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October 29, 1938 

Tc- I llr, Haas 

Fro•: llr, Reagh 

Subject : Proposed aooial eeourity legislation under con­
sideration by the AdTiaor y Oounoil ot the Social 
Seourity Board. 

The AdTiaory Counoil ot the Social Seourity Board has 
under ooneideration a plan which is r ef erred t c by the 
Board ae A0-13. The proposed plan would haTe little ettect 
on the aTerage annuity payable to single indiTiduale re­
t iring during the next t en or twelTe yeare, but thereafter 
the annuities to euoh ind1rtduals would be substant ially 
reduced. On the other hand, the annuities payable to 
married individuals would be considerably greater than 
those payable under the eXisting l aw unless the wife was 
ga1ntully employed and entitled to an annuity 1n her own 
right, 

The benefit formulae ot the existing law and .lQ-13 
are shown below, 

EXisting law: 
6 percent of the t1rat 13;000 ot wages, plue 
1 percent ot the next t 2,000 ot wages, plue 
i percent ot &.11 wage• 1n exoeaa ot t45,000. 

AC-13: 
6 percent ot the t1rat f3,000 ot wages , plue 
1 percent ot the next 112, 000 ot wages, plua t percent ot the next 30 ,000 ot wages, plue 

percent ot a.ll wages 1n excees ot t45,ooo. 

Under A0-13 the annuity i s increased 50 percent it the in­
dividual has a wife who 1e not eligible tor an annuity in 
her own right, 1. e . , the combined annuity ot a ~ried 
couple ie guaranteed to be at leaat 50 percent greater t han 
that ot the husband alone. The &bon tol'lll.llae produce 
identical benet ite to those ret1r1ng attar aco~ulat1ng 
wage ored1ta ot fl5,000 or l eas . Single 1nd1rtdu&la re­
tiring with wage credits in exceea ot t15, 000 would receive 

1 
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smaller annuities under AC- 13. Married couples would 
alwaye r eceive higher benet ite under AC-13 unless the 
wire had substantial credits ot her own, that i s , wage 
ortJite which would entitle her to an annuity at leaet 
halt ae great as that ot her husband, 

AC- 13 would provide insurance benetite payable in the 
rorm ot temnorar y annui ties in case the hueband died and 
lett minor children. On the death ot the husband the widow 

would receive credtt tor one hAlt other husband's wage 

creAl t s and thus wouJ.d eventually become entitled to an 
annuity. Disability benefits are aleo included in the 

2 

plan, but have not yet been ap~roved by the Advisory Council. 

The original social securi ty ~lan proposed by the 
"President'• Committee on Economic Security included 
domestic servants, casual laborers, and tar• laborers. 
The Treasur y Denartment objected to the inclusion ot these 

groups because it was not considered possible to administer 
the tax provisions ot Title VIII. The Treasury Department 

also ins1Bted that the taxes levied under Title VIII should 
he suttic1ent to cover the full cost ot the benefits ot 
Title II. The limited coverage ot the plan made it essential 

that the system be selt-oupporting, tor otherwise general 
t=es would have been neceseary to pay beneti ts to the 

limited group covered under the benefit provisions , In 

attemPting to work out a system or tax collection which 
would apply to domestic servants, casual laborers, and 
other excluded groupe , the stamp method ot tax collection 
ws.e given careful consideration, 

AC- 13 does not appear to be any more capable ot ex­
tension to domestic servants, casual laborers, etc., than 

is the existing law, The Social Security Board has mentioned 

the possibility ot a stamp system tor such groupe, but the 
practicability or t his device appears as doubtful as under 
the present law, 

Any benetit tormula which Provides benefi t s greatl y 
in excess or the accumulated tax contributions is certain 

to provide a dangerous incentive tor overpayment ot tax. 
Both the existing law and AC-13 are detective in this 
respect and therefore would encourage individuals excluded 
!rom benefit provisions because ot occupation to enter the 

insured group at a time when they would receive la.rge 
benefits in proportion to the tax contributions. Under 
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Ac-13 the benetitl pa,able in re1peot to earnings in ezoe•• 

ot t15,000 baTe a Talue le•e than the oorreepondl, taxe1 
and tberetore there would be a powerful lnoentin or under­
paJllllnt ot taxN atter the 1nd1rtdual had aoou1111lated t15,000 

ot earning• oreditl. 

lTen though it were possible to extend the ooTirage ot 

Ac-13 to dooeet io 1erTants, casual and tar. laborere1 it 
dose not seem possible that the ooyerage ot euoh a p~ 
could ever be extended to the •elf- employed. AD! 1y1tem 
whloh provides powerful inoentiTea tor~ther overpaywent or 
underpayment ot taxee would be particularly impraotioabll in 

t he oase ot the eelt-e•ployed, because ot the dlttioulty ot 
determ1n1ng income tor tax purpoeea. 

In my op1nlon, Ac-13 would not correct any ot the ia­

portant defects ot t he exieting law. All that can be eald 
in ita taTer is that it liberalizes the benefits payable 
in reepeot to aarried couples and thereby otters additional 

protection to hou•ew1Tea. The plan aleo would add dee1rable 
social benefits in respect to widows lett with minor children. 
On the other hand, it inoreaeee, rather than deoreaaee, eoma 

ot the tinano1al ~1ttioultiea inherent in the exieting law. 
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Cost aspect s of the present Social Security Act 
(Title II. Old-age i nsuranc e) . 

The Commi t t ee on Economic Security submit ted.detailed cost 
estimates with its origi nal old- age insurance plan. These cost 
est imates were bssed upon specific assumptions in r espect to 
wortallty, average earnings, e t c . , and showed clearly that t he 
proposed scale of tax rates would not produce the revenues 
required to support t he benefit plan. Thus t h e original plan 
~ould have requi red the general taxpayer to carry a substantial 
portion of t he tax burden although only about 6o percent of the 
gainful ly employed populati on was cover ed by the benefit pro­
visions of Title II . At the insi stencs of the Secret ary of the 
·treasury, the t ax rates were ad justed to the extent necessary 
to weet the year by year disburs ements as estimat ed on the basis 
of the aeauwptions set fort h in the Committee ' s report. 

On pages 51 and 52 or the Annual Re ort of the Secret ar of 
t he Treasury for the Fiscal Yea~ 1 , ere i s a s t a tement 
showine the actuarial status of e ld- Age Reserve Account as 
of June 30, 1937, and the valuation a ssumptions on which t he 
est i mnt es were based. At t he bottom of page 52 it is pointed 
out that 1! 0 no action is taken t o reduce the benefi t s to t hose 
enter ing t he covered group in t he future a t high ages , the cost 
of the syst em may subst antially exceed t he amount of Title VIII 
t~~es . • Tnue attention is called to a characteristic of the 
present law which is likely t o upset the self-supporting rela­
tionehip of Title VIII taxes with Title II benef its. 

4 

'J.'he valuati on. assumptions, although fairly conservative 1n 
~ost respects, probably fail t o t ake into account the f ull effect 
or even normal mi gration between the covered and uncovered groupe. 
The relatively high annui ty in respect to t he f irst $31 000 of 
earnings provides a great incentive for t hose in the excl uded 
group to enter the covered group for a period sufficient to 
obtain an earnings credit or at least $3, 000. Theref ore t h e 
norUJal migrat ion bet•11een covered and uncovered groups may be 
expected to increase. The foll owing exampl e i l lustrates t he 
value of the annui ty i n relation to taxes when the aggregate 
amount of earn.ings i s within the 6-per cent bracket (up to 
$3, 000) . 

• 

• 
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Consider an individual who waa 6o years of age on Januarr 1, 
1937 . He will be eligible for an annuity on Janu.ry 1, 1942 . 
Suppose be earns $600 per year, so that hie total wage oredite 
at age 65 will amount to $),000. Hie annuity will be tl80 per 
year and auoh an annuity would oost $1,700 1t purohaeed tram an 
insurance oomp&DJ at net coat. During his five contributorr 
years be will contribute $36 1D the form of ~itle VIII taxee 
and b1s employer will contribute a like amount in b1s behalf. 
An individual entering the covered group at age 6o in 1949 or 
thereaf ter, with an average annual wage of $600, will contribute 
~~0 for an annuity worth $1 , 700 and his employer will contribute 
a 11.ke amount • 

. Many of those excluded from the provisions of the Social 
SecuritJ Act because of their present occupation will in the 
natural cource of their working lives become teiii!>Orarily ox· 
permanently employed in covered positions, Many housewives 
work in cover ed employment for at least a few years prior to 
t heir marriage, and moat women are probably employed in covered 
positions tor some period before t hey r each age 65. Many wore 
wi ll undoubtedly seek such emplorment for a abort period in order 

0 
to obtain the relatively high annuity in respect to the first 
$) , 000 ot earnings . These partially covered groups will alwaye 
r eceive benefits worth tar wore than the accumulated value of 
the Title VIII taxes payable by them or in their behalf, because 
a greater portion of their earnings will tall in the 6-percent 
br acket or the benefit formula. Several years or experience 
will be required before the effect of this migration on the cost 
or the system can be measured with reasonable accuracy. In the 
moantime the law will almost surely be ame.nded in a manner which 
will at least partially eliwinnte this and other detects of the 
present law. It does not appear practicable to a djust the 
present tax rates or the annual appropriations to the Account in 
the fac e ot alwos t certain and early changes in the law. 

-
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To: Mr. Hanes 

Froml Mr. Haae 

Attached are three memoranda, aa f pllowe: 

(1) Memorandum entitled 1 Surver of the Principal 
Issues Involved in a ReYieion of the Old-Age 
Provisions of the Social Securit1 Act•; 

(2) Two memoranda, prepared b7 Mr. Raagh who ia 
the Government Actuarr ~nd an Assistant 
Director or Research and Stat1at1oe, entitled: 

(a) 

(b) 

•cost Aspects of the Present Social 
Securitr Act (Title II. Old-Age Insurance)•; 

1 Proposed Social Securitr Legislation Under 
Consideration b7 the Advisor, Council of the 
Social Seouritr Board1 • 

The above will be followed b7 other aemoranda, two of 
wh1oh are now in the course of preparation, including one 
dealing with the monetarr and general economic implications 
of anr attempt to proTide a eretea of old- age eecuritr b7 
the •reserve' plan of financing. 

, 

-

s 
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To: )(r, Hanes 

From: )(r, Haas 

SubJeotl Survey or the Principal Iaeues Involved in a 
Revision or the Old-Age Provisions or the 
Sooial Security Aot. 

I . General Background 

It now aonears orobable that the old- age provisions or 
t he Social Security Act will come up tor· very serious dis~ 
ouesion, and perhaps drastic revision, at the next session 
of Congress. 

The Social Security Advisory Council, appointed Jointly 
by the Senate Finance Committee and the Social Security Board 
1n )lay 1937, in order • ••• to assist in studying the advia~ 
ability or amending Titles II and VIII or the Social Security 
Act•, expeots to complete its report by the end or the year. 
The iasuanoe of thie report is bound to stimulate popular and 
congressional interest in the revisi on of the old~age pro­
vi sions of the Aot. 

Wore imoortant , the Presi dent hal already placed hie­
self on record in favor or an early liberalization of the 
old- age benefit orortsione of the Aot and haa indicated the 
general linea along which he believes that it should take 
place in a letter to Chairman Altmeyer of the Social Security 
Board, dated Apr i l 2~, 1938, of which the concluding paragraph 
r eads aa follows: 

1 I am particularly anxloue that the Board give 
attention to the development of a sound plan tor 
liberalizing the old~age insurance system. In the 
development of such a plan I should like to have the 
Boar~ give consideration to the feasibility or ex~ 
t ending its coverage, commencing the payment of old~ 
age inauranoe annuitiea at an earlier date than 
January 1 , 19~2, paying larger benefits than now pro­
vided in the Act tor those retiring during the earlier 
years of the eyetem, prov1d1ng benefits tor aged wivee 

-

{ 
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and widows, and providing benefits tor you.ng 
children or insured persons dying betore reaching 
reti rement age, It is my hope that the Board will 
be prepared to submit its recommendations betore 
Congress reconvenes in January, • 

The recommendations or the Board, submitted pursuant 
to t he President ' s request, will probably also be made public 
somewhere around the year-end and, according to our present 
understanding, may ditter in important respects from those or 
the Counoil , These two reports, coming so close together and 
possibly differing in imoortant respects, are bound to stim­
ulate further the already widespread popular and congressional 
interest in the subJect; and, taken in conjunction with the 
President ' s express ed bops ror an earlr liberalization or the 
old-age provisions or the Act, it will be surprising it the 
subJect does not receive extended cons i deration at the next 
session or Congress, 

This memorandum is devoted to a general survey or the 
principal problems arisi ng in connection with the old-age 
orovisions or the pr esent Act and with the attempt to provide 
old-age securi ty in general, and does not contain specific 
recommendations tor action. In general, it may be said to 
r aise issues rather than to solve them. It will be followed 
by other memoranda, including t wo now in the course or 
preparation, dealing respectively with the cost ~r the 
present system or contributory old-age benetite and wit h the 
monetary and general economic implications or any attempt to 
orovide a system or old- age security by the •reserve• plan 
or financing, 

The next section or the present memorandum is devoted 
to a brief summery or the old- age provisions or the Social 
Security Aot as they now stand, and the succeeding secti ons 
to a discussion or the main i s sues whioh appear to be in­
volved in any general r evision or these provisions, namely, 
the issues or: Coverage (section III), Provis ion tor Pre sent 
Aged and Aging (section IV) , Scope ot Benefits (section V) , 
and Method or Financing (section VI) , 

II. Summary or the Old- Age Provisions or the 
Socii! Security l ot 

Titles I, II and VIII or the Social Security Act, 
aporoved August 1~ , 1935 , taken together set up two systems 
or old-age security - one dependent upon a 1 mea.ns teet•, and 
so a form or relief, and the ot her given •as ot right ' regard­
lese or the needs or fina ncial statue or the recipient, pro­
vided only that he baa r etired from gainful employm.ent, 

--
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A ayetem of 1 old-age assistance• dependent upon a means 
teat is set uP by Title I or the Act. This title proTidea 
that the Federal Government will match dollar-tor-dollar any 
sums which States, in accordance with approved plana, see 
tit to expend for the assistanoe or •needy individuals• (out­
aide or institutions) over 65 years or age, pr ovided that 
the Federal grant with respect to any euoh individual shall 
not exceed $15 a month. A eupnlementary grant of 5 percent 
ot the Federal cont ribution aotually disbursed t o the aged 
is provided tor administrative purpose&, and the Social 
Security Board is given wide powers to see that the State 
plans are administered in accordance wi th the Federal Act , 

9 

Federal disbursements tor grants to States under Title I 
ot t he Act amounted to $20 millions in the fieoal year 1936 , 
$125 m1111one in the tlacal year 1937, and &1!!2 alllione in 
the fieoal year 19311, and $21~ m1llione has been appropriated 
tor this purpose for the fiscal year 1939· Total disburse­
mente, Federal, State and local combined, pursuant to approved 
State plane tor old-age assistance under this title or the 
Act , are, or course , somewhat more than twice the amount or 
the Federal disbursement, since some States pay some or their 
needy aged amounts in excess or the maximum whioh the Federal 
'Government will match, 

Titles II and VIII of the Act between them set up a 
system or contributory 1 old-Age benefits• paid ae of right . 
Title II provides tor the payment of such benefits (in no case 
to exceed $!!5 a month) according to a graduated ecale baaed 
upon total wages r eceived in 1 covered1 employments , the lowest 
brackets of such wages, and particularly the first $3,000 (re­
ceived during an entire working lifetime) being weighted much 
more heaTily than the higher brackets, '!rages in axceas or 
&3 ,000 received in any one year are ignored entirely. No old­
age benefite are to be paid under t his title prior to January 1 , 
19~2. Domeetio servants, agricultural laborera, employees of 
State and local government&, and all categories of the self­
employed, a a well as groupe already provided tor by Federally 
sponsored Pension Plane, aucb as Federal Government employees 
and railroad employees, are among those excluded from coverage 
under this title, 
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An •Old-Age Reserve Account• 1s eat up 1n the Treasury, 
from which t he benefits are to be pa1d, and there is • • • • au­
thorized t o be appropriated t o t he Account for each fiscal 
year •• • an amount sufficient ae an annual premium, to prov.ide 
tor the payments required under thie title, such amount to 
be determined on a reserve basis 1n aooorde.nce with accepted 
actuarial nr1nc1plee. " The Secretary 'of the Treasury 1s to 
submit annually to the Bureau or the Budget an estimate or 
t he aPPropriation to be made t o the Aooount, and is to in­
clude in hie Annual Report "the aotuarial status or the 
Account. • 

Title VIII provides ror the levy of •taxes with respect 
to employment .• These taxes upon wages, leVied in equal 
amounts upon employers and employees , co~ence with respect 
to employment during the calendar year 1937 at the rate or 
l percent each on emoloyer s and employees, and gradually riee 
to 3 percent each on employers and employees with respect to 
employment after December 31, 1948, the f1rst increa se in the 
rates of tax being from 1 percent to l - 1/2 percent each on 
emoloyera and emnloyees and occurring on January 1, l 94o. 
The emoloyments with respect to wh1ch such taxes are levied 
are, in fact, the same employments as those with respect to 
which credit is given toward old-age benefit payments under 
Title I I, although this is accomplished by identioal defini­
tions rather than by cross reference between the two titles. 
Wage payments in excess of $3 ,000 in any one year from a single 
emoloyer to a single employee Bl'e exemt~t from both the employer 
and the emoloyee tax. 

III. Coverage 

Only about 32 millions• out of 51 mill ions, or about 
63 percent or the total number or gainfully emnloyed persona 
in the United States were covered under the provisions or 
Title II in 1937. The persona so covered comprised onll about 
1+2 percent or the total populntion between agee 20 and 65, al­
t hough t hey included a substantial number of women whose total 
working period will be short and whose ultimate pensions will 
consequently be very low. 

The proportion of the total aged population which will 
ultimately benefit from contributory old- age annuities ia, 
to be sure, substantially larger than the proportion just 
cited, a s many of the uncovered persona will be wives or 
annuitants, and .because a large pronortion or all old people 

* Probably aever81 iiiliona ot these were In covered employment 
f or only a portion or the year. 
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will have been covered during a part or their working l ifetime, 
though uny or thea not oont1nuouely. lo pensions are provided, 
however

1 
tor wivee (or widows) or annuitants aa euch, and thelr 

· hueband s annuities are no larger becauee or their marital 
etatua. 

The most important objection to the low oove.rage under 
Title II or the Act is, or course , lte social inadequacy, 
which is given additional point by the tact that th.e poorest 
segments of the population - domestic servants and agricultural 
workers - are among those excluded from coverage . In addition 
to this obvious objection, however, the limited coverage under 
Titl e II gives rise to two very i mportant technical dltticultiee. 

In the first place , the l111l1ted coverage makes it clearly 
inequitable that the eyetem should receive any support trom 
general taxes which are ra18ed in large part from the uncovered 
population, part of whioh is di stinctly worse ott economically 
than the covered population tor whose benefit auch taxea would 
be l evied. It is, therefore, necessary, ir e~uity is to be 
maintained, that the eyetem be made entirely eelt-eupport1ng1 , 

and t hle has been attempted in the pr~eent law. The 1 eelt­
eup,orting• character or Titles II and VIII however , ae rlll 
be subsequently developed, ie largely tormai rather than sub­
st antive in character, and the attempt to aeoure even t ·ormal 
aelt-eupport involve~ such serious dltticultiee that it seems 
well-nigh imoosslble t o revise the present eyetem - eo as to 
make effective provtston tor the present aged, tor example -
without abandonlng it completely. It coverage under Title II 
could be widely extended - or, better yet, aade unlv~rsal at 
least on a voluntary basis - the equitable necessity tor self­
support would be removed and the entire problem made much 
more susceptible to solution. 

The second ot the two technical difficulties just 
referred to, while lese fundamental than the first, is yet 
euttioiently imoortant to threaten seriously the solvency ot 
the pr&eent system. It aay be described ae follows : The 
extremely hlgh rate or annuity paid with r espect to the tiret 
bracket of wages received in a covered employment, combined 
with the limited coverage , constitutes a powerful inducement 
to a much greater than normal migration between covered and 
uncovered employments, and consequently results i n a great 
1noreaee in liability tor benefits under Title II, without 
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Bny nearly commensurate increaee in tax receipte under 
Title VIII. • It i s now quite generally agreed that t he 
Co~~ittee on Economic Security did not give this factor 
sufficient weight in the preparation of i ta underlying 
aasumpt l ona , upon the basis or which it was esti mated in 
1935 that tax collect ions under Title VIII would be eutf 1-
oisnt to provide in full !or benefit payments under Titl e II. 

The Presi dent nl aces the matter of extending coverage 
firs t on hi s agenda of things which he requests the Board 
to consider. 

The diffi culties likel y to arise from the limited 
coverage or Title II wer e , ot course, in l arge part known 
at the t ime the Act was originally passed, but were at that 
t i me consider ed less importcnt than the administrative diffi­
culti es of ext ending it. This position was highly de:tensl.ble 
1n 1935 when the main problem, after all, was to secure a 
to1•Clal r ecogni t1on or the Federal Government ' s responsi bilitlea 
wi t h respect to the problem of old- age security. 

With the benefit ot the ad~itional experience which 
we have gained since that time, it may now be poss ible greatly 
to extend the coverage ot the contributory plan without 
al ter ation of the present arrangement of a benefit geared to 
wages and financed partly by an employer-tax and partly by an 
eopl oyee- tax. The admini stra tive diffi culties would be greatly 
reduced by the el1lllinat i on of the emyloyer-tax; and, of oouree, 
wo~d be almost comoletely eliminated it we abandon the idea 
that the benet1 t should be geared to wages, a nd should be 
financed i n whole, Ol' in part , by a tax somewhat i n the nature 
of an insurance ~remium. Waiving entirely the questi on of the 
absol ute desirabiHty of the present arrangement , i t eeema 

• The strength ot this inducemant and the inadequacy of the 
Ti t le VIII taxes to pa] .the Title II benefits 1 earned1 by 
shor t periods of coverage is i ndicated by a cooparlson ot 
t he taxes and benefit s , rea~ectively , accruing from the 
f irst $3, 000 ot wages received i n covered employments. 
A lite annuity of 6 percent of such wages ($180 a year) is 
paid under Title II. At the present rates of tax this means 
that t he annuitant receives baok hie own Title VIII taxee 
in f ull (without interest) duri ng his first two months &I 
a Title II annuitant, and receives h1s own and his employer• ' 
taxes combined during hie first tour months as an annuitant. 
When and if the rates of t ax actually l evied reach the cax1-
~ pr ovided t or in Title VIII (J percent each on employees 
and em~lOte~e· after December 31 , 19~8) , the periods required 
tor complete recover y of such taxes will be aix months and 
a year r espectively. 

• 
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clear that it .uet sooner or later be adJusted admini s­
trati vely to a w1desl>read extena1on ot cover&€;8 or else 
abandoned. It does not seem credible t hat America's aged 
can be kept permanently halt pauperi~ed and halt in receipt 
ot pensions as-of-right merely upon the olea ot admini s­
trative difficulties . 

IV. Provision tor Present Aged and Aging 

13 

Title II does not provide for the payment ot any old-age 
annuities prior to January 1, 19~2 , and the annuity which 
would be due at that time t o an individual who bad earned an 
average or $100 a month in covered employments during the 
pr eceding t1ve-year neriod would amount to only $17. 50 a 
month. This payment 1A, of course, irresnect1ve of marital 
status , and would in the maJority of cases have to be a1>pl i ed 
to the supnort of an aged couple r ather than to that of a 
single individual, amounting in thi s case to only $g. 75 apiece. 
Even after t1tteen years of continuous employment i n covered 
occupations at an average monthly wage ot $100 ( e.g . , tor a 
person entering the aystem in 1937 at age 50 and r et1r 1ng in 
1952 at age 65) the monthly pensi on would amount to only $27. 50, 
or $13. 75 apiece 1n t he oase of a marr i ed couple wher e the 
w1te had not been emnloyed 1n a covered occupation. Specimen 
rates t or other avera.ge wages and periods ot empl oyment in 
covered occupations are as follows (the r ates are, of course, 
nsr annuitant irrespective of marit al stat us): 

Average Years ot employment 1n 
monthly covered occ~atione 

wage 5 16 : l 5 

$ 50 115. 00 $17. 50 $20, 00 

100 17. 50 22. 50 27-50 

150 20. 00 27. 50 35. 00 

Tbeae rate& of contributory benefits com9ere very un­
favor ably with t he maximum monthly payment (subJect to a 
means teet) of $30 per month ner person, toward whlch the 
Federal Government will make a contribution of 50 per cent 

-

• 
• 
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under Title I of the Act. The actual aYerage payment tor 
old-age aaeiatanoe under Title I, Federal State and local 
tunde combined, in July 19'8 amounted to 619.23 per reo1p-
1ent tor the median State , i 

14 

IrreapeotiYe~ howeYer, of any oomparieon with the leYel 
ot benefit• proY1ded tor in Title I, it ie clear that the 
benefits provided in Title II make no contribution whataoeyer 
to the old- age security of pereone over 60 in 1937, even if 
e=oloyed in ooYered oocupatione ; and are ao ini!iQuate tor 
all pereone now oYer 50 that they will probably have to be 
auoplemented by old-age assistance baaed on a means teet -­
thereby deatroJing their euppoeed special value as contributorr 
annuitiee, In other words, Title II of the Social security 
Act makea no real contribu~ion toward aolYing the problem of 
eecurity t or the ~resent aged and aging, and it ia doubtleae 
with thie in min~~be President auggested 1n hie letter 
to Chairman Altmeyer that the Board give earnest consideration 
to plana tort 

• ••• commencing the paJMent of old age insurance 
annuities at an earlier date than January 1, 19~2, 
paying larger benefits than now proYided in the Act 
tor those retiring during the earlier years ot the 
eretem, ••• • 

The financial magnitude of the problem involyed in making 
provieion tor the present aged and aging ia etagger1ng. The 
annual d1aburaement in billions of dollar• required to pay 
monthly pensions of various amounts to eyery ind1Y1dual in 
the country oYer 60, 65, and 70 yeara, reapectiYely, ie shown 
in the tollowtng table: 

* in aome States a single grant of old-age aasietance is made 
to coYer the needs both of the reoipisnt and of a spouse , 
aleo eligible tor old- age aeeietanoe, liYing in the same 
household aa the recipient, We are adYiaed, howeYer, that 
adjustment tor such cases would not change the order of 
magnitude o! the figure cited in the text, which may be 
oonaidered roughly ae on a per peraon baaia, 
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Annual Dlebu.reement Required t or Un1Yereal Old-Age 
Penetone Preeent Population, not Adjueted f or 

Future Changee in Age D1etribut1on 

(Billlone of dollare) 

Required: )(ontbly pene1on 
attained: 

age 116 112 126 125 136 

60 1 , 6 2. ~ 3.2 ~.1 ~- 9 

65 1 . 0 1. 5 1. 9 2.~ 2. 9 

70 o. 6 o.s 1 , 1 1.~ 1. 7 

1!> 

156 

8. 1 

~. s 

2, 8 

Theee amounte do not tell the whole etor:r , howewer. They I 
are baaed on our pr esent population in which - as a result of 
past growth and i mmigrat ion - the aged form a emaller component 
than will ultimately be the case af ter our total population 
has etabili ~ed . Adjust ing :tor the taotor ot age distribution 
onl:r - aeeum1ng, that is, t hat any growth in the total popula­
tion w111 be accomryan1ed by a correepondlng ~ncrease in ab111t:r­
to-pay, and eo can be disregarded - the annual d1eburaemente 
necessary to pay old- age p ensions o:t' the eame amounts ~e g1Yen 
1n the preY1oue table will be ae tollowe: 

• 
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Annual Disbursement Required for Un1vereal Old-Age 
Pensione Present Population, Adjusted 

for Ultimate Age D1str1but1on• 

(Billione of dollara) 

Reo.uired : lo!onthly penelon attained: 
age #lO 115 126 125 136 $56 

6o 2. 4 3. 6 4. !! 6. 0 7. 2 12. 0 

65 1, 6 2. 5 3· 3 4.1 4. 9 !!.2 

70 1. 0 1. 5 2. 0 2. 6 3.1 5.1 

1G 

• Baaed on United States white male lite tables for 1930, 
making no allowance f or noss1ble advanoea 1n medical eo1enoe 
other t han those required to bring the entire population up o 
to t he longevity etandard for white malea . The ultimate age 
distribution ts not expected to be reached until sometime 
after the year 2000, but the ma jor portion of the change be­
tween present and ultimate age d1str1but1on 1s eXpected to 
take place during the next thirty or forty years, 

The above tablea show that an old- age pension of $15 a 
month to every person over 65 would require an annual d1eburae­
ment of $1.5 b1llione on the basts of present population, un­
adju~ted, and of $2.5 billions on the baste of the same popu­
lati on adjusted for ultlmate age distribution. Such a pension 
would doubtless be aunolemented 1n needy oases by most or the 
States and for all oases by some or them. The Federal share 
alone, however, would amount to 24 neroent of total Federal 
reoe1nte 1n the rteoal year 193!! ($6. 2 billions), based unon 
nresent age distribution, and to 4o percent baaed upon ulti­
mate age distribution. 

Assuming that such pensions had constituted the only 
Federal diebursements for general old- age aeol:l'1ty (t. e, , ex­
penditures under the Railroad Retirement Aot and the Civtl 
Service Retirement and related Acta being undisturbed) , and 
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that total Federal receipts in the tiacal year 193~ had been 
larger by an amount eutt1c1ent to balance the budget (e~ 
olueive ot publ1o debt ret1remente, but including the amounte 
necessary to pay the pensions), the ooet or the pensions 
would have absorbed in that year 17 percent ot suoh enhanced 
Federal receipts, on the baste ot present populati on, un­
adJus ted, and 26 percent ot such Federal receipts on the 
bas1e ot preeent population adJusted tor age d1etr1but1on.• 

• the percentages given 1n the text are oomouted· as fol!owe: 

( B1llione ot dollar e) 

Total Federal receipts, tiscal year 1938 •••••...• •• 
Plus: Detici t (excluding public debt retirements ) •• 

Reoeiote necessary to bal~nce budget • ••••• •••• 
Leee: Actual •expendituree• tor old- age security 

Old- Age Assistance, Title I •• •• ••• . 2 
Old-Age Reserve Account, Title II ~ 

Plus: Amount necessary to pay pension ot $15 a 
month to every oerson over 65, unadJusted 
basi a . •... .. .. .. ..... . ... . .. •. .... . ....... .• 

6. 2 

+:1 

Total amount necessary to 1 balanoe budget• 
under assumed cond1t1ona •• • • ••••.••.... •• . •• • • 8 . 6 

• 

Percentage old-age pens1one ( unadJusted basis) 
ot total receipts • •. • •••• • .•••••....•...•. •••• 17 percent 

Amount necessary to pay pension of $15 a month 
to every per son over 65, present population, 
adJusted t or ultimate age d1etribution • ••• •••• 2. 5 

Total amount neceeeary to 1 balanoe budget• 
under assumed conditione, amount necessary to 
pay pensions adJusted tor age distribution •••• 9.6 
Percentage old- age oensione (adJusted tor age 
distribution) ot total reoeiote •••••••..•• • .• • 26 percent 
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Comoared With t hese figures the total Federal disburse­
ment of a little lese than ~0 . 2 billions {3 percent of total 
receipts) for old-age assistance {Title I) in the fiscal year 
193g and the ancropriation of a little more than $0, 2 billions 
for the same puroose in the fiscal year 1939 seem insignificant, 
The magnitude of the !lgUl'B e would in i t self explain · in large 
part the hesitancy of both Con~ess and the Administration to 
make effective provision for the oresent aged and aging, even 
had there been no complicating factors , 

The nroblem of making provision for the present aged, 
however, has, in fact, been greatly complicated by the un­
rea sonable hones ~hich have been raised in the minds of the 
old folks {and t hose on whom they are dependent) by tt.e ex­
travagant a mounts which have been pronosed for old- age pensions 
in the various popular oronosals running chronologically from 
the Townsend Plan {still very much alive) to the present 
·~30-every-Thursday movement in California, The ho!)es raised 
by these movements have been such that many of t he aged would 
consider a pension of the modest size which would be within 
the ability-to- !)ay of the Federal and State governments an 
insul t and a or ovocation rather than an honest reco~n1t1on 
of t i1e socia l resnon3i bill'\.;; of Govern:l!~nt with respect to 
the aged, 

~o f a r we have succeeded ln avoiding a snow-down on this 
i asue by concentratin3 our at t ention u;;>on a supposedly 11 self'­
su;::,orting11 a r.r.u1ty system with a limited coverage . Such e. 
system s i mr,ly l eaves untouched, e:o:cept through Title ! ¥11th 
iee means test , the pr-:lbl em of t he pres ent aged, &nd wit!:: 1t 
all of the e~barrassing auest1ons o! the conflict between 
fact and fiction with r espect to tl::e size of old- age oensions 
which it is oosslble to nay. It is h1ghJ.y desirable, ho'liever, 
as sonn a e oossiole, that ur c.v1s1on be made for the present 
aged 1n a realistic manner , 

v. Scope of Benefits 

The oreeent contributory syst&~ covers only the risk of 
ol~ age for t he annui tant nersonally. {The only exception 
to t his is the death benefit equal to 3-1/2 percent of total 
waees received ln covered emnloyments, less the amount of 
benef 1 ts paid the 11 vlng annul tant . This benefl t ie er·ratic 
1n amount ; and, of course , non-existent ln the case of 
annuitants who have received benefits f or any cons iderable 
!)eriod prior t o death. ) It bas been proposed t~at the scope 

-
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ot the benefits be increased t o provide protection against 
hazardG other t han that or destitute old age and to give 
greater recognition to the claims ot wiveo not themselves 
•gai nfully em~loyed1 • The principal extensions ot the system 
which hiive been advocated by impox•tunt gJ'oups are as follows! 

A. Benefits for aged wives ot annuitants as such, 
or inoreo.sed benefits t o mo.rr ied annuitants 
because ot their mBI'i tal statue. 

s. Benet itd tor widows ot annuitants. 

C. Benefits tor young chlldren ot insured persona 
dying before reaching retirement age. 

D. Death benefits to~ all insured persons and their 
wives and widows at least sufficient to permit 
t heir burial without recourse t o charity, 

E. Benefits for annuitants becoming permanently or 
quasi-permanently d i sabled before reaching re­
tirement age, 

F. Benefits for temporary dlaabllity because of 
sickness or accident, 

A broadening of the scope of benefits to the full extent 
Just outlined would insure every family against contingencies 
arising f rom the inability or ite breadwinner to take advan­
tage or auoh opportuni ties as the current employment situation 
afforded - although it would leave untouched the problem or 
dltticult1es ari sing troo the inability or able- bodied workers 
to obtain emoloyment at a living wage. The unemployment in­
surance titles o! the Act , of course, make a start toward the 
solution or the latter type or dif f i culties. 

The last or the suggested extensions - that or ins~ance 
agai nst tem~orary disabili ty due to sickness or accident -
would involve a l arge increase 1n the total cost or the system 
nnd a much larger increase ln the pronortlon or administrative 
to total costs. Unlike most or the other t ypes or benefits 
auecested1 it would involve a substantial amount or policing 
in order to a void fraud, and could nrobably be administered 
in pr actice only ln conjunction •1th a compulsory system or 
medical care . The risk or temryorart disability because or 
sickness or accident, furthermore,& one which can be borne 
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by t he indivl~ual resources ot t he worker much better than 
t he ot her l'is lte . Any consideration ot an extension ot t he 
scope or the system in this d1roc t1on orobably ought, 
t heref ore, to be deferred until the ayotem hss been made 
more adoouate in other respects and the administrat i ve ~nd 
other problema arising in connection with such extensions 
hnve been H least oarti ally sol·ted. 

20 

The next to the l a st ot the suggested extensions - that 
i r.volvin.; permanent disability benefits - woul d pro~ably 
involve a much smaller cost and meet a more 9ressing need 
than t he te~orary disability bonef ite jus t discussed, It 
we could be sure that t~e benefits would administrati vely 
be confi ned t o cases of genuine disabi lity, t he total cost 
o! t l-.18 oart of t he syste.o~ would pr obably be q11i te small, 
end 1t woul~ or obably bring a greater feeling ot security to 
the worker and probabl y alleviate more actual suff ering per 
un i t of cost t~ t he Federal Government t han any other part 
ot the system. For t h is reason, it seems inevitable that 
"er 1 .. anent disability benefits will ultimately become piU't 
of our sooiel seourity progr am it the program itself con­
tinues dJ•m the years . The payment ot such benefits , however , 
i nvolves very ~itficult administrative problems which, unless 
solved , can incre~ ee the total cost ot t he benefits to many 
t1 r:>es the am~unt required fOl' cases of genuine disability, 
It appears , therefore, that the inoc1•porat1on of such benefits 
1~to t he old- age security probram ought to be oost?oned, i f 
~oseible, until we have made better progress in the solution 
or other administrati ve oroblems , oarticularly t~st ot coverage. 

'!'te o~l:.&r suggested extens!.cns ought all to r eceive 
s erious o~.l .;~:· e: .. tion at t he es rl1est on~ortunlty. The tlrst 
t hree are soecitically listed by the Preaident 1n hi s l&tt&r 
t o Chairmrn Altm&yer. The r emaining one - t hat with respect 
t o minimum deat h benefits - would be ot substantial soci al 
value , presents no administrative pr oblems, and could be 
adopted with very small additional coat, or at a substantial 
net saving, deoending upon whether the flat amount ot death 
benefit wae given in l ieu of the pr&eent refund feature, 
guaranteeing that total benefit payments tor t he account of 
each annuitant will amount t o a t least 3-l/2 percent ot total 
wages received in covered ecploymente , or whether it was made 
a minimum guarantee with respect to euoh amount, The former 
(resulting in a substantial net saving) is much suoerior 

• 
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theo~etically ; bu: , unfortunately, it l acks the ~sychological 
eopeal of a 11 money-baok" guara.ntee , which mey be necessary -
at least as long as the soci al security .Pl'ogram is supported 
in part by quasi-earmarked payroll taxes. 

VI. Methoc:l o! Financing 

Uo&t of t he discussion of the contributory old-age 
be!'!e!it•system set uo by 71tles II and VIII of the Social 
Secu~ity Act has cent.ered around the met hod o( financir~. 
Thi s is natural since the p~ocose of f1n~o1ng ls t he only 
t Linl!, whicil 1 s , :>::- ~ eo::.:& t o be , go1ng on ln tc,e present and 
i rr~ediately following yeare - the payment 'of the benefits 
themselves being a matter for the future , .It 1s s9mewhat 
less apoarent, however, that that aspect of the method of 
fi nancing adopted in the Social Seourity Act which has been 
t he source of so much cont rovery - the Old- Age Reserve 
Account - 1 e i tself principally a consequence of the limited 
coverage of Title II of the Aot and of the pos t ponement of 
subst antial payments under it to the more or less distant 
:future. 

It is clear, as far as the general economy is concerned 
(apart, tha t is, from the fiscal position of the Government) , 
t hat i t wUl be no easier to d1 sburse l arge annual suws for 
old- age pensions 50 years from now than it i s today merely 
because the Ol d- Age Reserve Account may in the meanti me have 
been built uo to astronomic oroportions. Each year's oen-
s ions must be taken from the. national income of the year 1n 
whi ch pai d ; and the wherewithal to pay them must, furthermore, 
be raised by t he Government 1n taxat i on or borrowed year-by- year 
as the pensions are paid, although part of the money so ra1eed 
may be apportioned to pay the interest on bonds held in the 
Old- Age Reserve Account rather th3n to the payment of pensions 
directly, and so may be in lieu of, rather than in additi on 
to, taxes which it might otherwise have been necessary to 
levy - provi ded, of course, tha t a corresponding amount of 
privately held public debt has been retired in the meantime. 

The Ol d- Age Reserve Account as at present consti t ut ed, 
however, serves several logical purposes, First , it is a 
more or less necessary consequence of the ll.mi ted coverage 
of Title II of t he Act, permitting ae it does the segregati on 
from other Federal funds of the proceeds of taxes l evied upon 
prosoective annuitants and t heir e mployers. It has previousl y 

• 
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been pointed out that only about 63 percent or all gainfully 
employed persons were covered under this title 1n 1937, and 
that only about 42 percent of the total population between 
ages 20 and 65 were then making contributions which would 
ultimately entitle them to annuities in their own right under 
this title. I t therefore appeared very reasonable to the 
framers or the Act , as finally adopt ed, that the system or 
old- age benefits set up by Titles II and VIII ought to be 
selt-eupporting; that is, that it should require no subsi dy 
from general tax revenues, e1nce eo large a proportion or 
the population - and moetly ·the poorer portion at that -
were not to share in ita benefits. It is to be noted 1n this 
connection, however, that the original report or the Committee 
on Economic Security did not provide tor a completely eel!- . 
supporting system,* The rates of taxation provided tor i n 
Title VIII or the Bill as originally introduced did not pur­
port to be suff icient to support actuarially the bene! ita 
proposed to be oaid un~er Title II, and were increased by 
the House Ways and Means Commit tee upon the request o! the 
Secretary or the Treasury to the level incorporated i n the 
Act ae finally passed, 

In considering this aspect or the question, it is !1rst 
necessary to note that the concept o! self- support, as appli'd 
to the cont ributory old- age benefit eyetem, appl i es only t o 
the participants in the system and their employers as a 
whole, as compa»ed wi t h the non- partici pating population, As 
between participants, coats and benefits are very unevenly 
apportioned - as , indeed, they must be it adequate pensions 
are to be paid to the lower i ncome groupe and to persons en­
t ering the system at high agee. Furthermore, not all or the 
ult imate bur den or the taxes levied under Title VIII !ells 
upon participants in the system, as at least a substantial 
portion or it i s probably passed on to non- part1o1pat1ng 
consumers in the form ot higher prices . These considerations 
deprive the concept o! •sel f - support• or a great deal of 
the clarity which it might otherwise have, but still leave 
it with a great deal or rorce as long as the coverage or 
the system is l i mited, I t, however , the coverage o! the 

* The report ot t he Committee, however, 8lso recommended a 
considerably larger coverage than that provided by the 
Act as finally passed, 
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system oould be widely extended or made universal - or, as 
a oomnromise, made as broad as poss1ble on a compulsory 
basis and univers~l tor a11 who desired to participate -
the reasons tor the Old~Age Reserve Aooount based upon the 
limited coverage ot the system would disapnear. 

23 

The Old-Age Reserve Account also serves a number ot 
nurooees in addition to those involved in the limited cover­
age at present nrovided by the Act. First, it accustoms 
us t o the aonronriat i on ot large annual eums, at least 
nominally t or the benefit ot the aged, and orestes at the 
same ttme a sort ot vested interest on the part ot the con­
tributors to the fund in the oens\ one proposed to be paid. 
It thus serves the useful nun:oeo ot cementing the Federal 
Government ' s relationshio to the problem ot old- age security 
and making it ever lees likely that the Federal Government 
will finally abandon the social resnoneibility which it has 
so recently assumed. 

Furthermore, i t pl aces some mathematical bound upon 
~he promises whloh we may make with respect t o the distant 
future by exnress1ng them in terms ot a present annual 
premium, and so assists in preventing us from making im­
Possible commitments. This bound is rather elastic, however, 
s ince the annual premium so appronriated tor is not level, 
but ie affected by the legal contemQlati on with respect to 
t~e increased rates or payroll taxes to be levied under 
Title VIII in future years , as well as by that wit~ respec t 
to future benefits to be ~aid under Title II. The level 
annual premium necessary to discharge our obligations under 
Title II, assuming that the payroll taxes under Title VIII 
were to continue indefinitely at their present rates ra~her 
than be stepped up as contemolated in the law, would be 
ao~roximately $1. 5 billions r ather than the $360 mi llions 
actually appropriated to the Old-Age Reserve Account tor the 

I 
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present f iacal year.• In general teras , i t ~y be aald 
that the principal ~eakneee of the annual aP?ropr i aticn 
~o the Old- Age Reserve Account as a ~the~tical bound 
t o cur generosity i n wiahing large benefits to the f utu.-e 
aged i s that it ~Y be eo ensi ly circuavented by im?Q61ng 
correspondingly heavy taxes, ~be collection of which is 
likewise deferred unt i l the distant future . 

Finally, the Old- Age Reserve Account provides a sor~ 
ot special sinki ng fund for the retirement or the public 
debt, Thie, it 19 argued, 111 a desirable p1•elude to the 
co~encement ~r the pnyzent ot old-nge annuities since , 
i f the Feder al Governuent is to undertake large and con­
tinued f uture annual expenditures f or a new purpoee such 

W Ap:>roprlatlona t o the Old-Age Re&el'\'e Account are cur­
rently being made upon the basis of tax collections under 
Ti t le VIII , less admini strative expenses. This ha s been 
done by varying one of t he actuarial aeeumpt1one (average 
a~e or retirement) eo that t he annual premium ae 3aterm1ned 
• ••• in aocordnnce wi th accepted actuari al prinoiplee 
••• • ae requi red by Title II of the Act, will be equal 
to estimat ed tax collections, lees admi nistrat i ve ex­
penses. The avurage age of ret irement required for euch 
balance in the actuar ial evaluation of the account as of 
June 30, 1937, was 66-3/4 years, more conservative than 
that (67-1/2 years) assumed by the Committee on Economic 
Security. The present method is, ot course tenable only 
ae long ae the balancing assumption ie iteeir reasonable , 
Certain other of t he present a6sumpt i one , however , -

24 

based on the atudiea of the Committee on Economic Security -
probably make a very inadequate allowance t or llllgration 
between covered and uncovered employments. This is die­
cussed in the Annual Report of the Secretary of the Treasury 
tor 1937, pp. 49=54. 
Title VIII tax oolleotione tor the current year were es­
tiQated 1n the budget at $500 a1llione, and t he reco~ended 
a~propr1ation to t he Re serve Account tor this year woul~, 
therefore , have been about t475 aillione ( eubtract1ng 
5 nercent for adm1nhtrat1ve exPenses) upon t he bas1 e of 
expected collections tor thie year alone, but wae further 
reduced t o t he amount etat ed in t !le text , i .n order to 
adJust cumulatively t or the exceaa or appropriations 1n 
prior years oYer actual tax collections, leas admi nistra­
tive erpeneea. The $1. 5 billion• figure refer r ed to in 
the text would not hsve been arract ed by these adJustMents. 

-
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as old-age seourity , it ought f irst to reduce as •uoh aa 
vossible other ~rospective annual expenditure•, euoh as 
interest on the public debt . 

There is no 1m~elling reason, however why the money 
now expended as interest on the public debt should be par­
ticularly seized upon a a t he only fund available tor the 
payment or ol d- age benetita, and ·tha payment or pensions 
in substantial amou.nt therefore deterred until the public 
debt can be materially reduced or transferred to the bene­
ficial interest or the prospective annui tants. It the 
problem of old-age security were really indieaolubly tied 
up with t~~t or reducing the publi c debt, it would follow 
that we have been getting further away from ita solution 
ever since 1930, Which i s plainly not the case. I nterest 
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on t he public debt a~sorbed during the fiscal year 1938 
about 15 percent of the total revenues ot the Federal 
Government an~ about 1- 1/2 percent ot the national income 
accruing during the same period. It we conelder the problem · 
ot old-age security sutt1ciently important , it 1s clearly 
poeeible to take care ot it Without prior reduc~1on ot the 
public debt . 

Tho uee ot the Old- Age Reserve Account aa a s 1nk1ng 
fund has the epeoi al d1ffioulty, furthermore, that it op­
erates rigidly in good and bad years alike, whereas an ideal 
sinking tund ought to be geared t~ changes in economic con­
diti ons so as to balance , as nearly as possible, disparities 
between savings and investment in the economy ac a whole. 
The operation or the Reserve Account as at present consti­
tuted m1~~t have an imPortant influence in intensifying 
booms and depressi ons , particularly the latter. This pro~lem, 
which we coceider very i r.J)ortant, will be treated more. tul l y 
in our subaequent memorandum on the monetary and general 
economic implications of t he reserve 111ethod or t1.nanctnz. 
It 1a apo .. ' ant from the present diaousa1on, however, that 
~~~ problem ot o1d- age security and that ot reducing the 
public debt are qui te separate analytically, and should be 
tled together only 1!, and to the extent that , this makes 
the solution of each oroblem easier. 

To summarize the considerations with respect to the 
Old- Age Reserve Account, 1t 1e clear that , aside from the 
question ot the public debt, the apparent need tor the 
Account ariaea merely from the limited coverage or Title II 
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ot the Act and the tremendous disparity between present and 
conteMOlated eventual annual exoenditures on account or this 
title - a disparity between nothing at all at the present 
tla:e• and over $). 5 b1ll1ons in 19!!0. The Reserve Account 
is a device tor enabling us to keep accounts as between 
contributors and non-contributors to the system, and to feel 
a l)()rtion or t he ultimate &Mual burden without actually 
making any present disbursea:ents t o nenaioners. Ita prac­
tical necessity would dieaonear it· we should greatly extend 
t he scone or t he system and commence i mmediately the payment 
ot benefits t o the present aged without a means test on a 
worthwhile scale - reaching, say, a billion dollars a rear 
within the next five years - financing such benefits from 
taxes not considered to be in the nature or quasi-premiums.** 
The payment or such benefits would not only cement the re­
l ationehio of the Federal Government to the problem of 
old-age security in a more eff ective way than would any con­
tributions to a Reserve Account, but would aleo acquaint us 
with ita coste and burdens in a more i mmediate way, and so 
prove a more effective check to extravagant promi see than 
would any accounting mechaniam. 

It is, ot course, an inevitable corollary or all or 
this that it we are going to balance the budget, to reduce 
t he public debt, and to make effective provision for the 
present and fut ure aged we must have a more effective tax 
system than that at present in force . From the longer-run 
point or view this 1osuo dominates all others, since the 
Feder al Government must eventually choose between abandoning 
t he social reeponeibilitiee which it has aseumed during the 
present Adminietration or making effective financial pro­
\~sion tor them through ourrent revenues. 

• Kore accurately, 15.4 mi llions exoended tor lump-suo 
benefits during the fiscal year 193~. 

•• The CBt bematical case tor t he Old-Age Reserve Account 
would not disapoear as long as present disbursements to 
pensioners were lese t han t he contet!Olated ultimate annual 
level, per caPita or the total population. 
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Attached ia a meaoraDdua, prepared b:r Kr. Reagh, 

which includes a brief d1acuaa1on of a pl.aD dee1gnad to reaed;r 
acme ot the detect• in the present Social Securit:r Act. Tbe 

proposal 1e not a perfect aolut1on of all the preaent d1tt1oul­
t1ea, but it has considerable merit and ma:r be of Yalue 1n sug­
gesting remedies to :rou. 

Upon reading the aea orandua, eeYeral queationa will, 
no doubt , immediatel:r ooour to :rou which haYe not been dealt 
with tull:r, or at all, 1n the d1eouee1on. One of these 1a the 
•reeerye• problea. It was felt deairable to keep the aeaorandua 
brief, and , 1t the proposal intereate you, to handle b:r oral d1a­
ouse1on queatione which :rou ma:r raise. 
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Subjeot: Some general conclusions regarding ol~age in­
sur ance and a proposed plan designed t o remedy 
some of the detects in the existing law. 

1 . Any system of old-age insurance providing annuity 
benefits as a matter of right (no means teet) which doee 
not apnly t o substantially the entire population should be 
supported by special social security taxes levied otuy 
agH1nst those covered by the benefit provieions. Federal 
subsidies with limited coverage mean inequitable taxation 
ot those excluded from the benefit provisions of the plan. 

2. A self- supporting system of payroll taxes applied to 
a limited group cannot possibly be levied on the •current 
coat• or progressively increasing r ate basis because the 
r ate would ultimately be so 91gb that all new entrants 
would be reouired to pay eeybral times as much tor their 
annuities as they would have to pay an insurance oompany 
tor the same benefit. This same principle caused the break­
down or the old fraternal (step-rate) insurance organi~tlons. 
The number of individuals who would be required to pay 
exborbitant tax contributions would ultimately be so large 
that they would probably vote the system out of existence at 
the expense of the then aged. 

3· From (1) and (2) it follows that an equitable 
system of olG-age i nsurance with limited coverage requires 
earmarked taxes at rates tar in excess of i iii!Dedlate cash 
needs and therefore large reserves . The practical necessity 
of collecting t ax revenues t a r in excess of immediate cash 
needs, and of therefore accumulating large reserves, would 
be eli~inated, however, it the coverage of the system were 
made substantially universal. 

4. Universal ooverage would remove the inequity ot a 
substant ial Federal subsidy. However,it benefits are to 
be paid largely trom Federal subsidies , as a matter ot right , 
to those retired i n the early years, there· seems to be no 
possible justification tor excluding those who are already 
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·.· 
~et the age ot 65 and unaplore4. Can there be al'l)' 

Justitication tor providing indiv1daale wbo will reaoh 65 

wi~hin the next 5 or 10 reare With det~rred annuities, the 

ujor part ot which Wil l be paid out ot general tax reYenue, 

and at the ... e t1aa denying all annuit7 rigbta (exoept on 

a means teet) to the present agedf 

5· An7 srstea wbich otters pcwertul inoentivee tor 

overpayment or underpayaent ot taxes will be extreaelr 

ditt1cult it not 1Dipoesible to pclioe and this would be ee­

peciall7 true as applied to the eelt-eaplored and to those 

who receive an important portion ot their earnings 1n the 

torm ot board, lodging, tips, eto. Such 1noentivea are em­

bodied in the existing law and to an even greater degree 

under AC-1' now under ooneideration b7 the Social Seourit7 

Adv1aory Council. An7 eretem which provide• tree benetite 

in proportion to earninge or which requires taxes greatl7 in 

excess ct the value ot the corresponding benefits is open to 

ebarp practice and traud at the expense ot the general t~ 

payer. 

6. It would be exoeedinglr dittioult, it not 1apossible, 

to entoroe the collection ot payroll taxee tro• the eaplorere 

ot domestic eervanta, tarm laborere, and casual labprere. 

7. The above ooneiderations lead to the conclusion 

that a satisfactory solution to the ol4-age insurance problea 

requires a radical change troa the existing law. The longer 

such obangee are deterred, the more difficult it •111 beooae 

to ettect them, because the public will acquire an increasing 

feeling ot vested rights in the benefits ot the preeent law. 

Kany ot thoee who are etud7ing the old.oage ineurance 

problem appear to believe that there is no practicable 

solution to the d1ttioult iee outlined above beoauee ot ad.o 

min1etrative and political ooneiderationa. Perhepl a perfect 

solut ion oould never be tound, but it appears l1kel7 that a 

relatively simple plan could be devieed which would remed7 

aany ot the deteote 1n the ex.1at1ng law and at least parti.all7 

eolve many ot the adminiatrati.ve problema involve! 1n 

universal coverage. Attached hereto ie a tentative outline 

ot a plan whlch seems to be capable ot universal ooverqe 

and which would greatl7 re4uoe many ot the a4ainiatrativs 

ditticultiee embodied in the existing law and the propoeed 

Ac-1,. 

;.t-" --

" ' . • 
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The plan outlined 1n the following pagee retatna ae 
many of the prinoiplee of the exieting law ae seea possible 
that ie, it ie a contributory plan under4hioh benefit• 
bear a definite relationship to earninge. It this p~inoiple 
could be dieoarded the obvious solution to moat of the problem• 
would be a flat benefit scheme having no relation to earninge, 
and financed with general rather than epeoitioally earmarked 
soci al security taxee. lilany student• of sooial seourity be­
lieve that a flat benefit would lack much of the appeal of a 
contributory plan under whioh the beneficiari es are made to 
feel that they are somehow paying tor their annuity as they 
pay for lite insurance. Another obJection often made againet 
the flat benefit eoheae ie that while the benefit may be 
adequate in oertaln areas where the cost of living is relatively 
low, the same benefit would be far from adequate in other areae. 
The various proposals which have been seriously considered by 
the Social Security Advisory Council have been of the contrib­
utory type with benefits geared to earnings. 
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i a inary outline or an old- age ineurance plan designed to eliminate 
t1vea tor either overpayment or underpayment of tax and which would 

admi nistratively feasible with universal coverage. 

Old- age Retirement Benefits. 

i . Ol~age annuitY. Every individual tmo has reached the age of 65 
and is not regularly employed shall be eligible tor an •old-age 
annuity• comput ed on an annual basis as follows: 

(a) t l OS pl ue 90 percent of average annual i ncome !/ in exoess of 
120 and not 1n excess ot $200; plue 

(b ) 1.00 percent or taxabl!! income g/ reported pri or to age 25; plus 
.S5 percent of taxable 

II 
~DCQm!! reported between afee 25-30; plus 

.70 • II • • • 30- ~; • 
·~5 • • I • • • . ~ . • 
• 5 I I • I I • • - 45; I 

· 35 • • • • I I I 45-5(); I 

• 30 • • I I I I I 50..~5; I 

• 25 • • I • I • I 55- 0; I 
• 20 • • • • I at age 6o and over. 

Part (a) ot the benefit formula provi des minimum annuities ot $9 
per month to all indivi duals above the age ot 65 who are not regu­
l arly employed, including the present ~. 

.. 

AVj!rage annual incom!! is equal t o the aggregate amount ot income 
l i mited to $200 in any tax year - as shown by the individual's social 
s ecurity tax return - divided by t he number or years that the indi­
vidual was subject to the Act. For this purpose each indi vidual will 
be consi dered as subject to the Act during the period beginning on 
January 1st ot the year i mmediately following the t ax year tor which 
he tiled his firs t social security tax return and ending with 
Deoecber 31st ot t he year i mmediately preceding the year in whloh he 
1s r etired; pro.,1ded, however, t .hat years prior to the year in which 
the i ndivi dual at tained t he age ot 25 will be excluded trom the cal­
cul ations. In order that periods ot unemployment will not cause too 
severe a reduction in the annuity, it might be further provided that 
one year out of each ten-year period, or traction thereof, could be 
excluded from the oaloulatione. 

Taxable i ncome tor any tax yea.r shall not exceed $3, 000 tor a single 
i ndividual or $6,000 tor a married couple. The amount of such tax­
able income shal l i nclude first all wages and ealariee t rom regular 
empl oyment (up t o the limit epeoitied) . Taxable income up to the 
limit specified as a total shall also include all other income 
(except investment income) in exoe~s ot $120 ($240 tor a married 
couple) , such as commissions, wages received f rom i rregular employment 
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2. Allowance m widc1!•· Married women will be given credit tor one 
halt ot the combined earnings ot husband and wite. The ayatem 
thus provides automatically tor widows benetite without complicated 
survivorship annuitiee. 

Disability Benefits. 

Disability benefits may be incorporated into the plan 1t found desir­
able. However, it is suggested that suoh benefits should be post­
poned until other important changes have been made and the eyetem ie 
operating smoothly. When and it suoh benefits are provided, the tax 
rates should be adjusted"to oover the additional oost. 

Death Benefits - Widows and Orphans Benefits. 

The 2-~ercent tax rate provides, in addition to the annuity benetite 
under (o) , a death benefit equal to 2i percent ot aggregate taxable 
earninge. The scale may be adjusted eo that a 2- peroent tax rate 
will provide additional benefits tor widows with minor children. 

Taxes 

There will be no payroll taxes levied against employers. Employees 
will pay an individual income tax ot 2 percent on taxable income ae 
defined in t he footnote on the preceding page. 

following tables compare the annuities payable under the existing law 
the proposed plan AC- 13 and the alternative proposal described above. 

or net income derived trom a business enterprise. In the oaee ot 
married couples the income credit (tor annuity purpose•) ie divided 
equally between the husband and wite. It ie suggested that employees 
who r eceive wages in kind might, at their option, report a reasonable 
amount of income in respect to such allowanoea and that employees who 
receive ccmpensation in the torm ot tipa should report such income 
a s wages. As a further suggestion the tax term might contain a 
printed schedule ahowing fairly broad brackets ot net business in­
come and the corresponding amount ot the tax. The taxpayer would 
be permitted to esti.mate hie net business inoome within these broad 
bracketa. (This definition ot taxable income 1e merely auggeetive; 
the important point to be made is that regardless ot how taxable 
income is defined or reported, the eystem would be sound from a cost 
standpoint.) 
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Uluat..rail."f• I.A4u1tha t1o.cUr Va.rloua SOci.ol Secuz U .. r Bea.tH foriNl. .. 

AMuiUeo to llarTied Couple a !/ 
.~. ...... . 3 ,..-ro' conzoce J/ 5 r-r•' conra.p 10 yMra' COft ...... 15 ,._ •• """ .... a:tatbl.T ' • I 
~le I . a I I 1 I I : I . I I I ~·bi•Unc, .&Col) 1Propo .. 41bi•unc, .t.e-l 3 1Propo•41&:&htl"C, .&e-13 1Propooo41bininc, .&e-13 11'ropc>.-4 

2l 1 u., ,M,1- , ,M, a. , ,§1,1- , ,M 
110 • $ • $18.o6 
1~ • • 18.~ 
20 • • 18.12 
1J • • 27.18 
50 • • 1J· 30 
75 • 20.25 1J·~ 100 • 23·25 30· 

150 • 25·50 )0.90 
200 • 21·15 31·20 
250 • ,:>.00 31·~ )00 • )0.00 31· 
400 • 1J.OO 32·40 
500 • 1J.OO 33·00 

• lo~ ~iUe4 for ..... u 7. 

S.O _. 8 for foo""''-" 

$ ' • • $18.10 
• • 18.15 
• • 18.20 
• • 27· 30 

12:00 22. 5() 30·50 
1 25 ~·38 30·75 
17·50 · 25 31·00 20.00 1J,OO 31·50 
22·50 33· 75 )2. 00 
25·00 37·50 32·50 
25-00 37·50 33·00 
25· 00 37· 50 )4.00 
25·00 37·50 )5.00 

$ • $ • $18.22 • • $ • $18.)8 
• • 18. )4 13· 50 20.25 18. !;6 

12. 00 18.00 18·~ 15-50 23· 25 18.75 
15·50 ~·25 27· 17.00 25-50 26.12 
17· 50 ·25 31·12 20.00 30·00 31·88 20.00 )0.00 31·69 23·75 )5.&2 )2.81 
22. 5() 33·~ 32·~ 27·50 39·38 33·~ 27·'70 39· 33· )5.00 45·00 35· 
32·'70 u·12 · ~~ 42·50 !)0.&2 37·5Cl 
37-50 .88 51).00 ~25 39·38 
37·50 t=: 50·00 ·25 41·25 
37·50 39:~ 50·00 ;t25 $'oo 37·50 4£.88 41·25 50·00 ·25 ·75 

• 

' .... 

w 
w 
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V&rl.oui"Si;oilol. Seowrity -nt ror..Uea 

.&=ultlao to Sllljlle IawlhUualo 

.t......., 1 3 ,_ •• oo......, 3/ 1 5 ,_.• oo-.p •· 10 7-•' oo,..._ 15 ,_., ..._... 
~I I I I 

te.oUle • hi t•·-
1 

· - -·- .. ··-· ·--·-.. ··-· 

1--·~-~·--1 ·-~ -~ .. I J.!. ._, JC-13 l• •vN 1 ~._I JC-13 a• ••r~ 1 ~ -., JC-13 l••·r~-1 • •-., JC-13 a'.vfl-
2 I I I 1:t/1 l 1~1-l a21 

tlO • • • .,.o6 
~ • • 13·'-1 • • 15-12 
'YJ • • 15-18 
50 • • 15· 'YJ 
75· • 1).50 15-tz 100 • 15·50 15· 

150 • ~·oo 12.~ m • . ·50 1 .20 
250 • 20.00 16.50 

• .., qaall.lieal - _ _,_ 

... _ s_ , _ _ 

• • • • • ~.10 
• • 1).~ • • 15-• • 15-'YJ 

12:00 12:00 15-50 
1 25 1 25 12:75 
17·50 ~·50 1 00 
~.oo .oo 16.50 
22.50 22.5') 17.00 
25-00 25-00 17·50 

• • • • • ~-22 • • • • *J:~ • • 1).84 13·50 1).50 
12.00 12.00 15·s 1t.50 15-~ 1&:75 15-50 15-50 ~2:12 1 .oo ~00 1 .12 . 
~·50 17· 50 ~.oo 1.6.88 

.oo ~.oo -16. 6.;1 23·75 ~~ 16:81 22.50 22.50 ~~ 2l·50 ~-~ 27·50 26.25 35-00 'YJ· 
32·50 211-75 19·~ 42·50 ~~ 

22.51} 
37·50 31· 25 20. 50-00 24-38 • ... 

• 
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Footnotee: 

!f Annuitiee under the exllting law are ba11d on the auWip­
tion that the indicated earninge are credi ted ent1r111 to 
one Member ot the aarried couple. Annuitiee under A0-13 
are equal to 150 percent ot the annuitiee determined b7 
the indioa~ed earnings, it credited entirely to one in­
dividual. Annuities under the propoeed plan are baaed on 
the assumption that one halt ot total earnings i• credited 
to eaoh member ot. the couple. The illuetrationa 1n theee 
tablee do not take i nto account earn1nge in excess ot 
$l,OOO per year, except in the oaee ot married oouplee 
under the proposed plan. 

gj The eohedules apply onlr to 1nd1.,.iduale having no incoae 
other than wages deri.,.ed troa regular e~loraent, no part 
ot which ie exempt troa tax. 

l/ Applioabls to benetita t1ret parable in 194o. 

!/ Annuities ~nder th1e plan are computed on the assumption 
that the entry age 1a equal to 65 ainua the period ot 
coverage. 

. . . 
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General Reasoning Behind Benefit Formula 

In sharp contrast to the existing law, the proposed plan 
provides tor universal coverage. It would include the self­
employed, and even the unemployed, as well as wage earners, 
aalnrlad workers, and housewives. It would also include the 
present aged. 

The system would be virtually eelf- policing. No substantial 
lnc~ntlve i s provided for either underpayment or overpayment of 
taxes. Those ~o never paid a tax, including the present unem­
pl oyed aged, would receive a minlmum benefit of $9 a month. Those 
wlth taxable incomes who fall to file returns would be automat­
ically penallr:ed through a reduction in the value of their benefit 
payments greater than t he amount of tax avoidance. It is probably 
true that those who file returns at all are apt to use consider­
able core in reporting. Only those who have a taxable income of 
leae than $200 are offered any i .ncentive tor over-reporting their 
earnings. 

• An important characteristic of the proposed benefit formula , 
and one of its chief advantages over that of the existing law, 
is its automatic pr ovision for wives , widows, and divorcees. 

The proposed plan, if adopted, would in effect provide tor 
a $9 monthly old-age benefit payment as a matter of right (with­
out a means test ) to all unemployed persona now aged 65 or more. 
Title I of the social seourity Act now provides t hat the Federal 
Government match dollar for dollar all paymenta made by State 
and local governments tor old-age aaaistanoe, subject to the 
means teat , up to a total amount of $30 per month per recipient. 
It the present proposal were adopted, the pension provided as a 
right under the proposed plan (a minimum of $9 per month) could 
be substituted dollar tor dollar for the Federal ebare of any 
grant-in- aid under Title I . This would mean that the maximum 
Federal grant per individual recipient under Title I would be 
reduoed from $15 to $6 and would only be applied to matching 
Stat e and local contributions in exoes a of an amount equal to 
the pension received as a right from t he Federal Government . 
When this amounted to $15 a month or more, no payment would be 
made with r espect t o such reoipient under Title I . It will 
readily be seen that Federal grants-in-aid under Title I of the 
Act would rapidly be reduced to negligible proportions. 

Regraded Unclassified



c 0 p y 

December 22, 1938 
llr. Hanes 

lolr. Haas 

Subject : Proposed Revision ot the Social Security Aot . 

I. Old-Age I nsurance, 

Jlr , Reagh and Mr. Murphy, who have been attending the 
conferences or the Soci al Security Board with technicians ot 
other departments , report to me that Chai rman Altmeyer has 
asked them that the Treasury determine, as soon as possible, 
ita position with respect to certain i s sues in connection -
with the proposed r evision ot t he old-age insurance system, 
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1. The Board expects to recommend to Congr ess thAt the 
schedule or benefit payments under Title II or the Social 
Security Act be r evised so as to commence pa.ymente i n 19110 
rather than on January 1 , 1942, and to step up payments in • 
the earlier years very mat eri !lllY. The Board expects' to 
recommend, however, t hat the ultimate level ot benefit pay- • 
mente as a per centage ot covered payroll r emain unchanged, 
The step-up ln benefit payments during t he earlier years is 
to be brought about principally by changing the basis ot 
payment trom cumul ated earnings to average earnings , and by 
allowing a suppl ement to married r ecipi ents or old- age benefits 
with r espect to their aged wives . The first ot these changes 
i s very costly 1n the earlier years ot the system, but is 
estimated by the Board to r esult ln some net saving in the 
later years. The latter is very costly in the earlier years, 
but not very costly 1n the later years. 

It should be noted (1) that the present value ot 
the contempl ated benefi ts, even ae a percentage ot 
covered payroll, is st epped up vary materially, since 
the increaees ln payments in the earlier years are not 
ottset by decreases in subsequent years; and (2) that 
the ult i mate level ot payments , taken either as absolute 
Qmcunts per year or as percentages either ot national 
income or or t otal Federal revenues , will be materially 
increased, since coverage will be greatly extended and 
the criterion, according to which the ultimate level ot 
pay11ents 18 to be not i ncreased, 1e covered payroll and 
not nati onal income or Federal revenues. 

The Board also has under consi deration a plan t or adding 
dieabi l ity benefits to the eoheme tor ol~age insur ance. 
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Considerable disagreement exists with respect to t hie, and 
i t may or may not be incorporated in the Board' s final 
recommendations, but in any event it ie l i kely to come up 

38 

tor active consi derat i on 1n Congress. Estimates or ooat vary 
widely, but it is recommended in the Advisory Oounc11 1 a report 
and agreed by the Board t hat, it disability benefits are to be 
included in the Act, their ooer-ehould be additional t o t hose 
ot the remainder ot the program-- i . e. , t hat the ultimate 
annual ooat ot the program, even as a percentage or covered 
payroll, will be increased by the coat ot t he disability 
benetite. 

2. The rates ot payroll tax, as at present set forth 1n 
Title VIII would, accordi~ to the eatimate·a ot the Board, be 
adequate to finance contemplated benefits until sometime during 
the 1950's it disability benef its are not included, or during 
t he 1940's it they are. Ooat estimates under ditrer ent 
asaumptions, ot cou.rse , vary widely. 

The Bol\rd proposes that the payment or the benet1ta be ~ 
financed entirely !rom t he proceeds ot the 9ayroll t axes ae 
now scheduled, as long as the annual proceeds ot the tax collec­
t i ons exceed the annual coat ot t he benetite. At euoh time 
(when the reserve would be anywhere from about $2 bill ions to 
about $9 billions , depending upon the assumptions used ln 
estimat ing and upon wh ether disability benetite were or were 
not i ncluded) , the Board contemplates that the reserve would 
be etabili~ed at ita maximum amount and a Federal subsi dy 
would be i ntroduced sutticient to maintain t he reserve at 
that level thereafter . 

J. The Board ls convinced that a •tully financed• plan 
in which taxes are collected in advance or benetlte 1n 
au.t tioient amount to build up a large reserve, the interest 
upon which should l a t er serve as or i n lieu or a Federal aub­
aidy to the system, is i mpracticable. Kr. Altmeyer etatee 
that, it the Treasur y des i r es to ineist upon euch a syetem, 
the Board would be Wil ling to remai n silent upon the point, 
whioh i e properly one ot Treasury jur isdiction, but would not 
be willing to incorporate a recommendation in lins with the 
Treasury's view in ita own repor t . 

4. Aeeuming that the Treaaury will not ine1et upon the 
creation ot such a reserve, the Board ie wil ling to recommend, 
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it the Treasury eo deairee, that the plan be •tully financed" 
in the sense that taxea eutticient to pay all ot the benefits 
should be "levied• her e and now, but to take effect only 1n 
distant years as the benefits themselves become payable . They 
are anxious to find out how the Treasury teele on this aatter 
as soon a s poasible. 

II. Publio Assistance. 

The Board also proposes to recommend the following 
principal ohangee in the public assi stance program: 

(1) The maximwa amount ot old- age assistance tor 
any individual which may now be talten in~o considera­
tion in determining the amount ot the Federal contri bu­
tion ia $)0 a month. The Board proposes t o recommend 
that this maximum be removed. 

(2) The maximum amount whioh may now be taken into 
consideration in making Federal grants-in-aid to depend-
ent children is $18 a month tor the first child and $12 • 
for other children in the same family. The Board pro-
poses to recommend that t hese maxima be also r emoved. 

()) The amount ot the Federal grant-in-aid tor 
dependent children is now one-third ot the total ··coet, 
whe r eas it ie one-halt in the case ot the needy aged. 
The Board proposes to recommend that the proportions 
be the same in each oase. 

(~) Finally, the Board proposes to recommend 
that the amount ot the Federal grants-in-aid for both 
the aged and dependent children be oha.nged t r om a flat 
per centage ot total coat to a varying percentage, 
differing between States in accordance wltb their 
•tiecal capacities• , as determined by an interdepar t ­
mental agency, upon which the Treasury Department 
would be represented. 
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The Honore. ble, 

SOCIAL SECURITY BOARD 
WASHINGTON 

Dec•ber 22, 1938. 

The Seoretar,r of the Treaaur,y. 

II)' dear llr. Seoratar,ra 

a 

At the request of llr. Hanes, I aa eeoding :you the origiDa). of the rough 

draft of reo..-eDdationa regarding ....OO.ent. to the Social Seenrit:y Act which 

tho Board baa prepared. At a aeeti.Dg on Dec .. ber lS proposed changes were dia­

cullaed with the old Cooual.ttee on Eeouoaio Securit:y. Those present at the 

conference were Works Progreae Ada1n1atrator Hopkins, Secretar,r l":allsce, 

Secretary Perkins, Under Secreteey Hanas, r.nd llr. Holtzoft representing the 

Attorney General. At another :neeting of the old Collllllittee belcl on Deo•ber 22, 

Seorat.ry Wallace, Secratar:y Perkitla, Aubrey Willilllls (representing llr. Hopkins) 

and llr. Holtzoff were present. 

This draft of chatlgas 'llllS intended to include the yx<•'• prograa whic:b tbe 

Board woulcl rec"""'and, and was presented with a rln to clateraining wbethar or 

not there abould be allm<n•tion or ~1cat1on ot certain it.eaa. Bow&Tar, tho .. 

present at the second aeeti.Dg of the old Cooaittee appro•ed of the entire 

prograa 1n principle. 

The aubetantin chatlgea racOIIIO&nded 11181 be briefl:y su..ar18ed &e follows• 

JI'EDERAL OLD AGE l NSO'RANC! 

The Board undertook to llllllce a rearrangement ot the present pattern ot 

benefit. so eo to start the pqaent of benefit. sooner and 1n aore liberal 

aaount. during the earl:y :yee.ra of the ayatM without inoreuing the .,..antual 

amual coat wben the ayatea reac:baa aaturlt:f. In rearre.nging the pattern of 

• 
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benefit. the Board baa rec.-.nded pqaent or a larger old ap IIODthlT bellefit 

to lllU't'ied persona than to atncl• persona. The Board baa alao reo~eaded 

pq11ent of 11011th3J" belletit. to aged widows aDd to 70W>&er widows with cbildreD, 

ae well as to orpbana. The Board also present. tatatinl;r the possibility or 

including belletits for pei:'IIIIDent total disabilit;T, but without Jlaking a definite 

reco•enda Uon, 

It is possible to 1'87 the •ore liberal belletita to .arried persons and 

benafi ts to widows end orpbana wi thOIIt increasing the e't'entual cost beceuae 

lWDp SUIIS P87&bla to estates are eliooinated (with the possible exception or 

pq11ent of funeral expenses) and benefits p&Table to single persona wbo ha'f'e 

been 1n the systu for a long tt.e and who bave had higb earnings are somewhat 

reduced, although no one would obtaill ualler benefits than he could purchase f 

with his own contributions from a private insurance oa.p&nT. 

l'lhil e ths Board reo011111enda that the eya tem continue to be .f'ully financed 

in the sense that prortsion be made at this the for future liabilities, it 

illpliedly recOII:llancls going on a contingency reserve basis • . However, since this 

1a a phase that concerns chiefly the Treasury Department, the Board would want 

its report to be ill accord Iii th Treasury policy. The Board does , howe'f'er, 

speciticall,y rec01111end that wben annual bellefit clisburspenta beg1n to exceed 

annual p~cyroll tax collections( plus the interest earnings on the s.ul con­

tingency reserve) , which liould be 15 or 20 yeara hence, the ditterence be 

financed out ot taxes other than p<cyroll taxes. 

The Board rec,..enda that bellefite be calculated on an average wage basis 

rather than an acetmUlated earnings basis. This would bring the montbl,y bellerit 

in closer relationship with the past 1100tbl,y wage ot the re;,ipient. Moreover, 
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by introducing a percentage increaae in the buic -thly benefit for each )"ear 

in the systea aDd a percentage decrease for each yee.r not in tile qstaa it would 

be possible to reoogniM ;yeare or contribution while protecting the qetaa 

agninst those wbo llight enter for a veey abort period of tille, 

The Board rec.....enda extension or the syste. to incluruo groupe now excluded, 

r~ laborers and domestic aervanta being of chief importance . 

UNEMPLOIIIENT COIIPE!ISATION 

The Board recOIIIDellds no change in the present pattern of a cooparatin 

federal-state system. However, it recommends an extension of the coverage or 

tbo s;ystem to coincide with thst of the old ege insurance s;ystem. At the federal 

level this could be brought sbout preferably b;y combining tbs texas payable under 

Titles VIII and IX which would eliminate tbs necessity of a separate report 

froa amplo;yers for the unemployment compensation tex. 

The Board reoo ... ends the unification of the United States Doployment Service 

and the Bureau of Une~~ployment Compeneation in order t o promote proper inte-

gration of functions at the federal l evel and proper relations with state agencies, 

which, with one exception, alreedT unite both functions, 

PUBLIC ASSISTANCE 

The Board recomenda a change from the present s;ystem of a flat percentage 

grant to a system of variable grants to the states based upon their relative 

f i scal capacities. The Boar<. also recommends that the top limit of $30 par 

individual per month in the caee of old e.ge assistance, which the federal 

gcveX'IIIIIent takes into OCilsi.deration in IIID.tehing state disbursemants, be removed. 

With the introduction of .nriable grants the richer eta tee would be restrained 

f rom pa;ying too liberal allowances because they would get a smaller percentage 
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fedenll IJ"&'lt, a.nd the poorer atatea woul4 not bo able to grant too llbenll 

allo,.ancea eYen with the greater federal grant tho:y could receiTe. 

The Board reco.mends tbat the federal grants for aid to dependent 

children be raised f r oa tba present JJ-l/3 per cent to the aame level aa in tho 

case or tho noe<b' ag$d and needy blind and eubj ect to tho same max:l.mua 

limi ta tioo. 

Tho Board recOl!llllonda that the federal aovernaent ~ the entire coat 

of aaaiatanca to Indians 'tl'bo are still w.rd.a of the aovernaent. 

HJW.'DI 

The Board aenerall1 end.orses tbe llational Health Proaraa aDd specitical.J.J' 

suggests that 1t tho federal government undertake& to encourage ths paosago ot 

stat e dieo.billt;y eoapansation laws it do so by a llo,.ing a small offset againat 

a feder al JXl¥roll tax, which might or might not ba a· tax additional to t he 

JXl¥rOU taxes now baing levied. 

COST Of' AIIEHDoiE!ITS 

The changea in the fll(!eral old aga inaurance qatea, which 110uld provide 

insurance benefits in 1940 to approlli.MtelJ" 2, 000, 000 -· """"'n and ehlldren 

aggregating perilapa as aucb as t500,000,000, need not affect the ganenll budget 

at all . The other changes would cost about $6S,OOO,OOO. 

Sincerely :youra, 

-• 
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J!lWI!!!!!!ll![ C!WtG!S Ill 'flllj SQCI.Y, Sl'C!!Ili'fi .&C'f 

A Report of the Soeial Security Boenl to the PY.aident 

and to the Congreae of the United states 
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A Report ot the Social Security Board to the Preaic!ellt 
aDd to the CoJ~gHae of the 'lhlited states 

45 

The SocUJ. Security Board under Section 702 ot the Social Security Act 

1e charged with "the duty ot atud;Jing aDd ll&ldng reccoa"mdations ae to the 

moat effective mlltbcds ot prorlding econoadc security through social. inaure.nce, 

and aa to legial.ation and matters of edminilltrative policy concerning old.-age 

pensions, unemplo,...nt ooapensati on, a!'cident compensation, aDd related sub­

jects . • In accordance with this congressional aandate aDd specific inetructiona 

from the Preeident of the lhlitad states, the Social Security Board since ita 

creation in August 1935, bee contiDUoualy appraised the operation of tbcaa 

proTisiona of the Social. Security Act tor which the Social Security Board baa 

ad:adnietrative reeponsibUity. In addition the Board has carried on exteneba 

lltudiea as to ways ani means of developing increasingly effective methode of 

providing social securit y for the people of this country. Haturell;y the poaei­

bW tiee of imprcrring and extending t he provisions of t he Social Security Act 

beoo11e more apparent aa actual experience is acquired in the adadniatration of 

the Act, as mora data become &Teileble, and as a better uncl.eretanding of the 

needs or the American people develops. HoweTer, the Social Securit;y Board baa 

found that the general approach to social security contained in the present 

Social Security Act is f'undaaantally sound. 

The preaant Social Security Act undertakes to provide s0118 -aura of 

protecti on for preaant needo of the people arising out of peat neglect, at the 

same time that :l.t Dal<ee provieion for tut ura protection ageinet the aco~c 

hezarde which cause inaaeurit7. To accomplleh these purpoaae the Social Securit7 

Act sate up, in the .aiD, a eyetam ot federal-state cooperati on whereby the 
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!J.Dancial r .. ourcee or the Feder.l. Gonn.eut are ll&de an.Uable to the etetee 

to euble the etetea th-lna to prorlde !or their citbene. In thio ...,. it 

has been possible to ettaclt lllltioawide problHa on a nationwide hont, and at 

the same tiae lteep adll1nistretion fiex:ll>la, realistic, and cloae to the people. 

The only part or the Social Security Act which is wholly adlo1nistered by 

the Federal OoTenuaent is the old-qe i:runu'&nce ayatu. The reason !or this 1e 

that the movMant o! population between the stet eo u.kes it iapoaeible to a at up 

such a systaa, which necessarily operates OYer a 1011(• period o! tiae, on a state 

by state basis . Although this Federal old-qe insurance systa 1a the largest 

ever put int;o operation, it b.es proved to be adainietrativeq sound and simple. 

Also, the system is !J.Dancially and aociall7 IIOWid. It ukes definite prorlsion 

!or financl.Dg the costa, not only !or the present but in the tnture; it prorldea • 

greater proportionate bane!ite tor the lcnr-wage earner, and short-t1ae wage 

earner, than !or the high-wage earner and long-tiAe wage earn.er; and yat it ia 

ao constructed that "ery pezoaon covered will always receive 110re protection than 

he could purchase otherrlae with the contribution which he u.kes. 

The changes rec011111ended relate to the !ollcnring lnlbjectso Federal old-age 

insurance , UllelllplDy~~ent COIIpaneation, publlc aasiatance, health, and general 

administration. It is the jUdgaant o! the Board that these recoaaended cbengea 

would liberallze the benefits p6yable under the present prorleione of the Social 

Security Act , extend the protection of these provisions to a 1111ch larger pro-

portion of our people , and greatly i.aprove the administration o! the preaent 
' 

prorlaions of the Social Security Act. 

FED!IW. OLD-JGI!: IJISURAJIC! 

The Feder.l. old-age insurance ayatea is aepe.rste and distinct tr011 the 
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r~aato plaa or prorl41.llc ol4-oco oooht....,.. 1Jlodor tho l'ocloral. ol4-oco 

l.JlmraDoo .,.au "-lite are ~;rUle u . - ..thr or ri4:bt irroapeet.bo of 11004 

aod in - proportioa to ~at o&1'11111ga ao4 oontr1lrat1oDa ill the rona or tuoa. 

Under the todoral-atato plaa tor ol4-oco oaaiataoco pqaellta are o~ on tho 

baeia ot the eatabl16ho4 lleod ot tho illdiYil!uol. Aa tho redonJ. ol4-eco iDauraoco 

ayata bOCOII08 110ro ao4 110ro f'u14 Opor&tiYOt t .... r poraona 1l1lJ. lleod to bo 

aided und.r tho tederal-atate plan tor ol4-oco aaoiat-.-. 

Tho boaio prob~ is to ll&b tho l'ocloral. ol4-eco :lJ>e'arQce a;rat• ..,ro 

~atel;J aod Ml7 operatin ritboort doatroJiag tho reoacmable ralatiouhip 

whioh 8Wit exist between benefits ~)"able ao4 ~ o&J'IIiaga aod colltribaticm.. 

SU.eh a rolotiouhip net eziat under &1Q' a:rat• ot 1Dauraoc• wbather aocial 

iJUNr&IICa or pri..-ate 11111Ul'&11eo, llllloaa tho tara, iDauraoea, 1a to loiiO all or 

ita ae&DiDC. For the protection ot tatun bonoticiarioe aod tature tupo;rora 

it i s oeaaatial that this roesollable rolatioubip be llailltailledJ juat aa ill tho 

case of old-eco &18iataoce it io likewise noeoa11er7 to u.illtaill a reoacmablo 

rolationsb1p batwaan aaeiataoce granted ao4 tho .....Sa of the illdiYidual. The 

Social Saeurit7 Boerd ie cDDYilleed that lllllaiB a OJata or ol4-ece securit7 1e 

ralated aitber to ~ e&l'11111ga or to illdiYidual Daada, it ie 'bOUDd to lee.cl to 

diaaatar both tor the boDOticiari .. ao4 t or tho gooeral tupo;ror. 

The prooeat ol4-oce iiiiiU1'8DCe a;rat•, while •111ta111111s a reoaoaabla 

relationebip batwaon paat eanW>ge ao4 tature banetita , doee recognize that tho 

low-wasa eernor ao4 the abort tiaa was• oernar lleode greater protection. Ill 

other .,.orde, it recognboe pre-pti..-o 110od u 011 oaaollti al el...nt ill en;r 

• 

eocial. iii8Ur&llce .,.ata ill order that it •1 ba .,c1all7 adequate. Hon..-ar, 

prowaptin 110od IIIlA be diatiaguiahed troa epacitic iad1Yidllal .....S, wbicb wwl4 

requira 111..-aet14:ation ct tho tillaocial c1rc\lutaoeoa or the illdiYiclual boMiiciar7 
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u4 ftieh 1a ~ •••at1al at-a 1A ~. p1.ua of p!bllo aui.tance, iAcl.udiJII 

old...eca aasi.tanca (popdar~ oallad .t.te old...eca pnaioaa). 

IID4ar t1111 Pa4aftl ol4.-eca 1DauraDce 17.t• -.eh ,reater •tel& ill ri..-. 

to t1111 flrA 13,000 of ae~ad .....W:.• than 1a &ina to ..,~ -

ill&•, eo that it ia poaa1l>la for • per.- ~iriJlc iD t1111 .... ~ ,.ua of t1111 

.,.et .. , 11114 for a J.ow--ce -r ~!riD& at ~ tiae, to raceift ~ liberal. 

baDIIfite iD proportioD to paat aeraiD&s 11114 contributiou. ao.r-er, DO worbr, 

rect.r41At•• of b.ia leYa]:. oL a&rDilt&•, or of the 1eactl;> of tiae c!llr1Jl& which 1111 

baa contributed, will ... ar r.oei.,.. 1~•• by way of ballllfita than 1111 cOIIld ba?e 

purcbaMd with b.ia om contributiou. I:a ~b.ar wor4a, the .,.a .. alao iAcorpo!'­

ataa, iD • MUUe, the priDciple of 1Ddirt4u.l equity. The :rM.aOD that the• 

two •wllf~ contradictor,- o1reaatanca11 Cllll both be true b becauaa a l.ar&ar ~ 

proportioa or the eaployar'a ooatribution ill uaed to pay banafita to tho• 

~irin& iD the early yeare, and to 1ow-wa&e aarnera. This ill a1ao true Wll!ar 

priTata paDBion plana nicb., wlllla they are Wtietad, recopitte that it 1a -•e­
aar,. for the .-pl.o:rar to contribute 110ra Ul>erall7 iD the caaa of the older 

worl<are iD order to afford tto. ntticiant 1:nc.a to ~ira. 

The Social Security Board doaa DOt b.UeTa that it ill poaeibla to briJII 

Wll!er the Federal old...ece inaarenca eyatea poriiODII wbo han aJ.reecl:r ~ired 

trc. &aintul -~. l!t'an tboash it nra couiderad riiiiiiC>Mbla to pay 

b..,afite n(ardl.eae of the faot that DO pqt contributiou ba4 bllaJl aade aitb.ar 

by the• iDdirldaala or by their e.ployars, U -u be ilopoaa1l>la to obhiD 

adeq\lete was• recorda upon fticb. to ea.pata "1>-.fita. llonnr, tbo Social 

Security Board does ball.,.• that it 1e possible to o-c• the PII}IICt of 

benefit a Wll!ar the Pedaral. o1d...ec• \naarenca .,.aea 111 1940 instead ot bllfiD­

niD& .Jumary 1, 1942, •• prortdad at pre_., aiDa. "by 1940 tb.era will haTe 
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b- -· r.corda built up UDd.er tbe .,.._ tor a pariod or at b ait tbfte 

yeare. 

The Board is &1.110 ot the opinicm that the •OIItblT benefit a pa,..ble tor 

those ratiriftl ill the earl;y yeara can be illcreaaed ill 8UCb a ay aa DOt to ill­

crease the eTeotue.l. coat ot the ayat-. The coat ot ~ .,.at• ot banatita 

will increaae np1d1y with the passage ot ti.ae, becauM an i.ncreaaiftl proportion 

ot tbe population will be ot pansiouble ec• . ConMQUently, a acale or benetite, 

the coat or which lligbt. be al.tocethor ruaonable ...,.. , a!cbt. be 1Jl>dul;y biU'daD­

aorae at the end or a gea.retioo. Tbereror., in uldog increuea in banatits, 

particularly ill tbe eul;y yeua of a ayatu, it is eeeentie.l. that the ulti.IIOte 

t iD&Dcie.l. coat be kept; in aitld. It ia 1aposaible under aey aocie.l. illiiU%'8Dca 

151'Stem to pay beoetita that prcrride aucb more ~·;n a win<•'• <14cne ot aod.e.l. 

security-upon the basis of which tbe itld.I.Yidual, throQsb hie 01111 ettorte, will 

have a better chance to deTalop a more desirable de&rea ot itldividual security. 

Azq attempt; to pay beoetita attording idMl MC:Urity retber thaD ,.sn<•• aecnrlt7 

is bound t o l ead to disaster DOt oD17 tor the taxpa,.or, but tor tbe baneticar,.. 

In the opinion ot the Board one ot the wa;ys in which benetita abould be 

increased ie to allow a retir.d worker who baa an qed dependant rita an 

additioD&l parceotec• related to hie basic banatit . Silica it ie DOt aeoo>omce.l.­

l;y i'eaaible to prcrride tor eTar;y illd1Tidual an I.Dllllit7 eutticient to care tor 

possible dapandanta, it •••• daairable to proTide aucb additioD&l baoetita ill 

tboae C&Ma wbar. an qed dapatldellt rita 1a pr.8811t . lJ1 tbia ....,. tba &r.atar 

pl"ttauaptin DMd would ba tabn into acCODnt rltbont tba nacesait7 tor iaveati­

gatiog 1nd1Tidual need. An qed rite should be gino tba rigbt. to cl.aiJa benefits 

bued upon bar own pa.t. aarnioga ill llw ot aucb additioD&l benetit pa,..bla to 

tba lalbatld, it auch benatit a are gr.atar. Silica in tba courM of tiaa eced 

• 
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wine -u U;n ~ ,naer 11114 lftder b....tita ll....s 11(108 tutr -

put aU'DlJIIa, tbe ooat or allori.JIC tbe _.ud u 1.Doftued PeJ'08-c• tor 

Ida dept....._ 11'11'• ~ b- aaa ud a .. , ta.. 'briJIIiJII tbe ...SMl 

a441tio11Al ooat 11oft to a.,,., .. , ~. At ru. tlloQsll& Rela a pro)~Ne1 

W®J.4 - to 'be uotair to ~ec! paraou. BonYer, 'fblla the Board -

.. oo;. that the b&Mfite ~a to the .ara h.\ahl7 paid laae~i.M ~ec! 

worker be _.mat loHr than prortW iD the aziatiDg act, the b&Mfita pq­

ehle to _..na4 pereou would &till be liON than thaT coulc! parcliaM with 

their owo cootributiou. !heratore, greater aooial ~ would DOt be 

&Ohi8Ya4 C the exp&DN or iDdi'tic!ual equit7 • 

.lft;er caref'ul eou1cl.m1oo, the Board 1a or the opioioo the 'b-tite 

ebould be oalCNlatecl "l""l the baaia or uanc• -. .. MZ'Decl iD tbe put, rataer 

thao upoo tbe total aocu.&latecl -a•• aaroecl. 8oaoh a chue• iD tbe baaia or 

oalOlllatitW b .. tita would DOt oDl;r ll&b it poaeibla to nlata b....tl.ta liON 

olosal7 to tbe prw'tioua D0.-1. .... iDe- or the iod.i'tic!ual, but ~4 aao 

ll&b it poeeibla to relata the b&Mfite to -.•• iD sv.oh a ~ •• to el1111Mte, 

•• the ,.are go b7, the large bolllle Sino thoM who han bad ODl7 a IMll &IIOIIJit 

or MrDiDI• taxecl prior to tbe <lata -.baa thq ntirecl. lJDdlor the lll'&ll..t 

1&10 tbe large creciJ.t tor the tirat t),OOO of ao~ec! &IU'D1lll• oooUmaae 

to eziat l'llardle&l or whether & worker ntira& 1D the a&rl7 JMJ'I of the 

178t• or io the l'IIIOte 7Mr1 or tbe &Tat•· !bare 11 cooaicloenble tut;1t'1-

eati oo tor thie large orec!it 1D the a&rl7 TMrlo a1.Dca worbra u4 tbeir 

•plOTeJ'• haTe heel 110 opportllll1t7 iD the put to ll&b oootribut1ou. Bo,..,..r, 
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u the Teare ao 'b7 it ie neoeau.ry to protect tbe qetu apinet the ~-t 

or Mlatin~ larp blllefite to tlloae who anter the qatea Juet ae t.bq IN 

:reachiD& retir.m~t ..,..~ 

~e Board bell~•• thet it ie aaeential. that peraone conrad under 

the old age ineuren~ qataa el)ould receive a benefit related not Cll]J' to 

the average wages earned in the pest, but also related to the DUIIber or 

;yaara tbs peracc baa bean uplo;yed in covered emplo;yllant and baa u.da con­

tributions. Therefore, the Board ~end• that an insured indJ.rldual., upoo 

retiruent, receive a basic e.nnu11;:r related to hia average earnings, end that 

for ever;y :rear he baa aarned a smal.l apecitied 8Uil in covered emplo;yunt hie 

b.ulc 11011tbl¥ beoetit be increaeed b;y a certein pereantege. The Board alao 

recommends that tor ~•r:r yaar a perecn does not earn the -u apecitied sua 

the basic 11011t.bl,y beneti t aball be reduced 'b7 the - percentage. In 

calculating the nlllbar or ;years not in covered apl.OJII&Dt, ~ tboea ;yaare 

since Deceaber 31, 1936, wban texas tirst beCSM ~le, should be eo1111ted. 

If a person was not 2l yaara of .;. on tbst date, than ~ the ;yeara ainoe 

he baoue 2l :raars or ace should be c01111ted . 

The Board is or the opinicn that a pel'<l<llltaga dac:reua tor each ;year 

not covered ie ..,... aquitabla than the provisions ot practi~ ..,..r;y tore1111 

old age insurance qatem which require that a person be in covered aplOTJI&I't 

during a epec1f1ed nlllber or ,..are •=relate~ prior to the date of retireMDt. 

tl'llder aucb toreign qetaae a person llisbt ban been in covered apl07Mnt a 

CODaiderabla proportion or hie warldn& Ute, but 1t he he4 lett conred 

aapl.o;yaent during the last tn ;years ot hie worl<:in& Uta be would be inallgibla 

tor a -tbl.J old age blllatit. ~ Board ball..,... that aucll a provieiOG would 

be too bareh tor tboaa who ban left OOftred ampl"7MMIt during the latter 

-

• 
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periocl of their uta aDd too liberal tor those who mter conr.d apl.,_t 

during the last tn ,.ears of their world.a& uta. In the opiA1011 of the 

Board a percentage increaae tor rrery yeu in conr.d apl0711ent eDd a ~ 

decrease tor rrery ;rear out of cover.d eaplO)'IIMint represante a 110re flaxibl.e 
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and equitable &rraJ~s->t, which not CliiJ;f proteote 1nd1Tiduel.s who haft bee in 

covered eJ:Ipl.O)'IIMIDt durlJI& a c01te1derabl.e port1011 of their working life, but alae 

protects the ~atam as it matures against those who are in covered empl071Dat1t 

onl;r a short poriocl, 

'!he Board 1a further ot the opinion that tho present old age insurance 

s;ra tam abould be explllldod to in elude survivors' inaurance ae well . The Board 

believes that the ~t of banotite to survivors . would fUrnish IIIUeh 110ra 

signi.fictmt protect1011 at very little additional coat t1w1 do.s the presllllt 

provision tor a lllllp 8Uiil pa;yment equal to * ot the total recorded wagea now 

payable on the death of those insured illdividuel.a who die before having drawn 

benefits equal to this OJIIOIIIlt. under a social insurance s;ratem the pri.mr;r 

obJect should be to pq benefits in accordance with t.ba prcalaptive or probable 

needs or the baneficieries, rather than to make pe.Jlllellts to the estate of a 

deceased emplo;reo re~ess ot whether he loaves azq depelldente . Bowrrer, the 

Board recognizes that regllrdleae ot -.bother a pereon covered under the qatea 

leovea dependents, it 11Jtq be dnirable to provide a •1n1•• death benefit 

related to his past earnings record to help defra;r the expenses of his last 

lllncsa and funeral expenses, 

'!he two chief classes of dependent survivors are, of course, ridowa and 

orplwts. Tho Board believes that aged widows and ;rcnmger widows with dependant 

children should receive benefits, and that benot'ita should be paid on bshalf of 

cl\1.ldron at least 1111tll thq reach 16 ;rears of age, and mtll thq reach 18 ;rears 

of age if thq are attending school full tiu, 

The Board baa ISiTell much consideration to the fesai bili W and deairabillW 
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of pa;yment of benefi to to widow• under 65 r ears of age who han no chlldrwn, 

The Board ia of tbe opinion that onlJ' a te.poraey •011t.blJ" benefit, CO'f'ering the 

per iod immediatel;f following tbe huabaDd'a deatb,should be paid in such caaee 

since , noi'IIB.l.l;y, 7oung widows without dependent ch1ldrwn can be expected to entu 

pintul eepl"111:ant. Hawver, the Board belieTes that all widows of pereoos who 

would han bean q~ied tor old age benefits it the7 had lived to be 6S 7eara at 

age should be entitled to a deferred monthlT benefit pe.Jable upon their reaching 

age 65 . Such benefit. should bear aome reasonable relatio1!shiP to the benefit that 

tho deconsed husband would otherwise have received . 

It is recognized that lliddle aged widows find it more difficult to beCOM 

selL-supporting. However, thq are lilc:ely to have .ore eannga thaD 70WI88r 

widows IUld lDOSt of them have chlldren who are grown an4 able to help them until 

thq reach 6S :rears of age, when tha7 would be anti tled to a widow's benefit under 

tho plan proposed . Permitting auch widows to qualifY for a widow' s benefit at a 

:rounge.r age then 65 would introduce anoooe.llea. A:rJ:r age selected would be rather 

arbitra:y, excluding sc.e widows just below that age . lforeoTer, the queatim would 

arise as to- discril:rl.nation GPinst liiUia1Tied women who would still be required to 

mlit until they reached 65 roars to draw an old ago benefit. I! the retireClCIDt 

lll!e for women generell;f ftrO lowered, this would involve a substantial increase in 

costs , and the question would then arise "" to diaoriminstion. against men, 

'fbc present lump IIIli banofi t prO'f'ision alroaey mentioned applies not onJ.;f 

in tho ease of workers who die, but also in the case of workers who reaob 6S -
Te&rl' of ago without ha'fing worked enough to que.111'y tor an old age benefit. Such 

wor kers are not now permitted to continue in emplO)'liiOnt and increase t heir earnings 

in order to quall.f'y for annuities . The l ump.-aum ~ant is all that ill nvailable 

thu. 1'ha Board believoa that such workers should receive credit for &Jl7 time 

that tbq work after age 65 ao that tba7 ~ que.111'y for an old age benetit ~ 

• 

retirellent at a little later date. '!his would auto.lticall7 elfll1nata tha neceaait)-
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for tho slll!lll llllllp-sum P'Q'Ill8nts now being made in such cases, and at tho same 

t lmo would provide a much greater degree of protection tor these older workers , 

'l'bo BOD.l'd has giYen wch thought to the question whether the present 

old age insurance ~~Yatem shoul.cl be axpended to inol~e prorlsion for benefits 

to workers 11bo becoce pel'!!Wiently and totall,y disabled, bel'ore reaching age 

6S, and to their dependents. Every cotmtry in tho world th<l.t has adopted a 
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syate10 of old age insurance , with the one exception of Spain, has incl~ed 

provision for permanent disabllity. One of t hese countries , Grea t Britain, 

includeo pro't'ision tor pemanont disabllity in its health insurance eystem, others 

relate it directlJ" to old ap i nsurance . '!".118 Board recogntus that the 4dllinis-

trstivo problccs involved are di!ficult, althou;;b it does not beline that thoy 

nrc insuperable . It must also be recognized that the inclusion of provio.ion for 

~ pc,mo.ne>nt and total disability will increase tho cost of the system both now and 

in the future. For these renaona the Board is not malcing any reco:o:oondation 

on thi.s =tter at this ti.ae . However, it shoul.cl be pointed out thnt the extent 

to which costs 1lill increase wUl depend upon the definition of disahllity IIIIich 

can be made effective, U a fairly rigid definition Mre adopted, the Bo4rd 

belioYos that the additional costs could be kept within reasonable limits • . 
Later, as experience dovelopa1 the definition can be made more liberal it it 

appears socially desirable to do so. 

'l'be Bo4rd beliBYes that in cormectian with any permanent total disabllity 

prograa adoq>ate prorlsion ahoul.cl be made for hospitalization and other 

Wtitutional care, and vocational rehabllitation tor those who can be again 

restored to working capacity, 

• 
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The nentual coet, when the qatea is t'ully matured, of the cbanpa 

rec.-nded by the Board, and wbJ.ch the Boerd bel1ens w1l1 t'Urn1sh far 

greater protection, would be ecaewb&t less than the cost of tbe present 

e,ystem. If tho cost of permanent and total diaablli ty inauranc• is :In­

cluded tba enntual cost, wbon the e,yatu is tul.l.;v matured, would be 

a011owbst 1110rs than the preeent eye tom. The cost of papng benet1 ts in 

the aarly years would be greatly increased. 

• The present tax proTieions, which proTide for an increase 1n the 

tax rete ne17 three yaars until a lllllC1INI of ~ ~le by Gployers and 

~ payable by employees 1s reached 1n 194 9, would probably cover the 

annual cost for tbe first f1tteen or twenl;r yeare 1n add1 tion to providin& 

for a small reserve . This small reserve would be invested and would earn 

some interest . But t~bon future annual benefit disbursements exceeded the 

nnnua.l tax collections plus the interest oarnings on such a resern, it 

would be necesaary to do one of two things to cover the deficita either 

inoreue the pe;rroll taxes, or P'Q' the deficit out of other general 

texas. 

The present old-age insurance qatoa is a f~ financed aystea 

• 

for all time to come. That 1a to 11&7• it takes into account fro~~~ the Y81'7 t>e,gll•­

ning all ruture probable l14bil1tios nne! seto up a sufficient reserve so that 

' 
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e&J'IIiDia 011 tbe ru ... plu. tbt taz nceipt.e at tbe rataa ~ in tbt 

J.d are 1Dta~ t.o be autficient al."AJW to cover IIDIIual. be1111fit 41aburla•Dtto. 

Tbe Soeicl. Securit, Board 1a not -Jd.nC dete.iled reeo-D1at101111 relatiw to 

the fiDccinC of the Jnaurance 11J11tea aince tbe Treaaur:r Departant 1a cbe.rp4 

with priarJ raaponaibllit;r in t.h1.e rqard. llcwftr, tbt Board beU.W.. it 1a 

absolutel;r euenticl. that au;r •t.bod or rinaDcing that 1a propoMd should teD 

.into account, aDii ala! prortaiOD at t.ba begimW!g for autficieut revenu.a to 

cover all probeble tuture diaburae•ute . Co118eqllllutl;r, tbe Board beliewa tbet 

1lllet.ber or DOt tbe reco-adaticll8 -.de by tbe Board are adopted by Concreaa, 

it will be adrtaable to retain the preaeut ~ll taz prorlelone. The Board 

beliafts that it 1a olll;r by lllk1nC proper r1nanclaJ. prorleiOII at the outeet 

that the intaresta or both t.be prospect!'"' benaficlariea aDii pllllral. tupqau.­

ean be weguarded properl;r. 

Aa aJ.raad;r stated, if the reco-ndat!OIIa of tbe Board are adopted, aarl;r 

pq•ata under tbe .,.ate a will 1Dcreaaa aubet&ntial.l;r, Th1a will IND. that 

aooll8r or later ed4lt1onaJ. te:me -t be leY1ad to prcrr1de t1Db which, under 

preMut arranp~ta, would be aeeared rroa interest 011 accuamlatad reaerree. 

'l'heae future te:ma could be 1n tbe fou of higher ~ te:me or in tbe fora 

or other cellllral. tau. 'lbe Board 1a of the Op1n1oo thet it 1a eound pu.hllc 

pollc7 to pq part or the a'"'ntuaJ. coat of the beDef1ta proposed out of tuN 

utber than pqroll te:ma, preferebl;r te:ma auch aa iDeo• aDii i.Db8r1~ teXIN 

leY1ad accordiziC to abllit;r to pq. TIM Board bellans that the portiOII of tbe 

total. costa which ahoul.d be •t by tu.a otbor than pqroll tazea should depelld 

upo11 the proper LiOD or the e-raJ. populatiOII which 1a covered by tbe 1z1aaranee 

.,-lltea. Bnc nth the pre-t l1..s.tad ccmorap of the .,..taa, which 1t 1a 

Mtiated 1Dcludea at au;r one tia c:mlT 5<11' of the p.1nt'ull;r occupled peraOIIII 

in W. cO"GIIt.r7, protact10D 1a ~ beq f'llrD1alalod to t..o ' h'rda of tbe 

-
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~ oecupiad persona. !~ i.e true boca- of the fact that a great 

~ persona ua~ in unccmtred oceupe.tiona, work 1n c<mtred OCCIIpltiOU. 

durirl& so• pert of the ti•. It. 1a eatiated that anntuall;r ann ritbout ,. 
~ cbaDge in the conrage of the present .,.ate-. 75 or 80J of the 11a1DtW.l,y 

occupiod pe.raona in this country would hue so• protection. ~~o~oenr, since 

the protection afforded dapenda to a conaiderabl.e extent upon the length of 

tiD! a person 1a act~ world.ng 1n empl~nt covered by the qate.,, it i.e 

hiDJl,y desirable that the ccm~rasa of the ayatea be extended aa ra~ u 

oclmln1atratift~ teaaible . Th1a extension of ccmtrasa would aleo be 111tC8ft8rJ 

in order to protect the fino.ncial soundness of the qatem. if the present benefit 

provisions in the lew granting such proportionateq large benefits to persona 

who have been in covered eaplO)'lDIInt o~ a short period prior to retira•nt 

are roto.ined. 

!be Boerd does not bolie're the Federal governant should JliQ' ~ of the 

costs out of tazas other than ~ll ta.zas until the annual benefit di.eburae-

118Dts begin to uceoc! annual pe;yroll tax collections plus the interest earrUnp 

on tbo amll reserve that will be accllallated. The Board is of this opinion 

for the follO'IIing reaaona. Those retiring in the earq ;rears of the syatea 

are receiving mch &reeter bonafita in proporti on to taxee pe1d on thdr 

behalf than those retiring in the later ;rears of the ..,.atea. 'lbo Federal 

goTernant i.e ~ lllk1ng an annual contribution out of general ta.zae of 

al.mst a quarter of a b1ll1on dollars tor oM age aeourit:y, in the fora of 

grants to t he eto.tes to help finance their old age aui.etance pi'OIIre•. 'lbo 

exact future coste of beDefita lD:Ier the 1.naurance .,.tea cannot be deterl!iDod 

rith ~ deeirable degree ot accuracy until ogre data are !lftilable, aepecialq 

thoee which co• rith the actual pe.;yaent of booetita to 1arp nuabara. &ownr, 
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it is certain that t.be costa will be creat and it ill iJipe>rt&Dt that scmoro..nt 

finanCes should DOt auffer thro\llh reduction in reYOnue troa tax.. l.eTiad to 

pq t.be coet oL future benefits. 

foresoins reco-llllatione of tha Board rese.rdins old ace iMuro.nce 

would re ult in t.be sub5titution or a eystem of old age, and surrtvora ' 1M~ 

l. 

nt old age inllurance eystem. The meJ.n ,pro•illione of a plan which 

nda for consideration lillY be eUli!Ili!U"ized as follOir.l : 

(a ) A • basic bene!it• computed by adding 

40 per c t or the first $600 or aYe rage annUQJ. wages, plus 

20 per ce of the next $600, plus 

(b) 

10 per cen~ of the next $600, plus 

S per cent the next $1200; plus 

the •basic benefit" shall be 1ncreeaed 

of coverege (1300 or a>re wages) . 

(2) The uount of e 8 be81c benefit" ahall be decreased 

2% for each year in w ch t he inclividua1 eo.rnod wages of 

lese than $300 for e eapl~nt fro& Deeellber 31, 

1936, (or trom Deeed>er of tho year in which the 

1ndi"f'i.dual beCaJIIB 2l year or age, whichever is the l ater 

date) , to the date of ret ment or age 65, wbichever ill 

the later date. 

2.. t 'l!ife and D ablad nt 

0: Ol4-Ap Be!!!ticiarv In addition the •old-qe benefit, • 

each beneficiary w1 th a dependent wife e 65 or over, or with a 

dieeblad spouse , irrespective ot Ill!" , s be e~ibla for n 

0 depel¥1ent spoutle oupplement• of opa-hAJt the • old-qe 

benefit . • 

3. !140!1 1 OlJl...Ae Benefit-The widow (or dina :widower), ace 
5 or over, of e qWill.f'ied individual shall be bla for • 

•widow ' s old-cge bonefit, • or throe-9uarttrs or tl'i •old-ese 

benefit" of the spouse, or her own olci-eie benefit, cheYOr 

ill grooter. 
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Supplement tor Dependent Ch1Jdren ot Old-Ace BeneficiarY-In 

addition to any •depeodent spouse supple110nt, • eech beneficiary 

shell be eligible for a •dependent child ' s supplement• of~­

A!!! of the •old-<~ge benefit• Cor each dependent child. 

B. I JJID ORPRAIIS I CURIIEil'l' BENEFITS 

1. • end Disabled W o••e s 1 Be fit s-{e} JJJ>f l'l'idow of e 

ied or current~ insured ir.dividuol ebell be eligible tor 

e • ' a benefit• peyable for L period of tr.elve conaecuti'~ 

mntha ollo.,ing the nxiDth in whicll the husbruul died. '!'he 

•widow's nefit• shell be O(lual to tbree-gl.lll_rten Of t:.e •old­

age benet .• {b) Ine• a<-tivc • .,. , '- iaor. • <... !>as 1n her 

ce.re one or re depondent cbildren u1 her decc-.&ui busbnnd shell 

~ eligible r n •widow's benefit• 1f t he deceased spouse of 

such widor • .• ~ e currently insured iodividual ct the time of 

ow ' s benefit" sball 'l>ll equal to thre<H>uarten 

of t he •old-age nefit.• 

2 . Ordulns 1 Benefits ch dependent child of a currently insured 

1ndividtl81. upon his ath shell be oli£ible tor en • orphan's 

benefit, • equal t o ~o=.,h.,.,.,.._r ths •old-<~ge benefit. • 

In the case of tho deatb of a q ified or currently insured individual, 

an wnount equal t o six II'Onths no - age benefits• shall be peynble in a 

lwm SWI 1n addition to any othe.r nt~ benefits peid or peyoble . 

If disability benefits were t o be included, :this could be done 'by edding 

provis ions as follows: 

D. DI5.AlliLITJ BEllEFITS 

1. 

2. Su oJmnt or De ent W fe end Disabled of ise.bied 

Beneficiarx--In addition to the •diaabilit:y be it" each current~ 

insured individual who hes becom disabled ahcll eligible Cor e 

•dependent spouse supplement• for t he dependent 1 age 65 end 

over, or disabled opouse, irrespective of oge , nt one-half 

of the •d1sebil1t:y bmefit. • 

) . 
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wUl be noted that old age retire•nt betlefita relate to 

1DU.n.tuala and that <>rJi!ane' betletita and beDetita tor 'll1dow 

¥WG•"\.ot age, aa well ee the di.aabUit;y banetita •ntioDIId, relate 

to •eurrentl;r • iDU.n.tuala. It 1a eontalllpl.ated tbat a •q1al.itied• 

n 1n tba syatea longer and have had ~Gre earn1np 

to h1a credit thc.n a •c ntl;y inaured• 1ndin.tual. Thia 1a cona14ered 

reaa()t]&ble and neees:sa17 a old age 1a e tuture rial< ageinat wbicb the 

individual baa en opportun1t7 teet bi118elt during h1a world.ng lite, 

whereas death and per1118D8nt total. d abillty are 1 Hate or current r1alal 

'llhicb attect the 7oung worker as well 

would not ba reasonable to continue to ins 

rial< or death or per-nt total. di.aabillty en 

in the remota pest had \'IOrked autficientl;r to aeq 

banetit. Therefore , wb1le en individual should ac:q 

a right to en old age 

status sooner then be acquires a •qualltied• status, 

•currentlJ insured• status attar be baa been out ot cove 

eerta.in length or tt.. 

m'E!ISIOII 07 COVERAGE 

'liMo Bocd 1a ot tha opinion that, with two -ptiOM, it 1I01Ild be 

adlll1niatro.tinl;y feasible and 1n accordance w1 tb sound social poliO)" to 

1ncluie all of tbe e!llplOJWJnta that are DOW ucluled .f'roa coverage UDSer tba 

old age 1na11l'811Ce a,.ataa. Tba Board 18 a.lao of the opinion that tba definition 

ot •e!llplC)"H• shOuld ba atrengthaDIId 1n such a ~ aa to cover pel'IIOM who 

t'url•..sb priaaril,y pereonal Mrrlca and who do not ba'ft a eaperate plaoe ot 

-

-
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bueiness wbere theT eern the puhlic pnerall;r. !'be illtention of such aa 

aEodDnt would be te prevent the exclusion ot persons who are tor all 

prectieal purposes ellplOTMS, but who have been conYerted 1nte indepmdent 

contraeters or lessors in order t o avoid tha peyrcll tex. 

The two excluded ellpl07J1Bnte that tbe Board bellens will need te 

continuo te be excluded aret (1) casual labor not in tha eouree of tbe 

ellployer' a trnde or bueinese; (2) aerrlce pertor-.cl in tbe ellpl07 or e 

state, a political subdivision thereof, or an instruantalit7 of one or 

100re states or political subdiviaiona. Tho Board belloves it is naco......,. 

to exclude casual labor not 1o the course of the employar' e trnde or business 

because of the ad.:l.nistrative difficulties involTed, with no cona1derahla 

componseting social edvantaaes . It should be noted that thie exclusion is 

negllgihla because the labor cust be not o~ caaual, but also unrelated te 
• 

the ecployor' s trnde or business . A8 rege.rda the exclusion of service performd 

in tho emplOJ of a state, thie exclusion IIWit continue until ~ and Ileana 

are found of overcoming constitutional difficulties. A number of state 8Dil. 

lllllllicipal officials have 1nd1ca~ a desire that their eJOplOJOes be covered 

under the old age insurance system and i t ~ be thttt further study w1ll 

develop a Ethod of voluntary CO'Ierago which will be not onl;r co1111titutional, 

but mt~ advantaaeoue te the states nD4 the old age inaurnnce systaL 

1lh1.l.e IIBrltS.. ellpl.OJ""'nt is one ot the present excluded eJOpl07JIBDtS 

which the Social Securiv Bollrd is now reco...,IJdi.lll be included, it will 

still be necessary te exclude certain types of IIIU"itS.. ellpl07J18nt, ch1s~ 

tho followi.o&: (1) Service performd as aa officer or •aber of the crew of 

n vessel doe.-nted under the lan of ~ foreign co'Untr7; (2) eerrlc. pertor.d 

upon a vessel do.,.nted UDder the lan of the United States pursuant to a 
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coatract o! aerrice entered into outdde of the llldtecl Stetea, 1f durillc 

the perfonoance of such ael'Tice the weeel does not t0110h at &10' port 1n 

the United Statu. 

The Board recognises that the 1no~uaion of agricultural labor b 

trau/lht with great ad•1nlstrati,.. d1fficuJ.ties, hut belinM that these 

d1fficuJ.ties can be onrco.e 1f a reaeoaabh tae 1a allowed to el&pee 

before such 1n~ueion beooa>ea effective. The Board belleTea that the 

odm1n1.atrat1Te difficuJ.ties of inUudi.ng d..,.stic s&l'Tice in a prhate 

b0018, wb!U of no small magJlituae , are not s o great ae in the case of 

agricultural labor. Again t be Board believes tbat tbeae difficulties can 

be 1111r110W1tecl 1t a reaaonabl& tima 1a allowed to ehpee before aucb 1nol.wiion 

becOIIlea effective. As r ·egards tbe inc~uaion of service performed in the • 
e11~07 of non-profit organizationa tha Board anticipates no adainiatretive 

difficulties. As regards the incl.wiion of service performed in tbe uplo:y 

of the United States or of an inatrulllentalit:y of the United Statu, the 

Board sees n o edeinistret1..., d1fficuJ.t1es. However, it would be neceaaar:y 

to give consideration to the effect on other retirement a:ysteiiLB for Federal 

employees with a view to excluding employees UDder these e:ysteu or adapting 

these s;ysteu to take account of tha haeic protection which would be 

afforded und~r the old age insurance system. 

It the rec.-endation of the Board t o brine under cOT8rage all 811J~<>,..el 

of the United States or inst rumentalities thereof ie not followed, then the 

Board reco.,...nds an &ll8ndment to bring under coverage instru..ntalitiee of 

the United States except those which either are wbc.llT owned by the United 

States or are exempt fr0011 the taxes ~erled UDder the Social Security Act by 
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'f1rtue ot ._ otber act ot Co~. The pr1Do1pal tedar&l. iutn~Mlltalltiea 

which would be brCIIllbt Wider tbe Act bT ncb an -lldMDt are natiCIIWJ. bub 

and etete beDlal which &re .-her• ot the Feder&l. Reeene 8711tell and building 

and loan aosoeiationa which are uabere or the Federal HOM Loan Bank Sratea. 

The poaaibilitr or incl.udi.llg •alt-aployed peraone Wider the cowere.p 

of the old age iDauranee 1711tea baa been ginn cODei<lerebl.e atudr. Howner, 

the Board ia not prepared at tide tille to rec~ whet it ccmaidera a 

practicable •th'l<l t or exteDd.ing cOYeraga to nch pereone. 

CO!iTBACTIOll O't COVERlGE TO PREVE!lr COLWSIOii 

Until a practicable .. ana 11 fOUlld for iDoludi.ng aalt--ployed perscma 

the Bo&r<l rec-n<la t hat the following excl.laion already appearing in Title 

IX ot the Social Security Act relating to Uneaployment Compensation be in-

corporated in the old age insurance l:fiiWID because of tbe poasibility ot 

collusion• •service perfOl'lled by an indi.rl<lual in the ellplOJ of Me eon, 

daughter, or epouaa , and sanice perfor-.<1 by a child Wider the ap ot 

twenty-one in the emplOJ of Ids father or IIOtber.• for tbe - reuon 

the Board 1a of the opinion tbat an eapl.OJM of a corporatioll where a 

aajority of the atoek 1a owned by the e%ployee or aeabers ot hie 1=odiate 

faail.7 should also be exeluded . 

.AllliiiiSTRUIVE CIWIGF8 

The Board rec-nda a nuaber of changes to iaprOTe tbe ad•ln1•-

tration of the preeant prOTiaiona of tbe lew, .. tollowac 

l. Peraitting an indirl<lnal to qualif1 tor aonthly banetite and 

to secure a larger benefit or <Ieath pe;raent beoauae of allplo,..ant attar 

aga 6S, but s t ill to require rets.r-t aa a coDditi ... of receipt ot benetit • 

.. -.~~ 
' . ). 

'· 
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2 . Inclusion or a new section under Title VIII requiring employers 

to 1'uro.ish employees at the tilllo of wage p&.}'llant a statement, which they 

may retain, ahowiD;! tho amount ot tuea deducted troa their 11"86es under 

the Federal old ase insurance system. 

3· Bliaination of n03lnal waces paid t o employees of non-profit 

organizations alrendy exempted under section 101 of the Revenue Act. Many 

non-profit orgariizat~ons , particularly fratarnal organizations, t hat heYe 

e11ployees and officers dra wing a noainal wage are now required to malc.e 

reports and pay tues althoush the uount of the taxes and prospective 

benefits involved are negligible . 

4 · Exclusion from the definition of wages of sll payments made 

by an employer to or on behoJ.f of an employee under a plan or s78tea 

providing f or retir~ent benefits, disllisaal n aos, disability benefits, 

and Jlllldical and hospital expenses. The purpose of such an amendment would 

be to avoid t he discouraging of plans of the nature described . 

5. If tho substantive changes recommended bJ the Social Security 

Board are not ""'de , then t he Beard recocmends t hat the present provisions 

relative to ps.)'llent of l.u:!p sums in cese of dea t h be si.llplified. The 

present law peraits direct payment to survivors , of amounts up to $500, 

but leaves entirely to the respective state laws the question of how the 

11oney should be distributed. The Beard recCilllllends · that it be authorized 

to Clllke payment (without llaitation of eount) directly t o certain close 

classes of reletiYes - the widow or widower , children, parents, brother s 

and sisters -- in thet order of priority. However, the provision should 
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be eo worded that the Boerd would be requind, ..twre the dec ... ed bu art. 

a will, to .U:. pa,..nt to tbe uecutor. no. Board auwata tbat th1a 

aa801Dct wo prOTide tbat 1t none of tbe above deai~tec! reati.,..a 

aurYiYa tbere be pro'lieion !or :reillburae:aent up t o $1.00 to aey pe:raon 

who has ~id the funeral expenses of tbe deceased. Tile Boe:rd :reco-nda 

that the lllllp 8Ull pa,..nt be eDIIpt t:rc. el.a1aB of c:redi to:ra. 

6. Requiring application !or death benefits to be flled within 

two 7ea:rs a.tter date of death. 

7. Silllpl.ifYing the procedure for l)a1118"t to infanta or other 

le~ 11lc011patant para OilS. 

8. CJ.arit'7ing the prorteiona :raletin to recovaey b7 the 

United States of overpayment& to indi•iduala, 

9, Authorizing the Boe:rd to r egulata the practice of atto:rne,.e 

and agent.a in preparation or presentation of elaiu for bena.tite before 

the Boe:rd. 

10. Incorporation of' mora detailed adainiatratin prOYieiooe 

r~ting t o the pa,._nt of elaiu, following in general the prorteiona 

Wider which the Veterans Adp1n1atration operates. 

ll . P:rOYiaion that there ,..,. be an andi t of the Board ' • :recorda 

but no rerlew or the Board 'a decisions by the Genaral Accounting Office. 

The exclnaion of the Gena:ral Accounting Office !rca jnriadictiOD to 

:rerlew the Boerd 1 a decisions follows the p:raoedent of the World War 
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Vet erana act, 1924, aDd or otber legi.,lation with respect to apnciee 

s1ailar to tbe Board which haDdl.e a large nuaber or s..U cla.aa, 

such ae tbe United States l!lllplOJ"ees ' Coapenaation Com.iaaion. Tha 

present law prortdes that tbe Board 111&7 ce~U,. to the Seeretar,. or 

the Treaaur,. ~ent or cla1.a prior to ...Ut or settle~ b7 tbe 

General Accounting Office. 

12. Clarifi cati on or t he language excluding state inatru­

mentalities b7 prortding for the U8lllption or an,. inatrwoentalit,. 

wbioh is who~ owned b7 the state or political subdiviaion, as well 

as those which would be exe.pt UDder the Constitution. 

l3, Claritica tion or language to avoid an,- posaibla inter­

pretation that railroad workars are under the conrage of tile Federal 

old age inaurance syetea. 

14. Inaertion of l.aJlc:ua&e clarifying the applicetiQO of tbe 

law to services of an .,.p1.,... angaged in both excluded and inoluded 

occupations b7 prCTiding that the de termination shell be ID&de on tile 

basis of 'lhetber tbe excluded or incl uded services are preponderant. 

1$. Awelld•ent of tbe penalties for noo-pa:JMnt of taxea 

UDder Title VIII . 

-
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liiJIIIPIDIIIIf CXIIPDSU'IC. 

~ J>N-t .... ~t ~u ... proYbiCIUI of tile aoow S.curlv 

.Act ba ... crMted a oooper&t.l ... fadara].,.atata qatea, 'ntis bt• beea broucJlt 

abou.t b7 reaeoc of tile t.posit.lca of a Ulli!ona t.u pe;rable b7 ~era 

ngardle11 of wlletllar tbq operate ill a atate tllat baa an ~t 

coapenaat.lca act or wlletllar tllq operate ill a atate tllat doea not ba ... an 

UDeorpl~t -penaat.lCil act, Howenr, qaillet tllia t.u tb.q are ant.ltl.ed 

to offset the oontribut.lcae tllq ll&ke IIDder a atate UD.-pl.,_t oa.penaat.lon 

law up to 90ll of the -t of tll.e Federal t.u. '!he bilto%'7 of tile llcb­

latioo 1Dd1catea tllat Coacre•• intended tllat tile l().C net proceada of tile 

federal tax abould coftr the oorl of atete a.da1Diatr&Ucc aDd the coat of 

federal adaiDiatr&t.loo ae well, '!ha pNII«lt law &leo prorldea tllat the 

Social SeouriV Board eball Mlte cranta to state UDeorplO)'JieDt COIIp&De&t.lOD 

ageociee to co ... r the eDt.lre oeceeN%'7 coat of proper ada1niatrat10D of tile 

state un•J>lo7-t COIIp&DMticc lawa, 

Tile UD•pl.cJJ11eDt COIIp&DI&tiOD pro't'iaiODI of theltoial SecuriV Act 

and the Jllblio usiataDce prorleiooa of the J.ct conetitute the 1101t c.,._ 

prebeosi ... att.pt tllat baa e ... r beea Md.e to aol ... naticaal probl_. thrwcb 

a federal-atate cooperati ... qat., '!hila, thq repreeeDt an atte.pt to 

utili .. and to atrqth• oar pNieDt qat. of tadaral- atate go ... roaeDt, 

The ac!Juat.tmt of l"eden.l-atate relation• at beet 11 a d1.tt1cu1t and delicate 

teak, part.icularly 1D the field of aocial 1egi elat1Cil. Howe ... r, tha 

e:rperieooe ao tar 1Dd1catea a l&rce -.ure of -••• 

'!he noOIIPIDCI&ticca ot tile Social SecuritcT Board nlat.i ... to uneorplo)'­

-t COIIp&DI&tioo deal witll ut.aioo ot coYerqe, iapro.,....Dt ot tlla teden.l­

etate nlatiooabipe, and cartaiD tealmical cb&qea rather than &IQ' ft""-MOtal 
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cbeJice ill the t•ral-lltete pettem ,_ Mt torth ill tbe lew. The 

preNDt prorleione or the law ben prond c011pletel:r ettectin in 

tacWtetin& tbe enactMDt ot .tete un.pl..,....rt cc.peoMtiCil J.e ... 

The etate le .. enacted and the character or their aclaiDietration hue 

on the whole b aen reaeonabl7 athtactor;r . Tha illerltoble adalnilltre­

tive ditticultiu 111Tobed ill the inauauration or •111 J.erge scele 

undertald.Dg were acceotuated b7 the tact thet benefit pe,.ento cos­

aenced ill Januar:r 1938 at a tiM or unaxpectedl7 large uneaplo)'llent. 

In spite or theae ditticultiea the tbirt;r-one jlll'iedictione thet ban 

been pe;ring uneaplo)'llent COIIpeneation benefits during the present calendar 

;rear have poid out t39S,OOO,OOO ill benefits which ta-re enraged onr tlO per 

week per peroon , and they are currently pa;ring benefits to a pproxillatel7 

one alllion uneaployed persona . The -aet preaeJ.ng problea ill the tield 

ot uneaplo)'llent coapeneatl on at the present t inle 1e inlpronaent ond 

aiaapllticetioll Of the lowe theaHlTea U well 18 iaprOYeaent of their 

odainietration in tbe li&ht or the actual experience that bee been de­

Teloped. 

The Board 1e oware or the s uageet ion that ns 1111.de at the tiM 

the Sociel Seclll'it:r Act woe Dllder cons1derot1on that illetead or ellow-

1ng all or teet on the 1"edersl tax. t he 1"edersl gon~ent ehould collect 

the entire Federal tox ond lllke granta- ill-al.d to the etates ill lleu or 

the orteet . It woe argued that eucb o aetbod would relieTe ellployere 

or the necessity or .a1t1ng tax report e to the litotes ill oddition to 

IIAit1ng the tax report to the 1"oderal gonrnaent. Thia, ot caurH, 

wotWJ bo or particular adT~mtac• ill tbe eeH or eaployera operating ill 

aore than one etate. lloweTer , the etete 111>111ployaent CQIIPeD81tion 
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'lherefore, it wCNld 

e1 U>er be n-IIIUJ for the Federal governaent to tu.nliah the aeoeiiiUJ 

detelled Wo~tiOD to the etatae, or i t -'-4 be neoela&rJ for the etata 

.,.,oiee to clnalo' beDetit procecluree to el1•1a•ta the aeoe .. itT or 

MJ)loTere ..tiD£ cletelle4 reporte. 'lh8 experiellcte of the Federal &OftJ'IIMDt 

and the ataie goveX'IIII821te 1e aot ret sufticiellt to warrant upreuillg lUI 

opl.nioo ae to whether 1 t would be feeeiblA to -.ke .uoh a 4rut.1c clwl&e. 

!X'miSIOJI OF OO'IIIWll 

!he Boercl rectommde that the old qe 11181ln.11cte tax pronei<llle, u 

thq Hlata to uplCIJ"erl, IUld the ~t coapoaeati<m 11181ln.11cte tax 

proviai<m~ be cOIIbilled. !he ed-..ntage of .uch a colll>ination would be that 

e•pl.CIJ"er8 would be relleve4 of Jlllld.D& a eep.rate tax return 111 the cue of 

Wlespl.CIJ"'letlt ctoapeDeation. Such a cOIIbinatioa would of couree not aftectt 

the preeent ottoet provilioo or the preemt uae ot the proceed• of the two 

oeparate tuea. Jle&ardleu of whether 8llch a oOIIbillatiCJD ie aede the 

Board reoo=rnu that the coverqe or the lm.-plor-t coapoaeat1011 pro­

v1e1011e be aade 11a1l.t.r to the coverqe aJ.read;r reco-decl for the old 

age in.urance proneiono w1 th the except1011 of qrioul. tural and clo••Uo 

npleyeee, and •pleyeea of the federal governae~~t and whol..q owed illetru.en­

tall tiea thereof. 1he .... ....,, for e:r.aptillg theee groupe will be d11Cillled 

later. lvm thougb the ~t ccwpenaaU= and old ec• 1118\lriUloe 

coapoaaation tax pronli0111 were aot cOIIbilled U>ere woul4 be great ad'ftDtagee 

ill -.k1llg their provid.ooa icl.,tioal w1 th reepeot to a.pl.CIJ"erl atteote4 1>7 

both, lillce it would the be poolible tor .. pl.,.ere to o1apl1t'J their record 

uepillg m d reportillg to the federal govel"IIMIIt, ae well u to the atatee wbich 
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l&lllloubt..U:r • 01114 adJuot tbeir otota law a accordinc~. 

Tile Boarcl 1a abo of tbe opinion tbot tbe 4afinit1on of "•ployM0 

lbould be lltftDitbe....S in ncb a n :r u to ccrrer peraons wbo tul'Dllb p~ 

pereooal aerrlca aDd •o 4o DOt baTe 1 eeperete place of businaaa wbere tbe:r 

sert'8 tbe public cene~. Tile 1DteDt1oD of neb u &lleDdloeDt would be to 

pr.Yact tba ueluaioD of pereoDs wbo .... for all practical parpoaal "PlOJIII, 

but wbo bSTe bean connrted 1Dto independent contractors or le11ors for tbe 

purpose of uoldina the pe:rroll tu: . 

Just •• 1D tbe ee .. or old qe 1DII\Il"lnce the Boarcl belleYel that' with 

a r .. axceptlons, it woald be adainlatratba~ f11a1ble and 1D accordance 

with eow>d social policy to lnelude all of tbe .. pl~s that u. now 

excluded rrca conroe• under tbe ..-plOJIIDt coapen11t1on prowl.elona or tbe 
1 

.Act. 

The .. ploJ11eDts wblch tbe Boarcl 4oea not reco-eDd at tbia tlae be 

included are& • pl.,...,t 1D qriculture and doalatic serrioe 1D prlnta bo .. a, 

t..U:r eapl..,..eat, •plo,..nt b7 a state ccrre.--ct or an 1Datn.aatality 

thereof llld •Pl OJIInt by the federal ccrre.._ct or wbo~ owned 1Dotr11111Dtall­

t1eo thereof. In the cue of qriculture •plo:reea frequently at aDd in a 

difterent relationebip to the Mplorer tban do 110at other •plOJHS. !loplo:rees 

on tame are frequentl:r owners oflllllll fame tM11eelTea, or tbe:r liTe 1D 

b01101 prcrrided by the .. plo:rer, aDd ban the uee of land and equipeect to 

produce a pert of their alilaiatence. In tbe cue of old qe inlurance 

it would not b 1 too difficult to collect cDOtrlbutioa.a and eatai>Uib 

recorda on tbe bade of wbicb benefits ..,. be paid 1D old qe. for the 

purpose or \IDiaplOJHnt 1D......,.ce, llowe•er, it ~d be enreM~ difficult 

i n 1111111 caaas to dataralne whether aucb peraona are uneaplOJed, or wbatbar tbe:r 

abould be axpected to work for tl•-111•••· 11b1le toraip e:rat ... beTa b-
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extondod to cover omployoos in aericulture , it muat be recognized that in 

t hio c:ountey ws m vo o. e~uch less well defined nge earning group in "8l'ioulture. 

for the present it appears insdvis&ble to attempt to extend uneaplo,.ent 

inauranc:o to cover t his field. Howanr, the Board will continue to s t udy the 

problema involved in an effort to develop practical we,ys and .. ana ot br ina;1ng 

about such extension . 

In the ease of domestic service in a private homo t he difficulties are 

aueb less than in agriculture. The fact of unemployment is muc:h eaei er t o 

determine . The chief ditficulty hero r elates to the determination and collection 

of contributions . It old age insurance provisions are extended to such workers, 

the Board believes such eapl07ees aey well be covered by the uneaplO)'lNnt insurance 

provisions of t he Act. • 
Tho Board believes i t nec:essaey to continue tho exclusion of family smplOJmcmt,. 

in order to prevent collusion for t he purpose of obtaining benefits . It is neces-

oaey for constitutionAl reasons to exclude ea ployment by a state government or an 

instrwoontali1i)' thereof . The Board does not believe tbat there would be an;y 

adn.ntege in including federal eaployees under the unoaployMnt c:oapenaa tion 

provi.sions since civil aerrtce oaployeea , for the moat pert, are alMiaey 

protec~d against t he hazard of unemployment, and it would be more feasible 

to take care of non-civil service ellj)].oyees through eOtDO form of diaaiaae.l 

wage rather then through the creation of a opee>i&l nationwi de uneaploy11ent 

insurance $7Bt&m. However, the Board does belien that so-celled ins truaent&lities 

of t be federal govern~~~tnt which are not wbo~ owned, such as nation&l b&nka, 

should be included. As rec&rds the inclusion of ssrrtce perforMd in the oapl07 

of non- profit organizations the Boord anticipates no administrative ditficulties. 

The Board'• reco....,ndations would not onl,y bt.ve the ertect of tiXt&nding 

the coverage to inOlude certain categories of employors not now covered, 
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bitt would eJ1el•te the -t reetricUca to eepl07WB 'IIIIo han ~ 

8 or ,_.. IIQil.arM8 1a -..v or 80H -a .., that the ~t O"'lp"'•UGD 

prorla101U1 would GOYer ~era of cae or 110re •pl(ITeea. !bare are ~ 

t .. nt;r-four atetea thet conr -ller -.plorara then thoM corared b7 the 

prov1a101l8 ot the Pedenl. Act. Ot theaa twnt;r-four atetea tell COYer 

.. ployera of GDO or 110re. !he Board doea not belieYa that the broedeni.ng ot 

the llll~t -pena&t1GD prortaiona (with the excaptica ot -.rit.iM 

eaplor-t) 8llould beCOM ettectJ:re before 3&1118%'7 l , 19411 eince it a 

neceea&r7 to Sin the states •2pl.e opportllllit;r to aMD4 their len ac~ 

inglJ". 'lhis would also Sin the state ~t c~aat1CIIl apnciu sut­

ticient tiM to pertact their edw1n<atret1n orp.nisat1CIIl and procedurea . 

~CTIOif OF OOV!R.t.G! 

In the ease of old age insurance the Board baa recoaatlded the exclua1CIIl 

of an eaployee ot a corporation where a •Jori t;r of the stock is owned b7 the 

aaployea or bia iaediata t&llil,y in order to reduce the posa1b111t;r of colluaion 

to acquire benefit rights. '!'he Board ~· the - ax.al.uaiCIIl in the -

of the uneaployunt ca.pena&Uon prorts1CIIl8 so that the states M:f sild.lar]T 

cbazlie tha1r prorlaiOIUI. It the CCIYONP of the ~t O"'lp"'aetiGD 

prorlsiOIUI 1a alttended to include eapl.ayara of Cllle or liON the Board bellnM 

it will be n_...,. to ax.al.ude casual labor not in the oouree of tbs a.p1Drer1a 

trade or bll8incaa, bM&- of the adainiatratin ditfieul.tiae iMOlnd with no 

considerable o~•Ung aooial &dftntapa. It should be noted that th1a 

excl1181CID 1a nagllp'ble beca\188 the labor would han to ba not on]T casual, 

but aleo UDralated to the eepl(ITer•e trade or bll81neaa. 

• 
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The Boolrd also reco...,nds tlBt tbe pqroll tax in the case of unelt­

ploy.ent compensation be liaitod to tho .first $3 ,000 of wages paid , if that 

a:ax111Ul11 limitation is retained 1n the case of the old age insurance tax 

provisions . Tbe Board recognizes tlBt such llllitetion rlll reduce slig~ 

the revenue to be derived . · Bo1rner, the Board belieYes tlBt this disedTlUlta&a 

is outweighed by the edvantaaea to be derb.cl fro• Nki ng the uneapl07Jlent 

eo.penaation and old age insurance tax prortaioos identical. 

tllifliPLODlWT COIIPENSATIOII FOR SEAI!Eli 

Under the Constitution it i s t.possible to confer upon t he states 

j uri sdiction over aaritime empla,rment with the possible exception of 

t~ariti'llo ompla,rment wbich is incident41 to empla,rment on land. Therefore, 

in order to afford une11pla,rment compensat ion protection to seamen it would 

be neoeeear,y to pass a federal act. Such an act should cover all lllll"iti.lle 

eaployMnt ucept tlBt wbich osn be coverecl under state memployMnt 

co.pensa t i oo laws. 

STATE IIDUf SYSTEIIS 

Under the present law before the Board ~ .ake a certification for 

~nt of a grant to a state unea plo)'llont c011penaot1on agency to administer 

i t a law, the Board llU&t find tlllt the law incl udes previsions for • such 

m•thod.s of ad.inistration (other than thofte relating to selection, tenure 

of office , and c011pensat1on of personnel) u are fo~md by the Board to be 

reasonably calculated to insure full pqunt of unellpl0)'118llt coapenaation 

when du.. • In another section, the Board 1a requirecl in Ml<1ng a grant 
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to de~ the -t -••••ZT tor the proper ds<n<•trst.ioa.• !be 

llol.rd bell.,. .. tbat proper eds1D11tret1oe -t -.....u;, illalllllol ~uate 

prorteiOD tor the eeleCtiOD, tenure of office, aDd CC!Splll81tiOD of penoDI>Il. 

11leretore, ture u • coDtllct in the pre11111t prorlaio~~a ot the law -.drlcb 

the Boerd belleTea ohould be reeolnd b7 repeel1ng the perentheticel 

J..ouaiuap quoted ehc>Ya. n.. llol.rd belleTee thet it ie eouad polley tor the 

etete uneapl.,.ent ecspe,...tiOD epnciee to ban the entire authoriv aDd 

reeponsibWv tor the eelect1011, tenure ot ottice, and ec.peDMtiOD or 

1Dd1Yidual aplDJeea . a ..... nr, the Board bel1eT8e tbat th1a authorit)" aDd 

reeponeibUit)" ahauld be ellll!reieed in aecordaoc. with & a;ratesatio •r1t 

171tes tor the eetohll~nt aDd aaiDten•nce ot deeireble pereODDel etaDdarde • 

n>eretore , the Bo&rd rec-me tbat in lieu ot the p&relltheticel l.aDguace 

ol.read;r quoted, there be substituted l.aDBua&• requiring th&t Mthods ot 

•dll1n1str&t10D eball illalude •thode r.l.ating to the eatebl1oh•nt aDd 

maintenance of persoDI>Il atanderda on a Mrit baaia. About 40 atetea 

operate UDder a ~ o1T1l. Ml'Tice law or in &ecordauce with a Mrit 

a;ratea eatebllohed tor or b7 the unel!pl~t CCISpl,...tiOD epJlC7 itMlt. 

11leretore, the attect ot th1a W&&Uted ••""•ent would be to -.IrA sore 

uniTereel. pereODDBl practicea ~ p<1t into attect in the larp aaJoriv 

ot the sta tea. 'Die llol.rd bellnN th& t requiring the 1 tate epiiCJ.ea to 

eatohu.b a Mrit a;ratas woald place teder&l ... tate relations 011 a sore 

atohle aDd autcsatio baaia aDd thet the INCPited requi.re8ent, rather tball 

constituting u encroam..nt ot federal authoriey in atete operat1o111, 

rMll¥ CObltitutu • protectiOD to the atatea apiDSt undue interterenc. 

-
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nth U..i.r ~ti ... t'lmctica1Jic. !118 ectt.l open.- baa bMD 

that tbe utehlS.-'Dt ot a pr<>per peraoiUIOil. 8)'11W• •'""natee tbe -•aitT 

for detlilad aorutiq ot operat1oDa and the poadbWq ot ll1aUDdaratanclSn1 

and eontllet 1n tadaral ... tate ral.a.tioDII, 

!118 Board baliefte tbet U.. aetabll~nt ot a •nt SJBtea 1a &leo 

,. protection to U.. tupqera and banoot1c1ar1aa ot a atete qalnat U.. 

b.uard ot ad81nlatraticn beccoWl& ao unaat1ataetor7 that tbe law can no 

1oager ba eart1tad b7 tbe Board u eontaSnSn1 ••thoda of •de!nS•tration 

reuooabl;r calculated to 1naure tull ~nt ot ~<J7aent c.-penaation 

when due. • SUch lnabWtT to cart1f7 Mana that apl.07ft8 1n a ateta would 

be raqu1Md. to P«7 100 ~ 1DIItaad ot ~ ot the tadaral tax, 1n addJ.tion 

to pq1ng tha1r tull tax under the etate unupl~nt ca.penaation law, 

So tar, the Board baa DDt found 1t Dacaa1417 to wit.hhold eart1t1cation 1n 

the cue ot ~nt cc.penaation althou&b that baa bean ~~&caa...,. 1n 

the ease ot publ1c aaa1atance. !118 Board bell ..... a that ettect1ft sate­

guards ahould ba aet up ao •• to •l<mnate the poae1bWq ot such a 

penalt;y ba1n8 1ntllctad upoa iJmocant c1tSMDII ot a atate bacauaa ot t.ha 

darellct1oDII ot t.ha1r publ1c ......-..nta. 

!118 Board balle'fta that u a pert ot a ..rtt 8)'11tu U..ra ahO'Dld ba 

pro1Ub1t1on apinllt political aolic1tation and political act1rtt;r, juet 

u 1n the - ot federal cbU &ei'Yllnta, a1nca the enUre aaleriaa ot 

~nt oa.pe~~eat1on paraODD&1 are pa1d out ot tadaral rua.s.. 

-
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.ADIIWI8rR.II' In CBdliS 

Tha BO&l'd re-ad• a ....., ... or cbaDiu to iaproYe tha adll1.lli.tr..UoD 

of the preMIIt prorieioiUI of tha lawt 

1. The Social S.ourit7 BO&l'd rec.-encla that the adai.D1.tm1on of 

UDa}ll..,_t cca~IUI&tion aDd tha adll1.lli.trwtion of the UD.ite<l States !lopl.oJMDt 

~ice be llDi!ied 1D a ai~~gle Buraau 1D such a wa.:r that the a~oialhed tunotiona 

ot each are not o~ protected but atreagthene<l. Ill ne'l'J cOUDtl7 1D the world 

that baa =•pl..,...m. eoa~aetiOD a aiDgle coo-...-..t -ceney adll1.lliatera both 

the plecement tuDotion and the iDSUl'anee tunetion. This hee been touad to be 

neeeaeerr because ot tha close reletionabip that axiata b.t_,. the proper 

C4r1'J1Dg out ot thee• two timet ions. Ill thia CouDt'f'J there are two eeparete 

Pe<leral agencies although in the atatu, with one excepUon, there ie a aiDgle 

~ 

state ageney adll1.lliater1Dg the ~ ea.peneat.ion lae 11hich incluclae the 

operation ot a state 011plo;yaent aerrlce. 

The Social S.ourit7 Aet proridee that UDa}ll.,...ut coa~neation _,. be 

pe.id throu&h public uploJMnt o!ficu or aueh other egenoiee aa the Social 

Securit;r Board •7 approo-e. The Board reeocnhe<l the dea1rab1l1t7 ot paJinl 

cla.1ae throu&h public espl.,._at ot'ticea, 1D order to afford the Wle'tpleye<l 

•orkar tul.l. oppertllDit:r to tiad new upl.o:Jment and to reduce the 1.110uDt ot 

tme!lpl~ c011~naetion cle1ae to a alrrl•••. It hu, therefore, not approred 

ot pa,- ot ~o;yaant cca~ion eleiu throuch UIT other agencieo then 

uplor-oat c!ticee. 

'!he Social Secarit7 Board, reccp1s1llc the necesait7 tor an efficient. 

upl..,...m. earrlce u a pert ct the proper adllin1atrwt1on ot a atate uu.plOJ-

IIAIDt OOII~eation la'O' hee ucla I~'DtS to the atat .. for the adii1.Jii.trwt1oa Of 

an •pl..,...m. eerwice. The BO&l'd realised that it 'O'OUld be -....-teal, 
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wlduireble, an4 111t ... 1111e to ba'ra \Wo ~ Mrrto .. , ODe tor worlr.er1 

co'f'ered Wider tha ~ c011pe11Mtioa Ian an4 ODe tor worbn DOt 

co.,..red Wider tuM len, Turetore, it baa ea--ced tu atata1. to l.ttlliata 

with the ODited statu !'lop1C)JM~Jt Serrtca and to Mtch tiM t\mda ......u..bla ill 

collllaotion with that eerrtce , which tun4a ba'ra b- larcelT &UilMIIted b)' &rant• 

tro:a the Soc!U Sewrit7 Board. Tba raiNlt hu bMn that .U ot the atatae 

he'f'e ..tt111ate4 with the 17111ted statu ~ Serrlca. Ot the total tunda 

that are uow beilll expended tor the operation ot the exp&llded teden.J.-.atata 

empl0111flllt eerrtoa that baa reeulted, approxi.utalJ ~ 11 pt'O'f'ided b7 arant• 

troa tba Sceial Sacurit7 BOIJ'd, ~ b7 &rants !rota tiM tlnited statal l!llplo,'Milt 

Serrics, aDd~ b7 the atatea thiiU&lne. 

The Social Sacurit7 Board hal recognized troa tba outaat the nac .. eitJ 

tor the coordination and integration ot ita functions rith the tuneticna ot the 

Ollite4 statu l!llplo,..nt Serrlca ill order that tba ahta llllellpl~ cooopanMtion 

ocanc1ea would not be taced with the djl 1 ot bl.ing ablJ&ed to deal with two 

laderal agencia1 ba'liqf c0Dflict1Dg at&lldarde aDd pollciaa. The BO&rd, therdore, 

nagot1ate4 an qra&MIIt with tiM SaoratUJ or t.bor wbarab7 tba 1Jnited stataa 

l!llploJIIellt Samoa and the Board ' • Bureau ot 11nallpl0Jil&llt C011pene~t1on would act 

ae it they were a •incle OCOCJ. This joint aare-nt baa ~ad a coneiderable 

degree or coordination and 111tagret1on. Bownr 1 cooopl.ata 111tagnrt1cn 11 nac.e­

SUJ ill tba intereata or aco~, e!!iciCCJ aDd cood wUl. TIM 4q to 4q 

act1T1tiae or the local eapl~ otricae, throu&h which IUliiiPlo:JII'Iut ccapanMtion 

oleiaa are paid, are cloael)' 111tarrelated and Y11rJ in lllob a .. , that it 11 

D&C&Iaer)' !or a COIIIidarable portion o! tiM eaploJaa1 to be aTailal>le !or trane!er 

troa one t'llnction to uaother tuaction u tba .....S. requl.re. OnlJ uaitied lllper>­

Tieion and direction can proparlJ protaot and 111tagrata tba Tl.riou II&C&IIUJ 
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tunctiona t._t ault be per1'o!'MCI in order t~ uneaployed worl<ere and 

eaployera aay be .. rnd adequately. 

78 

2. Inereeaing the eutborioation for the a ppropriation of tunda to 

aeeilt the ltatea in the ada1niltrat1on of their unemplo;yaent coapeneation }awr 

:iDo I'Uttd froca a •• v .. ,. of t/.9,000,000 to $80,000,000. An autborbat1on of 

this increased SJIOUnt would ltlll be conrad by the probable net proceeda of 

the Federal tax relating to uneaplo;p11ent coapeneation. The prase.nt ~ of 

t49,000,000 ia clearly ineutfieient to cover the neceaeary colt of proper 

eclll1niltration. 

3. X.poaing the payroll tax on wages peid 1nlte.od or wages payable, 

thus uldng the basis the .... a s in the eaae of tbe old-age insurance taxea . 

4 . Penaitting eeplpyera to offaet againlt their Federal tax ell co.ntri­

butiona aade under ltete uneaployeent eoapeneation lawa , regardleae of whether 

or not they are aade with raapect to 0!1plo;p11ent •• defined under tbe Federal 

lew, up to a ~ of m of the Federal tax • 

.5 . Eliii1Dat1on or noaiDal wagea paid to eaployeea of non- profit orgen1-

zet1ona already exeapted under section 101 of the lle'f'enue Act. llany DOJl-pro.!'it 

orgen1set1ona, particularly fraternal organlzatlona, that have BIIJ)loyeea and 

otticera drawing a noa1nel wage are now required to lllke raport a and pay texea 

eltbougb tbe a.aoount of the texea aDd proapactive benefita involved ere negli4!1ble . 

A a1ailer c~e baa been rec.-.ended in the eaee of the old-age insurance tax 

proviaiona. 

6 . I!:I:C1uaion fro~~ the definition of wagea of all payunta ucle by an 

lllployer to or in behalf of an .. ployae under e plan or eyetee prortcling for 

retireaent benetite, diaeiaael wagea, d1eabU1ty benefits, end eedicel and 

hospital expenses. The purpoaa of such a.n uendllent would be to ..,oid the dis­

couraging of plana of the nature described. A a1e1lar change baa been rec.-endad 
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in the C&lle ot the old ec• iD5l'UIIIe ~- ~aiou. 

7. l'Joorlaion tlwt ~· who haY• paid their tazaa on tiM, 1n1t 

pe.id thM to the wroac 11hh -P~ c.-penaation qenci .. abell be giY ... 

.ore tiM within which to claia cndit andllr the !'eda'al tazing pro'1'111iou 

when prcper adjulltllllllt bell 'D- aadeo 

8. All ueru!Joont authorising the lltates to .U. their ~ 

collpellsetion l&wa appllcable to persons eaplOJed upon l&nd held 'Dy tM Federal 

Gov81'1Uient , such •• a.ployees ot hotels located in Jllational Parlt:e. Goncreaa 

has alNad;r enacted .•_ lltlltute gi'rlllg the lltataa authority to applJ' their IIOl'lt­

llen's c..-peneation l&wa to such ellployees. 

9. Claritication ot the laJ111181• excluding lltate inlltruuDtal1t1ea 

b7 pro'l'iding tor the exeaptioD ot uq instruMDtality which is whcllr owned 

b7 the state or polltical subdbision, 1111 well as those which would be exeapt 

UDder the COD.stitutioD. 

10. Cleritication ot the appllcatioD ot the law to eerrices pertol'lled 

tor an e~~plorer conrad by· the act, b7 an uplor-e engqed in both exol11ded and 

included occupatiollll, b7 providing that date1'111natioD abell be aada on the baail 

ot ..nether the excluded or included aerwioea are preponderant, and tlwt aU the 

wqea ot such uploree abell be considered as excluded or included as the cue 

u.y be. 

u. ClsriticatioD ot the provisions relating to so-called -..rtt rating• 

or •experience rating• under state ~ caapensetion laws. 

PUBLIC ASSISUIICI 

'fbe Social Securitr Board ada1nisters the pro'l'iaiou ot the Social Secmrity 

Act prarlding tor Federal grants-in-aid to the states to cover a portion ot the 

cost ot old-qe &llailltanoe, aid to d•peodeat ch1ldran, and aid to the ~ blind. 
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The r .. ult of thb ~- of I~'Dt.-s.-14 baa ~- that all of tbe lltetea 

and terrltor1 .. IUid tbe Di.lltr1ot of Colubia beTe Adopted _.,..... for olcJ-ece 

uetetance, and 40 etatea, the Dilltr1ot of Colllllhia and Bawa.11 beTe adopted 

M&SQMI for aid t o depad&Dt chil.dree and aid to tbe D8ed;r bl.iJid, UDder 

these -aura• 1 ,7)81000 eld people , 626,000 chllclrea, and 41,000 bl.iJid &l"8 

being aided . The total uount or Federal and otete aid giT&D dur:i~ the 

preseot tiecal ,..ar ,w1l.l. approxblate halt a billion dollars. Ther. cu be DO 

question tbet tbe pea&&~e of this Federal le&ialetion bas been ..,at atrectin 

1n prortd.1~ ..,re S)'st-tic, ·......,, and equit.t.le rali~ to theM dependent 

men, women, and children, The Board reo.,..ands no tunduental c~e 1n the 

tederaJ.-.otate relatione , H~er, the Botl'd does bali&Te thot certain l!lb­

etantin and procedural obaqj:es can be ude which w1l.l. (ftetl,- st!"41Qgtben and 

i.JIIprove the protection now atrorded. b7 the presant prorteiona. 

In the C4H ot old-qe aeeietance end aid to the nee~ blind, the 

u :drm'' I.IICIUDt. ot liDDt.hlJ o.aaietance which cu be tu.n into consideration 

1n granting tbe etetea SOl' re18bur....nt. 1 is $30. The Board rec tnda thot 

this 11a:d.oe1J1 be reliDTed . This w1l.l. en.tlle the otatea to receiTe tull. utcbing 

1n those cases llhere it ia found neceaaar, end deairehle to Mke a ..,nt,bl.J 

ueiatece grant of .., ... tb&D $)0, 

The Board etrongl.J racOMellda tbet the grant.-1n-a1d to the etatea 

tor dtpeDd.eat children be placed an the sue baeia u 1n the case ot the 

n~ qed and t he D8ed;r bllDd, At the preHnt. tae tba Federal pant 1a 

one-third ot the peJ1181lt• ude hJ the etataa to dep&Ddent cbilclrea, •• c-­

pared with fittJ per cent or the peJUnt• ude bJ the et&tes to needT ared 

and n~ bllDd. The reault bu bMn that fewer atat .. ban en&cted laws to 

grant aeeistance to dependent children and that tbe aaaiatuce cranted to 
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deJ*Ident ch1ldren in the atetes that haft puMd lawe 1e lea• adequate 

th&ll in the ca.. ot the llMd;r apd aDd the .....t;, blind. '!':be Board 1e of the 

opinion the t wbila the nuaber of dependant ch1ldr&ll now be inc aided throu&h 

federal grant& 1e onlT one-third of the nwaber of the needy aged being 

aided, the actual DUIIber of d&paodant ch1ldren 1e tulJ.;y aa liFe• aa the 

llUIIber of D&&Ciy aged . 

At preunt the maxt•~m amounts wbich may bo taken into consideration 

in IIIAlc1.ng federal grants 1e $lB for the first child and $12 for other ch1ldren 

in the famf4. In the cue of the need7 aced aDd needy blind, the .......,_ 

eJoount which may be taken into consideration 1e $30 per 1nd1Tidual. The 

Boo.rd ia of the opinion that the praaent Mx1•1• liaitationa in tba amount 

of aseistanea giTan dependant ch1ldren for wbich the states can be rea­

bureed through federal grants ehould be raised to the same•rl•• as that 

now pro'l'idad in the case of needy aged aDd Deedf blind. If that •rl••• 

is r .. OTed in the ease of the need.Y aced aDd need7 blind, the Boo.rd ree.,._ 

mends that it also be re1110Yed in the eaae of dependent eh1ldren. The Boo.rd 

elao ree""'MN!s that the age liait tor chUdren be raised trc. 16 to 18 

• when the child is attending school tull tiJie. This would I'fiCOcniM the 

present desirabla tendency for children to finish high school before going 

into p&l'llllDeDt .. plO)'IIeDt, 

At the pres ant tiae , in add1 tion to reillbursing the states for 

50 of the aasiatenee they grant needy aged and needy blind there 1e added 

to the aaount or the federal grant a flat S" to help eonr the cost of 

adain1etreti01l. The Board bel18't'88 that tb1e nat s" 1a inadequate for proper 

ada1n1etretion, and, therefore, reo-nda t hat the lew be ...,.nded so aa 
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~o reiaburse the states for ~ ot the necessary coat of proper ad.iniJI­

tr&tion. lD the case or dependent children the law alreaclT prortdea that 

'the cost of adainiatration shall be r eiabureed br the federal garernment 

82 

1D the 88118 proportion 11S tha coa~ or assistance to t he children theualvee • 

.l Dlllll>er of the states have 11 considerable Indian population, 

eome of which consists of Indiane who are still warda of the federal goftrn­

•ent. The Board believes that the federal govern.ent should 1»-7 the entire 

coat of granting aid to the needy eged, need;r blin4 end dependen~ children 

in the case of these federal wards. The Board belie.-es that 1t such an 

Ul8ndDent 1s ude it should permit the Board to negotiate cooperative 

&£X'88Mnts with the proper state agenci es so that aid to thase ward Ind1eoe • 

Cllll be given 1D the same manner as to othar persona 1D the state, the onl7 

difference being 1D the .-.nt or reilllbursement br the federal garernment. 

The Board believes that it should also be given authorit:r to £X'IIllt tunde 

to tho Office of Indian Affairs for this purpose 1t t hat appears 1110re 

desirable 1D certain circuutances. 

V ARI.ABLE GIWITS 

The uount of the federal £X'&nta-1D-ai.d under the public assis­

tance prarisiona of the Social Securit7 Act will total appraxillatal;r a 

quartar or a billion dollars during t he present tiaoal ;reer. These grants 

are ude on tha anme percentage besia 1D the case of evecy state r agardleaa 

ot the Yer)'iDg fiscal capjl.cities ot the states to bear t heir portion of' 

the coat. The reault has been wide dif'!erences 1D the number of persona 

aided and the a~:~ount of a.14 given 1D the individual ease. ThWI, 1D the 

-
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case of old age aaaiatanca the nuaber of persons beind aided varies tr0111 

~ (f) of the popul.ation over 65 yeara of age, to ~ of the population. 

The aver-se 8lii0Wlt granted to need:r aged persons nriea tro. $32.39 per 

month to $6. ,37. 'llhil.e aotDe of this variation ma.:r be expld.Ded on other 

grounds , in general there is no question that it is due to the varying 

fiscal capacities of the indh1.dual atatee . Tbe Boanl bell ana that 

it is eeeential to change the present a711te• of a tlat percentage grant 

t o a system whereb;y the percentage of the t«aJ. coat met througb a federal 

grant wries in accordance with the fiscal capacit:y of the state. The 

Board lll88eBts that there be a a!nl••• "end max!•n• lildtstion to the 

percentage of tbe total cost which wUl be met through federal grants . 

The Board believes that the present ayetam of a flat percentage grant 

result& at best in en un.Deceasarily larftO amount of aooey flowing in &Dd 

out or the Federal Treaaur;y 1 en.d at wcrat it reaulta in increasing the 

disproporticm in the relative fiscal capacitie~ of the 8tates. If the 

poorer states are able to ID8&t adequately their proportion of the coat 

which ia partisll:r financed thr""81> federal grents it Mana that the 

richer atatea w1l.l set beck no •ore, and probablJ' leee, than the:r han 

paid 1n increased federal taxee. I t the poorer states are unable to 110et 

e.dequataly their proportion of the coat which 1e pertielly fina.Dced throusb 

federal grente it aa:r ID88D. that instead of assiatl.Ds these poorer atatea 

tbe:r w1l.l be worse off throu.sh havin& been taxed 110re than the:r have 

received in grants . 

-
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~ loud bellnu tll&t wiU. na ).up - 1Jnool....S it -'A lie 

eeHDUa1 to .. tabliala u ia~t.al. .... _, -.tet1ac .r 

repre .... teu.,.. ot tJie ftl'illllll a-tal. depe.r1ooeata 'lldob ooU.Ot Ul4 

&DOJ;r• _..to 4at.a ba'riJla • "-ria& • U.e relat.lft tu.1 oapaoi• .r U.e 

ftJ'ioua etet ... .l-a Ule 1..-t depua..ta ~t JINMII iiiiCib 4at.a 

are U.e Trw.8Ul7 Depart.ct, a-rca De~t, .taricW.ture Depe.r'-t, 

L.bor Depe.r'-t, Ul4 t.M lloctel Seoarli;r Boud. 'lloie loud -.111 lie 

gi.,.. the re!rpGil81bil1• ol 4atera1JWII U.e relat.lft ti~ cepaci• ol tM 

ftJ'iou. etetee upcm U.e beaie ct 'lldob tM ftl7iJII JI&I'C*lt-.•• ct t..S.ral. 

p-anta would be ocap&ted. 

BBD..U Sl&W 

.&e 1a u.. oeM ct UD~t oo.pc•U•, u.. loud bell..,.• tbat it 

11 eOUDd poliGT tor etete adldDietJ'at.lft •mci•• to baft •t.lre auU.orii;r 

ODd reepcma1bil1i;r tor tile Ml8ot.1GD1 ,_... ct ctttoe, ODd oo.pc•t.l• ct 

1Dd1nclul .-ploTMe. Bow...,..., u.. Board bell..,.• tbat u.te ... u.ort• Ul4 

reapcmaibWi;r lhoul4 be aerc1Md 1Jl acoor4allce wiU. a I!T.te-tic Mrit 

IIT•tea tor U.. .. tabu.-..t. Ulll MiJl+enao ol deeir&ble par-.1 et.t.Ddarde. 

ad.ia.htnUGD 1Jl U.. caM of old •• aeaietaaoe, &14 to 4c; fet all1l.4rola, 

and &14 to U.e DMC17 bl1114 be UM1114&4 to nqutre etete •=ci .. to eetebliala 

ODd .Ute1a pc -.1 et.UIIlar4a ca a Mrit belie. .&l..reeq ~ eta tee 

oparate 'lllldc' a IIT.t.-t.lo Mrit qetea Ul4 1Jl ""l71Jla c~o~~n&• all llaft Mt 

up obJeotift et.UIIlar4e of - ..-t for U.. Mleotica of pa..-.1. 

!barefore, U.. afteot ct tM.e ...-•ted • =·-t 11 to .-b..,... Ulli.,...al 

par~ praoUoee ~ p&t iato afteot 1a a lara• ....t>er ct etetea. 

-
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A• alr~ ataW, the Boud bellefta that requ1.rillc atataa to eatablilll a 

Mrit qat. 'IRIUld place fecleral-etate relatiODa CD a 110re stable anc! auto.tic 

buil aDd tllat the ~U&B••W requi.reMDt, rather tban cCDatitllt.iJic an 

encroachment of fec!eral o.uthor1tv' 1n atate operat i ons, ro~ eoaotitutea a 

protection to the •tates agains t undue interferen~o w1 th their o.Minis t.ra t i vo 

flmcti~. 

DISCI.OSUM 07 COIIJ'IDIIITIJ. DJORIUTIOII 

n>e BOU'c! reo manda that a-c the CCDc!i~qDI tor tbe ~ipt of 

tec!eral grants it be requ1rec1 that tbe etate p1u 1noluc!• reu<~~~abla 

designed to protect their cont1clctial cbaraoter. '!'b. Board beli..,.a tllat 8\ICb 

I SII'OTiliCD 1a -le&r7 110t ODJ7 for e.ttioi&t edldDiatratiCD, but ill • 
ordar to SII'Oteot beMticiaries againat lnndl1•t1CIIl aDd a::ploitatiCD wllich Ilea 

rellllte4 ill .... atateo beO&UII of Ullrlltr1cte4 ICCIII of tbe public to. 

ottioial recorda. Vt1c1ct ediWrl.atratiCD depcde to a great utct 1lpCIIl 

...U1t1ng tbe tull cooperat1011 ot app:licanta tor aa11ltance &lid otbar par1CIIll 

1ntarnnec! ill relat1CD to tbe eatablieU..t ot eU,1b1l1t;;r, and tb11 

eooporaU... oan ~ be aaiUJ'ecl 'lihue tllare 11 OOIIplate oc:mt1d•c• that tbe 

into:.. t1CIIl obtaillec! w1ll 1n 110 will be ulld to mbarra11 or Jeopu;lill the 

intere1te of tbe pariOD inYObec!. Sill1lar cooeiderat10111 are illYOlnd ill 

attord1n& proteot1CIIl to the -• and addre1111 of 1nc!1Tidllal reoip1•ta aDd 

the ........ t of &lliatance tb1J reoaifto I'Ubl1cet1ce of tbia 1ntorat1ce 

doe1 Dot aern ita a't'Ond JIW'POM of c!eterring 1n.U,1ble parece1 troa 

a~ tor Ulc!etaneeJ 1natead it 11 apt to lMd to Hrioua adll1niatrat1n 
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d1tt1011lti .. uul _, r..U.t ill .W.jectill& rec1phGta to lmw111•tioe U>d 

explo1tatioe. The pabllo illt&r.at 1a aapl;r Mtocuarded 1t tlda Worwatioe 

11 ua.Uable to otfidal bod.iea. 

AIIIIIIIS'lRATin CBAmJS 

86 

Tiler. are a IIWiber of ad.nor taolmJ.cal clw!cea wbicb tlle Board reco...ta 

to clar1ty and aapli.t)" tlle pr.act pro't'h10111 of tlla law. The 1101t 

.l.aportant of tllue 11 to prorlda tor a ds.tteret~t Mtllod of Mttl-t witll 

tlla atataa tor -t• reco't'Ued troa tlle .. tetaa of deceaaed r.c1p1811ta of 

old qe aaliatanoe. fteH h ao pre8eDt ~t tllat tlle riatae ..U 

collections qdnat tJia .. tate• of deoeaaed rec1p1cta and the Board doea 

not propose tllat azq euoh ~t l!OW be aet up. Jlowe't'U, tlle praect 

metllod of aettlueJlt bat .. .., the atataa and the federal go-t or•t&• 

Daecllell ad.ill1atrltift d1ff1C!Ultiel 11b1cb c.D be reo.dilT eltw1noted b7 

panoittillg tll• tadaral. ao....,._t to ottMt ita pro r ata ahara of tJia 

-ta r.co't'&Hd qaiDat tlla nut ~t Mde b7 1t to tlle atata. 

ll:r.&LTR 

The Cha1l'MD of tlla Sooial S.our11;r Board 11 a -ber of tlla llltax­

dapartMDtal Couittae to CoordU!ata l!ealtll and li.Uare 1ct1rltiaa wi!J.cb 

baa preacted to tJia !'Haidet a l.ODg-ruc• latioaal. IIMltJI J'roct'Ulo 

The Board 11 of tlla op11l1011 tllat tJia -o~t of tlla latioaal. l!ealtll Procr• 

would not ~ r..u.t ill -tillg 110r1 adequataJT tlla naeda of tlloM now 

reca1rll!g a1d under tlla pN1811t prorll10111 of tlle Social Saour11;r lot, bolt 

would han a •tarial affect ill reduo1Dg tlla tutw-a coat of pllbllo 
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ueiet&Aee Ullder the Social S.curi V Act. R8o-adatioo S ot tile 

!l&t1ooal Bealth Procr&a ....U. tar inJnlriUlce api.Dat loea of -ce• durJ..Dc 

d1aabil11;r DOt ari.aiD& out ot e~nt. !be Board belleYes that adoptioo 

ot th1a rec-adat1oo wollild co a long w~ toward co.pletiJI& the 

protection attorded warlcare againat loaa ot ease•• The present etate 

fj ( 

worlalen'a co.penaation la118 protect tha workers ag&1nst loaa of ease• reeulting 

troe 1.nj=7 arising out ot npl.OTMnt. !be etate uneapl.oyJoent co.penaation 

lan turn1ah .... protect1oo api.Dat ease loaa due to une.plOTMJlt. 'l'he 

taderel ol.cl age iDirurance .,..t. wU.l turni.ah protectioo againat pe:rw.nent 

loaa of ease due to old &&e• Rowe-..r, no ~iTa protect1oo """' 

exiate egainat UIIMplOTMnt due to diaabllity not co~meoted with the 

worker•• eaplOTMJlt. A Ua1 ted mmber of workers do ban &0118 protection 

through •oluntary inauriUlce scheMa, but they are a a..U ainority of the 

totaL 

J.a already 1ad1oatad 1n a diacn.eaion ot uea!Mnta to the Social 

Secur11;r Act, the Board bellena that if proteotioo ag&1nat wage loaa due to 

parunent total diaablli ty 1a prorlded it should be linked with old age 

1naurance a1nca -t d1aabllity occurs M1nl7 a-a; older worara &ad since 

tbe pai'IIIID8ntly disabled worker laa...a tha labor -.rket 1n tha sue eanae 

&a does the agee! peraon. Another re&aOil tor Hnlrlnc pe.......,t total 

d1aabllity with the old ace inallr'IUICe qetea 1a that tha old ... inlnlrenoe 

eyetea 1a Oil a taderel buia wbich would r .. ult 1n e......q distributing tile 

l oad a-a; tha atatea, ~reaa if pe..-nent total d1aabil11;r nre eda1n1atered 

on a atate b)' atate buia ac.e atatee would ban an Ullduly large benefit load 

• 
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alnce _. etet .. baTe h4Ml' proportiou ot older peraou, aDd, u a1....q 

atated, 1unlictlt7 occura liOr. trequellt~ aaoag older WOJ'Iwra. 

Aa NCarda t.-pc>l'U7 ctiaebllit7 c~uetion, the Board b.Uena tbet 

this can be placed on a et.ete baaia Jut aa baa alr.ed1 been done ill tboo 

ease ot -plOTMIIt e~aetion. The Board r.c-Dda tbet 1t IIWIIl a ~ 

gram ia iz~a~~Curated the -taxing and &ro.ut-1D-aid arraD&.,..IIt be prorlded 

u 1D the cue ot UDU!)loTuDt ~aetionJ tbet .ia, prorlaion tor a Wlitol'll, 

federal p&71'0ll tax or • aMll &IIOIIIIt agaiut which •JiloTera wwld be per­

:Ut tad to ottaet ~ ot their eoutriblltiou under lltllte teapo1'U7 ctiaabllit7 

e011pensation 1.-.wa. It the Congreaa ctid not wish to lny an additional JI&TI'Oll 

tax et thia tiaa, thia ottaet C01Ild be allow8d agaiut the preaeut tax lni.ecl 

egainat the •plQTU under the old-qe 11181U'&DC8 "Tat• although INCh ottaat 

would ot COIU'ae re4uce the proceeds IIY&ilable tor old-age insnrance. The 

Board eetiu.tea tbet e 87et• ot t.-pc>l'U7 diaabllit7 eoapenaetion would imol'fe 

a coat ot appron-t.~ o11e per cent ot "**••· It the atate lni.ed a tax ot 

one per ceut payable ~ b7 uplQ7&r& and aplOTMa, allowance to uplOTU• 

or &II ottawt againat their l'ederal tax ot tour--tautha ot one per cellt would be 

sutticieut to enable the etetea to enact t•pol'U7 diaabllit7 ~ion 

without tear ot unfair c~ition on the part ot eaplQTUa ill atwtea tbet taU 

to pua auoh legial.ation. In order to ..ttord the etatea aaple opportllllit7 to 

enact the neoeaa&rT l&eialation the Board r.c._ ... ,. that &D7 1'~1'111 actioa. 

ill this regard ahmald not be .ada att.ctin prior t o 1~ 1, 1941. 

• 
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'D>e Board re...-...S. tbe tolloooiAg ...-adMDta ot a am-ral 

character, 'llldch to a large ezteDt are aalt-.xp'•natol')'l 

1. AD .... ..aeDt to prohibit the diaoloeure ot 1DtOJW&tiOD obtaiDed 

by the Board or ita ellploreea except UDder oart&in reatricted cODdi tiou 

r el a ted to proper ada1D.iatratioD. tbe prO't'iaiou wb.ich tba Board rec-Dda 

are e1a:Uar to thoee alraad)' applicable to tba Veterau 1 Admniatratioo. 

2. AD .... DIIMDt to cODter 11p011 the Social Sacurit.T Board the power 

to 181\18 aubpoeDU, •d•1n1ef;er O&tba aiJ1 eqeiM witoeaaea and the l.1,b 1D. 

CCIIMCtiOD 111 th ita •da1 n1etratiOD ot the proYiaiODI of the Social Sacuri t.T 

Act. tba Board rec.,..Dds powers 1D tbia case aia1.ler to those giveD 

n~Darous other ada1D.ietra tive ageooiea such a a the Veterans • lodlliDietratioD, 

the Federal Trade eo.l.aaioD, aDi the Securi tie a aDd Etthange eo.iaaioo. 

'!be Board baa not UDdartaken to preaeDt ezteuin data or a datailad 

deacriptiOD ot the ,..,.,•Dta wb.ich it rec~ed tor the couidar~tion ot 

the Preeideot aDi Collll' .. • • Ro.,.Ter, it 1a prepared to turm.ab an:r data or 

tecbDioal uaiatanoe that -:r be desired 1D co!lMotiOD 111 tb an:r ot the 

reca.eDda tiODS wb.icb CoDp'eaa 'M;f 111ab to consider. 
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January ~. 1939 

To: Kr. Hanes 

From: Mr. Haas 

Subject: Prooosed Changes in the Old-Age Insurance ProTiaione 

of the Social Securit y Act. 

I; 

The Social Security Board prooosea the following 

or t nci oal changes in the old-age insuranc~ provisions of 

the Social Security Act: 

(1) Benefit oayments should commence ln 19~ instead 

or on January 1, 19~2. 

(2) Benefit oaymenta in the earlier years should be 

stepped up very materially. The ul t imate level or benetlt 

payments as a nercentage or covered payroll should remain 

unchanged, boweyer. 

It should be noted (l ) that the present value 

ot the cont emplat ed benefits , even as a percentage 

ot covered payroll , is stepned up very materially, 

s i nce the increases in payments in the earlier years 

are not orrset by decreases in subsequent years; and 

(2) that the ultimate level or payments, taken either 

as absolute amounts per year or a s percentages either 

or national income or or total Federal revenues, will 

be materially increased, since coverage will be greatly 

ext ended and t he criterion, according to which the 

ul t imate l evel or payments is to be not increased, is 

covered oayroll and not nat i onal income or Federal 

reYenues . 

(J) The increase in benefit payments in the early 

years should be brought about principally by changing the 

basis or payment !rom cumulated earnings to aver~e earnings 

and by allowing a sunplement to married recipien~ or old-age 

benefits with respect to their aged wiTes. The tlrst or these 

changes is very costly in the earlier years of the system, but 

ls es t imated by the Board to result in some net saving in the 

l ater years. The latter i s Tery costly ln the earlier years, 

but not very costly ln the later years. 

-

90 
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(~) The old- age insurance system ahould also be 
supplemented by benefits tur aged widows of annuitants or 
ot currently insured persons , by benetita tor the dependent 
children ot deceased annuitants or currently i nsured in­
dividuals , and by benefits tor young widows when, but only 
when, such chi ldren are in their care, 

91 

(5) It is proncsed that the death benefit ot J-1/2 per­
cent ot total renorted wages , lese t he total amount ot benetite 
received by the living annuitant , should be r eplaced by a 
minimum death benefit related to p~at earnings , but designed 
merely •to help defray the expenses or hie last illness and 
funeral exoenses• . The savings ett eoted by this change would, 
i n the opinion ot the Board, provide tor moat ot the coat ot 
the survivors ' benetita discussed i n the preceding paragraph, 

(6) It is uncertain whether the Board will or will not 

reco~end adding disability benefits to the old-age insurance 
scheme, Consi derable d isagreement exi ate with respect to thie , • 

but the prooosal to do eo ie vigorously supported by organi~ed 
labor and is likely to come up tor active consideration in 
Congress wheth~r or not it ia incorporated in the Board' s 
final recommendations. Estimates or coat vary widely, but it 
ta recommended in the Advisory Council ' s report, and seems to 
be agreed by the Board that , it disability benefits are to be 
included in the Act, their cost should be additional to those 

ot the remainder or the nr ogr am - - 1 , e,, that t he ultimate 
annual coat or the pr ogram, even as a percentage ot covered 
nayroll, would be increased by the coat or the disability 
benetite, 

(7) The Board proposes that the payment ot the benefits 
be financed entir ely !rom t he pr oceeds or the payroll taxes 
aa now scheduled, aa long as the annual proceeds ot the tax 
collections exceed the annual coat ot the benetita. At such 
time (whsn the reserve would be anywhere !rom about $2 billion• 

to about $9 billions, depending upon the assuoptiona used in 
estimating and unon whether disability benefits were or were 
not i ncluded), the Board oontemnlatea that the reserve would 
be atab1li~ed at ita maximum amou.nt and a Federal subsidy would 
be intr oduced autticient to maintain the reserve at that level 
thereafter. ~le the Board does not etate def initely the pro­
nort ion or Federal subsidy oontesplated, the Advisor y Council 

has recommended in its t1nal renort that the eventual coat ot 
the old- age insurance system should be met 1 by means ot ap­
proximately equal contributions by em~loyers, emoloyeea, and 
the Government•, and t he Board seems to think in t hese terms, 
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The rates or payroll tax, as at present se t rorth in 
Title VIII woul d, according to the estimates or the Board, 
be adequate to finance contemplated benefits until sometime 
during the 1950 ' s it disability benefits are not included, 
or during the 194o's it t hey are. Cost estimates under 
differ ent assumptione, or course, vary widely. 

(S) The Board proposes that coverage under Titie II 
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or the Act should be extended to i nclude practical ly all or 
the now uncovered groupe, except casual l abor in a rather 
narrow definition or tha t term, employees or State and local 
gover nments, ~nd the self-employed. Domestic servants and 
agricul tural l aborers, it should be noted, would be i ncluded 
under this recommendation, but owner- and tenant-!armere would 
continue to be excluded, being classified as self- employed. 

II. 

It it may be assumed that the Adainietration 1e definitely 
co:nmi t t ed to a program or advancing the date tor the commence­
ment or annuity payments under Title II and or payi ng l arger 
amounts l n the earlier years•, and that the Treasury will not 

• The f inal paragr aph or a widely publici~ed letter, dated 
April 2S, 193S, !rom the President to Chairman Altmeyer or 
t he Soci~l Security Board reads aa follows: 

"I am particularly anxi ous t ha t the Board give 
attenti on to the development or a sound plan for 
liberali~ing the old-age insur ance system. In the 
development or such a plan I should like to have t he 
Board give consider a tion to the feasibility or ex­
tending its coverage, commencing t he payment or old­
age i nsurance annuities a t an earli er date than 
J anuary 1 , 19~2 , paying l a rger benefits than now pro­
vided in the Act tor those r etiring during the earlier 
years or the eyetem, providing benefits for aged wives 
and widows, and providing benefit s tor young children 
ot insured persona dying betore reaching retirement 
age. It is my hope that the Board wil l be prepared to 
submit its recommendations betore Congress reconvene• 
in January.• 

The final report ot the Advisory Council on Social Security, 
subscribed to by all member s ot the Council , recommends the 
adoption ot all the changes listed i n the above paragraph. 

• 
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take the init1atin in urging a f unduente.l. change in the 
relationship of taxes and benefits , such as that proposed, 
for examole, in the accompanying memorandum prepared by 
Mr. Reagh, we should make the following suggestions for 
Treasury pol icy with respect to the recommendations of the 
Social Security Board: 

(1) We do not belie•e that the Treasury should oppose 
the virtual abandonment of the reserve method of financing 
which is imnl1ed in the Board's recommendations. Nei ther do 
we believe that the Treasury would do well to reouest that 
the tyee or rates of taxation by which it is proposed to 
supplement the yield of the payroll tax in future years 
should be enacted or determined at the present time , We do 
believe, howe•er , that the Treasury should v1gorousl7 oppoae 
any proposal t hat the steo-rates epeo1fi ed in the existing 
law should be altered at the present time. 

(2) We do not believe that lt i s practicable for the 
Treaaur7 to request that the ~resent •slue of Title II 
benefits be held within the 1 i!te or eXisting law. We do 
believe, howe•er, that the Treasury should endorse and 
adopt as its own t he prinoinle or the Board that the ulti­
mate level of benefit payments as a percentage of covered 
payroll should not be increased, This conoesaion, of course, 
•costa ue $50 billions•, in the sense that aporoxlmatel7 
that amount of money which would otherwise ha•e been ac­
cumulated as reserve and Presumptively applied to public 
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debt reduction would instead be disbursed in benefit payments 
during the next fifty years. It ie probably $50 billions, 
however, that we never had a very good chance of getting anyway, 

There is considerable doubt that the schedule of benefits 
most recently proposed by the Board would not actually in­
crease the ultimate l evel of benefit payments and the Treasury 
should reserve the rtght to oppose any acheduie of benefit pay­
menta which, in ita judgment, does not fully implement the 
princ i ple just set forth. 

(J) We believe that the Treasury should rtgorously 
opnoae any attempt to insert permanent disability benefits 
in the old- age nroviaions of the Aot at the present time , 
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Janu&r7 4, 1939. 

To: Mr. Hanee 

Fro11: Mr. Baaa 

SubJect: Proposed Changee i n the Public Aeeiatance Provision• 
ot the Socia l Security Act. 

I. 

The Social Security Board proposes the tollow1ng 
principal changes in the publi c assistance provisions ot the 
Social Securit y Act: 

( 1) Title I shol!lld be aaended to remove the III8X1m1a tra 
thl'> amount ot ol d-age auiatanoe tor any individual which aay 
be taken into consideration 1n determining the federal contri­
bution toward such assistance. This max1mum 1e now $30 a aonth, 
payable halt trom federal and halt trom State or local tunda, 
which amount may be received by each ot the members ot an aged 
couple, provided that each ie abre-io quality tor 1t eeparately. 

(2) Title IV should be uended to remove the aaxiiDwa 
trom the Alllount ot aid t o dependent children which aa.y be 
t aken i nto consi deration in det e1'1111ning the uount ot the 
Federal contribution toward auoh aid. !hie maximum ie $18 a 
month tor the tirs t child and $12 a month tor each additional 
ohlld 1n the eame t&lll.ily, payable one- third trom Federal and 
two t hirds trom State or local tunda. 

(3) Title IV should alec be amended to place the amount 
ot the Federal contribut i on with respect t o aid to dependent 
children upon the aaae bae1a ae the uount ot the Federal 
contribution with respect t o ol4-age aeeiatance. 

(4) It 1e turther propcaed that the amount ot the 
Federal contribution with reapeot to both the needy aged and 
dependent children be changed trom a tlat percentage ot total 
coat t o a varying percentage, ditt ering between States in 
accordance with their •tieoal capacitiea• , ae determined by 
an 1nterdepartaental agency, upon wbioh the !reaeury Depart­
ment would be represented. 

• 
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II. 

It is urged by the Board that the to~al cost of removi ng 
t he max~um from the Federal contribution wtth respect to ol~ 
age assis t ance will be small , s ince few States wil l be willing 
to pay ~any penei one over $30 a month in any event, whi le, on 
t he other hand, the maximum now i mposes some hardehlp unon 
cer sons in exceptional need. We beli eve, however, that ' it 
would be very dangerous to remove, or even to increase, the 
maximum now speci fied in the law. 

The maximum "basio annuity• proposed under the Bpard' s 
most recent p l an for £Qntr1butory old- age insurance is $4o a 
mont h f or a single annuitant. This basi c benefit is increased 
by 2 percent tor each yea r ot coverage, and the amount as so 
increased may be increased by a further 50 percent in oaee t he 
annul t a.nt has a dependent w1te aged 65 or over, and may be yet 
furt her increased it the annuitant has one or more dependent 
children. The maximum amount which may be paid, however , to 
any married couple with respect t o t he husband's earnings--
no matter how great t hese earni ngs or how long the period o f 
coverage -- 18 'go a month. This amount may be increased only 
1n case the wife's ear nings are sufficiently great to entitle 
her to receive in her own right an annuity greater than the 
supplement allowed her husband because of his marital statue. 
Cases where the total annuity payable to a married couple will 
exceed $80 a month because of this contingency will be quite 
r a re , and the excesses over $80 relat i vely small. Hos t married 
couples, ot course, will receive annuities of far lese than 
980 a month under the Board' s plan . 

The max imum payment to a married couple under Tltle I , 
pursuant to a a eane teet, toward which a Federal contribution 
may be made ie now $60 a month. This maximum fixed by existing 
~ with r espect to means teet assistance is , thus, already 75 
percent of the maximum pr oposed to be established 1n a liber­
ali~ed system ot contributor¥ old-age insurance) 

One of t he major problems of the existing system ot old­
age insurance is tha t 1t is in many respects more niggardly 
than t he means test assistance offered by Title I. The oroposed 
revis i ons i n the old- age insur ance plan are designed in part t o 
r emedy th i s difficult y. The proposal o f t he Board t o remo~e 
the maximum from the pr esent amounts or Title I ol~age 
assis t ance would recreate the problem anew in a more obJec­
tionable f orm than ever. Complaint s would be heard in due 
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course that persons on the means teet were receiving more than 
persons in receipt or contributory ol~age in,urance, eo 
creating a new drive to place the contributory benefits above 
the means t est benefi t s . There is no limit to this band-over­
band process or upping benefits by competition between Titles I 
and II, and we recommend that the Treasury take a firm stand in 
f avor or r etaining the present maximum on Title I Federal grants 
tor old-age assistance . 

While many or ·the considerations Just advanced are not 
relevant to the proposal to remove the maximum limit from the 
amount or aid to dependent children, we believe that the Treasury 
should, 1n general, oppose the removal or maxima on grants or 
this t ype and do not believe that the amounts speci fied in t he 
Act for t his particular purpose should be i ncreased at this time . 
We do not believe, however, that the Treaaury should oppose in­
creasing the Federal share or aid tor dependent children from 
one-third to one-halt or the total amount or auoh aid. 

Finally, we believe that the Treasury should vigor ously 
oppose the proposal for variable grants in accordance with the 
"fiscal capacity• or t he several States. Th1e means , in effect, 
subjecting the States themselves t o a means test. We do not 
believe that a suitable objective criterion tor the determination 
ot such capacity could be worked out and generally agreed to, 
but believe r a ther that poli tical pressures or all aorta would 
enter into the final determination or •tiecal capacity•. Last , 
and or gr eat i .mportance to the Treasury • it 1e likely that • i n 
or der t o avoid reducing the grants now received by any State, 
~llownnces , in accordance with "fiscal capaci t y• would be 
g raduated upward from 50 percent rather than centered around 
that figure , and that, consequently, the drain on the Treasury 
would be greatly increased. 

• 
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Januar)' 5, 1939 

l(r. Baae 

llr. Reagh 

SubJect : Sumnary of obJections to changes in the ol~age 
insurance provieione of the Social Securit)' Aot 
ae recommended by the Social Securit)' Soard, and 
an alternative plan designed to meet these 
obJecti.ona. 

1 . The proposed changee recommended b)' t he Social 

S7 

Security Board would materiall)' inoreaee the cost of benetite. 
!/ The only practicable safegua rd aga inst making future com­
~ttmente whi ch may be tar beyond the capacity of future genera­
tiona to pay is t o increaee taxes and benefits a t the aame time. 

2. The Board recomnende that approximately one third of 
the coot of old- age insur ance ehould be met from general 
revenues , despite the tact thAt only about fifty percent of 
the gainfully employed population 11 included under the bene­
tit provieione. 

3· The propoeed plan would otter extremely strong in­
centives tor overpayment ot taxes. It the plan were extended 
to the self- employed it would be almoet lmpoeeible to prevent 
many i ndivi duals from, ln etteot , purchasing annuitiea at 
bargain prioee and therefore at the expense ot the general 
taxpayer. ?J · 

According to Social seourit)' Board estimates, the propoeed 
pl an would cost about 4o percent more t han the existing 
law. During the next 4o years , the amounts paid out i n 
benefit s would be about $50 billion more than under the 
existing law. (The actual annual benefit payments payable 
ln 1980 and thereafter are estimated to be about the eame 
as under the exi eting law. ) 

For example: A married man now aged 55 and earning $1 , 800 
annuall )' would have to aet aeide about one t hird of hie 
annual income at 3 percent compound lntereet to purchase 
the annuity and death benetite provided under the propoaed 
plan. 

• 
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In a previoue memoran~ I outlined a plan which I be­
lieve would overcome many ot the dlttieultiee inherent in 
the existing law and which would be even aore eerioua with 
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the changes recommended by the Social Security Board, Thie 
alternative plan might be varied to produce almost any deei red 
scale ot annuity benefi ts, The basic prinoiplee ot t he plan 
are: 

1 . A benefit formula whioh providee a r elatively h.igh 
~eroentage ot the first increment ot from $200 to 
$500 ot average annual wages, (Thi s portion ot the 
benefit to be pai d tor out ot g~neral revenues, ) 

-2. An addit i onal benefit approximately equivalent in 
value to the individual's accumulated social Security 
taxes with int ere at . 

Women would receive c r edit tor one half of the com­
bined earnings of husband and Wife. (This method 
provides a basis tor widow's benefits without in­
equities due to marital status, and would remove any 
advantage which m1ght be gained under the present 
law through placing the wife on the husband's payroll,) 

ll- . Since part (1) ot the benefit 1e to be pai d entirely 
from general revenuee, it is only fair that thie 
benefit should be paid to everyone, including the 
present aged. I n lieu of an earninge record, the 
individual should be permitted t o claim a minimum 
benefit ot , say, $10 per mont h as a matter of right , 
Such a benefit could be substituted t or the present 
Federal benefit under Title I (Ol~age Ass istance) . )/ 

Under the alternative plan suggested above the portion ot 
the benefit which is actuarially equivalent in value to the in­
dividual's tax contributions could not be increased without a 
proportionate increase 1n the tax rate. Alec, since the remain­
ing benefit ie paid tor entirely from general revenues , the in­
divi dual acquires no vested right and therefore it probably 
could be lowered with less eerious consequences as long as there 
was no default in respect to the •purchased" portion, It the 
pr esent aged shoul d be included tor at least a minimum benefit, 
any •increase• in this •tree• benefit would increase the 
immediate coat and it would be apparent that additional revenuee 
would be necessary. Consequently the alternative plan could be 
kept with.in reaeonable bounds with much lese dlttlculty than a 
plan under which future benefits aay be pr omised with great 
liberality without the r estr aining neceuity of i mmediate in­
creases in taxee, 

It is not eesential to the plan that the ol~age 1.nsuranoe 
be appli cable to those who are now aged and have no earned 
income. 

• 
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rlom,bcr, 
seal nnd Monetary Advisory Board, 

a.ilding, 
D. C. 

Hnneo1 

I am enclosing copy of report on proposed 
ohll,nll<!B in the Social Security Act . I have marked 

2, and pa&es 11, 12, nnd 13 as probabl7 
or part i cular int erest to you 1n cons1de.r1ng 

f1J1411dlll 1Jopllca t l ons . 

I ara alao aend1118 copies to llr. Eecles , 
Delano and Mr. Bell. 

Sincerel7 yours , 
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SOCIAL SECURITY ROARD 

ARTnaa J. ALT>IEYER, Chairman 
ELLEx !::i. W'OI'O\\',\ttO 

Wa~M11glon, D. C., Decc•miJe,. IJIJ, 1!J:J8. 

'rill' l'ltr':SII>P.XT, 
'l'/w lJ'hifc• flOIIRr . 

llEAII ~1 11. I'III~JJJENT : 1'be Soda! S<•cnrib· llot11·d has 
re~:tn•"<l~d ns OJJ<' nf its most important r<:sponsibilitics 
nuder llw S•wiul St~·ttl'ity Act that illlJ)0$('(1 by tl1e SI'Ction 
of thr law whit·h <·har~es thr Board with "the dilly of 
stnd1·iu~ uud mukiu~t reconnuendatious ns to the most ef ­
ft•·t;,.l' llll'fhods of providiu~t K-ouomi~ !;('('IJJ'ity throu~h 
>'O<'inl iusn•·nu<·(', aud as to l('gi!dation and nultlCI'l! nf ud­
nJiuist mtive poli<·y couceruing old-agP ()I' liS ions, unc•m­
plonnrnt t·o•npen&lliou, accident <'OIIIJICIISIIfion, and rc­
lnti•d sub.ietls." 

Jn ne<·m·• laJu-e with th i~ coug•·essiounl nmudnt<· und spt•· 
t·i ft,. i u,;h·ud inns r·t•N•i v~d from you, the IJonr·d, s i UN• its 
cr<·ntion in An~:tllst UJ3!i, has contiuuo11sl.'· ll fl f ll'n i ~cd the 
UJll'l'llt i011 <Jf t hll~(' provisions of tJw U!•f f01• whi\-li it hilS 
admini•t I'll I i 1'1' rl'spousibi lily. I u nddi tio11, t lw Jlourd 1111~ 
t·anird nu I'XIc•uMi vr xt uclie~< as to effPcti vP methods or J>l'O· 

,·idinJ:: 1(11'nter :-odnl sC!'IJrit.v for the Ameri<·un pcopl<·. 
~'Ill' Su<·inl ~l.'t·ul'ity Uoa1>tl's report. based ou lhr~~e ~tml­

ies nud 1111 lll'll!'tit·nll'xpetience iu social sec·urity n<huinhs­
tratiou dm·i ug the past 3 Y<'UI'S, is snhmittl'd herewith for 
yom· <·•m~idt••·uliou nnd thut of thP Con~t'1'!'.~. 

'l'lir B111m:l hns not nmiPJ1akeu to iuc·lnde iu tlii~ l'f'JI<trt 
the <'XIPIIlliw dntn on which its recommeudntions 111'1' hn~~Ctl. 
Ilnwt-I'N', till' flulll"<l is prl'pared to fn n1i~h ~111'11 dntn und 
l<'dmi<·nl aAAixhlnt·c as mav be desil'<'d iu cllnll<'<·lion with 
1111,1' M IIJ!•St' I'PI'OIIIIIIPU(hitious which 1111' <Jun)::l'l'\1~ IIIII~' 
wi><h lu •·ouxitle•·· 

R<'<Jwctrully ~ubmilted. · 
AlrrH un J. ALnmn:n, Clmirmrru. 
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PROPOSED CHANGES 
IN THE SOCIAL SECURITY A CT 

' l'h t'IIIIJ!'h till' Social St•curity Ac·t the pcoplo or the 
"(' 11 it('(] Stntcll hnvl' e~tuhli~hed t heir fl r~t Not ion-wide uud 
urj!'ani t.<·cl ~y~lt•n t of protl'ction aguiu~t Jll'OVI\iling c~o­
nmnit· lnw.n rcls. Tn uN·otnpUsh this fl lii'J)O>!(). bot h the 
]•'ecl<·ml Oowt·ntnPnt mul the S tutes have coopcrah•u in 
th('-1' Jli'OVisions fot· scx-jal stoenrity. I t has bct•n possible, 
tlwrcfon~. to uthll'k Nutiou-wide prohlems on a Nut ion­
wiflP it'Ont, nnu, ut the same time. to kl*•p the ]>t·ogmm 
pt'lldit·nl. ll<•xible, uud l'lose to the ])('()pie. 

Po,..•ihlc wu~·M und meat~~ of impt'O\'illJ!' and cxtcuding 
the prl'~l'nt pro,·i~iou:< of the Soeial Security Act naturally 
lx'(-ome 11101'(' nppnt't'ul as administl'ath·e expe t·ienc:e in­
et·enlie>'. 11~ mort• duta bt>coute a,·ailahle, and ns n better 
nmlPtslnndinJ!' of nctnal needs de\'t•lops. '!'hough the 
Bonrd t'Cf•ognize~ that ~nch gro\\·tb iK a cout inning egg;ou­
tinl, it IH>Iieves thnt the geucral appt·olu·h to sO<··iul security 
cmhocl icd in the I'Xi~ti ug art is f undnnwutnlly ~onnd. 

Tht·on~:h t il<• Hotinl Security Act the prople of thi~ 
c·tlJJJttt·y hnvr a t tucked tbt• problcnt of inset·n ri t,v npnn twll 
l't·ruttx: ' f'lw nc·t underta kes to provide some nwa~u t·e of' 
prtolrdinu n~:uin>~t lli'I!Kt'nt needs a r isi ng out of pu8t ne~tlecf, 
nntl il rstnblislws nt t hr present time bll8ic· pt'llf!•<•tiou· 
n~tninst CNliiOtllic ba7.urtls whil'h wonld otherwi~P cause 
futnrr iii~N·nr'ty. 'l'o aeeomplisb theSP ~)III'!'OI!Cs tlw a<·t 
>c·t~ up. in tlw tnuin, a ~yl!tent of F <'<let·a i-State eOO)WI'IItion 
wht•"•hy flmull'ia!J-esom·t'('l< of tbe Frdet·nl Oo''<'l'llllti'LII nre 
made m·nilnblr to the Stutes to euahle thl'm to suf~>gnnt-d 
tlwit· •·iti~<'n$. ' l'hr oul,r pu t·t of th<> a!'l whollr nchniuh;­
tN-cd b.1· tlw Pedet·ul Oo,·erllment is tltl' old-ngc• in•tu·11nce 
~.''>'lcm. Sin<·~ surh a ~ystl'm ue<·essuri ly opernl<'>< ou a 
luJJI(-tt' t'llt hHKi~. nto,·emeut of population nmong tht• Stuteli 
prto;:lndc~< setting it up on a Stnte-by-State lmsis. 

'l'ht• c·hunl(c8 in t lw Sociu l Secm·ity Al't t'Cl'Omntended by 
lhr Bon t·d tH·c dcb-igned to pt·omotc the obj ecth ·es of tbe 
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prt'S<'nl Jnw, ns ~ards all the pl'Ograms under the Uonrd '11 
di 11'<"1 ion-(lld-nge insurance, unemployment ('Ompeusa­
ti1ln. nud publie nssistauce. In addition, the Board lllllkC!S 
t'('rlnin rC<'OIIIIII!'Udntious with l'C',;ard to genel'lll ndminil!­
n·nli<111 nud >Ugg<>~ts ccr'tllin cousidemtions r·clntiUI( to 
health rn·ott•..tion. It is the jud:;:nrcnt of the Board thut 
t l ll'~t· c·•·c·m, mt•ndt'd tuunges t'l'))l'CSrut prt\f't icablr nl'xt 
Kh'f'" tuwnnl lht• gna l ()f udequnt~> ~e~m·i ty fm· tlw Anll"''· 
i•·n cc fW•lple h,v lilwmlizing the ucnetit!< pnynhle nmlc r the 
11<'1. r.,,. •·xtcndiuJ.r it>< prntectiou to a 11111 ch lnr·geJ· l"'opor·­
llon tif ou1· ptt>pl•·, uud by greatly facilitat ing nclnllnistru­
tiuu. 

FEDERAL OLD-AGE INSURANCE 

Althon:;:h tlw J.'edcml old-a;!e insurnrwc ><y~tern is the 
lm'J,'l'~t C\'CI' put into Ofl('rutiou. it has Jli'O\'Cd to be sound 
from hulh thr udnrinistrutin• and financial stnudpoiut. In 
C'OII>idPr·iuj! thl' de>·eJopmeut of this pJnu, it !<hould !)(' 0011\C 

in mind I hat it is l<CIJill'ate and distinct from the J.'cderai­
Statr Jn'Ogrum or old-ng<' aS!'istautoe. Under· Fcderul old­
"l!e in~m·nure, bl'uefitz; ure payable as n math••· or right 
im•spN·tivl' of iudh•idnal ll!'l'<l. aud iu l't•fution to f}ll~t 
~n rnin)(~. U ntle•· l<'ed~ral-State old-age ll>!l!ishtuf·e, rmy~ 
cccf•nts 11 1'1' madt• onlv ou th(' hasis of iud ivlduol uel'd uz; 
detmnincd b1· the Stnte. 

0 11 r· JII'I'HI'Iit syz;l•·•n of olcl-agr secnl'ity thnij elllbodit•s 
twn prin('iplc~: th<• iuz;m·anel' pi'Ogmm l'l•illti'CI to tht• in­
di\' i dnn l '~ post cu milli,"S aud the assiz;tJHW!' pi'O)(l'U in 
n•lntt•d to hiK (11'!'81' 111 rwed. 'l'lw Social Secm·it·y Bour'd 
is com·i lll'l'd thut n sy~km of old-age Sl't•nl'ity whit·h ut~ 
tt•JnJcll'<l to o)J<'t·at<• cu1 uuy othrr· priueiplc':< would be bon11d 
Ito lend to tlisaKtcr ooth Cor the beueficinri('S and rot· the 

tnXJUlYtl'1'. 
The bnsir problern of old-age insurance i~ to muke the 

,~-~tem mor1• ilnnrl'<.liutcly and full~- operative without 
di"-II'Oying the r·t·nsonabiP relationship which 111\L<tl ex ist 
in s11ch n JII'OJ!I'UIIl hclwt>en benefits payuhiP nnd pnstl'nm­
'"~"'· Stu·h u r·t·lntionship must exist tmd<•r nuy system 
nl' n·til'f'lllcnt insumuce, wheUwr social insurnncc or· all 
cnclusll·iul fll' llsioll plun, uui<'~S the tPI'm ''inSIII'Illlc~·· is 
to h's•• all it~ meaniu!f. For the protection of fntlll'e lx·ne­
fi,. iar·if·s and rni HI'I' taxpayt' I'S it is CSS<•ntiaJ thttf this 
l'!'ll<!lllllhfp J ·~l nt iou~hip be ucaintnincd; ju~t ns in the <:nso 
Ill' "hl-111(!' IIR<ixtnnt·P it· i ~ IIPtrssnry to maintain a l'l'uxou­
ablt· I'PIOiim c~hip bctweeu nssistnucl' gruutPd and the net•dt!o 
uf 1lw indh·idnnl. 
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11tc prcSI!nl old·UI.~ insurance system, while mnintain· 
ing 11 rc11M>nable rclotiouship between past earning.~ and 
rntllrt' lx·ncfits, 1)1'0\'ide~~ propottionately gt~ot cr protec­
tion fnr the low-wage em·ner and the shot't·limc wnge 
cm·uc·•· thun for thol!C tuorc favorably sitnoted. I n other 
WOI11~. it I'I'C'OjflliZC~ JII'PSIIII!JlLil·~ need 118 811 CSI!CIItial COli· 
sirle•·ntion in nny socially adequate old-age insurunce ~Yll· 
tcu•. But the pt·~sumptive need tow111•d whicb soeial in· 
siii':IIII'C i ~ dia·cc·tcd 1111181 be distillA"J.Iished f i'OIII the S)JC• 
c·ilil' urcd, IIR cstnblished by investigation, which public 
u:<.• is tanrc i~ designed to meet. 'fo allow for prrl!lnnptive 
II<'Cd, the uld·II!(P inSIII'!lliCC sy~tem giveR 111\lf'h !(I'C!Il~l ' 
wl'ight t o the f1a.,.t $.'!,000 of necumuluted en•·••inA"S thutt to 
snbsequeut cnl'lling:<. It is thus poR~ibl!• for a person rc· 
tiring in tlw (•ndy years of the system, or fot· 11 low-wugc 
cnrucr l'!•til'ing ut uny time. to re<:ei,·e ,·ery liberal benefits 
in IU'OJlOI'I inu to his pnst e:u·niugs. 

But ewry workel\ rl'gardless of his level of ea11ting.~ or 
uf thl' length of time duriu~ whi~h ht- hn~ <'Ontributcd, will 
t·c<·dvl' UIOJ'e by way of protection than he could huve 
pt'l'thust>d t·l~wherl' at a cost !'qUal to his owu routribn· 
t ions. l u ot bet· wo•'tls: the system reeogtti7.CS the pri nci· 
pi~ or imlivillual equity, as wc;J as the principle of social 
ndNtiii"'Y· It hos heeu possible to incorpomte iu the ,;ys" 
11'111 IMth theMe usj•el'ls of security by utiliziug a ltu·gcr 
pt'OIJOI'!iou n~ cmr oyrrs' coutt·ibutious to pay benrfltll to 
tho•e t·ct il·iu~~: in tll(' eu l'ly yeurs. und to low-wa~te earnm11. 
A "imilnt· pa·twetlure is also follow1•d in privutr tWnl!iou 
pinus. S tu·h pluus r e<:oguize that tlw l'nll>l<I)'CI" nmst 
tnut •·ibull· UIOI'I' libt•t·nlh· iu twhulf of older workct·s if 
they nt·c to huw sufficient income to retire. 

Benefits 

Starting Monthly Benefits i n I !!JlO.- 'I'he Bout-d belie,·cs 
thnt the pnyuaent of monthly beuefits should l'Onnuencc in 
J!).IO insll'ad of on January l, l9-l2, M schcdnled in the 
)lt'('scnt law. '!'his will be practitable, in the 9pinion of 
tht• Bmll'(l, s;nc~> ])\' 1940 a considerable body of admini.!!· 
imih·c t•x pel'icurc "will have been nccnmnlatl'tl, ond wago 
•·~t·tH'tl~ will hal'<~ been built up for a Jlel'iod of 3 y~at'S. 

llt•cnn:!t' ut' its nahu·~ as an iusnrrmcP progrnm, tho 
So1·ial l;••curity Board does uot believe thot it is possible 
lo !>l'iu~~: uudt•r tbi~ system a ll J)ersons who huvc nlrcudy 
t·ctu·t•cl fron • guinful t•tuployment. Even though it W('l'e 

.a 

-• 

) 

../.: .. 

Regraded Unclassified



ronsillrffll reasonable to pay benefits regardless or t he fnct 
that no J>U~t· t-ontrib1~tions bad bee•.• made rithc.r hy tl~ese 
indil"idunl~ or by tbe•r employers, 11 would be lln JIOSinble 
10 ohwin udt'<)nntc wage records UJ>Oll whit·!~ to compute 
lwn~fit~. 

Increasing Benefits Payable in Early Years.-'rbe 
Hmu·cl ul:'ll hclien~,; that the monthl.1· bl>ncfits pnyable to 
thrJ<e J't'til·in~t in the ea rly ~'Pil l'S can be in~J·eased without 
iur·rr11~inl( the cvcntunl rost of the progran 1. 

'l'hr t·o~l of 1\l i,V s.v~tcltl of benefits wil l 1uonnl l'll pidly 
with Ill!' t lll~~uJtP of ti111e ns; 11 lurgN' proportion of tlw pop­
nlatiun rriH·hes l'l'ti rc111r ut a~:e. f'ons('(]nr nt ly, n sca le of 
ht·•wlit><. till' 1·o~<t of which would be a ltogctht·•· l't•nsouuble 
Jill\\', nli!(ht be nnduly burdensome nt the rnd of a ,:t~u­
•·•·nlion. 'l'ht••'<'fOJ'I'. in making UJCr PnS<'s in benefit~<. pur­
til·nln•·ly in the <'nl'ly years of a system, it is c&~ential to 
kt'l'll tlw ulti111ntl' fiunucial t:ost in mind. lt iR impossible 
undt•r uny ~<~K·inl insurmwe s~·stem to providl' ideal sernrity 
for ,.,.~'''·'' iudiYidunl. The ornctirnl obje1·til·e is to pay 
benefit~ thnt 111'0\"ide a miuimum dc~nw or so<"iul SCI:ll· 
•·ih·-n~ 11 hn~is U)JOu wltich the worker, th•·ot~.gh hi~ own 
etTntt~. will hnn• n belier chnuce to providr nde<tnntely for 
his imlh·idt•nl ~f'(>ul'itv. 

lu tll'dr•· tu im·ri'IIS<' IX'nefits r or t hosf' l't'! i l'i ng i 11 the 
en l'ly Yl·n•·•, the Bon n l t·ccommeud~ two ll ll'l\8lii'C~: fll'l!t, 
supplenwntnry bt'lll'fits for agP!I wi vl'~, outl Ml'<·uud, t he 
ust• <!I' "nv~l'lll:'e W!IJlcs" instead of totul accu muluted 
wn~.:t•s ftw til!' computntiou of bcuefits. 

SuJiplementary B enefits for Aged Wlves.- 'rhe Bou•·d 
su~.:gcstR I lint u • uppiPmenhu·y IX'ucfit bt• pnid for t he a~.:ed 
•l•·prudcut wift:' of the retired worker which would he •·e· 
lalt'<l tv his old-uge bl>m•fit. Such a plan would takt• !It'· 

touut of gt1•ntm· presmnptiw need or the mnni1'11 couple 
without re<JUil'ing iuvestigation of indil·idunl need. An 
ug<~l wife would of eom-se IX' ent itled to benefit>! bused IIJ>OU · 
he•· own )la~t enruiJtjlS iu lien of the Rnppll'tnent, if her 
011'11 benefits W('l'(' greater. Sinee in the COIII'l!C or time 
mnny womrn will luwe de,·eloped substantial benefit right~ 
lm'l'<l UJJOII tb~il· own past eamiuJ.,'>!,· the ro~t orJ'''O''iding 
th.c ><UJiplcmeut fm· dependent wives would gm unUy de­
l·hu~. nut! eventuullr tlw additiona l cost would be rt.'d uced 
ton l't'lntivcly ~<mali amount. In ord~ •· thnt ~··cnt~•· ~ocial 
ntlr•.lllll<',l' IIIU.Y not be achieved nt tbe Pxpeusc of indivithml 
t'<JU I!y, the Rourd •·eco•nmeuds that the honcfi ts puyui>le 
In nuuutrJ·i~d pm·sous contiuue to be nt lcMt as much us 
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thr,· l11111d purchase from a comnu!reial inl!Urunce company 
\\iti• their own lOOntribntions. 

Utilizing "Average Wages" as Benefit Base.-'l'he 
B1111111 11'COIIII11cuds that benefits be calculated upon the 
t111siK or uv~ruge wages, rathe•· than, ag at pl'C>;Cnt, upon 
!"1111 U(•[•lllllll llltl><l wageS. 

' l'hi~ dwnge would make it po!l.~ible to increase rurly 
hcnc·fil• and tv •·clute benefits more closely to the previous 
11111'111!11 wu~c inco1ue of the individual. It would also cllim­
innft·, M the ,VNIJ's go by, tbe large bonn~ whi<·h JII'Csent pro­
vi~i<ms wuuld uffo l'd those who huve hucl only a b•·ir f pe­
•·i•HI of pu•·ti!'ipntiun prior to the date of reti ••cJliCllt , 
Umh·•· 1 he cxistmg law the la rge credit for the first $3.000 
uf w·<:nmulatPd eurui11g5 reUiaiJJs in l'ffect I'Cgnrdlet;g of 
wlwther u woJ·ke•· retires iu thl' eal'ly yean! of the tty~tcm 
or late•·. ThiR l111·ge ct•e<lit is j ustified in the early years, 
simi' worker'S ancl their l'mployers have hud an oppottunity 
to mnk!' <-ontributions for only a ~bor·t period of coverage 
Jlll(lct· the 1<ystem. But it is advisable to safeguard the 
systemul(ninst dispt'Oportiouately large withdrawals in the 
future in bl'hnlf of those who bave paid taxes only a ~hort 
tim1•. 

While the Bourd believes that b~ne6ts should IK' n•lnll'li 
In th~ uvcJ•ugc wage, it reeogni7,cs that benefits ~honld nlso 
be •·dntt'<l to t hi' number of yem·s the indil'idunl hn11 beeu 
in cuv<•t'<'d !'lnJ!Ioyment aud has made contributi on~. 'l'hc 
Jlu1111 l t ll('n• forc• recomn.,onds that a n insu•·r<l individual, 
upon t•ct iJ·en.e11t, •·cccive a basic bc;nefi t •·l'lnt ed to his 11 ver­
lli:'t' wuges: und that, for every yea•· he 111111 cnm ed mora 
thn n ~Uilll' ""wll sJ>!-ciiied amount of 11'81-(e" i11 cvvered cm­
plo.vmcnt, hi~ husic· monthly benefit be inct•t>niWd b,\' n KJIL'C­
ifte<ltteJ·(·cntnge. C01wen-el.v it J'CCOn11ncnds that for· every 
~-~·nr 11 t>et'lSOn does not earn this spe<·i6ed 1111101111t of wag1-s, 
tl•e basir· monthly benefit be reduced by the same 
JK'"·f'ntnge. 

'rh!' Rourd i~ or the opinion that n percentnge decrease 
for !'n<·h ycnr uot <.·0\·ered is a more equitable appt'Oncb 
thnu that round in most foreign old-atte msurnnce sygtems 
whi•·h nsnnlly rcquil·e (hut d person be in cove•·ed employ­
"'~'!' dm·illj.( ll 8(Je<•ified lllUIIber or yeaJ'i! i111111~diutcly fli'C· 
N·dmg ih~ dnt<• ur I'Pt iJ•cinent. As 8 r·esult, 1111 individual 
whn hud bt•t•n in covt'rl'd employment n cou~idrl'llblc pl'O­
I"l l't iou or his wurkwg liFe hu t not during tlw l a~t ft•w 
,1'1'111'" l)(•rm·t• t·c•til·crnent w(luld be iurli~:ibl l' for monthly 
bcnt•fl t". f:l twh n provision wottid, ill the 13onrd ·~ opiuiou, 
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work nmlnl' hnrtl•hin on those who hod lert ecw.-n.>cl Pnl­
plm·mr•nt dtu·iu(( thl"ir Jntpr y!'l\1"8 nnd would ofl'!'l' undue 
n.h·nufn"''" to thoSl' who rntrrl'd cm'<'r<'tl Pmplovnumt onh· 
chu·illf! lhc•ir ln~t frw working yrnrs. ' l'hP 8\'Mfrm whid1 
till' ll•llll'd I"('C'Illllllll'llds l"l'presents n morr ttPxible uud 
r·t~ nilnhlr n•·•·unc:Pmrnt. It not oulv nroll'l'tl! indh·i<lnuls 
wl•o hnv~ bl't•n iu ctwcr<>d emt>lonn~nt dtu·iu~t n c·ousirler­
uhlr• 1•o•·tiou or their wor·kiuc: li fl'. hut ul~o •nfr)::luu·d~ 
thr• S,l'"h'Jll II~ it IIUihii'PS !lC:Uiu~t di~IWOI)OI'tilllll\tC P II,V-

1111'111 s I t1 I hose iII COVPI'Cd l'IIIJIIOyllll'll I l'OI' olll.v l\ short 
tinll'. · 

Benefi ts for Widows and Ot·phans.- 'l'hc RQul'(( is of th~ 
upininu thut llhl-mn• iu~nnmr·c shnnld hc> cxpnndc•d to in­
t·lmlt• 'IU'\'ivorH' insJII'!IllrC. 'l'h~ lnw now u•·oddcs for sin­
!!h• hun11·~11111 I'U>~h Math tHiymentx cqunl to :'Jlf., III?I'Ceut 
of lh<· wnrkc·•·'" total t'C<'OI-dl'<l WIIC:I'>~ ))I'OVirll'cl he has not 
1lm·iul! hi• li fpfime dmwn l)(>nl'flts ('l)nnl to this Ulnouut. 
l:.'ncll'r 11 !'(){·in) ill"lll'llll<'e. s~·st~111 thc> primn ry pnrpose 
•houlcl II(' to nm· benefits i u areordnnN• with the J>resnmp­
tin• uc'C'tl~ of thl' lwnefleinri<>s. rnthcr limn to mnkc> pay­
uwuts to i he l'l<!atl' of u dec:·eased employi'P rcgn1-dless of 
whrthPI' <11' not lw lr•an';; depNJdcnts. 'l'lw pa,\'lneut of 
lll<llllhl\· hl'llt'fit" to widows aml cwphnns , whu or!' tlw two 
•·llit•f 1·ht""'" uf d~fi('Udc>nt sut·vl\·or~. wnnlcl fu1'11iKh nmch 
lltm'l' ~ir:uifit·uut protection than dt)(;" the JUWIHtml of 
lnmp·~lllll hi'IH'Iih!. Rneb mouthl.v br••wfitH t·unld bt• pm­
vidt·d out! Ktill kc•pt within thr ~vcutnu l vostg llf tlw Jll't'><l'ut 
"·'·•ll•m. ' l'ht•l'l' is um p)p tnw·rdt•lll fo1· surh pr iWiKiou, 
• iut·t· t:i uut of 22 foreig·n old-ac:e iHsu•·nn<·c Ryst<•ms muke 
Jll'<l\' isioll fo1· sn1·vivors • beiH•fils. 

'l'hp BCillrd i~ of the opinion that a,:.'l'd widow~ und 
yunu~tt•l' wiclows with depel)(lfnl chi ldren Khou ld I'I'I'Ci,·c 
IJC•ttpfit~. and tbnt beudits sho11lrl I)(' pnid ou b!'lmlf of chil­
lb·e.n nt lrnst until tbev reach IIi year!' of age, and until 18 
wlnlr thc>y Ill"(' re~rularly ntteudin~: R<·hool. 

!$ome IIINISIII'(' Of the ne('() for liti s Jli'Ofl'<"f ion 118 it nf­
ft'C·t" c·hild1'1'n i~ indicated by expt'J·ienrl' nndv1· I hi' lll'l.'!'l'nt 
FNI~mi·Stute program of aid to de1>1'11dcnt cbild~n. In 
4:l llel'c·cllt of the8" cnses tbe chiltb·en hn,·r IX'eo•ne depend­
~~~~ l~et·a n~l' of the fnthPJ· ·s d!'ath ancl in 1111 ndditional 2J 
Jl~l'l'l'lll Cl f t hi' CllSI'~. because of the Pn the I' 11i d i!'labiJ ity. 

' l'hc• Houl'() bas giveu nmch considcr:~tion to tbl' fl•nsi­
hilit.v 111111 desit·ubility of l>roviding bcnl'fit~ fm· widow~ 1111-
lh'l' (i!i Y<'lll'~< of nJ.!c who havl' no yu11ng chillil'cn iu thei r 
1'111'1•, 'J'hp JIOUI'd beJirvcs that 0111,\' II II'IIIIJOl'III'Y IIIIIU(hJ,v 
lww•fit, c·ovc·•·i 11A' the pel'iod immcdinlcly l'ollowi u~-t the 

G 

/ 

.. 

Regraded Unclassified



110 
hu. bamrs d<'lltb, ilhould be paid iu su<"lt tlti!('IS. flow<·•·t•r, 
tlw Jlonrd cjl)('l! n ocouuueud that all widow~ of IJ<'~us wbo 
would hn\'1' l.~t.'i'n qualilil'd for old-nge benefit~. if they hml 
lin'<l to ll)ll' (;.), be cntitloo to a defeaTed monthly beueflt 
l~"·n ble nt ll!(t' (;.';. Su~b benefits should benr ll001C rra,..m­
nbit• a·elutionxhip lo that which the d('('ensed husband would 
hn I'C a·tocri ved. 

Noa·uwlly, .•·oun!( widows without childrl'u t·uu be ex-
1wdt•tl '" !'utra· ga iul'ul Ptuploymeut , but middlt•·u)(ed wid­
ow~ f l't'!tncutly find it more difficult to heconw i!Clf·Knp­
l"''''ing. On tlw other band, thry ua•e likely to hu•·c more 
>II VillJ.'>< thnu yom•g-ea· widows uud 1111111y o f th~'" hnve 
•·hilth•rn who are g1·own aud able to help them until they 
1\'twh 65 .vent-s of uge, when they would bt• t'lllitled to a 
wiclow'• beuefit uuder the pla11 IJI'OpoSI'd. 'l'hongh their 
proble ms un• fully J't'COgni?.ed. provi•ion for !'Olnllleut·iug 
beudlt8 to widows under 65 with no ehildren would pi'CI!Cut 
<·ertain l'('rious uuomalil'lS. Any age se:l'eiNI for beu~6ts 
to lx•)(in wnnld nppear ntbih·ury, ~xdnding some widoW>! 
jnNI beluw 1 hat uge. ~I oreover. 1 he quest ion would arise 
tV! to di,..·t·ianinnt ion against umnarried womt'n. who wotdd 
n••t '"'·••i•·•· ht•nrflts until the•· renched 65. Yet if the t·c­
lit'<'tuent a-:c for won•<•u generally wt•re lowt•a·ed, the rffl'ct 
would lw ftt diN<·riminnt e agoin~t men and at the same 
tiru•• Nnb•luntiul ly to iuct'euse tlw <·ost. 

Disability Insurance. - '.L'he Hotna·d hus g ivrn much 
llo~ought to tlw question of whether the )}I'C80Ul old-ugu 
it.'•tu·nnt·r sys tem s hould be expandt'd to include 1mwi­
"w" fot' IX!udlts lo workers who becon1o pel'lltUllently 
tntnll,v disttblt>tl, before reaching age 65, and to lht•it· 
th·1wndcnt s. . 

With tht• ~inglr rxception of Spnin, ever.'· otlwr eouuta·y 
whit·h hns 11 ,.~·stem of old-age iusuranct• ha~ llltldt• provi­
•ion for j)('l1tument disabilit:-· . Ou<' of these co•mt ries, 
Ot't'nt llr•tnin. includes this pro,·i~ion in its henlth in,;ur­
~llt·r sy,it•an; ot hers relate it dia-eetl•· to old·U!(t' illl!ut·ant'<' . 
. 'l'ht• Bmt"l t't'<·ognizes that the administ rative problellll! 
!'"'uln'tl are d iffiNdt. although it doe~~ not lwlie•·e tlae111 
'"""IK'nthl~. I t 11180 l"eeogui~ thnt l'I'OVision rot· tx'r· 
nlnut•nt total di1111hility would iucr('a~e tlw cost or the R.Vs­
tr•m hoth now 1111(1 iu tbe Futm-e. Foa· the~~e rensoua it is 
unt 11111kiu!( uny po.~it iv~ rt'<'onmwndntion on thi~ mutt er 
nt this timr. It 8lionld, however, be poiut cd 011t that the 
~xlt·ut tu whit·h cngls woult.l iucreasc would dq>t•nd upon 
lht· dt•H11i1iou or d iHnhility wh ich coul d be n1nd c cfl'~<·tivc. 
If II l'uit·ly MtJ•it:t ddinition were adopted aud mnintnincd, 
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the Bo~tnl hdit•,·I'S t!Jat tht• additional C()StS c-ould be ket>t 
within 1\•IISiiiiUble linoits. Later, as CXJI('I·icncl.' de,•dopcd, 
th~ olt•tinition tonld be made more lihcral it t hi~ apJl('al-ro 
,.. •. inll.•· dt'l'imblc. In ~onneetion 1dth am· rw•·•nunent total 
oli•nhit:ty Jli'O):I'8lll, ndequate provi8ion should bt• nmch: foa· 
h .. ~piuoliznl inn nud other iustitutioual ca t·c, and for vocn· 
t imtn l n•hniJi lita tion. 

Coverage 

Extending the Coverage of the System.-'l'lw Soc·inl 
1'\;·o·u o·it.•· Uu1ml i" uf the opin ion that if i~ ~ound ~owiul 
Jl"lit·.•· to c·xf~ood old·nl(t• iustu·mttP to as 11u\ny of flw Nn­
tiuu·~ wm·kc•l'l! 11~ JIO:<.<ible. It lwliPI"PH thut it i ~ ndmini~­
lt'lllin•ly ft•nsibl~ to J!l-ol•ide tbi~ Jli'Ot('(·tion for lurgc uum-
11(·1" uf Jll'OIJh• who a1·e uot yet POVPI'ed. 

En•n with its )Jl'I'Seut )jmitl'd c·oi"Cl'IIJ!<'-<'xlimatt'<l to 
int·lnd<> ot 1111~· oue timP on!_,. :,o perc-ent of the Nntiou ·~~ 
.minfnll_,. ~~·tiiJti('(l population-at lrnst 80111e small lncn­
.tll'f' of proteetiou i~ ah'l'ady bcin~r furnish('(! by th<' old· 
ll!rl' insnnlliN' JII'O!rrtlln to twcrthirds of tho.'IC 1111iufully 
()('<·npi<~l. This i• dtw to the fact that n )n'rat 1111111,\" JX'r· 
"ous. usunll.1· iu ext·lndl'<l occupations, work in eOI'CI'Cd 
c·tutoluyuwnt fl-nm time to time. It is rstimu!t•d that. ewu 
wit hunt nu,1· t·hnu)!l' in the JH'I'sent rO\'C'I'IIA'<', 7!i 01· 80 per· 
c·~ nl of til!' guinfully <wcupiecl Jtl'l'Rnns in this c·onntl·y 
w"nhl t'l't•nlunll.v hnvl' somP protedinn. H uwevt•t-, since 
lho• nci<•qtiiW.I' uf th is protection deprmls Inn c·onsidt·l·nhlc 
<•xlc·nl 11 1>011 t·ht• lc•njrlh of t im!' the iucl il•iclun l t.l('l unll.•• 
wtwks in c·O\'I'I'I'd o•mployment. it is hijthlv dr•Mil·nblc> that 
t·owmgp bt• c·xh•ndl'll as rapidl.v liS admini"tmtively f~n~i­
hh•. Exh·u~ion nf t0\'1'1"111(1' wonlrl also br nM·e~ISlll'~' in 
owd;•r to Jtl'Oh~·t thP fintuwial !<01111duc:;.~ nf lht• syMt~n• if 
thl' lll'l':wnl bt•npfil pro1·isions iu thP lnw A'•·nnlinA' ~Ul'h pro· 
J••rtiountrl~· lnl'j1e IJ<'uefits to JX'l~ous who ha1·e been iu 
•"WI~'<I <'lliJIInymPnt on!~· n short JX'riod prior to I'Ptire­
uwnt n 1'1' l'l'llliu('(l. 

Agricultu ral Labor.-1'he Boarcl bclic>vC~~thnt the "a)n'i· 
r·nlnnnl luhu1·'' limitntiou ou co\·eragl' should he moclifi<'<l. 
It it, ur (•lllm-e. llJIIXltt•ut that the (JI'Ohlcln of 1'0\'(' l'in~-t the 
iuclctw•ulcut r111'HII'I' canuot Ill' finally !<Oiv<'d, exl'ept ns 
)llll'i Of II 1-(C II~I a( Jll'OJ(n\111 to COVCI' tlic Self·CIUltiOyCd. It 
i" "'"' ' l't•t·o~tnizrd thnt thl' complete• inc·l u~ion <> F employees 
c·IIJ.(IIJ(C'CI iu UA'I'ir·ultunol laloor i~ fl'an~ht with J(l·~at athnin· 
i•ll·ati l'<' d iffir·ul t i~~- Howeve1·, the Boa t·d brlievcs tha t the 
i 111·lu:~iuu of luq,;-<··~t:al<• ugriculttmll OIWI'IIt ioh~, ofteu of 
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n ,;emi-i rnlush·inl 1·bnnwter·, pl'Ob!tbly WQnl<l 11!tlnce rnther 
tluru ilu-t't'll~e ndministrntin~ difficulties. 

At pr·e~cut it ia n !!n~t impos.~i.ble t!> delimit tbe.fleld of 
"Ut.:l ic·ultu r·ul lnbor wrth nn.'ibrug hkc the certnurty r·e· 
,111in<l fm· ndmiui~t rntiou nnd for· gcnenol undet'l!tanding 
111• cni!JIOyt•r·s nud employees affected. 'rhc extent or the 
ex(•cpt ion i> ~hntlowy indeed where the producer nlso en· 
ga~.r1·~ in JH'I>CC"-•i ng aud ma r·keti ng. 

'l'ht• Omml l'rt flllllllellds that the lnnguor,c or the IH'CijCI\t 
rx•·rpt i•lll r·!•lntiul\' to " agl'icultural lnhor ' be motlillcd to 
111nkc· it ,.,. ,.tu irt tbu t t h i~ exccptiou applie~ ouly to the ~erv· 
kt•s ol' n far·1uhuud t•Hrployed by a ~1111111 fnr·mcr· to do the 
or.lium·v wor·k c·nur>e('ted with his faun. 'l'he Boa t'tl rm·· 
thrr· r·e~ouuueucls tiJnl, with a· i'<•asonnhle time ullowcd be· 
fut•t• the t•ffl."·th·~ dal~, the "agricultural lnlxll'" e-Xception 
loe climiuated eut ireh·. . 

Domestic Service..:....'l'he Bom'(l•wouulwncls lhut the ex· 
''''\>tiun of tlom~t ic .wn·ie~ Lte l'liminnted, with n rm~OII· 
nit I' tim~ nllowl'<l befot•t• the effPeth·e dnt~. It i:s bt•lit•\'l'd 
1 hut tlw J>l'illl'i pul ndminist rnth·e difficnll il':s with t'l'l!l>t.'('t 
to tlume>tic· >St'l'''ite will be b\'ercomc, just as they will be 
in Ill<' 1'11-l' or IIJ{l'il'lllt\1!11) labor, wh('ll thl' indi v idunl~ 
~t ll"t'ftc•tl bt•t'Oillt' "e11rmlly informed ns to the benefit:s out! 
lJblil(nl iuus itll'iclrnt to cnveragP. 

Maritime EmJ>loyment.--There is nt pt'l'l!l'llt 1111 ext·ltt· 
oitl11 uf "tit·r·vicc performed ns 1111 officer or· mt•mbt•t• of the 
1'1'1'\\' .. r II vc•scl documented llllder the )Jl\\'fl or the Ullitctl 
State·• t il' of un,,· l'ot·dgn touutry." 'l'he lcg-i~lntivr hi•tory 
itulit-n tt'l< lhnt thi~ exclusion W38 made hcconse of the nd· 
udni"t t·ll ti\'C tlifficultirs of CO\'ering l'oreij\'n ct'I'WS 0 11 A111er· 
iNm ''~'""'''" e11gnge1l iu fot't'ign hadto. Thl' llonrd t'Ct'Oill· 
metul> thnt tlw present exception be r·edrnwn •o thut ex· 
•·ln"iun of cm(>loymcut on American ve~<<~ls be limited to 
ll1i" tnw of • itnntio11. 

Nonprofit Organizations.-The Board rreOII<IIrencls the 
itll'lnsiou o! >~etTit't' performed for religiou:<, educntionnl . 
..Jmritnltlc, nud ~imilar· nonprofit organilltlt ion~. The 
Boord fo rt":<~e~ no ser·iou$ ndmiuistmti,·e cliffi<·ultics in 
~·u·h itu·hr•iun. 

Services Performed lor the Federal Government or Its 
lnslrumentolities.- Thr Hoard t·er·omnWltcls tlw inchmion 
ur ~•·t·l' i ~~ prt·fm·tHrcl iu thr cm·>lm· of thr l'nitccl Stahl>! 
u1· it• iu<lt'llllwntulitic~. ' l'itc }3,)arcl'mltir ipntc•R no nclmin· 
i•t 1·n th·•· tliffirultie~ iu snch inclusion. Howevt•t·, in rxlt·lld· 
iuo:: flld·nl(t' itiKIII'nurt• to all emplo~·res of the l•'cdcml 
Oo\'rruutcut, it wonlcl be necc:;s.~ry to gh't• considc•t·nt illn 
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to th~ rfT~'<·t on other.retirt'ment s~l~ms f~>r F edl'rul em­
plni'N'i<. w•th n l'ii'W j>llher to ex<·lnch1!1C 1'111Dioyt'i'S nh-encly 
'""'r1'f"l h1• thl"<" nwtN11S or to arlnntmg tlwse Sl'l!ll'nll< so 
thnl the•· w~>nld Ink<' arronut of th~ bnKir tn'Otl'<·tiou 
11 fT11o·oll'll b•· tlw uld-m:(' iusm·nu<'l' system. Tn om• rnmt, 
thr Bua rxl r'I'MIItll'l'"d~ 1111 amenrhueut to ln·inP. uufler rov­
t"''lll.!r ('lllllilli' N'!' or in~tmmrntaJitiPS or fhr ( ' nif~IJ :::ifnt~S. 
""·rut tho:><• •·:Ht•h vithPI' Rl'P wh~>lh' nwurd lo\' tlrt• liuilt•tl 
Rtnh·~ ~ l' lll't' vxrn111l from the taxe<levicd nutlt•l' thl' S~K·inl 
l:;t•ru1·ill· At•l h" vir·t11e nf son or llthel' IIC·t t~f f'!llt!!l'l'"~· 'l'hr 
ll l'hwin11l" p,.,J,.,·nl iusft'lll nt>nlalitiPs'' wloic·h wnnlcl thuK be 
hrm•o.ht iu t n nhi·HJI'I' i llSIU'!Iuc·c• n n • nMionni h11nk~ unci RtutP. 
hn11k" \l'hir·' • m•r noemh<•l'!' of thP FcJclr •·ul Rc•sct·w Rl'stc11o, 
m11l hui'ditw nml l•>n n a~•OI'intions wltidl nre 11\Cill~rs of 
thr 1-'Niro·"l llonw T.QUII Rnuk !=i~·sf e111. 

Services PerformP.tl for States and Theit· lnAtrumental­
ities.- A " '' '"lt<'r ,,• Rtntr ami mnnicipal ollie-in I~ hnw iudi­
tnll'\1 n dC"'it't' fnr rowra!'l' of Stnfe nnd 11111nirilml ~m­
plo,\'1'(':<. Hnwcver. no mPth~KI lm~ vrf lwen cl<'l'i!<rd which 
wnuiolcll'rJ'<'('ItUP <'tlll~titntional diffic11lties nnd nlso t>rott'et 
lh<' olcl·a•:<' in~11rmwt' swtt>m af!:lin~t ndvel'!«' !I{'IN·tion. Tt 
i~ h111K~I tbnt flll'lher Stnd.•· will dt>vPIOII o mrthod which 
will It<' ••flli"titlltionnl and whic·h will pl'OI'I' unttnollv nd-
1"1111111!!'\'011 ~ 1<1 thP Rtntes. lhPir Pmlllrovce~. n~~< l the old-na:c 
i n~tll'ntw•· ~'·~trm. 'J'iw Boa t•fi confiiiP!< it~ t'N'''' "uwntln­
ti"" nt tl·i~ timc• to tlw nn~,:!r~t i on thnt fhr lli'C~c·nt PXCln­
simt 11ft h<· twl hc 111<xlifiPd so that it IIJ>I>I ieil unll' tn ~Prvi;·cs 
llf'l'fnrllll'ci i 11 t hr <'mniov of a Rtn h• Ol' n OJ() I it ira I s11 he li· 
l' i"iun o•· i ll~fl·11mcntalit ies wholly owtwd h,v tlw Rtnt!' or 
wl•"~•· f11111•t i nn~ III'C such as to rUitiC conKtitutim1nl burricrs 
to> F"cl;•t·n l t'•xnti{ln. 

Allowi•ur Benefit Credits for Wages Earned After65.­
Thc• Soc·iul Sl•<·11rit.•· At·t as it now KlnndK dne~ not penni! 
\\'ctt·kr•1·• to ~t:tin lwnefit c·1'1'<lit for wnttt>s l'tll'ncd nf fer a~r 
fi,';, 'J1hr tnx<'!' pnid h~· PmoloyPr und <'llll)inyt'e nlso ~ton 
when thr wnj!'e 1'111~1<'1' reachel' thi~ nr:e. Ln1111H•nm eash 
hencfit~ nt'l' tmll'idl'<l Cot· workers who t'f'OPh ('~') vrnrs of 
U!!l' without htn·in-: workNI !'uondt tn qnnlif~· fot· n 
monthly b<'nc•fit. Such worker!<. " '·en tho11~h thr1· cnn­
limtc• in ~noplo.nrwnt. rannot nncler thP tll·~nnt lnw qna li f~· 
fnt'IIIIIHI'tirs. 'l'he hnm>·SIIIH pa),11ent is ull thnt iM until· 
11hlc· to th~1 11. The Soc· in I S<'rnritv Bom·d twc>nHn~nd~ thut 
~IIPh WOI'kl' l'> I'Cc·t:'iv(' l'reclit for i1111' tinw fhnt thev work 
a f'ICI' !II(<'. (iij ~0 that the~' lllll.l" q nnli f,V for 111011 fh iy i)t'IU'fifg 
upon l'cfn•t•ment nt 11 sotnewhat iatr1· dntc•. 'l'hi~ wonlcl 
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nutomntirnlly elimilUite the occasion for lnlllJI·l!Um pny­
lnt'nl~ nl RIC~ oo. nnd nt the Mine tillll' would provitle u 
1uu1·h l!ri'Rier drl"(n>e of proteet ion for older w01·kers. 

Employer-Employee Relationship.-Old-nge in~nmnt'c 
c1m·rngt' is nt Jll'e8eut limited h_,. tbt> undefined terms "em­
pln.•·r•·" nut! "cmplo.vrl'. ' ' The :Bonrd r<><·om111euds that this 
l'""' isiuu hr Px p:wded to the extrnt fen~iblc t o t·ovc t· more 
nf the pet ~OilS who l'tu·nisb p•·imnril.v prr~ouul se1-vice. 
'l'ht• i11l rution of •nch au amen1lment would bt• to co,·er 
r><·•·snus who u•·t• for ull Ju·nctitnl pu•·post·w rmpluyrt·~. but 
wh'"' ' prrsc ul lel(u l "tntns may not be thnt or au employee. 
AI ll1'~'"''"1. ro•· t•xuuiJtle. iu8m·uucr. real C8lutr. nud travel­
ill!! ><llh'<lllf'll!l l't' ~omet-ime• covert'<~ nnd S(llll{•times not : the 
Hc••n~l lwlit•' ''"' that ull such iudividunls •hould be covered. 

Casual Lubor.-'l'hr Board hPiiPv~ it i~ ne<·CSSitry to 
11•1ain tlw ~x i st iuJ:" ~xdusiou of cnsunl lul>o•· not in the 
''"""'''of tlw tu!Joloyer's trade or hiL• ini'S.'l, bet·nttl!t' of tlw 
nclminist mih·p dirio·ulties whieh otht'l'wi.w would be ln­
, . .,ln~l. with no I'OIL•idrrnble ('OIIIIM'IISiltiu~ :«l<'inl ud•·au-
111!!<':<. I t should be noted that this u<·lu~ion is uulncrl­
•·nlh· "'""II sim·e labor so I'Xcluded must 1,.. nol ouh• en~uol 
but "niSI• u•n•t•luted to tbP cmploypr':< busi uo>s.~. · 

Sclf-Employment.-The Ron ,.d has ~i\'('11 t-nnsidentblc 
•Indy In the nossihilit~· of iucludiug ~elf-employed pe1'150us 
llllol£•1' tht• old ·tt)!"C iusm·auce Syol<'lll. JiOWI'\"CI', lhc 110UI"CI 
is ""' Jl1'<' JUII'Cd nt tbi~ time to 1-ecouuneml what it considers 
a lll'lt<'li•·Hble method for e.xtcudiu~ cov(••·age to such 
rwt'~(\111-i. 

Contracting Coverage to Pt·event Collusion.- 1:util 11 

p•·n•·l i•·uhlc• nwuus i~ found for includinl( ~t·lf·t'llll> l oyed 
1"'''<01._. tht• Bonrd l'l'f1l111111Cilds that the l'mnily ~mploy­
'"''nt cx<·lnsiou. ap]>t'aril•g iu title IX of the Soo·inl Sctn­
rit_,. At't •·elnti nJ:" to nuemploy111ent c-<m ti)(>IIJ<ution. IXl 
inr.u·r10rntl'<l in thr old-age insurnuee p ro•·i8ious. The 
llmml fm·th('r 1'1'<'0nune.nds that thl' ntt he mneuded 80 

lhnt olcl-&j(t' in,urnuet• hruPf\t:~ will uot hr pnitl when' the1-e 
111,. l~·Pu n ''''!1l1'8<·~ of PII1JIIoynwnt for the pnl'l>ol!t'. of 
M~'II!'IIIJ.( bt•ln•hts WllhOut the lll'l'fOI'IIliiii!'C Of boun fide 
:WI'\ Jt'tl, 

Financing 

The Sociul SPcurity Board is not mnkiu~-: dct a ill-d 
!''"'llllliiiCIItlatiuiJM r!'ltttive to thP finnneillj{ Of iht• ultl-111(!' 
m•n1'11 11t·t• ~.rst Pin sinc·c tbe 'l'•·en~m·.v Ucpnrtmt•ut i~ 
d11uw•tl with p•·iuun·y •·cspousibi lity iu thi~ 1'1'gtu·d. How­
en·•·, till' llonnl believe~ it is c~sr•ut inl t"111tt "".1' uwthod 
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of finnn!'inl{ that is proposed sl10uld Ink<' into ueeouut all 
pr11hnblr fuh!r" di~bn~m~nts so that the inlel'ellts of both 
tlw I"'"'IJ('('h\'1' bl'nPfietnrt«>s and the g<'nt>rul tnxpay~>rs 
tww hr pro1X'rl_,. safegnardro. 

Whrnthr S\'slem is ruJ;y mntnrro, its rvrnlunl oost with 
tl1r t·hn llj(t'x h•;•-e reeommendro-whieh the B ourd beliPves 
will fimti•h fur gr<•uter protection- would be somrwhnt 
tr::,; than thi• c-ost of the present system. 'l'he rost of pay­
iu~t ho•twfitx in the early yeurs would. howevt•t•, bl' greatly 
iiii'I'('IIXI'd i r the IJI'OPO~ed Changes WCrl' ]lllt into eft'!'!· f. 
If J)(' l'lllil lll'll t tota l diMhil i t~• inSIII'IIIICC Mhoulrl nl.;o be 
i111·ludP!I. the cvrntuu l co~t, when the Rystcm ix full~· ma­
tnt·Pcl, \\'(lllltl be X0111CWUU! 11101'(' fhnn lh!1 Jll'l'~t'llf RWf('lll, 

'l'lw ••xi~t in.~:' In"· c·ontemplntes n fully flnnnt•rd syHtem 
fm· uti tinu• tn c·mnl'. ~'hut is to say, it 1'<'QIIit•rs that pt'Ob­
ahlt• fnllll'l' linbilitit>s be taken intQ neronnt from the very 
l)rgiuniu~ mul thut a snffi~ieut 1'E'SI't\'e he Sl't up so that the 
o·nruiugx t>n the l't'S<'I'I'I'. plus em·r·eut flll.''· l'OII tux l'l'l'eipts, 
will IK• ~nffiti<•ut ulways to t'OI'er 11111111111 bl'11etit disburse­
ntt•ut~ . 

. \ s nh-emly stlltrd. if lh(' r-ec·onuncndations of tbt.> Roat-d 
rdutin~t to lll'ue61$ ure adoptro. early uuymeuts under tuo 
'·''sh·m will iu~t'PIIS<' substautiall~·. ' l'lw ta."t t>t'O\'i•ious 
•••uiHI(Ii1•d in thP p1·c;;eut law would pt-obahtr t·o,·c•· tho 
iutt'NI~t'tl 1111lllllll cost for the fit'!!! 15 ,VCUI'i!. ' l'h<'y would 
nls<1 pt-ohniJiv pt·ovide a small r<'"t'1'vr, whit·h would be 
iii\'C•stco l mut'eal'll some interest. But wlwu fut lll'l' unuuul 
hruo·lit clisbm·seu lt'lli~ exc<>eded annua l tux (•Uill'!·tinns plus 
iuh'•·•·~t c•n •·niujts, some other p1·owisiou mmld huvc to be 
11111tle fu 1· tlw funds which, n11dt>1· the t•xist in~t plnn, \\'Oitld 
lw S('('UI'Cd f't'OII I interest On IH'CIIlllll lllfed I'I'RCI'VPi<. It WOUld 
llwu hr llt'l'l't!Sa r.'· lo do one of two thiugs: h 1<·•~·u.;c the 
1'11."·1'1111 lux, or pl'ovide for the deficirut·y out of other 
J!CIII'I'Ilf tiiXI'S. 

The Bt~mxl is of thc opinion that it would be »<lll11d public 
Jw>lit·.'' to fl'•~· t>al't of the e,·eutnal c.:ost of tile bl'nefih; pt'O­
pns<>d out nf taxrs olher than 1>:1.1'-roll hiXE'S. lll'eferalily 
htXf'>< olll·h us int·oml' and inheritance taxes ll•vied aco.:oJd­
iu)! to ahilih· to pm·. 

'l'l1r pm·ti;•u nr tiw total eosts to Jxo met hy tnxel< othPr 
thnu puy-rt•ll tax,.s ,olwuld depeud upon the (ll'OflOliiou of 
llw j(rm•t·u I po)Julation co,·et•ed by the i 11~n •·mwc Kv~t em. 
'l,'hc ll'idrt· tlw COI'l'mgc. the more extcusivr this cutitdbu­
llun f'I'Om uthr1· tax ~01 1rces might )Jropm·l,v ht>. 

A It hough tlw llou t·d bel iPves thu t t•ont l'i bntiuu~ ftJ the 
uld-ag~ i n~tu'IIIICI' progmm should eventuully b1• mutle out 
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ur F't~ll'l·nl tux!'S other tban thO:;!' on pny rolls, it does not 
tlt':irw that such taxes ~bould be snhstitnted for any part 
or tilt' fll"<'lW!It pu~·-a-oll taxes, o: that stttb other !nXL>s Mhould 
be nsr~l uuta l ommnl bene5t dasbun;t>ments began to excef.'d 
1111uual IHw-roll tox co11(1('tions, plus the intl't't'st earned on 
thr '""'I ri'&'I'Vl' which would he 8C~ll11lllluted. ')'be Fed­
t'l'"' (lol't' ruuaPut iu already malting an nruauol coutribntiou 
1011 t .. r ;.:rucrn l tn~es of nl niost a qau11·ter of 11 hill iou dollars 
fm· old-n;.:e &'tll t·i t_,., iu the fot'lll of g m11 ts to the' States to 
hc•ltJ liuu ut·t• t hc•ia· old-uge assi8tance prO!(I'IIIllS. Snbst itu · 
1 iou of ul her tnxts fur uny portion of the pny-a·oll tuxes now 
Jll'"''itk•d would iucrcust' the disparity hel wcrn h1Xc8 pa id 
uu<! l!~ur:!t• lmyuble m the ~~ rly years of t h~· syst<·'." · T hose 
J'Ctll'lng 111 t ''" tOJ'Iy years m any evt•nt wall a·e<•eavc much 
).(l'C'lltl'l· OCJit•fit:< in pmportion to taxes paid on tla~ir ])(•half 
thnu tho8t retiriJag in the Inter yC'nt'S. J.'urthel1ltOre, while 
the cxnc·t future• t06ts Qf benefits under the insurnuce sys­
tem cruu10t he determined with an~' dl'gTCe of n~urucy 
uutil mnre datu ru'f' nnuluble (es]X'('inlly those whit·h will 
t'(IIIJC with the ·nttual pa~·ment o! benefit~ to lat'J(e numbers 
or p<~>p'e). it is c·ertmn that the cootg will be gt'l'at nurl it 
i~ uuJIOI'haut that Oo\'C'nuuent finances should not ~uffer 
through a-eduction in re\·enue froua pny-roll to,~es. 

Administrative Changes 

'J'hc· Bounlrccot umemlti n t tumber of changes t o ilnp t·uvc 
ndmiu i ~t a·nt iou of tlw p a·eseut Jaw : 

J. l uc·lu~iou ot' u provision requi l'ing- cmployea·s nt the 
1 ime or wugc payn wnt to fm·ni8h cuaployccs n stuteauent, 
whir·h tbe.v auuy retain, sho";ng the 111 1101111t of taxi's 
ck'!hwtcd ft'OIIl tlwir wng-es under the old-age itJsm·mtco 
g.v~1<.·111 . 

2. Ext·ht~inu of any nomiunl wagi'S paid to eauplo_,·ces of 
nllnonpro!!t Ol')tnni7~ltion~ now exempted ft 'OIII the t'ederal 
illl'(llllt tnx. :\Juu~· nonprofit organizatiou~. pnrticulorly 
~rnttrunl !"'l!llllization~. witb employees oud oftk-ers drnw­
IIIJt 11 uuunual wage. are uow a-cquired to moke N'(>ort~ and 
JHIY taxes for thl'l'e emplo_,.l'i".;, although the amount or the 
luxt·~ and pa-oapt'<:tiw henefits ilwolved is ne~tligihl~. 

:1. Ext·ht•iou f1·om the definition of wugt'tl of all pay­
tuc nts llltldt• IJy au employeJ· to oa· ou behalf nf nu employee 
amtlca· n l'lu u oa· ~yslcm l"·ovid iug fo1· retia·emeut bcurfits, 
tli~tll il!lln wages. di 811bility bcuefitti, mad mctliruluml hospi· 
t.~l cxpcn~r~. 'fhe pu rpose of th iti JWOP<>~III is to uvoid 
Ulti<:OU I'I\g lll!( p lnns of the nntm·e d escribed. 
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4. SimpliHcntion of the present pro,·i~iOnll with rel!pect 
to IUIIIJI-~11111 po~·rneuts on death (in ttlse the ~11bstanth·c 
•·hang<'>' 1"1'C"On1mend<'<l by tbe Bou1-d are not nmde) . 

.:;. Prtwi~ion that npplirations ror d~ath benefits must 
be HINI wit bin 2 ye:u·~ after date or rlenth. 

li. Simplifh·ation of the J>roredurc for pny111eut to in­
fuut• •n· othr•· lcgnll.'· incompet~nt pcn~ons. 

7. l'n•vi,iou mukiuA" more eqttitublr the •·crovc•·y by the 
}'r•h·rnl Oovc1'mnent of incorrect payment to indiddunls. 

8. P•·nvi•ion •·estwcting the pmcticc of uttorneys and 
"!.:'''"'" lwforc the IJourd. 

9. l'l'<ll' i•iou thut find ings of fact nnd <lc•·i~ion~ of the 
lltmrcl in 1111' nllowuu<·e of claims shnll lw fiun l nutl enn­
tlnsil·•·. 8tu·h 11 IWovision wottld follow the Jn'l-<:~deut of 
tlw W m·ltl \\'Ill' V cterans Act aut! of ot h~r IE•gi~lu I iou wiili 
11'St>t•(·t to lllfE.'II<'i('S similar to the Bo~~t·d which h8udlc 8 
hll'!!'<' nllll111('r of small claims. 

10. ( 'lnrific·atiou of tbc law regardiug sc•·vk"<'l! of uu em­
ployt~ pcrformiuEC botb exehulcd nml iuthuled employ­
meut. 

UNEMPLOYMENT COMPENSATION 

'rite 1111CIII)Jio.vmeut compensntiou und puhli1· n~Mi~h111ce 
pmvi>inn>< or t ilL• Sudul Security Act const itute the 111o~t 
C•llu!ll't'h~u~il'r nlt!'IHpt .'·et made to utilizP 11 ~)~lff'lll of };'~ci­
C1'u i-Stlltc coope•·ation fo•· the golution of 1111tionul Ju·ob-
1!•1 1 1~. 'l'u I>I'Omote State action in unemployment t·ompl•n­
:<llliull tht• F~ul•rn l law !'Stablisbes 11 uniform tux puynble 
h,v ClllpluyN'~< I'Ciftlrtlless of whetbe1· the Stnt~ in which 
tl1c~• npc l'tllc hus ru1 mwtuployment rompcnMtiou lnw; it 
ill<'n l1!:1'n1it" ~niJJIO.v('r.; to offs.•t thE'ir conh·ilmtil)ns uuder 
u Stut(' unemployment eOU IJl('Usatiou law up to 90 \>erecut 
uf the tutu! Fed!'ml tax. Tbe act 81!<0 JJI"O\•id('8 t mt the 
F .. lt•J•al (lovr•·•uueut shall make grants to tlw Shltt>s to 
l'OI'E•r the cutii'C' n(!('e:;sar~· cost of pi'OJ>e•· administrntiou 
of their llnNuplo.l'lllent compen-sation luws. 

'rJI!' ~mmt•ndations of the Soda! Security Bon1'tl J-cl­
nth·c to llll!'IIIJ>Iorment t'Otnl>en~ation deJ~l with cxt~lli!iou 
nr \'OVrl'll!(l', impi'OYeiiii'Ut of Federul-S tutc ··elntion~hip!!, 
null . <·crt nin terbui<·nl changes. t·atiJC1' than nuy fuudn­
nu·utnl 1·hungc iu the present Fcdeml-Stntc putte1'11 now 
>l't ro1·th iu the Fedeml law. 'l'hough the udjushm·ut of 
l•\•d!'l·ui-Stutc 1·elutions is ut be8t 11 uitTit·u lt anu d~licutc 
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task, partit·t~nr!r in the field of social legislati~!l, CJC!)C· 
ri~m·~ Si' fur mdJenti'S n large DK'USUJ"e or su<:tess. l he 1)1'('8-
t'tll Jmwisious of the Fedt>ral law have pi'Oved cotnplctely 
cfftocti\·v in facilitating the euacbuent of State uuemploy­
mt•ut t·OUIJX'IISOiion laws. 'l'hi'Se lows and the <'l1arac·tcr 
uf their udu1ini~t1'11tiou hnve on the whole been rcnilllnnbly 
•at i•fattm·y. '!'he inevitnbl~ administ1·ative diffit·ultics in­
, . .,J,.cd in the iuaugurntion of any large-scale undertaking 
wt•1·~ ncc·c•utuntcd by th~ fn<'t that in 22 Stntt>s lwucfit ~ bc­
t ii iiW puynhle in ,January 1938, at a time of nucxpt•ctcdly 
ht•avy uu~n • ploymcnt. In spite of these dlffictllties, the 31 
ju ri•di<·tiou~ that had begun paying benefits by the cud 
~ f 19:38 l•uvc paid out about $400,000,000 iu benefits to ap­
!li'Oximatcly 3\1~ million 1memployed workcl'l!. The most 
prcssin!!' prohlem in 1:nemployment COIII!)Cn811t ion at the 
PI'C:;('nt time is impl'O\'CIIIent and simplifi~ation or the State 
Jaws themSI'I\'I'll oud of their adminish·atiou, ou the llusis ot 
iucn:a~iug expcriencl'. 

Employers' Tax and Reporting Procedures 

'f hc Bourd is aware of the suggcstiou made ut the t imc 
tht• So~ial Sct·ul·ity Art wus Ullder consideration, that the 
Fedet·ol Oovr l'llmeut should <·ollect the entire F'edt•l'lll tax 
all() mukc gl'!lllls-in-uid to the States, iu~tcnd of allowing 
LUI offst•t on the l<'edernl tux. It was argued thut such 11 
method would 1-elie\'C employers of the ueccssitl' of 1nnkiug 
tax repo1·t~ to both the State uud the Federal Ooveruln<•ut. 
It i~ ! l·ue that this wonld he of some advantuge, 'pal·ti.e­
ulul'l,v to cu•ploym'l! opcrati11g iu mol·e thuu one Stntc. 
I fowe,·el', ut JII'I'!Wilt, the Stale uuemploy1uent compen~u­
tion ngellt ii'S nt'Cd detailed iuformatiou con<·e.,.in!( the past 
workill!( hi~tory of JX'I'SOilS e:uimiup: ben<•fits in Ol"tlr •· to 
tlclt'l'mine thr tunomlt due them. IC emt>loyet'll did uot J•e­
)11.111 dircetly to thr State agencies, it would t>itll!'r bt• urc·es­
:;nry for tlw F'('()erul Oo,·enmJeut t9 fnl'llish the State 
II!!'PIItic~ the t'('()UiJ•ed info11nation, or it would I>C' uecc'&!ll ry 
Cot· the 1-itutl's to de\·elop benefit Jll'OCethn·es which would 
•·limiuutr detailed J'I')JOt·ting. Neither the Fcd~ral GovPrn­
uwut north<' Stat e>~ have bad sufficient experience to wnr­
l'llllt un opinion os to the feasibility of such a dt'llst ic 
d IIIII !{<', 

'l'h~ BOUI'd, howcve1·, does reconUJJCnd that the F ederal 
III.'CIIl ploymcut <'OIIlpenMnt ion tnx J>l'O\'i~iou~ he comhinecl 
w1th tlto"c fo1· old-age insurunce which rtilutc to employer~. 
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~ru·h 11 c-omhination would ba,·e the n<h•antngP or r-elie,·iug 
, ... 11,Jnw~'>' from makir•~~r two i<eparate PP(JI'ml tmc returns. 
Tloi:· :u·mna~ruent would. of <>nurse, not nfl'~t tlw pre~nt 
ofT•t·t t•rtl\'i<iou or the present nse of the proceeds of the 
1 wo ~'<'Jllll'll tc tux!'8. 

Extension of Coverage 

Rt•l!ll l'dlt· :<.~ of wheflwl' fhl' two laxPs 111'1' f'<llnhirwd. the 
ROIIII'I I 1 '1'1 '011111111'11"~ Hw t tlw •·OVei'U !(C or UU!'IIIIIIU\'I'llelll 
1'11111)11'11~11 f i 011 be• lliUd<' Ki mi Jar to f he t•tWI'I'II !(I' 11 Jr·eutly I'I'C­
OIII III(•IHied fm• nJcl-ng-e ill~lll'!\11<'<', With ('('l'f'll ill l'Xf't'llf i HII~ 
In ht• cli*' ll"'<'d In!~•-. Ever\ tlmnr~h tin• tnx pl'tl\'i~iou~ 
~~'"''<' not c·o11 nl oi11Pd. fh<>r<• would hr grent nd\'nntuac~ in 
uwkina the f"''"'i~iou" of tiJP two pl·om·nur~ irl<>uticul with 
""'JI•~·t tu Pllllllo,,·<'l'!< afft'<·fpd h.'' hotlr . Rnc·h n thuu~te 
wuulcl uonk<• it po;;sihle to "imnlifv <>mployl'l.,.· l'l'C<Jrtl­
kcc•piu!!' ullfl •~·t>or·t iug to I be Fl'dl'r:•l ClovPr·mncnt. ns well 
11s to llw Stut~. ~inc'<' thP lattl'l' would nndouhtNlly adjust 
thl'ir· Stntc• Jnws uN·nrdiu~tly. 

' l'h<> •n~ta~tNI ('CIIIlbiuntion or Uw IIIII'IIIJ))<l\' IIICIIf ~om­
)II'IL<ation tux JH'O\'ision .. • ";th thP nltl-11!!1' ill><l ll'um·e tax 
Jll'ol\' i•itlll>< 01' nny b>·<>ad!'nin!! or Fl'<li'I'UI liii~IIIJilo.nnent 
o'OIIIIIf'IIKI\l i1111 111'0\'ixion~ (with tht• CX('I1 11fiun of IIIII r•if ime 
rmulnnoll'nt ) ~hou lol uot heco111~ efft>t·ih·r hcfcll'l' .Juuuar·y 
I. 1941, si nc·c· it would b~ 1 u!crssm·.v tn gi vc• tlw Rtn trx um pie 
"fl)llll'l nnih· In 11111(•nd tlwil' lnw" nrc·ol'(liua l,v. ' l 'hi ~ would 
ulsu ll'ivf• tlw ~tntc• uur·mulonnc•ut c·ontpc•nsntiou ua~rll'il'l! 
snllio·ic•ut ti 11u• to pt•rf't•rt their administl'll tivr OI'J!'UIIizatiou 
llllfl III'O('(•(hii'P!<, 

f11 lllll'lllfl)ll\' lll('llt o'Oilllll'll!<Uiion AS in nfd-nll:C illklll'UilCC, 
tlw B111111l lK'lir,·e~ that it is ucln rinisfrutivl'l,v. f<'llsihl<' 1111d 

in nr·t·m•dnllc·e with !'(llllld S()('i:tl f}"lif·v tn im·hrcJp lhl' cm­
r•lu,nllrnl~ 11ot r·O\'<'l'N) ll\' ':'1'<'~1'111 .FeO.I'I'III pro,·lHion><. with 
tlw exo·c·pt iou,. her'l'a fter diseussed. . 

Prohlems Relating to Agricultural Employment-'Pho 
>ituntion n~ nj:Ti('ltltnrnl ~lll!llon~I'S is ft't'<lllentl.r rlifl'rrcut 
from thnt 111 ruost othrr OCCJ!J)atiolls. Fnt'HI eml>loyet'll 
oflt·n ei•h-'r "'''U s111ull f arms of thrir own. m· live iu hom<'S 
J•rm·iclt'<l }),· the employrr· with the use of land Dll<l l'Qnir­
mrm In t>rolfhu·c 11 pu rt of their snh~i.trtu·c. \\'bile it 
~''''"'" fc·n~ihlr to cover such Ot't'WllR in uhl-nJ!'<? in~nrllll<'l', 
Ill IIIII'IIIIJIU,\'1111'111 I'OIII))f'IISIItiOII lh<'l'(' 111'1' 111111"111,!1 )JI'Ob-. 

I~"'"· f.'or· I'XIl lnplo, in nu11ry cases it wnul() hi' t~x!l·curcly 
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diffi·~•lt to dctcruaine whether the individual should bo t-oll• 
~ialca,•d •·maeuaployrd," or wbethl'r he is normally working 
ror him·~tr. While !lOme foreign syl!tNllS hn,·e been l!.'t· 
teudrd w a-ovc•· at:rif'ltltural employceR. it must be recog­
uirA•tl that thr nt:ritultuml wnge-eamiuJ:" j(I'OIIp in this 
r'llu11 t1·y i~ much leo;a cleudy defin~ .. [t. tlwrcfor~ IIJ?J>CUrs 
i uudri~uhlr to I'('I'Otnmeud at th1s lame the rxtens1on of 

1111
r a•aployment inHm·nuce to co,·er all ngricnl) urul em­

ploya·t·s. I !owrvcr, .1u~t liM 111 the caSt• of olcl·n~e m~ua·uHcc, 
the Huard a·ca·ou•mruds that the lnngua~r of the pre~>CII t 
ex•·t•pt iou a·rluting to "agriculturul lahor' ' in uuy cveut 
shoalld ht• auod ified to uauke certain that this exca•ptio11 
npplies ouly to tile ,..,r,·ices of 11 furauhand cmployl'll hy' u 
$tunll rm·nw1· to do the ordinar,· work eumae<·t('l) witb his 
ra ... n. 'l'lll' Bom~l will eontiuue to ~had~· the problcaus 
iu,·oln~d nntl will mukt• eYer~· effort · to de\'l•lop pructkul 
w11~·g nnd menus of bringing about exten~iou to all 
n):'rkulturnl employ('('S. 

Problems Relating to Domestic Serviee.- Tu the CliSC of 
ah>llll'l<l i<- St'I'Vie~ in n prh·ate home, tbl' difficultieg of ex· 
t~ndin;: UIII'UI)IIUytliCUt COIII(X'IISOt ion 81'1' fill' 11'118 >;Pl'iOII~ 
thuu i11 n::l'i<·nllul't'. 'J'he fuct of unemployment is tuuch 
t•a•it•l· tu dt•t<·•·mine. ' l'he chief problem herr a-cluteM to the 
tlctrt·mi llntiou uml c·<>llt•etioll of contl'ibntinus. ' l' lw Buurd 
twlia•vt•:< 1illl11cstic employees c·au and 8hmald be coveretl i>t 
th<· auac11 t pi11~'1111'Ht iusnmuce pnwisioug of the uct, pl'O­
viclrd snffi•·ie11t titue is ullowed for thr Stutes to pet·fect 
t lwir ndmi 11istmtivc procedurrs. 

Problems Relating to State and Fedet·al Employment.­
l';naplo,"nacut b~· 11 Htatr J!Ovemmenl or it11 insh·umenta'li · 
tw~ nna:<t t<mt imu ... to f>e exufuded from FedPrnl unet\t)tlo)"· 
1111·11~ t·umJ~Ia~tion 1wovisiom; ror tht• rca;;cm~ <'(teet in con-
11"''""' wnh uld-n~o:e insur.m~. Thr Board d\K's not 
l~·li• ''" Hwrt' w.mtd he nnr grent :nlvontn~l' in i'm·l(fdiug 
1-•~h·rnl I'IIIJllu.'·et'S under till' unl'mployml'nt t'OiliJX'USIItion 
pru,·i:<ions. Ci,·iT·servi~ emplo."CI'S are, for t1ir 1host ]1411, 
nlt·c·ud." IJI'Ol!'dt~l 8,1:'Dinst the hazard of unNn])IOnnrut, 
ami it Wt>ultl probably be more prnctil-al to provide !or 
uuiHil'i:·•ra·,·i~e cmplo~·ees tlnon~h S()lll~ for1n of •liMJnis­
,;~1 \\'llJ:'t' a·athe1· than through establishi n~ n·spccinl Nutiou­
wult· nncmpltl,\' lnNat ~ompensation systrn\: 

Huwi'Vt'1\ the Bunni dol'S bcli ~ve that so-r·niiPd iH:;In i· 
nwntnlilic~ t1f t ht• Ft•deml Oovemlnent which ore not 
wlmlly ownNI liy it-><urh a• nutional' buuk8-~huu ld be 
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hronl!ht into Stnt~ Wlcmploymeut compcnsntionlll! well as 
mlllcr nld-ngc in~UI'IIUI'C. 

Nonprofit Organizations.-Tbc Board rCCOIIIIJWnds the 
irwlu,.ion .or ><Prvi.~o: performed !1~ the emplor ~lf non\Jr~?fil 
ut'):nni•~ll mns. 1 h~ Boar-d a nhc1patcs 110 ser·tous 111 nJtn­
i~H·ntiw dilli<·nlt it'!< iu such indnsion. 

Family Employment.- In order· to n\·oicl sc1·ious mltnin­
istmth·t• dillit·ultic>' iu the pn~'ln~ut of m1en1ployuu>ut com­
p•·n~atiull lorll(•fl t3. tlw Boanl belie~•es that the cx!'lusiou o·f 
fn nnh• ••m]Jio.''IIU'Ut should IJ<' retumetl. 

Including Employers of One or More Employees.- Tbo 
Board r·t••·ullllllendK that the present Frdcml r·c .. tr idion to 
<'IIIJI Ioy~"' who huvt• hud 8 or more empltlyee~ in 20 <II' mor·e · 
weeks unl'in~t the yt·ar· be eliminated i<O that the nnl'mploy­
mrllt t'llllJll'lll<ltlion pr·o,isions would eovl't'oll those having 
unt• or llllll't' Plli]JinyPI'S. just 118 in the !'fl81' of old-al(e insm·­
ntli'l'. 1'wrnt~·-four State nuemployment ('OilliWnMtion 
lnw~ alt't'ndy <'OYer ~mnlle~· employers tlmn th084' included 
in thr Federul nl'l as it now stands: of the.se, JO £'0\'Cr 
emr>lon•n; of on<• or more. 

Employer-Employee Rela tions hip.- The Boar·d t-ecoul­
m~ncl• that the· rhn11~es to broaden a ud <·hn·i r_,. t hrm· tet'llll!, 
:thornd.•· dP~<'I'iiX'd in •·oum"Ction with old-ng<• in~urnncl' be 
nl:<o iuc·ol·pm·utt•d in tile Fedet·al provi ~ion" for lmemp(oy­
uwut t·omjwn><tl t ion. 

Genera .- 'l'lw R<un·d ret·onn11end~ thut the Fcclc1·nl pny­
l'oll tax in conncctiou wit'h uucn1plo,\'lllf lll c·mupeut!llt iuu 
lw limitc•d to tlu• first $3,000 of' auuun l wu~o:cs, if' that max­
imum i< I'CtuitwcJ iu the old-age insm·nnN~ tnx pt'O\'i~ion~. 
Thom:h fht• Hou1·d l'l'<·ognizes that such 11 limitutiou would 
1\~lur·<· 11'\'Cnuc sonwwhut , it believes that thi~ dismlmn­
lnj!l' would Ill' t'(IIIUtt'I'Ulllauet'd lw the advuntllgl's to he 
dc·ri\'Ptl fi'OIII making tbe F't.>deml'tax pro\'lsious identical 
for both JII'O.~'l'lllll!<. 

f f IIIINII]!IO,\'IIl('U! COIIIfWUsation ('0\'l'fllA'P is CXfemll'd to 
NllployN.,. of oue or more, the Boa1-d lx>lie,·~ it will be 
ll!'<·rNon·y to exelndl'--for the surnr r-emsi>JI as in old-age 
itllSUrllltt!'-(•118Uillfnbor 110! in the COlll'l)C of the Clllployer 's 
ll11tle u1· busiueS!<. 

Unemploy ment Compensation for Seamen 

L'udt•l· th£• ( 'un~t itut ion it is itnJ>OS.~ihle to conl'c1· npon 
Ill<· ~tnh•a .im·isdictiou ove r·ma1·ttme ~IIIJll<w uu•llt to tho 
~XI<'III uet·tllillii'Y to meet the ueeds of mwm\1loymc11t corn­
pcn"\itiun. ' l ' ll~l·crorc, iu order to afford sue t ]JI'Oil'Ct ion td 
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,e:un~u. i1 would he ue<-eNWry to pass a F ederal n<·l. ~h6 
J3,~1rtl r1'<.,11111ll'llds I hat sn~~~ a~ '!c:t II!' pn~ ro\'erllllj' 
·rll 11111rit ime eruplo),IK'nt wlu~h 1t IS not J){)8Sibll' or pmc­
;il'abh· w brill(( undf•· Stale lows, with the excoptioul! noted 
nuder· old-age instll'lllll'l'. 

State Personnel ,. • , ., 

li,'ud~r· the Jn·cs(.'1Jt F edeml law, before u 1-"''ttnt t o 11 Stohl 
for ""''"'"lo.rmcut ~omJ)ensation admini~h11tion 11111,v be 
t•(•J'tifi<·<l , I he Sot·in l s~cu•·ity Board must find thut the Stnto 
lnw i111·lndt•s j)1'0I' is iolls l'or "such methods of ud111inisl1'a· 
t ion (other 1lu1n t bOtse relnti lilt to selection, t enure of llfficc, 
mul•·ompCIII!lll ion of j)Cl'l!Onnel) as nre found by the Bo111'tl 
to bt• ren:<Onubl,l• r·ulcnlated to insure full pnyn1ent of un­
t'111Jlluywcnt t'llniJ>cu>Sation wbeu due." In another II(."Ctiou, 
the Board is re<JniJ'\'1.1, iu making sncb grants. to detm·minc 
the amonnt "nct-e;;sary for pro pet· admi uist rnt ion " of I he 
Stnte ltJ\1', 

The tJonrd lx•liel'l'll that proper administrntion must 
Ut't't':;:<ltrilv indude adl'<tuate provision fo1· the ~clt>ction, 
tPnur-e ;)!. offici'. oud l'OIIIJM'U!!IItiou of pe rsonnel. Tllrt·e­
fort" it nwy bctu·gucd that a couflkt cxillts in t he )JI'C~eut 
}'t'<lm tl Jti'Ov i~ions. 'l'he B oard believes this ~hould IJe 
re~oh·ed by rCJ>Culiug the parenthetical language <tuoted 
al>uW. 

In the opinion of the Board it is sound polit·y for the 
Stnte nncmployment compensation ngenciPs to have cut ire 
nntlwri l,v nnd rc~pougibility fot the ><election. tenure of 
uffiec, m1d cc>lllJlPIIKUtion of individual employees. But 
this unthorit y a11d I'CS[>OnMibility should be cxerri81'11 in uc­
<·ortlant·c wit), 1.1 ~wtcmatic merit ~~·stem fot· tl1 c <'tiioblish­
tllent and n1aintt;nnuc·c of de~irabie per.;onner stnndun.ls. 
'l'lu• Bon1xl therefor(' t l'I'OIIImends that for rlw parenthcti­
callnn~tna!'(' nlrendv quoted, tbe1·e be substituted language 
requirin~t that methods of State administration shoJI in· 
elude pi'IX>t'<lm-es for the establi shment rrutl' mn intcuonce of 
personn!'l ~tnndtll'tls on a 1nPrit basis . 

. ~llt'h merit •Y•h••n~ should includ!', as dO!'!! the F edcru l 
tll'll -:<ervi~c law, pi'Ohibitiou against politk'lll sulicitntiou 
anti l~'l itit·n l u~tivit.1·, since U1e safaries of State uncm­
J•loynwnt ~OiliJWIISUtfotY personnel arc paW entirely out of 
J.'edt'l'll l fnutl ~. 

'I' hi 1'1 y-ni nc Stntu unemployment compeusut ion agendc~ 
!•h·f·udy npc•·ntc 1111dcr n· ,:,'Cucral State civii-Scl'vicc lnw ot· 
mn<·cmtlm~t·c with nnwri~ ~ystcm established for or by thu 
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nj!o'no·y il!!elf. The elfl'ct of this su~cMted lllu<'n<lment 
WOIIJd simpJ~· lw to IIIRkP J>CI'llOIIIWJ JWUo·tiC(':! aJn•mJy put 
iutn op<·l·ntiou hy n larA'(• majority of Stntl'l! IIIOI'e l(t'nl'ntl. 

'l'lw Bourd l>Plieves that •-eqniriug the State ngeuries 
111 <'>'luhli•h u me•·it system would piMe Fcderni-Stnte ~~­
hlliou• ou u lllOI'C ~tahiP and autou•nti<· bu"i~. In urtnn l 
t•xprl·ien<·c t)l(' 1·csn lt of estnblishiuJ.( nn ndequuh• State 
prr:<I!IIIWI •.vst<•m hu~ hPen to climiuute the n t•cc;~sity for 
do·llli lt•d l<'t•dr l'lll xo·rutiuy of opemtion. 1111d the nux~i bi li ty 
ul' u• i•uudc rstumliusr nnll coutlh·t iu I•'Nh••·n l-Stut(' •·eln­
titou". ' l'he >' I II~J.(Psto•d •·rqnirenwut th us o•u11st itnh•s not au 
cuo·l'nllo·huwut of FPdt•ral untho•·ily in Atnt <• opcrutious, 
hut mt ht'l' u p•·otcelion to the Stnll•s n~ruiust uuduc inte•·­
fcl1'111'l' with their admiJ•istrath·e flllwt iouing. 

'l'hc t·~tulol i~luuent of a IIICJ'it ~~··ton nlso Jll'QICPts 
tnxpn,\'t•l,; uud bt•neticim·il's withiu tlw Stull•. inuslllll('h as 
it mu h·t·in lh· 111hu·es lht' haza t'<l I hat uclmi nisi !'lit ion wi II 
lH1'1l111<' w tiw•ntisfu<'lory that thP State• Juw etlll no lou~rn 
lw c·~l1ifit'tl by the> Boanl us mPt•tinl! thr ntlministratin.! 
•tnndllJ•ciK ur till' l"edeml :wt. StJc·h innbilih· to ('('t·tif,­
llli'IIIIS that I'IIIJ>Io~·I'J'S in a State would be t'l'cJilil'l'il to J>a~· 
'" thl' 1·\ ... h•l':tl UOI'C'I'IIIIIPllt 100 IJI'I'('I'IIi iustrnd or 10 )1('1'­

c·c·nt or tht• l~t·d~··ul tnx. in addition to paying their full 
tux Ulldt• t· tht· Stall' nneuoplo.n m•nt c·lliiiJI<'IIsution luw. Up 
'" tlol' J!l't•st•nt thc Bon1·d has 11ot found it nrt·t·~sury to 
withh111cl •·••1·tific·ut inn in the c·nfiC of mtc>u o ph•~·u tent c•om­
t•c'llsllt inn, nlthouJ.(h it has bP!'n m•c·css•u ·y tn hll'<• StU'h nc;­
liun J'l',l/1111li uu: publir aRsistan('(• ~l'at tls. E fft•l'l ivc• snfc­
U:IIIII'cls shonld he ~d u p. in OJ•clt•r to climinutr• the pns~i­
hilit.'' thut lht• tlt•t•el ic·tious of tlwil· public· KPt'l'ltnts may 
hriuA' snth u JWualty upou innocent t•itiZ('Jis uf 11 Stutl". 

Uni6ca tion of Unemployment Compensation 
and Employment Service 

In orclc•r to tn-omotl' !'ffc>et h·l' udminish·nr iou. tlw Bcmrd 
I'C'COIIIIIIl'lldS tiJUI lh!' arh11inistrnti011 of lllll'lllpJo~-ment 
•·•unJI<·uMtiou unci or I hi' United Stnti'S Employmrnt SI'JT­
io·r bP nnifit'll in a sin)!'ll' Federal bm't'an, in such a way 
thnt till' ><JK1·iulizc-d functions or eat·h tu•c• uot onl.'· pro­
IN·tt•d but st t'('n~tlwned. l n all othl'r countl'ic•s hm·iug 
UIIC•III (IIll~'IIJPIIt tOIIl J>I'Ul>UtiOII S,I'SICIIls, II Hi iiJ.(IC J.(OVeru-
111('111111 IIJrl'll<'.' ' utlmi11i st~rs both t lw phtCl'Oll'llt fuuehou 
:uocl the inslll'llnt·~ fuuctiou. 'L'his hn~< brc•u l'ouud IICl:~l<.'lli'Y 
hc•l·m1xc• of lht• d ose t·dllti t>u~hip es.~r11tinl to t il{' J>I'Otwr 
~·ntTy i n):' our oft hcse two fu11clio11H. fn thi~ o·unntt·y c•:wh 
'" 1111clt••· n ~~~IJ!II'Utl' Fc•derul agPn<·y, nltho11gh in all the 
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Slnll.,. but on!' u sinjtle State agrncy udministcl"'l the IUI­

t•tuplttyuwnt eolllJit'n:;atiou law nud OIJ('rntes the Stute 
('ltllliOI'III~nl liel"VI CC, 

'I he· S04·ittl SecUJ·ity Act pro1·ides that unc•nptormeut 
t·omtlcnsu1ion ~uay be paid 1hrougl1 t~nhlie <'lll)'lo,l' lllcnt 
.. tYkes or ~ueh othe•·ugeuctcs as the Soewl Slocm·•ty Bon1'tl 
111ur IIJIIII'ove. 'rhe Botu·d bas fntt.v t·e•·oguized the dt>sir­
ahilit.'· 111' pu~•iug cluims tlll'OU~J:h public ~·uploy.meut offices, 
iu tmh••· to uid the uuemployecl worker 111 tlu(ilu~J: uew cm­
pluvuocut,nud to reduce the muouut of nnemployntent com­
pvli~ntiou t luilu• to n miuimnm. lt hu:<, there fore, not up­
lll'tli'Cd of tJU.I'Itlcllt of unemployment COil lflt 'H!IIltiou cluims 
th1~m)(h un.v ugo:ucies otlwr thau employment offices. 

Hc•cugnizing tlw ne<·essity fo•· an effi<•ieut cmploy1ncnt 
,,.,.,.i<·e u• 11 purt of tbe proper admiui~trutiou of n State 
uuemplO,I'UICUt t'OUtf!CUsation law, the Bouret bus made 
g-nmt~ lo 1he StaH•s for the administration of their I'IIIJ>loy-
1111'111 :<er1·ice". 'rhe Botu'tl bas realized that it would be 
lllll~'lllllllllil'nl. uudt'Sirabll', and imt>nwtic·abll' to lull'e two 
rmplu,l'llltllt sen·it'es--oue for workt>rs c•ol-~re<l under the 
mwrntlloynwut tOIIlJK'U!<Iltiou laws tmd Oil!' fo•· workl'rs not 
scl <•ol\'1'11-cl. ' l' herefore. it has I'UCOIII11!(1'tl thr Htates to af­
tilinll' with thc U11ited States EmploJ'IIICIIt Sen· ice a11d to 
mnl!'h the 1-'cdo:ml t'und• availahle in emnu•ction with that 
>t'l'l' iec. All tlot• Stntes ha1·e tnken thiR act io11. 'fhe Fcd­
<·l'nl fulldM availnhlc to them f1·om thiR ~om·c·c hul'l• been 
>uh"lnut iully augmented by gra11ts from the Soc in! Scc:urity 
Hna•'ll. Of the tota l 1'11uds uow heing cxpeutled for the 
~> 1 1<' 1'11 1 irou of the expanded Fcdel'll l-State cmpl o~·u•eut ><el'v­
ic·c•. appmxiuwtcly 80 percent is t>I'OI'ided hy grout~ from 
the Bomd. 10 percent by grauts fr0111 the Unitt'cl States 
E111ploynw11t SerYicl', auct 10 fJCrceut by the Stutes them­
<~·h-~. 

Frn111 1he ou1set th<' Board hns I'('('O)nliZt'tl the nel'~ity 
fur •·oot-di11n1 iu~ and integrating its mwmplo~1neut !'Olll­

fK'II>a1ioll fllnct•ons with those of the l'nitcd tnH'M Em­
t•lnyJm'll1 t•J·,·i•·e, iu ortlt>r to a1·oid 1hr dilenum1 in which 
lh<' Stutc agt'ucies would be placed if obli~te<l to dent 11;t1, 
1W<• Pt~lt•t·ul llll;l'ncies having conflicting stnn<lnt'tls mod 
l•~li .. ir~. ' l'he Boord. tiiPr rfore. n~jrotiutrd on UJti'PCIIIPHt. 
1\'Ji h tlw S~c·•·ettn·,· of Labor whe•·t•lll' tlw t'nih·d States 
~:mpt".''lnrut !::icrvic·e unci the BmJt•tl 1~ Bureau of t:ncno­
plnyot~<'lll ('on lfJt•nsa t ion would nf't as i r I lwy wc•·c t\ xinglo 
ug1•nc·y. 'l'his jnint n~treemeut hllll p•·omotctl n conside1·· 
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ulllc olrf!tff of root-diJJation 111111 integration. But com­
pll't(' inli•Jtrnt ion is n~-essary iu the interet~ts. o.f .et-onomy, 
t•ffitirn•·••. mtd ~tood " ·ill. The day-to-day acltvthrt! of tbe 
h){·ul etitployment offices, through whieh unPmploymeut 
C'HIIIJJI'n:<!ttion cluims are paid, ure clo!!<'ly interrt>luted uud 
1•11 ,... i 11 sm·h u way bc>t wecu unemployment t"OIIIJXliL•atiou 
11111i ttln•·t•tttt•nt wMk. tlta t it is necessot·y for u ronsiderable 
r>ortion of the employees to he nvnilable fot· tmnsfct· ft·otn 
utn• oftuwtimt to anoth!'t" as oceasiou t·eqnit•es. Only un i­
llc••l s<I JIC•t·vi~ivn and diret·tiou cau propcl"ly JH"Qt~<>t nnd 
iul•·!!t·uh• the vnt·ious fuuctious that tnnst be• pct·fol"lltcd if 
mwtnp:nycd wot·hn; aud employrt·~ nrc /11 be set·vcd 
lldi"CJIIII I cl.v. 

Other AdministJ:ative Changes 

Tlw B<Hitxl twmnmruds a uumber of other dmnlo(~s dc­
~i~o,'lt~l to itnpt"OVI' thr administration of the present 
pmgrnm: 

I. ltwt·Nt•in!! the authori1.ation for thl' lllmUnl appro­
J•I"iutiun of 1-'t-tlet·al hwds to ai!Si~t thP Sfnte~ in tbe nd­
tuinistration of tbeiJ· uue~nplo~,11ent cotn]len!<lltiou laws. 
Th~ Jll"l'l<l'lll moxiutnm of >!149.000.000 is clenrly iusufficit•ut 
tu tofll"(•t· the IIC<·t·•~H·.v <·ost of pro1>er ndministratiou. The 
Bmu~l rc'Couum•nd• that tlw mnximn111 be t•ni~t·d to $80.-
000.000. 'l'ht• hi•tory of this le!!i•lntion iudicutes thut 
rllltl(l"('SK illt~UCJI'd that the 10-pel"t"l'lll ll~t J!I"O(•cc•ds 111" the 
Pt·tlct·nl tux Khuuld c·,wet· the cntit·e <·o•t of ndtuiuiRtrntion. 
Au 11 11thul"i~nt i on of th is itwt·ens!'d !11 11011111 wonld still be 
cowt•t•d 1J.1· the prlllwble pt·ocecd" of thi< tux. 

2. Supplenwntnry provisinus Jllllhol"i~iuA" the Social 
~c·t·ut ·ity Ilunt\l to enf01x·e reqnirt•mc•uts thul cxpendit1n'' 
"-'" gtntc nllll·iuls or Federal fnuds be in U("(•Ot'dUlll'C with 
th,• Jliii"J>OS<•s nuthol"i7o!'d by the a<·t. 

:l. C 'hnngiu~t the bn~e of tltl' pay-roll tax f1-.m "wujtc~ 
JIOI)"uhlc'" lu "wag<•s paid, ·• thus mnkinjl" it the same as 
that for old-n~'"1' iu~mmtc-e tn:~:es. 

4. l'<•t•mitt in.~t the etllployl'rs to offl'l't n!{nin"t thcit· Ftod· 
•·•·n l tnx, np to tlw 90-J>Prcent tnaxiunnn, all eontt·ibutious 
II IIlli<• lllltfct· State IIII('IIIJllOJ,llt'Ut COIIIJ'CII~Ilt ion lnws. t•e­
L:III"lil!'KS nf whctht•t· nr uot the latter are nmdt• with t"I'Sp<:ct 
tu ••mpluyment us defiul'<l umler tile Fetleml lnw. 

ii. Ext·lu~iun of ••o•uiual wu~tes pni<l to etuploycc:; of 
unup •·ufit m·~tnn izat iou~, us n I ready recommended n udet· 
oJil-111:"1' illKl li"UI II"I'. 

6. J<:x,·luuinu ft·o1 11 thr defini tion of wnges of ull puy­
tut·ul • IIHtd<• b.I' IIU employer to or iu IJchu lr of uu ctupluyce 
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nuder uuy bcueflt plan or system, as dcscribt.'(! i u I be iden­
tical recouuneudatiou made with regard to old-age insur­
anr(•. 

7. Extending the time \\;thin which credit may be claimed 
uuc.lrr the Federal taxing provisions in C4l!Cil where the 
employer Ita~ paid his State tax on time, but bas paid it to 
t11c wroug Stntl'. 

8. Authorizing the States to make their unemployu1eut 
cmnpen>!tttiou htws applicable to persons employed upon 
lnud held by the Federnl Govern ment , such as employees 
of hutc•Jg iu untiomtl J><ll'k~. Congres.~ has nlrrndy cu~~C>h>d 
a stututc giving the States nutbority to apply theil· work· 
men'~ c•ompeusntiou law~ to ~ucb employe~. 

9. ('lurifil'lltiou of the language exclndiJtg Stntc instl'll· 
mentalities to indicate that the exernt>tiou applies to any 
instnuneutalit~· wholly owned by the State or political 
subdivision, as well as to those which wouJd be exempt 
w1der the Constitution. 

10. Cln1·ification of the law as regards servk-es or au em· 
ployl't! 1~rforming both excluded ami iuelnded cmploy­
lllent. The ll!llne recommendation is wade iu <.'Onneetion 
with old·ngl' insurance. 

II. Cln1·ificnt ion of the provisions relating to so-ta!IOO 
••merit-ruting'' or "experience rating' ' under Stutc unem­
ploynwut colll))ensation laws. 

PUBLIC ASSISTANCE 

'l'hc &ciul Security Act offers the Statl't! Federal nid 
iu p1-ovidiujt public assistance for thl'ee g•·oups of the 
ucc'tly-the ag(.'<l, the blind, aud depeudent childr~>n. '!'he 
Kation-wide development of these pt-ogrums siuce the 
J><ll!&li(C of the net leaves no qnestion as to the eftectiveu!'S>! 
nf this Fedeml legislation in promotiuv; mo1-e s~'l!tcmnt ic, 
equitable. nud lnunnne assistance to tltese needy men, 
wo1uen, nnd children. 

As a result of the Federal grants-in-aid which the Mt 
makes nl'ailnble, nllthe States and 'l'etTitories nud the Dis· 

'tri~t of Cohnubin hnvt• joiued iu the Fl'dl>rnl-State old-nge 
as."slllncr Jll'\lg'l'UIII. Forty Stutes, the Distl'iet of Colnm· 
'biu, and l:luwnii nm htking par t iu the prog1·um fot· nid to 
tleprutl ~nt dJildren, and the same numlx•r in nit! to the· 
lll'etl~· bliud. By t he• (,Jose of 1938 somal,77t,OOO t11d people, 
fi:lti,OOO child l·t•n, a nd 42,000 liliml were tbus bf•i ng nidcd 
ft·om comiJinetl Fetleml nud State ruudH. '!'he totnl amount 
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o( Fl'tl£•1'111 nud Stat~ aid given durin~t the flll't1'nt fll!CIII 
war willupp1'0Ximate hal( a bilHou dollars. 
· 'fhP Board N'ffillUllt>uds uo fnmlarncutal ehouge in F<'<l­
vmi·Stutr 1-elotitHIS n~ ~rds pnblit> o!ISistnnee. It be­
lirv('!t, howrvrr, thut c'er1aiu substanti\·e aud Jli'OCOOllml 
t·hunges c·tlll lw mndr which will gn•atly sh•eugthcn und 
illiPI'OVt' the protN·tion now affordrd. 

Old-Age Ass is!.ance and Aid to the Blind 
At the p1'1•gt'11t time, ill addition to reit11hnrsing t he Stntcs 

f•w .>0 J>t'l'c·e HI of the ir nssistanc·r paynwnt~ to the needy 
n):'cd u11d ueccly blind (~uhject to a rnnx iuntnl of if30 a 
tliOflth fOI' t•U r h pCI'Mll aided), the J<'t.'l.lel'lll 00V!'I'IIIl1CUt 
makes an ndditi.urnljlrnnt of 5 perC<'nt whirh t he Stntc may 
uppl,1· to ndttaini~lt·ation. Tbis flat 5 percent does not I'CJl­
I'~'>'<'Ht a11 ud('(Jllllte l<'ooe1·al ••ontributiou for III'Oper ndmin­
istrutiou: untl the Board. thel'!'fore, t'('('Oinnwnds that the 
lnw be anu•ndNI so tbnt Federal 1,rrants may t-eimhurse the 
Htah'l! for 50 l)('reeut of the neee5Sal')' ciJI!t of proper 
a<bnini~t rot i<m. 

Aid to Dependent Children 
'I'hc Bom'<l stt·nn~l.v reeommcnds that gt'tlnts-in-nid to 

tit<· Stull'~ for uicl to drpPndent r hildren be plo~ed on the 
.;o·pt•t'(·c•nt uu1trhin~ ha~is alreudy iu cfl'crt for tlu• othc 1· 
two pr·o~t'llllf~. At the pr<'~eut time the Fedcml Oo,·ern­
nwnt <'ontl'illlltC~ only one-third of the puymcnts uutdc by 
the Htntes to dt·pcmlent r hilclren. As a re~n lt, ft•wrt· States 
ur·•· pu1·tit·ipnting in this p1·ogmm, and in many or the 
!'itnte~ thut Ill'<' participating, tho l ei'(~( of as.~istnuce fo1· 
cleprndt•nt !'llilth·ru is lower than that for the nj::l'<l nud the 
hlind. Tltr uunrl>el' of old people now beitt!( nided through 
Fcdct·ul gmut~ is three timeR as l:u-ge as lhl' number of 
de)>cudent dlild1·en. But the actual mnnber of dC))('ndcnt 
~hild1~n in need of mssistancc and eligible nndet· Jo'ooeral 
nud Stole stnndnrds is pt·obably fnlly ns large ns the umn­
bel· of n('{'(!~· R!(t'<l now receiving assilltauee. 

At pl't'!;('nt the 111aximum amotmll' which mav be token 
intH <·<nl~idrmtion in makin~ Federal ):l'nnts ·nrc >IllS u 
nMath fot· tht• fh'llt child a1tcl $12 for each ndditionnl child in 
the family. 'l'hc Roatxl reeonunends thut tbe>:!C HlllXinmm 
_limitnt ions be I'UiS(•u to the same maxinnmaus that pa-ovidcd 
Ill tl1c t·usr uf HPedy ngcd nutlneedy bliud. 

I n addition to these c·hangli'S ib the ))usi~ of F<!del'lll 
ruatchiug, the Uoard 1·ecomrnemls thnt the ng<· limit for 

2-! 

. . 

) \ \ 

-• 

.. 

Regraded Unclassified



128 

d~1,eu11cnt thildren should be raised in the Federal ia'" 
from 16 to 18 when the child is regula1·ly attending school. 
'fhis would n'COI,'IIize the present desirable tendency for 
t·biltlren to finish high school before seeking I>CI"Illllnent 
cmplo)'IIIPnt. 

For aid to de1>endent children the Ft>deral law already 

l
ll"".itll'S thnt tlu• rost of ndmiuish·ation shall be reilnbursed 
11• U1e F<'llel'lll Oovrrmueut in tpe same proportion us tbe 
to~t of n~iatoucc. This should he retuincd iu plating 
Ft"<lcl'lll grunts fo1· tbis program on au equal n1atchin;)' 
l)lt~i~. 

Public Assistance for Indians 

.c\ unmbcr of. Stutes lun·e a considerable Imliun popula­
tiun, wme ot whom are still wards of the Fedeml Govern­
ment. 'J'hr Hoard belie,·es that, with rega1·d to ccrtniu 
Indians fot· wliom the Federal Oovl'rnn•t•ut is assuming 
l~'ijiJ<HI~ibility in otbl'r respi'CtS, and wbo are ill ul'<.'tl of 
.•ld-a~:e al'l!istauce, aid to the blind, or aid to dl'pendeut 
rhildt't'n. the Federal Qo\'enmtent should pny the eutire 
i'OSI. 1f this pro1·igiou is made, tl!e BonJ'II should be au­
lllul'izl>tl 1t1 uegotiate eooperath·e agre~mcutt< with the 
1m•per Stutl• llJ.."l'tll'i<•s so that aid to tlu'SI' ludiii!IH may l>e 
given iu the ~muc Jnau11cr ag to otb€1' persons i11 the State, 
the on ly tliffet·ettce heing iu the aniO\Ult of the J<'edcl'nl 
•·untt·ihutiuu. 'l'hc Board bl'lievl'l' that it Hhoultl ulso be 
l(iVt'll 1111thority to grant J'llnds to the Oftice of Indian 
AITuit·s ro t•tbis j)III'JJOSC, if that appears more dc~irnblc iu 
C~l't IIi II (•iJ·c IIIIlS! a nCI'S. 

Variable Grants 

.Fl~lct·ul grnnt~·iJt·aid urHlcr the tbrl!l' public a!lllistuncc 
Jll'n·i~iot~~ of the Social Security .Act wiU total approxi­
'!uttely a quarter of a billion dollars duriug the Cltrrt•nt 
6. .... al ycur. Thl'Se grants are made to all States on the 
s.1n1~ pl'reentage basis, regm-dless of the varying capnt•ity 
umou~e the Stutes to bear their portiou uf this cost. The 
r~ult haH bl'en wide difference between the Stall'.'!, both iu 
umub1•t· of pN.,;ous aided and average payments to iudivid­
uuh<. 'l'lnt8, in the case of old-age assistance the umnbet· of 
J!et'80II• beit!,Jt uided varies frotu 54 percent of the p<lpnln­
tion '"'t•r &J ,Yl'D I'S of nge in tlw State with the highest 
{II'OJitll'tiou to 7 Jlercent in that with the· lowest proport ion. 
Situi l:u·ly Stutc uvt•rages fo1· paym~nts to ue<·c.ly old people 
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r·nnl(r fr'Ornnbout $32 per month to f(l. While these ' 'Brin­
tion• ma~· be explained in pari on other· ground~, there is 
11., qu<'l!tiou that tht>y are due itr very lar,re measur-e to the 
,·nr·,·ing l>eonomic tapacitie;; of U1c States. 

't1rc Boa rd belie,·es that it is ~utinl to change the prcs­
t•rrl sv•tcur nf uuirorm percentiii(C ,rrants to n syst•m• 
whcl'chr llw percentnge of the total cost in c11clr Stutc met 
thr'Oul(li 11 Federa l grant would vnry in nf•cot·dllnce with 
tlr~ r·cln ti v~ ~ouomic capacity of tlw Stall'. 'l' lrcr·e ~hould, 
Jwwr•,·pr·, lw n minimum aud maximum lirn itntiou to the 
pcr~·<•rrtnl(t' of the totnl cost in 11 State whi<·h will be met 
tln'OIII(h Fl'(ler·a l grants. '!'he JII'I'SCnt ~yRtcm or nuiform 
pcr~·cntnjl'l' ~t•nuts result~ at best in an mnreceSS~Jrily large 
nmount of moue.'' flowing in and out or the J.'ederal 'l'rea~;­
m·.'·· nml ut wo""t in incr('asing the inequaliticl! which nuw 
cxi•t in the r('lath·t- economie <·apacities of the Stntt>S. 

' l'he Boar-d belit-vt>S that, ";t11 such lal'jl'e sums iuvoh·ed, 
it would II<' desirable to establish an iuter'(lepartnreutal 
IIS(t'ri('J' r'Cpl"CSelll iug t be \'8riO\L~ gG\'Pr1tlllentaf dC(>81't· 
urents which t'Olli'C't aud analyze ceorromie datu ba,iug a 
lll'nring on the r·elath•e economic cnpa~it.r of the v11rious 
Stntr~. Surh un n_~reu~y could be gh·en the I'Cspousibility 
of rletrrrni uin~t tbe relative eeouomic Cll)lll<'ity of the vari ­
ou< ~tate~. npon the basis or which the l'llrying fJCI'I!Cntuges 
of Pcdcr·ul gr·auts wou ld be computed. 

State Pel'sonnel 

\\'i th r~gn r·d to r•equil'iug States to cstahliRh rner·it s,,·s­
lem• fell' the selection and mnintcunnce of fJCl'!IOrrnel, the 
Hoard mukc•s the Mnre recommendations for pul!lic ossist­
nnct• ns for u11cmployure.nt rompelrMtion. Tbrsc-and the 
"'11>'011< therefor'-bavr nlread,· been ;;ct rorth. Tt should 
he noted that in HI States public ns.•istauce n~teneiestrlr('ady 
"J.II'rute undrr 11 sr~tematic merit srstern and thnt in var,•­
iu~r dcgrt'l'S all tlie States have ;;ct' up objr-eth·e standards 
or ~onw ;;ort for the !tell'<'liou of puhlic as.•istnnc·e pel'80uuel. 
In publir n•si~tauce. as in unemployment COIHJiensatiou, 
this P"l\'ision would <h·encthen State ndruini><ll·ntiou. i<ltfe­
,:run r·~.l tnX J>nycr'l! und IJCneficiaries. aud place Fcdcrai·Stutc 
rt•hlt ron~ ou u more stable aud automatic basis. 

Disclosure of Confidential Information 

The Bonrd t-ecourmcnds that Stnt1• public nHsi~tnnco 
plnu" lw r·<•qu irc•d, !IS oue of tbe conditicms for· the t'Cceipt 
,,r J.'c••h•t·u l A'•·mrt~<, to· iuclude rcusonnblc l'egnlntious ,:rov. 
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moim: 1hc cn~lod~· _and l.ll!e of it.s •;~ro". dC'l'ign~od to pro-
1,.., 1lwi r t"Qufidentoal chamcler. I he Bourd beloc•\•e,; thnt 
sowh u JII"O\'isiou is ueees..-ary fo1· efficient uthuiuistrntion, 
1111<1 1hul il ixulso essential iu .ordPr to prott-et bcueficinries 
aJ:uiu•l louuoiliutiuu and exploitation such ns reKulted in 
"'""" Slutes whro·p the public has hud uurestJ•icted tiCcess 
tu ollir iul o·ccords. Efficient administJ·ntiou depends to u 
C:"'"' I'XIcnt npon r ulisting the full c·ooperntion of both 
IIJI)'Iic·an ts mod other pcrsons.w.h'! nrc iu~ervicwcd i.nrclu­
timo In the t•stubhslullrnt of elt,::Jbohty; tins c·oupcruhou ''au 
"""' tw Ht<.•urt·d where the•·e i~ I'OIIlplct(• f•tll olltlcnce tbut 
1hc· iu rol'llwtiou obtained will not bl' nscd in unv wny to 
t•IIII.IIU'l'll"x the iudividnal or jeopardize his \ntc•·ests. 
~imihu· <"UIIsidPJ'utions 111'1' in,·oJved in ~uf~guording the 
nnn•cs uud nddre&'II'S of recipients and thl' uuultllll of us­
"illtmwc thry n'(:CiV('. ExperieJll'P hns J>rov<-d that J>nb­
li<·•lliou of this infonnatiou does uot sen·e the avnwed pur­
l"'~<· of dct~J'I'ill~t iueligible JK'r.;;ona from R)>J>Iying fur 
""'i,tmwc. 'l'h~ public inteJ'l'!lt is amph• 1511feguarded if 
Ibis infol'lll!ltiou i~ available to official tiodics. 

Administrative Changes 

The Bu11nl ret·ou•mend~ u utunbe•· of miuor tcchuical 
dul iiJtcs to du•·ify and simplify ~xistiuJ.: Fedcml public 
nssitilUIICC po·ovixiung: Of these the most im)IUJ'tuut is wo­
vi ~iou l'o•· a diff<•rcut uwthocl of sett1Pn1rut with the States 
I'm· nonuu11lti ••eeovco·<•d frono the e~tutc>s of d<'<'C'I.IS<'d J'<•cipi­
c•lllx ol' ultl -ngc al>Sistuuce. At preseut th<• S tutes un• not 
o·o·qn il·c•l to muke collections a,;uinst the estates of deccusccl 
•·•·•·i pi ent~ : uo•· does the Board propo!!e that auy sucb rc· 
•Jnil~·uwnt be s;•t np. However, a mm1bcr of States do 
lllllkt• ~owh c·nll<~·tions iu aecOJ-clauc<• with tlwir own J>lnu& 
The P'~'S!'III llll'thod of ~l'ttlement lx•twC('u tlw Stat!'~ nml 
llw h •dc•ml OovermU!•nt in stu:h ease~ C l<ellt e~ ueedll'l'J< od­
miuisll·utiw di ffio·nlties which ean rc>adily be eliminatt'd by 
)l('l'lllilliiiJ:r lht• ~'ederal Oo\·emment to offset ills p1-o rutu 
.hnrc or ~ )I(' nu1uuuts rl!(:o\·e•-ed against t be ucxt pa~·weut 
uutdl• by 11 to the :State. 

HEALTH 

'!'he C'loni11111111 of the Soc·ial Sec•m·ih• Bouo·d i~ !IIIICIIIb(•r 
t11' IIH' llltcrtlcplll'lmcutul C'ounnitt~c iu Coonliuutc HPulth 
m1< l \\' t•II'H I'l' Autivitit•s which has Jll'CS<'Htctl to the Pn·~i· 
~ lt • ll 1 11 luuA'·•·n ngp. Nntiounl Health P rol{l'lllll. 'l'lw Bourd 
"' .. r the upillivn that tbe cunctnwut of tho Nutioual Hl•llltb 
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Prf•J!'''"" would not only result in ml'eting n1ort> adequately 
tlw U('(11s of those uow recei\·in,~t aid under thl' Sot'inl Se­
,.,,.it'' .\1·t.hut wonltlulso ha,-e a mati'J-inl effect in rt'(tueiug 
tlu• fin m-e <."()~1 of public assistanc~ undl'r the nrt. 

H1·1·v•uu•cmlution \' of the National H ealth P•·ogrum 
,.11 fls ,,.,. iu<III'IIIII'P ugajllst loss o r wage·~ during di&lbility 
11nt m·i~inl{ out o r emplo,vmcut. 'L'h~ l;lonn l b<>licves thut 
!U]npl in II () f t hi~ I'I'COIIIIIlendat.iOil WOUld fl;O ra1· t 0\\'UJ't) 
1· .. mplrt iug the proh'<:tiou uow nffm·dcd workPI'S oguinst 
'""' nl' wng1·"· 'J'hr present Stnh• worknwn'R compPu~­
linu h1ws off•·•· p•·otection against los.~ of wnp;cs •·csultiul{ 
r"''" injury u •·i~ing out of employnwut. 'l'lw State 1111~111-
J'Io,vu•Put '•·Onii.H'USlltion laws furniKh sonw IJI'Ot(J(•tiou 
ap:ninst wug1• lo•~ due to uuemplo,vment. 'rhP Fl'tlerul old­
ag<' in~urnm·e sy8tem will )>rovide protC'etion ngninst per­
mnm·nt los.• of wages due to old agt>. l;lut, thou~th n few 
worke1.,. lul\'1' some protection throusrh volnntm·y insurance, 
uo <·ompn•hrusiw protection yet ~xist~ against tlll<'IUploy-
111<·111 1h11• to di~tbilit.•· not connected with employment. 
A~ ah·cudy iudiented in the discus.~ion of old-np;~;> insnr­

nm·P. 1111' llonl'll b<>lirves that if fii'Otectiou ngnin~t wage 
)''""durIn p<·•·maueut total di~nbility is p t·o•oitll'{l, it should 
1)(' liukt'(l with that pro~rram sincl' pe1·mnueut disnbilit.•· is 
mo:d lik~l .•· to occu r au1ousr oltle •· workers, nnd the permu­
lll'llth· Jl i•nbl('(l wo•·kt>r leav<'s the labor mnr·kct in IIIllCh 
lht· ";' "'~' s1·n~~ us does l he UJrl'd person. Another •·rusou 
fm· li ukiug permunr nt total disability wit h ultl·n~P iJll!Ul'· 
:tlll'l' is I hat the luttrr is ou a F cdcml basis. L'lw loa<l 
would thu~ be more <·veuly dish·ibutecl nmonjt th<• Stut~>s, 
rhnu would 1>1' pos.,ible if l>l'l'llUillent totul d isabilit.1• were 
1Uhuinistc1•('(] ou a Stntt•-by-State basis, siuee !'Ollie Slate~ 
lull'!' hil{he•· pro).all'tious of the older pet'SOIIS ornoug whom 
dis.1hility lllOI,' fi'I'QIII'ntJy OC'CIIl'S. 

As ri'IC~rds temporary djsability compensation. tl!e 
Bonrd ~hrves rhut thil! can be placed on n State bns•s 
followin~t the prect'dent of unemployment compeusatiou. 
'I'Jw Bom·d n'<'Onuuends that if sucl~ a progrom ·~ iuuugu­
mtftl. it iut'OI'J>Orute taxmg and grunts-in-aid p•-o,·i~ions 
lik!· those in operntiou for tuJcntploynwnt compcm!lltion­
that i~ . JII'OI'i~iou f01· a uniform. F edeml J1ny-roll tux 
ngain• t whkh employer;; would be JWr•nitt<• to o fl'~~t 11 
~nl"llmtinl pr•·tcutage of their coutr ibutious under State 
lnw< f'n•·thi• Jliii'J>Ose. If Cougt·css should not wish to levy 
1111 nddit innul pu,v-r oll tux at this time, this ofl'~t m i~eht ]J!l 
nllow;~l ll~otnhl•t the pr~.ent tax levied U)>QII the t'luplo)·ei 
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umh·•· t lw old-age insnJ'auce l'~stcJJJ. But it ~hould bo 
ro•nli1.ul that this would IIJIIh'l mlly t('(IUt·e thr p roc('('(ls 
:1\ailnhl~ fo•· fntm·e old·a~r in• II'IIJWI' b.t•nt>~t.•. The 
U<word r•t ill noll"- thnt n syst ~JU ot tempora~y IIJ,nlnhty COIII­

IH'II'IIIit>ll wo11ld iln-oh·e a c-o~l o~ IIJIJll'OXIIIIIIII'I~· I JX'l'C<•nt 
uf ""J..'\•. H n State Jt•,·icd a lnx or I t>t'Jct•nt puynhle 
,.,111ully h,1· l'lllpln~·I'I'l! uud employt•rs. nll<ll~'lllll r to em· 
pin.•·•·•·, of"" off~ct up to 90 pr •·ecnt y_f :o l•<'dc~n l ta.." of 
OIJ II··I•nlf ur I I'Cl'('l'llt \I'O IIId be Sllfl tCII'IJI to ('ll:tblr the 
S lult•s to p•·o•·ii <' lt·u >f>OI'(li'Y disub ilily <'O III peii'-UI ivu. with, 
, 11t 11 w l'isk or 11 11 ru i r· co• upct it ion on t li t• p:11·t of enn>loyt•rs 
i11 ullll'l' Htalcs that fui l to pa~s ~11rh lt·g''lnt ion. I 11 ot'der 
In nffnnl thv !'lt:o lt•s ample' opport unity I<• <'11111'1 1111• nn·es­
""' '' ll'gislnt illn, the Hr.nnl ' J't'<'lllluurnds thn l 11 11_v F ctlcml 
1wt ho11 in t I lis fit- ld ~hould not be n1ndc cfi~ct i v~ prior to 
Jamw•·.•· I, 1941. 

GENERAL 

'l'ht• Bu:11·ol J't~'OIIIIIll'llds the followiug :nue11dtnt>nt• of a 
r:-•·tlt•J :ol t•h:u·ul'lcr. 1' hese m·e to n ltii'!{C cxt<•nt sdf­
~~plnn:Jttll·.•· : 

1. .\11 :JIII!'IIIhuc·ut to J>l'Obibit f hc tli"t'IO"III'C Of infoll118· 
tinu uloraitll•ol b.•· the Bmu·d or it~ l'lll'pln,l' l'<'" CX<•t•pt nnd~r 
o·o•llniu ,.,.,f l'i•·tt'd <'OIHiitiou;. rl'lntt·tl toJ IJ1'<1JICJ' nthniui.,;-
1 I'll I ioo11. 'I' he• Jl '''''·i•ions wb ich I he B ou rd l 't'Culumcnd~ are 
.iruiluJ' lu " '''''' :JI I'~udy applir·ulolc to the Yct~ J·u n:;' All· 
uliui:-~t 1·ut io11 . 

2. Au "" ' ''lldtu<'ut to conft•t· npou tho Ruf'in l S (•<'lu·ity 
llro:n cl I ho · puwr·•· to is~n e Sll hp t·Hns, ad 11 ti ni :;t cr oatlt~, 
111111 <•XIIJIIi ll t• witw•"cs uncl l hl' lil;o• in CIIIIILCt·fiou with its 
nd111i ni>f l'rlt iull of I be Soria] Set~~t·it l' Ad. ' l'his I'CCOIJI· 

lllt'llll:tlinn i~ in liuc with lite nll lhUJ·'it ,· t·ou fc l' l'l'll on ntt· 
liU'I ,:t~ • til(' l' :uhuiui ... h·ath·t· n.:•'w·it·"'· ·~th·h a~ the y ·cter­
au, · Aohllilli>tmtiou. the Ft~PJ·al 'l'l'lldc Cou llllil!.~iou autl 
I be !:>l.,Uritic.> und Exchauge ComllliS!!Ion. ' .. 0 
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RE: SOCIAL SBCURITY LBGISLATIOJf Jaunary 10, 1939. 
2:30 P, Jl, 

Present: 

Edcles: 

(B.eld in tbe Secretary' a Office. B.ll.Jr. Absent . ) 

llr . Bccles 
llr. lltmeyer 
llr. Hanson 
llr . Young 
11r . Blaisdell 
llr. CurrJ \t,.. 
llr . Taylor 

- 11r. Banes 
llr. Bro'llll 

,. llr. llcRernolds 
lliss Dul.l..es (Soci.al Security) 
llr. Blough -/ llr. 

/ llr . 
n. 

/ llr . 

Kurp}l.y _.Ri."1b 
Dela~, Frederic 
Bell 

I guess we are all here. 

• 

In the absence of the - llr. llorgentbau, the Presi.­
dent asked me to get together the Fi.scal and llonetary 
Committee, of whi.ch llr. llorgentbau is the Chail'll&ll, 
and consider from a fiscal and monetary aspect , 
the Soci.al Securi.ty report that bad been submitted 
to him by the Social Security Board. 

This report was received by me and I think also 
llr . Delano, last evening or thi.s mornlng. I thillk 
possibly the Treasury, and llr. Bell, the Budget, 
bad access to i.t a little longer than - prior to 
that tillle . So that we haven't bad arq - very long 
to go into it in detail except we are somewhat 
f8llliliar, in a general way, nth the de~elo]paltnt.s~-

It aeeas to me that tbe - thi.s Board bas to con­
sider what affect the Social Security taxes and 
payments are going to have on the economy in 1940, 
in particu1ar, because it is, as I understand it, 
that 1940, when the increased benefit payments 
and also the increased contr ibution, will become 
effective largely. 
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The - ah - the President has indicated, in l i ne 
with t he views or the Fiscal and Monetary Com­
mittee, that a national income or eighty billion 
dollars should be the objectives of the Administra­
t ion; that that should be met; only by getting such 
a national. income can the country expect to have 
a balanced budget, without substantial increases 
in taxes; that an eight y billion dollar income 
flould , at the approldlllate present tax rates , would 
bring about, without subst antial, material cut s 
in expenditures, a b3lanced budget. 

Now, t he findings of the Committee, also - that 
is, the findings of the experts of the Committee, 
also to the effect that we could spend this year, a 
national income of not less than sixty-five, and 
possibly as high as sixty-eight billion dollars, 
taking t he year as a whole . Tba t would indicate 
that by the end of' the year, 11' an average of' 
sixty-eight is reached, taking the year as a whole, 
that the current income, national income, would 
likely be seventy billion dollars t he latter part 
of t he year, if recovery continues. Therefore, 
if recovery for 1940 is t o continue, the matter 
of fiscal policy is of paramount importanc~ and 
in that connection, I 've got a lit tle statement 
here I'd l ike to read as br inging to what to f1lY 
mind i s the problems for this Committee to con­
sider, in line with their action that they have 
taken in the past with reference to fiscal policy. 

• 

"It appears that there is a distinct likelihOod 
of payroll tax collections exceeding benefit pay­
ments on both old age and unemployment insurance 
accounts'of a maximum of' a billion and a hslf' 
dollars i n 1940. In l9J7 the increase in payroll 
taxes, on the decline in w. P. A. expenditures , 
were contributory rectors in the decline in con­
sumption that preceded the down-turn in business 
a ctivity. An increase in payroll taxes in 140 
is scheduled under the proposed law, and there is 
a strong likelihOod that w. P. A. expenditures 
will be cut in that year . Hence, there is a danger 
of a repetition or t he 19J7 experience." 

Which means, of course, the ultimate eighty billion 
dollars i s nipped before you get close to it • 
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nwe recommend, therefore, •••• " 

I am - I am merely giving you this as a tentative 
outline or ~ views or the thing as a result or 
what little study that I have had a chance to 
give to it. 

"···· that the probabilities or lessening the 
disparity between payroll tax collections and 
benefits 1n 1940 be explored, and where feasible, 
adopted. In default or this, expenditures else­
where in the Budget will have to be expended; 
hence, resulting in a larger deficit to compensate 
tor the deflationary affects of the present Social 
Security insurance program, and to avoid the danger 
of a down-turn. 

"A, Lessening of the disparity between tax 
collections and benefit payaents would first 
lessen the danger of a decline 1n consumer buying 
power in 1940. 

"B. Mark a return to the general principles of 
the plan recommended by the Committee on Economic 
Security in 19.34, which envisioned a gradual 
stepping up of tax rates so that a three per cent 
rate was not to be reached until 1947. 

•c. Strengthen the whole Social Security program 
against attack by lessening the disparity between 
current costs and current benefits. 

"D. Mot increase the budgetary expenditures 
or bookkeeping deficit.• 

Now, those are the four outstanding effects that 
a lessening or the disparity of the tax collections 
and the benefit payments would have, and it would 
seem to me that a fiscal committee should explore 
the possibilities or reducing that disparity if 
a program or a continued recovery 1s to be expected 
in •40. It we want to avoid the dangers of ' .37 
by collecting a possible b1llion and a halt 
dollars more than is di sbursed, thlls 1118k1ng it 
necessary tor a larger expenditure to be aade, 
and larger budgetary deficit to offset the affect 
of those collections, to avoid a down-turn. 
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Now that - that is just - it seems to me - I tried 
t o make a general statement or what seems to me t o 
be the problem, and the con3iderations that the 
Committee should take into account. I merely 
stated those as my views and I would like to hear 
from other members of the Committee with r eference 
to - with reference to this matter, and we have 
Mr . Altmeyer with us, so that he might s t a t e a 
case for the Social Security people. 

wr . Del ano, have you any thoughts on this matter ? 

Thank you. wr. Banes, I have not t alked with 
Wr . Eccles about this matter, but the Advisory 
Committee of t he Social Security Committee was 
1n session Saturday, Sunday, and ~onday, and we 
had a good many t hings to go over, and it was 
during t ha t meeting t hn t somet hing was said t ha t 
the President would, in a day or two, make a mes­
sage to Congress on the subject of his Social 
Security payments . I think we, all of us , came 
to the conclusion, per haps not reasoning just the 
way Mr . Eccles has , but comi ng t o t he same con­
clusion, t hat it would be very unfortu.nate to -
to build up a fund of a billion, a billion and 
a quarter , or a billion and a half, which would 
not be expended just at a time when we were try­
ing to raise our national income. 

And my colleague, ur. Rum!, was very much agita ted; 
Dennison, also, who has been a student of t his , · 
was very much agita ted on the question. Rum! 
would have been here this af t ernoon, but t he 
doctor put him to bed and told him he had t o stay 
ther e two or three days ; he•s been burning the 
candle at both ends . But I confess, I have not 
read wr . Altmeyer's r eport, which came to my desk 
t his morning. I thought I •d get a half or three 
quarters of an hour off to do it, but I haven't 
been able to, and I am not criticizing - criticiz­
ing the r eport a t all . 

is for 
v~t I - what I would like/ him and other students 
of this question, to see what we are up agai nst; 
that we are all after the same object. Yle want 
to - we want to t ax that which will do the l east 
harm, and we want to a l so to distr ibute the 
money where it will r esult in the bigges t turnover , 
and, of course, I don't pretend to know t he whole 
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story or the Social Security, but it would seem 
to me, and I have been thinking this way for two 
or three years, that I assumed the Government was 
DOt in the position that an insurance company is 
in; that is, it isn1 t the actuarial problem of 
having to set up a reserve against each individual 
case. In the case of the ~vernment there is an 
aruq of men mar ching alongOne end of the ar111y 
the men are twenty years of age; at the other 
end of the ari!IY they are siXty-five years of age, 
and they are dropping off at the ol d age end, 
while they are coming in at the youthful age. And 
that - it ought not to be - it seems to me there 
is a problea 1n mathematics - it ought not to be 
necessary to build up the rum that is big enough 
to take care of a.ll. those men, and I suppose that 
was conceded; I suppose tbat that bad been f ound 
the experience in England and in Germany, and 
tba t the people who were talking about building 
up a huge fund , which we would turn around and 
invest 1n our own Government obligations, thought • 
it was a fantastic pi ece of machinery that needn' t 
be set up . 

Now, I may be all wrong, and I am ready to sit 
corrected . At aey rate, what I did t hink, and I 
am awtull.y sorry Secretary Korgenthau isn't here; 
I do hope that - t bat u tters are not so urgent 
in Congress that the President has got to i ssue 
a message on this before this important question 
has been thought over and debated and considered 
by the experts. 

How much time have we got? 

Well, the information I got, they wer e in a burry. 

Does that mean this week? 

There wasn't a question of a deadline; it was a 
question of giving immediate consideration. 

I think it is this week, isn' t it, Mr . Altmeyer? 

Yes . 

But there seemed to be pressure and • • • • 
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I do uDderstand that one or the urgent reaaona for 
this thing is that there is such a large number 
or men in Congress and I won't say I hope they 
are not in the majority, but there are such a 
large number that want to Jump the extrue of the 
Townsend plan ill some form, that that is what is 
making it urgent. But it is too bad 1f we let one 
unsouDd plan force our hand illto reco-ending 
another unsouDd plan - less unsouDd plan, I'll put 
it - but still, as r see it, either is unsound . 

This week is, 7ou say - the White House thought 
this should be the deadline. Is there any par­
ticular reason for t hat except the one that Mr . 
Delano mentions, the getting it up to Congress to 
offset other schemes that were being proposed. 
That is the principal reason, is it not? 

Well, I talked with the President a couple weeks 
ago about it aDd he wanted to send it up this week -
send his message up this week - and I have • talked with the Committee Chairmen in the House 
and Senate, and they are e~cting it this week, 
and on the House Ways and Means Committee par­
ticularly - it's arranging its calendar to take 
it up as soon as they finish with a code of some 
sort or other; I don' t know whether it is some 
sort of a code - something or the Treasury's . 

Internal Revenue Codification. 

They thought that would take just a few days. 
If you have looked at this report, I think you will 
find that the record does not preclude very extended 
consideration of the exact plan that the Government 
may recommend. It was worded in such a way as to 
permit us considerable variation, freedom, in de­
ciding what sort of a plan we would finally recom­
mend; and, secondly, the President ' s message 
accompanying the report, I would imagine, would 
not uDdertake to commit him or the Admill1stration 
on the details or on this particular poillt that 
you have been discussing - the disparity between 
payroll tax collections and benefit payments. 

so, from the standpoint of the message going up 
t his week, and our report going up this week, I 
don't think your Committee is precluded from giv­
ing further consideration to the problems . 
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)low, I mi ght explain, in a general way, what our 
thinking is, relative to the plan that we are 
recommending 1n the report, in gener al, and which 
we would reca.aend more specifically when called 
upon. 

We reco-end, ca.aencinc the payments of benefits 
under the old-age insuraace system, in 1940 instead 
ot 1942. We are recommending the liberalization 
ot the early benefit payments so that the net 
affect of both of those recommendations conceiv­
ably would be - could be - that there would be 
no disparity between the tax collections and 
the benefit payments in 1940, particularly 1t 
there were a dip 1n the industrial activity curve, 
because your payroll tax collections would decline, 
whereas your benefit payments would be likely to 
increase, for the reason, or course, it is obvious 
that the payroll tax collections would decline, 
but the reason why the benefit payments would 
increase, is that it's been the experience under • 
the Railroad Retirement system that the rate or 
retirement is geared very closely to industrial 
conditions. That is when unemployment - when 
employment is scarce, why there is a more likeli­
hood or retirement taking place than when there 
is tull employment and the men can make good wages 
by staying on the job . Now, I take it you are 
most concerned about this old-age insurance 
system. You are not- you didn' t ••• •• 

Well, the unemployment end of it. I don't 
suppose there is Yar y much that can be dona, and 
it would pe more difficult, at least to do an7thing 
about that. 

On that un8lllployment and, if our calculations are 
right, there would be no more reserves building 
up attar all the states are in operation, to an7 
considerable extent at any rate, and 1t you ran 
into a period or depression, the payments out 
ought to exceed the payments in, so from the 
standpoing of your Committee, I don ' t think there 
1s any great problem inVolved 1n the unemployment 
compensation features . 

Now, on this old-age insurance system, I think 
that we have to bear in mind that it is a program 
ot old age security that we are speaking about, 
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and we shouldn't, therefore, rivet out attention 
entirely upon the Federal old age iDBurancy 
syatea, but we IIIWit, and should, take :lDO 
account the stete old age pensions as well, 
because they are part ot the saae prograa, pro­
viding old age security. In taot, at one tiae, 
the recOIIIIlendation was .ade that the payroll taxes 
be used to finance the state old - the Federal 
share ot the state old-age pensions. 'le have 
opposed that and continue to oppose that. We 
reel that the old age insurance system ought to 
be kept separate from the state old-age pension 
plan. 

But, from the standpoint of your Commit tee, take -
which is concerned with the i ncome and outgo, as 
I understand it, of the Government in a period of 
depression, certainly you should take in account 
the incoae under both the state old age pension 
and the Federal old age iDBurance, the cash 
income and the cash outgo. Now, 1f you take into 
consideration - first, I might say that at the • 
present time the Federal Government is paying abcut 
ah - at the rate of about two hundred fifty million 
dollars a year to the st ates; a quarter ot a bil­
lion dollars as its share of the state old age 
pensions that are_ being paid. 

OUr estimates submitted to the Budget Bureau 
indicate that there will be a continued increase 
in those expenditures on the part ot the Federal 
Government . we have made recommendations in this 
report for further liberalization of the state old­
age pension, which would increase the expenditures 
still more . 

This comes out of the Budget, however? 

This comes out of the Budget, but I think i t must 
be taken in account in figuring the cash outgo 
on the part of the Federal Government. It 
certei~ enters 1lllmediate1Y into the stream ot 
purchasing power. 

From our point ot view here, I don1 t t hink so; I 
th1Dk all we•ve got to consider here - you might 
say w. P. A. also does that - the thing we ' ve got 
to confine our consideration to here is the effect 
ot the Social Security program so far as it 
creates a fund is concerned, in excess of what 
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it pays out, as on the Budget. 

Well , that is part of it; what he mentions is 
part of it. 

: 41 

What he means is, as I understand, it has to be 
especially appropriated by Congress for - tor -
f or a contribution to the states old age funds, 
end it doesn•t come automatically out of the fund 
as a result of an old age pension law, that a.fter 
it is passed works automatically. 

It comas out of the general funds just the same 
as the appropriation. 

But it doesn't show like the other does. If you 
pay it out ~f the fund you h&ve accumulated, 
then i t is different than where you contribute 
t o the state, such as Mr. Altmeyer means._ ~n 
one case it increases the budgetary deficit; 1A 
t he other case it does not. 

From the business cycle, it is e.xactly the same. 

I think we should get all we could f r om that 
s t andpoint, but it seems to me as I get it, the 
thing we ' ve got to consider in this particula.r 
program here is, "What portion of the taxes come 
into this fund that are not paid out of the tu.nd?" 
The thing that is outside of the Budget, we ought 
to consider this outside of t he Budget, because 
when you get into what is going to be put into 
the Budget, you could.-it seems to me me it is 
outside of the particular consideration that is 
her e . Uaybe I ' m v~ong , but it Just appears to 
me that if you want - naturally, if you want to 
put enough in the Budget, to offset t he accumulation 
in the fund, then you compensate entirely for the 
accumulation in the fund . 

That is right. 

And I think we should point that out to the 
President, because that is a question of whether 
or not he - he - he might want to consider increas­
ing his deficit , increasing his Budget to a poi nt 
sufficient to off set a billion, or a billion and 
a half or whatever the case may be, accumulation 
in the fund . It is up to him to decide that issue, 
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but I think this Committee should point out that -
that- that- • • • • 

One has en effect on the general budget and the 
other does not. 

That is right; just point it out to him; that 
is all. 

Now, turning specifically to the Federal old age 
insurance plan, I think in giving consideration 
to that , we have to beer in mind that we ere 
dealing with a l ong range program. We are not 
just dealing with 1940. We are dealing with a 
program that will not reach its maturity for 
forty-five years. Secondly, we have to bear in 
mind that t here are very delicate relationships 
between tax payments or contributions, as they are 
called abroad, and benefit payments, and we can 
not disassociate one from the other. We have 
spent three years at the Social Security Board, 
a large staff of technical people, studying these ' 
relationships and they ere not at all simple, and 
not at all easy to reconcile . 

Now, from the standpoint of the actual disparity 
t hat exists now, I think those figures you have 
are not in accord with the Budget estimates. The 
figures I have before me indicate that the 
probable payroll tax receipts for the old age 
insurance system in the fiscal year 1940 is 
five hundred ninety-eight million dollars, if the 
one and a half per cent goes into effect on 
January first. 

You are speaking or the fiscal year? 

I'll take the calendar year, 1940. If we take 
the calendar year 1 

the payroll tax receipts under 
the Federal old age insurance system, with the 
one and a half per cent tax, would amount to about 
seven hundred fifteen million dollars. The pay­
roll tax receipts under the unemployment insurance 
system would amount to about eight hundred forty 
million dollars . This is calendar year, 1940, 
making a total of a billion five fifty-five million. 
If we run into a period of business depression, 
as I said, I think it is fair to assume that the 
collections under the unemployment insurance system 
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will not exceed the payment s out of cash under 
that syste~, leaving you a f igure of seven hundred 
fifteen million dol lars to consider. Now, ot 
that seven hundred fifteen million dollars, 
approximat ely a half billion dollars would be 
collected at the present tax r ate, so what we are 
talking about now, when we are t alking about the 
stepup f r om one per cent to one and a half per 
cent is a figure of about two hundred twenty-five 
million, or a t the most two hundred fifty million 
dollars . 

Now, I think that figure must be kept in mind i n 
i ts relationship to the whole Federal Budget, which, 
as I remember , is about nine bi llion dollars a t 
the present t ime, and in determining what the 
effect or t hese taxes are, disassociating them 
entirely f r om the Social Security system, I think 
it is fair to bear in mind their proportionate 
r elationship to the whole Budget , but as I say, 
from our standpoint in the Social Security Board, 
we are much more concerned about maintaining t he 
proper relations within the Social Securit y 
System, and we would fe el that to destroy t hese 
relat ionships under the Social Security Syste,u, 
because of a dispa.rity, would be unsound. 

How, t hat is not saying tha t we do not recognize, 
from your standpoint, the effects - economic 
effects or that disparity, but we are - we are 
saying that at the wor se, if that disparity could 
not be corrected through an adjustment of t he 
Social Security System, without test tries of 
essent i al relations under the Social Security 
System, then it ought to be neutralized through 
other f inantial relations, receipts of a regressive 
charact er, or an increase of Governmental disburse­
ments , sending money into the s tream of purchasing 
power, rather than to concentr ate upon that 
Social Security item, disassociated from the re­
lationship with our whole Social Security prograa. 

You ere speaking of relationship; are you referring 
now to the relationship under the present law or 
what might come out of the new lew? 

Under the present law. I am speaking of t he present 
law. 
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Now, what we have been tryina to do is to devise 
a plan that would reduce that disparity under the 
Social Security System, and so to t hat extent we 
are in complete accord on - no - no disagreement 
at all. 

or course, you are arguing for the principle of 
building up a reserve. 

No, I don 1t care anything about the reserve. 

Well, if you el1m.1nate ••••• 

Well, he takes away t he reserve later on aoother 
way, do you not? 

The reserve is a reducible element in this Social 
Security; it i s something none or us bas ever 
booked on to, for it•s own sake. It•s got book­
keeping elements; if you speak of it as it repre­
sents tax conditions, it's got economics . We have 
always looked upon it as an assidual element- get' 
a pattern of taxes that is reasonable and then 
devise a financial plan that will take care of 
those benefits in a reasonable fashion, and then 
determine how much t he Federal Goverment may want 
to contribute out of the general tax revenues, 
and then after you have decided that, your reserve 
takes care of itself. 

Well, . ••• • •• 

I was wondering if you bad made any estimates of 
the probably benefit payments in 1940 if your Act 
is amended to advance the payment date. 

Yes. 

That would reduce your seven fifteen by some 
figure . 

It is entirely probable that the benefit payments 
under a liberalized plan which we feel would still 
be reasonable within the framework of our Social 
Security program, would amount to a balf billion 
dollars . 

A half billion. 
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A bal .f billion. 

Does that include what is now under grants? 

No, that just i .ncludes payments under the old 

• 4r: - ;) 

age insurance systea itself. rr you ' re conti.nu1ng 
in the grants made to the states, or old age 
security, there would be an excess of payments 
over and above the collections under the old age 
insurance system. 

What I am getting at is you are going to collect 
under the present Act, about seven fifteen million; 
you are going to pay out five hundred million in 
new benefits , leaving two hundred fifteen million 
the Treasury Will collect. We are paying out at 
the present time, one fifty million dollars in 
grant&. UID!r your proposed scheme the amount or 
those grants, annually, will increase . Bow much 
over two fifty will they increase? 

We estimate, in 1940, about three hundred fifty 
million dollars. 

That is an increase of three fifty? Does that 
include all grants? 

Only old age pensions. 

• 

As I understand your report, you don ' t , in your 
report, and I think that it possibly should be in 
your report, if there is this difference of estimate 
as to just what your estimates are as to the expected 
receipts and resources and disbursements. 

No. No, we don' t want to put any figures in this 
report. This is a general report to Congress . If 
we get into figures we just get into all ki.nds or 
trouble . 

Then, of course, if we don't have - if there is 
no figures in the report, then, natura.lly, all 
this Committee could do, and it doesn't seem to me 
that it is our prerogative to go into the merits 
of the type of system - that isn't the point hera, 
because you made a statement with reference to - a 
while ago, With reference to the type of the systea 
itself, which I don't think that we want to discuss 
the merits or, that it is merely the question or 

its fiscal and monetary relationship • 
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Bow, in order to get at tbat, it is absolutel:r 
essential, !rOllA our point of view, that we have 
some ver:r accurate - as Marly accurate as it 11 
possible to get - estimates of what the incoae 
is going to be and the sources of the inc0111e, and 

we don't want to under estiaate it for our purpose, 
and it seeu also on the otber side, that we should 
have some very accurate estimates aa to the way 
the disburse..uts are going to be, so that we 
can then point out to what extent the operation 
of the fund is going . - I mean, the operation of 
the Social Security plan, is going to add to the 

reserve tund. And 1.f it adds to the reserve tund, 

a given amount, it seems to me that what we, as a 

cOIIIIUttee, could do, is merely point out to the 
President that it adds that to the fund and to 
that extent that it takes in more than it pays out. 
Then it aay well be necessary to increase the Budget 
disbursements. 

Cut down on the deficit if they are going to pay 
out. 

That is right; cut down on the deficit, and on tbe 
other Aa..n4, cut • . ... . 

That is what I was trying to bring out - if these 
recommendations of the Board were adopted, the 
chances are we would pay out more in 1940 than 
we would collect in taxes. Under the unemployment 
tund there we would pay out more, so the outgo 
of the Treasury would be acre. 

• 

Our whole group over there disagrees very, ver:r 
much with these estillates here, and Kr. Hanson too. 
I'd like these two men that have been givi.ng some 

thought to this, to diacusa this briefly, at least 

this aspect . 

The whole question really turns on this technical 
problea: If we accept one basis, as Mr. Bell said, 

you can expect an estimate of overpayment. 'fbe 

estimates we have worked out in addition to research 

and outside experts, indicates a di fferent picture, 
ent1re.}J di.fferent fr011 ODe b1ll1on three to ODe 

billion five of overpayments in 1940· 

In the two fields? 

- ·. ~-~·. 
... ~ "" ··~ 
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Brealdng that down a bit, we astimate the tax 

collections on old ace account in 1940 at nine 
bundred ai.llion dollars. 

That is different trom the Badcet estiaate. 

That is the calendar year, 1940. That is aasuminc 
the Budcet ia u tbe Board reco-ended - that 
aasuminc increase •••• • . Payrolls in 1940 will 
averace tbe same as in 1937. We assume those are 
the main assumptions of how those estimates were 
arrived at. The old age, on the unemployment 
accounts - there is an estimate he.re of a billion 
tax collections in 1940 - same assumptions. 

That is on tba '37 p&Jroll? 

Yes . 

Well, you haven't used then, the Budcet estimates 
ot receipts . 

You didn't give Budget estimates of receipts tor 
the calendar year . 

You baventt used the Blldget one; I don't see how 
tbis Committee - the Committee tor the President -
can t ake aeythinc but his official estimates , 
After all 1 the ink isn't dry on them yet. 

That is true, but naturally you are conservative 
on tbis increase or two per cent on the payrolls 
tor the second quarter or 1938. 

• 

But Social Security Doard and Treasury is in agree­
ment on it. I certainly don' t think this co~ttee 
can revise the President'• estimates. 

Then J: don ' t see, Mr . Chairllllln, if there is no 
case, if those are the figures or estimate, then 
there is no point at issue. 

Well, it seems to ae that this committee then 
should report to tbe President that baaed upon 
these tigurea tbat Mr . Altaeyer - I think we should 
say we have considered tbis report and that based 
upon the figures that Mr. Altaeyer gives us, tbat 
the income or s even bundred some odd1 the disburse­
ment of five hundred some odd, that it leaves only 

two bundred aillion in the tund. I aean, Uter all, 
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if it gets down to a question of where we can only 

poi.nt out what the f i scal effect of this is on 

either. some assuaed figures ' hat we•ve got to make 

ourselYes, or upon figures that we ere wi.lling to 

accept from the Social Security Board - either 
one or the other . 

Still, •• ••••. 

Row, of course, the report doesn't give aecessary 

figures. Therefore, if we simply take the report 

that the President has asked us to consider, and 

then - then we are obliged, on the basis of that 

report , to make our own estimates . On the other 

hand, if you supply us with supplementar y estimates, 

supplementary to the report, then we could make 

a report, based upon your estilaates, and make a 

report based upon our own estimates . I am just 

trying to get at what seems to me our job is. 

Uh tw.h. 
• 

Jollrley, what was ;rour view as to what our Job would 

be in this instance here? 

Well, I was waiting for Kr. Alt.yer to get before 

us all the reco111111endations that you are going t o 

make, which have any affect on the fiscal or 

monetary side that this couuni ttee is called upon 

to submit a recommendation. Now, as I get it fru. 

you now, the two things ths t you hav e only mentioned -

t wo things so far , is that as far as - in other 

words , t here is nothi.ng else this committee has 

to consider . 

Well, I don•t know. There are other r ecol!llDendations 

in it. 

Nothing elsa. 

Yes, there a re other recommendations that we are 

making, that aight cost forty million dollars ad­

ditional. 

Well, there was about a total of sixty-five. 

That includes the old age security; I have mentioned 

the twenty-five million dollars for old age security, 

leaving forty ailllon dollars for the other. 
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A figure or five hundred mill ion should really 
have an additional sixty-five, which actuallT does 
come out or the Treasury. ~bat actually effects 
upon the Budget; it has an actual ettect upon the 
figur es, so that it is a legitimate figure. 

That would be the increaaed dis~uraement; in ad­
dition to that you have to add the two t wenty-five 
million, or two titty million dollars already 
being granted to the states, making a grand total 
or around seven titty to eigbthundred million 
dollars . 

And that is as tar as you can see the SUII te>tal. 
ot the outgo, which you are recommending - whicH 
you are recommending has an increase of seven · 
fifty million dollars . 

Now, of course, I am saying, as regards this five 
million dollars under this old age inaurance, I 
would conaider that that was a III8Xilllulll figure. 
It might be less than that; I don•t know what 1 

Congress will do. 

It is assuming that Congress accepts your report. 

No, our report is not specific; we didn't want to 
spell out a detailed plan tor Congress. We have 
made general recommendationa; beginning payments 
in 1940, we have outlined bow we think it could 
be done, but we don•t say we recommend you start 
with a minimum payment of twenty dollars , and go 
up to forty. 

But there is a possible max1aua and possible ainimua 
within your recommendation? 

That is right. 

And your five hundred million was arrived at by 
your maxt.um figure, is that right? 

Yes . 

What would be the m1m.- uount? 

The present, which is about twenty-five aillion 
dollars being spent, so - or maybe it ' s f ifty by 
the tiae we get to 1940. AfiTIIay, it' s a thousand 

per cent increase involved. 
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Your maximum est imate of income was what , seven 
hundred? 

We a.re taking the Budget figures ; we accepted the 
Budget figures. 

At least an assumption was made in the Board, but 
I think you have done the work with relation to 
the 1940. 

I think the Treasury and Social Secur ity is together. 

If we are together on it, all right . 

We are together. 

Wouldn't this be a good way to get at it? If the 
Committee could agree on what our job is in mak-
ing a report, then it see111s that we might well 
appoint a colll!l11ttee here, today, of the experts 
to - to - to get together on what some of these 
facts 111ight be . So, otherwise, it seems to 111e 
we haven't even got a place to start. 

• 

You see, the position I think which we•ve got to 
maintain so far as t he Treasury is concerned at 
this particular mo111ent is this: This is a depar­
ture from the principle laid down by the Secr etary 
as his thought 1n the matter. He said to the 
President that he hoped he wouldn't co=it himself 
until he bad had the opportunity for stating his 
viewpoing. I wrote Ur . Alt111eyer a few days ago 
that t he Secretary being away, we were not willing, 
in his absence, to comlllit him to somet hing we 
didn•t know quite what the details involved were, 
and since this did involve a change f r o111 a 
policy which he hiaaelf had lai d down, why we were­
our hands were tied, momentarily, and we 1d baTe to 
wait until he came back. 

There is one other thought which I'd like to state 
just for your information. Harry White, who has 
been working with the Fiscal and ~onetary Co=mittee, 
asked me, before he went away for a few days' rest, 
if he would have an opportunity of expressing his 
viewpoints to this Committee, and I told h1m he 
certainly would, as tar as I could guarantee; ao, 
he being away, I called him on the phone last night 
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and told h1Ja this aeeting was going to take place, 
and 1f he did not td.sh to come back and attend the 
meeting, if he would tell me what his viewpoints 
was, I'd ai ate it. He gave me this message over 
the telephone, which I would like to read to you. 

Be says that he agrees with the recommendation of 
the Social Security Board that benefit payments 
should be moved up to 1940, and increased in 
accordance with their recoi!I!Dendations. That he 
calls "A". 

"B" He is in favor of postponing the increase of 
one half of one percent, both on employers and on 
the employee. He said, further , that if he had 
to make a choice between A and B he would choose 
A but he still felt that the Committee ought to 
consider seriously recoamending to the President 
the postponement of this increase in tax. That 
is for the Fiscal and Monetary Committee, and I 
told him I would state his Yiews for him. 

Do I understand he would prefer A. 

No , no. He s aid if he couldn' t get - if it came 
down to a point where he•d have to decide between 
the merits of A and B he•d choose A. Re thought 
payment ought to be moved up to 194<> and ought to 

• 
• 

be increased i n accordance voith your recommendations, 
but he went one step further t han you Ylere willing 
to go in your recommendation; apparently. Be is 
willing to r ecommend postponement of the increase 
in this tax. 

I might point out t he reason, the one specific 
thing in our report that your Committee, I think, 
would be concerned about, is that we definitely 
recommend that no other taxes be substituted for 
the present payroll t axes , and that when the 
present payroll taxes become insufficient, then 
the Government should decide whether there should 
be a further increase in the payroll taxes or 
subsi dy from other forms of t axes . That is the 
only specific thing that I think affects this Com­
lllittee in the report that -e are making. We feel 
very st rongl y that the payroll tax rates should be 
increased from one to one and a half per cent. 
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It • s 11 we think, from t he standpoi nt or business 

employer attitude and employee attitude, that it 
is very essential that we give some impression 

or long rang~ planning in this thing, and a gradual 

development , and if we are going to zigzag these 
these payroll taxes back and forth, it will go -

the psychological effect is much greater than 
the two ~red fifty million dollars that may be 
involved. 

Now, specifi cally - specifically, if the tax r ate 
is not raised from one to one and a half per cent 

in 1940, it is very likely that by 1943 it would 
have to be raised that year , and then another ha.lf 
per cent each, or a total of one per cent t he 
following year, and I don•t know what the next 
year, but as a substitute for this gradual three 

year interval step-up, you woul d likely run into 
a situation where you would have to have annual 

adJustments of the payroll tax r ates which we 
think i s very bad from all standpoints . 

And probably much more drastic than you have in 
the gradual step. 

• 

I •d like to emphasize that point. In many dis­
cussions during the last three years with bot h 
employers and employer groups, the one thing r e­
iterated is that they would like to know what the 

taxes were to be so they could count on t hem, so 
there coul d be economic and mental adJustment to 
that program of taxes, and the large progressive 

employer gr oup very distinctly reels that !rom what 

I gather , it would be a mistake to hold out to 

alter the step-up to one and a half in 1940. I 
might say, f rom the social insurance point or view, 
we are dealing here with a ver y new program in 
Government, and it i s in its very earl iest s tages, 

and the American people had to learn a very new 
thing when they accepted social insurance, and I 
think that one of the most important things is 

that there be a.n atmosphere of planning, an 
atmosphere of some degree of gradualness, and at 

the same t ime, a respect for the fact that the 
American workman has accepted that contributory 

social insurance as a wise thing, and that if in 
the very same year, benefits were considerably 
expanded and a change made to keep the tax r ate 

from incr easing, as was planned, that it would be 

rather a serious reaction in social psychology. 
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That i s , that there must be some sacrifice involved 
in a contributory insurance program if its benefits 
are a matter of right, and I think the matter of 
labor and the American employers have some to accept 
that. If, however, the tax rate is changed at 
the very time the benefits were expanded, that 
amount of public education might be reduced. 

Dr . Hanson, what -:JtQhave been giving an awfUl 
lot of t hought to t his whole subJect; you haven't 
said anything • ••• • 

Well , let me say that as far as suggested figures 
are concerned, I know absolut ely nothing about 
that , so I don' t want to comment on that. It does 
seem to me that it is only fair to this Fiscal 
Committee that they have the estimates of some 
sort for them, because without that it doesn't seem 
to me bon t hey can intelligently act on essentials . 
It does seem to me the Fiscal Committee can hardly 
act intelligently at all unless it bas estimates 
as to what the probable income am outgo will • 
be on old age insurance in the year 1940, and I 
should think it ought to be on the calendar year - ' 
to begin with the calendar year . If the Fiscal 
Committee bas no estimates of this sort at all, ttl en 
it acts entirely in the dark in - in - in making 
any sort of recommendations to the President. 

If it is estimat ed that on t he old age insurance 
the income will be equal to the outgo, obviously 
it has a profouro influence on what the Fiscal 
Committee would say . On the other band, take 
the other string, of what wr . Altmeyer mentions, 
only fi.fty million dollars outgo; then you have 
quite a different problem before you, so that is a 
crucial thing. The Committee can't act without 
having estimates before you. This thing should 
be in the President ' s mind when be makes hia own 
report. 

Now, with respect to the point that Yr. Brown has 
Just made, the argument he makes, I think, rests 
on the assumption that we are going to continue 
the accumulat ion of a considerable fum . It 
doesn't seem to me tl~t it is a - if you are going 
to adopt something that approaches pretty 
close a pay-as-you-go policy, you have to do one 
of two things, or both; you•ve got to increase 
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benefits or you 1ve got to keep the taxes from 
going up. How, to do both these things is only 
a recognition of the fact that the American people 
believe, or the Congress believes the President, 
or whoever it is we are at the moment talking 
about , believes that we ought to change the 
present plan. That is all it is - the recognition 
we have come to the conclusion we ought to change 
the present plan toward 1 approximately 1 as a pay­
as-you- go basis . There is some leeway as to bow 
we actually define that. VIe can only approximate 
that by steppi.ng up the benefits materially or 
else by actually reducing taxes, or you can 
approximate it by doing something of both. To do 
so is merely an out and out recognition of a 
change 1n policy and in my own Judgment that is a 
change in policy that the American puhlic demands . 
That much has come out of the discussion, and I 
am convinced in the press and before the public, 
so that it doesn't seem to me a dangerous thing 
to attack this problem from both ends; it is merelY. 
a recognition that we have changed our view with ' 
respect to this whole plan. 

Now, one other - only one other point I would like 
to make. I have all the time, stood in the work 
of the Advisory ~ommittee for the view that you 
must rigorously consider the old age insurance 
scheme by itself alone , because only in that way 
can you see what the impact is on the deficit, 
on the actual fiscal deficit, if you drag in some 
other expenditure, and say, •Well, that off-sets 
it.• There is no stopping place 1n this situation. 
Every expenditure you do drag in, it does raise 
the deficit that much. There is no way of getting 
around that whatever expenditure you bring in. If 
you want to approach the eighty billion dollar 
income and balance the Budget as soon as possible, 
it is important not to increase the deficit whether 
p, w. A. , w. p , A. or anything else, and I do hold 
it is important to keep this thing absolutely separate 
because only in that way can you see what the effect 
of the deficit is . If you begin to offset it, t here 
is no limit to where you can go . 

And that is the important thing; it does seem to 
me that is the important thing the President haS to 
consider. You cen•t offset the thing if you are 
going to be accwaulating, iJapounding a fund. That 
is - that - that, I thi.Dlt, can not be controverted 
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J.lr . Hanson, you mentioned my position there; I !mow 
that we agree entirely as to the long run Matter 
of reserves. I think, in many discussions in the 
Council on the part or aany or us , I think the 
change fro~ one to one and a bal! 1n 19401 I feel , 
in the r ecommendation or the Advisory Council, that 
ther e were very definite conce ssions to t he Fiscal 
and Monetary positi on in regara to the large reserve. 

That is true, definitely true . 

At one point where we disagreed was where the 
~pact of going. the whole way of holding down t o 
o~e per cent to my mi nd, aff ected t he whole 
program as a social insurance program. I feel 
very strongly 1n t he development of social insurance 
on a contributory basis. It is important to keep 
1n mind that you ::1re deal1ng with tax collections 
from forty million peopl e , and fro~ two million 
employers, and there is a very important element 
of public education involved, and, therefore, it 
is all the more necessary to plan on a longer • 
range view than to develop i n them the acceptance, 
you might say, by gradual stages, the acceptance 
of a tax both by the employer and employee, and 
t hat you can not pave an element of flexibility 
t o the degree t!la t you may have 1ncome taxes or 
certain other taxes . 

I t seems to me, llr . Chairma.n, that is a development 
of a simple matter. The mere plan to adopt a three­
way - equal t hree-way contr1but1on 1tself sets 
forth not the prec1se schedule which all depends, 
of course, upon the scale of benefit s , and when 
t hey come i n, and when they are introduced, and 
so on. It does set up t he general pr1nc1ple, and 
in a broad way it states definitely what t he 
obligat1ons of employees and employers and the 
Government w1ll be . And, moreover , I should think 
that the President might well recommend that before 
J anuary, 19401 

progress be made at any r ate 1n set ­
ting forth the more definite scheme of how the three­
way contribut1on w1ll probably, according to . 
various assumpt1ons, be stepped up so that 
employers and employees and the pubiic w1ll know 
what the1r obl1gat1ons w1ll be under the scheme . 

At anr r a t e t he gener al pr1nciple 1s clear, what 
their obligat1ons would be 1f that were t he plan 

adopted. That 1s t he recommendat1on at least or 
t he Adv1sory Coune11, of the equnl three-way con­

tr1but1on. 
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Well, a three-way contribution doesn't come in, 
does i t , until about fifteen year s? 

In the present that doesn't come in at all. 

I mean i .n the program. 

1.1r. Brown will correct me here if I am wrong in 
the Advisory Council ' s recommendatior;at least 
t here is nothing clear at all i n the recommendation as 

to when the Federal Government would come in. I would 
interpret, I think, the recommendation to be that 
of t he ma jority, at least, that the tax rates be 
ste~ped up in 1940 to one and a half per cent, and 
that in a year or t wo, I forget t he dates, there 
would be a study made from t here on t he three-way 
conl:ribution. 

Not later than 1942. 

\Vher eas, the minority view opposed the stepping 
up of the taxes, would, I think - I am not absolutf ly 
sure - t his would be the view of all this minority, 
but I think they favor at once t he i ntroduction 
of the Federal Government when it becomes necessary, 
in view of the benefit payments . 

I see. 

Blaisdell: You would not reco=end the increase of t he tax 
unti.l it becomes necessary to use the Government? 

Hanson: 

Eccles: 

Taylor: 

Bell: 

That is right; that is definitely the statement 
of several members that were a minority of the 
Advisory Council. 

Wayne, you haven't said anything on this . 

Well, probably because I don• t know very much, 
»arriner. I don't think you can possibly do anything 
without estimates . It seems to me before you look 
t hose estimates over, this kind of a Committee 
can't express an opinion without them. From the 
standpoint of the Treasury, wh1 1 the Treasuy posi­
tion bas been for the fUll r eserves, as I under-
stand, Dan? 

Sure. 

Regraded Unclassified



• 

Taylor: 

Eccles : 

- 25 - 157 

Unt il the Treasury alters that positi on, why, we 
can' t comment about the var ious other aspects o! 
i t . I wasn•t her e in the Treasury when the !ull 
r eserve syst em was established , and expressing ~ 
personal opinion, i! I would have been here, I 
would have been opposed to the !Ull reserve 
system, but that is beyond the point. 

Well , it would seem then that i! we, in making -
either we make - tel l t he President t hat we are 
in no position to make a r eport on this thing or 
to say the Treasury, in t he absence of the 
Secretary, ar e unwilling to take any position with 
reference to it, and the other three members make 
a report upon certain a ssumed or certain estimat es . 
The estimates seem to me must be !or the calendar 
year because it is the effect of the changes o! 
the law that go into eff ect for the calendar year 
1940. In other words, this r eport deals with 1.t 
in 19- - the first impact of it will be in the 
year 1940, the calendar year, and the benefit 
payments would commence in 1940, and, ther efore{ 
i t seems to me that that there is from now unti 
the end of the year, the present l aw applies , and 
there isn •t anything to be done about it, but 

• 

the report - the - the - the report would only 
have a fiscal effect, commencing with 1940, and 
t hereafter, it ...-ould seem that we should make 
est imates as to what the contributions, aaximum 
and millimuill, may be under the proposed changes 
in the calendar year, 19401 and what t he minimum 
and maxilllum estimated revenue would be in the 
calendar year, 1940, point ing out that the differ­
ence would, of course, be at 1940 funds, and what 
the impact of the !und is, unless the Budget 
takes care of t hat by greater contributions than 
may be otherwise necessary. 

Now, that seems to me to be the fis cal implica­
tion of this thing, and as to where I don•t think 
we are asked to make recommendations as to what 
should be done about it. It is merely pointing 
out what - what the !1Scal effect, ma:.cimum and 
llli.n1mlllll may be, if t he - if the recommendations 
in this report go into effect in the calendar 
year, 1940. 
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I might point out that so tar as the 11Dmediate 
job ot the Committee is concerned, it is narrower 
than that, because, as I said, our report is not 
a specifically spelled out plan. As I see it, 
there are really only two questions . Now, all 
these things, as you say, I believe should be 
explored by your Committee, but I don ' t think it 
is necessary to wait until you have explored those 
until you have decided on two things. The only 
two things, first, that benefits commence in 
1940; secondly, that the present scale of tax r ates 
remain. 1n effect. 

Now, a s I understand the discussion so far, t here 
is general agreement that benefit payments should 
start 1n 1940 instead of 1942, so it leaves only 
t he second point open, and there is - the Treasury 
does not wish to commit itself at this time, and 
there is difference of opi nion, and whether that 
difference of opinion can be reconciled in the 
light of estimates, no one knows right now. 

So far as the full reserve question, Mr . Taylor, 
that is not - t hat is not affected by our report. 
You could stay on the full reserve system or you 
could go ott it, so far as our report is concerned, 
so you don't have to cross that bridge now; but 
the t wo bridges, I think t he President would like 
to bave you cross now are first, are you in accord 
wi t h coomencing payment benefits 1n 1940 instead 
of 1942, and, secondly, what's your opinion as 
regards the present payroll tax stepups? And if 
you can' t express yourselves on that second one, 
I think that you might say so, and then he can 
decide whether he wants to seed the report up at 
this time . Our report , I think, would stand any­
way. And the Pr esident 's message will not be 
specific in this in any of t hese regards that we 
have mentioned. is 
The only place I disagree with this/in relation 
to the full reserve, because each change you make 
or alteri.ng the amount of the progr am - bringing 
in other groups, has to affect your reserve picture. 

But it does not affect whether you stay on the 
.f"ull reserve. 

-

• 
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I t just Means you delay the per iod slightly in 
which you r ecognize you are not on it; but I don•t 
see ...... . . 

No, I don' t see. 

Well , the maximum you are talkine about, you 
Will use up t he reserve estimate arter f ifteen 
yearJ, won't you? And then go to the Treasury, 
if I understand the report . That still doesn•t 
keep you from going on with the reserve if it is 
decided by Congr ess . 

I Mean our - our report would per.mit you to stay 
on t he reserve if you wanted to, or permit you to 
go off if you wanted to. We are only expressing 
ourselves as far as payMents of bene.fits are 
concerned, and tax r ates . At the beginning, con­
sideration ought to be given to the long r ange 
costs in law. When you say consideration should 
be given or taken into account , that still leaves 
in the air, how those long distance costs will • 
be taken into account. 

ur . AltMeyer, are you prepared to give to the 
CoMmittee the maximum and minimum est imates of 
receipts for the calendar year, '40, and t he 
maximum and Minimum benefit payMents for the cal­
endar year, 1940? 

Yes. 

It would seem to me that i f we could have those 
figures , t hen we could make a repor t to the President 

. as to what the fiscal problem would be 
cr eated as to the result of the appl ication of 
t his law. And with ref erence to recommendations , 
I - I don' t know that the Committee would - may 
want to make thalli and may not. If t here was a fund 
accumula ted of five hundred million, we point out 
t hat it would be deflationary to the extent that 
that wasn't taken care of out of the Budget; it 
see111s to me it would be up to the President to 
determine whether or not he wa.nted to take care 
of it out of the Budget, or whether he wanted to 
delay the tax or something else . If we point out 
the probl em to him, then if he wants a very lar ge 
fund to accumulat e and to take car e of it out of 
t he Budget, it seems to me that, after all , is his 

problem. 
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The point I was trying to make is that that bridge 
doesn ' t have to be crossed now. 

Doesn' t it have to be crossed before be sends up -
it he s eeds up his message and the implication or 
his message is that the tax should go into effect 
in 1940 • • ••• 

I don' t think he will write that kind of a message. 

I don•t know, but if - of course a message leaves 
a thing wide open, so far as ..., the b·enefi ts may 
be or what the taxes may be, then of course ther e 
is no immediate hurry on the matter. 

I t d like to ask llr . Altmeyer - I am not sure that 
I understand, because I haven't read this - just 
skimmed through it. You recoJDIIlend that we advance 
the payments of benefits to two years, but you do 
not recoJDIIlend that a.ey - any tax be imposed? 

No changes. 

You leave the inference then that you are taking 
in enough on the pr esent tax. You want to leave 
that inference? 

Tie say later on the present tax rat es, we think, 
would take care of the current payments-out for 
the next fifteen or twenty years. 

Vlell , that is a long time, isn•t it? 

The present scale of taxes, with the three-year 
step-ups. 

I thought you meant they wouldn' t have to be raised 
at all. 

I made the point a little while ago that you 
probably would have to step it up later . 

Yes, I did hear that. 

On the reserve, if we have r eserves in excess tax 
collections, I think it can be spoken of in t wo 
different senses , as a bookkeeping mechanism, or 
t ax collections . If we speak of it in the sense 
of excess t ax collections, the maximum reserve 
might be as little as one billion nine hundred 

• 
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million dollars, and a t the 11ost, not more than 
nine billion dollars . That nine billi on dollars 
would be reached about 1958, but we think that that 
nine billion is less of a probable f igure than 
the one billion nine hundred 1111li on, in the light 
of additional factors as regards costs that have 
come to light since we have been in operation. 

Now, as I understand it, Ur . Brown, I don•t mean 
Ur . Brown - llr . Ylhite ' s point was that if he bad 
two deci si ons t o make , he was in favor of advancing 
the payment of premiums by t wo years , and he ' d 
prefer not to put on the half per cent tax. Is 
t hat right? Is that what he said? 

Yes, that is . 

If you are going to t ake that attitude, oughtn' t 
you to tell Congress how soon you think that s tep-up 
Will have to be made on the tax? I mean, you give 
the impression - I get the impression, reading thi~ 

hurridly, you are going to advance the payments 
and not advance the tax. ' 

If the half per cent were held back, sir, 1t would 
involve a much more rapid i .ncrease in payroll t axes . 
lAy point . is that payroll taxes are a type of tax 
effecting, as I say, forty million wage earners 
and two million employers, and should not be altered 
rapidly. 

I t hink you are sound - I think that is sound. I 
think the two ought to go ~ogether or the implica­
tion should be the half per cent added to the tax 
will have to follow very soon. · 

Here i s wast we say, Mr. Delano, on page 12: •As 
already stated, if the reconmendations or the Board 
relating to benefits are adopted, early payments 
under the system will increase substantially. The 
tax provisions embodied in the present law would 
probably cover the increased annual cost for the 
first 15 years. They ~ould also probably provide a 
small reserve , which would be invested and earn 
some interest. But when futul'e annual benefit 
disbursements exceeded annual tax collections pl us 
i nterest earnings, some other provision would have 
to be made tor t he tunds which, under the existing 
pl an, would be secured from int er est on accllllula t ed 
r ese"es . .. It would then be necessary to do one ox.-. 
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two things: increase the pay-roll tax, or provide 
tor the deficiency out ot other seneral taxes . • 

Yes, I see. 

Well, I don•t think there is any disasreement as 
to the mechanical effect of this thins. It is 
just a question so far as we are concenred of 
pointing out to the President that you may set here 
an addition to the existins reserve, depending upon 
whether or not you put t he tax into effect in '40, 
and to the extent that you increase the benefits, 
you could get nn addition to the reserve of from 
two hundred million to six or seven hundred million 
dollnrs. 

Now, if you get that increase in the reserve you 
are taking it out of consumption; certainly you 
may well have to - your Budget deficit would be 
l arger by that amount than otherwise would be 
necessary. It may well be that he would prefer 
to have the Budset larser by that amount than other­
wise, but it does seem t o me that it certainly • 
should be pointed out that to the extent that you 
accumulate in the calendar year, 1940, a siven ' 
sum, that the deficit will likely be that much 
larger than otherwise would be necessary . 

Now - ah - I would like to suggest that we ask 
the Committee to, in the light of this discus-
sion today, to get these - get some estimates bere 
and ma.ximum and minimum and subm.it it to the Fiscal 
and Monetary CommJ.ttee, a report based upon those 
estimates as to what the fiscal effect of certain 
actions will be in 1940. 

And the assumpt ions on which the estimates are based. 

That 1s right. I think you •ve got to have your 
asswnpt1ons and your estimates. I think the Com­
mittee might well, on their own account, make their 
own assumptions and estimates . Then you hnve the 
assumptions and estimates ot the Committee and 
the assumptions and estimates of the Social Security, 
and we might submit both. I don't know what else 
we can do . 

Aa I risht 1n ray assumption that the Co:nmittee 
is in general asreement in co= eDCins the payments 

in 1940? 
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I personally wouldn' t be in f avor of it unless it 
can be shown that the fund needs t hat in or der to 
t ake care • • •• 

No , no; I said benefits . 

As far as I = concerned, I would be ve r y much 
in favor of it . I don ' t know how - how about 
you Dan? 

I don 't thi~~ I ' d oppose tha t . 

You ' d oppose or propose? 

Oppose . 

You in f avor of tha t Ur, Delano? 

I a~ in favor of that, but I would like to accompany 
it by indicating that - th:lt you •ve got to i ncrease 
the payroll tax, per haps not t hat year, but the 
year after, but something like that quarter per • 
cent or hal f per cent, or whatever it may be; I 
t hink Mr . Br ovm is risht; I t hinl< you mustn't 
f ool t he payroll people by t hinking t hat t his can 
be done wi thout any change in it. 

Mr . Chairman, might I just make a s t atement there. 
In the delibera tions of the Advisory ComQittee, 
t heir proposals wer e s et up on the proposition 
tha t t he ultimnte load on the payroll tax would 
not be greater by reason of the recocmendatior~ 
t hey have made, wi th r espect to benefit paycents , 
that is true of t he present Act , the reason being 
the benefi ts startinG in 1940 and certain supp.1erner1ta~ 
benefits paid to widows and dependents . On 
other side, the benefits paid to a single individual 
would be less than under t he present Act , so the 
assumption of t he council is the ultimate load 
woulc not be grea ter . 

Y/8 

Still greater than ear lier estimates \'lhich/ have 
been using up t o date . 

In t he earlier period~ the payments are l a ter . 
I n t he ultimate load, lot ' S say in 1980, the ultimate 
load is presumed to be- the plan is based on the 
assumption that the load a t that time would be 
something like the lood under the existing Act -
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somewhere around ten per cent of payroll. That 
approximately is what it is under the present 
Act. 

May I suggest, however , that does not mean tbe 
payroll taxes ,;ould not need to be higher than 
under the existing law. 

Under our recommendation t hey suggest they need 
.not be higher because we suggest a three-way 
contribution. Under our recommendations they 
need not be higher . 

Somebody' s taxes ?lill have to be higher. 

Certainly, but not the payroll taxes, and I under­
stood you to say payroll taxes. 

I did . 

That is along the line of most of the foreign 
countries - the British? 

• 

(Nods "Yes . n) 

As I understand, the Social Security Board - the 
recommend that too, but it is at a fifteen year 
period; it is after the present increase of the 
tax would make it necessary without further increases 
to get a Government contribution. In other words , 
all you are doing by putting off - by increasing 
the tax needs - the Government contribution fifteen 
years, is building up in the meantime a reserve. 

Yes, because you have adjusted your pattern of bene­
fits to conform to the increasing t ax rates, so 
by adjusting your pattern of benefit s you have 
automatically eliminated almost entirely you might 
say, this large reserve. When using the sense -
the term "reserve" in the sense of existing tax 
collections, I again say that doesn' t mean you 
wipe out the reser ve if you want to keep the 
bookkeeping system. \'!e are silent on that . That 
is entirely a matte~ we feel, for the Treasury to 
decide what the bookkeeping would be . 

Your reserve you contemplate in the next fifteen 
years would amount just about to the int erest, 
wouldn't it? 
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Say that again. 

Wouldn't your total amount or reserve, say at 
the end or fifteen year s, the difference we 
have - that would be just about the interest 
accumulati on. I under stood you to say we lllight 
have as much as a billion nine bund.red million 
dollars . The difference would be the interest 
for thirty year s; it would be almost all the 
interest, so there is no cash one way or the other . 
It is merely a transfer on the books. 

Didn' t you say a minimua, but with a possibil ity 
of nine lllillion, depending on what the payments 
are to be made . 

And depending on t hese cost factors that nobody 
knows anything about at this time. 

Johnny, I got - do you feel that - feel that the 
Treasury is not in a position to make no statementl 

Not officially, in view of the fact that the Sec- \. 
retar y has written so definitely to ask the Presidenl 
that he have a chance to state his viewpoint , 
and I am not prepared to state his viewpoint , 
because I don't know it. 

Yes . 

For that reason, I think the Treasury better 
stay out of this discuss ion so far as the Treasury 
officially is concerned. 

Yes . Ah - what do you want to do, Kr. Delano; as 
a member or the Committee, what? 

I - I don' t know. I hope it will be studied 
further . 

or course the report, as I underst and it, has 
to go this week. 

Before the Secretary gets beck? 

I understand they exPect to send it up this week. 
Or do you want me to report to the White House 
that we are unable to uke a report on it at this 
tiae, pending the return of the Secretary? 
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And also pending the submission of some estimat es . 

Well , yes, but I am assuming we can get estimates 
here pretty quickly; certainly these estimates 
must hnve a.lready been made. 

I don 1 t see any reason, Marriner, why you shouldn't 
go ahead and maybe you three members of that 
Committee might be able to agree on a program and 
go ahead and submit it. Leave the Secretary 
out and let him submit his own repor t when he 
comes.baok if he chooses to do so. 

Maybe, after we see the estimates t here may be no 
problem. 

I'd like to suggest then, thet we might appoint 
a com:uittee and ask thet Ur. Altmeyer furnish to 
that Comaittee these estimates, and then the three 
of us can meet with the committee whenever they 
are ready and we then can determine whether or 
not we may vtant to make a report to the President • 
on the basis of the estimates, and merel y stating 
that the Tr easury, due to the Secretar y ' s absence, 
doesn' t care to join in any report at t his time. 

Do I understand that the only point that this 
committee is concerned about is this step-up in 
the tax rate from one to one and a half per cent 
in 1940? 

No, no; it's a question of the whole fiscal effect 
of this thing. That is one factor. There is the 
question of stepping up the tax; there is also, 
of course, the extent to which the benefits are 
s t epped up . 

But we don ' t state that in the report . l'lhat I 
am trying to get at is what is t he present thing 
that affects this report to Congress? 

nell, if we can - if we can - it seems to me -
say to the President, the possibilities under 
this r eport are a maximum anticipated revenue to 
t he fund , and a minimum to the fund , depending 
upon whether the tax is put in or it isn't put 
in based upon cer tain assumptions of national 
in~ome, and that the minimwn benefit payments , 
based upon, of course, certain assumptions are so 
much, and the maximum are so much. That would 
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mean then, that the additions to the fund would 
be a lllinimum and a maximum; that - that - and 
therefore, that would have a certain budgeta.r:y 
effect . 

But what I mean, the only specific thing in this 
report that I understand that your comlllittee is 
concerned about, then, if you are in general 
agreement on beginning benefit payments in 1940 
instead of 19421 is whether :you concur or do not 
concur with the Social Security Board's recommenda­
tion that the present step-up in tax rates take 
place. 

Well, as I understand it, t~ question of the 
benefits vary very, very greatly. 

I.f you are in agreement t hat the benefit rates 
should start in 1940. 

To what extent? 

Our Board is silent as to that extent . 

The difficulty is on taking instant action on the 
tax until we know what extent the taxes are. 

This question then focuses on this step- up from 
one to one and a half per cent, and :you will need 
to know what the income and out go, 1n order to 
resolve your mind on that. What I am trying to 
find out is whether, in our report, there is any­
thing besides this specific statement we make 
relative to t he maintenance of the President's 
tax step-up your committee wants to consider. 

• 

I think, ar. Chairman, there was another point; 
that is the point of the extension of coverage, 
bringing in additional people whose tax begin 
immediately, and under the present proposal benefits 
would not begin until after a l apseor three years. 

Oh :yes. As I understand it the r eport contemplates 
bringing in additional people if t he tax • ••.. -
don't go into effect there for three years . It 
would build up a large uount t hat would be 
included in the total taxes of 1940. 
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As I understand it, you also bad - I don't know 
whether you want to go into, in this Committee 
or not - you mentioned it to me. 

Of course, if you want to pay out, if you bring 
in a large &roup of people that are not now under 
and subJect them to the tax, it means an addition 
to this fund, unless they also come under the 
benefits. Now to bring them under the benefits, 
of course, they haven•t contributed, and therefore 
you have a problem so long as you don't make 
any exception with reference to the contributory 
aspect or the system. It seems to me that is 
something that should be, or course, pointed out 
to the President - the deflationary effect of 
collecting, I don•t know how many - I don•t know 
what the amount involved would be, but whatever 
it is, it would be collecting that much that is 
not being disbursed; i t would, therefore, affect 
t he Budget to that extent. 

Well, our report is not - again, is not specific 
as to what qua.lification should be, or should not 
be required of these new people brought under. 
I •ve got an immediate problem. I •d like to know 
whetMr the report, as it stands now, what parts 
of it are concerned by this Committee. We 
recognize it is a complicated problem and we have 
deliberated in our report to sketch the br oad 
outline and leave the details for further jiscus­
sion. 

You mean with Congress . 

And with t he Government; we haven•t cleared wi th 
the Budget Bureau . I might tell you what t he 

• 

plan is about presenting this to Congress . The 
plan is, our report goes up with no draft of ._ 
bill whatsoever, and that the House Ways and lo(eans 
Committee will hear these various proposals that 
are made from outside the Government and then hear a 
representative or the Social Security Board on 
this report, and on the basis of those hearings, 
will evolve a bill of its own, and at that time 
our technical people, and t he Treasury's technical 
people, and the other technical people i .n the 
Government can work with the Committee in the 
development of the details. We felt, to present 
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a cut and dried program, with the details 
worked out, would be unrealistic, because we aran•t 
sure about it in our own minds. Second, it would 
be an attack on the fundamental s . The House 
Ways and Ueans Committee is in agreement on that, 
and Senator Harrison is in agreement on that. 
So it does leave us a breathing spell to discuss 
these things we have discussed today, but whether 
ther e is anything in the broad presentation of 
the subject in our report t hat should be corrected • •• , 

The only point, Ur , Altmeyer, not so much with 
your report but the President ' s message. If he 
just gives a ge~eral report it is going to be 
typical to come up in a month or two and suggest 
the tax rate be incr eased . 

I am sure the President ' s message will not endorse 
the report . 

It is more a transmittal message. 

It is more a transmittal message, pointing out 
certain problems of old age securit y and other 
forms . I recommend that he not underwrite the 
report ; I think it leaves him and the Administra­
tion in a bad position to underwrite t he r eport. 
He recommends that action be taken - I imagine he 
will reco:nmend action be t aken on t he report, and 
point out certain probl ems he feels Congress 
should consider . I cer t a inly don't think be 1d 
want to touch on the step-up or no step- up of the 
tax rate . 

If it is just a formal letter of transmittal , I 
don't think t hat would prejudge the i ssue. 

• 

It doesn ' t apply in any way, any criticism of the 
report of the Social Security Board . Of course, 
it is t heir business there what sort of r eports 
they are going to make. From a purely logical 
s t andpoint , it would seem to me it would follow 
that if this r e port were framed i n this very general 
way, that it would fol low from t hat that also t .. 
tax proposition should be left in a very general 
way . 

We have reached a conclusion on the tax problem, 
and we feel very definitely and very str ongly about 
t he t ax r ate schedule. 
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But you have made no recommendation on it. 

Yes, t hat is t he one reco•nmendation. 

! 70 

You have made the recommendation? It seeas to 
me that is precisely the thing raised. If the 
recommendation is made on this, then you've got 
to know certain other things, and a report that 
is vague on all the other things is a report 
which in no way enables one to Judge this specific 
recommendat ion. If a specific recommendation is 
made on the taxes, then other things must be 
known, and if you are vague on that, it logically 
follows you should be vague on the tax issues and 
leave that up to Congress also. 

I'd say this, that we have an Act on the statute 
books that's been on the statute books three 
years now, and it 1 s a question of amending that 
Act . 

Then your report might mention nothing about it 
at all. 

• 

I •d say the Social Security Board has a respon­
sibility in this matter , and have given three years• 
consideration to it, and we feel very definitely 
that the present tax rates should stay in and be 
stepped up every three years, as it would appear. 
Whether this Committee agrees or does not agree, 
our position will be the same on that because we 
have t hought that through very carefully. 

That is the thing that puts this Committee on the 
spot; bow they can advise the President, knowing 
nothing of the recommendation of the Board on the 
other points . 

Except, we may do this. Point out to the President 
that t he whole matter is being submitted to Congress; 
that the only recommendation is with reference to 
the tax; the other matter is open. Our suggestion 
is, so far as he is concerned, at least, that the 
whole matter be loft open for further consideration, 
and t hen in the meantime this Committee bas a 
chance t o give further consideration to it. 

You mean that his message be such that at this 
particular point • • , •• 
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That he doesn ' t get committed on the question or 
t ax, so tbe whole thing on t he question of the 
receipts and disbursement s is left open for considera­
tion by Congress . 

That is a repetition, ¥r. Al t meyer. 

There is a big liberalization recommended beginning 
t he payments two year s early . 

Yes, but as to the amount , it is pretty wid~ open . 

It would be pretty wide open in tha t particular . 
We •d have mor e of an idea of what you have to r ecom-· 
mend specifically to the House Committee, and 
what would be met with the Board 's approvaL 

Well , I say •••••• 

Because otherwise, you are going to deal with 
an enor mous r ange . 

The r ange doesn ' t come in, i n what we ar e going 
to recornmend . It comes in in the evaluation of 
cost f actor s which, in tioes , are so i ndefinite 
that you get a r ange of f our hundred per cent, 
perhaps . Now, you ~ouldn • t get t ha t much; you ge t 
a r ange of forty to fifty per cent, per haps . But 
so far as t he reser ve is concerned, you get excess 
tax collections; you get a r ange of f i ve or five 
hundred per cent . 

Yes, but specifically 1 if we had more of an idea 
of wha t you intended to recommend l a ter on the 
question of eligibility, who should qualify for 
benefits in 1940, t hat would narrow down the 
difference a good deal among experts. 

• 
• 

It would ef fect the cost estimates, but to a 
minor extent. The big variation, depending on 
our guess as to t hese various cost factors , is t"~t 
we have not sufficient information now. 

\'llU.ch is a question of how many men will quali fy • 

In the r et irement age and aver age earnings . 
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If it has all this leeway, which it bas, of 
course, with reference to taxes, they could eith&r 
not be increased a t all or a quarter or a half 
of one per cent or whatever the case may be . 
It 's wide open, as far as Contress is concerned . 
The question of benefits is also wide open. Why 
couldn't -- it seems to me the issue to be de­
termined is whether or not we are going to adopt 
more or less a pay-as-you-go basis, or whether or 
not we are going to operate upon t he system of 
accumulation of t he r eserve . That is what it 
gets r ight down to. 

Sure . 

Now, if the President in - in submitting this 
thi.ng to Congr ess could s tate so far as he is 
concerned t hat - that he could state the general 
principle of having a wide coverage, bringing core 
people under it r.nd moving the benefit payments 
so that t he benefits are - get the benefits in 
'40, and then - ah - ah - leave the question of 
detail as to t axes and the question of the 
detail as to benefits up to Congress, but state 
whether or not he wants t o put t his thing on a 
pay-as- you-go basis, or whether he wants to put 
it on a reserve basis, knowing t hat to the extent 
it is on the reserve basis it affects the Budget 
to the extent of m~<ing 'a deficit. 

You mean he ought to state t hat in his r eport? 

He might indicat e whether or not he nants to see 
it put on a pay-as-you-go basis. I don't know 
whether he has any prefer ence whether be wants to 
take that kind of a position, or whether he has 
any kind of a position, but that is what t he issue 
is when you get right down to it, and - ah - if 
it is going to be put up to Congress, and Ur. 
Alt meyer proposes, with the exception t hat there 
is a definite recommendation as to this tax, then 
so far as the President is concerned, if he 
sends the report up that he bas received, without 
recommendation, and merely state - could merely 
state 1n his message whether or not be f avors a 
pay-as- you-go basis or a reserve basis . 

-"""---

• 
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He might state that is one of the problems for 
Congress to determine. 

He may do that . He may do that. That seems to 
me, if be sboul.d do that, I don't know wl1)' this 
Committee should make any report to him, insofar 
as this report is indefinite and should be left 
up to Congress . 

I was going to - I am willinc for the President 
to transmit it . It seems to me that if the 
President is merely going to transmit it and recom­
mend it be given study, which, as I understand it • • .• 

No, he's going to recommend action. 

Action, or course, but not recollllllend what action 
specifically should be taken. I should think 
it would be entirely safe to have it so transmitted, 
but if, on the other hand, he was going to recom­
mend pay-as-you-go or reserve basis, thm it requires, 
I think - the President would want a very definite 
report from his Fiscal and Monetary Committee 
before he made such a committment. 

I think it vtould be half way between; I think he 'd 
probably recommend that the old age security 
problem be considered from the old age insurance 
and also the state old a~e pension aspect, and 
point out it can be attacked from those two 
directions . It should be attacked from those two 
directions . But that doesn't underwri te the 
report. 

I don •t see hov1 anybody can object to his laying 
t he problem befor e them as specificall y as he 
m.ight do. The only thing that might get him into 
difficulty, or he might change his m.ind later, 
unless g.iven a further study, would be a definite 
recommendation as t o some P3r ticul.ar factor, and 
.if he's sat.isfied t o transmit it by just laying 
the pr oblem befor e them and reco~end a study of 
action, I see no reason wby it should be delayed, 
and I don't believe the Secretary of the Treasury 
would think it should be delayed over those con­
ditions. The only th.ing the Secretary said in his 
letter was, he would like an opportun1ty to dis-.ed..L 
cuss it wi t h the President before he had commit~' 
himself on any of these recotiiDlended changes. 
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Now, il he i sn1 t going to commit himself , I sea 
no reason - no basis on which the Secretary would 
object to the transmission, do you Dan? 

No . 

But he may collllDit hilllself on certain broad approaches . 

Well, if it'S a question of coverage, everybody 
that's ever considered the thing knows that it's 
a question of coverage. It is a ques tion of the 
Social Security problem. Of course, t hat is a 
broad problem that everybody would be willing to 
cover it, but • ••• • 

Well, if it's a question of br inging the benefit 
payments up to 1940, I mean, he might want to take 
t hat position - broad cover age - but when it gets 
t o it, we have the extent of t he benefits, and 
get to the question of whether or not you•re going 
to tax more than wha t the benefit will be, that - , 
t hat - that mat ter could, it seems to me, be well 
left open to Congress to determine to what extent • 
they want to put this on a pay-as-you-go basis 
in case the President may not want t o take a 
position as to whether or not he ' d want to put 
it on this basis. It may well be t ha t the President 
would - well, would prefer - JIIBybe it would be 
better for him to put that t hing up to Congress 
as to whether or not they want to consider this 
thing on a reserve basis or a pay-as-you- go basis . 

You can have a reserve aod pay-as-you-go aod,- or 
have t!Bt kiod of syst em and not have a reserve. 

l'ie have already got that. 

It•s a very complicated question and you get 
bookkeeping i mplications as well as economic 
complications . I don ' t t hink you can put it up 
to Congress because nobody knows what you mean. 

lir . Altmeyer, at the r isk of repetition, to get 
your position perfectly clear , as I understand it, 
it was having considerod the possibility of their 
being a difference duri.ng t he calendar year of 
1940 or even as much as f our hundred =illion 
dollars 1n the 8JIIount of collections and the amount 

- Regraded Unclassified



• 

Altmeyer: 

Curry: 

Altmeyer: 

Eccles : 

!lanes : 

Eccles : 

Bell: 

Altmeyer: 

1.75 

- 4J -

of out payments. The Board' s position was, even 
with t hose collections , it was still advisable to 
step up the payments? 

No, that isn•t, quite. We say that 1t Congress 
act s upon t his liberalization plan of sta.rting 
payments in 1940, more liberal amounts , and 
bringing in ' tidOYJS and orphans 1 we do not believe 
the present step-up should be disturbed . That 
is our definite recommendation; and we r each that 
conclusion after much discussion, and I am sure 
wouldn't want to change, regardless of the monetary 
or fiscal implications, because we feel that this 
is a Social Security system and that any monetary 
system, for financial implications of the magni­
tude of two hundred fitty m.1llion dollar s , which 
is the only thing showed us her e, is inconsider able 
as compared with the Social Security . 

If you felt it was a magnitude of several hundred 
million, you would reconsider? 4 

Yes. " 

I would suggest we 1night appoint a committee here 
that could get from wr. Altmeyer such estimates 
for 1940 as he is able to furnish, and t he com­
mittee could study the thing from their own angle, 
and then, us meet with them again and det ermine, 
after that information, what report we may make 
t o the President. I don•t know what else we can 
do at this time. we•ve been here for two hours , 
and I would suggest that llr. Delano maybe appoint 
someone, and llr. Bell, and I will appoint someone, 
and then if t he Treasury wants to appoint one t o 
parti cipate. 

Could we do that ? I think we ought to. 

Sure . And then, if we could do that , I think we 
ought to have a Committee of four get together and 
see what they could give us, and if we could meet 
tomorrow again. I t hink it ' S important. 

Can the estimates be made in that time? 

Yes, except, I want to be perfectly t r ee, so far 
as benefit estimates are concerned - who knows , 
you don• t know 'IO'hat Congress is going to do, and 11' 
you did, your cross f act ors are so ii:Xiefinite now. 
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I'd l.ike to have another aeeting, so I could 
really read this report carefully; that would 
clear up a good many points. 

Would it be convenient tor this meet , when? 

Thursday. 

We ought to meet tomorrow, if we can. I am 
afraid if this report is going up this week, we 
ought to get busy. It was indicated they ought 
to know 1n a couple days; we ought to be prepared 
to say we can• t make a report 1n that time. I 
think if we mee t tomorrow • ••• • 

If we meet Thursday, Governor, we can get a 
recommendation in Friday. 

The indication I got, t he bill was goi .ng up Friday. 
They wanted it in t omorr ow. I don' t think we 
should wait beyond tomorrow. I think the Comaittee 
should - they might have to meet tonight , and in • 
the morning, and that we meet again tomorrow 
afternoon - if that is agreeable. 

I'll agree to that. 

Then if you could have your people meet in the 
Board Room over at our place, say ten o'clock 
tomorrow oorning, we• ll have our people there 
and we ' ll try to give you some estimates. 

Would that be all right? 

Hanson, would you be here tomorrow too? 

(Nods "No. •) No, I expect not . 

Well, whatever committee we have, we 111 arrange 
to be over there at ten in the mornir~, then, to 
get these estimates from you. I don't know 
whether it will be necessary - lie may want to get 
in touch with you tomorrow; you 111 be available 
if we do? 

(Nods "Yes . •) 
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We appreciate your coming over and bringin& your 
start, and tor the information you bave given 
us. 

It there isn' t anything more, wey, we can 
go. 

It will be all right to meet here agai.n tomorrow? 

Yes, indeed. What time? 

Two thirty tomorrow afternoon. 
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RB: SOCIAL SECURITY LBGISLATIOR 

(B.M.Jr . Absent) 

JaDUary 11, 1939. 
2 : )0 p. If. 

Present: 

Eccles: 

Mr . Eccles 
llr. McReynolds 
llr. Curry 
ll1ss Dulles 
llr . Bell 
Mr. Ray 
Mr. Hansen 
Mr. Delano, Frederic 
Kr. Taylor 
llr • llUrpb;y 
Kr. Blaisdell 
Mr. Young 
Kr. Blough 

Now, I haven't had an opportunity to get over 
these. figures from the Committee. We just- the 
experts went over to the Board this morning. 

Bell: Do we want to proceed without llr. Altmeyer? 

Eccles: Mr. Altmeyer wasn' t coming unless we called for 
him. This was pretty well the job of our Committee, 
deciding what our report was going to be, and our 
Committee is •...• 

Bell: What about Mr. Hanes? 

UcReynolds: Be•s up on the Hill; he isn't comin& . 

Eccles: That's as I understood it. 

Curry: 

Eccles : 

Did you (Mr . Curry) give copies of this - have 
you got copies of this? 

No. Just the members of the Committee have copies -
the members of the sub-committee only. 

It was just finished; I haven' t had a chance to -
got it five minutes ago. Will you give l!r. Delano 
a copy . Have you got enoU&h to go around in here? 

(Copies distributed) 
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I•ll ask Dr. Curry to report on the work or the 
committee this morning in making these estimates. 

"Report of the Sub-Committee on the Social Security 
Board's Statements Relating to Tax Collections 
and Benefit Payments in t he Calendar Year 1940.• 

(To Report er) : I ' ll see that you get a copy of 
this later. 

"The estimates are as presented by the Social 
Security Board, with the bases and assumptions 
indicated by them. 

I - Unemployment Insurance 

(a) Deposits in Unemployment 
Trust Fund 

This par t goies into it direct 
(Title IX tax coll ections) 

making a total of 

749, 000, 000" 

91.000. 000 
840, 000, 000 . 

• Based on budget estimat es for fiscal year 1940 . 

These estimates are approximately equal t o the 
rate of collections in the latter months of 1938. 

(b) Benefit payments 
Administrative expenses 

making a total of 

760, 000, 000 
80. 000. 000 

840,000 , 000 

•Assumes suffici ent liberalization of state 
laws relating to benefi t payments to equal­
ize income and outgo . • 

Just what do you mean by that? 

This figure of benefit payments of 760, 000, 000, 
more or less arbitrarily arrived at, in view of 
moves to liberalize state laws relating to benefit 
payments . 

The estimat es are - then there will be no fUnd ln 
the unemployment insurance? 

There will be an increase in the unemployment. 

Increase in the unemployment i nsurance' for the 

calendar year. 

---

• 
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This says "fiscal year.• 

Ur . Eccles, it might be well to point out t here, 
the estimate wasn 1 t what we would call an estimate 
in a bedget sense; it was simply a r ough Judgment 
that in the light of the temper of state legislatures, 
as shown in the Social Security Board, they feel 
that there would be a sufficient liberalization 
to take up everything that is collected . 

That all depends on •••• . 

May I point out that there is one other thing 
that must be considered ther e, I t hink, and that 
is, you must consider not merely the liberaliza-
tion of the state acts, but also the probable 
state of business and unemployment i .n 1940 when 
you arrive at a Judgment that the benefit payments 
will equal the tax receipts, so it involves some 
Judgment about what the state of business in 1940 
will be, also. That is not so very clear what tl'e 
judgement is, about that. 

Yes. In other words, if the state of business is 
good, the a.mount collected would be very much 
more t han the amount paid out. 

Certainly very much more than would be 1f the state 
of business is bad. There ' d be a profound dif­
ference . 

You'd collect little and pay out more. 

There are times when, with a good business and high 
benefit rights, you 1d pay out a good deal. I 
think it would be fairer , quoting the Board on 
this - it refers it to past experience and subjects 
it to the future . There are compensating condi­
tions. 

I am saying a good year and bad year will show 
different results and, therefore, it .ust include 
some judgment about what kind of a year it is . 

There, Doctor, 
will see all of 
trust fund paid 
made here? 

they will assume a normal year 
the receipts into the unemployment 
out . Think that assumption 1S 
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I am not clear what the assumptions are; I ~ 
merely pointing out the figure must include some 
judgement about what the kind of a year is . 

That was my understanding of the Board' S repre­
sentatives a t the meeting this mornit~ . 

You are looking upon '40 as a normal year, and in 
any normal year i all the revenue will be paid out 
of this fund? 

I didn't get quite the same understanding, t hought 
a representative of the Board here should probably 
answer. Wy under s t anding was that the representa­
tives of t he Board were by no means sure that the 
unemployment compensation laws were going to stand 
up in depression years when the legislatures had 
f inished liberalizing t hem, and t hat, accordingly, 
1940, even though it might be better than t he 
normal year, you might still have an outgo equal 
to t he income . 

Because of the liberalization. 

That is right . 

That is al l based on en assumption that the legis­
latures, meeting in ' 40, will pass laws t hat 
would - that would result in a paying out of the 
revenues collected. I t seems to me t o be a very 
far-fetched assumption, because t he legislatures 
don't meet until after the first of the year, and 
legisl ation t hat may be passed - it will be l ikely 
after the l egislatures meet before it becomes 
effective, before it - even before it has applica­
tion to the unemployed benefit. 

The legislatures are meeting now, Ur . Eccles . 

They are composing it now. 

You are speaking of this year ? 

Yes . Bon many are meeting this year? 

Most of t hem are bi-annual. 

uos t of them have proposals . 
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If that is the case, of course, it would apply 
next year . It seemed to me that if t he - if 
the national income was up to - say a billion, 
or we had a condition of reasonably tull employ­
ment, that then an accumulation in the tuDd would 
tend to be COillpensating, Just as it would - 1t 
would, without question, put some ldnd of a re­
straint on at a time when some ldDd of a restraint 
was desirable. Likewise, as the income began to 
go down, it would accumulate a cushion. It seems 
to me the whole idea of the fUnd, accumulating 
when you have a condition of reasonably fUll 
employment and paying out when employment becomes 
less - it is an automatic compensatory mechanism, 
and I think it is fine. The great difficulty is 
that wlwn in a state of recovery, such as you are 
in now, and you •re attempting to get up to your 
eighty billion dollars and to accumulate a fUnd 
during that period, tends to be a drag on recovery 
unless the budgetary deficit is sufficiently large 
to offset that , the dreg of the tax on consumer • 
buying power . As long as we recognize that and 
will appropriate sufficient funds where the problem • 
comes in, to - to cause the increase - the deficit 
to offset this - ah - then it doesn't make any 

difference, but the - the - the real difficulty is 
to the extent of these funds - unemployment insurance 
funds - e re accumulated; they become a real drag 
on recovery, and unless t he legislatures do whnt 
they have indicated that there is some expectation 
t hey will do. But as I ge t it, there i sn•t very 
much any way that can be done about this because 
it is largely in the bands of the states, isn•t 
that true? 

(Nods •Yes.•) 

And let me ask this: Is t here any effort made on 
t he part of the Social Security Board to influence 
or to deter the states in a policy of greater 
liberalization? 

The Board bas taken steps to advise the states in 
regard to certain rather technical conditions in 
paying benefits . Now, I understand that those 
include a lengthening of the duration of benefits, 
but I wouldn't want to report on that officially 
because I don' t know the detail of it, and we don•t 
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know bow the states will act on it. There are, 
occasionally, points at which they would change 
the eligibility requirements . I don't know in 
dollar terms anything about how it would work out; 
it is too vague. 

Did any of the members of the Sub-Committee f eel 
there might be a substantial increase in the funds 
during this period? 

We didn 1t rea1ly discuss t hat; we didn't try to 
arrive at any agreement on the thing, and it was 
only after the first fifteen minutes that we knew 
there would be no agreecent, so we devoted the 
rest of the time trying to get the estimates and 
assumptions t hat Ur. lltmeyer present,ed yest erday, 
underlining the figures he presented yesterday. 
Tha t is really wha t t his report is on. This 
report doesn't present my views at all; it is a 
report relating to the Social Security Board figures. 
I feel that this f igure for seven hundred sixty • 
million f or unemployment, figures in 1940, is a 
gross exaggeration. • 

All right, let• s take Number Two . 

"II - Old Age Insurance. 

(a) Tax Collections -

On present coverage, 2 per cent 
rate 560,000,000" 

of t he next calendar year. In 
actual collections there is a lag. 

"Additional 1 per cent rate• will only be 
applicable t o three quarters of t he year. That 
figure was mentioned by Altmeyer yesterday. Then 
with the additional $165, 000 1 000, maY~ng a total 
of $715, 000 1 000. That additional coverage did nn•:-­
include domestic servants or agricultural labor, 
but just the i ns trumentalities of Government and 
non-profit organizations , and seamen. 

"On proposed coverage 

Figures f or present coverage o~:•~ 
estimates for fiscal 1940. 
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"These estimates a re approx1mately the same taxable 
base as prevailed in the last halt of 1938." 

Let's take (a) t here. These estimates are baaed 
upon an assumption that there will be no improve·· 
ment in business? It they are based upon the 
last half of 1938, it would be on the payrolls, 
of course, as they existed in the last half of 
1938. 

I think that the situation can not be expressed 
in exactly those terms . I am not too clear about 
the method ot making budget estimates, but I 
think it is quite clear that they were not based 
on any current collection figures at all. If 
there is an identity, or coincidence, t~~t is one 
thing and that is all that ' s being stated here. 

Yle have alternative estimates on that; assuming 
t hat payrolls in 1940 approximate the payrolls 
from 1937, which would coincide with the 
national income of around 170 million, assuming 
a full year•s rate at th& higher tax rate rather 
than the three quarters , put on the accrual basis. 

That is what it 1S on. 

Then, we come out with the figure of 910 million 
with an extension of coverage again of forty mil­
lion - 870 without the coverage, 910 with an 
extension of coverage as charged with the 755 . 

" (b) Benefit Payments. 

• 

"The outstanding fact with respect to old age bene­
fit payments in 1940 is the tremendous range - from 
$48 to $515 million - of possible variation that 
would arise from the adoption of plans that have 
been under discussion. Until a definite set of 
provisions is adopted by Congress, estimates are 
bound to be attended by the greatest uncertainty. 
It appears, moreover, impossible to say at the pre­
sent time which of several sots of provisions is 
more likely to be adopted. All that can be done 
now is to set forth the conditions under which the 
minimum and maximum uounts would be paid • 

"1. llinimum - $.48 mi.llion, which would consist of 
the lump sum payaents under the present law. 
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"2 . The Maximum - $515 million. In order to reach 
this total (or anything like it) extensive changes 
would have to be made in the exist ing law." 

And then we list the various changes on which this 
figure, $515 mil lion is based. 

"1. Payment of monthly benefits in 1940. 

"2 . Eligibili ty for benefits would have to be 
extended to ever y one over 65 who had worked in 
a covered occupation and had earned at least 
$300 a year s1n.ce January 1, 1937. This would 
mean including people who had neve.r paid any taxes 
under the act at all as well as those who had 
received lump sum benefits and ceased cont ributing. 
If the administrative difficulties 1n checking 
wage records, etc. , could be sat isfactorily 
solved as many as 1,000, 000 persons might become 
eligible for benefits in 1940. • 
"3 . Adoption of an average wages formula for cal­
culati ng benefits . It is estimated that this would 
raise the benefit payment for a single benef iciary 

* to at least $30 a 111ontb. 

"4· Adoption of various supplementary benefits 
for wives over 65, widows, dependent children, 
etc. 

"5. Immediate inauguration of disability benefits . 

"An approximate idea of the relative importance of 
these various proposals, assuming average monthly 
benefit payments of $30 per annuitant, may be derived 
from the following table: 

1, 000 , 000 qualified annuitant s • • • • $361,000, 000 
Dependent aged wives • •• • • •• • • ••• • • 48 , 000, 000 
Aged widows . . .... . .... ... . .. . .. ... 2 , 000, 000 
Young widows and orphans . . ...... ... 22 , 000 ,000 
Minimum deat h benefits ••• ••• • • . • • • 52, 000 , 000 
Disabili ty •.• •• • • • . •. •• • •.• . •• •••• 25 1 000, 000 
Accr ued death claims... . . . ... . .. . . 5, 000 ,000 

\ making a total of $515, 000, 000" 

* kay I make a correction? I think it is typographical. 
It shouldn't be nat least $30 a month," but "average 
$30 a month." It the text - about three lines from 

the bottoa. 
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Oh, I see. In nuaber 3. 

Ho" should it read? 

An average. 

Oh1 an average, huh? 

188 

3ust cross out the •at l~ast and make it read, 
•on the average. • 

If, therefore, yo~r contentions - your assumptions, 
are correct, Curry, that 1938 would give us en 
average national inco•e of seventy b11lion dollars, 
which, in figuring the additional rate for the 
four quearters, which i s the way you'd have to figure 
it for the purpose here, so far as consumers are 
concerned, it is collected monthly and then it ia 
paid into the Treasury quarterly, but so far as 
its effect on consumption is concerned, you•d have 
to figure four quarters . You would, therefore, ~ 
have - what is it, nine hundred? 

On the old age, nine hundred ten instead of 
seven fifty-fiv~on the unemployment insurance 
you'd have a billion and thirty instead of ught 
forty. 

Yes. Well, I was getting away from t he unemploy­
ment insurance . 

It is the same point on the higher payroll basis; 
it is the same point. 

I see. Assuming that t he -·taking t he old age, 
then you•ve got nine, what? 

Nine ten. 

And if the most liberal, the most liberal system 
of benefit payments are adopt ed, as euumerated 
here, you would then have found hundr ed milli on 
excess accumulation. 

(Nods •Yes.•) 

Which is a bwld.red llillion 110re than - the tax 
aaounts to about three bllndred llillion, doesn't 

it? 
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Tax increase . 

Yeah. Even asswning the t ax wasn• t put into 
effect, you would still collect a sufficient 
amount on a seventy billion dollar income to pny 
all of the additionol benefits t hat a r e -if all 
of them were adopted, and have approximately a 
hundred million left over, assuming you only had 
seventy billion dollars national income in 1940. 
Is that correct? 

I don't see han you get it . 

Vi ell, in this way. The tax collections here are 
based - I am taking it on the Federal Reserve 
payments of payrolls . In other words, on the 19)7 
national income, assumilll,; that 1940 gave you a 
national income approximating the national income 
of 1937, assuming t hat the payrolls would compare, 
approximat ely the same relationship to the national 
income they did in •37, your staff f i gures a , 
tax coverage, or collection, on the basis of such 
a national income of - what are the figures that 
you had there, six? 

Nine ten, old age. 

I am speaking, before you get to the additional 
taxes; I am speaking of the two per cent rate . 

Six hundred three. 

SL~ three; there is a difference t here of forty­
five million. Now, in the case of the additional 
taxes, the additional taxes, of course, would be 
applied t o the same payroll, but you would figure 
four quarters instead of three quarters, from the 
standnoint of the economic effect, which would be 
three· hundred - what is that , three hurdred mil­
lion? 

Yeah. 

Figure t hree hu.ndred million, so you have nine hund­
red, and plus the forty million as covering addi­
tional coverage, you'd have nine hundred ten 
million as against seven fifty-five miUion of 
collections . If that ' S the case, assuming then 
that t he figures on disbursements are the maximUm 
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amount anticipated, asauming that everything is 
adopted and the maximum amount is disbursed you 
disburse five hundred fif t een lllillion, which is 
approxilllatel y four hundred million less than 
you ' d collect, on the assumptions that Curry 
makes here with reference to 1938. I s~ that - if 
that is the case , and then if you didn' t increase 
the tax by the one por cent, which accounts for 
three hundred of the amount, you would still col­
lect enough at the present tax rates to take care 
or all of the disbursements , and you already have 
in the fund four years of reserves, so you 'd have 
an aoount in the fund equal to • • • • • • 

Three and a half years . 

the disbursement or between three and four 
years on the five hundred and some-odd basis . 
So it would appear that even on this basis you are 
adding substantially to the fund 1f you put that 
tax into effect . • 

Anyone have any questions we want to ask these 
exper ts here tefore we consider it? 

I wonder 1f we couldn ' t hear - this subject is all 
pretty new to me. I have read this report with a 
great deal of interest, but as I understand, in 
preparing this report, there "'as an Advisory group 
that sat in, and I don' t kno\1 to what extent they 
were taken into confidence by then in preparing 
the report , but I do assume that Advisory group 
influenced the report is some respects . Is there 
anybody here who could t ell us ho\7 the Advisory group 
felt about some of these t hings that we are 
That was a pretty able group. 

Dr. Hanson is a member of it . 

Well , the Advisory Conuaittee - lfiss Dulles will 
correct me if this statement is not correct - was 
appoi nted as a result of a r esoluti on introduced 
by Senator Vandenberg, I believe is r ight, is it 
not? 

(Nods • Yes.•) 

Was appointed for the purpose of advising the 
Senate Finance Comlllittee, and, I believe, the 
resolution required t hat tbe Committee be appointed 
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for t he joint consultation of the Fi nance COJollllit t ee 
and Social Securi ty Board . That i s right , is it? 

Yes, it is . 

And this Advisory group of twenty- five set up 
from employers, Ur. Swope, Ur. Stettinius, Ur. 
Folsom and so on, and representatives of employees 
and there were representatives of the A. F . of L. ' 
group and of the c. I . o. group, and representat­
tives of the publi c which consisted t o some extent 
of univer sity professors, Mr . Dougl as , of Chicago, 
for instance; Haber, . , of Michigan; St ocking of 
Texas; myself , and others - and certain others . 
I think Dr . Linton represented the public, did he 
not? He is the head of an insurance company. I 
am not sure whether he was public or employer. 
It presented a report to the Finance Committee, 
so it has presented a report of i t s own. In the 
deliberations of the Advisory Council, the members 
of the Federal Reserve Board sat with the Advisory . 
Council and the Advisory Council dr ew continuously 
upon the technical s t aff or t he Federal Reserve 
Boar d - I mean or the Social Security Board - I 
am sorry - taki ng the s t aff of the Social Securi t y 
Board in prepar ing various factual dat a upon which 
they might arrive at judgments so that the Boar d 
and the Advisor y Committee worked in the numerous 
mettings we had - we had all told, I think, about 
eight meetings - something like that . The Advisory 
Committee and the Federal Reserve Board and the 
technical staff worked very closely all the time. 

Now, es I say, the Advisory Board issued a repor t 
and the Federal Reserve Board - I mean Social 
Security Boar d i ssued their r eport , so t her e are 
two separate r eports . Our report went to the 
Finance Commi ttee, and the - of course, the Social 
Security Boar d ' s report went , presumably to t he 
Pr esident . There is, i n general, a good deal of 
similarit y, I should say, between the two repor ts, 
and now, on this specific question that ' s , perhaps, 
most involved here with respect t o whet her the tax 
rates should be stepped up i n J anuary, 1940, the 
ma jority of the Advisory Council agrees with the 
Federal Reserve - with the Social Securi ty Boar d . 
I don• t know wby I make t his mist ake all the time • 
The majorit y of t he Advisor y Council agr ees wi t h 
Social Security Boar d that the step-up should take 

place. 
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There was a minority to which I belonged, which 
recommended that the step-up in wage rates should 
not take place, and there is a statement in our 
printed report to that effect, and ~e stated it 
in something like this way: That we think that 
the tax rates should not be stepped up until it 
a ppea.red that the benefit payments currently being 
made exceeded the tax rates currently being made 
and that in particula r , since the reserve fund 
would amount to somewhere between a billion and 
a half and two billion dollars , there is ample 
ti~e to adjust the rates if it is found necessary. 

That point was made. Now, perhaps, you have a copy 
of t he report . 

I can read that if you like . 

You might read that. 

The note is as follows: •Several members of the 
Council feel that the increase of 50 per cent in 
the tax rate from 2 per cent to J per cent now pro­
vided by the law to be made in 1940 should be 
reconsidered . Unless the cost of the benefits 
payable in 1940 and 1941 shall exceed current 
income from the present 2 per cent payroll tax, 
and i n view: of the probable size of the contingency 
fund on January 1, 1940 , they feel that the increase 
1n the tax rate should not take place before the 
study herein reco~ended ••• • That is a future 
Council recommendation. "··· · to be made 1n 1941 
shall have been completed. They believe that under 
t he present conditions it would be better policy 
to allow the sum involved in the increase in the 
tax rate to remain in the hands of employees and 
employers than to use it to increase the contingency 
fund.• 

Than to increase the contingency fund , Now, on 
the benefit payments basis, the Advisory Council 
makes certain recommendations, such as a liberal­
ization, such as advancing the date of payments 
to 1940, a liberalization or the early benefit 
payments, which liberalization could take place 
partly through the addition of which is not now 
in the Aot , of wives • allowances, widow~ and 
dependents • allowances , and so on. There i s , I 
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think, a general si.milarity between our reco~~enda­
tions and t hat of the aoard, with respect to the 
liberalization of benefit payments. I think, per­
haps, our recomcendations, Kiss Dulles, are a little 
more specific than the Board•s are. 

Yes , I think so. 

In gener al , they run along the same lines and show 
the cont i nuous meetings we had'with the Board. I 
think, in general, l4r. Delano •• • •• 

I think that is very fine. 

There is one other point in there, 1n t he Committee 's 
report I understand •••••• 

You mean the Advisory Committee? 

• 
The Advisory Committee's report , I understand there 
is a recommenda tion that when the final - let•s 
say, distribution of t he load of the system is 
made, it should be one third by the employees and 
one third by the employer s and one third by the 
Government in the form of general taxation. 

That is r i&ht . 

Is t here anything t hat you can give us t o indicate 
how they came to that conclusion of that distribu­
tion? 

Partly, I think, because t hat is something like 
t he scheme that is current in foreign countries, 
partl y because we devised our general scheme ot 
benef i t payment s, or we recommend, at least, to 
Congress, that in revising the benefit payments, 
they ought to try to keep within the limits or 
t he ulti .mate costs of the present Act, which would 
indicate a burden, a cost in terms of payroll of 
about , let us say, ten per cent. We say in the 
report, ten to twelve per cent of payroll, i n the 
year 1980, when the system would be mature. 

Now, under the present plan, it amount s r oughly 
to a three-way system in the respect that ult imately 
the employer would carry about a third of that 
cost, maybe three per cent of the payroll; the 
employee three per cent of payroll, and t he other 
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would be carried by the interest payments of the 
funds . Now the thought i s that in abandoning 
t he fund, the Federal Government would come in 
with contributions in lieu or the interest pay­
ments that would accrue on the tUJids, so that pa.rtly 
accounts tor this three-way system. 

Then, the precedent abroad . 

I mentioned the precedent abroad. Now, I reel it 
is a little dangerous for one member of a Council 
to attempt to summarize, and I think llias Dulles, 
who was present at almost all our meetings, will 
correct me. I have t he impression from the Social 
Security Board's report that they contemplate that 
the Federal Government wou14 not come in until 
the employer and employee payroll taxes have reached 
the full three per cent; that it would be a long 
time in the future , a good many years in the 
future. • 
And until the benefit payments will also exceed it. 

And t hey would defer the Federal contributions a 
great many ¥ears , until the employer and employee 
carry t heir full load. Uy own reeling i s that it 
is t he view of t he Advisory Council - we don' t 
defini telY say so, but in our discussions, ~ 
own feel ing is that it is the view of the Advisory 
Council that the Federal Government would come in 
virtually at once, as soon as there is a need for 
a step-up of the taxes. That, for instance, was 
expressed at least by several members of the 
Council . I don't recall any particular obJection 
anybody ~~ade to it. I think l(r. \'fhite , for 
instance, was very strong on the point, that if 
we abandoned the reserve fund then the Federal 
Government ought to come in right away. I agree 
With him on that. I think the Advisory Council 
has t he view ot the Federal Government coming in 
very early and DOt way later. 

There is some danger in fooling t he public that 
the Federal Government doesn' t have to carry their 
part of the load. If we are going to have a three­
way system, the public ought to know it now. I 
mean, as soon as necessary; I don' t think there 
i s any reason why t he Federal Government right 
now should c~e in. As soon as it is necessary 
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to have an i ncrease in taxes, the Federal Government 
ought to come in and carry ita share. I am 
inclined to feel - I repeat, it is dangerous for 
one member or a Committee to try to summari ze the 
feelings of the group, but I feel it is t he reel­
ing of the Council; I lmow it is the view of IIIIUlY 
of the asembers . 

The re~son I was making the point is that as I 
understand it, the position of the Board is 
that there is a linking of the contr ibutions of 
t he employees and the employers, which is desirable, 
which is expressed in a certain way; t hat there 
are reasons for that which have nothing to do, let •s 
say, with the aoount of the revenues themselves. 
Then you go from there to - all right, if that is 
desirable, then this figure which we have pro­
duced fr01l1 somewhere is the maximum which the 
traffic will bear . I t hink there must be something 
of t hat 1n there - not having anything to do with 
the type of t ax, whether it :IS a desirable thing ' 
or not , but there must be s'omeplace in there where 
a decision has been made; let •s say t hree per cent 
i s the maximum the t r affic will bear. You eo from 
there to the fact that further consider ations are 
necessary, and they should be received by general 
taxation in some form, so it really gets down t o 
t~e question of degree. 

In other vords , the type of t he tax, ~e 111 say, 
is undesirable, but you feel that the t r affic, 
under all circumstances, could bear a three per 
cent rate . Anyt hing above that , wb1, should be 
produced from some other source . Do you think 
t hat is a fair sta t ement? 

I ,;ould even go beyond that . I am not very much 
impressed by any - any fixed figure as to what till 
traf fic will bear . The very sharp rise of several 
per cent 1n one year, of course, is disturbing, 
but a gradual step-up of payroll taxes, paid by 
c~ployer and employee, spread over a very long 
time I wouldn' t like to say where t here is any 
f inal figure that represents what t he t raffic will 
bear because ultimately, I think, that really -
s i mply means that what we are really deciding 
there is how much of the wage income of the com­
munity do you want to put into old age security. 
That 1S really what it means . It is a flay of 
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spending wages . Of course, you could spend half 
of it that way and there i s nothing serious so 
far as the economy is concerned except that it 
is foolish, that's all. There isn•t any - in 
my Judpent there is no settled limit as to what 
the traffic~ bear. I don't rest the argument 
on that, but I ' d rather rest it on the argument 
on the basis of - ah - this kind of a problem is 
not like the early private insurance. There is -
there are good general grounds, social and 
political grounds, why the whole of society 
should make a contribution, as well as employers 
and employees to this particular burden. I would 
rest myself on that ground rather than on the 
assumption that there i s a limit beyond which pay­
roll taxes economically can not £0. 

Let me say that my own vtew - I don•t reel par­
ticularly alarmed at even a sudden j~mp in any one 
year of, say a two per cent payroll tax, pro-
vided the money is being paid out in the community. 
In England , as a matter or fact , - I am not follow~ 
ing these particular details of foreign bills now 
in the way I did some years ago, and I am not 
quite sure of the precise nature of the British 
system, but at any rate, it is true that they 
adopted a pretty much of a complete going system 
at the start. That is to say, they included 
pretty near everybody that were above a certain 
age, and began to pay benefits to them right away, 
and they - on the tax contributions they were 
made l~rce r ight away; they t ook a sudden leap 
into the t hing, but it had no serious effect on 
economy because while they stepped up the taxes , 
they paid it out to the community. The only 
serious thing YlaS they stepped it up that much -
two per cent - assuming it was that much - I for­
get what it was . 

Pretty much a flat benefit. 

Do you know what tha t would be. 

I don ' t know what the percentage would be - no 
higher than three per cent . 

I don' t think quite t hst high. If that were too 
much it would be a disturbing influence at one. 

• 
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For a hundred years or more we have had a trend 
increase of wage rates of something like one and 
a quarter per cent per annUli, wage rates gone 
up that much in this country for a hundred years , 
up to the time of the World War, and, of course, 
much higher, for instance, since the World War. 
An increase of wage rates of one or two per cent 
is not anything that worries me a t all . The 
t hing that worries me is the thing that you 
collect it and don ' t pay it out again • 

. If it were paid out again it wouldn ' t make much 
difference by stepping up the rate. 

Obviously, it would make a difference to pay it 
out to the same type. If you collect it and pay 
it out to the farmer, there is, let's say, a net 
out payment for a given year. That doesn't bother 
you, does it? 

• No, except that if it ~ere too extreme it would 
be· disturbing. You may have a general increase 
in wages of five to ten per cent in a year that 
business seems to be able to manage to get along 
with, though I personally believe it is bad to have a 
jump in wage rates as we had in 136 . I personally 
city the fact that industry i s used to pretty 
sever jolts of wage rates in any one year. 

• 

Isn't that quite a different sort of thing? Sere 
we have an imposition from the outside and some-
thing ••••• 

But a trade union push for wages is an imposition. 
I don't favor such jumps. All I say is the economy 
has stood it many, many a time; it went up almost 
twenty per cent in •36 . The manufacturing rate 
went up fifteen to twenty in that one year. 

' Maybe that , instead of the deficit, had something 
to do with 1937. 

Oh I think it was one of the factors . I 8111 not 
on~ of those who believe that one explanation 
explains •37. I firmly believe that that wage 
jump was a factor. 
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Ur . Chair man, shall I go back to these figures? 

Yes, if you have •• • • • 

I t hink there are two or three poi nts t hat would 
be inter esting to the Committee on these figures . 
That is , that there is a pos sibility, if you as­
sume a continuance of recovery and not just the 
levelling off of the 1937 l evel, but a continua­
tion above t hat of seventy five million. These 
revenue estimates, 11e f eel, are conservative . 

The second point is that - that estimates of outgo, 
under the unemployment benefits, I don 't think 
should be taken very seriously. It is obviously 
put a t seven fifty milli on to match the income. 
There was no caref ul attempt made, state by state, 
to arrive at t ha t figure. I don't think i t shoul d 
be treated with a gr eat deal of respect and don't 
think t he Social Security wants it treated with 
a great deal of respect . You have a powerful 

tending to hold it .down, due to the 
decline i n unemployment and r educti on of lcbor 
turnover , and there are quite a few s t r ay bits of 
evidence you can util ize on t hat point . They 
have been dropping steadily the last four or five 
months , outpayments on thi~ unempl oyment account . 
Amendments don't come awfully suddenly. The 
Wisconsin law came first - began in 136 or 137. 

In •36, as I remember i t . 

They ·.:er e still accumulating funds up to this year. 
Tha t would !llltle - if that figure should be four 
hundred million instead of seven hundred million 
i n this general picture. 

The third point , I think it should be appreciated , 
in this five hundred estimate for <naxi ;uUJ:l probable 
outpayment s in 1940 on old age account s , but this 
does entail a pretty drastlc departure f1·om t he 
contributory policies . It means paying benefits 
to people •.vho have never paid any taxes . 

Then we come up 11ith our problem, the fi gure I 
mentioned yesterday of 200 to 230 million. 

You should m.ention the f act .. e don't lmov: yet 
whether t hey ' d pay taxes or not. 
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Wouldn' t - aost all of them would haTe paid taxeSJ 
there are few who baTe paid no taxes. 

They have never been under the scheme. 

They have all paid some tax, but not adequat e to 
be eligible under the present system. 

Not if they are over sixty-five. 

Even taking that position on the figure of one 
million, the Board' s other figure which they gave 
us this morning was seven hundred f'itty. It was 
someplace between seven f'if'ty thousand and a ail­
lion, and using the mill ion figure, it gives you 
their outside estimate. 

But the thirty dollar a month was considered a 
low average yiel.d of the benefit schedule. 

In other words , what I am trying to buil.d up to ~ 
that, should these payroll.s continue to increase 
during •J9 and 140, and putting it on an accrual 
basis, having a lower volume of' benefit payments 
in 1940 on unemployment accounts than you have had 
this year, and falling somewhere between the minimum 
and maximum probable scheme, say two hundred - two 
fifty million, you'd come up with an excess of 
in payments over out payments of a billion two 
in 1940. Those are the assumptions underlined. 

It don' t seem quite consistent to me, because 1f 
you worried, these particul.ar taxes are going to 
be such a drag on recovery that you won' t haTe it . 
Then your assumption is, your increased wages 
and your increased contributions ere going to 
stand. out. 

Want me to turn around and say, then • ••• •• 

No , because we can' t both be right . 

And you are not very much worried about them it 
they are right. 

- Let ' s look at •J7 . Then we bad a good year, and 
had a good year, and the tact is that in that good 
year , you see, the • •• •• • 

-
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•• • • consumpti on flattened out . 

In that good year the surplus that was piling 
into the Social Security Fund, partly because it 
was a good year , you see, had a profound in­
fluence on the net 1ncoce1 creating the expendi­
tures of the Government. 

So you had a picture of - of six or seven good 
months, and a steady increase of inventories . 

You get a lag . The difficulty is the lag . 

I do think those two things work against each 
other, so that if you do get t he recovery which 
will produce this wage scale, aDd it affects 
t hese contributions, we all know there were a great 
aany other factors in t he '37 situation, then it 
wouldn•t worry me a hell of a lot. Excuse me. 

There is another thing to be kept in mind so far 
as this increase in taxes in 1940 is concerned; 
that is responsib l e for only between 165 million 
and possibly JOJ million dollars, which in view 
of the budgetary situation is, perhaps, and in view 
of the rest or the situat ions, perhaps, a drop 
in the bucket, or at least not a very big splash, 
because here ~e are talking about total excess of 
inco11e or receipts over outgo, but of that total 
excess you have, due to this tax about which the 
controversy, or the discussion, is centering, 
only an uount between a hundred sixty-five million, 
which is the figure based on the budget basis , 
and three huDdred three million, which is the 
figure based on your seventy million dollar 
increase with coverage extended. 

Mr . Chairman, may I say a word about that, Mr. 
Chairman? Ah - ah - it seems to me that that 
point of view is extremely dangerous . Suppose we 
t ake that point of view with respect to every 
problem that confronts us; we are here concerned 
with only one problem; t hat is the problem ~e have 
to consider, "How does it affect our economy?• 
Let•s teke that siUile attitude toward a hUndred 
problems that all affect our economy . •This par­
ticular thing i~ not important, in the whole; 
let •s not do anything about it. • Where do we 
come in at? We are not1 in this Commi ttee, con-
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earned with all the responsibilities of the 
Governmdnt. We are concerned with this particular 
thing on the economy, and we assume the Govern­
ment committees ere particular; therefore, I think 
it is extremely dangerous to take the view that 
three hundred million dollars is unimportant. 
If thirty divisio,ns of the Government take the 
same view that three hundred million is unimpor­
tant, then you ' ve got thirty times three hundred 
million. That is the way you have to look a t the 
problem. Furthermore, let me set up one figure 
t o show it isn't unimportant. 

We haven' t bad adeqWite - indeed, Colonel Ayres 
has been telling us all tha tiae we haven ' t had 
as large an expense as public utilities had in 
1929 - t hat t he whole problem would be solved. 
What's the diff erence between the capital expendi­
tures we have been having and the 1929 level? The 
difference is about tour hundred million dolbrs ; 
that's the difference. We have had a tremendous • 
lot of •• • • • 

I ' d l ike to apply your logic on slightly a dif­
ferent line . You say this policy is only one of 
maey; if Yle assume three hundred million here and 
there it becomes an exceedingly serious matter. 
Couldn't we also say this consider ation of Social 
Security policy is only one among several, and if 
we take it as t he sole consideration t hat we 
likewise get into serious consideration? 

I have never done that myself. 

This would have to be weighed against maxv other 
considerations, and t he need determine the policy 
to be followed. 

Well , I think that is one of the jobs of this Fiscal 
and Uonetary Committee jus t to do that. To t ake 
into account other problems as they affect the 
economy, and tend to retard the increase in the 
national income. It involves the whole question 
of taxes and the Committee recognized that certain 
types of taxes a t the present recovery stage would 
be a greater drain upon recovery than other types 
of taxes; that taxes, as the President indicated 
in his Budget xessage, that bear upon consumption 
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at this time ere bad ti!.Xes, and that 1f there 
should be any increase in taxes , the t axes should 
come f r om those sources of income that would bear 
l ess upon consumption. This par ticular subject 
here, to t he extent that we accumulate in the 
reserve, any substantial amount of money, would 
have t he same effect as putting on excise and 
sales taxes in order to raise general revenue . 
It woul d be counter ed t o what the Committee 
have felt is the proper t ype of taxes, and it 
would be contrary to ~hat t he President in his 
Budget Message, had said t o Congress , and it 
would, therefore, s eem to me that this Committee, 
t o be consistent with the President's Budget 
Message, with reference to taxes, must, of necessity, 
advise him ~~th reference to the possibility of an 
increase in this reserve , bear ing upon consumption, 
and being somewhat of a drag upon r ecovery, IUll.ess 
it is offset by a greater budgetary deficit in 
1940 than otherwise would be necessary . The 
amount involved, t ho importance of the problem, • 
naturall y , is affected by the amount involved. 
It become~he greater the amount involved , the • 
more - the grea t er the importance - the problem 
is, but the principle is not necessarily affected 
by the amount involved. It is jus t as unfortunate 
that both the unemployment insurance and the old 
age pension program, which is so desirable, should 
not - should be a drag upon recovery, and which 
Tlould not be t he case if t hey were - had they been 
put into effect at a time of greater recovery, 
if they bad been put into effect when t he national 
income was high, they t hen would have acted as some 
restraint upon an inflationar y development, and, 
likewise, would have acted as a cushion on the 
deflationary t rends , but a t the present time, to 
a t tempt in any way to buil d up reserves further 
until the nat ional income gets up, it is going to 
add t o the budget a problem, and they ar~ both 
going to be a dreg upon recovery, which is , as I 
say, somewhat unfortunate, and it seems t o me t hnt 
t his Committee should point out this principle, 
the principle involved here, to the President a nd 
so that 1f it is decided that t he fund should 
accumulate during this period , that it mus t be 
offset by a further deficit than other wise might be 

the case. 
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Yr. ChairmaD, one point that I would like to -
hasn•t been referred to, but I'd like to express 
it just a bit more. Nobody knows what Congress 
will do with respect t o benefit payments or 
eligibility for benefits. Now, I can conceive 
they might go a very long way; they might con­
ceivabl y go further than the Social Security 
Board has assumed in these es timates. They 
might go so far as to include pretty much every­
body over sixty-five years or age; it is not 
utterly impossible. VIe don 't know what they are 
going to do with respect to that. 

Does the five fifteen ••.•• 

Pardon. 

Does the five fifteen million indicate t he maximum 
which could be allowed under the recoJ:I!IIenda tions 
of the Board? 

No, not the maximum, I•d say. I v1ould say they 
attempted to be pretty much in the middle line . 

I think Yr. Altmeyer said yesterday it•s the 
maximum, reasonable. The report is general, and 
it does per mit flexibility. 

It could be much more than five fifteen? 

Yes, but the lines a.re drawn somewhat on the basis 
of what the Board thinks might reasonably be true. 

The point I was going to make, we don1 t know -
nobody knows what Congress will do about this 
matter of eligibility and payments, but m:y 
point of view, and the point of view of thOse on 
the Advisory Council who agree to the statement 
that has been read, is that we ought not to raise 
taxes until we see that it it necessary and then 
it should be on a three-way basis, and that t here 
is no burrY about , t hough I ~ouldn't want to 
postponeuror any long length of time. We have in 
the fund already a billion seven hundred mil lion, 
or will have by January, 1940, and it seems to me 
the wise action i S to wait and see what are the 
benefit payments going to be. Why have the taxes 
until we know that we need them? 

-

• 
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t~t emphasis do you place on the judgment or the 
Board and the judgment of the mejority of the 
Advisory Council, t hat ell things considered, end 
weighing this consideration against the others, 
they feel it would be highly desirable from the 
general public interest to increase rates in 
1940? How do you - how does your balance of 
consideration differ fro:Q those or the Board 
and the majority or the Advisory Council? 

The only argUment I can see there is one I can't 
myself see t he force or, is that 1r we don't r e­
tain the present tax structure, somehow or other 
we will miss a chance to educate the American 
public to carry on a contributory system. That 
is the only point I can see in the argument, and 
I myself am not impressed with the argument. 

Would you agree that the outstanding problem or 
the Social Security system is to prevent the Con­
gress from promising the American people more 
than they will want to support when they find out • 
how much it is going to cost? 

That, I think, has nothing to do with this ques­
tion. It has wholly to do with the question or 
the ultimate load, ond has nothing to do with 
how much the taxes ore going to be in the year 
1940 and 1941, and I certainly do think it is very 
important to impress upon Congress that when t hey 
adopt benefit payments t hey are in effect promis­
ing something for the future, and they must know 
whet that means in teras or an ultimate burden. 
I am very strongly in agreement with t hat, thet 
it is very dangerous to promise a thing without 
knowing whet it is going to cost you, but I 
think that haS nothing to do with this problem. 
I do agree that the English method of going at it 
is from that standpoint, preferable to our method 
or' going at it, tn the respect that thae would be 
adopted what might be called a •going system" and 
people know what it is going to cost. We have 
adopted this system of easing into it, and we might 
be able to reel what it is going to cost, but 
don't know. One and a half per cent doesn't tell 
you what it'S going to cost you, and for that reason, 
I think there are many, mnny arguments in tavor 
or the British method of going at 1t, in preference 
to ours, and I have never, myself, been convinced 
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there are not arguments against not adopti.ng the 
British methods, though I recognize cer tain 
difficulties. 

I think that is an enviable approach since we 
don't know what tbt costs ar e going to be; we 
are not in position to take a stand on the taxes. 
As Yr. Altmeyer stated yesterday, it would make 
qui t e a difference ih his own mini. I think 
~he other people f eel the same . 

llr . Delano, do you have any thoughts as to how the 
Committee might proceed from this point in sug­
gesti?ns to make? 

I'll say that I read this r eport that Dr . Altmeyer's 
Board prepared, with a great deal of interest. 
I thought it was an excellent report, and exceed­
ingly informative ani instructive, and I had the 
same feeling that some of the other experts have, 
but , of course, Congress needs a lot of educating , 
on this thing, and just what their reaction is 
going to be, of course t ha-e are going to be some 
people who think we ere not giving them half 
enough, and there are going to be some who think 
we are givi ng them too much. 

In just going through t he report, I made a note 
of the number of recommendations and sug&estions 
in i t - sogething like twenty-five or thirty. 
Well , of that twenty- five or thirty, f ully halt 
of them cost money. Now1 of course, if I were 
l ooki ng at this t hing sol.ely from the point of 
view of the budget I would say, "Well, I am glad 
they are recommending advancing tbt - liberalizing 
the payments; that t hey are also going to step up 
the tax," and thal!s t he first reaction, I think, a 
man would take. Ani t he a rgument against that, 
from a fiscal standpoint is that if with your 
exper ience you have been over collecti.ng by taxing 
t he income groups tthich can ill carry the tax, 
and which will cut down purchasing treJBendously, 
you are doing just what we ar e trying I~?t to do 
in our tax scheme, and I ' d say it ..-as unsafe it 
we didn•t have a cushion, if we didn' t have a 
considerable cushion to lay back on, but as it 
is I must say I agree with those who t hink that 
we' should liber al ize some of these provisions . 
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I doubt if Congress will do all the liberalizing 
that is recommended in this Act. We should do 
some or those things, and I hope they are going 
to be talked over, and I'd like to see the raising 
of t he payroll tax deferred ror a year or two. 
It seems to me it could be de!err~ two or three 
years, even. I suppose that a good many officers 
of the Government - highly placed officers of the 
Government - would have been glad to see this 
whole thing, as the law provided until '42 1 so 
we'd know more about it, and the reason for not 
doing that is that there is a rumbling of discon­
tent - the Townsendites that think you can do a 
great deal more than this , and then even those 
that believe in this scheme here, that think, 
"VIall, you're over collecting, " end there are a 
lot of e lements in society that aren ' t sharing in 
this contribution - trea tment - and it ought to 
be looked after . 

So you are proposing to advance the time by t~o 
years and to liberalize the payments , and I think • 
it i s rather fortunate if you can do t ha t 
without inereasing the tax. • 

Now, if I put ~self in the position of the Presi­
dent, and were sending up this thing without any 
recommendation at all, that ' s one thing; but I think 
I would like to point out t o Congress that if they -
if they over collect that will have Just exactly 
t he same effect t hat he had in his budget message 
he said should not be done. 

Ur. Delano, don' t we get back to this original 
statement of the Advisory Board .and something 
that was said in another way by the Social Security 
Boar d, about the advisability of linking t he two 
types of payments? 

Surely. Oh, I am strongly for that . 

Yiell, thtlt's the point. In other words , we all 
recognize, I think we do, that this particular 
type of tax, whether it is on the employer or the 
employee, is a deflationary tax, if you were 
picking a type of tax which would be the most 
deflationary you would pick this type . 
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But it isn1t deflationary if you collect it all 
and pay it all out. Not to the sam.e individual. 

It can not possibly be to the individual. 

But the - just to the same class , isn' t it, ur . 
Taylor? 

Not under the schemes I have heard of; there are 
always these developments in t he paying out. 
Therefore, don1 t you get back to the f act t ha t if 
this is a bad tax, should it be increased under 
any circumstances? In other words we say, •Let ts 
wait for two year s or wait for five years.• That 
isn't going to cbange t he situation 1n the least. 
You are silllply saying trot i s a bad tax. 

I t hink the answer to tlut is, •we will i<no~< more 
about i t . • 

You can•t change that approach. 

Eighty billion dol lars - it depends a good deal 
on the state of your economy as to wP~ther your 
tax happens to be a bad tax. Whether it 1S a bad 
t ax at one period, it may not be a bad tax at 
another. 

• 

I don• t t hink you can ever have a situation quite 
as flexible as that. I mean, if you know t a.king 
something away f rom the lowest income groups 
ordinarily starts out by cutting down purchasing 
power - going to be the low income groups, and it1 s 
Just a question of how much you hurt them. You 
are always going to hurt those groups . 

That gets to the point of whether or n.ot you are 
going to have a contributory system then. I 
think there are, possibly, arguments that ar e 
1n favor or a contributory systeo on some scale. 
That , possibly, might overcome other aspects of 
the arguments against it. At least it is in 
the picture for the present time in not only this 
country but pr actically every other country, and 
that , therefore it gets down to the point or 
minimizing t he deflationary effect, we may say, 
of the contributory system, end the way you 
accomplish that is to pay out approximately what 
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you may take in, and i f the benefits reach a point 
where the tax must be incx•eased then the Government 
can par ticipat e to the extent of a third or a 
half or whatever the case may be , and that tends 
t o minimize the effect - the deflationary 
effec t on consumption. 

The thing we have to consider for the moment is 
this par ticular report, and the effect that it 
may have upon the fiscal , budgetary picture a 
year hence when it goes into effect. The effect 
that it would have, if all - 1f the recommendations 
for greater contributions are accepted, greater 
benefits . It would tend to help recovery and 
consumption and to that extent it seems to me 
if in line, as I understand our present views, we 
may well favor that portion of the report . So 
f ar as t he tax is concerned, it seems t o me that 
t hat is contrary to the taxes that have been 
proposed , and we could well oppose, as being 
inconsistent with t he program, and tending to • 
affect r ecovery, a delay of those taxes until such 
time as is determined what Congress - how far 
they may decide to so with reference t o t he ben­
efits . I f the benefi ts that they propose to make 
would substantially exceed the benefits that nre 
proposed in the report, t hen they should be met 
i n one of two ways, either the Government should 
start now to contributing, which would - they 
could_ put up the one per cent instead of putting 
on the tax, or the tax should so into effect 
immediately. 

But to propose the tax at this time, without lrno.-­
in& the extent to"which the benefits are goill!l 
to be made, would seem to me to be contrary to 
the whole idea of the underlying policy v1ith 
refer ence to the recovery program and the budget 
message . That would seem to me to be t he situation 
so f ar as this co~aittee is concerned. 

We may well mention the ques tion of the unemploy­
ment insurance as a factor in the picture . That 
is of course something that the Government can' t 
do 1 very much ~bout, but merely pointing out that 
if recover y continues that there wil l likel y be 
some accumulation there of whatever the amount t hat 
will be will liepend upon the liberality that the -
the liberalizati on of the program in each state, 
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but certainly where you have the law of aver ages 
applying to forty-eight states, even though some 
states may be so liberal as t o pay out all or the 
income certainly there are goins to be other 
states where there is going t o be an accumulation 
aDd I think, without question, there net result 

1 

is going to be an accumulation or funds 1n the 
unemployment insurance; and especially 
if' r ecovery proceeds to t he extent t hat ~1e all 
hope and expect . 

I ought to merely add what those f unds are. 
Small as they may be, through puttins on the 
payroll tax i n the case of the old age - in the 
case of t he payroll tax, it would only accentuate 
and increase the problem. 

Wr. Eccles, a t the r isk or expressing a purely 
personal view point i n connection with unemplo)'Dent 
insurance , I t hink one item i n history may be 
helpful . The present unemployment cocpensation 
laws, aa adopted by t he states, followed in a 
very gr eet measure, the so-called draft proposals 
of the Social Security Board; technically, 
officially, legally, t he Board had no position 
whatsoever with the states . Nevertheless the 
assistance given by the Board necessarily tech­
nical i n character, was t be basis on which 
practically the whole system of state laws were 
written. 

• 

At the present s t age of t he game, the Board is 
again in a position of being r aced by requests for 
assistance from the Social Security Board - I mean 
t he question - t he Board is raced with t ha t request 
from the states . The Board can not take official -
can not require officially thnt the states do 
anything . Nevertheless , as 1n all of these measures 
where there is Federal-state cooper ation, the 
Board • s position can be or very great importance. 
It seems to ae that 1n the history of t he past few 
years , the significance !'rom the fiscal and 
monetary standpoint of the type of laws which 
were being written on the basis of which we had 
very little to go on now we have a very consider­
able amount of experi ence to go on. It ' S not 
summarized well , but the experience i s there. 
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It might not be out or place to call to the atten­
tion of t he Social Security Boar d that there is 
this phase of t he question which should be given 
serious consideration when suggestions are being 
made to the states . That might not bear on the 
immediate r eport which you are called upon to mako 
to the President, but it might bear consideration. 

The l ast fiscal year of the Treasury - of t he 
Government - showed a , as I recall, the budget ary 
deficit of around a billion three hundred million. 
Is t hat r ight, Den? 

That is right. Yes . 

This , of course was very largely due to the opera­
tion of the Social Security . Had it not been for 
the accumulation of reserves during that period 
t he result could have been, of course, quite dif­
ferent . It seems to me rather unfortunate, a t a 
time when budgetary defici ts are given too much 
weight in the public mind, a l l they look at is 
not the cash figur es, but vrhat t hey look at , of 
course, are the budget figures , and it is un­
f ortunate that t hey should . - those deficit figures 
should be any more t~~n they need to be, and to 
cause -you can•t expl ain readily t o the public 
the fact that you •ve got a deficit of a bil lion 
t hree hundred million, and yet you haven ' t eot 
one - a cash point. They just don•t understand 
t he difference between the cash and t he bookkeeping 
and it is foolish to t r y to explain it. The thing 
to do is t o try t o avoid, a t this stage of re­
covery, the gr eat difference between t he cash 
income and the cash deficit and the bookxeeping 
deficit . If that can be done it seeos to me that 
t~s Co~ttee could not render the President a 
gr eater servi ce . 

Ylell , Dan, what hl\vo you go t to suggest as a 
member here? (Laughs) 

\'/all I hurriedly went over t he Board 1 s r eport 
l ast'night. I didn ' t find anything in i t that 
shocked me greatly, although I think the Board 
minimized many of its administrative difficulties; 
I think it is going to have a lot of difficulties 
if t heir r ecomoeodations ar e adopted . I think it 
is unfortunate that one Department of the Execut ive 
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Branch of the Government who makes a recommenda­
tion so tar reaching in their effect on our 
system ot Government, and then say that the 
financing is primarily a Treasury job, and leaves 
us out in the air, but I realize that probably was 
necessary in view of the vagueness ot their 
recomendations. There wasn• t nnyt bing to which 
t~ey could attach a financial arrangement and 
they didn ' t know what was going to be adopted . 

But I think froa a budget standpoint that I ce.rtainly 
could advise t he President that I have no objection 
to the report, with the understanding that I will 
be permitted, later on, or my successor, whoever 
he may be, can have an opportunity to give him a 
me11orandum on the items that go in any bill that 
is prepared. V!e 1 ve talked a good deal about the 
taxes going on in January, 1940. It seems to me 
that Congress is going to give a very careful 
consideration to these recommendations. I under­
stand the Committee is just waiting for this report. 
I don't see how the Ways and Yeans Comaittee can • 
consider this report without considering also the 
matter that is very much in the public mind, and 
that is the item of reserve - whether we are 
going to continue t he reserve or are we not going 
to continue it. 

Now, if we don't conti nue it, nevertheless , the 
taxes have got to come off, because we don't need 
t he present voluoe of taxes t o pay the present 
volume of benefit payments, and probably wouldn' t 
need any more of the present taxes to care for 
t he increased benefits . And i t seems to me, t here­
fore, that this Committee doesn ' t know enough 
about t he situation t o r ecommend anything to the 
President. I would hate to see the President say 
anything in this report about what might happen 
if you don't t ake the taxes on or 1f you add an 
additional tax . I would prefer the Board merely 
release its report as all other Depart~ents 
do, and let Congress gat it t ha t way, rather than 
the President sending it as a special message. 
I think we Will get more out of it; we ' ll have 
better opportunity to make comments on it l ater 
on than we do now, than we would now. 

Why couldn't we point out to t he President the 
possibilities as contained in the report, that 
i s , if we put t he taxes on what it means , and it 
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the maximum amount of benefit is covered in the 
report, what it means from a fiscal point of view 
and merely suggest that in lieu of the controversy 
with reference to whether you have a reserve or 
you don't have a r eserve, that the whole matter 
merely be passed up to Congress to determine, ns 
you say, llhether or not t hey will put on taxes, 
dependent upon the amount of benefits that they 
decide to pay , and upon whether or not Congress 
decides t hey want to have a reserve. It r.ould soam 
to me t hat that would leave him on a consis t ent 
gr ound with his budget messa&e and with t he 
policy adopted by t his Committee . 

I'd prefer to see him say nothing. 

That is r ight. 

And if he i s going to transmit t he report, I •d prefer 
to see him transmit it by letter and say nothing 
about compensatory spending or t axes . Every t hins , 
is too vague to arrive at any estimate t hat i s 
worth anything . 

He •s also already covered that idea in his budget . 

I think in June when this Committee has had an 
opportunity for study and may have a bill pr epared, 
you will have a much better position to collll!lent 
upon and make sugges tions . 

Unless t he Coomittee wants to ~e the posi t ion 
that t hey would see no objection to the reco~enda­
t i ons with reference t o the benefits in a br oad 
sense. They are pret ty vague, but they see no 
objection to them, and t he question of ta.x, t hat 
t his i s t he effect t hat they may have, and t ha t 
matter s hould be l eft open to be de t ermined when 
t he benefits may be determined as to the needs of 
the t axes . 

I ' d like to see t he Committee say to t he 
President, •VIe have no objection to this report, 
but we would like to have it understood that Jdr . 
Altmeyer and t he CoiWllitt ee on t he Hill will keep 
this Colllll1ittee advised of what i s being done so 
it may study the effect on t he tax and be prepar ed 
to make r ecommendations before the bil l goes 

through. 
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Yes. Don't you think though that we - we•ve 
got to go a little further than that in making a 
report to him. That may be, if we undertook - if 
we wanted to mako a recommendation to him. It 
first seems we should make the report somewhat 
along the general line of discussion as to the 
fiScal effect of it, and then make a suggestion 
that due to the uncertainty and the vaguen.ess 
and controversy that it merely be sent up, and that 
when the hearings develop that - that the Social 
Security keep in touch with this Committee so 
that - I think just merely to say to not make a 
little more - it seems to me we•ve got to make 
sooewhat of a more tull r eport to him, and the 
the suggestion with r eference to what we - what -
what should be done about tha report . 

Couldn' t we say this, that if the President is 
simply going to transmit the report that is 
addressed to him, without comment of any kind, 
we have no objections whatever; if he wants to • 
give any advice or comment, then we•d like to have 
a little - we•d like to give him our views in 
some detail. 

Your chief concern, Mr. Chairman, at the moment, 
is that we advise the President not to commit 
himself on the question of the tax, one way or 
the other, either by implication or advertly. 

Not only the tax but the benefit payments. I don •t 
thi.nk he should coC!IIIit himself on any of it. 

No. Anywhere . 

Yes, I tllink there is something to that. 

So it is just a question of • • •• • • 

What alarmed some of us was, we understood he 
was going to send it up with a message which would 
carry recommendations, and we wanted to be sure 
he didn't overlook a very important point. 

I understood from~ . Altmeyer yesterday he hoped 
it would be no more than a transmittal message. 
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UcReynolds : He showed me a draft or the letter, sending it up. 
There was no comment; it was simply a endorsement 
or the Boar d . He didn't recommend, he just got 
some or the broad principles of the Social Security 
which are sere enough - recommended that it give 

Eccl es : 

r.lcReynolds: 

Bell: 

Eccles: 

llcReynolds : 

Bell: 

Dulles : 

Bell: 

it study and action at this session or Congress . 
He didn't say, "You ought to do this , or that, or 
the other . " 

I saw it; I went over 1t \71th l.lr. Altmeyer; he 
was good enough t o show mo the proposed sugges­
tions that he was goi.ng to, I think, make to the 
President on this. I read it very carefully; in 
fact, I spent about an hour and a balf with him, 
and there was three different places in the report 
it seemed to me, that is in the message where 
impllce.tions could be drawn. It didn't make any 
specific reco~endations , but there were places 
in the report, and I pointed them out to him and 
he said that he had no intention of getting the 
President to make any definite recommendation, 
and it - as I said, it did seem to me there were 
implications in there that might be fraught with 
some danger. 

He may have modified those before he showed them 
t o me . 

The law requires the Social Security •• • •• 

It wasn't specific, but you could read into it, 
at quite a number of places. 

I ~uld be in entire agreement with you with respect 
to any implications of endorsement. I don't 
think it should be i n the President ' s draft. 
In other words , if he is goinr. to make a recoomenda­
tion of his own, he can, I - I - I think there are 
some very, very difficult problems . 

The l aw requires the Social security Board to study 
tbe social problem. Does it require a report to 
Congress or a report to the President. 

Only the regular annual report . 

Does it say •Submit a regular annual report to t;he 

Cont;ress•? 
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It is all right in the .... 
This is addressed to the President . 

That is a different report. That is an occasiol'l!ll 
or special report . 

That isn•t the regular report. 

Does your law read, " · ·· should be a recomcendda­
tion to the President ••• " or t he Congress? 

I don't think it is specified. If so it is 
Congress , I em pretty sure. I •d have to read the 
Act.. 

The Social Security Board, as regarded under the 
Social Security Act, •s!~ll perform the duties 
imposed upon it by the Act and shall also have the 
duty of studying end making recommendations as to 
the most effective methods of providing economic • 
security through social insurance, and as to 
legislation and matters of administrative policy ~ 
concerning old age pensions, unemployment compensa­
tion, accident compensation, and related subjects .• 

It r efers to legislation. I would assume those 
recommendations and report should go to Congress, 
but this is addressed to the President. I 
would like to see that changed to go to Congress 
instead of the President. 

The lew doesn ' t require it &o to the President. 
This is merely a supplemental r eport to the repor t 
of Congress . This report could go directly to 
Congress . 

I t seems to me it could . And that certainly would 
be preferable. 

There is one point - the President ~Tote t he Board 
a year ego, asking for a special s tudy and report; 
remember , thet was sent to the Advisory Council , 
a l etter, and I t hink that is the reason this is 
addressed to the President . 

I see. 
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That would have to preclude this report going to 
Congress . 

Vle •d have to make some report to the President. 

In that case, you think that introductory par a­
graph would refer to the letter from the President. 

The last sentence, "I t is my hope the Board will 
be prepared to submit its reco~endations before 
Congress· convenes in January ." - befor e t hat 
sentence, might be interprete~ to mean it should 
go to t he Congress. 

Yes, be doesn't say, subud t it to whom. 

\'tould there be any reason wl\)' the r eport couldn ' t 
be addressed to Congress and a copy of it sent to 
the President? 

Tha t is a l l right . • 

Then he is not r equired - the very fact he sent 
it up ther e is a tacit endor sement . I think that 
the thing should be submitted directly to Congress; 
other wise, if he is going to submit it, t hen it 
would seem to me that he is just submitting it 
without - for t he consideration of Congress, 
without r ecommendations , without endorsements, or 
so tha t t here could be no - now that is a difficult 
thing; if' I were at Social Security, I would prefer 
t o have hill! send it direct, rather than say that , 
because that is bad . 

UcReynolds : I don' t think he ' d be willing to do that. That 
would belittle t he report. 

Eccles : I think that is bad; I think the Board should 
send it direct, or , if the President is going to 
send i t that he's - he ' s merely - he's got to 
say something, because merely to send 1t is a 
form of endorsement . 

Well , if agreeable to tho Comm.ittee, I would like -
I ' d be willing to undertake to prepare something 
for the consideration or the Committee. along several 
alternatives, with t he idea of approaching it, 
t he assumption that the re?ort would go direct, 
on the assumption that he llli&ht send the report 
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and maki ng a br ief report of t he r esults of our 
discussions, with r ef er ence to t his mat ter, so t hnt 
we can give him t he impor tant - i t seems t o me 
the important conclusi ons that - that , at least 
I have come to, and I t hirut possibl y, as I get it, 
t he Committee has , with reference to t he pr oblems , 
that t his whole thing may raise, and ther efore 
t he need, or t he desire, of l eaving i t up to 
Congress until they have decided on t he benef its, 
decided to what extent they want this pay-as-you­
go, .or to what extent thoy want it as a reserve 
basis . Otherwise, then, t o be consistent uith t he 
policy adopted by the Co~ttee and the Budget 
Message, if he doesn ' t do that, t hen it seeos to 
me he ' s got to point out tbc daneers of collect­
ing taxes in excess of tho benefi t s . Otherwise, 
to give the impression that the taxes on consumpt1 on 
could be collected in excess of benefits i s con­
t r ary to the policy already adopted with reference 
to the question of taxes . 

• 
In connection with your statement about whe t her 
it should be on a r eserve basis or ot herwise, woul d 
you per haps recall the fact that Mr. Altmeyer said 
the reserve collections on this basis would 
pr obably never exceed eight or nine .mil lion, so 
if you ar e going to amplify your stateoent, it is 
a half way or third of the 1vay point, and the Board 
has, I believe, in several recent connunications 
supported the Government Advisory Council and the 
Government Subsidy, and that Subsidy br ought in 
both the Advisory Co=itteo and t he Board - no 
large r eser ves and no large inc~es from interest. 

or course it ' s a question of degr ee, even project­
ing the oroblem up to , as I understood it, 1980, 
it could- conceivably reach a point where even t hen 
i t might not be entirely reserve system. I mean, 
it may be a system that t he Government may con­
tribute somet hing to , but, as I understand the 
issue today i n the count r y as t o whet her or not i t 
shall be on a pay-as-you-go now or a pay- as-you-go 
i n so many year s froln now. Novt that is a question 
of degr ee; i t is a question of time; and it is a 
mat ter of course thst so fnr as t he f iscal 
effec t ' i s concern~d , it doesn ' t make a gr eat deal 
of difference whether you put i t on a pay-as-you­
go in ten years or t wenty years . At the moment i 
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is - it is building up a reserve and that's -
t hat - that is the whole issue; it seems to me 
that Congress has got to decide . 

I want t o make this clear, Ur . Chair man . You 
~eferred to the Budget estimate sever al times . 
\/hila I think the principle you have been taJ.king 
about probably is embodied in that es t imate, yet 
I am quite sure that statement did not have in 
mind the present schedule of taxes under the 
Social Security Act. It had in mind new 
legislation. It certai~y embodied that principle . 

There was nothing in there which tied any par­
ticular in-payment to any particular out-payment. 
That is the thing that bothers me about this 
particular presentation. Why you are establishing 
a principle which I don't think • •• •• • 

You are fencing with a strong a r m. 

I mean, if you do establish that principl e and you 
have to carry it through to a logical conclusion 
and each tax you collect from anybody ought to go 
back in equal amount in th~ same group, - I don ' t 
think the t anybody • ••• • 

I don't think that; I don't agree with that; I 
don• t think that dll ever be true. 

I don't think so either. I think if you carry 
that particular thought to its ultimate conc.Lmac>f\e.,. 
you ~ill get somewher e like that, and you 
wan t to get t here. 

That is why the Government consideration - it is 
well to have that considered right now in lieu of 
increasing taxes . 

well , ur . Chairman, you ottered to draw up some 
alter natives . 

I merely suggested that 
work out of this t hing. 
we all do a littl e work 

I ' d try to see what we can 
I wish you - I suggest 

on it; think of what we • • • • • 

I - I - I t hink you are over complicating the thing 
for yours ell . 
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I should think that - do we agree th3t the Com­
mittee says we think it would be rer better to 
have this report sent directly to Congress? 
I'd be willing to agree t o that . 

Isn't it necessary to state some or the reasons . 

I 1d go on to say we think if the President sends 
it up there is certain to be implications; that he 
approves it, unless he says something critical or 
i t . Therefore, it he sends it up himself he'd 
have to warn Congress about some of the dange.rs 
of it, but he avoids all that if he lets the 
message go to Congress. 

Of course that overcomes all the troulbe. The 
thought occurred to me when you,say that to him 
he will say, "11hy?" MY thought is we may state • • • • • 

That could be explained. 

So we see that we can get together as to the 
reasoning . 

And also make it clear it isn't unanimous, that 
it is debated; it is a debated problem. 

As I understand it, the Treasury, 1n the absence 
of ,the Secretary, doesn't want to say anything on 
t he subject et this time, is that right, Wayne? 

That is right. 

Now, that being the case, I don't think • • ••• 

I don't know whether even the Director of the 
Budget i s ready, but I think he'S got an open mind 
on it, and I think we ought not to 0 . K. this 
thing as it stands. 

We are all in agreement, aren 1 t we, Dan, insofar 
as thinking that t he thing to do is to have it 
sent directly? 

Absolut ely. 

' 

Now, as to the reasons ror t h3t . I think we can • • •• 
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Don' t you t hink the President would like our 
reasons for that ? 

Wouldn' t it be well to prepare the r easons , to 
see, and the ext ent , as we may disagree as to t he 
r easons . I don ' t beli eve we will . I don' t t hink 
we can give t he r easons for thinking i t possibl y 
should go directly to Congress . The problems that 
are rai s ed here, without - without saying that 
our View with reference to t he problems, may be 
the same. We may, we ~Y not; we may feel that 
the problems t ha t are raised - Yie oay feel different 
about them, but I don't think we could possibly 
disagree as to the problems . 

No. 

Suppose you could see the President for a few 
minutes tomorrow morning? 

Well, I think that is t he thing to try to do. 

Give him an oral report . 

Tomorrow or Friday, I'll tell him we •ll be ready 
to report . I ' d like to moet tomorrow after noon 
or Fri day, giving us a l ittle - well now, in the 
meantime, could we leave it sub ject to call of 
our getting together . V11ll you be available? 
Will you, Ur . Delano? 

Yes, I think I can. 

And Dan, you? 

Yes . 

And you will be here, will you, Wayne, and John, 
r ight through? 

( Nods "Yes Jl) 

(Nods nyes . n) 

Well , if ther e is nothing further to discuss , it 
is a good session aJ:lY"II&Y • 

- - - - - - -

-

• 
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INTER OFFICE CO ... IoiU NICATlON 

TO Secr~ tery Mor gentbeu 

rRON Mr . White 

SiJbJec t: The Chief I t sues in t he ljOc isl Security Prcgra::. 

;. T• r Pre&ident i n prezenting to Congr ess the r eport of the 
Sce1t>l Security !loa."d endorsed their reocatl1end.6t1ons of : 

(a) Extensi on or old-age insurnn:e syste~ to inc l ude 
~crkers i~ domes t i c service, mari t ime and non- profit 
or0-a niza tions; 

( b) Beginning payment of old-age h-neti t a soone r ~~an 

1942 ( Board recomatended they begin 19~); 

( c) Libe rBlh atlon ot benefits t r.a be !>(lid i n t"e e~ rly 
yea rs; 

(d) The Presi den t made no comnent on methods of f1011ncing 
the addi ~ional benef1 t s , nor d1<\ he mention the 1ncre11 se 
Qf oayroll t axes comi ng 1n 1940 . 

( e) In add ition the Frc s l dent c oncurrEd rl th the Soard 
1n rl'commending th' t the Federal grants to Sta tes on a 
ll•t<:h1ng o' sis be increased 1.0 help f~nance assistance to 
depende~t childre~ . 

!I. The Scc'.:tl Security Bo!lrd r ec oo;;ended, in addl tlor. to t he 
~o.·e~oo1ng, trA- t the i ncr eased c ost or a ddi tlonal benetl t s be 
"'"t !rom taxes o the r than ?SYroJ.l tBl<f'S , not to be lm;ocsed 
un~tl onn·Hil benefit dlsburse.nents ~egin t o eJ<ceed snnusl pay­
r lll u' ooll"c uons - 1. e ., <~ppr·oxirr.n t e l y 1955· 

'!'r.: a reoollllilendatlon represents an abandonment c! the so­
c• l led self-sus t aining pr l no1ple . 

tii . Amrunt or old a~e bene fit ~yments 

The pre c~nt schedule of old e&e oene fit s calls for monthly 
,,! :f.lle1ts between $15 and $25 per month, based on the amount or 
errnlno.s in the 'Previous five ye r· ra (e.g., persons wlth a n a ver&ge 
:.. ' thly wage of 8100 would receive $17. 50 per montn) . The bene ­
fits increase wi t h t he length or ye r rs 1n wh ich c ontr i butions • re 
(~1 ( e . g ., a ocvered per son er rn i ng continuously $100 a ~ontb for 

forty years would be e l i gible to r eceive i n 1977, '51. 25 per mon th) . 
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The new plan recommended by the Social Security Board 
proposes to i ncrease the payments in the earl1er years, and 
t extend the coverage t o incl ude a gricultural, maritime, 
non- profit and bank employees. There are readjustments within 
the schedule wl::ich reduce the benet! t payments in the 1a t er 
yea rs to some groupe, in such manner as would make the t otal 
out paymente after 19S<l the same as under the present law. 
( Sa~ple schedule is appended.) It is also proposed to provide 
l~ rc:er benet1te tor msrried persona than tor aingle persons. 

It is claimed that t he new schedule does '"lOt increase 
the •eventual cost o! the eyatem•. wfuit tliiiy mean Is that 
afte r 1977 ( ! ) the t hen current coat will be no higher than 
1t 1s in the present Act. 

The &ct~al disbursements under the p resent Act are esti-
2• ted t o increase from about $15 ID11J ion in 1939 (as death 
benefits) to $3i billi on in 19~0. Some idea or the outpayment& 
called t or under the ' pre sent Act rr.ay be obtained from tt.e fol­
lowing selected dates: 

In 19112 to tal disbursement a would be a bout • 53 mill i on 
II 

19::4 • • • • • 1~5 • 
II 19 " II " • ti ll • 

19gg " • " • " ~ 
• 

II 19 • • • • • 1, • 
• 19SO • • • • • 3,500 • 

The new plan crlla t or increased total diab:u-semente in 
t>,~ earlle r years ot t t>.e schedule. The appended chart i ndi­
cates the approxima t e difference in annual disbursements cpl l ed 
fo r in t l'.e new schedu le. The difference, I bel1eve, ie more 
than $3/4 billlon a ye~r t or n.any yeprs. The repor t did not 
c"nta 1n a cable or e s timates. 

I t cannot be sts ted how much the new diebureeo•ents would 
coat in 1940 1t adopted because there are no speoi rio recom­
mendat i ons made in the Social Security Board' & repor t. It was 
st•ted orally that the maxim~m addi tional expenditures poe­
Hble ~nder the most 11berel or the new provisions and under 
tt.~ greatest ext ensi on contemplated would be t bout $500 million 
tor t~e )'ear 1940. So lD!! exper~a oelleve the. t $}00 would be 
the ~7 1.um disbursements tor 1940. 

IV. Ti ·e schedul e or benetlt payments 

The present law oal l e for payments under old age benefits 
to begin on Janua ry 1, 1942. The new plan oslle tor benefit 
llqymenta to begin in 19110. It thlG proposal 1& eccppted 
~nd bPnPf\ t p &yfl'IPO te heg\n 1n 1940, a.a-t.he- PI e&14ell t f @CCOI il6itd&1 
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th~ n under t he 
u e re would be 
' 150 m1111on. 

present schedul e or payments and coverage 
an additional cos t in 194o and 19~1 or some 
Thie presu~~~&bl:r would come out or the reserve. 

v. The 1m 
which s up or reserve. 

ortant orinci 
or reexam na 

Three dif ferent principles are being advool ~ed : 

( a) The self-sustaining principle 

This i s t t e principle on which •ne financial program 
of t he present l aw is presumed t o be based. The tax re­
ceip ts a nd disbursements are so scueduled that no Feder al 
contribution will pr esumably be r equired a t any time. 
Nhen ~ximum outpayments are reached in 1980 t he interest 
pe.ymen te p lus the scheduled taxes wll l be suffici e nt to 
m~et them. ( P~:yment or 3 percent i nteres t by t he C-overn­
~ent ~ey or may not constitute a contribution.) 

This pr inci ple i s under severe criticism by, I beli eve , 
virtually a ll experts in the fiel d . The pl a n reco~mended 
by t he Socic l Security Boa rd constitutes an abandonment 
of this p r inciple . Under t he propoeed plan t he government 
wo ld be o ~lled upon to make s ubs t antia l contributi ons 
fif teen years from now. 

( b) The •reserve principle• 

The •reserve principle• ce l ls t or t t e crea t i on of s 
rese rve suf ficient to take care of unforeseen contingencies, 
t o llelp equalize the tax payment• over e period or yeP:rs, 
to ec rn an income, and t o give the program t he a ppe renee 
or pe r • .anence and secur ity. 

The size ot the reserve advoollted d1 rfers am~r.g the 
experts. l.linor dltteroncea i n t he ai:e or r eserve can 
bee metter of endl ess dispute end compl exity but uetually 
the deoiaion shoul d oe made independent ot actuar ial 
es t ima tes. It is easy to get involved in t he mete o f 
actuarial di scussion but it ie def initely e waste or your 
t i me t o do eo . 

Under the new proposed ~lan by tt~ Sooial Security 
BOR rd a reserve of probably '15 billion i e anticipated, 
~lth government oontri~~tions necessary to mainta in that 
reserve beginning a round 1955· 
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VI. 

The reserve principle ie, I b@li@ve, subscribed to 
by moet expert3, thou(91 there ie doubtlese difference 
of opinion with respect t o t he si~e of the reserve to 
be accumulated. 

( c) The " pa y-as-you-go" prlnoiple 

Under this pr1nc1ple disbursements are to be me t 
•holly o·;<; o f current receip ts. It is suegested that 
t~ e pe.y-ae-you- go p rinciple is a device t o make easy 
th~ curtailment of t he benefi te in the future. 

( Insura nce c oopanies ore ' in f a vor of tt~ pay- ae- you­
flO bseie because they fee r tl'A t a large reserve will not 
le t<ve enough govem.-.ent b" nde f or t.heir portfolios. To 
a l esaer extent ti is felt t t a t the reserve bssie will 
l nte rfere wit h t he possibli.i tle e of increasing t heir 
' i ndustrial insurance• business. ) 

Tax collecti ons on Old Age Account 

For th e year 1937 old a~e collections were ~~proximately 
t 560 million. They s t ar ted at 2 percent in 1937 ( 1 percent 
!'rom employers end 1 percent from enoployees) and a r e to in­
e r~~>&e oy stage a to 6 percen t i n 1949 ( 3 percent from employers 
r n1 ~ percent tror.• employees) . Th& fire t increase c omes in 
l~ .o •·h en the payow.n ts are stepped up from 2 percent to 3 per­
ecn t ( 1. e. , l t percent from employers ~>nd lt percent from 
t .r.loy ~ es) . 

The Social securit y Bosrd, I believe, eeti~tee (hpt 
unde r the present law tax recei~te in the cal endar ye~r 1940 
• 111 oe $715 mill ion (of wblch fl65 mi l l ion come from the 
1 ~Prcent increase in payroll taxes effective ln 194o) . If 
~"P extens1on of coverage is made, ae propo£ed by the Bce rd, 
rn~ther t4o c i ll i on will be added. The men in the Fede~£1 
~ • s •rve Roard believe these estirratea are too lo" by some 
1?0 ml l ! ion in 1940. 

VII . Une•uploymen t i nsurance 

The Social secur ity Board, I bel ieve, e s timates tha t i n 
1. ~0 dep~oito in the unemployed t r us t fund a nd tax colle c t i ons 
l ~ndPr Title IX) will amount to t S4o mi llion. They e s timate 
trih t diaburse~ente ~11 egu~l inpeymenta, naru£1Y, $760 million 
~cr bs nef1 t payments and fW million tor t ~miniatrative expenses. 
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>~ere • gai n the esti mates or the eubco .unittee appotnted 
l~• t w•rlt by the Fi scal and M"netery Advisory Board (a copy 
r ~ elr re nort is at t ached) differ radic al .ty from t hose or 

tr.~ ,en in t he Federa l Reserve Board. The latter believe t here 
1e no r••ason~ble basi s tor the expectation that State laws wlll 
be 11bera l1zed enough to provide for disbursements of $76o tnll-
11on. Their estimate i s t hat State and Federal t axes wlll 
y 1 ~ld about $1 billion whlle benefits pald to the unemoloyed 
• il toLRl only $4oo mi l l i on, leaving a net wi thdrawa l - of some 
~ .a1 l l 1on from the income stream instead or the tero est1mPte 

or ~ c Social Sec urtty Board. 

V!Tl . ThL> re 1e alto tl:e r a to t al d1tference ot almost $1 billion 
1n t e eat m~•es ma e '}I e men wor ng n 1< e e ra . eserve 
-o•?d on £ocl81 security (Sweezey ~nd Xroel<) end in the estl~te 
te t T :)elleve is su}:ported by th e Soclal Security Boe.rd. The 
;e1Pre l "eserve Board men estimate the net .. 1. thdra,..al from the 
Inc .-e s tream in 19ho will be aboul< tl,200,000, 0CO with maximum 
11cr~ased payments l l J.ely under : he proposed amendment . .The 
·~t•l Security Board, I think, estimotcs the net withdrawal et 
·nly ~ ,oo million. 

A d ifference of almos t $1 billion in the crittcal year 
1"1~0 m~y t•18lttl the differ ence between ocntinued r~covery rr A ap­
pePronce ot o recession. Mos t of t he difference, I beli eve, 
Ar!n•• from different assumptions made by each gr oup. The d1t­
ferf' 1ce 1 n 30 l l\ rge a nd l<he matter eo important f or t his year • s 
f i roA l policy t hgt I beli eve the different bases of their eati­
r•lee shoul n be made clear to y ou. 

IX. So~e c onsiderations rela t i ng t o Treasury financing 

Unde r t : e present law ~at actually happens is tha t the 
?r••~ury pays J percen• 1nter• st (at l east) on sums accumula ted 
ln t i.e reserve . The present s ocia l &eou rity progr8Jil, in short, 
•up~l ~c~ t : e Treasury with a gr owing source or tundF t hat it 
-•n bt'rrow a t 3 percent rate ot interest. By 191$0 the Treasury 
~c 1•• oe in debt t o t he fund ee tim ted between $110 to $60 blllton : 

SI:O•l ld t he so- celled self-sustaini ng principle be abandoned 
In t•vo r ot t r e reser•1e olan as advoca ted by the S' c1al Seouri ty 
loo rd , t ht tlme v1ll come - - ten , fifteen or twenty yel'. r& from 
10~ -- when the oove rnrrent would no longer ha ve t i is sour ce or 
fun.! a trom wh ich t o borrow. It they th en needed t o bor·ron they 
.... ouH h ve t o go t o tbe market. 

:'he present Act provides t or l.l1e builcUng up or a reserve 
r~ t t. t a fter 196S ben~fit disbursements will exceed tax collec­
. ! ~ns . The difference would be made up by t he government con­
trl ouuon in the form of interect pay11ente. 
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!!EPO!!T 0!' T!!E S!llKQ!l!ll'TKE OJ! D!E SOCIAL SEC!!!llTI 

J!OAR!l'S spro!'F,NTS RELATING TO TAX COLLECIIO!IS A1!P !lBNEFIT PAY\!MS 

Dl THE CALEiiDAR YEAR 194(! 

Tho ootimo.tes o.re as presented by the Social Security Board, with 
tho bosca nnd assumptions indicated by them. 

1 - ltnonrlO;t!!!nt Insurance 

(a) teposih in Unemployment Trus t fund 
Title II tax collections 

749,000, 000 
91 .000,000 

840, 000,000 

Based on budget esti.astea ror fiscal yeo.r 19~· 

":'hroe eot.il!ates Me approxi=tely equal te the rate of collections 
ir t' • latter roontha of 1938. 

(b) Denofit payments 
AdM.inistre.tive expenses 

760,000' 000 
80,000,000 
a~,ooo,ooo 

As~a sufficient liberalization of state laws relating 
to benefit ~~nts te equalize income and outgo, 

I' - Ol d J.uc Insurance 

(a) Tax Collections-

On present covera&e, 2 percont rate 
Additional 1 percent rate (3 quarters) 

On proposed covera&e 

56o,ooo,ooo 
165,000 ,000 
715,000,000 

40,000.000 
755,000,000 

Fi£W"es for present coverat;e baaed on budget estimates for 
fiscal 19~. 

228 

These estimates are approxi=tely tho av-o taxable base a s pr<lvailed 
ln tho last half or 19)8, 

(b) Benefit Payments 

Tho outstanding fact w1 th r espect to old age beneti t p....,.,nts in 1940 
1· thr tremendous range - tram ~ to $515 ad.llion - of possible vo.riat1on 
th t ~·oulc arise froct the adoption or plans that have been under discussion. 

• 
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UntU a definite set of provisions 1s adopt41d b)' Conereae, estl.Joatea are 
bOund to be attended by the greatest uneerteinty . It appeare, 110reover, 
1Jnpoesible to se::r at the present tl.Joa which ot oovoral sets of provis1one 
is r oro likely to be odopted. All that can be dono now is to set forth 
tho conditions under which t he minimllnl and maximwn amounts would be paid. 

1. 1.'1n1mum - G48 m1ll1on. Lump aum p4cy111ente under the present l81r. 

2. ~ aximllll - $515 m1ll1on. In order to reach this total (or anything 
li~e it) extena1ve eha.ll8ea would have to be Nlde in the existing l81r. 

1 . P~~TD"nt of aonthl,y benefits in 1940· 

229 

2. ElJ.81bility for benefits would have to be e.xtended to !n!!Z 
ore over 6S who had worked in a covered occupation end had earned at least 
;oo a year since January 1, 19)7. This would Man including people who 

h·< ~ ver oaid any taxes under the act at all aa well a.s those who had 
received lUI:Ip s\lnl benefits and ceased contributing. If the adal.niatrative 
• ifticulties in chocld.ng wage r ecords, ate., could be satisfactorily solved 
as Wll1l' as 1,000,000 persons might bocme el181ble !or benefits in 1940-

), Adoption of an average wages foJ'IIIIIla for calculating benefits . 
H is cstim4tcd that this would raise the benefit payment for a single 
beneficiary to ~30 a month on the average. 

4 . Adoption of various euppleaontary benefits for w1 vee over 65 1 

widow,, dependent children, etc. 

5. lll!>ediate ~ation of disability benefits . 

J.n 8!'Pf'ox:lute idea or the ralative i.lapOrtance of these various ~ 
t'Oaals, acSUIIiJ>g avorage monthl,y benefit J>811*ltS ot ~ per annuitant, 
""'' to d~rlved troo the following table: 

1,('('()1 000 qw>.lified annuitants 
OJ"'ndent ago<! wives • • 

I~ .ed widc:MD • • • • 
Youn!: widows and orphans 
'~nimum death benefits 
lll.enbili ty • , • • • • 
l ccruod death claims • 

$361' 000' 000 
48,000, 000 

2,000, 000 
22, 000, 000 
52,000,000 
25 ,000, 000 

5,000,000 

$515,000,000 

-
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I . Old-age Insurance 

l , 

2. 

6, 

II. 

Shoul d benefit payaent a ooamenoe in 19~ instead ot 
on January 1, 19~2? 

Should benefit payaente i n the early years be stepped 

up aateriallyt Should thie be aooompliehed by ohanging 

the base ot payaente troa aggregate taxable earning• 

tO aYerage taxable e&rninge ana by glYiDg an additional 

allowance to aarrted annuitante with respect to an 
aged apoueet 

Shoul d the ultiaate leYel or benefit payments ae a 

percentage of ooyered payroll be chAnged aateriallyt 

Should the death benetite which under t he present law 

are proportional to aggregate taxable earnings, and 

aay ultiaat ely 1n aany cases be or substantial .-ount, 
be changed to ainiaua benefits related to aYerage 

taxable earninga? 

Shoul d the old-age insurance sye t ea be •uPPl eaented 
by benetite tor aged w1dowa and tor young widowa with 

dependent children! 

Should tbe eyetem be rerteed 1.lllled1ately to prortde 

tor d1eab111ty benet1ts? 

Should there be any change 1n the present Title VIII 

tax rates? 

Should the co•erage or T1 tle II ot ths Act be extended 

to doaeet1o eerYante, tara laborers, and all other 

classes ot employees except caeual laborer• and em­

pl oyeee ot State and looal goYernaentef Should it be 

extended t o the aelt-omployed! 

AssW11ng that it 1e 1!1pract1cal to aainta1n the tull 

r eeerye ayetea baeed upon an exoeae ot payroll tax 

collectione oTer benefit payaents during the early 

years ot the ayatea, ahould aucb a tull reeerTe 
eystem be aaintained neTertheleae by appr opriation• 

from the general tund! 
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II. Publ1o .Ue1etaaoe 

1. 

2. 

Should the aaxl.ua aaouat ot aid to d~ndeat oh114ren 
~1oh aay be taken into oone1derat1on 11'1 detora1D1as 
the uo1111t ot tho J'oderal grant (now tlS a aoath tor 
the t1ret oh1ld 1n a tu1ly and t12 a aoath tor eaoh 
additional oh1ld) be 1noreaeed to the eaae .. ouat ae 
that now taken into ooae1derat1on w1th re~ot to 
grant• to the needy aged (tJO a aonth)t 

Should tho proportion ot tho Federal grant to t ho 
total uount ot aee1etanoo granted dependent oh1ldren 
(now 1/3 ot t he total aaount) be 1noroa .. d t o tho 
eal!lO proportion ae 1n tho oa .. ot the needy aged 
(now 1/2 ot the total uoUDt)t 

8bould the graate to Statu tor both the needy aged 
and dependent oh114ron be •do T&r1ablo 1n accordalloo 
With the tteoal oapao1t1ee ot the 8tatoet 
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Gilneral Ccmaent 

The reserTe aethod of f1D&Do1ng aooial aeourit7 ia 
generall7 taken to 1ap1J an excess of apeoifio taxes oYer 
benefit payaenta duriQS the earlier )'eara of tbe a)'atea 
which would be adequate to buUd up a fund, the iateres t on 
which would offset an expeoted later exoeaa of benefit p&J­
aenta oYer taxes • The propoaa1a of tbe 8ooia1 8eouri tJ Board 
1nvolTe the abandonaent of the r easrTe aathod of f1nano1Dg, 
u eo defined. 

It i s true that under the reooamendaUonj of the Board 
there would still be a •reeer•e• . Thia reeer Te, howeYer, 
would merely r epresent the undi abureed residue of earmarked 
t ax collections accumulated at interes t . While it eight 
poesibl7 r 1ee to a oone1derable figure - about .9 billiona 
at the max1llwl upon the ba d e of the aoa t opt1a1etio figures 
submitted - 1t would not be an aotuar1all7 i ntegral part of 
the plan. !hat ie, it would not be deeigned to earn interest 
aut t i oient to offset the exoeas of benefit p8)'88nta oYer tax 
collections during later )'ears as 1e the reserTe proYided for 
1n the present law. J.n:t interest wh1oh it earned would asrel7 
reduce somewhat the o t herwiee n eoeesar7 aaount of the GoTern­
ment subsidy. !hie eubeid)', howeTer, would be eXPected to 
meet moa t of the exoeee of benefit pa)'llenta oYer tax col­
lections during later y ears, serTi.ng in thie reepeot the 
sa111e function as t hat oonteaplated to be eerYed b:y the 
actuarial reserve proYided under the present law. 

We do not belieTe that the freaeur)' should oppose thie 
abandonment of the reaerYa aethod of financing. !he eoonoll1o 
etteota of the retention of the resene aet:bod would, at beat, 
be unfortunat e and, i n our opinion, the eoonoai o di sadYantagea 
would outweigh t he adYantagea of reaerYe f inancing. (The two 
aaJor purpoaea of r eaerTe financing are: {l ) t o preTent ex­
trnagant future oou1taente b7 requiri~ that taxes be in­
creased a t the aaae tiae and in proportion to inoreaeea in 
benefit payments; and (2) to proTide a more equitabl e relation­
ship between the t axe a and benet1 te of eaoh ooYered 1nd1Yidual.) 

The accumulation of euoh a reaerYe, howeYer, ie, 1n &D1 
nent, the resultant of a aohedule of texea and benefit P&J­
aents. The reaerTe aethod of financing ae ac defined cannot 
be adTocated in 1eolat1on, but onl7 1n conneoUon w1tb 
epeoit1c proposals concerning the aaount of and the t 1a1ns 
of taxes and benet1 te .1. n euoh a aanner aa to aake possible 
the accumulation of a reaerYe. Aeeuai~ that we eha11 go 
along with the proposal• for adTancins 'Che date and 1ncreaa1nc 
the amount of ol~age benefit pa)'aenta - ae indeed we auat i n 
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-.lew or the President ' e message - an 110tuarial reserve 
could be maintained onlJ by a very substantial increase in 
taxes, wbiob would be neither eoonoaioally sound nor 
practicablT feasible . We have recoamended, therefore, that 
we content ourselvee with urging that the soheGule ot tax 
rates provided tor 1n Title VUI ot the Aot be allowed to 
stand, as recommended by the Social Security Board. 

The preceding discussion baa neglected the possibility 
of main t aining the reserve method ot t1nanoing without an 

· adequate excess ot tax receipts over benefit payments during 
the early years simply by appropriating the required amounts 
t,rom the general fund. · These appropriations would, of course, 
ei ther increase the amount ~ o Uler taxee necessary to be 
l evied, or would increase the detioit. A reserYe so provided 
would maintain intact the accounting oonoept o t the reserve 
aethod; that ie, it would require annual appropriations to 
the r eserve account at l east sufficient to keep the amount 
ot the unfunded reserve liability troa increasing. On tbia 
baaia a balanced budget would indicate tha t, insofar at 
leaat as social security i s concerned, no future increases in 
tax revenues other than those already provided tor by statute 
appear ed to be necessary because the i noome r r.om the fund plue 
annual appropriations continued on the same basis would alwaya 
provide tor benefit payments (total annual income would ulti­
~ately equal annual benefit payments). Tbia is the basis 
fol lowed by the Federal Government 1n financing the Civil 
SerTioe r etirement fund and several other GoTernaent ret1re­
aent plans . It was aleo uaed 1n connection with the finanoi.ng 
ot the soldiers' bonua. It is the method ot financing re­
quired under the preae If; Social Seouri ty Aot. 

Assuming that public opinion would not stand tor a 
Federal budget always out of formal bala.noe, this would mean, 
as soon as the present period of detioit financing is over, 
tbot taxes other than payroll taxes would have to be inoreaeed 
to provide the amounte necessary to oover the cont emplated 
appropriations. The necessity of making this provision would, 
ot course, push further 1nto the future the day when the budget 
could be torlllally balanced. Attar a formal balance bad been 
achieved it would mean that aggregate Federal cash reoeipta 
would have to exceed aggregate Federal caeh expenditures by a 
subs t antial amount in order to continue the budget 1n formal 
balance. Assuaing full ooTerage and the adoption of a ayetea 
coat ing about 40 percent more than the present benefit plan,1f 

!/ The Social Security Board has estimated that its recommendation• 
would increase the ooat ot the system about 40 percent (coat 
expressed ae a leTsl percentage ot taxable payrolls on a 
) -percent reeerve baaie) . 
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the .. oUA1i of 1ih1a ••••Nr7 euoaa woul4 be of taao or4or 
ot u.sn11illdo of a. b1111oa dollar a pol' JOal' p laa tile euo•• 
ot pafJ'Oll tax oolleoUoaa o•er baaofU parap1ia. .u­
oor41ng 1io OUI'I'OD1i oa1i1aa1ioa, aaoh oxoo•••• w111 oon1i1Dao 
1nto ~e a1ddlo f1fUoa. Attar 1iha1i u .. , an exoooa of 
benetU pataenh OYer p.,roll tax .. would craduallJ rod110o 
the .. ouat o t 1ihe aeoouarJ 41eorepaaoJ bobeen 1ilao 1io1ial 
1noon of tho 014--Aco Reeene Aoooua1i aDd oaeh expond11iaree 
until ulU•tolJ 1:beJ would balaaoo. 
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we propose that the Treasury adopt the vi ewpoi nt set 

~orth below with respect to each or the questions on the 
roregolng agenda: 

I. Old- age Insurance 

1. The Treasury does not oppose the proposal to com­
mence benefit payments i n 19~0 instead or on 
January 1 , 1942. 1/ 

2. The Treasury does not objeot to liberalization 
ot the benetite payable 1n the early years; neither 
does it object to the proposed ehitt trom an aggre­
ga t e to an average earnings baeie, nor to the pro­
posed allowance tor an aged epouss. !I 

3. The Treasury believes that the ultimate level ot 
benefit payments as a percentage or covered pay­
roll should not be increased. if 

4. The Treasury does not object to the proposed re­
vision i n the method or determi ning the amount ot 
death benefits. !I 

5· The Treasur y does not oppose the proposal to pro­
vide benefits tor aged widows and dependent 
ch ildren. !/ 

6. The Treasury does not believe that the system should 
be changed at this t i me to prov i de permanent disa­
bility benefits. !/ 

1· The Treasury does not believe that the present scale 
or Title VIII tax rates should be altered at the 
present t lae. Taxes other than Title VIII taxes 
will be necessary in ruture yeare to meet benefit 
payments, but the Treasury does not bel i eve that 
such taxes should be i ncorporated in the present 
law. !/ 

g , In view or the proposed Federal subsidy, which the 
Treasury does not oDpOse , i t i s believed h i ghly 
desirable to extend- the system to all possible 

The Judgment s i ndicated in conneotion with the general 
recommendations of the Social Security Board assume that 
the deta iled plan will not involve ineuperable adminis­
t rat ive difficulties and that the method of f1nanc1ng 
will be reasonably equitable. 

-

• 
• 
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groupe in order to avoid an inequitable tax on 
thoae Who are not eligible tor benetite. It i e 
reoogni&ed that the adai niatrat i ve probleea in­
volved in extending coverage are extreaelJ d1t­
tioult. However, the Treaaur7 believe• that the 
old-age insurance e7atem auat and oan be ao de­
vised as to aeet theae problema without extrava­
gant future commitments which would be ex t reaelr 
clltfioult to reviee downward. The TreaeurJ re­
servea Judgment on the adminietrative practica­
bility or extencllng the coverage or the ayatem 
until it has had an opportunity to atudy apeoiti o 
reoommend&tiona. g/ 

9. The TreaeurJ does not believe that the tull reserve 
plan ehould be mainta ined trom general tund appro­
priations. The Treaaury does believe, however, 
that the full coat or the plan and the actuarial 
statue or the Account abould be eat forth each 
year in the Annual Report of the Secretary or the 
Tr easury. 

II. Public Aaeietanca 

1 . The Treasury oppose• increaaing the max14ua amount 
ot aid to dependent children which may be taken 
i nto consideration in determining the aaount of the 
Federal grant, 

2. The Treasury does not oppoae increaaing the Federal 
share or aseiatanoe to dependent children to the 
eaae proportion aa 1n the eaae of aaa1atanoe to the 
needY aged. 

g) A benefit plan hal been worked out by the Diviaion or 
Reeeareh and Statiatioa , which is designed to meet the general 
recommendations of the President and the Social Security Board. 
It is believed that the plan could be extended to all the now 

uncovered groupe Without aerioua administra t ive d1ff1cultiea 
and without d&ngeroua 1ncentivea tor either overpayment or 
underpayment or the social Security taxea. The plan could 
(and should tor reasons or equitJ) be extended to the present 
unemploJed aged and would thue take the place or a large por­
tion or the Federal grante to the State• for old-age aeaietance. 
Such a plan would reduce atlll turther the accumulation of 
excess p&Jroll taxee and, 1n ou.r opinion, provide a much 
sounder method ot accoapliah1ng the purpoae than the propoaal 
to reduce the preaent acale or Title VIII tax ratee. The 1n­

cluaion of the preaent aged would provide a eateguard aga1net 
an inevitable preeaure tor higher and higher benefits because 
thia could not be done without imaedlate and eubetant1al in­

or~'••• in taxee. 

• 
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The Treaeur1 1e oppoeed to the 1ntro4aot1oa 1a 
the publ1o aee1etanoe prograa ot Yar1able graate 
baeed upon the t1eoa1 oapao1t1ee or the eeYeral 
Statee. Aeeua1ng, ho•e•er, that the Pree1dent 1e 
1noorporat1oa ot th1e reooamendat1oa 1D h1e aee­
eage places 1t beyond d1epute, • • reoomaend that 
the .. ouat ot the Federal grant tor ol4-age ae­
e1etanoe and for a1d to dependent oh1ldren, re­
epeot1velJ, should be only one halt ot the aggre­
gate aaounte expended b7 the Statee and Federal 
oovernaent ooab1ned tor theee purpoeee, euob suae 
to be d1v1ded between the Statee 1n aooordaaoe 
w1th the1r f1eoal oapao1t1ee . 

• 
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I. Old-"ff! Inouranco 

1. Should beneti t J)81=81lh cOCIIence ln 194o inttoed o! on 
JMUI!'f:1 l, 191121 

2. Should benefit pf111Dente in the earl.1rure be otepped up 
"'aterlt\ll}'? Should this be eecOQJ>liohed 1>7 changing the 
ba10 ~ p81Conh from llflF'Ogate taxable earnlngo to anr!r 
taxAble earni"!:• snd 1>7 girlng an additional allowance to 
DN'ried annul tMta with roopect to an aced IJ)OU~1 

1. Should the ul u .... te level of 'benen t p~onh ao a percentage 
of coYer ed ~oll 'be cban;:ed ... ter1all:r1 

4. Should t he death 'bene!i ta which """'er the prooont law are 
proportional to aure&ate taxable oarnlngt . and IIAT ult1111Atel.1 
ln ...nr caooo be of au'batantlal a:oo\lllt, be clwlced to mlnllrall 
bene!l h related to avera;:• taxable oe.rnl"'l•' 

'), Should the old-a;:e lnourMce qotem 'be wnplemented 1>T 'beneflto 
for &«ed widows Md for Y0\1"1: widowt with dependent children? 

6. Should tho r,ratem be revised i mmodiat elJ to provide for die­
nbl l it)' benefi ts? 

7. Shoul<\ there 'be all)' ebange l.J> the pruent Title V!II te.x 

rateo7 

~. Should the coverage of Title II of tho Act 'be oxten<ied to 
domeotle oerTantt, fara l&bororo, ~d oll other claaset of 
~loreo• .-capt casual la'berere and ~lore•• of State and 
local goY~rn::~entot S!J,ould it 'be extended to the oelf-cploredt 

9. .Uou:olnt: tlut it 1a icpracUeal to aaint al.n tho full reaen-e 
qote= baaed upon an axeeoo of ~oll te.x eolleetlono over 
bonetit pa)'lll8nto during the earlr rearo of the orotc, ohould 
aueh a Cull reoen-e qat""' be !Ol\into.ined uYertheleoa 1>T ap­

propri&tiono from the generol t\llldt 

II. Public Aotlotanee 

1. Should the me.xlmm amo\lllt of aid to dependent children 11!lieh 
mtJ¥ be t tJcen into consideration in determining the ""'o\lllt of 
tho Federal grant (now $18 & aonth tor tho firot child l.J> a 
!Mil :r and $12 a month for eeeh eddl tional child) 'bo incre&oed 
to the '""" eao\lllt e.o ths-t now token into oonoideratlon T1 th 
reiJ)ect to grMta to \he ue•d7 aged ($30 o. aouthH 
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2. Should the proportion of the :l'edor&l. crant to the tot&l. 
MIQUDt of aooiotance &ranted d.-pendant childre n ( nOW 
1/3 of tho total amount) be i ncreaoed to the oeae 
proport ion ao in the caoe ot tho needy aced (now 1/2 ot 
tbe tota1 oaount) 1 

J. Should the cranto t o st .. too tor both the neecl7 Aged and 
do'Qendent obUdren bo aade vari able i n aeeordMce w1 t h 
the t ioeal capacities nf the Stateo? 

1/18/39 
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:re propooe thAt the '!re&Wl")' Adop t the viewpoinh oet for t h bel ow 
with rupeot t o each o! the quu tlono on the tor o«<iD6 ftttenda 1 

t. Ql d.-oco Inaurnnoe 

1. The 'l'reUU1"7 dooo not oppose tho propoolll to couenco 
benefit p8;(1:1onte in l9llo inetolld of on Jloll\11\%7 1. 19112. !f 

2. 'l'bo Traaaury don not obJect to llbn&liutlon of tho 
beno!ita pa7nble in the early yoaro; neither dooo it object 
to the proposed shift from an agropto to .,. lloTtra,-o e&rnill&l 
1>1\ail, nor to the pr o!)Ooed allownnco t or o.n o.ged opou.se . !J 

3· 'rho 'l're~~ooury boliovea that tho ulticate lo•el ot bene!lt prq­
cento u a ,Percentage of conrod payroll ohould not be in­
created. !J 

4. Tho Treaoury does not object to tho pro'looed rortalon in tho 
ltt~bod of det orainl.Jlg the Mount ot death bonofi ta. !J 

~ . Tho 'l'r enoury does not oppose tho propoaol to pro'fldo benefi ta 
tor seed wido\fo end dependent children. !/ 

6. The Treaoury does not believe tha t the ayotom ohould be 
chan&od at thio time t o provi de permanent dloability bono-

flto. !J 

1· ~ Treesury doea not believe that tho preoont ocalo of 
'Htle VIII tax r~~otea ohould be altered at tho preoont time, 
!ant other than '!itle VIII taxeo will be noceoaary in fUture 
yearo to """t beno!it pa;ym" nto. but tho 'lrellot\U"l' doea not 
bello•• thet such t axes should be i ncorporated in the present 

l nw.J/ 

8. In Ylew of tho propooed !'edor&l ouboldy , which tho fra&oury 
doeo no t oppose. it 1a believed b ig.h4< doolr&blo to axtend 
the o:totec to all poealble groupo in order to .. void an ln­
e~ultable t ax on those who are not oliclble !or beno!lto. 
It ia rocogni •ed thet tho adminletratlvo pr obl ema involved 
in extending coverage are extromol7 4it!icult. However, 
tho Tro~oury bolieYea t hat the old-occ inouronce o1otem 

240 

1 ~lo JUO~ents indtcnted i n c onnect ion with the 60neral reco~ondations 
ot tho Social Securlt1 lloard uaume thet the deto.lled plan will not 
lDYOl'fo inouperablo odai nlatrative d1!!1cu\ tioo &nd that the ~ettod 
o! flniiDciDG wlll be reaaonably e~ui tal>le. 
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cat u4 cu llo 10 ~Tioecl ao to .. t t.beH prol>l•o n U>w\ 

orlraY&«nnt httlH coamJ. Ulellh Which would lie orlr-l:y dif­

ficult \o rodH donward. '!'he ~roaour:y ·rooonroo J .... n\ on 

tho adainiottatlTo praoUcab11H;r of •nondinc t.be co,..race 

ot \ho o;rot- until U bao bad ..., opportlml.t7 to ot114T opeoitic 

recommendatiou. Y 

9. !he Troaoar;r do11 not belie,.. t.bet tho full rooono plan lhould 

be lll&intoined from pnoral fllD4 appropriaUono. 'l!lo ~aaoar;r 

does belie.,., boweYor, thllt tho full coot of \he plt.n and the 

actuarial ata\no of t.be Account should be H\ forth aach ,.ar 

in tho A11nU&l Report of the Secretary of \he ~eaour:y. 

II. Pu.l>lic uohtanco 

1. The ~eaoury oppooea 1ncraao1n& \ho mc:dJDwo amount ot aid to 

dependent children which u:r l>o takan into conoidoration in 

dotermin1.nj: tho amount of tho J'e~ral crant. 

2. The 'rroaoar;r doll not oppooe increaoing tho J'oderal ohare ot 

auhtance to dopendeDt children to the oame proportioD ao in 

the cue of aoohtanco to tho nood:r aged. 

3. Tho Troaour:y 1a oppoood to tho 1Dtroduct1oD iD tho public .... 

oiatanco pro gam Of Yariablo ganto baHd upon tho fi seal 

capacitioo ot t.be eonral StatiO. .UIUIIIiDg, ho...,or, that tho 

Preti~Dt' o 1Dcorporat1oD of thio roco .... Ddation iD hio .. ,. 

~age placoo it bo)'Ond diopu to, we rocoamODd tba t the amount 

ot tho J'edaral crant for old-ago aoohtanco &Dd tor lid to 

dependant childrOD, roopoctiftl;r, ohould bo onlT ono balf of 

tho &6Cl'o{!&to amounto expended b;r tho Stotoo u4 Jllcl.oral Ooftl'll· 

unt coiDbiDed tor thooo purpoooo, ouch IIWIII to b• diddod botwooD 

the StatiO 1n accordance with their fiocal co.pocitioo. 

Y .l l>onofH plan bao boon worked aut b;r tho D1T1o1on of Roooarch &D4 

Stothtico. which 1o ~oignod to .. ,t tho general rec-n~Uou of 

tho Pruidont and tho Sooial Soaurit:y :Board. It 1a bol1..,e4 tha\ 

tho plan could be oxtolldod to all of t.be now unco.,.rod sroupo without 

ooriouo adJoiDiotratho d1ft1cult1oo u4 without d&Dgorauo inciDtiToo 

for 11 thor o.,.~Dt or undo~nt ot tho Social Socurit;r tano. 

Tbe pllll> could (t.nd ohauld tor raoooDo ot oquU :r) bo orlo~d to the 

proaont un~~~~ployod aged and would thUI te1te t.be place ot a largo por­

tion of tho hdoral &r&Dto \o t.be Statoo tor old- aoohtanco . 9oA:h 

a plan would reduce otill turthor tho aceiDIJ.atioD of oxcooo ~11 

taxeo and. 1o our op1o1o10, pron~ a """h IOundor •\hod of accomplioh-

111& the purpoH than the propooal to rodoao t.be pra oan\ scale of ~itl.o 

VIII tax ratoo. '!'he iocluaioD of tho praOOD\ apd would pron~ a 

aafo£UArd aso,icat ., inoYito.blo prooauro tor higbor and hilber l>ODofi\o 

l>f>''""" thio tou14 aot ba dono w1 tbout iaload1ato &D4 ml>otanUal in­

creaM a 11'1 taxa•. 
1/18/39 

• 

Regraded Unclassified



' 
' 
I 

t 

242 

1'he reoene method of fl,....clDf: aocl&l .. ouri tT 1o c enor&llr tllcen to 

t.plT "" oxceoo of opectftc t&Do onr benefit pa.,.enh cluriQC tho earlier 

11.,,.. o! tho o:r-tea which would be a4oqute to buUd up a twld, the inter .. t 

on •hlch • ould offMt al\ expected later une11 or benefit pa.,.onto oftr 

""""· !he propoe&le of tho lloc1&1. Seo~~rtty :Board lllYOlYe the abaa.doualllt 

o! tho reoe rn method of f'--!JIC, u eo 4of1Ded. 

It 1o tn» that \lll4or tho roo0Cialll4atlolle ot the :Board \hare would 

1u11 be a. •reaerre•. ru. reaerYe, howenl' , woul.4 ae~lT reprea•nt the 

Ulldloburood ree14ue of MZ~~~arlced tax collection• accUIIlulated at 111teroet, 

lihUe it a t&ht poeolbl7 rtoo to a COillidor&ble f1,tu.ro - about t9 bUliolll 

at the 11t.xl.lllllll upon tho baaio of tho moot optlatetic fi«ur•• eW.ltted -

u ...,ul4 not be an eotu&r1&1.17 int~&l part of tho plu, 'l'bat 11, 1t 

.,.uld not b e dealcned te earn 111toreet a'CIN1o1ont to oftoot the .,...eo 

of benefit piQ'IIento onr tax oolloctlone dur1J11! later yeare u h there­

serve proYlded for in tho preoant law, IJrT inter .. t which it earned 'IO\Il.d 

aerely reduce e0111owhat the othorwieo nee .. aery •oun t of tho Clo .... naent 

l'!balq, TM• oublld¥, howevn, would be o:.pocted to moot moet of tho 

e.ceas of benefit pa.,.ent e o .... r tax coll ection• clurl"f: lat &r yearo, .. rT-

1n& In t hh rupect the IMIO t~~nction ae th&t contl8plated to be oe,......d 

l>y the aotua.rl &l ruervo pr ort4od under tho preoent lo, 

l e do not bel1.-.e thot the !l'rl&eury ehould oppooo thh abandoment ot 

tho r esor..-. aothod of fliiNlCillf:. '1'ba econoaic attocb of tho retention ot 

the rooerve method would, at boot, be Ullfortunate and, in our oplnlon, tho 

oconocic dlaad.....,tepe would outweigh tho &dvanta41;ee of roser..-. fin&nelll6• 

(Tho t.. aa,lor purpoeoo of ruorTO f1DA!>clng ares (1) t o pr..,.nt extranpnt 

fUture com:lli tmento by roq\IJ.r1"6 th&t tano be inoreued at tho oaae tiae 

and in pr oportioll te illcreaeea ill bellet1t p6111ento1 and (2) to prorldo a 

" ore equ1 table r el&tiOilohlp botwo"Ol1 tho taxu and 'bOilofl h of l&ch oo .... re4. 

lndlrtdual,) 

The accmulatloD ot wch a reaen-e, howeYer • te. ia arq .-.ret, the 

r eoul tent of a schedule of taxeo and benefit papento. The rooern aethod 

of tln:IJlc~ u 80 defined cazmot be adYOcahd 1n l&Cl&Uon, but ollly 1n 

connection with opocltic propoa&la collOerlllDf: the •o\lllt or and the UaiQC 

of tueo o.nd 'bonofih in auch a a&Dilor ao to mllce poul 'ble the aco...ulatloll 

of a r eaorve. .belalllg thot w ahall go &l.OIIf: with tho propoa&lo for a6oo 

vanclDB the date and lllOreael"« the •o1111t of ola...ce be nett t pa1a~nh - aa 

lodoed ... """'' in rlll'll' of tho Preal4ollt'e aeouge - an actuarl&l reoern 

could be aaintalnod ollly 'by a wry nbotaDtlal iller- ill t&De, which 

would bo nelthor aooll0alc&ll7 eoulld 110r practicably !01\alble. Ye hAn 

recOil:lendod, therefore, \hat we colltellt ourael no w1 th ~~rctng th&t tho 

ochedule of tax rateo prorl4od for in '!ltle TIII of tho .Act be allowed to 

• tend, ao reoC~~Mn4od by tho looi&l Security Bo&rd. 

'l'ho preeed1116 dleouuloll h&a lllcleoted the po11lbUltT of aaintainiliC 

tho r .. ervo aothod of fl.n&Doill« w1 th011t an a4oquato oxcooo of tax receipt. 

OYer 'boDoflt ~11to clurillg tJi. early yoare alaply 'b7 llppl'Opr1atlng tho 

-
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,-.qctred uounta trc. the ceneral twJd. '!h .. e appropdatione would, of 

couroe, el thor l.noreaee the emoUZit of other teae MCea•ll7 to be lniod, 

or would iDCreaoe the 41ticU. .t. reoern oc pro•ided would aaintein 1J>. 

bct the ~coUZit1116 concept of the reoe,..,. aethod: that h , i t wculd r ._ 

qutre aMIW appropriati on• tc the r ... ,..,. .eeount a t le&ot ouftioient 

to keep the a•••nmt of the IIZitlm4Aod reee,..,. U abll 1 ty trca bcreall~~~:. On 

thle bad a a balODcecl b\ldcet would indicate \hat, tneofu at le&ot ao 

1o<:iol eecurlt;y h concerned, nc fUture inoreaeeo in tax r..,onuu other 

tMD thooo olread;y prondod tor b)' otatute appeared t o be ,.ceoall7, beeaut~o 

the it:eCI:le trc. the 1\md pluo anniW approprtattou eontlm»<< on t he .,;.e 

boot., would alwqo pr onde for bel11fH P!lllleDh (total emNa1 tncc.e would 

uJ. twately equal annUI!l beneti t P"'/lll<mh) . Thh h the baeio followed b)' 

the Federel GovermDent tn financill£ the OiTU Service r e ttroment tund e.nd 

M•eral other Gon,.,...nt rettr•ent plODo. It wee eleo ueed in eonn-

Uon w1 t h t he tlDMCill& of tho ooldtaro• bonuo. n h the ••thod of 

tlnancing required under the preeent Soeiel Security Act . 

!•-1116 that public opinton would not ote.nd tor a J'odoral ~t 

aln,re out of !ornal balance, thh would liMn, a o ooon u the preoent 

period o! deficit ttnaneill£ 1a oY~r, that taxea other thaD ~11 tu.• 

would have to be 1Dcreaaed to provide tho fltlOUDta neeeeear;y to coY~r the 

contemplated appropriat1ona. '!he neee111t;y of uldll6 thte proTialon 

would, of eouroe, puoh f urther late the fUture the 4q when the bud«et 

could h formally balanced. .t.ttor a formel balence bad been achtnecl 1 t 

would moM that au;regate J'edoral caoh recolpto would heYI to e,xceed 

O(Uo;:&te J'ederal ceoh e:rpendl turu b;r a w.betODtial amount in order to 

co~tiuue the bwlcet ill foraal. balaDCe. .t.o...,J.nc f\lll c.,.,.race e.nd the 

adoption of a qate11 coet1nl; about llo percent <>Ore thaD the pruent 

benefit plM,l/ t l\e amount of thlo neceeoo.r;y excooo would be of the 

ordor of allgD!'tude of a billion doller• per ;yaar plua the emeoa of 

p..-roll tax colleettone oY~r benefit ~enh. .t.ccordtnc to current 

utint.teo , ouch exeeaseo will cont inue into the a i cldle ruu... Att n 

tho.t t lmo , 1111 oxceo a of bone1'1t p....,ento oY~r p~oll tu111 would 

I;I'B<!uolly reduce the emount of the neeeuar;y dhe>repaney between the 

total l nco.e of the 01~ ReaerYe Account ODd caoh expen41tu:roo untU 

Ill tW..tely the;r would balauce. 

'!} 'l'ho Social Secu:rtt;y l!oard baa oattma t ed that I to reeca>endat1ono 

would incroaoe the eoat of t.ha qotem about llo percent (coot .,..._ 

pr eooed aa a leTel percentage of taxable po;yrollo en a }-percent 

roaorve "-"•11). 

1/19/39 
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Rl> SJCIAL SECURITY RECOJOI.hlfDATIOIIS January 20, 1939. 
lO:lS a.m. 

Present: 

B. :I .Jr: 

Wr. 
Mr. 
llr. 
Mr. 
lfr . 
lfr. 
llr. 
Mr. 
Ulr. 
t.lrs 
llr. 

Gaston' 
Baas' 
Blough/ 
!lurpby; 
Reagb, 
Graves, 
Viner ' 
Bensen ' 
J. Douglas Brown / 
lsvel1ne Burns 
Bell, 

I didn' t re&lize until l ast night bow little I know 
about Social Security. I d idn't even know that Win 
Riefler was interested , end when Jake Viner said 
most likely he'd be the only man on my side, I 
telephoned bim quickly to come on down. 

Don't you want to make the circle on this side of 
the table? 

(Bell comes in) 

The best way to illustrate how little I know about 
this problem is that I didn ' t realize until last 
night that Professor Riefler was vitally interested, 
and when Jake Viner said he would be the only ma.n on 
my side, I quicll:ly called him up and asked him 
whether be wouldn't come down, and he said he was 
going to try to come down this afternoon if his 
wife wasn't too sick. Bis •ite is sick. 

The reason I asked you people to co~e down is that 
I've just been stalling on this thing until I Just 
had to do it, and there lire so maey things; and the 
position of the Treasury - and the position of the 
Treasury both on the report of the Social Security 
Hoaru and on the report that tne President sent up 
is that our bands are unti ed . I mean I ·.vrote t o the 
!'r esident and IVhile I w os !!.'Nay we had what we call a 
Fiscal and ~onetary Board, which is composed of the 
Chairman or the Federal Reserve and Director of the 
Budget and Chairman of the National Resources nnd 
myself; and they sat, l think, for three afternoons, 
didn ' t they, on this questi on, end after three 

• 

-
• 
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afternoons of very hard thinking , tney wrote the 
Pr~sident u let ter recommending t hat he l e t the 
Social Security Board go up direc t l y because that ' s 
t he procedure it a l 1vays followed , a nd t hat ne take 
no action. Be did not take the recommendati on of 
the Board; as you know, he sent it up. 

Now - I wean I 1 m trying to explain where I stand -
now, the thing that I ' d like nelp on is tbls . As 
I say, in the f i rst place, you ' re dealing with 
somebody who knows very little ::bout this , and in 
the second place I 1d like to approacn it f irst from 
a fiscal standpoint . I mean I don ' t want to at t his 
stuge get into an argument whether they snould pa) 
dependent children tld a month or •3J a month . 

I mean what I KOuld like tog et some help on i s 
looking at this thing in as broad a •ay as possible: 
do .:e want a reserve, or do Y/e want to pay as we go? 
>-nd the question of this - what I t bink is very im­
portant - of trying to place - how shall I say - an • 
invent ory of the wealth of each s ta t e - I mean 
deter mi ne bow much e&ch sta te can or cannot contribute, 
because if we do i t in thls case I t ake 1t we•ll na ve 
to do it in ever y case: 'ii . !' . A. and everyt hing. That ' s 
tremendously i mpor tant . 

In other ·.1or O:s , I' d lh:e to first approach it from 
the fiscal s t andpoint r other than~om the social 
neeO:s . I mean I'o not - I doubt if, with toe time 
~e • ve got - and 1 don ' t want t o - particularly want 
to s ay ~betner I•d li~e i t, say, if Congress would 
do everything that tne ~ociol Security wants. But 
w!u .. t >r:>uld 1t do to the Treasury? That ' s t he way 
I 'd like to appro&cb it. Do you think that ' s all 
rigbt fro~ ~ st&ndpoint ? What? 

lJefinl tely . 

Isn' t that t he Nay I should do it? 

I think so, !lr . Secret~ ry . 

Hub? 

Both you and Professor Brown were on this hdvisory 
Council . Now, 1 asked Ur . Haas to have a~ittle 
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agenda as to the questions as we see them. But 
or course, that goes down the whole thing . 

Have you got those questions there, George? 

Yes, sir. 

Does tb.a t make sense to you, J ake? 

1 think that's the way to go at it. 

Is tb.at what you woul<i aey 1s ~ responsibility? 

Yes, 1 think so . 

You (Baas) haven't got any copies? 

I ' ll have some more copies in a minute . 
copying it at nine o'clock. Want me to 
ar ound? 

They started 
pass them 

It you will - to our visitors first. 

(Baas passes out several copies) 

What we m.ight do •••• 

Go ahead, George . 

In order t hat the group - I presume most of the 
visitors are faailtar with t he suggested progru 
of revision. .&ut we lrlgb.t b.aodle it tb.is way. 
llurpby might go b rtefly over these proposds and 
take about ten or fifteen minutes, and teen it 
will be pr etty apparent what's happened to the -
fiscally to the old basis if these revisions went 
ln; so that would give some benchmark to start di s­
cussion from. 

• 

Could I also say tb.is. 1 think~ statement - I ' m 
making a fair one. As near as 1 can make out from 
reading the Social Securi ty report and the President's 
report, they very c aretully avoid saying how mucb. 
this is going to cost . I s that right; Henry? 

That's right. 
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Of course! tba t 1 S where 'ItO COllie in tne piCture. 
~>nd a l so .L understand th .. t, a s between, for instance, 
the Federa l Reserve people NOrking on it and Social 
Security, t her e ' s o difference of olmost a billion 
dolla r s 1n what the thing would cost. 

Nell, t ha t isn't a difference in costs a l one. It•s 
11 d ifference in e s time. t es be t'Heen the - or t 11 .. 
spreaa be tNeen in-puyments ond out -payments . Tha t 
is, their estima te of cash amounts is larger than 
ours, and their es t imate of benefit payment s is 
less t:u.n iolr . Altmeyer' s , :.na betHeen them tha t 
gets up to a whole billion doll a r spread . 

I'm Jus t pointing out - 1 thi nk it' s conscious on 
tneir p&rt - thut t ney withheld t ne figures, c. nd 

ther e i sn't - I me&n witn the report t her e is no 
estlm..te us to wh:.t the thing would cos t . Is tha t 
right, denry? 

'•he only cost estimate t hat ' s given is the s te t enent , 
tna t if d i sability vr ovislons a re no t included, the 
ultimate cost of tne pl an - that l s , ;ay out in the 
year 2000 - as a percent11ge of public payr oll , will 
be sligntl.y less tnan the cost of tne present one, and 

i f aisabili t y pr ovisions a re i ncluded it will be 
slightly more . That 's t he only sta tement about 
costs tha t's there . 

May I suggest 

Please • 

• • there i s nothirlll in the report which s eys ho•t 
much benefits shall be vatd, a nd accordingly it 
wouldn ' t be possible to f i gure tow much the cost 
would be, on the besis of t he r eport. 

but as Secret ary of tne Treasury - I mea n I'm -
I don ' t want to seem over - ha rdboiled, but I mean -
I •m Just as much interested as anybody in the social 
aspect, but for this particular mee ting I want to. 
get doNO t o dollars and cents. 

I think the nea rest we could come t o dollar s and 
cents is to accept the pl cn that the Board - I don't 
mean to accept, but to accept for discussion the 
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plan that t he Board see~ed most int erested in, whtch 
is what t hey call A. C. 14, 6nd on which we do have 
some f i gures . 

A.C . - is tha t the way they do it? 

bQvisory Council number 14 - I think that's the 
reason they called it •.•• 

'the estimate of cost wnich I j ust quoted fro:n the 
r eport, Vr . Secretary, ls really bused on tnis 
A. C. 14. It ' s a little uno~ous, because after 
having given &11 tneir r eco=endati.,ns just in 
terms of ~~litative reco~endatlons, obviously 
no statement could be :n&de; but then tney a raw 
this cost sta tement in, wnich ~ould not be justi­
fied by the report itselr, but which is based on 
;. . c . 14 . 

Hut if we•re going to get d own to costs we•ve got 
t o have something as a basis . I don ' t want to 
get into a discussion of which plnn is good a nd 
which is bad, but we •ve got to have something . 

May I muke a sta tement there to clarify it a little . 
Like t o have Mr . Brown check with me on this. In 
the report of the AuvlSory Committee, suggestions 
a re made very similar in genera 1 to the suggestions 
mkde in the report of the Soci a l Security Board , 
naoely, that benefits be s ta rted 1n September 1940, 
thLt early benefit payments be increased, pDrtly 
by various independent allo,.unces ana the like . l•nd 
then the general suggestion is made t o Congress -
one o ther point I wanted to make there - namely, 
tnat these earlier 

~xcuse me Just one seconu . (Looks at clippings) 

You ;>eople know - I don 1 t kno.v IYhether you do o r 
don•t know, but llr . Hitler kicked out Dr . Schacht 
tnis morning . 

Mr. Hitler what? 

llr. Hitler fired Dr . Schacht, &nd the markets arc 
quite upset. 

-

• 
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Go ubead, please. 

Suggestion was made in the Advisory Council ' s report 
th11 t the larger ear lier benefit payment s - widows• 
independent a llowances and the llke - would be offset 
by lower schedule of benefit p~yments tor single 
individuals. And the sugges t ion was made that 
Congress - the whole thing be set up in such a 
manner thdt the ultimate cost, the ultimate burden 
i n t erms ot payroll - not necessarily implying taut 
tGxes sh~uld be payroll t uxes, but tha t t he ultimate 
burden in terms of payroll should be no g rea t er than 
the burden of the present Act. So that the·Social 
Security Advisory Council contempleted t hat the' 
l arger earlier benefits would be offset by something 
on the other side, so that t he ultimate cost would be 
not substant ially grea ter than that contempl a t ed in 
the pr esent Act. 

I think that must be borne in mind, tha t - it's a 
matter tor Congress, of course - how they' 11 change • 
the benefit provisions - but t ney could do tnese 
things , namely: increase early benefit payments, 
without increasing tne ultlwate load of the systew. 
And a t any r a te 1n the hdvisory Counci l ' s r eport -
I can't remember whether that's in the Social Securi ty 
BoLra or not - tnat t hey seek to so set up tho whole 
t ni ng tha t the ultimate l oud will be no g rester than, 
or substantially greater than, under the present 
Act . 

Is that in the Soci al Security report also? 

·~here is o question of t he f act, as we just said, 
t hst it is their estimate tha t these recommenda t i ons 
could be implemented • •• 

~ould be implemented, yes . 

a nd that the future cost would be within the 
cost of the present system. The Advisory Counci l 
pegged its cost limitations on that point - say, 
i98v - t nat it felt that tho eventual cost as or 
tha t time should no t be grea ter than the event ual 
cost of the present syst em . It f elt that it needed 
to have some peg, some benchmark, so to speak, on 
this whole cost aspect; &t the same time it was very 
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difficult, of course, to measure precise costs 
unless you implemented your recommendations into 
specific provisions . 

Well , the f act thct I haven't been in this thing -
I mean maybe I don• t understand i t , but the thing 
that I ~t out of the preliminary study is the f act 
the Board 1 s - 1vell1 they 1 re - "This lsn • t going t o 
cost any more then the other• - they're avoiding 
one of the most important t hings, fron the Treasury 
standpoint: that is, do we or don't fte want to con­
tinue this method of financing it? And I personally 
feel that the f ac t thc t this plan doesn't cost any 
more - I mean, taking their figures at face value, 
you shouldn ' t keep me from lifting the whole lid orr 
and taking a look a t the tnlng : is this the met hod 
1ve nant to continue using or 1sn1 t it? And that's 
one of the things I ' d like to do . 

~r . Secretary, I'd like to ask you also Nhether it 
isn't & relev&nt ~uestion as to what these proposals • 
will do to the cos t of the other method for providing 
for tne aged, which is an important financial item. 
Uidn 1 t tho Aavisory Council make any estimates at all 
as to wllat these extensions would do by way of dimin­
ishing tne expenditures on old- age assistance? 

.~ell, certainly there was under considers tion the 
impact on old-age ussistance; but when we deal in 
terms of immediate years , then you lmve to apply 
different formulae, and the Council did not want to 
tie do~ in its reco~endations precise for~ulae for 
~~yment . It felt its Job was a policy Job, and 
stutirlll policy in broader t er1ns; then t he implementa­
tion could be done by the Administra tion. 

"hat I meant was rather that even if you pay any 
kind of a llowances to orphans and survivors und t o 
wi<.io·Hs , to that extent you ' ll be reducing the 
necessity for payments on the assis tance account, 
regardless of the specifi c f ormula . I wasn ' t 
thinking o f the rela tions of the two systems ••• 

hny increase in the benefits would be ~ gross 
increase . The net increase would be smaller, 
lndirec tly or directly, through a reduction of 
~ther ~hLrities under GoverOQent . 
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~bat 1 s what they claim. But as I unders t and tbe 
Treasury people, you question that, don' t you? 

L would say we're t a lking about two different t hings. 
In one case they're talking a bout the ultimate load. 
It's t r ue tha t ultimately the actual cash outgo, 
according to t he recommendations of the Council and 
the Board, would be no greater as a proportion of 
payroll •. , 

riutaer, coula be imple~ented so it would be no 
sreater ••• 

~es, it could be implemented. 

It•s not definitely spelled out . 

Could I f inish that sentence? It does cost a great 
deul more, however , in the early years . As a matter 
of fact, over a period of ~bout forty years, there 
will be s ometbi.ng 1n tbe order of perhaps 40 billions • 
of dollars more paid out under the proposals; boK­
ever, the actual cash outgo at t he end of these 40 
years, as a proportion of payroll, would be no greater. 
That is true - if they followed the recommendations 
of the Council. 

Say that again, will you please? 

You see, the benefits are greatly increased in the 
e~rly years; they are not offset in t he aggregate 1n 
the later years , so al though the ac tual amount of 
CbSh which will be expended in old- age benefits or 
other benefits - including other benefits - say, 
in the year 1980 or t he year 2000, would be no 
higher at that time, but in the meantime, between 
now end then, much grebter amounts would be spent, 
so that the over-all picture of amounts spent over 
a period of years is far g renter under the proposal 
of the ~ocial Security Bosrd . 

If the expenditures were to be greeter, say, by 
4J billions in this interim period and then reach 
a plateau the same a s the level under the present 
scheme, does that plateau take care of the interest 
tn case the Government bad financed the 40 billions 
by borrowing? 
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I f I get what you mean, it means t hey have i n effect 
spent this so-called reserve that would have been 
built up, so the net cost during t hose years is 
approximately the amount of that reserve . ••• 

So they would lose - they would not as a metter of 
fact - they ' d be on the same level of expenditures 
but they would not have the income of i nterest; so 
that toe fin&ncial position of the Treasury, even 
in 1980, and then thereafter, prospectively would 
be wor se under the new plan than 1t would b e under 
the old . 

nould have added about 40 bi llion dollars of debt . 

So the~ would amount, I'd say, to a billi on end a 
nalf a year more. 

olell , t he to t al , as I understand it - the highest 
estima tes on annual cost run between about 900 
million a nd a billion ~>nd a half. The excess over 
the 1935 Act would gradually go up to a maximum 
between 900 million and a billion and a half, and 
then would gr adually go down until it became equal 
to the benefits under the existing Act . But in 
the meantime, tha t bulge, running from 900 million 
~t its maximum or a billion and a half, depending 
on the e stimates , would mean, &S t.!r . Reagh pointed 
out, t bout 40 billion dollar s extra expenditures, 
no reserve, a nd the wnole tning to be borne out of 
t axes a t the end. 

Put in a little diff erent wsy, what it would mean is 
tha t , so far as taxes on employers and employees are 
concerned, they over this entire 40-year peri od would 
actually be somewhat less than under the present 
plan, because they ' d be less in the earli er years e nd 
ultimately they'd be no higher than under the 
present plan. In the present plan they ' r e stepped 
up in the course of nine years t o t he full three 
percent for each, and under t his plan they'd be 
stepped up more slowly ond t hey wouldn 1 t reach 
aJ'IY h.igher even t ually than the tnree percent of the 
pr esent plan. So the employers and employees under 
payroll t bxes would be paying less than under the 
old plan, since the step-up would be slower 1n the 
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early years~ on the o ther hand, through this forty 
years, the Uovernment as such would be coming in 
sradually with a contribution from gener al r evenues , 
which before so very l ong would probably equal the 
contribution of empl oyers on the one side or employees 
on the other side - thnt is to say, a t hird of the 
total . but over the 40-yeur period the Gove rnment 
Noulu be paying something i n taxes . Th6t ' s a 
si~pler way of l ooking ut the problem. ~ployers 
and employees would be paying less under toe new 
plan th~ the old plan, but the ~overnmeot ~ould be 
contributing so,ne thing less than the cost over that 
period . 

Isn' t t hE. t a quite different pl~>n t han the plan t hL t 
Ur . Blough just mentioned? 

You ' re (H£nsen) mixing up increased benefits «itn a 
change in the me t ho" of flnc.ncing t hose benefits . 

J.he Social Security Boa)'u r t~port does not contemplate • 
reuucing the tt<xes . You introduced a new amendment . 

'l:h .. t 1nay o r may not. bo the case . The Soci a l Securi ty 
Boar~ says nothing else; they r ecommend the step-up 
in January 1940, but not in respect to t he future a t 
all. 

I sn' t ~hat Professor Hansen is trying to tel l me tbat 
y;bile toey don ' t say it, t.bvt• s actually what would 
nave to nappen? Isn 't tbht ~hat you aean: that if 
tnis th.ing «ent through the Oovernment 'O'ould have to 
be p~ying one-third of the cost? 

The BoEXd ssys thLt- tnut eventually • • • 

?ny one-thiro of the cost . 

There is a oifference , in that the Board probably 
contempla tes - I guess t hey do contemplate - not 
sure how s pecific the amo unt i s - they probably do 
contemplate tha t the pr esent s tep-up in payroll 
t axes will t ake place as provided in the present 
~ct and tba t the Federal Government would not come 
in ~ith its contributions until about the year 1960 , 
something like that . 
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That ' s right. They s&y t~t •such other taxes 
should not be used until annual benefi t disburse­
ments begin to exceed annual payroll t £xes ." 

Whereas others hove in mind that the Government 
would come in right away whenever it >fas necesscry, 
so v ery quickly they ' d match the others with a third 
of the total cost. I think tbot•s the general view. 
I don ' t know whether it ' s speciticolly so s toted . 
'lnat ' s the genera.! vie·.,. of the >.dvisory Council. 

'fhe concep t of the "'dvisory Council on benefits wt s 
that there were important reasons for , you might say, 
lifting the plan, so to speak, of benefits, pegging 
it t o future years; for example, graphically, that 
if your 1980 is tb1s end (of & pencil held tilted at 
an angle) that you lift the front end of your annual 
flow of benefits, t aking tha t as a curve; th~ t you 
get more of the funds into ac tuul benefits in the 
early y ears, however pegging the future end , tlu; t is, 
the 198J end, so t h&t the ennue.l volume or payments 
ts of 1980 be no g rester than under the present Act. 

How do they g et tho t , with the ex tension of the 
cover~;ge snd the increase in some of the benefits? 

It ' s tied in in t>fo or three chtinges. One is the 
reduction of tne r a te to the single person . 

Reductions involved . 

The reductions involved tnat the single individual 
would not receive as much as under the pres~nt plan. 
Ther e is ulso, of course, a t r ansfer of funds as to 
death benefit s; then &lso the possibility of the 
uverage wage method being used, so thtt you could 
~d just it - could m&ke i t come out in that form . 

Well now, you going t o say, George, or Henry 
:.lurphy, some way we were going to start? Did you 
have some phn hov1 to • ••• 

Russell Reegh for some months bas been working on 
u pl~n which we though~ was fiscally more desirable 
and could be ed j us ted to meet the social r equ1r e­
ments, on tbe theory that if these proposals go 
tnrougb the originnl NSis is for all practical 
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purposes scuttled, so we can sit back and take a 
broader view of the whole picture . Is tbat wbat 
you had in mind, Mr. Secretory? 

Well , any wtJ.y, Just to get t his thing started, to 
get it- I mean •••• 

I might try to give the f undamental or basic prin­
ciples tha t I was shooting a t in this plan. In the 
first place, I f elt very much concerned about a 
progr&m which reducea t axes and increases benefits, 
thinking that that opens the door for possibly great 
liberalizati on in the lLw which would get clear out 
of hand . · 

NoV11 as long &s ..-e do not cover t he pr esent aged 
under the pr esent law, or under the proposed plan 
of the Board, a ver y small increase in taxes will 
provide all the money necess&ry for a very , very 
liberal benefit schedule for t he next fifteen or 
twenty years. To include, or get a plon 1n which 
you could include, the present aged und therefore 
operate, if you pl ease, on a program which would 
satisfy the economists, and then when benefits 
a re increased it will be neceosery at the same time 
to increase t axes i mmediately and therefore serve 
as a chec~ on liberalizing the benefits to a point 
'Rhere "'e ' r e making future coiDIIli tments that a re 
entirely unreasonable - that is 1n gener al wha t I 
was shooting at. 

I don't think you wanted me to go into any details 
on this plan, did you? 

'lhey might - it all depends - in order to understand 
it, tney may have to have some concrete details. 

It would be much easier perhaps t o supply t he 
i ndividual members with a memo which outlines tha t 
scaeme, than t o try to bring out very msoy of tbe . 
dethils of such a plan. 

• 

~ell , let me just see; we still haven 't got it going 
rigbt. Should we t ake up these things one to nine 
here and discuss them indivi dually? Or should we -
does somebody want t o launch into t hose; simply say, 
if you take plan A. C. 14, let 's di scuss whet it wi ll 
do to the Treasury. How would you (Viner) a pproach it? 
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It seems to me that the basic issue is one rs to 
wha t the - from the Treasury point of view, ns t o 
wha t will b e the effect over the schedule of years 
on the Treusury's finances; that is, the all-over 
effect . And t o star t with the details before you 
know what general pat tern you want to build up is 
not the r ight way of going ,,t it . So I t hink the 
issue tha t has been t alked around the l ast few 
minutes is the essential starting point for this 
o iscuss1on: in other woros , wh~t snould be the 
general financial policy of the program ~s e whole . 
J.nd then t he di scussion of details as to ho• you clln 
c~rry that out ln its various details . 

ll r. tlecretar;, , coulo I explain v ery, very br iefly 
whe t I thl~ is the - was the view, &t least, of 
the oa Jorlty of the J.dv1sory Council; Lnd thLt was 
tbet while the flow of benefits would be enhnn.-ed in 
the ea rly years, that from the t ax point of view, 
first of ull, tha t the step-up to one ~nd a hvlf, 
one tnd 8 hal.f 1 should go into effect; then bS Of t 

1941 a nd 194~. there shoulc be, while the schedule 
~ould remain on tne books - I suppose that ther e 
would be a restudy of the costs or such a benefit 
scnedule on the basis of more .adequate statistics; 
thl<t by tbat t ime ther .. _.oula be five years of 
tax experience, r ougnly , bnd t«o years of benefit 
experi ence, so that there would be o longer base 
for c t~s ting into the future as to the program of 
taxes . 

~t tha t time there would be the possibility of pro­
ceeding, on t he one hand, witn the step-ups on 
employer end employee t o the full three percent, 
or the possibility of ••• 

bxcuse me - that would be ' 4J? 

The t would be in the beginning of ' 4J, yes . There 
woul d be the possibility, us of tha t time, of br ing­
ing in a government cont ributi on, which would in 
turn affect the amounts r equired f rom e~ployer end 
employee . And various possi biliti es that ~ere dis­
cussed but not fixed in the r eport i n any way wer e, 
f or example, tha t the - stabilization of the step-up 
ot one and a half, one and a half, or st&bilizetion 
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a t two and two, bringing in government contributions 
up to a three-way division of two, two, and two, 
moving then at certain step-ups until the amount 
require~ was avail able from year to year . 

Let me see if I understand this program that went 
up on the Hill. As I understand - it I understand 
this correctly, what you ' re saying is that there 
will be no increase of t axes in 1940 . 

'lhat there would be an increase . 

They•re for the increase? 

They 1 re f or it. 

'lhere 's a minority, to which I belong, which did not 
favor a step-up in tLxes in 1940 . 

Well, the ma- - there's a wa,ority and a minority 
group. One says to go up to two percent, the 
other says to leove it as it is for another two 
years? 

uo up to one and a half in 1940, and then before 
January 1, 1942, have a r econsideration to determine 
what taxes should be in the f uture , including any 
program of government contribution to t he system . 

• 

That ' s on the tax end. And how about when they should 
go into effect? 

1940. Tlwt was unnniiiOua. 

~nd the way it i s , without any change in the law, 
it wouldn 1 t go int o e rtect until ••••• 

... ' 42 · 
' 42. bo it would mo ke it effective in '40. 

Yes . 
But go ahead with the increase i n over-all from 
one to one and a half. 
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iha t is , on the s ide of going into ef fect as to 
benefi t s i n 1940, it was unanimous; as to s t epping 
up on one and a half on the tox r a t es i n 1940 the 
ma Jority fa vor ed t hat . There was e minority,' of 
which Professor Hansen was a member, f avoring con­
tinuing a t one percent . 

·.oell now, going back t o what llr . Viner was say ing, 
is it your thought - I meun so thllt we ce.n get some­
where - th~t the discussion should concentrate on 
that point? I mean th~ t Ne should t ake what the 
oo&rd says or - l meun just accept it, or should r.e 
s~y - should ~e get into u di scussion of whether we 
Nant - is it deb~table whether the t ax should go up 
to one and one-half, ~no should •e just, say, take 
the Board recomoendetion, and what would it do to 
the Tre:.sury, ;md whllt physic&l effect 'lrould i t 
huve on the Treasury? How would you suggest? 

·•ell, sir, that' s a very important immedi ate ques­
t i on, and it might well be discussed as to t he impact , 
of going to, say, one ~nd u half , one and a half, 
each, i n r egar d t o the Treasury positi on. I don ' t 
know what Mr . Viner •••• 

Well , I t hink that the Treasury itself has a limited 
interest 1n t he scheme 65 a waole; its special con­
cern, as I under stand it, is the impact of the scheme 
on the Treasury ' s finvnces , a nd that means on the 
rt!lationship between tbe payroll tex receipts and the 
benefit payments . 

Jake, I' ve got a real interest in whether this tax 
should increase or sbouldn' t increase froc the 
standpoint of the effect on tbe whole economy . 

I sell two points of looking at it. First is the 
level of tbe benefit payments, the total amount 
in the schedule of benefit payments . One questi on 
is bow lar ge ~ schedule we hove; then, g iven the 
size of t he scheme, wlu1t shell be t he r ela t ionship 
between the schedule or benefit payments and t he 
schedule of payroll taxes? 

No.v, theoretically , you might have 11 scheme in which 
the p~yroll taxes would be ad j usted to t he amount of 
benefit payments, a nd from t he point of view of the 
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Trecsury receipts and expenditures each year would be 
approximate]¥ the same. You might still be interested 
in what level these expenditures and receipts are. 

1/ell now- d id you want t o say something, llr. 
Blough? 

I was ~oing to pr opose t his as a method of a pproach. 
I didn t want to interrupt. 

No, that's all right. 

And it was t his: that what "r · Viner says is certainly 
the issue, but coulo we start along this line: first 
of all, where do we stnnd now with rel6tion to the 
financing of tne 135 Act as origin&lly passed; are 
.e in the clear financially on that? Second, assuming 

we adopted - assuming Congress adopted the Board's 
proposals for increased benefits along the lines of 
A. C. 14, where woulo it leave the Treasury in 1940 
and in years thereafter, and in view of that si tua- • 
tion what should the Treasury's position be on the 
method of financing those benefits? 

In o ther wor ds , accept the Boord's idea of benefits 
first, see where it leads us, then decide whether 
we wish to reconsider the level of benefits they 
suggest . 

I tnink that's a good way. Is th6t agreeable? 

I think that would almost suggest an amendment to 
Dr. Viner's way of looking a t it. Really , ss it 
w~s ~de, from a Treasury point of view, there 
would be three questions: partly tbi~question of 
the all-over cost involved in the adoption or these 
tmendments; secondly, the very fundamental question 
os to whether it i s intended to finance that entirely 
out or payroll taxes or whether there is to be some 
other tax source adopted ; and there is thirdly this 
question of t im.ing, which is the one that is tied 
up with the reserve a t one point, 1f you decide s 
combination of t axes - one or the other tax is to 
be introauced . 

That• s right. 
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woulun1 t you agree? 

Oh yes. 

Well , to get s t ar t ed , I think we'll t ake wba t Dr . 
Blough s ai d . First let ' s look at wher e are we 
under the present system with no c hange . Right? 

Yes. 

I mean where are we today? And didn't you (Reagh) 
bring up the question th6t we were going to - that 
is, that there is a nine billion dollar defi cit? 

I . ell, you {Blough) probnbly are more interested 
righ t now i.n the i.mmediate rela tionship between 
cash income and cash outgo - is that right - from 
the point you're taking? 

I think both point s are involved . One is, ,;here are 
.ve so f a r as cash is concerned? I was also interestect 
in whether tile system was l1 ving up t o the expecta­
tion of 1935 tha t it was fully financed on an ulti mate 
s ix percent payroll level . 

On a reserve basis which takes into account the 
over- all cost without r egard to t he i mmediate cash 
r ele tionship be tween cash outgo end benefit payments , 
but taking i.nto account the increasing scale of 
benefit payments as against o relatively level scale 
of tax income, wny, the present system is not self­
supporti.ng, according to our own estim6tes and a lso 
tne estimates of the Social Security Board . In f act, 
our e sti.mates indicat e that it would be necessa ry t o 
make appropriations in addition to Ti t le VIII taxes 
in the tleighborhood, say, of 250 million dollars per 
year to maintain the reserve on e solvent basi s . 

Just without •.•• 

~hat ' s in respect to the existing law. 

Because of a modification of the actuarial estimates . 

I •11 tell you, the principal r en son f or tha t is the 
migration, the f&ct that the present system does 
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extend into the groups which are not now covered 
under the Act, but will because of aigration between 
groups become eligible for benefits which are much 
greater in value than the payments which would be 
paid in respect to those benefits by both employers 
and employees. 

Now let •s just - &P8 you prepared, f or instance, 
to give us a brief sta tement of wha t the situation 
is, from the time the Ac t passed up to date, from 
a financial standpoint, whether it has or bas not 
lived up to the expectation? 

I think Kr. Reagh can probably do that better than 
I can. I tnink we have the figures here. But it 
isn't that it bas not lived up t o estimates but t ha t 
we now see that the future benefits ere going to be 
so much g rester. 

Let's have Reagh g 1 ve it, and with the understanding 
that anybody can challenge what he says. Now, can 
you give it, Reagh? I mean wh~t• s the situation? 

Have to talk in terms of r eserve figures, which puts 
me at a handicap, because I 1 m not certain that I'm 
going tog et my points across . lluch more difficult 
than to talk about immediate cash outgo as compared 
with t axes . 

Give me an inventory in any l anguage you want to use: 
is the Treasury ahead or behind? 

The Treasury is behind right now. 

Give it in any ldnd of language you want, and let 
these people cross-examine you. 

I'll put it first on the basis included in the 
report . I •11 s a,y the relationship between future 
t oxen and futur e benefits, discounting both on a 
three percent basis, leaves us with a deficit now 
or nine billion doll ars . In other words, we need 
the interest income on nine billion dollars to balance 
income with outgo. 

As or wba t date? For thia fiscal year? 
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Yes , the appropriation tha t ' s r equired under t ne 
law - by law to be recommended by the Secreta ry 
of the Tr easury ln respect to Soci a l Security, or 
the ol d-age reserve account. 

You mean i f the current appropria tion were suffi­
cient t o build up a reserve thot by l98J will take 
care of the ne~ loads now estimated . 

Tha t is, t he e s t lmated 

Pardon me, Urs. Burns . Mrs. Burns, you used the 
wor d "new load"? 

t rnean new load in this sense: that our most recent 
estiroa tes of the new people who will be entitled 
t o considerable unearned benefits by 1980 ..•• 

On the basis of the pr esent Act . 

'lhe newly-estlmated load of the old Act. 

Of the old Act. Just so we ' re all together . 

"hot you mean, Reegh, is this - is this correct -
that if in some manner out of tbe skies would come 
et the present moment nlne billion dollars that 
we coulo get lnteres t on, then the Ac t would be 
self-sustelnlng . 

Yes , on the basis of our es timates , wllicb we don•t 
claim •••. 

Or you can put it in another way: tha t in the absence 
of tha t nine billion dollars which doesn ' t come out 
of the sky, if you appropria t e from now on each year 
200 million dollars over the next f orty years - is 
tha t right- would tha t •••• 

270 million. 
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That you'd have to start appropriating now, or there 
would come a time • . •• 

There woula come a t ime when you could cease making 
these appropri ations . 

Row much would you have t o appropriate each year 
<l uring the next forty years i n order tog et a self­
sustaining basis by 1980 , over and t bove the t ax 
ap~ropriations? 

270 million dollars ~ year. 

I mean so - sufficient so t hat you Houldn1 t have t o 
ap~ropriate afte r 1980 . 

You mean to amortize thct defi cit during that forty 
years? 

Amortization or the nine billion dol l ar deficit 
over 4) year s . 

Wouldn 1 t it be a l o t more thnn 270 Jnlllion a year? 

Muybe JOO . That ' s u r ough shot, rough guess . 

You don 1 t •• . 

You S tiY 3JU mill i on; t hat ' s a reasonable ..• 

but you don't know - I me&n with nine billion off 
now after four years 

Th£t ' s toe pr esent discounted value of what ~e 'd 
be off throughout t he whole program up into 
perpetuity. 

But if there were some more shifts, it might vary 
another five billion dollars . 

I think I need t o qualify thc t st~tement, because 
I would say tha t the estimntes of the bocia l Security 
board indicate that the pr esent ls'H is out of balance 
by a much greater sum than that, so tha t our fi gure 
is probably optimistic, on the optimistic side . 

I mean supposing I wrote a letter to Ur . Al tmeyer 
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~n~ said, "Now I 'm proposing to r ecommend to the 
Oirector ~f toe budget that he send up an appro­
pria tlon fo r t hree percent of nine billion dollars 
a nd ~;ttached .1e r ewith are our actuery •s figures . " ' 
You say that the chunces nre I'd get back a figure 
which would be higher. 

Mr . llltmey"er 1vould be surp1·ised 1t was that l ow. 

Uay I ask a ~uestion to see if I huve it clear? 
If .. e conceivto of turning over the whole scheme 
t o a private insurance com~uny on the basis of tneir 
naving the rlgllts to toe p:..yroll r eceipts and their 
n~v1Il6 the oblig&tions of th<: benefit pa:;yments, 
they dOuld ask us f or nine billion dollars now to 
tr.ke tal: t over . 

They would , or !nct·et.se yo:..r o~r~!lliums by the interest 
on tnht =aunt • 

.. e 're asking tilem t o t bko over the present. scheme, 
:.. skin£ ,,h;, t toe)' would fl sk of us to ~ogree t o the 
scheme? They w~uld t.Sli: nine billion dollars , 

Something over )00 million dollars e year . 

'£h'-t ' s right , you ' re rlent . 

Then let me get tnis. You say it ' s up to the 
Secratbry o f the Tre&sury t o advise t he Director 
of the Budget . :s th• t tne w~y the l aw reads? 

Yes . He reco=ends the :.,..,ro>prill tion r e<tul red on 
sn t"CtWJ"i::l reserve busis , which aoesn ' t give very 
much lee«»Y on t lui t point . 

C.et me get together .11th IQY ,artner . Is this in 
the President ' s buuget? 

In your a nnual r~port . 

~ince the hCt was signed, ~r . Secret ary, the basis 

• 

of t he e5timates has been the esti ma ted receipts 
11e expect to g et from payroll t t xes, f r om which is 
deduct~d the udm1n1s t rotive expenses, and then lfha t­
e ver is rem~in1ng is the b asis for an appropriation 
esti:n~te . 'lie nave never sent an ~ppropriation estimate 

-
Regraded Unclassified



Reegh: 

Bell : 

Reagh: 

Viner: 

Haas: 

Viner: 

a.r.t.Jr: 

Viner: 

B.Y.Jr: 

Viner: 

Haas: 

id.oer: 

H. l~ .Jr: 

Bell: 

265 

-22-

to Congress based strictly on the actuar ial compu­
tati ons, have we , Russ? 

I think yo u have, Dan, f or this r eason, t hat until 
this last valuation that was made on July 1, 1938, 
the valuation showed that within the limits of 
errors necessary on tha t kind of a valuati on, t hat 
the plan was self-supporting, and as l ong as it was 
self-supporting the amount ot payroll taxes is the 
correct amount according to the law·. 

What we have actually sent is what I have stated: 
estimated receipts less the administrative expenses. 

On!y because the plan at that time was conceivably 
self-supporting. 

You can send the actuarial estimates thct were 
prepared at the time the Act was passed, and not 
re-examine them; the law doesn't tell you what 
actuarial estimates to take. 

It says the Government actuary shell do it. 

Oh, it says the Government actuary shall do it. 

They say this fellow Morgentheu, in this report he 
gets out, has a figure !n here of nine billion. 

He has got i t in there. 

He's got it in there? 

Then you ' ve got a legal obligation. 

No , the last paragraph doesn' t make it imperative, 
bec11use if you'll read that it g ives you an out 
if you d on't want to do it. 

Your baby's getting sicker and sicker all the time. 

Now we i t a second . ThiS is as good a pl ace to s tart 
as a ny. Supposing, Dan, I write you a letter drawing 
this to your attention and sending up a supplementary 
estimate . 

I don't think so at this time. I think you' ve got to 
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wa it until the Co~lttee decides as a matter or 
poli cy what they're going t o do i n respect t o 
changing the Act. 

But wny wouldn't th.is put them on notice? 

I t hink you've got t o begi n to think of what kind 
of t axes t o be inter est ed in. 

I t hink you ought t o put them on notice. 

Here ' s a good point - tbe way I ' d like t o work. I 
was going to suggest, if you don't mind, we ge t 
t he t blng down definitely that, a f t er lis tening, say , 
I 1d l ike to bave a r ecoiiJIIendatlon - now her e would 
be one example of whe t I •d l.ike t o have: should I 
or shouldn't I bring this to t be attention of 
Congress now? See? 

Yr. Secr e t a r y , I• d ••• • • I mean I don't ·trent an answer r ight now unless you're 
r e~<dy. 

I want to make a sugges t ion that bear s on it, if I 
ma y. 

Please . 

ilhile t hese are cal lea ac t uarial estimates , I want 
to call attention t o the fact tha t t here a r e all 
msnner of imponderables involved here , there i sn ' t 
anything very solid to bose these esti.alates on. It 
involves a lo t of ques t ions with r espec t t o age dis­
t r ibut ion 1n future years and t he incidence of migra­
t ion of worker s and tbe expttc t ations with r esz.ect to 
what t he wage r ates are going to be over t he next 
f orty years. 

hnd t he rigor of adminis tration. 

And expectations wi t n r espec t to wha t will be the 
pr obable extent of ful l empl oyment over these forty 
years . Now, ther e or e all manner of very vague 
~nponderables here , and I find it extremely difficult 
t o dignify the est imates wi t h the term actuaria l 
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estimates . 

I wont to make one comment. 

There ' s a challenge . 

You ' l l r ead in our report that we tried to r ecog­
nize the diff iculties that - of these kinds of 
estimates a nd so on as f a r as possible. We don ' t 
t hink this answer is t he exac t one. However , vs we 
said before, we think the estimates - tbe Social 
Security Board turns out estima tes t hat a re f ar 
higher than ours - we think it 1 s a minimum, we need 
a t least that mucb. 

In r egar d t o your point about the changing levels 
of pay, I don 't think you c cn get any actuarial 
opinion that tha t shall be t a ken into account, for 
this reason: if the level of pay itself goes up, 
t he chances a re ten to one tha t the level of bene­
fits are going up with them, becuuse we must pay 
benefits tha t have a r easonable pr oportion t o the 
level of wages regar dl ess of wlla t tha t level will 
be . 

You•re es tima ting with the idea of future l egisla­
tion, a nd not necessarily esti~ ting on tile present 
plan. 

Tn&t' s tae one place I t h ink t hey should do that. 

If you do , you should double-star it. 

I'm perfectly w1111ng to put tae double- star on it. 

Joke, within your $J,OJJ p~r year limit, the rise in 
wages will &ffect both t axes and benefits . 

I kno", but he ' s going beyond tha t a nd he ' s assuming 
tha t the legislation will b& cl1onged if the t axes go 
up so as to r aise the proportion of the &eneflts 
r a ise the amounts oi' the benefits . 

Uay I interrupt ? While I ' m resting in Cabinet this 
afternoon, you people will have a chance to take up 
some of these things. Now - like this - this will be 
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polnt one as far as I 1a concerned. You •ant to 
advise me should I or soouldn't I take tormal 
action on tbls - wbat 1s in my report, you a ee. 
I aean I'd like you people to have tbla afternoon 
to - I mean so I want to get over soae ot the thi.ngs 
as they become clear as to what I algbt or algbt not 
do. Tbis would be one, wouldn't it? 

I tblnk that your Counsel should participate in tbat 
question. 

Vlell, Blough, do you reel that legally - or do you 
want a lawyer this afternoon? 

Well, I wouldn't want to give a legal opinion. 

Is tbis legal? Isn't tbis Just 

I would read the wordi.ng - I could see 1t be 
mandatory. 

~bleb lawyer sits in on this? 

I should think this would be tl:le General Counsel's 
problem. 

Well, he's ••••• 

I don't recall the wording of the law. 

I don' t thi.nk the law is mandatory. 

So it's a matter ot policy. 

Bow long is the law? 

I can read it in 60 seconds. 

"There is hereby authorized to be appropriated to tbe 
account t or each fiscal year beginning rltb the fiscal 
year ending June JO, 19J7, an amount sutticient as an 
annual preaiua to provide tor the pa)'llents required 
under this title, such aaount to be deterained on a 
reserve basis in accordance with accepted ac tuarial 
principles and based upon such tables of mortalit7 
as the Secretarr ot the Treaslll-y aball from time to 
time adopt , and upon an interest rate of three percent 
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per annwa, c0111po\D'Ided annually. The Secretary 
of the Trea sury shall sublllit annually to t he Bureau 
of the Budget an e st1lll8te or the appropriations t o 
be made to the account.• 

And there is some other pla ce in the l aw where 
it says the Secretary is required to submit a 
va luation . 

"The Secretary of the Treasury s hall include in his 
a nnual report the actu~o>rial status of the account.• 

Now, the t•o •shells• are to publish it in the report, 
wbicn you 1ve done , a.nd to submi t to the Bureau of the 
Budget an e stimate of the appropri ations to be made. 

•~hich you have also done . 

:Je haven' t done that yet; we haven't made any esti­
mate, ~e haven't submitted a n estimate to you. 

aow d id I get the estimate included in the budget? 
I c er tainl.y didn't mu.ke it up. 

You Just t ook them equal to the t6xes . 

Not this last year; you took it from revenue est:l=tes. 

-•e g ot an e s timate rrolll the Treasury. 

You got a revenue estimate. 

(On phone , to Ed Foley) l' 11 tell 
Blough to step back there a mi nute a nd tell you 
what the point is t hat we may want to ask you 
about, see? You be thinldl'lll about it in the 
meantime 1 see? 

It you (Blough) would step back - in e couple 
minutes, I'm Just going to s top a minute to speak 
t o Wr . Foley. Tell him wba t we want. 

(Blough s teps out) 

It I might just make this little s t atement here. 
'lfhile I would be inclined to do this thing - a nd I 
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Jus t want to explain how I lhll a bout these financial 
matters. I was very happy last year when we changed 
the method of financing Commodity Credit, ana I want 
to explain that , because we call it the Commodity 
Cr edi t model, under which once a year Commodity 
Cr edi t has t o take an inventory of t heir net worth 
and then we send through the Direct o r of the Budget -
I guess I notif y you (Bell), don't I? -

Uh-huh. 

- ••• how much the defic iency is, and l as t year it 
was 93 ml111on dollars; so once a year the Congress 
and the ~eople of the United St ates are informed 
whether the Commodity Credit has a surplus or defi­
cit. Now, th&t's the same principle that we're try­
ing to apply now to ell lending agencies, and the 
President ' s approved thGt , and we hope each yea r to 
send up ~n annual inventory of these lending agencies. 
If there is a deficit , a message goes up to the Hill 
notifying them that this agency costs so much money, • 
or they have a surpl us. I personally - we here in 
the Treasury, tha t is - think it i s un excellent 
plan, so that - well , i f Commodity Credi t costs 
another 50 million dollars and Congress wants to 
continue it, t hey can ' t soy bec~use r.e have l oaned 
on eleven million ba~es of cotton that we 've hidden 
that f act from them . So the President recommended 
that we get all of these agenc i es on an annual basis . 

Now tha t thing - ltd like t hat principle very much to 
apply to Soci a l Securi ty . In other words, I don't -
I•ll never worry if the Secret a ry of the Treasury -
anything that the United States Government does - H 
once a year we can notify the Congress and the people 
of the United St ates, •This thing costs so much. • The 
only thing I worry about is if something i s costi ng a 
large sum and the people are being fooled about it . 
So everything we ' re trying to do here is to have ever y­
thing tnat tne Government is doing - Gnd we 're even -
confidentially, we have a plan which we hope to get 
out that we're going to cepitnlize all of the .r evenue­
producing public works on e three percent basis, and 
whatever can't be capital ized we•ll write off and then 
say to the publ ic thnt "T . V. A.' s net worth i s X percent, 
end the other ll. percent - we ' ll write it off, that's 
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experimentation. • But then we'll co and sell so 
m1u~ r avenue bonds against what is good sound. 
value in the T. V.A. Then, instead. or people 
saying everything in T. V. A. 1s wrolli it ' s worth 
60 percent or 70 perce.nt, or Oreenbeit is worth 40 
percent - I mean the rest i s experiment ation, charge 
it ott. I Just want to explain that that ' s the 
philosophy that we ' re working on here, and we ' re 
not r eady to announce it yet, but' that ' s the direc­
tion in whi ch we're 'oforking on the various t hings 
that the Government has. 

And tbe one thing that I ' d like very aucb to do , it 
it could be done - to a pply t hat same principle t o 
Social Security, and it there is some way o£ either 
once a year, or once in three years, whatever n fair 
interim is, to notify Congress or this t bing, that 
we •re so much to the good or so much in the bole. 
Now, I didn't know nbout this until last night, but 
I would be very much inclined to send a lett er up 
through the Director of the Budget that up t o date -
tha t we - the best estimate we con get is that t his 
thing is running behind so much and we think the 
Congress should make up the differ ence. 

But I wanted to explain my philosophy in approaching 
financial matters, and how we 're working, snd I ' d 
like, if it is possible, to set Soci al Security on 
that basis. As long as I , as Secret ary of the 
Treasury, let Congress know whet things cost, I've 
got nothing to be asbuled or or nothing to wor ry 
about . I t is only when soeething is costing a 
lot and Congress doesn't know i t t ha t I should begin 
t o worry - or the public . I want you to know ho;y I 
f eel . 

!low, whether that sue t bing ca n be applied to Social 
Security, I don't know, but i f it could i t would make 
me very happy. 

Ther e would be a difference, sir, between t hat esti­
mated liabi lity over time and the program of current 
taxes t o finance tbe immediate program. 

I don't quite follow you. 

In other words, there would be a setting up or a 
future liability over time. That•s en item ;ybich 
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woula appear, s ay, on the balunce sheet if i t r.ere 
a j)rivate corpor~tion . 

But it woulan• t be a cur rent item, there wouldn ' t be 
n nin~ billion dollar item in any year. But i n a n 
eventu11l flow of r eceipts there would be an even­
tual •••• 

The thins you ha ve to do - say, "This is the way 
ltlorgenthau feels on financia l matters . " I say tha t 
ufter five years I' ve never f elt so sure I'm on the 
r ight trsck as f a r as lending agenci es are concerned, 
these big revenue-paying public works . 

Now 1' m Just str.rting on the thing : Clln .,e a pply that 
same principle of my pnilosopby to Socia l Security? I 
meLD that ' s one of the things I' d very much want your 
advice on. In other •ords, whe tever tne situation is, 
at regular intervals I want t o no tit'y Congress , you 
Se tl. 

Well, the point tha t 1 v~s rltising •;a s .. . . 

I d on' t .mow 11hether th•>t can be >tpplied t o thi s . 

'rhere ls the opportuntty of setting up s liability 
f or the future cost of the system over time; bt tile 
s~ome t ime , a progr~>m of imm.,diate t axes over against 
iallledi a t e benefits .whicn may be det ermined on a policy 
~>p&rt from this policy of recogni~in& future costs . 

Oh yes , I can see the difference. But if, for 
instance, we're runnin& - if tney think t~t tbe 
thi ng hLS shifted so thtt we ' re r unning behi nd 27v 
milli on oollars in bullding u~ this reserve, sh~uld 
t f orm~>llY notify the Director of toe Buri.get bOd he 
notify Cungress of tha t , end put them on notice? 
Tho. t nas nothin& t o oo wi th whether we snould st&rt 
benefits in 1940 or Nhether we sltould incre£se the 
benefits or not . Th&t 1 s the point you mnke . 

~es . 

May I , to g et i t cleor in my oNn mind, ld r. Secret&ry -
what you ' r e saying is this: thn l the reserve is in the 
l eVI ; os long as it ' s in the law, we ougot to do this 

• 
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sort or thine; 1t we want to obange to another 
system, tbat•s another ~ueation. 

Two entirely separate questions. 
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The question l s , wbat sort of bookkeeping are we 
required to do under the luw, and, perbaps, wbut 
bookkeeping should we do under good policy? But 
the question of financing is another question. 

Supposing we stop for ten minutes, Just r est, then 
go on some more. 

(Here ~ fi!teen-alnute intermission 
was bad) 

All right, will school come to order? Will the 
class-room come to order please? I'm tne pupil. 
~s l say, if the teuchers will come to order, the 
pupil would like to listen soma more. 

Well, if you people t b!s afternoon Hill take under 
advisement what Mr. Bell, the President and myself 
have to do under the present lew, and advise us, 
I think th~t would be helpful. Don ' t you think 
so, Dan? 

Yes, sir . 

How let r s put tbat to one side. trow let 1 s take 
up Plan A.C. 14. And if we took it Just as it is, 
wtwt would it cost the Treosurr I thin.< I •d like 
to - wno wents to talK on tbat Wlu.t would it cost 
Just if we took it the way it is now? 

You mean in oomp~rison with the present law, the 
relative figure? 

Bow much more would it coat? 

Yes . 

I mean if you cbanged - well, if you changed from 
the present law and tbe Congress took tbis new plan 
and passed it Just as lt is, what would it mean to 
tbe United states Tre~sury? 
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On the long-time calende r , egain, in relation to 
the present t axes , you ' d hnve to i ncrease t he 
present t uxes - these are Social Secur i ty Board 
estimat es which I 1 ve had no opportuni t y t o r eview, 
but uccor aing t o our own estimutes the pr esent scale 
of t tJxes would have to be inc t•eased something like 
4j percent to maintain the system on a self-s uppor ting 
basis . 40 percent. 

Nha t would that mean, beginning with July 1, 1939? 

That means that the Lmmedi~te cash ou~bo would be 
very much higher . 

Give us some figures . 

Can't do tilat . 
Social Security 
reud them . 

Please . 

There oren 1 t 81"\Y firures available. 
Board has mede estimates, if I m&y 

• 
They have three sets of assumptions . I'm goi ng to 
use thei r hi ghest costs , which , however, t hey sey ar e 
too high . The figur es the t they hove comput ed her e 
&nd s ubmitted t o us esti ma te that instead of about 
48 million dolla r s which ~ould be paid out in ca l ender 
year - they have no f i scal figures - instead of 48 
million dolla r s t hat would be paid out in calenda r 
yeer 1940 under the existing law, if t . C . 14 were 
ndopted tha t would run to SOJ million to 600 million 
dollars , s omewhere in that neighborhood . Ur. Al~eyer 
c t t he meeting the other day s a id t hat 500 million 
was an outside f igure, as he saw it . But Lmmedi£ t ely 
you tu..ve t hat chnnge from about 50 million to about 
SJJ million . 

Ui&ht I ask, f or my own inform~tion - I s hould think 
the f'lrst thing the Treacury would do woula be to 
pu t its t ee t h int o thot : how near •re the Soci al 
Security fig ures t o being righ t? 

One of t be difficulties is they ke ep changing t he 
i)rovlsions . 

All r ight, let's h&va something . Take A. C. 14, 
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because - now, 500 - the t' a out or - they' 11 draw 
on the Tr~asury general fund for that? 

No 1 that would come out of the reserve 1 or out or 
the collected payroll tuxes, but it would not come 
out of the general fund. 

Well then, going forward, bow much? 

Going forward on their same estimates, the year 
1945, from about 242 million dollars to about a 
billion dollars , or an increase in payaents out, 
out-payments, or about 760 million dollars . 1950, 
an increase from about 611 to about a billion and a 
belt. 

From when to where? 

1950, from 600 million to a billion and a nalt. 

Yes. 

By 1960, from about a billion 600 million ·to two 
billion and a half - about 900 million increase . 

At that point would the reserve have been exhausted? 

If somebody didn't come to its rescue with other 
revenues, the out go line would have crossed the 
income line and the reserve would be in process or 
exhaustion, but would not be exlulusted at that point. 

Tbat would be at that poi .nt- 1t 1s 1950- that tbe 
outgo xoulo cross the income. 

Between '50 and 160. 

And the reserve would grow until then and then 
begin to evaporate. 

Yes. 

Blough let me ask you this. I don 't know A.C •. 14, 
but j~t so I could know this much about it: does that 
pr opose to start tbe benefits in 140? 
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That proposes to start the benefits in '40. 

And do what about the taxes? 
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The taxes stay Just as in the present. The A. C. 14 
is a benefit proposal. 

But v.•ha t would happen - does that include - I mean 
does that include, when you s ay that - so I could 
get the picture - the benefits start in '40 e nd the 
t a.x goes up to one and a lullf percent? 

Nell , A. C. 14 said nothing about financing . It 
merely said benefits. 

ibis diagram involves going ahead with the full 
three percent taxes. 

I'm sorry; this diagram is just the benefit law; 
on the tax side is the 135 law . 

With this diagram where are we? 

The til xes go up to the full three and three - those 
taxes. 

You wouldn't change that. 

This diagram indicates that they go up to three and 
three, and meanwhile that the benefit structure be 
the s .• c. 14 benefit structure . 

I see . Well - I mean Just so I have in my own mind , 
let me repeat this. The A. C. 14 is a benefit plan, 
but as fer as a tax program is concerned, that would 
go a~ under the present law. 

'llell, of course, you can take two assumptions. The 
one assumpti on is that A. C. 14 be put into effect, 
and the other assumption is that the present tsx 
rates also continue in effect; end those figures , I 
believe, that Mr. Bloueh is reading involve those 
assumpti ons . 

That chart involves the assumption ulso; that ' s corr1ec1;. 

But i.f we take those as a basis, you mean that the 
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benefit payments would Jump from 50 million to 
somewhere over 500 million? 

From 50 to about 500 million in 1940 . I think 
tbat•s optimistic on the benefit side · I doubt 
1f they could get to 500 million. ' 

That certainly must be high. 
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But they'd be - and what would it do to the reserve? 

That would come out or the t axes tha t otqer wise would 
have gone into the r eserve. 

~ut tbe reserve by 450 millions. 

For that year . 

Tbst year . 

But when wo uld this reserve thing be exhausted? 

When those two lines crossed t here - ' 55? 

llo, I'm sorry, the r eserve would not be exhausted 
1n ' 55. In ' 55 ...• 

It would reach its maximum . 

• 

In ' 55 the taxes and interest would be 
the out-payments; they ' d be the same. 
the reserve would actually decrease. 

no g reeter t hlin 
After '55, 

Tbe reserve would grow until '55 and shrink after 1 55. 

They don 't contempl a t e allowing it t o shrink; they 
contemplate putting in a government subsidy. 

No, on these assumptions it would shrink . 

Assuming no other changes. 

-

Tile idea , !lr . Secretary, woul d be that rather than 
let the r eserve go t o zer o you would Nant to have a 
contingency reserve, so tha t therefore the governmental 
¥ppropr iat1on would come in sooner, or at least there 
would be a reserve continued, u nd that therefore the 
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government contribution would have 
sooner then otherwise necessary if 
the reserve to become zero. 

to come in 
you permit 
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Well, Just to try to orient ~yself - I mean let•s 
Jus t say tha t you people recommend, and I accept 
your recommendation, that "e have to increase the 
contribution of the Cover~ent by 270 million 
dollars . 11hc.t ... ould happen 1f this plan went into 
effect in '40 on the basis we're talking no·h'? Would 
we have to contribute more or less? 

On the assumption that we 're still going to continue 
the present reserve policy, you mean? 

Yes. :>upposing ne continue the present reserve 
policy. 1he tax r a te would go up to one £nd a hc.lr 
per cent . But this ne~· benefit plan is put through 
and they start - toey keep s nylng, I don't know wby -
Keep s aying ' 40 -say January 1, '40 - then where 
would I be twelve months from now with Ur . Bell? I o 
mean how much would I hnve to soy to him "you've got 
to send up" instead of 270? llhere would I be? 

1 1 11 a nswer that question; I'm ttking it you are now 
assuming the r eserve bcsis nnd you 1 re continuing to 
make appropriations same us required under the present 
l aw. 

There is nothing in the r ecommendations to change •.•• . 

Yes, the recommendations would change that - wouldn't 
be on the reserve basis. 

Nothing in A.C. 14 •••• 

That's only part of the program- A.C. 14. 

I•m groping, but let me just- say the reserve 
policy isn't changed, a nd twelve months from now 
this l aw will have pussed, f.. . C. 14 has been put 1n. 
They•ll huve to pay one and a hulf instead of one. 
Where will I be? 

On that basis, you ' d have to r ecommend an approprio­
tion in excess of Title VIII t~xes ; instead of 270 
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million, it woula be in the neignborhood of a 
billion. 

Is it as much as that? It's t11e difference between 
the current year p>~yroll taxes minus • • • 

No, no, tna t•s not correct . 

I f you a ssume the t ot al cost i sn•t going to be a ny 
.110re •• .. 

But the t ot a l cost will be 40 percent more, if the 
present va lues are increaseo . 

I think this ••• 

e xcuse me - let Urs . Burns finish . 

Is tne ass~ption on A. C. 14 tha t t he t o tal cost is 
not going to be increased? 

Ultimat e cos t wi ll not be increased . 

Ultima te cost per yea r wil l not be incrensed, but 
ultimate cost .over time wil l be increused . You've 
got t o distinguish ..• • 

• 

but if we ~ept it on tne Sbme bosls, same acco~tlng 
b~ssis , t Nelve montas from now I ' d be asking :.lr . Bell 
f or 11ow much? 

~'or " bil~ion doll6rs, plus the r evenue receipts 
under Ti t le VIII, which a mount t o 600 mill i on this 
year . So the tot&l &ypropriation will be a billi on 
bJJ nil~ion dol la r s , or c billion dollars in excess 
of Title VIII t axes . 

In 194J the t a xes wil l be 9JJ million; thct•ll be 
a billion nine . 

Compar~d to the 9JJ . 

The appr opriation novt 11ould b e 900 under the present 
scheme. 

As I understa nd it, it will be 900 million in 1941 . 

• 

Regraded Unclassified



Viner: 

11./J.Jr: 

Kurpby: 

ll .li.Jr: 

Bell: 

Uurpby: 

Burns: 

Viner: 

II . ;I .Jr: 

Bell : 

Reagb: 

Yurpby: 

Hansen: 

Yurpby: 

H.!i.Jr: 

Murphy: 

B.ll.Jr: 

Kurpb)': 

280 
-37-

ADd this would be a billion 900 111111on. 

Just let me do this again. I •ve never seen t hese 
figures printed, don't t hink you have thea. If the 
present reserve policy - I ' m a tating it - I know 
I 1m repeating myself, but it's important- if the 
present reserve policy was continued and a plan 
called A. C. 14 was put into effect and the taxes 
were increased from one to one and a half - I mean 
I take it that this year, when you use 900, you ' re 
including the 270. 

No, the 270 is extra. 

Let's get it all in. 

"!be 270 is included in the billion. 

Tbn t • s right. 

I don ' t think you can take the 270, because A. C. 14 
will include- take in a lot of people that you're 
worried about in this 270 liability. 

There is an overlapping. 

Let ' s get this thing. Is the 900 this year? 

About 600 this year, as I recall. 

600 this year. The taxes go up to 

The t axes go up to two percent; taat brings 
600 up to 

llne to one and a half. 

One to one and a half. 

the 

That brings it up to 900 . That's where you get the 
figure . 

You add 270 to that. 

You add 270 to that . 

It you kept the present law. 
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The appropriation would be 1170 now under the 
present Act . 

Taking account of these changed estimat es. 

Revenues a re 600 now; you add 300 - 50 perceot 
increase in tax rates . 

It would be 900 plus 270 on the one bend, which 
brings it up to 1170. Now, the billion nine -
that thing would still be in there . The base 
would still be 1170; then you add to that 
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Add to that 730, bringing the grand t ot al up to a 
billion nine. 

In other words, your 270 is telescoped within this 
extra bill. 

I see . So this year !t1 s 900 with the one percent 
extra . So if 1ve did it, we ' d have to add 270, whiclt 
is 1170; and on top of that , you add •.. 

Add 730, to bring the total up to one nine . 

liow do you get it? 

Because I said it was e billion dollars , including 
the 270 . So I subtracted the 270 from the billion. 

To be perfectly fair, not !llllke 1 t look any worse 
than it is, the figure we ought to use this yea r 
!s one billion 170; 270 is what we're adding . It•s 
really adding 27J, not adding a billion. I don ' t 
want to make it a~ worse . Is t hat right? So I 
mean you're really addia& 73J to a billion 170 . 
Is that right? 

That's correct. 

Is thot - does every body ogree on that? 

Seems t hat 730 is a little high . 

•41. Doesn ' t a pply to the current year . 
after the tax rate goes up. 

That's 
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new law h . C. 14 would cost about 40 percent more 
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on the reserve basis, und 40 percent of the taxes ••.. 

Let me a sk this question . Under your calculation the 
reserve would grow to a m&x lmum greater than under 
the present law. 

The reserve would grow under a full basis - no , t he 
reserve doesn't ultimately grow to any g rester amount, 
lf you ~eep the ultimate level or benefits . 

Won't its maximum point be higher? Won ' t its meximum 
point be higher , or would it be lower? 

You're t&Lting about, suy , the raoous figure of 47 
billion. 

Yes , tha t•s right. 

Wel l , assuming tha t that 47 billion i s correct, it 
will be just r.bout the same under A. C. 14. 

No, it would be higller by rea son of the f act tllat 
you•re adaing 270 million a yea r . 

• 

No, llr . Hansen, I think that ' s ~trong. You' d be 
spending a lot more of it. 

That ' s right. 

That•s an impor t ant per t of it: that it would leave 
the maximum point of the r eserve the same as under 
the present plan. 

It wouldn ' t change it; but we ' re making it good 
through the 270 . 

Tbe question in my mind is whether on the new scal e 
of expenditures now and in t be future - whether that 
woul dn ' t change the maximum amount of reserve required 
to put 1 t on what they call an actuarial basis. 
Apparently not . WilY not I don 1 t see. 

Because of the sta tement that the tots l cost of the 
new progr~, when it is in full operation, will not 

t ake a nigller percentage •••. 
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But even tbat wouldn't settle that if in the 
intervbl the ratio were chonged . 

Qy 1980 it must be the same, though it mi ght be 
different in the intervenine yea rs than the 
present schedule . 

283 

Nell now, let me just go beck again - I mean we ' re -
Don, you interrupt me any time, will ~ou? I'm 
getting to feel as though I•m making some headway . 
This one billion nine for the next fiscal year - we ' re 
tal~ing here fiscal years •... 

You•re t a lking ~bout 141 now. 

Yes . Does that mean that one bi llion nine is going to 
be pai d out? 

No , appropriated . 

il~:~ll, how much Noulo be paid out ? . 

About - not more than 500 ouillion. 

J, billion four would be added t o your reserve. 

Be 500 million as - be paid out as against in this 
fiscal year 

Same fiscal year . 

If toe law were unchanged, it would be 50 million 
coing out instead of 5JO million. 

The only estimate we have is for celendar year 
' 40, but i t would be a bout the same . 

But it would be one bi llion nine. 

i•ppropria ted. 

Ap propriat ed. And we ' d be - uoe the word 
" sterilizing"? 

O.K. with me . 

At least tnat . Formal d eficit would go up, but your 
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cash deficit wouldn' t . 

Mr . UcReynolds isn't here . Be says, "I ' m allergic 
to tile word ' net castl contribution.' " Be sai d, 
"I ' m allergic to it, I don ' t like .Lt. • 

But we ' ll be s teriliz1118 opproximataly n billion four . 

That's right . 

~ss~ing it al.L c~e out or tax r evenues, yes. 

Well then, tha t gets into ano ther important question 
I'd like to take up- I mean whether in the year ­
what calendar year - wha t would 1t be, ' 40 or '41? -

Fiscal year '41 · 
- .. . '41 - whether the econolll)' or the country cw.ld 
stand sterilizing a billion f our instead of - we 
would have sterilized ho'N much under tbe . . . • 

No , tha t a ssumes that you tux - thnt you raise it 
by t axation. 

This billion nine appropriation isn ' t covered by 
taxes . 

You may be still willing then to have a big defici t . 

That is, the asset and liability position might show 
all this . 

But your cash position 

Cash position wouldn't be ad Justed to it . 

What would really happen - you•a get in, as I unders 
it about 90J million dollars in cash receipts , and 
yo~ pay out about 500 million, so you' d be sterilizing 
in effect, or usi ng 1t for some other purpose, 400 
million dollar s . 

Where ' s the other 

The o ther bi llion i s in your ueficit . 
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This wouldn't change your cash operations at all 
unless the deficit situation, your f ormal deficit 
situation, should lead you to change your tax pro­
gram as a whole • 

.Vhat we •re getting here, for me aeyway - we•re going 
to set this up on a blackboard - I mean what this 
means in dollars and cents. 

What it means as an es timate in dollars and cents. 

I mean ~here the report fell short - it didn't treat 
this thing in this way. 1 mean- I don't know 
whether it did in your own J iscussion. 

•le went through maey discussions of it. 

But I mean the public doesn ' t know. Is that right? 

May I sugges t that adopting A.C. 14 and adopting the 
actuarial increase of 7JO mil l ion uollars would 1 
result in a net sterilization of - or whatever you 
wish to call it - of the difference between t he 
benefits, which - the additional benefits, IVhich, 
let's say, at the outside, are 450 million, and 7JO 
million, or 280 million. In other words, adopting 
A.C. 14, adopting the full reserve plan, would 
increase the accret ion to the reserve by about 280 
million dollars more than if neither were adopted. 

I don't think that's a full state .ent, Yr . Secretary, 
because while everything that Roy says is true, some­
t hing else would happen in addition. That is, there 
would be e very substantial addition to the deficit, 
whicn, if I may use the phrase, would not pull its 
•:eight. all the deficit we ' d have is a drawback 
psychologically, it holds us back; here is e large 
add1 tion to t he defic1 t which doean 1 t add aeything 
t o the economy, an amount of deficit which, if I 
may use the term, is sterilized. I think Ke have 
to be just as apprehensive of sterilizing the 
ueficit as we do of sterilizing our tax receipts, 
and I don't think we can ignore that aspec t of the 
thing . 

~s I see it, to ge t it straight, what is pointed out 
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on this side is tbat tbe actual cash r eceipts 
through payroll taxes would increase more, and the 
expenditure on Social Security would be greater under 
this modification than it ls now, but the deficit 
on the books would also be greater, and much greater; 
so there would be a bookkeeping 4efic1t which would 
increase very substantiall,y, and a collection ot 
taxes which would also increase substantially as 
compared to the 1ncresse of the expendi tures . 

A. C. 14 will increase expendi tures without increosing 
taxes, so as compared with the present law A. C. 14 
is desterilizing. 

A. C. 14 does not a f fect taxes of itself. 

Doesn't it extend tue coverage? 

It has variations therE es to whether you include 
farm labor and domestics . 

I f you include them, you 'll have to - they 'll have 
to begin paying taxes now. 

Only 40 million; but the increase in benefits is very 
substantial . 

And immediate? 

And immediate - 500 mil l ion in ••• 

:>o the cash situation gets illlpLir ed by A. C. 14. 

Rela tively. 

Depends on which cash s ituati on you're looking at . 

Extend i t 50J million; 450 million go out. 

And r eceipts would increase by 40 million - increasing 
the coverage . 

Nbich is another matter. 

You're going to pay out 450 million ···· 

••• and take 1n a very little more. So it would be 

Regraded Unclassified



B.li .Jr : 

Viner: 

Blough: 

B.i.i .Jr: 

Bell: 

B.J.I . Jr: 

Burns : 

H. 1J.Jr: 

Ha10s : 

B. :.I . Jr: 

Viner: 

B.ll . Jr: 

Viner: 

H. J .Jr: 

-44-

a dester1l:l.za tion of - in t b.a t direction. 

Bow do you take in any more? 

287 

£xtendin~ the coverage; new people will become subject 
to the pas r oll taxes . 

'l:hat • s u new trick we haven• t tulked about yet. 

Tb&t isn't very much. 

Thr t ' s very small. 

Le t 1s see what you eean - •hen you people say •small, • 
-wne t do you mean? 

40 lllillion . 

(Snups his finger s) 

(Hearty l aughter) 

Ood, these non-\Vashingtonians - they do sling the 
money around . 

Henry 's point about sterilizing the deficit- I t hink 
he had in mind there t he psycool ogical effect tha t it 
might s terilize priva t e spending further - I mean 
keeping this f ormal deficit . 

uell, let ' s jwt leave this for a moment. And one 
of t he things that I'd like to t alk about - I mean 
I' a like tog et your advice on - i s , one - :.el l , I 
t hink t hat - I don't suppose th~re is very much 
use arguing zbout "'het her or not t hey 1 re going to 
put thi s into efft ct in '40. I suppose that that , 
to use Viner ' s favorite expression, politi cally i s 
necessary . 

• sez you." 

As o teacher of pure economics . 

But I always soy, •Sez you .• Don't forget that. 

I mean I don ' t know- I don ' t suppose ther e is much 
use arguing about that - I don't :mow whether there 
is or not . Is there? 
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As I understand it, there is no difference of opinion 
~n t ha t point in the Advisory Council or on the 
~octal Security Boord - or onyone . 

nell, but there• s a lot of difference of opinion 
in the Treasury a nd around t h13 town as to whether 
the increased t ax should go on. 

I think that's true. 

There ' s a lot. I ' d like to get advice on that . 

I' d like t o hear on that - I think it would be 
relevant - just ~ny there Kas a oa jority ~nd 
minority vote on the ~uestion of increesing the 
r a tes, whet were the a rguments . I'd particularly 
like t o .mow what the a rguments were of the 
maJority . 

hre you (brown) the maJority? 

I'm r eady to s erve . 

Well , it was the feeling of the majority that this 

-

was s lone-range program of social insurance, end 
tha t when we were developing ~ relatively ne·n con­
cept of joint contributions by employers and employees, 
bna th&t it was definitely &dvisable from the point of 
vieR of social insurbnce to proceed, ht least f or this 
st&ge, with toe plan of greaUblly increasing the con­
tributions on the ,art of the employer and the 
employee. 

!low, the employer group - cajority of tne eoployer 
group accepted that notion on their part; they have 
becooe bCCustomed to the idea of joint contributions 
in their own private annuity programs, group i.nsur­
ance, and va rious other fields. The employee group 
cccepted it as well, on the basis that this wes a 
ne1v program to b enetit them, ~nd they had become 
ad justed in their o~n minds to joint contributions, 
and that for the time being they were accepting thiS 
step-up . 

lly personal feeling, which I think reflects the 
mo jority, is t bat social insurance is still in a 
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tenuous stage - that is, the ideo of joint con­
tributions on the part or wage-earners some 40 
million of them, ·and on the part or so~e two 
million employers. It 1 s a new field of taxation 
virtually getting down to the very lowest ranges: 
1. t the s ame time, 1t is an accepted social insurance 
concept that th~e be Joint contributions· that it 
would be unwise ' to revert rather suddenly ' over 
against the planned arrangement to a different 
r ate o f contribution involving less sacrifice, you 
might say, on the part or both parties, at this 
very e arly stage in the progru. 

Ot•course, I personally have gone into all the 
arguments , I think, on the other side . I can see 
why the position is taken that the - for example, 
the cash position or the Treasury is a r ector in 
effects on business conditions; and on the other 
band, you get in pretty deep as to the whole fact 
of business confidence and so on. 

But from my point of view, I reel that, wnile we 
have made - tnose or us on tbe majority side have 
studied and made very r eal concessions in the 
adjus tment of social insurance to tbe tot~l 
economic situation, it would be an unduly l arge 
concession, and perhaps a dangerous one to the 
future of the program, to hold down those taxes, 
say, to one and one for an i~efinite period of 
time. It is certai nly better a t this time to 
move to the one and a half, one and a half, and 
then, os the Council recommends, aake a restudy 
of the situation as of 1941 . 

That is also the view or the Board, is it not, 
Brown? 

I believe so. I'd say from reading the report of 
tbe Board that t~ey would go still further and say 
thvt the step-up should continue to three and 
tbree, wnereas the posi t ion of the Council was 
tnu t flexibility is important, tnere being argu­
ments on both sides tha t the best positi on would be 
to say - to proceed with the one ond a half, one 
end o half, and then restudY us or '41. 

I think Wr . Altmeyer made the statement bere last 

Regraded Unclassified



a ... L Jr: 

Sroo:n: 

Viner : 

Brown: 

290 
-47-

week tha t that was his view and the Boaro's view 
and tha t if any ao justment in taxes lwd t o be made 
for fiscal reasons , t be t they be made in tne t axes 
other than payroll t axes under the Soci al Security 
Act . 

Of course, I ' d like to, as we aot into this thing­
! ' a like to t alk later on about this whole q uestion 
of reserve - I me&n r e-ex&mine thtit whole question . 
I me~o whether - I mean from the Treasury standpoint, 
is th8t toe best thing, to hDve this reserve? I mean 
I ' d just like to go on the basi s as though it w~s all 
new, just take ~soother look at it. 

"el l , llr . Secret11ry, on the reserve situation, I 
might say that I 1ve b&o b very strong conviction 
tlw t 1t soula be unli'ise in L continuint social 
service mechanism of this sort to depart t oo f a r 
from a balancing of current inflow end current out­
flow into the Treasury. You might say - if I should 
carry tha t position to its nth degree , you might say 
I should agree with the one and one percent r ate fro~ 
' 40 on . But I don ' t think - I t hink in all these 
things thvt t here is a balance between the currency- ' 
crsdit proble~ a nd the social insuronce problem, b Od 
t b&t, following 1942, there might be e reconsidera­
tion to insure tha t the ba l a nce ns to t he cash 
pos1 tion, say, a s bet"'e~n t ax inflow ~>nd t ax out-
flow • . • • That might involve a r esd justment of 
future ~ates in payroll taxes und gover~ent con­
tribution, so tha t th~ cash position, you might 
suy the profit and l oss position, ofthe account, 
might be kept in cl o ser b~>lance . Tnet doesn ' t 
necessa rily deny that there be tnese long-run 
es timt tes, you might s , y, tha t you mentioned 
earlier as t o ~n asset-liability j)osition; that, 
conti nuing this progra D as it is now, this does 
involve the Government in future liabilities, 
involving economic considerations, political 
considerations , you mi&h t say , of • certain number 
of billion of dollars . 

There will be a substuntilll amount of new information 
in 1940-41? 

Distinctly so . It ' s like plotting the course of a 
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ship. Mr . Reagh said, "If you ' re plotting the 
whole future course of a ship froc New York harbor 
to Southampton and have merely the conditions of 
e f'ew miles , your possible variation in des tina­
tion - arriving at destination, might be great . • 
~ut I think the whole attitude of the Advisory 
Council was that there are so mony v ariables 
economic , political, for that matter actuari~l , 
tha t it was well to ~eep revaluing both the tax 
inflow and benefit outflow perioQically, to keep 
oneself in E flexible position . 

Ur •. Secretary, might I state my interpretation of 
the r easons be cit of the m& jority opi.nion? 

Ple;.se. 

I think - I didn't belong to the ma jority, and I'm 
trying to interpret the reasons for their position. 
I think llr . Brown has stated it very well. Now, 
'Jihet I say is not - puts the thing perhaps a little• 
more bluntly , as I understand it. I had a feeling 
that the empl oyers in the Advisory Council favored 
the step-up - those of the employers that did; not 
all of them did, by the NaY - most of the employers, 
the majority of the employers f avored the step-up and 
I had a feeling they favored it, you might say, 
almos t exclusively for the reason th~t they were 
afraid that if it wasn't stepped up, it might turn 
out that the employee contribution ·•ouldn' t be in­
creased at ell in the future 1.nd they'd have to 
carry the whole load. Some of the eillployers 
individually told oe th11t. 

I, ho .. ever, dono t feel that tho t arguoent is at all 
conclusive in any sense; thc t if the step-up does 
not occur in '40 tb&t that means the employee con­
tribution must r emain forever one percent. But tha t ' s 
sn argument tha t I Know weighed with some of the 
employers . They Ytere afraid that if they didn't step 
it up, the employee contribution would stop forever 
at the one percent level. 

1lhy wouldn' t the employer ' s a lso? There ' s no other 
proposals that the employer's contribution be stepped 
up and the employee's not. 
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No. 'lhey were afraid of tha t t hough some of 
them ina ividually told me so.' • 

ttlln:& 
I should/what they 1d feel - that if neither would 
be stepped up, the r esult would be that they ' d pay 
it through income t ax . 

Yes . 

But not in payroll t axes . 

Nell , they' r e a fraid thut in the end tney ' d be 
;~uying 1 t ei~her i n genera l t axes or in payr oll 
t~xes . I, however, bm not convinced of tha t argu­
m~nt "t ;;11. 

"n t ue o ther side, as ft.r t.s t he Socihl Security 
Sonrd is concerned, I b<ive ~ feeling tha t they 
a re extremely e ager to make sure tha t the Sociel 
Secur i ty program is thoroughly on t he safe side of 
not being broke, tht. t it is umply s trong financinllyo 
Th~t is a ma jor concern, I think, of the Social 
Security Boar d . 

In my judgment , tha t is a d~ngerous position to take . 
J. Br1 tish actuary of the British old- &ge insurE.nce 
in this country made the stLtement, a ccoraing to the 
report of the newspapers l t lebst, that be looked 
upon our old-age insurbnce scheme b S not an old-age 
insurance scheme &t all , but a compulsory s avings 
s cneme . ~ reeling is thn t in the country - the 
country is at the present moment, you might say, 
violently op,..osed to build ing up funds th8t aren ' t 
being used, .:nd tha t you endanger the Soci!il Security 
by continuing t o take in mor e tbBn is being peid out . 
The Social Securi ty Board t hemselves s&y - maoe t he 
strollb .. rgument about t M t last Reek 'linen -:e were 
here - themselves s&y thf t that f eeling is indeed 
so strong that the likelihood 1S tha t the s t& tes in 
their unemployment insura nce ~cts are going t o go to 
the extreme of lifting the benefits so high tha t even 
ln ~uod yearS - eVen i n gOOd yea rs the income - the 
t axes on unemployment insura nce will be no great er 
than the payments , so that there will be no excess 
of payments over benefits on unemployment insurance 
even in good years . 
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And if tha t is so, that the country does feel 
so strongly, end I think 1 t i s then I tnink you 
Y/es ls:en - quite the opposite a rgument to the one 
Ur . Br own has maae -you weaken the Soci al Security 
program by continuing a system where you a r e t aking 
in a lot more than you're t aking out , you run counter 
to o ve ry strong fee ling tha t runs tnrouen the 
country, which it seems to me was ve ry obvious in 
t he l ast e lection. 

Mby I Ju~t add, Mr . H~nsen - you menti on the employer 
argument; I might mention what I ~el is t he employee 
argument . They are afra i d of Creeks bearing gifts . 
Thut is, they see thut here' s a progra~ thbt involves 
benefits a nd a t the same tlce certsin persons offer 
to t~x them less or not to lncret se the t axes . They 
are definitely afraid that if taxes e re held down, 
especially in t his immedi ate s tep-up, it may involve 
a whole benefit structure which is less ade~uate from 
their point of view. And some of the enl i ght ened 
l~bor leaders IUIOW darn well thut you can ' t have an , 
adequa t e benefit struc ture f or nothing. And t hey 
have agr eed within themselves, not publicly but • 
from - when I t al ked to them, a t least, I found it 
so - there is the concession of the notion t ha t 
this thing is going to cost somathlng, a nd that if 
they 're willing t o pey their share up to a certa i n 
point, t ha t the benefit structure can be more ade-
<;ua te, 

Now, I think by and brge the ll bor group is not 
very cucb concerned about precise financi al oecnanisms. 
'lbere is ._ distinction betReen tne d iversion of funds 
criti cise ~nd the l&rge r eserve cr i t i cism, end I 
thiDA among people the d i vers i on of funds criticism 
oas worr i ed them mucb more than a precise t otal amount 
of r eserve cri ticism. 

I f the diversion of funds ar gument wer e to become 
for ceful, t hen tlansen's position wollla be stronger . 
l.!y r eply to Bensen would be tbn t o s long as there . 
i s diversion of the funds - the Oovernment is having 
an adequate deficit as it i s ; needn't be worry of 
thn t -but if they s tart really being hostile to 
diversion of funds , so we're , ac tually takin~ in 
more cash all around than we r e spending, I d say 
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we 1d have a problem. 

1he deficit is larger than it need be. 

Xou mean the accounting deficit . 

The actual deficit of the Government. The actual 
rise of the public debt is larger then it need be. 

I•m going to nave to stop in about three minutes. 
The point- I'd like to t alk also about the 
d iversion of funds, bec&use aftLr all it ' s going 
on in the sense tbat where we have a deficit •e 
borrow that much less and we give them United 
States obligations, which are good if anything is 
good . But we do use that Social Security money 
to finance the Government ' s expenses. I mean there's 
no ques tion. 

And we borrow that much l ess in the market . 

And we borrov1 that much less ln the market. Now, 
tne point- it isn't the diversion or funds that I 
want to - 1 meDn while that ' s - call it whatever 
name you want; but the fact remains tbat some day, 
if this Government has b bal anced budget, and then 
these - we 're called on to c ash these pieces of 
paper which we 1 v& given, then we•re going to have 
to raise taxes to meet that, and that's the thing 
that I want to talk about. And I haven't been able 
to satisfy myself - I mean I oon•t know when that 
comes, whether it ' s '55 or 165, when - but when t hey 
begin to call on us, and let's say this Government 
is running on a balanced budget basis, and we 're 
called on to cash tnese Sociol Security certificates, 
Ke ' re going to have to go out and r a ise 

!lever have to be cashed, on tha present scheme • 

Just the interest . 

Just the interest. 

Well taxes for interest. Certainly if we ' re spending 
u b1ilion dollars right now worth of Social Security 
money, some day when we~re on a balanced budget basis 
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we•ve got to r a ise that money, don't we? 

Be r efinanced by payine out - by paying out by t he 
Social Security fund and borrowing in the money 
market an e quiva l ent amount . 

But these obligations have to be met some day . 

The debt s t cys on forever. 

Talking about public debt, aren't you, Mr . Secret~ry? 

I'm ta~r~ about public debt . 

Tbe operation of the Social Security be t assn•t 
affec t ea tne total of public deb t a t all ~nd if 
you naan•t baa the ciocial Securi ty Act thts public 
d~bt that you noN hbve ~oulu be the same, except 
that i t would be in the nanJs of the public. 

Right. 

And in that sense you would have to t ax to pay the 
deficit a t some t ime in •.• 

But we do have t o meet 

Yes , have to meet that public debt if you're going 
to be •.•• 

No, tbe Treasury will per;>etuall,y r &main 1n debt to 
toe Social Security fund . 

It's an endowment concept, th~t the old-age r eserve 
is on an endowment basis , so to speak; that tbe 
int erest from this lerge mass of securities pr ovides 
the difference between payroll tax income and benefit 
<i isbursements . 

Couldn't you put it snother wayand say you 've been 
fortunate to di scover a group of holders l'l'bo will 
agree t o hold the public debt a nd transmit it to 
continuous future generat1onsi in r eturn for the 
puyment of wha t is substantia ly interest? Tiley 
wil l never ask f or r epayment. 

Ua y I explain my - now l et me explain my difficulty, 
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and I want that - through the collection of - we•re 
using 194~ - about a billion dollar s, wasn ' t it, 
that ·ae 're going to collect? Is that the figur e? 
'1/ell , let ' s use around that. 

Including unemployment trust, it ' s something less 
then ~ billion collars . 

It we didn't have th~t billion dol lars from that 
source, we•d h& ve to borrow a billion dollars more 
in the open market . !low, therefore, we ' re using 
this money which comes in in this wey inste~d of 
going t o the investing p~iblic . !low, am I wrong 
in believing til£ t so!lle day •e will either have to 
&O to the investing public t o get tnis billion 
collars or "Ne ·dll have to r~oise it in taxes? 

~or your cash budget you are now being helped out 
by Social Security, and you will not be after 
19- - what , ' 55, •6v? 

Nell, Nho can s tr~ighten me out on t hi s t hing? 
• 

' 
Mr. Secretary, may I S:u t e lt this way: tha t with the 
accumulation of the securities in the old-age r eserve 
account, there will necessarily be t ax r evenues to 
pay inter est on this moss of securities, but there 
will not need be a selling of any large proportion 
of these securities except to meet what 'MOuld other­
wise be a contingency reserve item for the variations 
~s between t imes of business depression and business 
prosperity . But the greet mass of those securities 
would continue indefinitely os a sort of an endo~ent 
of the old-age insurance progra~. 

'·lhere will ~te ge t the interest on the endo..-oent? 

You ' d ha ve to tax, have to r Llse t axes. 

Also you would not be getting the billion dollars 
a yea r we 're getting now; tha t would, s top some 
day as a net contribution to our caso bal ance. 

I t hink it might perhaps clear the pos i tion to 
point out there is a difference between the old- age 
reserve account and t he unemployment trust fund , 
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because the unemployment t rust f und you will l:lave 
to sell as and when the states ask the money but 
the old-age you Will not have to sell, becau~e you•ve 
got t his group of continuous generations ot wage­
earners and employers willing to lend you the money 
at this per iod ot time, to transmit ownership or the 
debt in return for your promise to pay tbe inter est. 

May I insert another point? Isn't your real question, 
so far as burden on the Treasury is concerned, and 
burden on the t axpayers is concerned, whether what 
you're now borrowing·trom the old-age reserve account 
or from the tupayers - if we didn ' t borrow it fr0111 
theo, would we spend less or take 1n ~ore r evenue? 
If we wouldn't spend less or take in more revenue, 
we 1re no worse ott from the Treasury point ot view 
to have borrowed from the trust fund than if we had 
borrowed in the open mE. rket, and we ' re better orr in 
that we have the l ack ot necessity of paying it back. 

There ' s the interest appropriations t hat Re have to 
make to service t his Social Security debt - come 
of the r egula r appropriations for tl:la public debt , 
which we would have to appropriate anyway if the 
fund bad not existed. Simply a transfer of inter est 
from the investing public to this fund . 

I wouldn't cite the interest burden as being part 
of toe picture, because that interest burden ••• 

~ben you people don• t worry much about the so-called 
diversion of funds from the Treasury. 

It ' s a sound bookkeeping device. 

llr. secretary, I reel, sir, that there are many other 
economic problems. There are certain very definite 
assumptions 1n this idea tha t it would not bave any 
other impacts on the Federal financing or the economic 
system . 

If we can assume that the rest ot the budget i s Just 
as it would have been 1C there b.ad been no Social 
Security program, thi s diversi on of funds ts not ot 
any weight, but if the ability to di vert tnese f unds 
makes spending easier and explains t he general 
deficit of the Government • • •• 
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Or necessary in or der to on1nta1n a certa i n national 
income . 

Well, I'm talking from the strictly Tr easury point 
of view of its budget position. I'm not tal king of 
the good or bad effects . 

You' r e not t a l King about economic consequences at 
bll . 

No, talking about the budget . If it makes i t 
easier - if the abi l i ty to sell bonds to the Soci al 
Securi ty fund cakes it easi er, say , for appropriation 
bills to be passed, t tlen t he deficit is due to the 
Sociol Security program in thLt sense. 

In other ~ords, if this compensa tory t heory of 
spending is definitely adopt ed as a fea ture of 
Government pol icy, t aking into account the Social 
becuri t y operati on •••• 

No , I ' d say I would separate tha t , t hat ' s another 
element . 

JAay I i nterrupt a moment, because I 1 ve go t t o get 
ready f or Cabinet . Could I make this s uggesti on? 

• 

I think you people, after t wo hours , see some of 
the things tha t are bothering me and some of the 
things I need guidance on. I' d like to make this 
suggesti on. you've got all th1s list of (!uestions . 
As I s ay , I have Cabinet tb.is a fternoon, and if 
you people would meet a t 2 :)J, would you say, Jake -
wha~ould you say , 2 : )0? 

Suit your convenience . 

'llell , I mean I won't be here, I'll be at Cabinet . 

Two. 
Two o ' clock . Is th~ot all r ight? What' s t he r oom 
number , George? 

You want t o meet around t he ball i n 296? 

Yes . 
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296, a t two o ' c l ock, and have these people present, 
your people; and then if you - if the visi t ing 
economists woul d come to ~ house for supper tonight, 
I ' d be delighted to have them - unfortunately, Urs. 
Yorgenthau won' t be there- at 7:)0 . And if you ' ll 
tell Kieley where to have my car at any time after 
seven o'clock, be can come and pick t~e people up 
and bring them to the bouse. Jake, will you sort 
of - end then supper is at 7:)0. Get through a 
little early. I just got a telegram that Win 
Riefl-er is coming. 

May be after supper, George, about 8:)0, it you 
people could come again. 

If I'm not pushing you people too hard - is that 
pushing you t oo hard? Think you can stand the pace. 

So then, George, if these people - if you can have 
your crowd there to answer questions again - what? 

At 296 a t two o'clock; 8:)0, your house. 

Right. And four economists , plus Professor RieCler, 
will be there for the supper. I mean I can't 

You (Bell) don ' t ~ant t o be there with them this 
afternoon. 

No, I can't. 

You want to come tonight? 

I'd like to. 

Come at 8:)0 . 

Fine. 

Harold, bow much do you get in on this? 
t that I can contribute 

Just one point, Yr. Secre ary, t i n of this 
something about, and that is the ex ena o 
system. 

Will you give it to thea? 
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I will. 

Don't you think you OU41bt to have this thing? You•re 
do ing the administrative work. 

Mr. Graves is our administr~tive troubl e- shooter on 
Social Security. That ' s why be•s sitting in. He •s 
go t them out of t heir administr ative difficult ies 
up to now, I t hink . I t hink if you' d come this 
evening , Harold - don • t you think so? 

(Nods yes) 

Her bert, will you come this evening?· Ha ve I over looked 
anybody? Very much obliged . 
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(~eating neld at 2211 JOto) 

RL SOCI~L SECURITY RECOKKENDATIOIS January 20, 1939. 
S:JJ p. m. 

Present: 

Viner: 

H.M.Jr: 

Viner: 

H.li . Jr : 

Viner : 

H. lt. Jr: 

Viner: 

ll:r. G&ston 
Ur. White 
lolr. Blough 
U:r. Reagh 
lolr. B"as 
ldr. Br own 
llr . Viner 
llr. B&nsen 
lolrs Burns 
llr . Riefler 
llr . Seltzer 
.llr . llurpey 
.Jr. Graves 

First we drew up an agenda tor the two days - that 
was the first thing we did - the t hings we wanted to 
talk about; end if I remember right ther e were about 
eight points in that, end I see we ~eeched to the • 
of the fourth, so that we •re not through. 

What 's that? 

We ' re not through. 

You mean you're not t hr ough with the ••. 

With our agenda . We plan to go on with that - the 
remainder tomorrow. 

I see . 

And if yo~e, 1 1 11 r eaa the point s on which I 
think w~eached a concenaus - substanti ally 
unanimous, I'd say, on each one of these points. 

First - •we recommend tha t insofar as law permits, 
the Secretary shall not ask for an increased appro­
~riation due to the pr esent status of the Account 
~which indicates that to maintain •• • -I mean the 
.Account •indicates that to maintain tb.e full reserve 
it would require future appropriations in excess of 
Title VIII t axes hoving a present value of $9 billion). 

In other •ords, so far up to the present moment, Bell 
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has been using, or been receiving the r equest tor 
an appropriation tor Social Security account as I 
underst&.nd it, equal to the est imated revenu~s and 
that is the request which the Budget Bureau ha; 
received from the Treasury this year for this coming 
budget. In your annual report you state, however 
that upon a recalculation by the actuaries of the ' 
esti mated receipts and expenditures of the Social 
Security program on its present basis, the reserve 
will be inadequate b; nine billions of dollars; the 
taxes are inadequate by nine billions of dollars 
over the next n years t o provide a reserve such as 
was comtemplated 1n the originol plan. Now, that -
in other words , that the Social Security program 
on the basis of present calculations is not self­
sufficing by &n amount per year ~bleb, capitalized 
a t its present value, would be nine billions of 
dollars . 

And we recommend taat you, insofar as the l aw per­
mits you, disregaro t hat and that you do not ask 
for appropria tions - in the first place, that you 
shall not amend your re~uest for this year - is 
that right? - and in the second place, as a general 
recommendation for the future, thnt you do not ask 
for sufficient to set up the fund on a self- sufficing 
basis 1n those terms . 

Are you going to give any arguments as a basis for 
that recommendation? 

••~~¥ I think the feeling of the group - I should say 
in g eoera1 the reco!:l!llendctioo was in part due t o the 
t act tha t we were against the waole r eserve principle . 

Wos that quite the case i .o regard to our reasoning on 
the first issue? It seeeed to me that our reasoning 
on the r1rst issue was rather independent of the whole 
reserve. Tbat is t o say, we felt th~t a t this present 
t ime there was no particul~r reason lOr r aising ~ii~~le 
group of questions in connection with this nine on 
dollars . And as I understood it, what you added as 
this implication for the general r eserve came as : 
qu.lte separate thing . It seems to ee it would ma e 
matters more clear if we coni'ined ourselves to our 
answer t o the secretary's first question. 
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would this be correct: we didn't see anything that 
would be gained by anybody by setting up the appro­
priation - I mean by changing the re~uest for a ppro­
priations so as to conform t o the new and - but 
nevertbeless bighly uncertain calculations that have 
been oade as to the actUilrU.l br.sis of the account. 

But i f tne law was not amended - but if the l aw shoula 
not be amended, it was certainly the recommenda tion of 
the group tha t the Secretary shoul d abide by the l aw 
next year and sub~it an appropriation as provided by 
law . 

We ourselves are not entering into the question os 
to wha t the law requires. 

Did you have a lawyer? 

; e had a lawyer in, but he wasn't r ealty prepared, 
and your lawyers need t o study the problem. 

There is this f act : that there is a timing problem 
here; that i s , from tbe point of view of the report 
t he r e i s an explanati on as to this r evised calcula­
tion, wllich would normally be brought to bear on t ne 
budget estimates of next year, that is, of next 
fall. 

(Reagb comes in) 

Good .,v.,ning . 

Re think it would be very hard to explain to t he 
public Just what a request for an increased appro­
priation would mean. It would mean, of course, a 
bookkeeping figure as fa r as this year is concerned, 
and that's all; it would mean an increased deficit • 

• Vell, let• s be - if somebody in this roo:~~ , thougll, 
were a hundred percent believer in the reserve 
requirement, they most likelY would write it ~hat 
•unless the law specifically says you sbouldn t do 
this , we recommend that you ask tor sufficient• 
appropriation to make up the interest on that. 

But in tha t case • • ••• 

-
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I mean if somebody was a real ly ardent believer 
in the reserve, you ' d write lt just the other way 
around . 

We . taink there is an opportunity in the revised 
bunget estimates, since these are long-range figures 
developed out of a trend of forty or more years - ths t 
in the next budget estimates made up next fall there 
would be the correcting item. 

You see, you could follow this procedure. Let's 
assume t ha t you wan t to live up s trictly to the 
princi ple of self-sufficing reserve b~sis . 

(Geston comes in) 

There still is the question here - apparently these 
new calculations were made after Bell had completed 
his work:ing on the Treasury request for an appropria­
tion; so, as f a r as the machinery is concerned, you 
bad the last year ' s calculations t~ work on, and yo~ 
made the rec;uest for the appropri ution. There's bee 
u new actuarial calculation; you can use tha t as the 
busis of your next year' s r equest, or you can use some 
intermediate - still a later r ecalculation. As f or as 
we were !ible to make out, this - the schedule is all 
right. In other words, the r equest for the appro­
pria tion was made before the new calculation was 
mode . But 1n your ennual r eport, unfortunately, there 
is o Juxtaposition of your reques t for an appropria­
tion and the new calculc. tion. 

A reference to tbe request for the appropriation, not 
tne request itself, Dr. Viner. 

\Vbat•s that? 

Tbere is a jWttapos1t1on of the r eference .to ~be 
request, not tbe reques t itself, which I think is 
an important point. 

Yes, yes. 

Wel l couldn' t we go on and maybe I can find out 
more ' wby you people are opposed to ~hefre~er;ethat 
policy and then if I get more of t e ee o 
I could tell better. I meon I toke it that this 
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not 
1 
asking for an appropriction is b ec11use you 

don t like the idea or the reserve. 

No, it isn' t; that ' s the point I was t r)'ing t o 
make ear 11er: ths t we discussed this quite inde­
pendent of the question whether you have the reserve. 
In other wor ds , we ass~ed t~t the r eserve would 
continue. Even on that basis we felt that it was 
undesir able a t this stage t o amend the appropriations 
request by adding a provision f or this nine billion 
dollars . 

Well, Ur . Secretary - I interpret our discussion a 
little bit di!'ferently from that, llrs. Burns. I have 
a feeling that we went on the assumption that the Act 
is li~ely to be r ather drastically amended . Don't 
you think everyone a r ound here believes that is the 
case and - ~nd which involves a d rastic change of 
the reserve, full reserve principle. On that assump­
tion :~e thought 1t would be too bed at this point to 
introduce a revision or the request for an appropri~ 
tion, since lt would hsve r elativel y temporary sign! 
ficance a nyway probably lf the hct is dr astically 
revised, a nd in the meantime would ltkely lead to 
very much misunderstanding . The minute this nine 
billion dollars was referred to as a be sis for a 
re~uest for an increased appropria tion, you'd have 
everybody all over the United States speculating 
about it and hundreds of editorials that misinter­
preted it altogether and misled the public about the 
waole thing. Now, that might be worth going tb.rough 
if we were r eally going to continue witbout any 
important nmendllleat of the present Mt. 

~o my reeling is that our discussion went on the 
basis tha t since t he Ac t i s likely to be - almost 
everybody thinks is likely to be drastically amended, 
why raise a ll this fuss about something that won't 
amount to anything anyhow, since it's probably only 
going to be a year proposition, and particularly in 
view o f the fact that tbere 1S every justification 
for not asking for an increased appropriation, in 
view of wba t Kr . Brown has said, namely, that the 
appropriation figure was fixed on the basis of tbe 
old calculations and the aew estimates came in after­
wards nnd therefore if any question 'Kere made about 
why a~ increased appropriation was not asked for on 
the basis of tbe esti mates , t be answer would simply 
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be that •We ' ll t cke care of that next year; the 
estimates weren't in a t the time this request 
for the appropritition was made .• 

I do feel t hat the fact we all bell eve the J;c t 
will be drastlcblly ~ended was i mpor tant in our 
aecisi on here. 

I•m will ing to pass it for the moment, but I won't 
say I•m sold . I mean I'd like to go like thls - ~eep 
my fingers crossed on it, but- because I don't want 
t o t&~e up too much time . I me~n I •m willing to pass 
it, but, I don't want to say that I'm commit ted yet . 
I ' d li~ee to get more on this <tUestion of reserve. 

-.~ell , toe second point - l thirut the sa.e sort of 
explanations will pr obably be offered here. wse 
recouoend tb&t t he law be ch~nged to provide that 
the Secretary shall present annllblly a oemorsndum 
showing for ecasts of the cost of benefit payments 
under the then exis ting law for decenai£1 years as a• 
ratio of total payrolls, on the essumption of exist-
ing wage ra tes, and thal capit&l i zed figures of • 
future benefits and taxes should no longer be pre­
sented . 11 

Now, the significance of that, if I remember aright, 
was that we don't think thLt u reserve should be 
f i gurod - t ha t the Gmount should be calculated ecch 
ye&r or a t r.ny tioe &s to want J<Ould put the Socia l 
Security prograg on what is calleo a self-sufficing 
basis . Is the t corr ect? 

ilell, the t i t be consider ed un estimate of future 
l ong-r unge liability, h S e bookkeeping propositi on. 

And also thht it be figured in terms of r a tios of 
t ot &l payrolls, so t hat the extent of the program 
should be made clear to the public in term:' of a 
benctun&rk of the &moWlt of tax that would oe necessary 
en payrolls in order to finance the program on its 
existing level. 

On payrolls eacn year over the next 50-year peri~ · 
Your statement seems to be incomplete . No, no , I m 
sorry - lt does say •for decenni al years,• t hat ' s 

right. 
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~as - 0 for decennial years.• 

Ought t~ indicate probably that this ought to be 
extendea over the next for ty years, fifty years _ 
forty or t ifty years . · 

For at least f our or five decennial years , that the 
estimates should be made - what you should show 
annually in your report, or otherwise in a memoran­
dum, would be a forecast of what tbe r atio would be 
between tbe benefit payments that bnve to be made 
under tbe program and tbe total payrolls that would 
exist at each decennia l year on tbe assumption that 
wage rates remain the -same as they are now. No ­
remain tbe saae a s t hey are, l suppose, at tb.e time 
of estimate . 

That 's right. 

The purpose of this is to simplify tb.e actusrial 
character of tb.e estimate, es I understand it, 
because 1t 1s easier unde r tbe program to estimate 
the r a tio to total payrolls than it is to estimate 
aefi ciencies or to estimnte the ratio to the national 
income. 

Kore especially tbat the public would understand it. 

-.nd that the public would understand it. 

Oifficu.lt to understand t hese capi talized figures, 
but t bey ..-ou.ld know the cost 1n ~ way they ..-ould 
understand it as a por tion of total payroll each 
year. 

(l'/h1 t e CODIBS in) 

'lhey 'd know that this thing is costing tbem ten, 
twelve or fifteen percent of payroll , end bow it 
will chmb over tb.e next forty or fifty years - not 
a very simple t hing t o understand. 

~ou'd say for instance, that the progr am as it no~ 
stands wo:Ud in 1950 mean - to be financed current y, 
would require s iX and a half percent per year on the 
total 8 olls of tbe country; I mean a figure of 
that s~r~is wha t you ' d es timate, which is something 
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that the public c ould understand . 

But it is consistent only with recommendation three 
that the f ull r eserve be abandoned , i s it not? ' 

VI ell, I'd SHY t bu t even there - 11 calculation of this 
sort would be useful, even t hough .•• 

For a ny plan . 

~uite r i ght; but the recommendation that the other 
type be abandoned is cosuistent only dth the aban­
donment of the reserve principle, is it not? 

Yes - •that capitalized figures of fu~ure benefits 
end t lixes should no longer be presented.• 

•lbich is consistent only with the eli.Ja1netion of the 
large reserve, bec&use with a large r eserve you' d 
want a capitlilized figure . 

It 

And tha t is again on t he e ssumption, you s ee, th~ t -
it is influenced by the assua1ption that the full r eseifo<ve 
plan should be abandoned, which is point three. 

Do you suppose ~ansen ought to present that? 

I•m sure be could do it ably . 

.. el l , so far as the r eport or the Social Security 
Board is concerned, end so f ar as the ma jority group 
on tbe Advisory Council ond t he minority group on 
the Advisory Council, ell three reports look very 
f ar 1n tbe direction of Ln abandonment of the r eserve 
plan. All r ecommend an abandonment of the full 
reserve plan, and all go a long ways toward wha t is 
loosely described as a pay-as-you-go basi s . These 
t hree reports , perhaps- oughtn ' t to eo~ them tha t , 
because the minority view is expressed only in a 
footnote . 

I • d say i t • s two reports, with a slight J!linority 
difference. 

These two reports differ only in degree. Th~ Bo~da 
report recommends the plan of benefit paycenulds 
plan of tsx structure which they estimate wo 
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probably result in a uximum reserve tund of 
from four to nine billion, as I remember the 
fiGures that you were reading to us, Blough, 
today - four t o nine billion depending on various 
assumptions they make as to what the benefits would 
cost. In other words, instead of the present esti­
ma ted 47 billion, their r eport would contemplate 8 
m~ximum of nine billion, end other estimAtes would 
be 11. little bit lower. 

'Lhe LJdvisory Council in general recommends a plan - a 
scheme of benefi ts that is not very different from 
that recommended by the SociLl Security Board; but 
they recommend a tax structure that is somewhat 
difference 1n tne respect that while the Security 
board reco~ends that the existing tax structure -
t hnt is, the step-up ot one-half or one percent 
every three years until it reaches three percent 
on employer end employee - be continued, in pl bce 
of thot the Advisory Council recommends tha t the -
the ma jority recommend that the t axes be advanced • 
J anuary 1, 1940, to one bnd n hal f on empl oyer und 
employee, and that prior to J 10nuury 1 , 1942, a 
thoroughgoing study be made based on the intervening 
experience and on the bas i s of this studY a new 
tax structure be devisea which I think on the lfhole, 
us I understand the Advisory Council, would contem­
plate a somewhat smaller r eserve tax structure, 
so devised that it would nmount to u somewhat smaller 
reserve than t bat estimated - recollll:lended by the 
Security Board, something less t hBn an esticate 
of nine billion. I'm not exactly cl ear about that 
point. Brown, is tha t so or isn' t it? They 're not 
very clear & bout that. 

No . But the principle is defini t ely esttblished 
in tbe report that there be a three-way division. 

That ' s r ight, a three-way d ivision. 

1'/hich practi cally autom~ tically invol ves a holding 
down of the r eserve on account of the f act thnt the 
Government contribution comes ln. I think that wos 
behind tbe thinking of s very lnrge ma jority of tile 
Council. 

It would contemplate probably - that again isn't 
spelled out v ery clearly in the report - that beginning 
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maybe with 1942, or as soon os i s necessary that 
the Federal Government would come in, where~s the 
Security Board ' s report would r ecommend that the -
also that the Federa l Government eventually contri­
bute, as would have to be the caso unless the payroll 
t axes were made very much greater, in view or the 
fact that the f ull reserve was abandoned, but they 
would contemplate tha t the Feder al Government would 
not come in until about 1960 . The Advisory Council 
would contemplate that the Feder al Government come 
in on the three-way basis fa irly q uickl.y - on an 
even thret -way basis probably f airly shortly after 
1942 . !low, the minority group ot t he Advisory Council, 
consisting or two employers , and the rest or them 
I think were all economists ••• 

Four economists. 

••• - four economists- recommend that the t ax 
rates should not be increased January 1940, the 
present one percent tax be continued until such 
time as the current benefit payments exceed the 
current receipts, end they would contemplate there­
f ore tha t the reserve r eached i n January, 1940, was 
a t the moment large enough - tbkt is, n reserve or 
one point seven billion - and t hat probably in f act 
that reserve would rise even with the present t ax 
structure for a time . •lhether it would or not depends , 
of course, upon the benefit payments . If the maximum 
scale of payments that the Federal Reserve Board bas 
estimated under the so-cal led A. C. 14 plan act ually 
mater ialized, then t he reserve wouldn't rise. 

llho estimated? 

The Bohrd bas est1m8ted 

You said Federal Reserve. 

Oh, I'm sorry. I've done that before. 
mistake; I meant Social Security. 

... made a 

I know the Federal Reserve hns made some estimates . 

flo, I meant the Social Security Board. 

well, wha t I'm pointing out i s tbnt all 
these r eports, 
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a t a ny rate, contemplate defi nitel y an abandonment 
of the full r eserve princ i ple ond they only vc.ry in 
degree as to how far t hey go toNsrd t he pay- as-you­
go principle. The Board goos leas t f ar, the minority 
go the r~rthest, t owar d u pay-os-you-go, nnu the 
other is intermedi a te . I think tha t states i t, ur . 
Brown, so f ar as t hose repor~s are concerned . 

Now, the arguments for the nb~ru.ionment - the economic 
~. rguttent f or the ~eballlloncent , ll t any r ate , is, as I 
see i t, that taese t cxcs ar e tsxes on consucption -
t hese payr oll tcxes - bOd they th~refore extrac t 
from purchssing po.er, mass purcnasing po~er , froco 
consumption expenditures; tact insofar ES equa l 
benefi t payments £re pai d right out back again into 
t he communi ty , of course, the net effect is not t o 
e x tract from t he purch~os ing power . Th~:t is to say , 
all wage-earners contribute , and other wage- ecrners 
a r e getting benefits in equa l amount . But so fa r as 
the t axes grea t ly exceed benefit payments , as is the 
c11.se under the pr esent plc.n, then the net effec~ of • 
the combined payments a nu the - combined t vxas • nd 
benai'i t payments is to extract from the volume of 
consumption ~nd i s t o tha t extent defl a tionary. t.nd 
that at least is t he economi~ argument tha t llas been 
udvenced , and I t hink there is 11 great deal - it 
Neiglls core or l ess ~ith ull these groups . 

Other ar guments , I should say, are that public opinion 
bus shifted very strongly in tile di rection of abLndon­
ment. of a large reserve . !low, tha t ' s o little mi xed, 
I think. The criticism has - us we wer e ?Ointing out 
t his afternoon, the criticism hos probably r eally been 
more on the fac t t ha t & t present it is an account in 
tbe Treasury, it i s not a trust fund , and thLt tner e­
fore there is supposed to be some kind of a rigmarole 
about it tba t isn' t qui t e on the squDr e . That ' s the 
kind of loose editor i als ~>e ha ve had . Now, I myself 
th ink that all tha t type of urgucent aga i?st,the 
r eserve ooesn't amount t o anything, but taat s the 
xlnd of argument the country has had u greb t deal of. 
l think that doesn • t - I think that 1 s - &11 tnose 
a rguments ar e r eallY lnvulid . 

There is some point, t o be sure , I think, Jus t to 
meet the prejudice - t here i s some point in actually 

• 
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setting up a trust rune rather tban an account· 
and tile only r eaaon ·~ 1 t was aet up as an ac~ount 
in the first place was tbat it was then at tnat tiae 
felt tbat an account "'aa more likely t og et by the 
Supreme Court than a trust f und, on the gr ound tbat 
an account would ennble you to separate definitely the 
taxes from the benefit payments, whereas if it were 
set up as a trust fund it would all be an integr ated 
entity. 

So tbat there is at least some point in tbat, to meet 
the preJudice, and the Advisory Council recommends tnat 
such tund as is built up should definitely be a trust 
fund and not, as at present, s111ply an account in the 
Treasury. 

But, aside from tnis type of obJection, I tn1nk in 
addition there bas been a strong feeling in the coun­
try tbat there 1sn1 t any point to accumulatin& - to 
gatherin& together a lot of t axes tnat really aren't 
needed; tbat they would rather have the - instead or 
having the Federal Government - instead of having 
the employers and employees t axed so heavily at the 
beginning tbat tnis huge fund is built up, invested 
in Government securities upon wnich the Government 
would pay interest, they would rather than do tbat -
they would rather have the Federal Government ulti­
mately come in and outr ight make a contribution wbich 
would take the place of the interest which otherwise 
would accrue to the fund tbat had been built up. 

And I take it ttu.t tbat second a rgument bas been 
iaportant also with the country . But cer tainly the 
editorial criticism we have bad bas been aore of 
tbat o ther - of tbe other type. But I tninlt tbat 
tbat is due to the tact they were looking f or a 
cbance to criticize and tbat was the kind of bandle 
tha t they could seize on very easily, since people 
didn' t understand the wbole t bin& anyway and 1t would 
seem to tne public tbat here was, as the New York 
Times describes it, a "pious fraud" that bad been 
put over on the country . They could ma.ke a lot out 
of it. Di dn't aake any sense, but t hey could befuddle 
the people ' s minds, so they kept on hammering on that 
all the tillle mor e than t hey did on the other point. 

Well, I t b.ink tb.st introducea it at least, Jack. I 
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uon ' t .mow l'lhetne r I h' vt- covtred tnc snol e thing 
COCij)le t"ly . 

uo yo u t hink it would be f tr ir t u s"~ t. l so thE t tn&re 
"V!.JC>~rs t o b e some change in .,. ublic opinion r egcrding 
the rel~tive parts of government tnrough g enerol 
~~xl'tivn t.nd .. ,~ge ~ nu pLyr oll LuX,JbYt•· s , in ~he 
! J.llunc i nt. of tnis pr ogr &m? I n othor ;.orus , t hu t 
in~of; r v s peopl e h~ v;; come to accept a. eov;;rnm~nt 
cunt.ribution for its o .. n svke, pt.rtly P• r h<.ns to 
secun .llt i:n& tely a de•.UbLe b'nefi ts enu p:;.rtly t o 
<'•,ULllze tne position ol' the contributors es co:D-
P< r ed ;1 ttl t he ber.cf1cbr1u from the contributory 
;-rocr < m .hen you get t 1£ rge governmEnl. contribution -
but in~of; r ~s Ke ~c~ept tnLt, one of tne orieinDl 
3t•·one ::r-gunents f or tne r ~s rv~, ~ely, th< t l. t .ILS 

L .~:to~" of vuttin,: tnt! ,.nul& loba "n •Ege Enu ,><)roll 
t; x~~yers , ~ut::>::t: ti c~ lly -.1!·Lj)ptt. r s . 

I tn!.n.t t here i s :. Vf:ry <1 bl'inl t,. t.rgl.l:llent f r om the 
s.>cir.l insurr.. nce poin t of v1e11 th~ t ther e shoulJ be 
the p:.rticipf tion of the Go ve rnment . 

1'her" ~> i so i s a n urgwu~>nt , 1 L ~eVDIS to :ne, ln the 
J't.c t tn<. t t heo l brge r ;,sc.rve pr ogr <•u• t <Onas to ri~i\l ify 
tne s ystem; tha t ls, you hL.ve ner r. " mecill:.nism .. hich 
r..ccw.JUh. te~ ler ge s u!ns ln finrncie l t ~< rms which ~ re 
rel,tea t o h pr eci se ~rogrtm of benefits a nd f pr e­
ci~e progr.:m :>f t &xcs , r.nd I t hink in the l t.st t llree 
;,urs .:e nave le>.rneu ".lor e t.nd more th<t ""Y soci~l 
lnsur; ncc progr~m Nil t end to a a just itself from 
ti~e t o ti~e t o cha~ing u.mr nJs on t ne benefit s iae 
t.s .<ell ~ s on the to< sidb . 

llod, I f etl th<- t t ne .oeople of t tlis country he ve 
bcco~e soci~l insurcnce conscious ~er~ps much more 
r a pio.ly t h .. n was enticipr ted t•U'ee ye<.r s < £0 . nlone 
•itn th>t has been the demt.no of ex~enoint benefits . 
P:.rt of t h.:.t , of course, is due to the pressure of the 
';.o .. nsend movement t.nd the Genenl ::el f• re bil l • nd 
so on . But ther e it< s been ~ aef lni te exp~nsion of 
unde r stand i ng tha t t his moch~nism c~n pr ot ec t tnen 
i n ol d £ge u nd ~gains t dependency on childr en of 
s urvi ving ·•i tio'.ls , end so on. 

Now with ~h~> t h.:.s coJh: , FS :.tr s . Eurns Stys, ~ f eellnf 
,1crh~tps that if it i s covtring 1. bro&der e reL of risk, 
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of social risk, that the Gover04ent might well come 
in, because meanwhile tbe Government is paying con­
siderable sums t o meet that risk on a relief basis. 

i 'bere is another argument that bas been used very 
much, I t hink, against the big r eserve. That ls 
thot the ease with which the Government can place 
its issues with the account - this flow of compul­
sory saYings comes 1n that ' s compulsorily seeking 
investment in Government bonds: only thing they can 
invest in; that gives a ready market without going 
to the public, and 1n f¥C~ the Government bas to 
issue bonds to this fund as it grows. And so the 
argument has been made that that in itself will 
make Congress acre spend thrift tnan otherwise would 
be tbe case. That argument has been used very much, 
and a similar • • • · 

Rot much to the t argument, though. 

I think possibly there is something 
think very much. And then there is the • • • A li 
hard to appraisal I think maybe there might be some­
thing to that. ~hen the a rgument has also been made 
that, insofar as this excess of taxes over benefit 
payments abstracts from the purchasing power of the 
consumers and is therefore deflationary, that it may 
well be that tha t will lead the Government to offset 
tbis,pefla tionary effect by a volume of spending 
tha~tberwise wouldn't engase in and therefore its 
deficit would be larger than would otherwise be the 
case, and I tll1nk that bas much more weight than the 
other one, namely, that the Congress would do more 
spending. But at least these arguments have been 
advanced, that it would result in ~ a larger volume or 
expenditures and therefore ultimately in a larger 
debt than would be the case if t.here were no funds. 
Those additioDBl points have certainly been made end 
ought to be mentioned. 

I don • t want to seem to be adding, but there is from 
the social insurance polnt or view a definite problem 
of e~uities within the beneficiari es of the system. 
Thc t is if taxes rise fairly rapidly, given the 
present ' structure of benefits, it is true the t the 
younger persons in the system - that is, s tsrting 
age 20, 21, end beginning to pay three percent rela-
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tively soon - that tend to pay a pretty heavy 
share of the amount that - they and their employers 
pay a pretty heavy share of the amount of so-called 
unearned benefits tor per sona now old. 

These people will pey more than the insurance would 
be worth commercially, isn't that right? 

Certainly if you add together the employer's and 
the employee's share . It is felt, on t he basis of 
that argument, that rather than the young people of 
the country paying such a considerable part of the 
unearned benefit for persons now old, that the 
Government should contribute that unearned share. 
Well, if the Government contributes that unearned 
share, then it is possible t o avoid the large reserve 
in thbt the program of financing can be adjusted 
more closely to the current cost concept. 

Well ••• 

There is another 

Hxcuse me. 

There is another point that occurred to me: that you 
start out with the assumption that the benefits are 
going to be increased to ebout this 40 percent increase , 
and tnen consider placing the system on a - on a so­
called actuarially sound basis. There is only one 
thing that will do that; th~t is either to increase 
present taxes, end the law now provides going up 50 
percent see, trom one to one and a half, and then 
gradually up until they get three on each side, making 
the total of six - to increase the immedia t e taxes 
seems almost out of the question to everybody; and 
the other way you could make it actuarially sound is 
to say that t ae ta~es at s ome distant future are going 
to be increased . You' d get - on an actuarial basis 
you'd get the sllllle effect, and you'd discount 1t 
back and you ' d get it so an actuary would say it was 
on an actuarially sound basis. But after you've 
that, you haven't ~thing, there is no advantage in 
it. 

Bo as I look at it, wit h this increase of benefits, 
it' seems to ae t hat what ever was in the big reser ve 
on an actuarial self-suff i cing basis is now lost, and 
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you hLve t o l ook for some oth~r busis . 

Bo1v did you lose it, Geor;;:e? 

Y~u lose it because ..•. 

You ' re tssuming t~t the neN proposals Bre going t o 
be p~SSed intO laN, 

The t they go through . 

But even vs ide from t hat, ther~ is - some of it ts 
ulre1.dy lost un the b a:;is tht t a;Jpll rently the 
ectu&ries are agreed ttu. t thvrc o~as an unaerestimnte 
o f tne ben'"fi ts or on ovuresths te of receipts . .'.'hich 
Rt:S it? 

Underestima t e of tne benefits, b<ocGuse you hcve •lw t 
you ~ighL CLll cnurning cover&ge . Th&t is , ~ny 
:>~ rsons Nho are not in the r~gul:.rly-incluaed clns~es 
normally uo come into cover&ge, such as domestics, • 
fttr!ll lnbor ;,nd others <tho <'ICY work ,>art time - ei ther 
p~ r t . tlrne i n the yea r or I'~ r t Llrue in their lives -
in " covereu employment . They ge t t ile very best 
shur~ of the beneftt structure; th~t is thtJ low11r 
gruu~otions, • here tney get muc n rno•·., in t£rms of 
t neir <.lim contributi,n . tl.) .. th•·t is en aciaed cost, 
~nci sa.)uld tne self-sufficing pl~n be continued, 
it W)uld involve t;1is - just 's •e <~ere t"l;ctng 
E:l rlit:r, tu .. nine billi•)n iflUlJ involVt <:.;i<!Sd l1'­
billtj )f t u tl sys te;n . 

Jey 1 . .•. -excuse me. 

's we p.:>tnt ou t :1ere, if you .vure to keep the, plon · 
on e so-culleu self-sup)ortln~ b~sis end didn t increuse 
a ny of tne benefits- I me~n kept the l aN >S 1 t is 
exceot on tne t ax side, you ' o hove t o increbse the 
t axe3 oore npiuly tht.n the present schedule in 
order to ~eep lt actua ri&liy solvent - isn ' t thLt 
corre~t - in orJer t o ~ke up u )resent liscounteJ 
vLlue of nine billion dollars? 

.. e l l , tall t uoesn 1 t disturb me pt.rticul~>rly . It see~s 
to rn11 

tnc t 11o bi g argll!!lents in f& vor of w .. resl!rve 
are t hese . First, tOLt it i s ec,ultsb~e t o hLve the . 
wan wh<J is going to get tl•c .aoney b1.c6 pay ln rnd ,>to) 
for it . lrnd t he second ~1'-S th&t if we collect the 
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money early it will help us to bear the burden la tcr. 

Now, the first point, I think, is still v ery strong 
despite the remarks &bout the present generation ve~sus 
the coming generation, tha t we ' re Just giving the 
present generation a bonus - which is no particular 
reason why we should continue to give a bonus to the 
coming generation . 

.there's no B<tUity, from tha t point of view. You ' re 
ignoring very definitel y .• •• 

We 're giving the present generation 8 bonus. Are 
1\"e on the present sche::~e o• ertGxing the coming 
genera tion in terms of wha t they t hemselvfts are going 
t o get out of it? 

ueflni tely . 

Not only that; you hnve groups in there today who 
ure f avored over other groups: men over "'omen, 1vhite ' 
over colored, var l oua geogr aphic divisions. So there 
is no equi ty within the system as it is . 

There w-as going to be 8 perpctuol r eserve of 46 
billions of dollars contributed from payroll t 8xes . ­
tha t ~as '34 - so the country would be endowed, they 
would occomplish a saving of 46 billion, which would 
be a perpetual s oving. Who would accomplish that 
soving? The per sons - 1 t must be that group who were 
t axed. Now, there mus t have been an overtaxed group, 
on that basis, and I•ve been bothered by that all 
a l ong. 

~<by overtaxed? 

No, it seems to me that ' s hardly tenable. There is 
an undertexed group, not an overtaxed group. The 
undertaxed group are the firs t generati on .••• 

But if the plan is self-supporting endtnere is an 
undertaxed group, there must be somewhere an over-
taxed group. 

The employer ' s t ax ••• 
r incluae the e111ployers, To me there is no difference 
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at all as to whether e11ployers or e11ployees pay 
the tax, except a psychological difference; so 
that I ' m lumping those two together. And to me 
it 1 s been a puzzle how you could build up a 46 
billion dollar reserve fund without over taxing 
some group, so t hat • •• 

318 

Well, t be overtax comes in this way, Jack: that 
you run up a f ive percent level t ax and it would 
mnke it self- suppor t ing, from the calculations. 
'rbey ran up gradually - first one and one, one and 
a half, so on- until t hey got up not to five­
they couldn't stop there - started under five and 
went up to six, and that six level is t o continue 
on indefinitely. So i f they started i t off with 
everybody a t two and a half, two and D aalf-
on e11ployer and employee - ••• 

And benefi ts strictly proportional to payrolls. 
But they 're not either; they make allowances for 
classes of persons, so that you b8ve two b ases • • • • • 

Your point is that the pr esent generation of tax­
payers not only was to s et up its own financing, 
but also to support the present generation' s bene­
ficiaries. 

llhat it was to do was to endow the country with 
46 billion collars of net ssvings . 

No, no . 

No, t hat• s not r ight. That• s not right. 

Let ' s put it this wsy. 

Tbat •s the big erg~ent for it . 

They 'd never encroach on it. 

Tha t ' s the big reason for i t , so that the future 
income of the wage-earner will be the same as the 
present . 
They would encroach on it if the system wer e brought 
to an end 1n t he future. 
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You mean with a liquidation. 

Yes. 

319 

but tbat is not why we 1re setting it up - not for 
that purpose. 

There is a good deal of fallacy in a specific allo­
cation of taxes as e particular burden on the employer 
and employee . It is especially apparent in the case 
of the eaployer. flhere all employers alike are taxed 
in an industry, wbat you have in ultimate effect is a 
sales ta.x on tbat product. 

llo, no, because he can shift it. That would 12 true 
if his method of producing - if it were absolutely 
rigid particularly, but he can shift •••• 

Part one and part the otber, but - part sales tax. 

1he e!!lployee is bearing tha t burden in the first 
instance, but to say that i s the ultimate eff ect 
is not accurate, of course; there is a large 
element 

I woul d say the question as to where it is first 
imposed doesn ' t seriously affect it. It is a question 
I wouldn ' t like to answer - where its incidence i s, 
and bow much - I don't know -would be borne by 
labor. 

I think the larger question here i s the ~uestion 
whether we are setting up a scheme of liabilities 
for the future that the future can meet or can't 
meet. 

Bow would you answer this argument, Herbert? I see 
the same t:ktng about our naval progra.m. 

Tbet ' s not a reason for doubling it. 

Doubling what? 

I mean if we ' re setting up future liabilities, no 
reason for doing more of it. 

I was trying to present the arguments that have been 
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~ade in the count ry, and there is another argument 
that I think bas been made very widely, i ncluding 
people wbo have been - newspupers like t be New York 
Tues that llhve been taking every occasion they could 
to take a crack at the present tax. They argue that 
the thing OU&ht not to be set up like e private 
insurance company, that i t OU&ht to be' social insur­
&nce . That bas spread very widely over the country. 
ihey depart from t he whole idea - even t he conserva­
tive papers like the Ne?l York Times - of an individual 
pr i vate insurance basis. They want to put the thing 
on a social insurance basis ond want the Government ••• • 

You 1re talking about the ~nsurance company practices. 
I don ' t to ink there is any or tbat 1n any sound argu­
~ent t or t bat reserve; I don 1 t think insurance company 
practice has got a..t.bing to do •itb it. 

DloU&h was a rguing tor the reserve from the viewpoint 
of equity, and the general public is against tbat 
notion. 

l!.quity a s between whom? There is no equity in the 
present plon as between individuals . 

That may be true . 

l'.!ay bel It is true, definitely. 

Well don't make it any less equitable tban we have 
to . 'I•m eliminating economic arguments, because 
this d1scussi~n is - we ' re not d iscussing the reserve 
from that point of view, because as you !mow, I'm 
pretty well along •Nith you in view of your economic 
arguments. But eliminating those, I do~ ' t tnink 
there is any question about it tnat you re going to 
get a much more equitabl e system witn a reserve • 
If you were going to stress equity on a savings bank 
pri nciple all the way, then you would neve a sharply 
decr easing system of r ates; but is there any partic~­
lar r eason why we should be beyond a level system o 
rates? hom tlult standpoint alone, pure ~uity re­
quires a sharply decreasing scole, very high rate 
in the beginning . 

I wonder i f you can introduce the concept of equity 
here and get very far , because in the first place 
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t nere is absolutely no equity as between groups 
hardly eq~ity betReen the incUvl duals 1n groups ' 
because ot geographical loc&tion ana othe.r 
variables. 

I ' d look at tne questlon of equity - I'd take grou 5 
t~a t a r e soci ally substantially similar, say, g rou~s 
wnose economic status is substantially similar - tbe 
pr esent value of the Social Securi ty program to tnem 
as indi vidwils. If you find different gr oups, otner­
~ise similar, f or whom the Socia l Security program 
na s very d i fferent meanings because of, say, adminis­
trative convenience , like the farmer , let's say •••• 

All these plans will give equity on tbat basis. 

"Lhey will not give it, you ll!ean. 

They Nill . 

You mean all the new plans? 

New plans, and the old, f or tno t matter . 

The argument tha t is very convincing to the i ntelli­
gent business man, and I•ve had it thrown at me time 
&nd time again, is tbat taey can• t see why this sys­
tem saould involve an accumulation of a large r eserve. 
You ta~e Teagle of the Stannard Oil, who was on the 
original Advisory Council , und even before we go t 
into the discussion ae s&i d ~ny system as large as 
this, ne felt, should be financed on a current cos t 
basis, because be could no t understand Why it should 
disturb the economic system any more than could 
possibly be helped . 

That ' s right. 

And I think that sort of common sense judgment lies 
behind a good deal of the elaborated cri tici sm that 
you find in newspapers and other places; ~nd wha t they 
•ould ll~e to see is the system planned out to avoid 
as rar as possible interferences with the general 
governmentul and general economic prograa. 

Theoretically the system could have been s et up - I 
say t beor uti cally - so t hat a rounded family would be 
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receiving in any one year from the start benefits 
equal to the tax payments that the family was making; 
that would have been the Jal.nimum interference with the 
economic system. 

Doesn't that involve thut second point tha t I men­
tioned? The big reason t or the reserve at the 
beginning was the idea that •.••• 

That's tole point ot the whole argument. 

• • • that the- present t axpayers could help set up 
something whereby tuture taxpayers would have 
lighter burdens to bear: in other words, the notion 
ot saving and setting up some type of increased pro­
auctive power 1n the nation to carry the future bur­
dens . And it is because economists have pretty well 
come to the conclusion that, far from doing that, it 
would upset the machinery and perhaps reduce the pro­
ductive power for the future - is perhaps E. reason 
why many of them have come to the conclusion that the~ 
reserve is not a very good thing. 

I'd say Social Security is not of itself e national 
burden; it is a redistribution a t any one moment •••• 

In the one plane of time in which it con be handled • •• 

Except at this time - it becomes, as he s ays , a t this 
particular time, not a redistri bution, but it may well 
cur t ail the national income. 

'l"hat's the reserve; on the pay-as-you-go it would only 
be redistribution. 

But the reserve as originally contemplated was to edd 
to the productive power of tne country and make it 
easier 1n the r uture to bear the burden. 

WaKe it easier - m&ke the country wealthier in the 
end in terms of capital, assuming no repercussions 
because of the accumulation of the 46 billion dollars . 

Vlby isn't that a value? 

I ' d say if I wanted to force nati onal saving 

nell, don't you? 
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••• I would ao it delibera t ely on a plan to for ce 
ne tion&l s a vings, and I w ouldn• t pick out t lult 
t o do t he saving. group 

The group that •s least able to s a ve . 

I ' d do 1t by r epbying the nutional debt • 

.lell, a ren• t you mixing tllings up? You still want 
t he r eserve . 

I'd get my r eserve , wlu.t you cal l the r eserve - i f 
I •snted to mhk e the country save 46 billions of 
dollars in the next generation, !•d do it by l i qui­
dating the ru.ti :mal debt through nati ontil taxati on. 

" r e you s aying, J ake, that :fOU f livor r evenue, specific 
revenue on a ccount of Soci al Securi ty very s ubstan­
tially in e xcess of current disbursement , but you 
woulJ pick s ome other source of t axes to r a ise ths t 
revenue? • 

Viell no, I don ' t . I would like to nave the Social 
~ecurity . I •m not - we huven ' t as a group ye t r eally 
aiscussed the question as to who ought to bear t he 
burden. I myself am not in f ovor of a Government 
contr ibution unless it is necessary, because of 
e~uity consider~&tions , because otherwise cer tain 
groups would n&ve to bea r 1< share larger tht.n i ts 
p~ort . 

How uo you r econclle tna t .qitb other tllings you said? 

tlow do your econcile tru.t •1th the f ac t that the t ' s 
•nat ' s happening now? ~ertain groups are bearing 
disproportionate ..•. 

So far a s that can be cured, t he generali ty of the 
insurance scheme 1·rould tend ~o cure it. I'm getting 
educated r a ther than educating, and I understand tha t 
the proposals involve a movement toward a s complete 
generaliza tion of the insurance scheme as possible, 
a nd tha t will me~::t a lar ge port of wha t I would say 
a r e inequities as between differ ent gr oups . 

J ack aren't you r a ther mix i ng the thing up by lntro­
aucik equities, because I t hink this thing tlla t 
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troubles cost people, which they now tallc about 
is the reserve, not the equities. That the man' who 
gives up six percent can go t n better bargain from 
a private insurance company is not a consequence of 
the reserve but is o consequence of the f act that 
we are loading onto wage-e~rners a tax of which par t 
is used to pay unearned benefits . If you eliminated 
those unearned benefits, we could discuss the reserve 
as a principle which didn't lnvolve this perticular 
aspect of equity • 

.Jy point, though, is t ha t With the reserve you 
increase the amount that has to be currently col­
lected and therefore you increase tne bearing of 
this proportionate share of it that has to be 
borne. 

But the thing you're really ob jecting to •• • 

There are two sepura t e phases, but they're really 
bound together. 

I think the point is that u level rate of t ax , for 
example, would grea tly d ecreuse that inequity, 
that 1 s all , because you cun' t go beyond a certain 
point. 

In other words, the t ax wouldn't help you if you 
continue to pay heavy unearned benefits; you ' re 
still lo&ding it on this generation and future 
generations of young people. 

It lessens to a great extent the amount of that 
i .nequity. For instance, if ll.r . Viner could possibly 
have the sys tem which he just mentioned, that is, 
loed the entire burden on employer &nd employee on 
a p&y- as-you-go system but have no Federal subsidy 
introduced, that ~ould ultimately break down, cer­
t ainly, b ecause the t ax r ate - ulti.mate tax rate on 
people then entering the system at about age 20 - they 
would have to pay u tax ra te whtch they just wouldn ' t 
pay, and they could get the thlng 

But your scheme would only help insofar as you had 
these people aged 4..> end 50 at the present time, who 
on the present scheme •ould be paying one, one ~d & 
half £nd two percent, wherets under your proposal 
we'r~ Junping up straightaway to five . Well, 1f you 
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tbi~ of t~s as a continuing scheme going tbro b 
time, what nappens to this relatively small gro~ or 
present 6 eneration aged people is unimportant in 
relat ion t o tha t l arge stream or people. 

lly point would be the same: that I rind myself all 
the time sliding into thinking of this as 8 mature 
plan and separating it trom the problem of its grow­
ing stage. 

If we could just step into the picture With a mature 
plan, •e wouldn't hnve this problem involved atoll. 

Or course, your A.C. 14 does do practically that. 

It doesn't include the present aged; you have a 
relatively smell load at the outset. 

We're using n term in discussion - •equity• -
which I•d like to examine. In thllt concept it may 
mean merely equality of paymen~ut it has a conno­
tation of more than equality' equity, justice, 
equalization of burden. If it has that connotation, 
it certainly doesn ' t belong in this discussion. 

Oh, I think it violates equity on almos t any basis 
you can think of. 

I say 1 t violates it even more if you hllve with the 
concept of equity some other concept of •socially 
fair, socially just." 

I think it clarifies it to keep to this basic o;uu"'""' 
that I mentioned a bit ago, and that is that tbe 
program be developed in a way which will interfere 
less; of course, provided that the program must be 
ad justed, of course, in the early years, ~nd the 
fact that you have contributions for a per iod before 
benefits begin, that you nove a contingency reserve 
for a certain reason; but thbt by and large the pro­
gram avoid int erferences with the economic system as 
far as possible. Now, I think t hat matches up with 
t he understandi.ng of the intelligent layman, because 
be doesn ' t see the edventages, from you might say o 
bookkeeping point or View or b n actuar i al point or 
view, o! these large reserves. 

In other words , does the ear~y taxation add to the 
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ability of the economic system 
or does it interfere with it? 
real G. uestion for discuss i on? 

I think so, yes. 

326 

to handle tbe burden 
Now isn't tha t the 

Nine out of ten will say it interferes, because he 
looks upon Government finoncing o.s a thing which should 
int erfere with his business as little as possible. 

!low, Dine out of ten don't necessarily swing the 
a rgument . The question woulc be, what is tbe f act? 
I gather .... 

. tell, I 1d still say, if I were to accept the argu­
ment of the one in ten - I'd still say, assuming 
1 t amounts to ..nether we want this goverlllllent to 
collect by this system more than 1t pays out durins 
a period of, say, twenty, twenty-five, thirty 
years •..• 

Uay I interrupt a minute? Would you mind just read­
ing that last recommendati~n, so that it fits int~ 
the thing, and then let ' s continue a long . 

That ' s right. 

1here's something in there, i f I understand it, I •d 
like to sort of put t ogether in my mind . 

"We recommend t hat the contingency reserve should be 
equal to about three year s ' benefit payments durins 
the critical (1940 to 1945) years of the system, and 
should be about two years' benefit payments when the 
system is mature.• 

~bat I want to ask is, if we kept the t axes one 
one now, nave we got that sufficient reserve? 

I think what you (Reagh) gave me here answers that, 
but you can b.andle tho t. 

I think in consider ins this thins - I Just wanted to 
get that piece in my mind; it would be helpful to me . 

We didn ' t know the answer to that this afternoon; 
it was to be calculated. 
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You see, what I ' m groping - keeping it one a nd 
have you go t 6 three-yea r reserve for the next 
years? I think that, t o we, is i mportant. 

one, 
.five 

Some of us reel tha t for ultimately the r eserve to 
equal two years • benefit payments is too high. 

'liha t•s that, Professor Hansen? 

I t says here •t.vo ytoar s • benefit payment s when the 
sys tdu is mature . • Some of us - a t le~st it i s true 
of me - think tbot i s t oo hit b & r eserve. 

lio••, I M.ve tnree different bases •••• 

I•m no t trying to shut it off . I di n w~ot to know 
in considering wnE t we 1 r e t alking a bout, nov much ' 
is the reserve - how many yea rs i s it gooa for right 
now? J.nd it would help me in my thinking . 

I have s ome figures on three different bases, Mr . 
Secre t &ry, as they wer e given to me this afternoon 
to s t art mY force in rna king so:ne compute tions. 

• 

The fir s t one tha t I have here is on the assumption 
that the t ax r a te be frozen at the one· per cent l evel -
tha t ' s the same level as i t i s ri&bt now - and thbt e 
gover~Qent subsidy would be introduced only when 
necessary, and tbt t as soon as - and that that ratio 
of Government subs i dy would be on this three-way 
spli t, that is, the Government would contribute ~n 
equa l amount with e~ployer and empl oyee, as soon ~ s 
it became necessa ry. !low, on t ha t basis, the reserve 
••ould reach a m&xim\11:1 of a bi llion 7iJJ cllllion in 
1941, ana a t t~t time, i n 1941, the Government would 
h&ve to come in witn a Federa l subs idy of 92 cllllion 
dollars . In 1942 that' s 18) mi l lion doll~rs, in l9JJ 
it's 326 million doll.lr s . Novt e t tha t time, in 1944, 
the three-way split would become effective. 

\Vho t do you mean, three-way .split? 

"ha t the Government would contribute - I mean that 
the Government, employer, and employee woul d contri­
bute equal amounts a t that time - the equal amount is 
1.06 percent - end in actual amount of tax r~venues 
tha t the Government would have to r a ise in sadition 
t o payroll t&Xes, )26 million dollars . In 1945 it's 
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351 million dollar s • o• r•v 
intervals from that. point. r! f9~oititf five-year 
million dollars; in ' 55, 689; in 1960 1~, ;30 . 
in 1965, a bill i on and tour million· in 1970

80ft• 
~nb~~~o~~6fhmillion; in 1975, a billion JJS; anJ 
d 

11 
ereafter about a billion and a half 

o ar
1
s a year tba t would have to be raised out or 

genera r evenue. 

But t bat does not produce a contingency reserve 
e~ual to the one called tor • . 

This question Mas put to me on.n three-way split. 

And without a contingency reserve. The minute the 
Government contributions begin •••• 

i?e would freeze the reserve on that basis, at a 
bill ion seven. ' 

A. C. 14 or present benefits? 

A. C. 14. 

That 's new benefits. 

Disbursements of f our and a half bi llion. 

Wr. Gaston just &.sked a question wnich yu~ 41~ht 
like the answer to . Thht billion ~nd a half that 
the Federal Government would bb.ve to raise in 
general r evenues means that the total cost at t hat 
time is only three •••• 

.rour and a balt billions annually . 

Tbat would be true under any or the plans, or even 
under the present. 

Onder any rtnancing of A. C. 14, and i t is even true 
or the present plan . 

It is even true or the present plan. 

The figures upon which t ha t was bosed do not contem­
plate introducing t he other groups , do they? 

Very small increase. For example, I have the payroll 
figures along with that; I also have the r atio of the 
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payroll to those Federal subsidies . 

Does t hat include, though, the 40 million dollar 
increased r evenue for ou tside groups? 

Yes, a limited increase in cover age . 

But .it docs not include domestic servants or 
agricultural l aborers or self-employees . 

You ' ve got three different set-ups, naven•t you? 
Tbis is Known as the four and a half billion s et­
up . 

• hey•re all four and a holt billion . 

This one will come out with tne same ultimate. !low, 
this one is on tne basis that tbe tax rate will be 
allowea t o increase in 1940 to one &nd a half percent 
on employer and one and a half per cent on employee, and 
t hen when necessary, when t he r eserve begins to - or ' 
it becomes necessa. ry that the r .. serve bed ra~m upon, 
instead of arawing upon the r tlserve freeze it " t th"t 
point, when it r eaches a maximum, and t llen the same 
three- way split on the subsidy would begin . Tha t 
means tha t 1n 1944 the r eserve would r each the 
maximum of two billion 400 million and the Feder al 
subsidy - a small Federal subsidy in that yea r would 
be necessary of 22 million. In 1945 that Federal 
subsidy bounces to a hundred million dollars, in 
195v 523 mill i on dollars , t> na thereofter the scale 
is very nearly the same ~s it was before, excevt 
noR • e have a two billion 4J\l o1111on reserve instend 
of one b1llion 700 million r aserve . But tbe Federal 
subsidies go right on up until 1980, 11he.n it is again 
a billion and a half dollars , meening the total cos t 
is about three times that, or about four and D nal r 
billion. 

Now, the third one - I •m not certein that my force 
got exectly what I wanted, because we have '' Federa l 
subsidy intr oduced in 1980, I note , of a billion 877 
million; in other words , this was interpr et ed t o mean 
that the Board ' s proposal would hold it a t the present 
scale of t ax r ates . Is that t he way we asked that? 

Oo up t o three and three . 
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hnd the rest be Federal subsidy. No three-way split 
in tba t. Then they got 1t the way we wanted it then 
In that case, the reeerYe would r each the maxim~ in • 
1955 of six billion 600 million. Now, this is sort of 
n middle line between that five to nine - six billion 
600 million. In 1960 the Federal subsidy would amount 
to 263 million; in 165, 572 million· in 1970 949 
million; 1975, one billion J62 milllon· and in 1980 
and thereafter a billion 90J million. ' 

You haven't worked it out beyond 1980, have you? 

1980 it's what? 

A billion 90J million. 

l he world ends at 1980. 

"e'll all be dead. 

I'd say in that connection that all these figures 
have used the 1980. I think th~ original Committee 
on Economic Security s t arted that , so that 1980 
became the millenium. But actually under the assump­
tions of population increase which that committee 
used and which have been used by the Social Security 
Board since, and our figures, which I believe were 
tnken from studies of the National Resources Commit­
tee or tbe National Resources - is that what you call 
that - the Commlttee? 

Call it anything you like. 

Well, anyway, on the b ssis of those assu:aptions, the 
maximum is by no means reached 1n 1980; 1t would have 
to be about the year 2040 or 2050 before you could 
reach a theoretical maximum . tio they're still going 
up a t that point. 

Do :you es t imate t he national · lncome up as far as that 
t oo? 

1980 - eight. 

Tell me one t hing. ThiS scheme is on the original 
schedule of r ate increases? 

That's right; it's the Social Security Board ' s 
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program of going up to t hr 
present Act and h i ee percent &s under the 
come in as ~eeded.ev ng the Government contribution 

Well , what produces the one billion 900 million? 

~ecause the subsidy is not a t 
lhe subsidy will be whatever hree-way split on tllis. 
of the three percent tax. is necessary, in excess 

And under the present system the tax 
six percent. never exceeds 

That's right. But I think under the three-way split 
you can come out dth odd figures on the r ates of 
contributions . 

On which one? 

On the other one you come out with odd r ates; you 
don't lend •••• 

The Federal subsidy amounts to ) .6 percent of the 
payroll ultimately . Each one is ) .6. They're very 
slightly different because of the different amount 
of reserve that we hLve at tha t time, rrvvidlng for 
a small amount of interes t income . 

Reagh, would you lllind jus t waiting a lllinute? Just 
a minute . You people who s at on t be committee -
Professor Brown and I t hinlt IIana en - did I get that 
the representatives of the laboring people are dis­
inclined towards depending upon the Govern~~ent for 
contributions, putting it in another way, and they'd 
like tne tax to go up t o one and a halt? I mean 
they're ready t o pay the tax? I g ot the t somewllere. 

Yes, the attitude of tne laboring group was, as I 
mentioned this morning, •Beware of Greeks bearing 
gifts.• That 15, they feel tha t tbey are interested 
in benefits and that if this r ate is held down to one 
and one there might be some fears that that involved 
a holding down of future benefit structure; a t least, 
that's on the part of a few t hat I tllinlt are rele­
tively intelligent labor leaders. Tbey did not 
question it at all, a nd they voted for the Council 
report, which involved the step-up to one and a halt . 
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Li kewise , four out of the six empl oyer members 
voted to go along on the one end a nelf per cent 
increase, and of course the middle gr oup - that is 
t he public group - except for the four , aid likewi~e . 

Now go b ack t o whenever these last calculations were 
made, in ' 35 - wus thtt when the fi r s t thing was 
started? 

Yes . 

'lll.ke it - when did the Social Security - I mean when 
they vut tne legislation tnrough End the testimony 
and the r est of tn£t, were they counting on the 
Treasury to 02!-ke a contribution, or II><S the plan as 
originally worked out tbat tbis thing would slways 
be L self-supporting thing? 

The original r ~commenaations of tne st•ff thtit worked 
on t he plan in the fir~t instance, and tne technical 
groups then, and the Advisory ~ouncil then, was to go• 
ahead wi th employer-employee t &xes, I bellt<v .. , unt il -
which would carry it until ~pproxlm11tely 1962, E.nd 
then thex·e woula be un increasing .;edge of gove rn­
ment contr ibuti on. 

But the government contribution would not come until 
1962 . 

~omething li.ke tnr.t, yes, sir . 

.tell now, let me just ask you this . o10at would 
happen - I mean would t nls be feasible as 2n 
approach - I mean tb<t wh11t~ver ~~ ~ v~nc n~~ -
I mean if you could get Congress to s cy that 
"Whatever we do noN this is going to be for tnree 
years ; we'll t 6.ke this thing through until ,' 42 and 
then r e- exr.mine thl s • " !low, I ' m just thi rucing -
1 mean without trying to solve everytning and trying 
t o go so f a r up into the r ealm of way beyond - I 
mean wha t you can tell· - I mean would it be possible, 
for instance , .•• I t ake it tha t the people here­
at least i t seems t o me the people working on it, 
most of them, are inclined towtrds not increasing 
the tax; that's t he impress i on I get . 

lie worked on 1t .ntbout these figures , so •:e didn ' t 
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know wha t our own mcoiDillenda t i ona would aean i n tax 
rates; I•d want to study those mor e . 

Well , let •s suppose we kept the tax rate - I mean 
say, at one percent - I •m just trying to feel my ' 
way - say, for three years , end then - I mean set 
up but not count on any gover nment contribut ion, but 
i t ' s a three- year program, one percen~ rate, not 
increasing it f or three ye~rs, und then taking this 
plan 14. I mean where would we be at the end of 
three years, ~ith the understanding that Congress 
would t hen re-examine it? 

:de in the red before that time; on the one percent 
tax in 1941, for exaaple, according to this schedule, 
the government would have to r aise an additional 92 
million dollars . 

Over and above the previously accumulated reserve . 

It t bey hel d the reserve lit a billion seven. 

And hold the r eserve at a billion seven. 

No reason that i t has to be- no reason why you 
couldn ' t draw down on the reserve . 

Wouldn ' t go v ery far. 

The r eserve is there for other reasons; that is, 
should there be a business depression and tax 
collections decline and, on the other hand, bene­
fits increase because of persons retiring at 65 
rather t han 75 or 68. 

All right, supposing you did this for t ·•o years. 

It would be a pretty close haul. 

Well t or t wo years you could get along ~th ~~e 
one percent, and t he very next year it wo u 
necessary to increase it. 

h t l east you'd have two years behi~~t{~~san~o:~~d 
know a lot more aboutt btushiinepl!nco~nd you 'd knOw -
know a lot more abou s ' 
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well, you•d be tno years wiser , that's all . 

Welll the Council ' s positi 
for rurther study _ that 1~n w~ that tha t interval 
the one and a half und hDve ~~ d t bde s"fer to go to 
one and 11 half r a t d e s u Y period c t the 
ther e could be sut~ic!~ntt~a~ following tha t period 
plan future r a t es . n ormati on available t o 

The Secretary is thinking of it from the fiscal i 
of view, which would •••• pont 

I t hink you need to think or the Cact that if you 
. once liberalize the r a tes you can never take it 
back; if you adopt this plan h.C. 14 tor one year 
two or three, you can never adopt a plan less ' 
liberal . 

I t hink that 's pretty clear . You have to count 
any extensi on Of benefitS as permEnent . 

I mean I don•t accept plan 14, but I .•• 

Any r eduction of rates would be difficult to r averse, 
but any postponement might be mer ely a postponement. 

In listening to this, I keep thinking of why Kr. 
ilal lace want s the processing t ax. Ylha t llr . Wallace 
i s groping f or is some permanent way or financing 
bis agricultural program so he won ' t have to come to 
Congress or the general fund of tbe Treasury . That ' s 
Nha t he's trying to do. Be i sn't Nedded to the pro­
cessing tax. But he wants a me thod of financing his 
agricult ural pr ogram because he knows sooner or 
later he won't be ebie to get his ooney unless there 
i s some particular earmarked revenue which is ear­
marked for agriculture. And nll the agricultural 
groups are more or less in sympathy wi th that. He'l l 
t ake anything which will gi ve him enough money to 
finance his pr ogr am. 

Now, having listened ~o that for a good many years -
I mean I think there's something to it, and I'm just 
thinking that if this Social Security program event­
ua l l y will have to oip into the Treasury - I just 
wonder if it won' t burt Soci a l Security, and if we ' re 
going to have to draw on the Treasury for large 
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amounts , that that will maybe be a device that 
will eventuall y kill it. So, putting tha t on the 
one band, I t hink tha t tha t i s something which 
influences me possibly to say, •Well, we better 
go up to the one and a half , 11 you see . I mean I •111 
arguing on both s i des . 

But I've been impressed f or a long time - I mean I 
don 't like the way- I don•t like Section 32, wnich 
gives Yr . olallace a quarter of our Customs r evenue 
am the reason for 1t being t ht. t way - be .says, • .Y~ll, 
the manufactur er bas his tariffs, so tbe f a rmer should 
nove his . " I don ' t like his method of getting nis 
revenue out of processing t&xes by processing food; 
I t hink the consumers pay for it. But I am in sym­
p~stn,y with tbe fact that 1C he doesn ' t hav,. .ome 
special source of revenue, he isn't going to get any 
revenue . 

I think the same thing nolds true witn Soci al Securit» . 
I 1m J us t a rguing within myself which is more importanto, ­
I wean the gener al fi scu L picture end all t his t a lk '­
which is a round this town Hbout net contributi on and 
withdrawal of money !' rom general circul a tion and taxes 
on the consumer vnd t he working men and all the r est, 
l J against the possibility if at this time ••• And 
the only thing the Pr esident ' s ever said to me on 
this t hing - he sa i d to me, "How Henry, if we don't 
go ahead and increLse tho t • xes, we ' l l never get it." 
And be feels that very strongly . That's the only 
thing he ' s ever sa i d t o me. 

That ' s a convincing argument t o me on tbe one oDd a 
ht;lf one a nd a hlllf . I.nd I feel that the Council 
was ~1se in, however, holding the question open for 
the future . Now tha t determi nation might well mean 
that the concensus of vieR as o f '42 would be to go 
a head to two and two; but personal lY 1 feel tha t 
if there can be brought in a government contribution 
relatively e arly, thot this ls sounder soci al insur­
a nce and broad socia l policy. 

You ' d like to see a government contribution. 

Yes. 
~ven if a small one, jus t for the principl e of it. 
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Yes . 

Ye!l , I would too. 

When would be the next raise? 

Not ~til the beginning of 1942, so that duri t he 
yeur 42 you' d have practically five years of"fax 
=~~~~i~ncbe and two years of benefit experience upon 

o ase your futuro progrum . 

~~; will come up for discussion in the spring of 

"ell, in the spring of 1 42, during the year ' 42. 
ADd or course, it ~ould have to ·coae uo for Con­
gressional action in the spring of ' 42.1f there were 
to be a change in the r ate beginning '43 . 

But if He went &head with this one and a half one 
and a half , would we be facing this reserve 1~sue? 
ue 1d be sort of ducking it, wouldn't "e? 

I t Nould be eliminated . 

'.lhe r eserve •vould be s utomatically eliminated . 

Tbe A. C. 14 plan involves a re-do on the woole 
self- sufficing proposition. 

'.I he substantial contingency reserve wouldn' t be 
eliminated; the big i nterest-bearing reserve would 
be . 

• 

~here is another reason which spenks f or postponement, 
and that is that at this time nobody ls ready to say 
whether the additional liberalization wnJ.ch is being 
asked will call for an expenditure of 100, 150, or 
even 50J million, and secondly, that t nere is a 
wide d ivergency of opinion with r espect to the out­
psyments on unemployment insurance . So t hat until 
there is gr eater certainty es to tna t difference 
or a magni tude or anywhere rrom a h&l f billion t o 
a billion dollars, it pays to be a little more con­
servative rrom the point of view of fiscal policy 
and pos tpone t axes . That ' s another a rgument. 

I don't t hink you're being conservative . Bow do you 
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get that way? 

Well, I say •at this time . • 

~~~e~~ you get being conservative out of postponing 

Hecause I take it you•re interested in recovery 
being conservative is doing nothing which might 
jeopardize it . 

Harry, you got out of that one pretty well. Oh 
boy, that was very neat, wasn't it? 

I was inter-ested 1n seeing Harry 1118s<;uerade as a 
conservative . 

~onservatism bas its place. 

~rose by any other name •••• 

and 

No, I think there ls more to that, despite tbe 
facetiousness - I think if you• 11 think tha t over, 
there is a grea t deal to it. If tbere we.re certainty, 
and I take it tbere isn' t any, as to whether tbe 
present liberalization is going to spend a hundred 
million or five bundred million, and there certainly 
is no agreement as to whether the out-payments on 
unemployment are going t o be 700 m.illion or JOO 
million - .rell, I ta.r;e it it ' s conservatism not to 
ac t when there's a difference of ~ billion dollars 
which can have such a substantial influence 1n a 
critical year. 

That sounds to me like a call for &ction. 

No it's just -you're examining botb s ides; I'm 
putting taat on one ·side oi' the scale. 

1/ell 

Take it in r everse and you have a deficit. That's 
what Harry's talking about - being conservative. 

On that point - that ' s another point . This one 
percent represents about 300 million, doesn't it? 

That ' s right. 
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ls~• t that right? )00 million. Another point -
we re talking about being conservative - we can 
conserva tively est1~ate a four billion dollar 
deficit. 

Yes, except that this doesn• t affec t t he deficit 
one way or the other. 

Well, and what we •re telking 
should or should not give up 
·•orth of additional r evenue . 
spewting. 

about is whe ther we 
)00 milli on doll ars 
Conservativel y 

I didn't know you c~lled it r evenue . It ' s supposed 
to go into social insurunce. 

I t• s r evenue, nevertheless . 

It isn' t , it's a r evenue r eceipt. 

As f a r a s r ecovery is concerned, you could borr ow 
same amount; but you borrow that much less from the 
public . And let me suggest, under the proposal of 
the Soci a l Securi ty changes , thct the taxes no longer 
go into t he general fund of the Treasury, but go 
direct to a trust fund, so you can't then pr operly 
call it e tax r eceipt of the Treasury . 

The effect would be jus t the same . 

Not be a r evenue of the Treasury . 

H~ve t o be invested in Government securities. It 
would make no practical difference . 

Purely a matter of bookkeeping ther e . 

Eliminates the confusion that now it is consider ed 
like any other tBx tha t goes int o the Treasury, 
which could no longer possibly exist. I think 
that is a confusion thnt exis t s now. It i s entirely 
different from other t axes that do go into the 
'l'r easury. Tha t confusion i s possible no•.r because 
of the f eet t hat it does now have to go i .nto t he 
Treasury and have t o be rea~propriated . But under 
tbe pr oposal of the Council it will no longer go t o 

-
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the Tre~sury , never go t here in the first place. 

The suggestion was a per~nnent appropriation; thbt•s 
NOrked tnrough • •• 

No, the suggestion is that i t be set up as a trust 
fund; in this case it nuver goes to the Treasury at 
all. 

Its destination is definitely a t~ust fund. 

I tninA the Supreme Cour t is sufficiently pEtched up 
now so t hat will g et by . · . 

In fact the Council seys so in 1 ts repor t . 

Could they ao this tomorrow for me - I mean I've got 
a lot out of this now - what I think ought to be 
done t omorrow is this . One of the main things t o 
look a t is - t ake the report of this advisory boerd, • 
of the committee, &nd set up this thing on a finan­
cial basis - I mean just the way it is, going up t o 
whatever it is ln 19ij0 . This means so much, you see . 
I mean Reagh can nave tha t, taking t his thing - it 
weans tha t from no11 until 1980 this is wha t happens 
if you t ake j>lan 14, una H.. . Let 1 s see, the 
Boara said to go up to one and· a half, didn't they? 

The Board would go direct to three. 

And t he next jUQping-off place is ' 42, is it? 

That 's right. 

hnd the next place is ~5. 

The step-up 1n three years . 

bvery tnree years . 

Be every three years . And I think the thing to do 
is to t ake t ha t and give it to Mr . Altmeyer =~~hsay , 
" V/111 your people figure this , do /o~ ~~~=~ give 1t 
t his?" "nd so forth and so on, Ln H •Thi 
to t he Pr esident wh!~~~=rl~=8w~n!~~td~~0~8{b1nk 0~ 
t~ ~h~;o!~sri~~ial, from a Treusury standpoint .• 

Regraded Unclassified



Viner: 

B. • .Jr: 

Viner: 

H. i.t.Jr : 

Viner : 

H. !i.Jr: 

Viner: 

H • • L Jr: 

Viner: 

Bro1m: 

H.M.Jr: 

Bro~m : 

Viner : 

340 
-4J-

I t hink we 1d have at least gained that satisfaction. 
And t hen do as much mor e as we have time. But I' d 
be that much ahead. Then we can t ake a l ook at it, 
send it to other people in town who are interested . 

But if I c ould get that much - we haven ' t got ten that 
far, have we? At leas t our own people haven't done 
it . And set this thing up Pnd say, "This is wha t 
this means" and tnen give it to other agencies to 
check, because it hasn ' t been done, has it? I mean 
at least tnere is no ag reement LQYW&y . What? 

r.e haven't touched a t all on tne ~uestion ei ther of 
extension of coverage, you see. 

If you don ' t cind1 Jake -I oean I can't - not 
t onight . 

ue 1 re not r eady to. >Ia naven•t talked about i t 
ourselves . It •s one of the things - tomorrow I 
tnJ.nk we ought to ••• . 

Well , l'lhen 11ould you people be r eady to see me 
again? Do you want to have nnother meeting - I 
mean ••• 

tlell , .ve • r e at your service . 

olell, I'm r eady from lJ o ' clock on. 

nell , I tn.in.< 11e ougnt t o 11eet ourselves now for a 
while • 

.., hat does thB t 111ean? Do you want to see me af t er 
lunch t hen? 

If you like . 

be ready by noon . 
d lO to 12, but 1f you people 

I mean I - I planne I ' d be available 6 fter lunch . 
don 't want that time 

llould <~e be r eady by eleven? 

I doubt it; 
worKS well. 

i t doesn ' t pay to crowd . Tbatuf~v~r 
Yes, after lunch, I think, wo e 
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Well , t hat ' s - but I would lu!ve by then- who would 
do t bat? Reugh? Hub? 

Yes . 

Woulci you have maybe - would you have t 101e to get 
somebody from Soci al Security befor e the after noon 
t ake a look nt your figures? 

Vlell no11 , let me explain th11 t. The Social Security 
Board bas not yet ment i oned any specific plan in 
their report, and as a matter of f act A. C. 14 is 
now obsolete . They are , as I understand it, on 8bout 
A. C. 18 now . So we 're more or less talking about an 
obsolet e plan. 

That' s all right; let's from now on keep up with t hem. 
Ana let 1 s take tllis tlling tro!:l t be Treasury stanopoint. 
I don't want t o get into an argl.llllent with t he Social 
Securi ty Bo~rd whether t heir plans ore good or not. 

There won ' t be any argument from the $ocia l Security 
Board, b ecause t hese a r e not my fi gures , these ar e 
a l l based upon Soci a l Security Board figures . 

I tb11\K I•m on s afe ground if we keep on t ne fiscal 
ground . As t~ey go bl ong plrnning, let me just keep 
figuring t his thing, see where we 1re a t, end we'll 
be all r ignt. 

There may be a rguments in tn~ Socill Security Board 
concernlnt the estimates of out-pbyments, which will 
be sowetnlng tb&t will have to be taken into account 
in this d i scussion. 

I think t hey ought t o be able to b1 t it • 

I ' ll check with the Social Security tomorrow morni ng 
and mulce cert~< ln tney agree to a ll these figures by 
t omorrow noon. 

Then you people be ready so~e t1Qe ~<ft~ r two o ' clock. 
Is that the thought? 

Two o ' clock . 

Two o ' clock? All r ight . 
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