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1 
ril:. SOCIAL SEal RITY RECOWlENIIATIOiiS J onuary 21, 1939 . 

2:30 p. m. 
Present: 

H •• Jr: 

Viner: 

Reagh: 

H. J . Jr: 

Reach: 

lolr . Gast on 
llr. Seltzer 
llr . Haas 
JAr. Blough 
Ur. rleagh 
Mr . Murp~ 
ldr . Riefler 
Mr . Viner 
Mrs Burns 
l.!r. Hansen 
Mr . Brown 

All right, Ur . Viner. 

-
::ell, you asked !.lr . Reagh yesterday for certain 
cat<:rial, and he has it for you. 

The only difference in the figures that I have todayl 
and those that I g ave yesterday are thtit these f igur~ 
Lr e btised on the additional assumption that the reser~ 
would be allowed t o d ect•eese to zero befor e the Federal 
Go vernment came in wi th 11 subsidy • • 
On tha t a ssumption? 

Yes . The figures I gave yesterday were based, you 
remember, on the f ac t - or on the assumption t hat 
the reser:ve would be a llowed to increese until tbe 
actual outgo was equal to or began to· exceed taxes 
and t hen it would be trozen at that point and tbe 
Government would co~e in with a subsidy to keep i 
a t that level. 

And t hese figures have all been checked with the 
Social Security Board. 

I think I• ll - shall I 
out to everyone? Then 
time . 

pass b copy of these figures 
I can read them at the same 

These were the three schedules that I gave yes terday, 
and I have comparable figures on t he three different 
bases wher e the reserve is al lowed to go down to 
zero . 
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Whictl one do you want me to look at .firs t? 

I expect youre interested in tile longer schedule 
ttlcre, because t he s ho r ter schedule is the one we 
t alked about yesterday . 

This one? Well now, explain it. '.'/il l you explain 
it? 

1es . Beve t o tElk f rom your copy, Larry . 

The f il'st ~chedule ill be sed on the assumption that 

2 

the present scale of Ul.x rates would b e left unchnnged 
&nJ th£t the federal Government would come in with a 
subsidy when the reserve ~as exhausted . lnd on that 
basis note tn&t the reserve rencnes a aaximum of ~bout 
six billion tioll~rs in 1952, and thereafter - no, 
I 1 m sorry, in 1955 or 1956 it r eacnes a maximum of 
six billion 617 million . At tha t time the r eserve 
begins to decrease, and in 1969 the Federal Govern­
ment comes in with L first subsi dy of 1)2 million 
dolltors . 

Those f igures increase - I might read them off by 
fives . In 1975 that has gone up to a billion 500 
million - going up very rnpioly in tnose f i r st 
years . In l~oJ tn& total Federal subsi ay would be 

• 

a little over two billion collars annually . Thbt 
represents approximately - or, expr essed as ~ pcr­
cent&ge of p~yrolls at th~t time, about five percent. 

The next schedule is on tht Skme general basis, 
except that the t&x rate is frozen at one Lnd & half 
percent on ecployer, one and a hhlf on employee, with 
r Federal subsidy based on this three- way split, 
th~t is, e~ual contributions of employer, employee, 
~nd Federal Government . Under thHt schedule the 
reserve is exhausted in 1951, when the subsidy is 550 
million . In 1955 th&t• s increased to 706 million, and 
in •60 882; in ' 65 a little over a billion; ultimately, 
a billion and e hslf. 

uith the tax r a t e fro:Gen at the present level of 
one percent on employee and one percent on employer, 
the reserve would be exhausted i n 1946, when the 
Federal Government's subsidy would start at )09 
million doll ars, going up to 70J mi l lion in 1955, 
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Hansen: 

Reagh: 

Bans en: 

Reagh: 

Burns : 

Reagh: 

Burns: 

Reagh: 

Hensen: 

Reagll: 

Bans en: 

Reagll: 

H.ti.Jr: 

Reagh: 
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over a billion in 1965 , a billion )50 in 1975, and 
ultimately a billion and a half. 

3 

Incidentally, might I remark tllere, that last column 
there would also indicate the r ate at which the pay­
roll taxes would rise. 

That's right. 

So you see exectly how that would be stepped up. 

Tha t col~ is merely the Federal subsidy expressed 
as a percentage or payrolls at that time. 

In other words , it aakes no difference in the subsidy 
as a percentage of payroll after about 1951 . The 
two - the Feder al subsiay is then uniform. 

~xcept on the first plan, if you all ow the present 
t ax r a tes to remain unaltered . 

I mean on the second two plcns. 

That ' s right; put it a t that time on a strictly 
cost-by-years or pay-as-you-go . 

Bas your of£ice also got the figures t na t you gave 
last night b.Y years , every single year? 

~e could furnish those . It's qui te a little clerical 
work to bring t~t forward, but we can do t hat if 
you ' re interested; and would you like to have me 
prepare t hat and send it to you? 

I would like it. I don't like to - I don' t like to 
burden you. 

It's not too much of a job; it does take a little 
time. 

Well, I think this is very enlightening . Is this the 
first time these figures have been prepared? 

No, ~. Secretary. These figures have been obtained 
on a little bit different basis , however, and the 
basic Cigures are Social Security Board calculations. 
They have not been reviewed as to assumpti ons on which 

-
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they 1 re based by the Tressury; we have had no 
opportunity to do that . 

But you will do that, won ' t you? 

We ' ll do that, yes, as soon as they come out wit~ 
n specific proposal . 'l'hey 're changing every day 
so far , so 1 t 1 s not worth while to try to keep up 
d.th them. 

Ur . Secretary, I think this is the first time this 
kind of a table has been made up. I've never seen 
a table like this, have you, Brown? 

I 've seen it in various calculations by five-year 
periods; but, as llr. Reagh says, it's bee.n on dif­
ferent bases. 

We merely transformed Social Security figures to 
this particular basis. 

To this particular form of present ation. 

Percent of payroll column - wns that in the other 
tables? 

I don ' t believe it was . 

It's a n.ew form, and very enlightening . 

Very valuable f orm. 

That ceans, for instance, if it's J .05 percent of 
the payroll - subsidy, percent of the payroll -
is t hat - t ha t would be in addition to whatever 
employer and employee contributed . Is that right? 

Yes, that means just this, that at that time the 
employee would be contrituting at ).05 percent, 
the employer at ) .05 percent, and an additional 
) .05 by the Government. 

That means over nine percent? 

llultiply those figures ~y three for the total. 

Well now, what are these additional ones? 

4 

-
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.Yell now~ tha t shorter schedule is merely the 
figures wi:Uch I gave t o you yes terday on a 
s lightly different basis, ond that schedule is 
based on the assumption tha t the r eserve would 
be held a t its maximum point r ather than being 
usad t o postpone the government eubsidy. 

·~ell now, interpre t these. I •ve got three sheets 
of those . Which one do you start Yti th? 

Let ' s see, you have - now, if you bol d the present 
tax rates on this one - present taxes - those go 
hand in band for the firs t one on this sheet . The 
only d1£ference between these schedules is that I 
have <.orked them out on t. year-by-year basis for 
a longer period of time . I n this case, when the 
r eserve gets up to a maximum of six billion 600 
million, it ' s ollowed t o s tey there; the Federal 
subsidy is brougot in so tha t won't be used, and 
you freeze it at six six. On this one it goes up 
to six six, but it ' s used unt il it ' s depleted; then 
the subsidy comes in. 

'Nbs t? 

(Reagh and B.r.I.Jr conver se in low 
t ones , words not understandable) 

Yes, I tnin.! tlu.t woulo be an improvement: a 
f.)otnote ••••• 

•..• that you freeze it at six s ix. And this one 
you freeze a t two four. 

J. t two f our, b ecause tbnt •s the maximum point it 
would get . 

And i n this one you fr eeze it at one seven. I think 
there ought t o be f ootnot es . Do you want to explain 
to the r est of the people here what we 're talking 
about? 

Xes . The point t ha t the Secretary just brought out 
is that there might be a note or explanation Qs to 
toe oiffer ence between those t wo schedules : t hat in 
one c~se the reserve i s frozen at the point wher e it 

-

"":' .. ~ . ' . ... . - ~~,. . ' . 
....::~ .. ·~· :,. . _· .. ··~ ' . ~~ ~ 
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Reagh: 
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Brown: 

Blough: 
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Viner: 
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reaches a maximum ••••• 

So is it right to call this contingency reserve in 
this other long table? Isn't it vanishing reserve? 

I wouldn't want to call it a contingency reserve 
!LilY mor e . 

I mean it isn't a contingency r eserve. 

6 

Just a technical method of presentation which 
involves tne elimillbtion of the reserve. llo, 
certainly when you say the word "frozen," it chills 
me a little bit, because the word "frozen" - this 
very reserve here is an elastic item to meet business 
depression; so that while on a table i t looks like a 
constant figure of 1 say 1 six billion 600 million, 
it would certa inly in f act be • • • 

Rise and fall. 

It would be secretly fluctuating but secularly 
stable . 

That 's right; we didn ' t want to predict those cycles. 

Well, that's a sound approach. 

This other schedule might be int~rpreted as a con­
tingency reserve in which the contingency bas arisen. 

I'd call it a vanisbing reserve. It•s a disappearing 
reserve. You're eliminating the reserve nere. 

That 's right; in other words , we •ve reached a 
depletion . 

ne have a long contingency. 

It's a trend to el!miiUite the reserve. 

It isn' t a contingency, in the normal • • • • • 

No, I don't tbink contingency ••.•• 

It 1 s not the right 11ord there. 
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A reserve for the preliminary period; no r eserve 
for the later per i od . 

Should be co~rected in that respect . 

You might call it a growth period reserve . 

Yes, that ' s good . 

7 

I thi~< tnat• s a good nome f or it; I'll put that on 
tnere . Can you think of 11 bett e r one? 

All rights r eserved , includtng occ.ndinavian . 

That' s t nat. At 11ny r ate he ' s done a good job. 

Yes, he certainly has . 

Now - next point - Na wer e d i scussing the problems 
of admini stra tion arising out of the extended cover age 
of the Socbl Secur 1 ty program - domestic serv:.nts, I 
f a r m l abor , ~nd a lso incidentally to employees of 
very small concerns ; end we had tlr . Graves in to 
t ell us about the adminis tra tive problems or using 
the tax syste1n, as he saw t hem. 

St r.mp . 

I beg your pr. rdon - of the stamp system, as he 
saw them. knd Ur . Graves g11 ve b pessimistic pic­
ture of the administr~otive problem if ~:e tried tog e t 
any t hing li~e full compli11nce, although he sai d it 
would be a r e l atively simple problem if we accepted 
it as essentially a volunt ary scheme. 

:Jr . Douglas Brown, from h is study of the British 
syst em, thought, I think, thot Mr . Graves ' fears 
were excessive . And then tn t he discussion that 
r esulted Ne reached this conclusion, which we pr e­
sent to you as a r ecommenda tion of the group: "It is 
r ecommended that the Treasury Department send a 
gr~up of qualified persons from its staff t o study 
the operation of the s t amp-book method of collection 
of social insurance c~ntribut~ons in England and 
o ther r epresenta tive l:.uropean countrl,es . " 

You mean you're going t o send niefler t here instead 
of B&ruch? 
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No, no, senti your own ad.rainis trative staff. 

I thought you might me~n Kr. Riefler. 

To Pa raguny . 

Paraguny. 

That came up . 

I got & telegram from Paraguay. 

But we really do think there is not an adequate 
supply of ~o~ledge in Washington a~ to the 
possibilities of using tne stamp-book method. 

Does Graves .•.• 

Oh, he welcomed the r ecommendation. 
unanimous, wasn't it? We all think 
well worth doing, be a contribution 
Security program. 

And that was 
that would be 
to the Social 

I don ' t know whether you - pardon me . 

Doesn't Social Security nave that? Bas Altmeyer 

8 

For many reasons I feel that for the persons who are 
on the tax side to act~lly, you might say, live 
with f or a brief time the persons doing it •••• 

To work w1 th t he actual t echn1cians on adlllinistra­
tive control, to actually see how the thing is done 
over tnere, so wnen it comes to installing tha 
hmerican system they shall at first hand have seen 
the operation of the British system. 

I don't remember - did you bring out the point that 
this tax collection system is applicable to those that 
we hope t o bring into coverage that are not now under 
coverage, namely, the agricultural workers in particu­
l ar and • • •. 

Yes, I said domestic serv&nts, agricultural workers, 
and the employees of very small firms , where there 
is a single employee or two employees . 

Agricultural workers, very small firms, and what 
else? 
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Vomestic servants . 

The point was also ma~e tbat our experience might 
conceivably b e such with the s t amp-book method that 
we might want t o exten~ it; it might be so successful 
tha t we might Nunt to extend it into areas which we 
now attempt t o control through the payrol l method. 

That would be i n the very sma.U employers . 

Yes, but it Noul~ be an arrangement that's alr eady 
covered by Social Security. 

For example, employers em~loying three or l ess - tha t 
the advlintages f ound in the cAse of farm l abor and 
domestics might carry over in the f or m of taxes on 
employers or one, two, or three persons . 

I saw - wbat •s the name or this woman who Just 
got out from the Social Security - in the Whit e 
House . She says, "You' re going to come to the 
stamp-book met hod whether you like it or not; 
mlght just as well make t he best of it." Wha t ' s 
her name? 

Mi ss Dewson. 

Miss Dewson. 

Tbat' s good, I think. Now wbat else? 

We discussed at some length Mr. Reagh ' s plan for a 
reconstruction of the Social Security plan. We 
found it very interesting, and I think we're all 
agreed there were point s of merit; also, some of us 
saw difficulties or objections t o it. We ' re not 
prepared to make any recommen~ation on it. We think 
it would be a mistake on our part, without more 
study of it, to make any r ecommendation; but we 
'llould ask you t o authorize or instruct Yr. Reagh 
to send such members of this group as are willing to 
spend some time and thought on the mat ter t he material 
necessary for an appraisal of t he plan, and they' ll 
send memoranda t o him or to you, a s you please . 

WI ell, he is instructed now. Which members of the 
group? 
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Mr. Oouglas Brown and Urs. Burns in particular; 
I t hlnk they 're most colllpetent t o appr aise it, 
and they have ideas already. They are critical , 
both of them, but I thlnk they both expressed the 
opinion that - I think it's a sound opinion- that 
our oiscussion was not adequate t o justify anybody 
in coming t o very f irm conclusions . 

What about Wr. Riefler? 

I/ ell, llr . Riefler 1 I think - 1f you can - I t nink 
he ought to be persuaded . l:le r esi sted ~ r equest 
that he also pr epare a memor andum on i t . 

I was very much attr acted by the plan a t first 
sight, but I r eally am too busy; I couldn' t possibly 
do i t. 

Now the nex t ques t ion is one on which I think we 
failed to give you a definite answer yesterday and 
t hat is what our recommendation i s as to the S•~IPPJcna 
up of the r ates in 1940 ; and I think with the 
exception of Mr. Hansen we agree on a variety of 
grounds , different grounds for differ ent persons, 
that the r ates ought to be stepped up in 1940; that 
we follow the Advisory Council' s recommendation that 
they ought to be stepped up in 1940-41, and that 
then L&ter tnere could be r econsider ation as t o 
the next step-up. 

Vl!th respect to Ur. Hansen, I think he ought to state 
his own position. I suggest you ask him what he 
would do if be were President of the United States . 

No, I 1 l l ask him what he would do if he were Secre­
t ary of the Tre~sury . 

nell, Ur . Secretary, I've stated i t so often, I 
really don' t see lliUCh point in~ stating~ 
position •••• 

Vlell1 e vidently Dr . Viner wants t o put you in 
the ~ecretary of the Treasury ' s situation, and 
you're welcome t o it. I ' ll sell it to you cheap. 

Why, =¥ position i s the same as that ot a minority 
group in the Advisory Council, and the position is 
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stated in the report or the Advisory Council as 
a footnote . It i s not very conspicuous, but it 
is there, at any r ate . 

The position i s simp~y this : In the first place, 
the reserve will amount by J anuary 1940 t o 1.7 
billion. About t hat there isn' t any dispute; 
everyone agrees to tbat . We regard that as a 
thoroughly ade4uate contingency reserve during 

11 

a t least the early period or the plan, since the 
benefit payments will be several years , as you can 
see from this table - very much smaller - very much 
smaller tban that . It will take - it will be 1945 
before the benefit payments, even on the basis of 
the generous maximum estimates, will be as much as 
a billion dollars a year . 

'lie suid in our brief minority report tbat we 
thought that taxes of this character, that weigh 
heavily on consumption, ought not to be collected 
unless it was really necessary, and made the argu­
ment that it wasn't necessary t o collect these 
taxes beginning with 1940-41. We thought t hat we 
don ' t yet know '"hat the - nobody knows what the 
scale of benefit payments will be, &nd therefore 
we phrased it in this manner: We said that when it 
becomes known what the benefit payments are going 
to be and it is apparent that the benefit payments 
will exceed the current tax receipt s on the one per­
cent basis, then additional revenue would be neces­
sart; but in our Judgment it wouldn't be necessary 
until then, 1n view of the f act that t here is this 
what we would regard as an ample contingency reserve 
or 1 . 7 billion dollars . 

The estimates here or five - over 500 milli on dollars 
or benefits in 1940 Ur . Altmeyer says - adm1ts are 
max1mum, and I know t hat there are a great many 
other people who have some competence w1th respect 
to appraising what that magnitude would probably 
be -I don't know anything about it, but I think 
that it's not at all - not ~t all likely that it 
wlll be of that order of magn1tude . We have a f eel­
ing that so l ong as we don' t know what the benefits 
are like and the contingency reserve is as large as 
it is, that we ought not t o keep collect ing consump­
tion taxes that are not necessary. It doesn't mean 
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we are abandoning the general a cheme of taxation -
I ~self would be very much opposed to doing that -
but merely in the light of what we know now, to 
postpone the period when the increase in tax r ates 
should go into effect. 

Now, I am quite willing to admit tha t one has to 
take cognizance of other considerations than the 
purely economic, or perhaps I may say the defla -
tionLry a spect of these t ax collections, and everyone 
can apprai se these other features as they best can. 
I admi t that the other things must be considered. 

!Ay o.m view is that the mere postponement doesn ' t 
me~ taut the contributory system is thereby aban­
doned or endangered; and otbcrs I ~ow bave a dif­
ferent view of that matter. 

You think it's an 1lllportant decision? 

Yes, 1 think it1 s an important decision both from 
an economic s t andpoint and t rom the standpoint of 
the future of t he system. 

Well, I'm not going t o express~ viewpoint because 
I haven 't been in it long enough and 1 want to think 
a lot more about it . After I've digested some of 
this, .1. want to give !.lr . Altmeyer a chance to talk 
at me. But I appreciate - I mean I know your 
~osition and I know, if I may say, the school of 
thought which you express, huh? 

Yes . 

I have one more suggestion, and that is this. We've 
been discussing these things f or two days, and your 
staff bas been there and we•ve been there, and we 
haven't, of course, put into wri ting all of the 
considerations that we gove weight to. 

No . 

But yourpeople there were p&rticipating actively 
in the discussion and I think it would be a service 
to the Treesur~ if anything that we said was worth 
anything, if your staff would sort of make a summary 
of the discussion, giving the important considera­
tions as they remember them - not an elaborate one -
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H.!l. Jr: 

Viner: 

a .... Jr: 

Blough: 

R. IA.Jr: 

Blough: 

R.J.I. Jr: 
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tor the r ecord . Our record is incomplete. We ' ve 
tried to jot down & few things; our record i s 
incomplete, though. But t hey should have for 
their own working record the drift of arguments 
and consider ations on both sides that entered into 
our r ecommendations . 

Vlell, supposing that Blough and Reagh and llurph;y 
do t hat - the thre to of them g et together - Yonday 
morning. 

I think if they would send us a copy of those, we 
might - if we comment on tbem as to whetber we 
think they really represent the g 1st of the dis­
cussi on, I think in thll t way muob more can be 
saved out of the conferences than if you Just 
left it to memory. 

If Reagh, Murphy, and Blough will do - stay at 
that until it gets done . 

One other thing. We don ' t think we should leave, 
if we possibly can stay, until we have given some 
consideration to the question which your eferred to 
us yesterday, as to the possibility of basing public 
assistance to the various states on the fi scal capa­
cities of states . We haven't touched that yet , but 
we•re prepared t o stay on for a nother meeting and 
per haps leave an oral memory with your staff as to 
what we think about it. We haven't yet sai d a word 
about it. 

Well, I think it's important, because they ' re laying 
the foundation for something which may apply t o all 
Federal aid . I mean it' s th1s whole question of 
Pat Harrison on b1s educa tion bill, for instance, 
und if th1s goes through, why, llississi ppi just would 
be the i<leal s tate to receive this sort of thing, you 
know. 

The b est . 

What? 

The best. 

The best, bub? 

Regraded Unclassified



Viner: 

H.ll.Jr: 

Viner: 

H. Ji.Jr: 

Viner : 

H.li.Jr: 

Viner: 

H. li! .Jr: 

Vi ner: 

H. !l. Jr: 

Viner: 
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No, I think, as Mrs. Burna has pointed out, we 
couldn't do very much in an hour, but I - we ai&ht 
be able to make some suggestions as to how the 
problem might be approached and studied. It ' s e 
big problem, of course; there 's a big literature 
and it requires in part types of ability and 
knowledge which are not, I think, particula.rly 
represented by the group you have here . It re­
quires a sort of public finance and local finance 
type of knowledge. 

Well, maybe •••• 

I mean the group you have here, the group of visitors; 
I•m not referring t o your own s t aff . 

Then you might suggest 

Per sons who •••• 

••• persons who 

•• • who have dealt with the problem. It's a problem, 
of course, of Federal r elationships, Federal financial 
relationships. 

And do you want t o t ake just a minute and give Nester 
the names of people we might have in on South 
.America? 

Well, I gave them t o Jir. White. I wonder 1.1' that 
will do. 

That will ao perfectly; that will do fine . 

Vlel l now, supposing we get this - we get this 1n 
writing, get it written up, and get you copies . 
Reagh will put his plan down and send you each a 
copy of it, and when you get home you can decide 
whether you do want or do not want to comment on 
that. Isn't that the best way? 

Yes, that's right. 

Riefler may be just so interested he won' t be able 
to tear himseli' away from it; never cant ell. 

Tear himself away from Paraguay. 

-
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Then we'll s ee how we get along. The thought I bad 
was that just as soon as Social Security says, "Well, 
this is the plan we think we want," I think we ought 
to take a table like that and say, •Here, you give it 
out, or we'll give it out, and let the public know. • 
I mean just say, "Whatever your plan is, you tell us 
what your plan is. All right. Either you'll do it 
or we ' ll do it; but one or the other will have to give 
it out so the public will know this is what it costs.• 

There is a difference, Ur. Secretary, 1n us giving 
it out, because the estimates are all theirs, and if 
we're giving it out we 1ll take·responsibility tor 
it. . 

They would give it out. 

bll I want is to get it in the bands of the public, 
that ' s all . I think it ought to come from them, but 
if they won't , I think this •••• 

I think that ' s very important, that that sort of 
be given out. 

Because - well, I think - I mean I got the feeling that 
nobody - maybe you did - all of you visualize the way 
it is there, but I certoin!y didn ' t . 

No, I didn't. 

Don 1 t you thiDk 1t ought to be given out? 

Yes . 

~ell, I certainly appreciate very much the help; most 
likely will call on you again for some more assis t ance. 

Hhen are you leaving, Viner? 

5 o ' clock - 5:45 · 

Wen, ·thank you. 
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TREASURY DEPARTMENT 

INTE" Ol'l"'CE COMMUNICATION 

_,..Jan. JO, 1939. 

TO Seoreta~ntbau 

Mr. Haaw~ 

Attached 1e a summary ot the d1aouee1on and recommen­
ot the group ot econoaieta called to adY1ee you on proposed 

Seour1ty leg1alat1on, January 20 and 21, 1939. 'lhe BwBmal'7 
been prepared b:r Keeere. llurphJ', Reagh, and Blough. 

' I 

, 
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l...a~T ot the D1eeueeioft aact Jleoo-ftc!aUofte 
ot th8 Group ot Eoon0111eh Oalled 1io Ad­

nee th8 8ooroh.l'7 ot tho !roaeVJ 
oft Propoeoct looial loourtt:r 

Leg1daUon, Jaauar:r 20 
and 21, 1939. 

Tho group ot ooonolliet. 1nrltoct to actrleo the 8eoretar:r oft 
propoeoct oooial eeourit:r log1elation ooneietect ot Xre. ETel1fto 
Burne ot Oolabia Un1nrett:r &act llo11r1. J. Douglas Brom ot 
Princeton Uft1~ore1t:r Al.~1ft ll. llaneon ot llar'f&l'd Un1nreU;r, 
Wintiolct R1otlor ot the Inetitution tor Ad~anoed 8tud1oe, and 
Jacob Viner ot tho Ua1nrl1t;r ot Oh1oago. The group aet; wUh 
tho 8oorotu:r and aeabere ot the 'l'reaeur:r et_att oft 1'1'1cta:r aon-
1ng, l'l'ida;r ena1.ng, and Baturcta:r attorftoon, and with aoabere 
ot tho 'l'roaeur:r etatt on l'l'ida;r afternoon and all da:r 8aturcta:r. 
All aoabore ot the group were preeent at; all aeoti.age with tho 
exception ot Xr. R1etler, 1lbo did ftot attend tho dieoueeione on 
P'rida:r aorning and l'l'icta:r attoraoon. 

Tho d1eouuion and oonoludone ot tho group -:r be IUIIIII&l'­
ized ae tollowe: 

1. Detioieno:r ia Reeorn under Proeont; Law, 

The group reoouendod, subJoot; to the appro~al ot oouneel, 
that the 8oorotar:r eubalt; no eetiaato at tho preeent; tiao tor 
a euppleaen'al appropriation on aooount ot tho ctot1o1eno:r ia 
the Old-Ago Rnorn J.ooount .ru,wn 1n tho aohar1al ~uat1on ot 
the J.ooount; iaoorporated in tho J.llnual Report. 

The aotuarial ~uat1on ot the Old-Age ReeerYO 
J.ooount;, inoorporated in tho J.llnual Report ot ,tho 
8oorotar:r ot the 'l'reaeur:r ae roqu1ro4 ll:r law!!, ehon 
a datio1t i a the J.ooount ot a little onr 19 bi111one. 
Th1e 19 billion• ie the aaount b:r Whloh the proeont 
~uo (all t1guroe ae ot Juno 30, 1938) ot upootoct 
'l'itle II benefit pa;raonte, dieoountod at 3 poroont, 
oxcoede tho aneta ot the J.ooount; plue the preeont 
~alue ot all o.xpoctect 'l'iUo VIII tax oolleot1one leu 
adainietratiYe exponeee, dieoounted at tho eaae rate. 

Tho Booial 8oour1t:r J.ot prortdoe •.,. There 1e 
herob:r authorboct to be appropriated to tho J.ocount 
tor eaoh tieoal :rear • • • an &aeUJit eutt1oient ae an 

!/ looial Boourit:r J.ot, 'l'itle II, 8oot1on 20l(t). 
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a11nual proaia to proTide for tho pa:paollto roq11ired 
Wider th11 '1'1 tlo (II), nob UIOWlt to be dotoraillod 
oil a roeorn -.11 ill aocordaaoe with accepted aot .. 
arial prillcipl ll •• , 'l'ho Seorota17 of tu '1'roaS111'7 
ahal.l 111-.t t aanuall )' to tho 111l'eaa of tho Blldcet a11 
ut1aat! pf the appropriat1oae to be aa4e to tho .t.e­
cout, 1:!/ Ill order to o.-pl)' wUh thie prortlioll of 
law, it would be lleOOII&I7, upoll the balie of the 
ourrent actuarial Taluatioll to appropriate annuall )' 
t o t he Aooout an aaouat equal to 3 pereent of tho 
dofioit~ or about 1270 alll i one a )'ear 1a a441tioa 
to all Title !1}l tax eolleotioae, leee i4i!iletra-
Un e!p!uee hoh a11 a]lpropriat1oa wo'llld aonr 
uortho the detioit, bitt would han to be aado 
annuall)' ill perpetui t)' ill order to hold t he aaout of the defioi t eonetant, 

fb.e aotuarial Taluat1oll of the Aooouat n a not 
eoapleted uat1l Deooaber a11d n e a ot f1Dall)' apprond 
for iaoluaioa ia t he Annual Report 1111t il the firat 
week la Janua17, Ill the aeant1ae, the 'l'reaeur)' De­
partaent had eu-.tttod t o t he Bureau of t he Budget, 
ae the reqvired eetlaate of the appropriation to the 
Aooo1111t f or the fileal )'ear 191!0, a11 aaouat equal 
enl)' to eetiaated 'l'ltle VIII tax oollootiolll, lee• &4-
allliet r atin expeneee, 'l'hle requeetod appropriation, 
11h1oh 11 that a{'Poar1q 111 tho Budpt, 11 lhort be­
tweoa 1200 and 1300 aillloDI of that reqalrod UDder 
'l'ltlo I I upoll the t aco of t he actuarial Taluatioa of the .A.coo1111t included 111 the Annual Report. 

fb.e queet1o11 il l 1 8hou1d tho Seorotar)' n-.tt a 
euppl oae11tal oet1aate for an appropr1at loll equal to 
the &aoWit of t he defiole11oJ1" fb.e uewr ot the 
croUP ie ••o,• eubJeot, of ooareo, to t he appro.al of 0011Jlael. 

'l'wo eonlidarat1ona niC)lod haartl)' 111 thie do­
o111ollt fir:!J. tho Social loovl t)' Aot 11 npootod 
to be 4raat1 1)' rartud thla aprlq, aad it 11 

~ Soelal 8e0111'1tz Aot, 'l'ltlo II, Seotioll 20l (a ) , Y !biro are other w)'a ln 11h1oh tho aao1111t of the roqalred 
approprlat1oa alpt be o.-putad, bitt thor aar be aegleoted 
hero, I a &II)' ennt, the aao1111t of the reqal.rod &441 tloaal 
approprlat1oll would be .. 11 onr 1200 aillloaa a )'Oar. 
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probable that ;prortdoa tor an auu.l appropr1aUoa 
analogou to tha' ao• oalled tor uader !1 tle II 1111.1 be oa!Ued OOIIPle,elT 1a the rertdoa. !o aak tor aa add1t1oaal appropr1at1oa at th1a t1ae, upoa the baa1a 
of the def1e1eDOT 1D the Aooouat ahowo b7 the actuarial Talut1oa, would aern DO uaetul purpo .. and would aerelT oootuae the 1uue dur1ag the d1eounion of the propoaed reT1a1oaa. 

Beoond, the eatiaate wae aubaltted to the Bureau ot the Budget long before the actuarial nluat1on of 
the Aooouat wae oo.plo,ed. The Taluatioa, iD tact, 
ftl fiDall7 approTed ODlT two daTI before the pubU• oaticn ot the Budget. !he eet1aate aubaltted and iu­
ccrporated 1D the Budge' 11 oorreot upoo the bao11 of laet year'• Taluat1oo of the Aooouat, wh1oh ehowa 1' to be eelt-eup~ort1ag upon the bae1e of the aeeUII1)tiona then ueed. The oew Taluat1on ia baeed upon add1tioaal data which did not beoo .. tully aTa1lable uatll late 
1n the tall. In rtew of the tiae required tor the aotuar1al Taluat1oo of th.e Account it would aeea a reaeonable podtion that lae' yearle n.luat1on ahould 
be aade the baaie tor 'h1• year'• appropriation. Upon th1e baeia no auppleaental appropriation would be re­qu1rod at the preeent 'lae. 

2. The J"ul.l Reeel"ft lfethod of 1'1Dallo1os. 

The group waa oppo .. d to the oont1nuanoe of the full re­eerTB aethod of financiag. 

It a ;progru of olct.oage benet1to 1e IUJ)ported ex;. 
olue1Tely b7 ' he proceeda of earaarked tax oolleotiooa, the full reeer...e plan of f1Dallciag requiru that the exceae of tax oolleotiooa oTer benefit P&7Winta duriag the early yeara ot the ayetea ahould be eoough to build up a reeerTO, the 1Dtereat upon which will be eutf1o1eot 1D the later yeara of the ayetea to aeet the u;pected 
exceee of beoet1t pa:J]IeDta oTBr tax reoe1pta. !h1a 11 the th.eory of the pre .. nt law. It the reeern 1e io­
Teated io GoTernment bondeL the interest earo1nge will, ot courae, be paid by the uoTernment iteelt1 but will repreeent no burden to the GoTernaent add1t1onal to 
that whioh would ban been ioourred &OTaT, proT1ded that the proooede der1Ted troa the lale of nour1Uee to the Account han boon ueed to retire other Gonrnaoat 
debt, or to prenot iaoroaeee iD th1a debt wh1oh would otherwiee baTe takeo place. 
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If thh principle 1B to be Mintained in the faoe of a aubetantial inoreaee in benefit par-enta, plua a eiu.ble det1oieMT in the .looount aa nlued upon ~ baaia of the present eoale of benefit pa,...nte, Title VIII tax rate• 110u1d han to be increased ••rT Mte­riallT, or eome other earmarked tax lerted in eub­atantial amount, The inol"eaae in reYenuea required would be - - upon the bae1a of Sooial SeoUl"liT Bo&l"d eatiaatee -- of the order of aagnitude of the Tteld of a 2 percent paTl"'ll tax (combined elllploTer and eaploT•• ehal"ea) commenced immediatelT, in addition to the ratee of t&:~:&tion alread,- proYided f or bT Title VIII. !he gxooup ooneidel"ed euch an increue in p&Tl"'l l tau a, or the ley,- of other earaarked taxes euffioiant to aainta1n the tull reeel"Ye plan, aa unw1ae. 

20 

The full reeerYe plan oould also be aa1nta1ned bT a continuing annual appropriation troa general funda with­out anT especiallT earaarked rennuee. !he awropri­ation eo required, aeaum1ng full co.arage, would be -­again u~n the baeia of Booial SeoUl"ity Board eetimatea -- of the order of magnitude of a billion dollar• a Tear in addition to Title VIII ta:~: colleotiona, 

The effeot of auch a plan would be to gi•e full accounting reoogni Uon t o the annua.llT accruing 11a­bilitT under the old-age inaUl"anoe •T•tea, eYen though no financial proY111on might be made for it. If no euch prorteion were made, it wou1d aean that the Federal budget, e•en when balanced in all other r e apecta, would show a fol"'l&l annual deficit equal to the aaount of the required appropriation. To aoh1eYe a formal bal­ance would require that about a billion dollar• a Tear in additional reYenuea be proYided without anT correa­ponding oaah expenditures except f or debt reduction. 
!he group partlT in coneideration of the likelT economic effeota of auoh an exoeee of caeh receipta OYer oaah expenditures, did not conetder th1a Mthod of aa1n­ta1D1ng the full reeel"Ye plan praot1oal or deetrable: and, therefore, recommended that such plan, baaed either upon earmarked tllli:Ba or upon appropriation• from general re•e­nuee be abandoned, Mr. R1efler wae not preeent when th1a decision wae made and a&T not oonoUl" in 1t. 

J , !ffeot of Sooial Seour1 t:r P'lnanoiy on the General Eoonoar. 
The gxooup wae d1rtded in ita opinion concerning the effeot of aooial aeouritT financing upon the general eoonoa,.. 
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Xr, Hanaen wae etrongly i~reeeed with the neoee• 
eity or avoiding any further enoourageaent or eaving 
when the a1110unt ot eaving already being atteapted ex­
oeeda the aaount ot profitable investment outlets 1n 
the economy, and ia likely to do eo tor eoaetiae to 
ooae, !hie exoeae ot attempted aaY1nge over available 
investments he considers a aajor oauae ot the preeent 
depression. He, consequently, considered it unwise 
that oolleotiona on aooount ot eooial eeourity taxee 
should ever run tar ahead ot paYJ~ante on account ot 
aooial security benefits, i , e ,, that any reserve should 
be aooumulated, He reoogni~ed that the logi cal con­
clusion ot th1a argument ie a pay- ae-you-go system 
and consequently assented only wlth grave reservation 
to the conclusion ot the group with respect to the con­
tingency reserve ae stated under (5) below, 

Kr , R1etler took the opposite poeition, While he 
granted that over the abort- run attempted eaY1ngs alght 
exceed available inveetaent opportunities and that th1e 
alght be a co~ributory cause or the depression, he be• 
11eved that over the long-run undereaving 1e likely to 
be a more eer1oua problem than overaaving. He was par­
ticularly concerned with the reduction 1n the amount 
ot saving by pereona in the lower income braoketa which 
would likely be caused by the provision or old•age 
security through social action. The logical conclusion 
ot th1e line ot thought, taken by itaelt, ia the full 
reserve method ot financing ; although, ot course, th1e 
conolueion m1gbt be avoided by the force ot other con­
&1derat1ons, As previously noted, Xr, Rletler was not 
present at the meeting when the remaining members ot 
the group opposed the full reserve plan. 

Kr , Viner occupied an intermediate position, con­
curring however, more with Mr. Hansen ' s views than with 
those of Mr. Rletler ccncerning the present and pros­
pective position ot saving and investment in the eccnomio 
system, Xr, Viner eat forth hie own views on th1a mat t er 
in the following statement: 

1 The net etteot ot the eocial security pro­
gram on the volume ot nat1on&l saving is an 
important consideration, What that effect ie 
l ikely to be under alternative financing methode 
1a not clear without further analylie than h&a 
yet been made, It seems desirable, however, that 

:?l 
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... h parUoular phue of gonriiMatal aoth'U:r 
be han41e4 autoao-oual:r with retereaoe ~ ita 
own iateraal aee4a aa4 ooann1eaoea, aD4 that 
the queatioa of tieoal aaaaceaeat be treated ae 
aa onr-all problea, handled b:r the fie oal 
author1tiea. !heae tiaoal author1tiea ahould 
think of their proble• ae ia'fol'fiiiC not; olll:r 
oompenaat or:r aotion tor undeaired trenda 1n non­
gonl'IIMnt;al eooaoaio aot1 'f1 ''• but alao OOII­
penaator:r aot;ion tor undesired aet treada ia 
the ooab1ned thoal reaul.te of t he aeparate 
gonl'IIMnt;al ageno1ee. It aa t he ruult of tbt 
aoo1al aeourit :r prograa and other goYern.ental 
aa4 non-go'fernaent al act i 'f1t1ea, i t ahould be 
deo1ded that tblll TolUM of aat ioaal deo1a1oaa t;o 
aaTe ia exoeeeiTe or defio1ent, the f 1aoal 
aut horitiee ahould endea'for t o oospenaate tor it 
b:r balancing operation• of t he1r om, auoh aa, 
tor inet anoe, def1oit f inancing or debt liqui­
dation.• 

lira. Burna and Ill'. Brown appeared to eubeori be t;o 
t he aid41e aohool of t hought upon thia queation, but were 
•ora intereet ed 1n the aoo1al 1neuranoe than 1n the 
general eoonoaio aepeote of the d1eoueaion. In t heir 
opinion1 an e t teot1'fe poliOJ of aooial 1nauranoe raqu1rea 
raaeonal>lJ re811lar and predictabl e aohedul.e a of benefit 
'OaJaentl aad tax rat ea, and woul.d be aer1oua11 Jeopar41se4 
i t t heae were aada pliable i na t ruaent;a of fiscal and 
aonat al'J pol1o1, ae proposed bJ Ill'. Hanaen • 

22 

!ha P'OIIP reoo-anded that tba Seoret ar1 ahould present 
annuall:r a Maoraadua ahowing toreoaata of the ooat of benefit 
P&JY.enh uader t he t hen enat1na law tor deoeMial JO&re, 50 
yeara 1n &d'f&noe, a a a ratio of OO'fera4 paJl'Olla, on t he aaauap­
t1on of anat1ng wage ratea. !he group further reoo-ended that; 
oapital1aad tigurea of future benefit paJMnta and of tutura tax 
oollaot1oal lhould no longer be preaented. 

'l'ha Maorand~t!l 10 reoo-andad b:r t he group il in­
tended t;o take t he place of t he praeent annual actuarial 
'faluaUoa of t he 014-Aee Re1ern .looount. !hla nl-
ation 1a ia t he fora ot a balanoa lbaat; 1a whiah tba 
1aeuri Uu aDd oaah bald 1n the Aooouat;, pl111 tblll 411-
louated 'falue of tutare !itle 'fiii tax oolleot1ona, leu 
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administratiYe expensee, are eet up ae aeaete, and the 
discounted •alue of future Title II benefit ' paymente ie 
eet up ae a l1ab1li ty. 11h1le eJd.eti.ng law doee not 
preecribe the form of t he annual actuarial Yaluation 
which it reouiree, the present for., or one like it, 
eeeme necessary to carry out the intent of the law, 
particularly in deter.tning the u ount of the annual 
appropriation necesa&rJ to aa1nta1n the full reser.e 
system, If the full reeer.e eyetem ehould be abandoned, 
howe•er, the preeent form of Yaluation would no longer 
be necessary, and the group belieYed that a aemorandum 
in tle form suggested would be more useful as a means 
of setting forth the statue of the program to Congress 
and to the public than would a statement of capitalized 
future benef it payments and tax collections. 

5· Contingency Pund, 

23 

The group recommended that a contingency fund be proY1ded 
in the new law 1n lieu of the present full actuarial reser•e, 
and tha t the amount of th1e fund ehould be approximately 
3 years' benefit payment• during "the critical years of the 
plan (194o-~) and approXimately 2 yeare 1 benefit payments when 
t he plan ie mature, During the years when benefit payments are 
rapidly growing, the amount of the fund ebould be related, not 
to the amount of the then current year'• benefit paymente, but 
to the amount of benef1 t pa.ymente forecast for the next 3 yeare, 
assuming normal bue1neee conditione, 

Strictly interpret ed, thie reeolution, combined 
wi th accurate forecaete of tax coll ect ion• and benefit 
payments, would fix a policy w1 th reepect to future 
tax rat ee. The margin of error of the eet imatee ie eo 
large ae to lea•e considerable roo• for dispute concern­
ing tax-rate policy, eyen if thie interpretati on of the 
resolution ehoul d be accepted. A number of members of 
t he group, howeyer, apoeared to belieYe that , eyen i f 
accurate estimate• were aY&ilable, tax rates ebould not 
be fixed with eole r eference to thei r effect upon the 
azaount of the contingency fund, 

~. Hansen, wh i l e not specifically obJecting to 
t he resolution, considered the proposed amount of the 
contingency fund high. 

6. Tax Rate Polley, 

All members of the group except Mr. Hansen were in faYor of 
going ahead with the scheduled increase 1n Title VIII taxes from 
1%- 1% to lt%-lt% on J anuary 1, 19.4o. One of the most important 

-

• 
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ot the rea1one tor th11 deci1ion, a rea1cn which wa1 partiea­larlr 1tree1ed b7 Mr. Brown, •a• the untortuaat1 Pl7cholog1oal ettect ot both increaeing ben1tit par-ent• and reducing tax ratee in the t1ret ilmortant change •de 1D the old-age in.ur­nnce •r•t•• 1inc1 itl enact.ent. Kr. Brown e8pbaei&ed that the 1tteot ot euch a change would be to a1aiaize the ocntri­butorr character ot the 171tea in the a1nde ot pro1pectiYe recipient• ot benetite and eo 1timulate the deaand tor furt her cba11ge1 in the eaae direction. 

1&. Rauen bel1end that the 1~1$ rat e ehoald be u.1n­t a1ned until an increase i1 neoeeearr to take oare ot current benefit parment1. 

With the po11ible exception ot Mr. Rietler, the re•inder ot the groap appeared to be e,.ape.thetio to the proposal of the AdYieorr Oouncil that the entire qaeetion of future increa1e1 in tax ratee be etudied dur1Dg the period ct the 1~1~ rate ( 19~-42) in the light ot t he data Which Will then be aYail­able. 

7. &xten1ion ot CoYerage. 

The group was unaniaou1l7 ot the opinion that ccYerage under the cont ributorr plan ought to be extended, and ••• in­clined to minimize the d1ft1cult1ee ot doing thil. 
lllr. Grana pre1ented t he Yiewpoiat ot the Burean ot In­ternal ReYenue With respect to the a4111niltratiYe ditticultiee ot extending the oo•erage. He belieYed these ditticultill to be extremelr eerioue. Be etated that about 35 percent b7 number ot present Title VIII taxparere ar• habituall7 delin­quent. About tiYI-IeYinthl ot theee, that ie about 25 percent ot the whole auaber, ulttaatelr tile late return• or are reached b7 corre1poodenoe. !be re•inder -- about 10 percent ot the whole nuaber ot taxparere - haYS to be reachld b7 tield in­Ye&tigation, and the coat ot each inYeetigation il a Yerr large proportion of the total ooet ot enforcing oolllction of the taxee, although t he aaountl ot tax inYolnd are 1aall. lfan7 ot t he e•ll •plor•r• who tall int o th1• ola•• are illiterate or qu&li-illlterate, and are aocueto .. d t o PAT taxee oDlr when a t ax collector catobu up w1 t.b th•• and till I out the tora tor them. 

An exteneion of oonrage to 1ncladl do••Uc 18r.ante 1.114 agricultural worker• woDld bring in a large auaber ot add1Ucaal 
e~~plorere ot the tTPe who are now caueing the •Jor portion of dittlcul tile in collection. !he aaoutl due troa each eaplo7er 

• 

-
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would be trifling and the ad.Mniet rat iTe d1ffioult1 .. of 
oollection appalltng. Kr, GraTae thought it not unlikelr 
t hat the coat of collection a1ght exceed the aaount coll ec­
ted from these classes of e~lorers if real enforcement were 
undertaken. He et ated that ooets could, of course, be kept 
down 1f the group would be content with, perhape, a 65 per­
cent enforcement for these claeaee1 which would in effect put 
the eratem upon a quaei-Toluntarr oasis with respect to do­
mestic eerTante and agricultural workers , He did not bel ieTe 
that t he etamnbook aethod of collection would eol •e the diffi­cult ies wh1 cb. he enrteaged. 

Kr. Brown, who had made a personal in•estigation of the 
at&m9book aethod of coll ection in England, wae incl ined t o die­
count Kr, GraTes' akepticiaa. While he granted that there 
might be manr difficultiee in the earlr rears, he belieTsd that 
such a method of collection could ultia atelr be put upon a 
smoothly running bade in thil ooun)ry also as people beo&~~e 
accust omed to it . He thought that the chance of euooeasf u1ly 
installing and en.foroing euoh a ~etea would be Terr substan­
tially increased br the proposed ohangea in benefit payaente, 
and particularlr b7 the inatitu,ion of benef its for aurrt•ora of persons dying before reaching retirement age, 

In rtew of the conflict of expert opinion, the group rec­
ommended that the Treaeurr Department send a group of qualified 
persons from i t a s t a.ff to etudr the operation of the stampbook 
method of collection of social insurance contributions 1n 
England and ot her representative European countries, 

8. Reae;h Plan. 

The group d1ecuaeed at aome length the plan for old-age 
eeouritr presented b7 Kr, Reagh, and designed as a substitute 
t or the present ere t em. A aummarr of th1a plan ie appended 
heret o. The group aeked that the Secretarr inetruct Kr. Reagh 
t o proTide thea with copi es of thia plan and certain additional 
dat a, in order that ther might continue their atudr of it, and 
Urs , Burna and Kr. Brown undertook to prepare oriticieae of it. 

9. Variable Gr ant s to t he Statee for Public Aeaietanoe Purpoaee, 

The group recommended that the Treaeurr take the initi­
atiTe in secur i ng the formati on of an 1nterdepartaental com­
mittee on fi scal relatione between the Federal GoTernaent and 
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the s•ate•• tha' 'h1• ~-tee 'ak• aa 1'• t1r•' .. •J••• et 
OOnl14eratlOD 'he qRIIt1oD Of Yar1a~e ,r&n'l '0 'he "a'llf 
an4 that a• a prelaill&l"f 'o 1uoh oone14eraUoa ~ • ....tUee 
arrance tor a collation an4 analr•t• of 'h• ..., ltu41e• aa4 
oolleot1on• of 4ata Maring on th11 problea whloh han al­
rea41 be1n aa4e bT re4eral an4 other ageno1••• 

the croup bel1en4 that three taotore ehoul4 .. 
taken into oon•i4eration in anr procraa tor .ariable 
srante t o State• tor publ1o auutanoe pu.rpo11e. 
Th••• t aetor• are the YBriation• Mtween Stat•• w1'h 
r11peot ~o (1) thoal oapaoUr, (2) 11rtac eoet., aa4 
( J ) 11rtac etan4ar4e. The ,reap aaw both a4ftll,agee 
an4 41•a4nntagee 1n a prograa of .ar1able crant1 an4 
414 not 4el1r• to take a pol1t1oa w1'h retpeot '' •• 
oTer-all 4e•irab111tr of .uoh a prograa w1tbout fur­
ther ltu41• 
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To: Mr, Haaa 

From: Mr, Reagh 

RUGR PUll 

(Cony) 

Subject : Some general oonolueione regarding old- age inaur­
anoe and a proposed plan deaigned to remedy some 
of tho defeote in the ex1ating law, 

1. An:r e:rste• of old- age ineuranoe prortd1ng annu1t:r 
benefita aa a .atter of right (no .. ana teet) which doee not 
appl:r to rubetant1all:r the entire population ehould be eup­
ported b:r speoial soo1&l aecurit:r taxee lerted onl:r agalnet 
those covered t~ the benefit provieione. Federal eubeid1ee 
with limited coverage mean inequitable taxation of those ex• 
eluded trom the benefit proviaione of the plan. 

2, A eelf-aupport1ng eyetem of payroll taxes applied 

2f 

to a limited group cannot poeeibl:r be levied on the • current 
coat• or progressively increasing rate bae1e because the 
rate would ultimately be so high that ' all new entrants would 
be required to pa:r several timee as much :or their annuitiee 
as the:r would have to pa:r an ineuranoe company for the aue 
benefit. This eame principle oauaed the breakdown of the 
old fraternal (etep-rate) ineuranoe organization•. ~ 
nwaber of 1nd1viduale who would be required to pa:r ezar'bltant 
tax contri bution• would ult1aatel:r be eo large that the:r 
woul d probabl:r vote the e:retea cut or ex1atenoe at tte 
expenee of the then aged. 

3. rroa (1) and (2) 1t f ollow• that an equitable e:rstew 
'.>f old-age insurance 111. th lim1 ted cove:..•o.g• requ1ree earurked 
ta.xee at rates far 1n exoees of immediate cash needs and 
theref ore large reserves. The practical neoeaait:r ot col­
lecting tax revenues tar in exoeaa ot iamediate cash neede, 
and ot therefore accumulating large reaervea, would bti 
~liminatedi however, if the coverage of the aystem .. remade 
substantia l:r universal. 

~. Universal coverage would remove the inequity of a 
eubstantial Federal aubs1dy, However, if bu~efits are to be 
paid largely from Federal aubai~ea, ae a •atter or right, 
to those retired in the earl:r :reara, there eaeaa to be no 
poaelble juatlfication for excluding those Who are alread:r 

• 
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past the age of 65 and unel!ployed. Can t here be any JueU­f i caUon f or prortd1ng ind1 rtduala who Will reach 65 w1 thin 
the next 5 or 10 yeara With deferred annu1tiea, the aaJor part ot which Will be paid out of general tax rennue, and at the same time denying all annuit:r righta (except on a ·means t eot) to the preeent agedT 

5· An:r e:ratem wbioh otfera powerful incentive• f or ovorp&JIIent or underpa,.aent ot taxea Will be extre111l7 d1f• f1cult it not impoeaible to police and th1a would be espe­cially true ae applied to the sel f-employed and to thoae who receive an important portion ot t heir earninga in the 
tor• ot board, lodging, tips, etc. Buoh .inoent1 Yee are 
ea~bod1ed i n the eX1at1ng law and t o an enn greater degree under Ac-1:; now und11r oonai deratlon b;r the Social Security AdYisory Council. An:r e:rstem which prortdea t ree benefita tn proportion to earninge or which requirea t .xea greatly 
1n exoeaa of the Yalue of the oorreepond1ng benettte 11 open to sharp pr aotioe and fraud at the expense of the 
general taxpayer. 

6. It would be exceedingly difficult 1t not 1llpoa­a1ble , to enforce the collection of pa;rroli taxe a froa the employers ot domestic serYants, tara l aborera, and casual laborer s. 

1. The above oonsider~t!ons lead to t he ooncluaion tbat a satiatnotor:r solution to the old- aga i neuranoe preble• requi re& a radical change frog the ex1et1ng law. The l onger 
such c)langes a.re deterr ed, the 110re difrtcult it Will beoo ... to etfeot them, beoauae the ~ublic will acquire an 1ncreaaing f eeling ot Yested rights in the benefits of t he present law. 

Kany ot those 11ho are etudying the old-age inaurance problem appear to believe that there 11 no practicable 
solution to the difficulties outlined aboYe because of 
adminiatratiYe and polttioal considerations. Perhapa a perfect solution could never be f ound, but it appears l ikely 
that a r elatively a\mple plan could be deYiaed which would remedy aany of the deteota in the exiating law and at leaat part ially aolYe aany of the adll1niatrat1n probleaa inYOlnd 
i n untnraal oo•erage. .t.ttaohed hereto 1a a tentatln out­line of a plan whi ch eeema to be capable of uniYeraal coYarage and which would greatly reduce aan:r of the adalniatratiYe 
ditfioultie a embodi ed 1n the exiati ng law and the propoaed AC• l3. 

28 
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The plan outl1n~ in the following pacu retaine ae ll&ll7 of the principle• of the exiet1ng law &a eeea poeeible - that ie it 11 a oontributorr plan under which benefi te bear a definite relationehip to earninge. If thie principle could be dlecarded the obY!oue eolution to aoet of the probleae would be a nat benefit echeM haYing llo relation to earllinge, &lld f in&Dced with general rather than epecificallr earaarked 
eocial eecuritr taxee. Kanr etudente of eocial eecuritr bel1en that a nat benefit would lack liUch of the appeal of a contributorr plan under which the beneficiaries are made to !eel that ther are eomehow paring !or their annuitr ae ther pa7 !or life ineurance. Another obJection often aade againet 
the flat benefit echeae ie that while the benefit aar be adequate in certain areae wbere the coat of liYing ie rela­
tinlJ low, the eaae benefit would be far fro• adequate in other areas. The Yarioue propoeale wh1ob baTe been eeriouelr 
considered b7 the Social Seouritr AdYieory Council have been ot the contributorr t111e with benefite geared to earninge. 

Preliminary outline of an old-age ineurance pl.an deligned to eliainate incentive• for either OYerp.,..ent or underp~t 
ot tax and which would be ada1nhtratinlr feae1ble with universal coverage. 

A, Old-age Retirement Benefits. 

1 . Old-Ofe annuitf• Everr indiYidual Wbo hae reached 
age 0 65 ana • not regularlr elll)lored eball be eligible for an 'old-age annutt,.,i ooaputed on &ll 
annual bade ae followe: 

the 

{a) $10!1 plue 90 ~ercent or anry:e &Dnual income y 
in exceee of $120 and not in exceae of 1260: plue 

};/ Anryc annual 1a equal to the aggregate uount of 
incoM llilted in anr tax rear - u ebown by the individual ' s eocial eecur1tr tax return - divided br th& number of yeare that the individual wae eubJeot to the Act. 
For thia purpoee laob individual Will be oone1dered aa 
aubJeot to the Act during the period beginning on Januarr lat of the year i-edlatelr f ollowing the tax 1ear for wb1ch he 
filed hie firet aooial eeouritr tax return and ending with Deceaber Jl•t of the year iamedlatelr preceding the rear ill wb1oh ile 1a retired; proY!ded, howenr, that rears prior to 
the 781\1' in Wbich the individual attained the age of 25 will be excluded from the oaloulationa. In order that per\oda of 
uneaplo,.aent will not oauae too eeYere a reduction in the annuur, it aight be further p.roY!ded that one rear out of eaob ten-rear peri od, or fraction thereof, oould be excluded 
froa the calculation•. 
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to 83e 25; plua 
life• 25-,01 plua 

3~~~ I 
I J5- • I 

I 11.0-115 i I 

I 45-501 I 

: §~6} : 
6o and oYer, 

Part (a) of the benefit toraula proYidea a1ni.ua annu1t1ee of 
$9 per month to all indirtduale abon the 838 ot 65 Who are not 
regularly empl oyed, including ~ pr esent aged, 

2. Allowance tor widowe. Marri ed woaen will be given credit 
f or one hilt of the combined earn1nge of hueband and wife, 
The eyetem thue proYidee automatically tor widowa benef1ta 
without complicated eurY1Yoreh1p annu1tiea, 

B. D1eability Benefita, 

Dieability benefit• may be incorporated into the plan if 
f ound deeirable, However, it il euggeeted that eucb 
benefite ehould be poetponed until other important change• 
haYe been made and the eyetem ie operating emoothly. When 
and if auob benefite are proYided, the tax rates ehould be 
adJueted to cover the additional ooet. 

gj Taxable income tor any tax year eball not ezceed $3,000 for 
a eingle indirtdual or 16, 000 tor a u.rried couple. The 
amount of euoh taxable income ahall include first all wagea 
and ealar1ea troa regular employaent (up to the l1a1t 
apeoit1ed). !axabl e income up t o the lia1t epeoltied ae a 
total ahall alao include all other inooiiiB (except 1Dveat­
aent i ncome ) in exceee of 1120 ( 12~ tor a aarried couple) , 
euoh aa oollld.eeione, W8881 reoeiYed t roa 1rregul.ar employ­
aent, or ne t income deriYed troa a bueineaa enterpriee. In 
the caee of aarried oouplee t he income credit (tor annui ty 
purpoeee) ie dirtded equall y between the hueband and w1te, 
I t ie auggeeted that employeee Who reoei.a wagee in kind 
migbt, at their option, report a reasonable amount ot inooae 
i n reepeot to euoh allowanoee and that employeee who reoeiYe 
compensation in the t orm ot tipe ehoul d report euoh income 
ae wagee, Ae a further euggeet ion the tax f orm might contain 
a pr1nt~d eohedule ehowing fairly broad braokete of net 
bueineee income and the oorreeponding amount of the tax, 
The taxpayer would be permitted t o eeti-te hie net bueinue 
inooa:e wlthi.n thue broad braolteta. (Thle definition of 
taxable incoae ie aer oly euggeet iYe; the important point 
t o be aade ie t hat regardleee of how taxable income ie 
defined or reported, t he eyetea would be eound froa a ooet 
etanl!point.) 

' ' 
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c. Death Beaetlte - W14oww aa4 Orpbaae leaet1te. 

!be 2-peroont tax rate proy14el, 1n &441t1oa to tho aaa.ttr 
benefit 1 Wl4er ('b) , a 4eath 'benotu equal to 2i peroent ot 
-ccnaate taxable oan1q1. ~ 1oalo ~ be &4Jult04 eo 
that a 2-poreent tax rate Will proY141 &441tloaal 'beaetlte 
tor ~clow1 w1 th alnor oh114roa. 

D. '1'axe1. 

There •111 be no payroll tax .. lertecl ap1n1t e11J1lorer1. 
bploJe .. ~11 pa:r an lncllrtdual lnooae tax ot 2 percent 
on taxeble 1nooae al 4et1ne4 1n thl tootaote on tho pro­
oedlng pece. 

The folloWing table• OOIIJI&rl the aanlll tlee pa7able 11114er 
the exteUng law With the propo .. d plaT .lCl-13 ancl the alter­
natlye propoeal 4eeor1be4 aboYe. 

• 
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!l'ootnoteu 

Jj AMu1t1e• Wider the enet1q. law are baeK oa the a1.-pt1oa 
that the 1n41oeted earning• are ored1tll4 ent1rel7 to one 
aeaber ot the aarr1ed oouple. Anllu1tiel uader AC-13 are 
equal to 150 peroeat ot the aaan1t1el deteralned b7 the 
1nd1oated earnlnge, 1t ored1ted ent1rel7 to one 1a41Y14D&l. 
Annu1t1ee under the proposed plan are baaed on the &IIU&p­
t1on that one halt ot total earning• 11 ore41ted to each 
aeaber ot the oouple. !he illu1tratioD1 in theee table• 
do not take into aooount earnings in exoe1a ot $3,000 per 
year, exoept 1n the oaae ot married oouple• under the pro­
posed plan. 

Y The 1ohedul11 applJ oD17 to. indiTidual• haYing no inooae 
ot her than wage• der1Ted troa regular eaploJDent, no part 
ot wb1oh ie exeapt troa tax. 

l/ Appl1oable to benet1t• t1ret paJable 1n 1~. 

Y Ann111tie1 under thle plan are ooaputlld on the anapt1on 
that the entr7 age 111 equal to 65 a1nue the period ot oonr­
age. -
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General Reasoning Behind Benefit r or aula 

In eharp contraet to the eXisting law, t he prooceed plan 
provides tor uniYereal coYerage. It would include the eelt­
omployed, an~ eYen the unemployed, aa well ae wage earners, 
salaried workers, and housewives. It would aleo include the 
present aged. 

The system would be Yirtually eelt-policing. No eub­
atantial tncentiYe ia provided tor either underpayment or 
overpayment or taxes. Those wbo never paid a tax, inolud1ng 
the present unemployed aged, would receiYe a a1nimua benefit 
ot $9 a month. Those with taxable incomes who tail to tile 
returns would be . automat1cally penalized through a reduction 
in the Y&lue or their benefit payments greater than the amo~t 
ot tax &YOidance. It ie probably true that those who tile 
returns at all are apt to use considerable care in reporting. 
Only those who han a taxable income or leu than $200 are 
ott ered any incent ive tor over-renorti ng their earnings. 
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An i.portant characteristic or the propoeed benetit • 
formula, and one ot ita chief adYantagee oyer that or the 
existing law, ie its automatic prov1eion t or w1Yes, widows, 
and di vorceee. 

The proposed plan, it adopted, would in ettect prov1de 
tor a $9 monthly old-age benetit payment as a aatter or right 
(without a means teet) to all unemployed persona now aged 
65 or more. Title I or the Social Security Aot now proYidee 
that the Federal GoYernment Dl&toh dollar tor dollar all pa:r­
mente made by State and . local governments tor old-age aesist­
nnce, subject to the means tes t , up to a total amount or $30 
per month per recipient. It the present propoeal were adopted, 
the pene1on proYided ae a r ight under t he p.ropoeed plan (a 
minimum ct $9 per month) could be eubet1tuted dollar tor dollar 

tor the Federal ehare or any grant-in-aid under Title I . Thie 
would mean that the maximum Federal grant per individual re­
ci pient under Title I would be reduced rrom $15 to $6 and 
would only be apnl1ed to matching State and local contribution• 
in exoeee or an amount eoual to the penaion receiYed ae a right 
trom the Federal G9vernment. When thie amounted to $15 a sonth 
or more, no payment would be made with respect to such recip­
ient under Title I. It will readily be eeen that Federal 
grants-in-aid under Title I or the Act would ra~1dly be re­
duced to negligible nroportione. 

-
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RE SOCIAL S BCURITX R ECOii!IENDATIONS January JO, 19J9 . 
4: 00 p . m. 

Present: 

Al tmeyer: 

Gaston: 

Altmeyer: 

a ..... Jr: 

Altmeyer: 

H. M.Jr: 

Altmeyer: 

Mr. Gas t on 
Mr. Bell 
tar . Haas 
illr. Reagh 
lir. Blough/ 
lir. Al tmeyer 
Mr. J . Douglas Br own 

On this matter of costs, we f i gured t hat probably 
the saf es t thing to do if we ar e asked tog ive 
estima t es, and we undoubtedly will be, is to give 
what we consi der reasonable minimum and reasonable 
maximum est imstes, so tb~ t t her e is a r ange, so 
they can't pin on a speci ous accuracy to long r ange 
estimates . nnd so our people are proceeding to cal­
culate cost s on that basis . 

Yes . 

co I 1 m sure if we do it on tha t basis, we ' ll all 
of us be in agr eement a s to r ange , because we ' ll 
make the range •;1ide enough so there won• t be dis­
agreement . And t hat seems to be t he only way t o 
do it, because t aer e are so many assumpt ions that 
have t o be made that are in the nature of things 
incapable of def inite de t ermination. 

Well, wha t ' s your thought as to - what would you 
lilte the Tr easury to do now? I mean is i t clear 
in your mind? 

Yes. 

'~ill you t ell me? 

There are a number of questions on the financing that 
we would very much like to have the Tr easury decide 
as t o wha t position it will take. And secondly, we ' d 
lilte to Know how far, if a t all , the Treasury wants 
us t o go in malting any e s timates of costs or malting 
a.ny statements relative t o financing . Now, i f -
see, we don ' t want to get over into your • •• • 
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No, I don 1 t - I think we ouabt to decide wbic:b 
aceno7 11 coinc to do it, then have one acenc7 
do it . But it, for exaaple, we were coin& to do 
it, we'd want to subait all of our costa to 70u 
people, have your people check thea - I ae&n if fOU 
ask us to do lt. But I siapl)' t eel our approach 1a 
any W&)' to make it easiest for you. 

Now, as to these various - we bad a two-day 88aa1on 
hera last week and out ot that they drew up three 
tables bare abowtnc, uainc A.C. 14 as a basis -
then we submitted to your people - what tbia would 
mean over - from now until 1980. If you mean by 
tinancinc plan- do you want us to take a position 
whether the tax should increase or not? Is that it: 
whether it should co up? 

Altmeyer: ( lods yes) 

H.M.Jr : Should we take a position on the reserve? 
Altmeyer: Yes. 

H.M.Jrl Bun? 

Altmeyer: Yes. 

S.M.Jr: And what alae is there? 

Altaeyer: Financinc out ot other than payroll taxes. 

Bell: General fund. 

B.Y.Jr: General fund. Well, I'm not ready to take a position 
yet, because I don't think - aa far as I know, I don't 
think that tbe Treasury baa Jelled on that. And we 
bad these people down and we listened. 1'be onl)' thin& 
that the President's ever discussed with me, and I 
don't know whether he baa with you, ia this question 
ot increaainc the tax in ' 40, and be said be wants it. 
I don't know - has he said aQJtbinc to 7ou on it? 

Altmeyer: lo. 

H.K.Jr : Well, he ' s told ae that be wants it. 

Altmeyer: Fine. 
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Because, he said, he felt that it we didn' t get it 
now we might never get it. I've felt that aa I 
got into tllis tbing - I think we could simplify 
it sufficiently - because its repercussions are so 
terrific financially, that we might get these thincs 
down one, two, three, tllen say, "Won' t you give us 
an afternoon or an evening?" because I would want 
him to be acquainted and I'd like to get Ilia advice 
on the thing, because I don't know anytll1ng finan­
cially which is before tile bouse, so to speak, wh1oll 
is as important. 

And we m1ght say, "Well, we don't think that we 
should increase tile tax." I mean certain people 
around town th1nk 1t1 s deflationary, so forth and 
so on - and building up th1s reserve, and all that. 
And I think we could put 1t down fairly simply . 
ihen if he ' d give us an afternoon or evening -
maybe he bas with you; be never bas w1tb us - and 
we'll simply present the tiling and discuss it before 
111m. That's wllat I 1d like to do . 

Now, after all, he's leaving on the -what is it, 
February 14? 

I don't know the date; around tile m1ddle of the 
month, I understand. 

I think we could get tba t r eady, Jllake up our own 
minds where we're at, find out what you have, find 
out what Professor Brown would advise us on that. 
What I've asked him to do is t o see me personally 
through this thing for the next two or three months, 
and it be can g et perm1ss1on trom Princeton he' a 
going to a ee me through - I mean advise me personally 
on thia whole tb1ng. That ' s what I've asked bi111 to 
do. And the University will let you know, as I 
understand it, 1f you can see me throughtbia thine. 

•ork it out up there . 

Try to work 1t out. I ta.ink it's a crime, a tter t he 
three or four years' acc1.11ulat1on tllat be bas, DOt to 
get the benefit of it. What I want 1s his Judcment. 
I mean - so it I could have Professor Brown see me 
through w1tll it, maybe 11fe would be livable in this 
field. 
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Now, wlla t would you t llink of tlla t, llr . Al tmeyoir: 
if we could get tile President to listen to us tor 
an afternoon or evening? 

Tbat would be swell. 

Wllet? 

Tbat ••ould be tine. 

We could make an agenda which wasn't too big, ond 
bave him cross-examine us . But I aon•t want t o go 
up and say, "I believe in this,• a.nd then find out 
tllat eitller be doesn't understand it or he has 
anotller opinion. What? 

(Nods agr eement) 

How, as t o the - what amounts to the actuarial work, 
wllich way would you rather have it? Would you r ather 
have - it isn't only your plan, but it's the Townsend• 
plan and all tbe other plans. How, would you want to 
analyze these as they come along , or would you like 
the Treasury t o do it? 

As I said t o you over t he phone, I think it would be 
stronger if the Treasury made statements relative to 
the costs of these various plans. Tbat•s ~ feeling. 
But we're making analyses of tllem and we ' ll have our 
figures available and we can make statements it 
that's what is decided. 

Well, I understood - I think Mr . Daughton, from what 
I gather, would like the Treasury to do the cost 
analysis, but I don't - don' t want t o do it unleas, 
as Is ay - if it's agreeable to you, I'm willing to 
do it, with tile understanding t hst whoever does it 
tor us will have tile benefit ot your people, see? 

And if Mr. Brown gets the permission, I ' m going to 
turn everybody over that we've got to~. and lle1 s 
just going t o kind of supervise it and watch it, 
you see, t or us , wllich would naturally be agreeable 
t o you. 

Yes . 

What? 
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Yes. 

But it we could sort ot pool our people on tbat and 
than our people could do each one, and then haYe thea 
pool, and then haYe somebody - I don't know who the 
best person in the Treasury is - who would go up and 
explain tbe cost. But as t o the tinancia.l policies, 
it we get - 1t we decide what tbey are, why, J.•d co 
up myself, because I tbink it's so big that I should, 
it I could make up my mind where I s tend on it. 

Then there would.n1 t be any - you wouldn't be prepared 
by Wednesday to go up . 

Ob no. Oh no. 

and so I t bink probably tbe best tbing - they want 
someone !rom tbe GoYer~ent t o make a general state­
:aent, and I t b.ink probably all that we could do on 
Wednesday would be to make a statement relative to 
tbe present operation ot tbe law, sbow tbe benefits • 
that are being paid out, and costs, end that sort of 
thing; and then, secondly, explain the report tbat 
we bave already sent up to the President and to 
Congress, and to state that we would prefer to • ••• 

(Reagb comas in) 

Do you know Vr. Reagh? 

Yes . Bello. 

How are you, Yr. Altmeyer? 

•• • we'd prefer to discuss details later, when the 
CoiiUDit tees have a chance t o consider these various 
suggestions in relationship to each other, because 
they dovetail into each otber and some of tbem may 
not appeal to tbe Congress and some may, and it would 
be belptul to us 1t we can buve some reaction from 
the Committee to tbese general suggestions before we 
go into further detail.. 

You wouldn't expect the hearings to continue then 
every day? 

Then let tbe11 go ahead and bear these other people 
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on their apecitic billa aDd then let ua c-e 1n 
with the detailed discu.sion ot aD7 propoaala tbat 
we raay have worked out none ouraelvea and which the 
Comaittee wants to bear ua on. 

Your thought is that :rou1d llllke the ceneral s tsteaent, 
tben let the Townaenditu end everybod;r ella co abeed 
tirst. 

Yes. Then the Gover1111ent could come 1n in e two-told 
raanner . It could undertake to present coat estiraatea 
ot all the billa that have been presented to the 
Comatttee, and cost estimates and description ot a~ 
detailed application ot tbe general suggestions we 
have raade in our report. 

What do ;rou tbink ot that, Dan? 

Bounds all r1&bt to me. 

Wbat? 

BoWlds good, because that 11 vas Treasury and the 
Social Security Board quite a bit o! t1me to cet 
together on that progru. And that progru you 
suggest probably will extend soae tiae - Just to 
take ca.re ot the Townaend1tes. 

Tbe Townaend.i tes alone want a week. I don 1 t tbink 
tbe ~ommittee will &ive thea that auc~ tiae. But it 
will probably take the Comatttee two weeks to bear all 

these various people. 

What would you think or that, Brown? 

That has been the - rq iapreasion was that these 
people that want the world with the gold fence around 
it - not only Townsend, but General Welfare - are 
raring to go and they will, ot course, coae out with 
all kinds or plana that will coat tremendous auaa. 
And it, on the other hand, a constructive plan ia 
presented tirst, they have a chance to criticize the 
picayunish benetita at!orded and then otter their 
crand plana afterward. And I've talked to Altae:rer 
about it and I'd go along with the general notion 
that that aight be a good wa;r. 
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Yes. Is llr. Banes coaing? 

Banes is before the Ways and lleans Committee and he 
said he ' d come directly from the Bill here as soon 
as he could get away. 

Ob. On, he ' s before tbe Ways and Means Committee . 

Yes . 

.George, you got any i deas? 

No, I think that arr angement is quite good. 

About bow long would it be that the Townsend and 
General Welfare people would probably take? 

I don't think anybody knows. I don' t think the 
Committee knows. 

Two weeks. 

It all depends on what the Committee wants to do; 
and the Democratic membe~ of course , don•t know 
what t he minority members will do, whether they ' ll 
undertake to pr olong the hearings or what . So I 
don't t hink tney could t ell us today bow long it' s 
going to take. 

Don' t you think tha t they ' ll allow everybody t o be 
bear d that wants t o be heard, 1n view of the pr om­
ises that were made in the election? 

Yes, but now l ong will they let them be heard, do 
you think? 

It seemed to me thct t he minority would be particu­
larly anxious tbct the 

You're speaking of the minority now. 

No, I ' m speaking of the whole Commit tee; but it would 
seem t o me that the Collllllittee minority would parti­
cularly want the bearings prolonged so they could 
fill the records . 

I would think so too. 
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Then 0\11' Job would be t or t be Treas\ll'y to make up ita 
mind wbat its position is, get the thing down as aillply 
as possible. I mean wbat it really is - to list the 
tbings and try to put two alternatives, put them right 
down in parall.el columns, and then ask the President -
and tbe 18plica tions - whether he 1d give us, say, an 
afternoon or an evening and come in and di scuss tbia 
thing. 

And t ben, after we have adopted a policy, if we 
could - out of that would be where I ' d come in 
per sonally to state tbe views, on the f i nancial side 
only. I'm not going to - I ' m going to very, very 
carefully avoid saying whetber Plan A.C. 14 is good 
or bad, or whether a child sbould have $18 or $180 
or bow mucb - I mean in any ot the plans. I mean 
t ba t • s not DIY Job and I'm going to keep out or it. 
But as to how we should continue, wby, I think some­
body ought to s ay s omething. I guess that• s me . 

Could I ask a question there? At what stage would 
a definite A.C. 14 appear ? I mean is tbat at the -
a bill to be presented on t he Bill? 

• 

Well , tbe way I •d like to bave it go - I mean you 
can't manipulate those things the way you'd· like t o 
bave t hem go, but r ather t ban a specific bill being 
introduced, I ' d rather tbat t be Committee, after 
it's bad al.l tbese hea.rings, would meet and discuss 
t hese general suggestions that are made, and then call 
us in and a sk us for more detailed discussi on ot t bem, 
and then as a r esult ot t ha t di scussion evolve a bill. 
And I'd like to see them appoint a smal.ler group tbat 
could meet oftener t o report back to t he full Ways 
and Weans Committee, because that ' s such a large 
Committee, I doubt whether they ' d ever move along 
on this. Their present plan, however, is to consider 
it in full committee - the whole thing; but I doubt 
when they get down to details whether t hey 'll find 
it pr acticable to do so. 

What I mean is, there are so many complications in a 
bill tbat there are bound t o be many points tbr. t 
they wouldn ' t come t o except through protracted 
discussions, and tbe ques tion tbat 1 s worried me 
is, at what stage do they get something tbat• s fairly 
definite tbat embodies the maJor principles tbey bave 
discussed but still also embodies a lot of detailed 
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things that they have never bad time to wor k 
tbrou,n. I mean remembering tne Social Security 
bill earlier, of course they did take what came 
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up f roa this end of town and took 1 t apart 
entirely and put it together acain. Dut whetner 
they'd want to go to that limit or rather atart 
41th something that was fairly definite, once they 
bad accepted principles, and then have the rest of 
1 t done trom this end ••• 

lly feeling is that after they have finished with 
t hese hearings they might call us in to discuss the 
general suggestions that have been made, and we could 
at that time give illustrations of what is meant by 
this, what is meant by that, and then after a •w 
days of discussion, or when it seemed appropriate, 
give t hem something as an example • . or you might not 
be able t o wait several d aye, you aight have to &iva 
it to them right away, I don't know. I don' t think 
you could say in advance. But I think the GoverlliDe.nt 
ought to try to keep out of the posi tlon of backin& , 
a specific out-and-dried bi ll, because opinions are -
it' s a metter of opinion, a large par t of it. We can 
go around this room her e and af ter having discussed 
the thing for two weeks we ' d have differences of 
opinion. 

Oh yes. Well, I don' t - as f ar as I know, I don' t 
taink I have any request from Doughton to come up 
Wednesday. Wi11 you be talking to bia? 

Yes, I ' ll be talking to hia. I called bim Saturday. 
I think he'd like to have you come up, from what be 
said. But I don't t hink it1 s anything • ••• 

Well, why don•t you call him and tell him we ' ve bad 
this meeting, and is this agreeable to him, and it 
it isn•t, if he ' ll give me a r ing, I'd like to 
explain and back you up. If you' ll just call bill 
up and say we all sat down and talked it over and 
this is the way we'd like t o proceed; if be's not 
satisfied, if he'll give me a ring, why, I'll just 
talk to him. 

AU r ight. 

I want him to f eel that the Treasury is there to 
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back you up but not to 1et 1n your wq. 

• all now, on tbesa cost aat1a&ta1, I don't aaa bow 
h.e can aalt us before tbeaa people haYa had a chance 
to be haa.rd on their billa for coat eatiaatas; ao 
I think it•a perfect1J losical to wait witheboae 
~til these Yarious billa have been heard. 

»ow, who do tboae so to? Do tba7 go to Blousb or 
lteagh or wbo'l 

The cost part? They go to Reach. 

They so to Reesh. 

The tax part goes t o Blough and the cost to Beacb. 

Is that the way it soea'l 

Uh-hllll . 

I mean that's the way it would divide up. But I 
mean it will be like the surplus tax; they'll be 
wantins an e stimate every hour. 

On the hour . 

And on the hour. And every member of the Co-s.ttee 
wanted a different estiaate. Ba 1d have his pet plan; 
he'd call up - •Give me an ana1Jsis of this plan.• 

This is soing to be even mora of an amateur night. 

Bow many estimates did you have to send up on surplus 
tax? 

We have a record of it. I don't recall off-band. 

Fift7 or a hundred - somewhere between fifty 
hundred, weren't there? 

We bad twelve 1n one day, I know. 

Just t o d1sress a minute, did you eYer take those 
figures tha t B7rd introduced on those big corporations 
and what they 'd do to tbem - and he gave a lot of 
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estimates - did you ever go back and analyze the 
figures in t be light of who t • s happened? 

No; it would be interestill8 t o do that. 
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Why don ' t you do that? Be bad these big sheets, all 
these big companies, and said this would happen and 
t hat would happen. 

I remember it. 

I think it would be interesting to see, in view 
Bub? 

I 111 do that, llr. Secretary. 

We bad all those sheets, didn't we? 

I think they're in the Record too. 
confidential • ••• 

. 
Well, he must have ••• 

I' 11 see if I can get them. 

No, th&t was a 

Well now, you're going to contact Doughton, tell him 
we met and this is the way it is, and that we're 
ready to do the estimatinc. Now, who would our boys 
contac t in your place? I mean so when we do it •••• 

They know. 

lhey know. All right. 

They've been contacting them, I guess, for a long 
time. 

Bell, you got anything el se? 

No, I haven' t anything. 

Herbert? 

lfo. 

Brown? 

(Nods nothing) 

• 
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Blo~~&b: (lode DOtbinl) 

Altaeyer: low, bare are tbe kind of questions t bat I waa 1oinc 
to ask. I'Ta split it up into ••• • • 

a.u. Jr: You going to ask us soae questions? 

Altmeyer: Yes. 

a.U.Jr: All rigbt; you' re gotnc to aake us work. 

Altmeyer: I ban tbea split up into ae'ieral. parts. UDder 
benefits, I get it froa your atateaents you thiDk 
we sbould develop a pattern o~ benefits. 

B. II.Jr: 1'1ae pattern • 

.U taeyer: 1'1ae pattern of be.neti ta. 

B.II.Jr: Don't you? 

Brown: Yes, sir. 

Altmeyer: And I listed here: 

Bell: 

B.li.Jr: 

Altmeyer: 

Should aontbl.y benefits becin in 1940? 

Sbould benefits be increased in early years? 

Row, this is a Treasury itea, tbou,b uDder 
benefits: Sbould eventual total benefit costa 
i .n later years be increased or decreesed or 
kept tbe saae as at pruent? We take the posi­
tion it should be kept the saae as at present. 
I take 1t that the TreasW')' probably would concur 
in tbat. .., · 

I think so. lo bigber than tbe present - put it 
tbat way. 

Well, I '• not goinc to aake aey d ec18ions this 
afternoon, if you don't aind. 

AJ.J. rigbt. Well, I take it tbat there won't be 
auch tiae to be apent on the benefit tbtnc. 

But, now, coainl to tuea, we ban: Should tbe 
atep-up in t be tax rate in 1940 be aaintained? 
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I take it tllat we can al l say yea, it sbould be 
maintained. There is no difference ot opinion 
on that, is tllere? 
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Tbere is in tile Treasury. We'd have to do a little -
we bave a whole group that thinks no. And the 
President asked tile Fiscal and llonetary co .. ittee 
to take the thing. And I think llr. Eccles and his 
whole group are opposed to it. So we•d have to - I 
think I ' m rigbt - you•re {Bell) a meaber ot tbat. 

(Jods yes) 

Didn't Eccles - isn' t be opposed to increasing the 
tax? 

Yes, Ithink you can say that. Be was opposed to it 
it it's shown that it's going to have a detrimental 
effect on the economy. 

You' d have to put a question mark atter that. We 
had Professor Hansen down, and be ' s absolutely 
opposed to increasing the tax. Wasn't be? 

Be was. Be didn't quite put it "absolutely." 

'Nell, be took two posi tiona. 

Be said 1f be were ('reelden:t he aigbt not be against 
increasing it, but a s an economdst be was. 

What else have you {Bell ) got? 

I think we'd be interested also in the total costs 
ot these benefit payments. While the scale ot 
benefit payments certainly should be developed by 
the Board, yet the Treasury ought to know the total 
amount involved . 

In terms ot present values? 

As I understand, these are outside or the old-age 
I aeen you're talking about the total benefits 
under the Act . 

lio, I•• just talking about old-age, so •••• 
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Excuse me, I thought you were talking about the 
whole •••• 
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lben, under taxes, the second question: Should tbe 
step-ups 1n the tax rate after 1940 be changed? 
Should tbey stay as they are now and up to 1949, 
three percent each? Bow, we take tbe position -
we thought we were taking the Treasury's position -
tbat they shouldn't be touched. They' re in the 
wood, to use ~oUglas Brown' s expression, and we 
tbink tbey should stay in the wood. I mean from 
a Social Security standpoint as well as a tax 
s t andpoint, we tbink certainly for from now until 
1949 that is mucb better tban any Juggling around 
of tax rates to matcb receipts and disbursements , 
although tbere is a principle involved of bow soon 
tbe Government should start contributing out of 
the General Fund . And so we bave taken tbe position, 
in opposing any change in the present tax rates, 
tbat a Government contributi on shouldn't come 1n 
at least until after tbe present tax rates prove to • 
be insufficient to cover current expenditures. 

Well, tbat would be one of the tbings that we 
should pass on, Itd say. Opinion basn•t Jelled 
yet. I wasn't at this meeting, but th~y spent 
three afternoons with Eccles and Mr. Delano, 
di,dn ' t you? 

Yes, sir . 

Didn't you for two or three or four hours - there 
was no agreement? 

•rtbur was present at one of tbem. 

I don ' t think there ever will be . 

In the Advisory Council we thrashed that thing out 
until the cows came home, and the best balance tbat 
I can see in all tbe points of view was for the 
schedule of taxes as in tbe law now, but tbat cer­
tainly by 1941 or 1942 - say by the end of 141· ­
we 111 have definite - far more definite knowledge 
on certain long-run forces affecting tbe cost of 
benefits, if tbe benefits start in 1940, and five 
years of tax experience, tax coverage; the possi­
bility of covering farm l abor and domestics would 
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be 11ucb aore certain, aDd by tbat tiae you can 
!lake aoae pretty d etinite deciaiona. 
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tben t be next question wall Does tbe treaaurr 
oppose bnin& tbe syst• partly financed b7 direct 
Oonrnaent aubsid)' troa other tban p&)'l'oll taxes? 
When should sucb a subsidy becin aDd in what 
proportion? Should aey specific taxes be lerted 
at this time or as of a definite date in the 
future - that is, to take effect at a definite 
date in the future - to provide the subsidy? 

And finally: !lhould titles VIII and IX be combined? 

You mean for adain1strative purposes . 

One tax, !lakin& the detinitiona tbe saae in both 
titles . 

That's aasU.Iling -yes, in both titles: benefits 
coverage - both sides. 

Altmeyera Yes . \ 

Blough: 

Altmeyer: 

Gaston: 

J.l. taeyer: 

Put only a small amount of it goes to unemployaent 
~ompensation anyway because of the of fsets . 

Tbat•s right. There wouldn' t be aey cban&e in 
tbe collections -·I mean the aaount collected. 
It would Just be - well, except so tar as the 
coverage was chan&ed; but it would g iva us a 
chance probably to sillplity reportin& procedure 
somewhat by eaployers. 

'You'd have to restate the Federal tax, wouldn't 
you? You wouldn't have the saae opportunity tor 
the ott set. Just have to state the Federal tax 
on the straight basis. 

Instead ot, tllis year, three percent over in one 
title and two percent over in the other title, 
it would be five per cent, or rather, tour percent 
tor the eaployer and one percent tor the •ployee, 
in one title. It would oe 2.7 offset tor un.•ploy­
aent coapenaation; that ' s the way you'd expreae it. 

Then, under reserve provisions I bad several 
questions . One ia the over-all questiona Should 
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the present reserYe proYisions be retained? 

That ' s tied in with' your pr eYious question as t o 
when and what aaounts you' re going to take out ot 
the General Fund. 

J:.xcuse me . (Steps out) 

Well , it' s not necessarily tied in, because you 
could - the t act tha t you might raise f unds or 
provide funds out ot other than payrol l taxes 
wouldn't mean that you went ot t the reserve system 
necessarily . 

Ho, but it you' re going ott the reserve system, 
you certainly don 1 t need addi tiona! taxes at this 
time. 

It you're going all tile way ott. 

That's a question. 

Or you could stay on just by making appropriations -
just stay on as far as t he books are concerned . 

Be on the same basis as the Civil Service Retirement 
fund ; don ' t have any appropriation for - it depends 
on wbether you make en appropriation on an accrual 
basis or cash basis. Be a reserve it you'd go 
through • • • 

Be pretty healthy cost in the way ot taxes. 

It would be independent ot actual financing. 

Yes. I mean rather than deficit financing, it it 
were made up by t axes , tben 1 t would be prett y 
healthy taxes . 

Give us a per pet ual deficit, wouldn' t it? Formal 
deficit . 

I think so. Jus t about that. 

It we can get o reserYe somewhere in between, not 
just a contingency r eaerYe b~t a healtbtul reserve -
wasn't that the original idea? I aean the idea ot 

-
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the Committee on Eoonoaic Security . Ten billion 
dollars as a healthful reserve, or about fifteen . 

About fifteen. 

Wesn •t in the r epor ts. Might have been behind closed 
doors . It was salt-financing • • • • 

In our report, at the very last minute we said, •Here's 
a plan.• We didn't say i t was a plan recommended by 
the Committ ee on Economic Security, which showed a 
building up ot a reserve to a f igure ot fourteen or 
fifteen bill ion dollars, as I recall. 

I gather from Ed Witte that such a plan was in 
considerable favor at one t ime in the Committee. 

Well , the last reserve, as I remember, was eleven -
the ma.ximum was eleven billion 400 million, wasn't 
it? And tben that included f arm labor and domes­
tics, so that if you cut t hem out it would come undet' 
t en billion. I •m not sure, but •••• 

That was very interesting: that t he actuaries started 
out swear ing by ell that was holy that they 'd hove to 
have a full reserve, and the financiers started out 
saying, •No, sir, we jus t cen1 t handle more than 
16 billion dollars•; and a t t he end of tbree months 
the actuaries were saying, •You shouldn't have a full 
reserve, • and the financiers said, •we can handle all 
the money you can give us.• Just exactl,y changed 
their positions . 

That shows what education will do. 

(B .lol. Jr r eturns) 

Have you got them all settled while I was out? 

No, no. Then, aft er that blanket question, should 
the present reserve provisions be retained, the 
question, should the payroll taxes go directl y into 
a special trust fund or into the general treasury 
as now proVided? 

See, that was a recommendation of the Advisory 
Council, wasn't it? 
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Only cbanged for constitutional reasons, wasn' t 
it? 

Yes. Then, sbould such a .tund be aana.ged by a 
Board or Trustees? That was in the Advisory 
Council. It so, who should be the trustees? 
Should the present three percent inter est rate 
be el11111nated so that outstanding obligations can 
be purcllased? 

How, it is a requirement that the fund aust earn 
three percent. ,Should it be required that onlr 
outstanding obligations be purchased? 

I think I know the answer to soae of thea. 

Give Reagh a nice Job, if you let thea purchase 
all kinds of coupons, determining the valuation. 

Of course, from the standpoint of cost, it would 
seem pretty silly, if wa•re going to get off a 
reserve basis, to make a distinction between 
subsidy and a form of interest . 

A form of arbitrary sinking fund wh1ch is not the 
least desirable type of sinking fund; but because 
of adverse effects on your econom1c system - if 
you knew - I mean the Secretary was obliged to 
retire, say, a billion or two billion dollars at a 
fixed tillle, maybe the top of the business boom •••• 

Yes. Well, I thought I understoo~ 7• ·~ position 
there, but • • • • 

I don't know what the Secretary's position is . 

Vandenberg, for instance - his bill proposes that 
you can only purchase outstand1ng obligations. 

The last draft of it I saw still kept the same 
three percent rete . 

A little bit inconsistent, too. 

I don ' t know bow that ' s to be accomplished, but 
perhaps he knows. 
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On coverage possibly this question: 1f111 the 
Treasury oppose extension ot Act to cover tarm 
labor and domesti c servants? 
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Tbat 1 s the sort of thing we won' t take a position 
on. 

I see. I think the Treasury did take a position 
last time because ot the administr ative - the 
possibility of collecting the taxes. 

'lieU, that's a pretty week position. 

Well, that's the one matter that you've got 1n 
mind, isn•t it? Doing it by aoae means ot -
elim1nate some or the adainistrative difficulties. 

I know, but it's up to us to- if they want it, 
it's up to us to find a way to do it, hub? 

I t hi nit it's coming, sir . 

No, l -I mean if that's the policy, then it ' s up 
to us to find a way to do it. I mean that's what 
I would say . 

I think Mr . Graves the last time mentioned that, 
said we could do it but it would cost more than 
the t exes collected . 

That ' s ell right; we can tell them that. 

You mean by the present aethoda . 

Or with the stamp systea - either way. Mi&ht coat 
more with the ataap system, I think be bellend. 

The suggestion was made last week that we send 
somebody - Harold Graves or soaebody i aaediately 
to England and study their methods a couple weeks 
and come back. I think we ' ll do that. These 
economists in their r esolutions said that we 
should. Didn't you say •• •• 

Yes. 

••• send somebody like Harold Graves to England tor 
a a.ontb to study this thing alld coaa back. 

-
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ADd finally - this is the question we started out 
discussing -: Should specific tables be presented 
showing the estimated contributions, disbursements, 
reserveL and Government subsidy, from now until 
1980? ~efore you (Reagh) came in I think I made 
t he suggestion we miaht, in presenting our estimates, 
present reasonable minimum end reasonable max1.mum 
figures r ather than one series or figures. 

Lilli ts. 

Xes, so they can't attach a specious accuracy to 
our t igures . 

Just one thing that you eaid I'd like to see you 
get awax trom. Instead of saying 1980, why not 
say tor 40 years? That 1980 bas got to be a 
~thical figure, just as the 47 billion dollars, 
which is, of course ••••• 

Could I have that? 

Oh yes. 

Now, I think the thing for us to do is to take that 
and make up our own mind and, if we could, have the 
answers on those th.ings which we think belong to 
the Treasury, and then fix them up. That would 
be the thing: first make our decision - •This is 
what we think the Treasury's position is, and 
why; these are the questions.• And then that would 
be -based on this thing would be the thing we 1d 
want t o put up to the President, it he' d give us an 
evening, wouldn't it? But we'd tirst- the Treasury 
would have to t irst maJce up its mind, huh? 

That's right. 

Well, we•ve just aot to do it, that's all, and we'll 
do it as tast as we oan. I guess that's the only 
thing I want Professor Brown to help me on: maJce up 
~ mind tor me . I' 11 g et busy on this . 

Wbo • ~ go in&- to do t b:ta? !low - I mean wil.o 1 s aoing to 
really work on this thing, because this is going to 
be a th.ree-months job . Are you (.l:llougb) - bow busy 
are you? 
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Well, we•re all 'IUJ buy. the tax aspects pt thia 
I abould think we'd want to work Oil. I should think 
soae ot thea sbouldll't be worked Oil ill our di'liaioll. 

Well, George, until Proteaaor Brown sets a clearalloe, 
aee, troa ••• 

*ell, ot course, aa we talked about it, I ' ll ha'le 
to take it up - all up - whether I o ould d o auctl a 
ttling, alld I'd want t o work it out pretty carefully. 

All right, but in tbe aeantiae get buy and in two 
or tllree days talk to •• about it again; but nan 
something tor ae, tlua? 

O.K. 

Hub? · 

Yes, sir. 

Ttlen divide it up. 
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Pol1c:y Ql.test1one on SOcial seourit7 aJbllitted to 
the secretary of the TreuurJ b:r 

Chairman Altas)'er , January 30, 193~ 

~uest1on 1, 
Question 2. 

Should monthl:y benefits begin in 194ot 
Should benef its be increased in the early yearet 
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It is recommended that the Treasury should not oppoee 
commencing old-age benefit p&Jmente in 1940 or increasing their 
amount in the early years. 

Question 3. Should the ultiqte annual. benefit coat of the 
system be increased, decreased, or kept the eaae 
as at presentt 

It ie recommended that the Treasury shoul d take the 
position that the ultimate annual ooet of the revised syatem, 
as a percent of covered pa7rolls and including al.l t:ypes of 
benefits shoul d not be increased. It 1e recommended that the 1 
Tr easury oppose the institution of disability benefits at the 
present time. 

Question ~. Should the steP-UP in the tax rate in 1940 be 
maintainedt 

It 1a recoaended that the TreaaurJ Depart .. nt take 
t he poaition that the 1~0 steP-UP in pa:yroll taxes should go 
i nto effect ae provided in the exiating law. 

Ql.testi on 5, Does the 'l'reaSUrJ Depart.ent favor the steP-UP• 
in the tax rate after 1940 as provided 1n the 
1935 .lett 

It ie recommended that following the 194o payroll 
tax rate increases and before 1~3, the financial provision• 
of the old-age insurance e:yetem be re- examined, It is further 
recommended that pending such re- examination, the tax rata 
schedule now embodied in Title VIII of the SOcial seour1t:r Act 
be left unchanged, 

* These questions 811 bear on the •ota:age lneuranoe e:ystem1 , 
broadly interpreted to include the other t:ypea of benefita 
adminiatratively associated with this eyatea, Wo question• 
on public assistance are includld. 
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Doee the Trea1Nt'7 approve ba'l'ing the a1atem 
pertly !1nanoed b7 direct go'l'er~ent 1Nbaid7 
!rom other than P81roll taxeet 
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It 1a recommended that the Treasul')' Department 
rocognite the need !or, and approve the principle or, a Federal 
subsidy to the old-age insurance system. 

Question 7. In case a Federal. INbaidy ia apprond, when 
ebould INch a INbeidy beg1nt 

It· ie recouended that eince no i-ediate need !or 
a Federal INbsidY exists, and since all rele'l'ant data are not 
now available, decision regarding the timlng or the subeid,­
be postponed pending the re-examination or t he !lnancial. p.ro­
vis1ons or the old-age insurance ayatem following 194o, pro­
posed in Question 5 abo'l'e . 

Questi on 7-a. I n caee a Federal subsidy is approved, what 
should be ~ta relat ive magnitudet 

It i s recommended t hat pending a re-exami~ation or 
the financial provisions or the SOcial Security Act after 19~ 
{proposed i n Question 5 above) , and pending the avai lab111t7 
or more information regarding the financial requirements or 
the old-age i nsurance aystem, decieion regarding the relati'l'e 
magnitude or the Federal. subsidy be poatponed. 

Quest ion 8. I n oase a Federal subsidy 1a appro'l'ed, should 
leg1alat1on be illlllediately enacted prodding 
apeci!ic taxee to be collected 1n the future at 
INCh time alfd' in such uounta aa will be required 
!or the Federal. contributiont 

It 1a reco11111ended that pending a re-examlnatlon or 
the !1nanoi al prov1alons or the SOcial security Act a.!tar 194<> 
{proposed in Question 5 above), and pending the ava1labillt7 
ot more information regarding t he financial requirement s or 
the old-age insurance system, deciaion regarding the manner 
ot financi ng t he Federal subsidy be postponed. 

• 
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Quut1on 9. Should 'l'l Ue nii and !i tle IX tax .. be oollblnedt 

It le reoo ... nded that the !rea.urJ Depart .. nt aeeiet 
the Social seourlt;r Board in denlopinc a praot1oal plan for 
coordinating 'l'ltle VIII and !itle IX taxee. 

Queetion 10. Should the preeent reeern proTie1one be reta1De4' 

It 1a reoolllllended tbat the !reaeur:r faTor the aban­
dor~~~ent of the full re eene aethod of f inancing, either with 
or without current financial prOTieion for the accruing reeene 
liab1lit;r. It ie recommended that the !reaeur:r faTor the ac­
cumulat i on of a moderate oontingeno:r reeene. 

Question 10-a. If the full reeene .. thod of financing 1e 
abandoned, what proT1eion ehould be .. de f or 
eett1ng f orth to Oongreee and to the public 
the current etatue and future oolllll tmente of 
the ol4-age ineuranoe e;retemt• 

It ie reoomaended that, if the full reeene method 
of financing i8 abandoned, the secretary of the Treaaur:r ehould 
be requir ed by law to preeent annuall;r to Oongreea a memorandua 
ahow1ng foreoaste of the ooet of benefit pa;raenta under the . 
then exteting law f or decennial :rears , fittJ :rears in adTanoe, 
ae a ratio of ooTered pa:rrolle, on the a11uaption of the wage 
rates eX1et1ng at the tiae of the preParation of each .. .-aran­
dua. O.pital1zed f iguree of future benefit paJ8ente and of 
future tax oolle ot ione ehould no longer be preeented. 

Queet1on 11. Should the payroll taxu go d1reotl;r into a 
epeo1al truet tundt 

It 
the propoeed 
t i onalitJ of 
not be .. de. 

i8 recommended that if, 
change wou.l d 1n &D1 wa;r 
the Act or of the taxes 
Otherwiee the !rea1111r;r 

I Qiiutlon added b7 frea1111r:r etitt. 

in the opinion of oouneel, 
jeopardlze the oonet 1tu­
leTied under it, it ehould 
ehould not oppoee it. 
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Sboul.d 1110h a ( IIJ)IOial truet) twld (f or the 
••gregation of Title VIII tax11) be -.naged by 
a Board of Trustee1t 

It is recommended that if a IIJ)Icial trust fund is 
astabliabed, it ahould be managed by a board of trustees. 

QUestion 13. Who ohould be the trueteee (of a IIJ)IOial trust 
fund for the eegregation of Title VIII taxes)? 
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'l'IU.s ie a 118.tter upon which we do not feel qualified 
to make a recommendation. Among the pereone who would eeea 
logical candidates are the secretary of the Trea1111"7, the 
Director of the Budget, the Treasurer of the United Statea, 
the Chairmen of the Social security Board, and the Atto"'ley 
General. · 

Quest ion 14. Should the present 3 percent interest rate be 
eliminated so that outetanding obligations can 
be purohasedt 

Question 15. Should i t be ~equired t hat only outstanding 
obligations be purohaeedt 

It is recommended that the present provisions of law 
be retained in this respect~ -- that ie investment i n special 
1seuea or in outstanding securities should be at the option 
of the secretary of the Treasury (or the Board of Trusteee 1f 
one is aet up) , subJect to the require .. nt that no •eourit i e a 
may be purohaaed t o yield l ese than 3 percent. This means, in 
effect, that all investments IIIUst be in IIJ)ecial iuues aa long 
ae no Government securities are obtainable to yield as moh a1 
3 percent. 

Ql.leation 16. Will the Treasury appron extension of the Social 
Security Act to cover farm labor and domeetio 
eervioet 

It is recommended that the Treasury Department approve 
the principle of the exteneion of coverage under the old-age 
insurance eyetem to employment in agriculture and domestic 
service in priva te homes, but (except with respect to large­
scale agriculture) request poetponement of 111oh extension until 
t he next session of Congrees, to pe~it further etud7 of the 
waye and means of over coming ada1n1•trative difficulties 1D­
herent 1n the applloation of payroll taxe• to these eaplorunt•. 
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Queetlon 17. ~4 :r•lflo able • be preooate4 ob•lac t111o 
eotlato oontrllllaUoao, 41oblar .. aeato, reoorYoo, 
IOYOrDOeDt oubo14J, oto., tro. Ra. Ulltll 1980f 

It 1e reoo-en4e4 that tho bblu to be preoento4 to 
Oongreeelonal oo..tttooe 1n ooDDOotlon wl th tho ourront hear­
ings should ooYer the next 40 or 50 roaro rather tban extend 
speo1t1oall1 to 19'0. !'ho uee ot thle date toetore the er­
roneous 111preu1on that the eretea will reaoh a aature oon.­
d1t1on at that t1ae. 

• 
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Queet1on 1. 
Quaet1on 2. 

Should .onthll benetite be~n 1n 194of 
ShoUld &inetue be increaeV in tile earll 
1earef 

Recommended Treaaur1 decision. 

I t ie recommended that the Treasury ehould not oppose 
commencing old•age benetit pafmente in 194o or increasing 
their amount in the earl7 Teare. 

These two questions muet be d1ecueeed together. 

A· Attiraative Arguaente. 

(1) The eoc1al need tor ol~age eecurit7 is immediate. 
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No annu1t1ee mar be paid under present l aw, however, until 
January 1, 19~2 and t he annu1t7 which would be parable to a • 
pereon retiring on that date, who had been in covered emplo7- 0 
ment at an average salary ot $150 per~nth during the ent1re 
per1od ot the Aot , would be onl7 $20 per month, and tb1e sum 
would not be increaeed it he had a dependent w1te. To meet 
aoo1al needs 1 it 1s necessary that monthl7 benet1ta begin ae 
soon as poaslble and be increased in the early years. 

(2) The administration or the tax provision& or the Act 
would be made eaeier it benerit p&Jmente are begun ln 194o 
and 1M la.rger ln the earl7 )'ears. Emplo)'eee would be .ore 
interested in seeing that the proper taxee are paid upon their 
bebalt by their emplo)'era and b7 themeelvee it the value or 
coverage under the Act ia brought home t o them b7 the actual 
p~Jaent or worthwhile benerite to someone the7 know. 

( 3) The old- age insurance beneti te provided under the 
preaent law will, tor m&nl 7eare, in the oaee or married 
couplee i n man1 Statea, be lese than the non-contributory 
old- age aeeiatance which the)' could receive under Title I . 
Increasing the amount or benerite in the earlT 7eara will 
reault in a better balance between the non-oontributor7 old­
age aaa1etanoe and the contributor7 old-age insurance 
programs. Not all ot the COlt or the increased Old- age in-
surance bensrita wlll be additional, ae there will be eome 
deoreaee in the coat or old- age aealstanoe. 
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<•> fllere ie ooneiderable poU.Uoal pre11ure for \be enaotaen\ of an ex\raY .. aft\ ol4-age penaione 171\ea of \be Towneend trpe. UDleae \be exieting o~d-age 1neuranoe BJI\ea is liberalized, \be Whole aatter of old- age eeouritJ •a1 be taken out of our bande and placed upon a baeie certain to result in ~t1Mte oollapae, tberebr 4i.eored1t1ng \be enure idea of proYidi.Dg for ol~age eeourit7 through eooial action. 
s. Negative Arguaente. 

(1) Accordi.pg to Social Securlt7 Board eetiaa\ee, \be coat of Plan Ao-1~ without 4i.eab1li\7 benet1ta1 11 about 4o percent higher (preeent Yalue) \ban \be ooe10 of the benefit• provided under ex1eting law. Thil increa•• arieel entirelr troa commencing benefit paraen\e eooner and p&Jing more in the earlr rear•L as the llltlaa\e level of benefit p.,aents as a percent or covered p..,roll ie expected to be no higher under Plan Ao-1• \ban under preeent T1 tle II. This increased coat Will involve either a eubstantial increase in p&Jroll taxes effective iamed1atelr, a greater inoreaae i n these taxee etteotiYe in future rear• ,.han at preeent con-templated (to a level higher, 1n aanr caaea, than private in- • surance coapanJ rate e) , or a large Governaent ellbeidJ in l ater yeare. An7 one of these alternative• i a bad. The preaent benefit schedule should, therefore, not be tampered with. 
(2) The proposed ohangee will greatl7 wealtln \be ( alread7 weak) 1 contributor,• character of the pruent ol4-age ineurance eretea, that is, the7 will aalte \he rela\ion­Bhlp between each individual' a contribution and hie benefit relativelr elightt at least for aanr rear• to come. Thie will remove one or the iaportant checka to unl1a1ted demanda for further increuee in benefite which ex1ets in eoae meaeure in the preeent law. 

(3) Commencing benefit p&J8enta in 194o and increaeing their amount in the early years Will aean that aost of the annuities paid tor aanr yeare t o ooae will not have been earned in anr aube\antial par\ b7 \be contribut1cna of the annuitants and t heir eaplorera. It 1a intelleotuallJ d1e­honeet t o P&7 unearned benefite of thie character on \he baaie of •ceremonial" oontributiona, while denJ1ng annll1tiee­ae-ot- right t o the uneaplored preeent aged, whoee need, on the average, ie greater, and whoee contr1butione, for prac-tical purpoaee, are ae great ae those of the pereons Who will receive annll1tiee. 
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c. ,Ut11'!1Uft 0p1!loa!o 

(1) !he loa1al le!U'ltJ loiiN lliPP!na tlae!! pHpuale 
1n 1 '' raport to OoJIII'!!! •4 tU I'Nallellt. 

(2) !he Pra114ent tp!!1t1oallJ aa4oP!!4 t1ae loo1al 
SeouritJ Bo!l'411 prFi!al' 1o th!l! P!!paot! 1a hie .. , .... 
or tran•.Uttal, atat 1 • ••• !he nport •ua-•t! a two­
told approach whS.oh I Una to be !OIIIl4. C.a •aJ 11 to 
beg1n the p.,aeot ot aoatblJ ol4-... 1aauraaoa baoat1ta 
sooner , and t o 11beral1u the bautua to be pa14 1a tlM 
early year•• •• • 

(J) !be A4Y1!0PJ Oo1111o1l oa loa1al lacnaPUJ alao ao4orM! 
both propo•al• 1D 1 ta t11lal npon. !bara waa ao 41uaat 1a 
the Cov.no1l w1 tb raapaot to e1 ther propoaal. 

D, .. gat1 n 0p1D10D!o 
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Question 3• 

Recoaaended Treaeurz decision. 

It 18 reooiDiendad that the 'rreaaur7 ehould take the 
position that the ultimata annual coat ot the reYiaed 8Jstsa, 
as a percent ot ooYered pqrolla and inolud1.ng all tJpes ot 
benefits should not be increased. It ie recommended that 
the Treasury oppose t he insti tution ot disabil ity benetita 
at the present time. 

It is understood that i ncreasing the co•erage will in­
crease the annual oost ot the &J&tem both in dollars and ae 
a proportion ot the nati onal incoae, but th1e is not oon­
eidered an additional burden ae long ae the conrage ie in-
creased proportionatel7. In the following d1aouaeion, there- • 
tore, the ultiaate annual coet ia taken as a percent ot 
covered paJrolle. 

The coat ot the present system ie subj ect to a Wide 
~rror ot estimate. Deapite this, it pr oYidee a convenient 
basis tor comparison with the costs ot proposed changes ae, 
b7 the use ot oomcon assumptions, the saae error ot esti mate 
m&J be made t o applJ1 in large part, to both the present law 
and the proposed Yar1ations. 

Ar~ente i n favor ot an increase i n total benefit oost 
in t e liter years. 

(1) It ia argued by some that the preeent scale ot 
benefits, eYen i n the later years, ia not adequate and ought, 
therefore, to be 1ncraaaad. Th1a ie partioularl7 urged with 
respect to permanent disabilitJ benefits, and it has been the 
poeition ot both the Soci al SeouritJ Board and t he AdYiaory 
Council that, it auoh benetitl are t o be inoludad, their coat 
ahould be add1fronal to that ot the pr esent &Jatea, &'fan in 
the l ater yeare. Thaee additional coats , i t ia generallJ 
aupposedi can be t aken care ot bJ taxation 1 in accordance 
with ab1 1tJ to p&J' • 
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Ar~ente in favor of a deoreaaa in total benefit ooat 
I n e later zeara. 

66 

(l) The present 171tea involve• an ultiaate ooat eati­
mated at between 10 and 15 percent of covered pazrolla. Thia 
ie t oo h1gb, and aaz be a la.r1er proportion of tuture 11at1onal 
inoome than oan be cuaJ.1zed through the 11at1onaJ. Goveruent 
tor a ei ngle purpoee Without endanrer ing ite aolvencJ. The 
next generati on will know aore , both about ita own reeouroee 
and what it wante to do With thea than we do; and we llhould 
not tie ita banda. Benetite ehould not be ligbtll proa1eed 
on the baeie ot anticipated national inooae alone , ae there 
ie a bad traneter problea involved in collecting a large pro­
portion of t h1e incoae ae taxea, and the reaultant friction 
•&T decreaee the aaount ot the inooae itaelt. 

c. in the 

law. 
later yeare the eaae aa t at conteaplated in the present 

(1) It ie al waze eaa7 to inoreaee coma1taente, but hard o 
t o reduce thea; and While, in view of the teaper of the tiaee, 
it aaema impraoticable to reduoe our future coamitmenta with 
respect to old-age eeourity at the preeent tiae, i t woul d 
eaem unwise t o increase them. 

D. ~in1one in favor ot an increas e in total benefit coat 
n the later 1ears. 

(1) Kr. Preaeaan, repreeenting the OIO viewpoint in the 
Adv1eor1 Council, opposed anz reference t o ultiaate coat in 
the Council 1 a report. Ria intention wae clearl7 that th11 
coat should be inoreaeed. 

( 2) The Adv1eor, Council 1 a report did not take a 4et1-
ni te poeiti on on the 1aae41ate institution ot 41e&bil1t7 
benet1te, the report etating that eoae aeabere tavor th1e 
while ot hers oppose it. The entire Council agreed, however, 
that euch benefits should be instituted ulti.aately, and that 
their coet ahould be additional to the ultiaate coat ot the 
present prograa. 

(3) The SociaJ. Securitl Board did not take a definite 
poe1tion in ite report With reepect to the i .. e41ate insti­
tution of paraanent 41eabil1 ty benefi te. The report atatee, 
however, that , if auoh benefits are included, t he7 would 
r&lee t he coet ot the 17atea in later Teare above that con­
templated by present law. 
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E. i niona in taTor ot a decrease in total benet i t coat 

F. 

n ater zeara. 

~~nions in tg•or ot lr.eep~pg total b!netit cost in the 
ater r ears t e same aa t at contemp ated in the present 

law. 

6 7 

( l) Th.e AdT1aorz Council reoouended that 1 '1'he enntual 
annual coet ot the insurance benetita now recommended, in re­
l ation t o ooTered pazroll and troa whatever source tinanced, 
shoul d not be increased beyond the eTentual annual disburse­
menta under the 1935 Act•. Aa previously noted, however, 
d18abil1ty benet1te, it any, would be in addition to this , 
amQunt . 

(2) The Social Securi ty Board etatea in its report: 
"When the Syetem ia tully matured, ita eventual coat with the 
changes here recommended • • , would be somewhat lees than 
the cost ot the present system , • • It permanent total dia­
ability insurance should also be inoluded, the eventual cost, 
when the system is tully ~~s.tured, would be somewhat more than 
the present eyetem. • In view ot the attitude ot the Board, 
ae determined bz personal dieoueeion1 this opinion 1e listed 
with thoee 1n tavor ot lr.eep1ng the Ulti.aate cos t the same as 
contemplated in the present law rather than as in t&Tor ot a 
decreaee 1n ulti.aate coat. 
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Qu.eation ~. Should the etep-up in the tp rate in 194<> 
be i&int&ine4f 

Recommended Treasury deoilion. 

It ie recommended that the Trea111ry Department take the 
position that the 1940 step-up in p&Troll taxee ehould go into 
ettect •• proYided in the exi1ting law. 

A. Attirmati•e !rguaente. 

(1 ) Publ1o underetand1ng ot the taot that the old-age 
beneti te program in•ol•e• a heayz tax burden would be under-
1111ned by ta111ng to 1ncreue tax .. , &I proYided in the 1935 
Aot. The arguaent ia eapeoially perti.nent it benefits are 
increased at the prese.nt .. Ilion ot Oongreee. 

(2) It a contingency resene 11 not b111lt up in adYance 
on the momentum ot the 1935 Aot tax ratee , it will probably 
not be built up at all, because ot the powerful inoentiYea on 
Congress not to increase taxe1. 

( J ) The preasuru tor high expenditure• and against in­
crealed taxe• are eo great that the 1mproYement in the tieoal 
position ot the go•ernment througb the automatic 1noreaee in 
the payrol l taxes should not be abandoned. 

( ~ ) The neceaeity tor tinanoing troa the general budget 
wi l l be postponed. 

(5) Tbeae taxes are part ot a oontributory ayetem and 
their oharaoter ehould not be altered by reqll1reaentl ot the 
gonrnaent 1 e general tinanoial policy wh1ob maT be teaporary. 

B. NegatiYe Argument•• 

(1) The etteot ot collecting aore in p&Troll taxu than 
is paid out 1n benefits ie deflationary and inoreaeee the 
"deficit epend1ng1 in the general budget necessary to produce 
the desired net contribution to billing power. The arguaent ie 
l eaa significant it cub benetitl paid in 1940 ebould be sub­
stantial. 
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c. Att1ra,t1Ye OpiD1one. 

(l) The Social. Security Board taYcre the etep-up 1n 1~. 

(2) The maJority ot the AdY1eory Council taYore the etep­
up in 194o. 

( 3) The group ot econoaieh celled to adY1 .. the 8ecret&r7 
on Sooial Seourity aattere, with the exception ot Proteeeor 
Hansen, taYore the etep-up in 1~. 

D. llegat1n Opin1ou . 

( 1 ) Prote88or Haneen, together with other• aak1ng 11p a 
••all a1nor1ty ot the /.drteor)' Oouno11, doee not taYor 1D.oreaeee 
i n p&Jroll tax .. in 1940. 

(2) The ChaiJ'Ilan ot the Fedlral. Jlaeern Board do .. not 
taYor inoreaeee 1n piiJl'Oll taxee in 1~. -
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Q).leet1on 5. Doee the 'l'rlaeu.rJ DepartMnt faYor the etep­
up•Jn ~n To rati atter 12!0 .. prod4e4 
ia • 5 oif 

Recommended rreaeurz deoieion. 

It 1a reco-ended that follooring the 19110 paJroll tax 
rate i ncreaees and before 1~3. the financial proY1eione of 
the old-age insurance 17etem be re-examined. It is turther 
recommended that pending BUob re-axam1nation, the tax rate 
schedule now embodied in 'l'itle VIII of the SOcial securitl 
Act be left unchanged. 

A. AffirmatiYe Argu!ente. 

(1) If the full reeer.e &Jetem is to be oontinued ae 
provided in the 1935 Act it ie neoeeeary for the etep....upa in 
t he tax rate after 1940 to take pl.aoe ae eobeduled, (If ad­
ditional benefit payments are provided even greater rate 
step-ups would be required. ) 

(2) If the fUll reserve system is to be abandoned but a 
substantial contingency reser•e is to be buil t up, a t least 
aome of the scheduled rate etep....ups will be necessary, '!'he 
number of rate ettP-upe that may be postponed will depend on 
the volume and timing of additional benefits which may be 
provided, 

(3) Certainty that payroll taxes will actually reach the 
scheduled maximum and that the general treasury will not haTe 
to bear a very large part of the total coet of benefits oan 
beet be achieved by not disturbing the existing rate schedule, 

(ll.) Beneficiar1ee under the old-age insurance e:rstem 
will be more nearlJ assured of benefit pa,..ente in fUture 
:rears if their contributions are eubetant1al in the earlJ 

70 

years si nce thereb:r theJ build up an equitable olaim to benefit 
pa:rmente. 

(5) It is too earl:r at thie ti•e to decide whether or 
not the atep....upe in tax rates mould oontinue as prortded i n 
the present ecale. rbe fUture financial requirements of tlw 
old- age insurance Blat•• cannot now be. predioted with oertaintJ , 

-• 
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Ae experience acoulllla~e• and 110re 1ntcr•t1on bec011 .. &Tail­
able the f inancial proTidona ot ~e qetea will ban to be 
re-appraised, Pending euoh re-etud;r, nothlag would be pinfld 
by preaature al terat1one 1n the preaent proT1e1one ot the 
social Seour1 t7 Ao~. 

B, llegatin Argu.aente, 

(1) stepping up the tax rates a~er 191io according to 
the present schedule would haTe a continued deflati onary 
etrect tor a considerable number ot years un~il tbe benefit 
payments exceed tax ;yields, 

(2) Slnce 1n the early ;rears the reaerTe would be buil~ 
up at a rapid rate, eoae ot the objections raieed ~o the tull 
reserve a.rstea would ~ppl;r. ETen it benetita are increased 
aa proposed, ~e reaerTe woul d be bull~ up tor 10 or 15 .reare. 

c. AffirmatiTe Opinione. 

(1) The Social Securi t.r Board appears to taTer the tul­
fillaent of the scheduled rate etep-ups until the ratee reach 
the =aximum proTlded in the present law, 

D, NegatiTe Opinione. 

{1) The AdTisor.r council faTore the etud;r of tax ra~•• 
in 1941 with a Tiew ~o reTision of polic.r if round desirable. 

{2) The general sentiaent of tbe tiTe econoaia~a 
adv1aing ~e Becra~ar.r of the 'l'reaeur.r on old-age insurance 
waa to the effect that the alu of the oontingenc.r reaerTe and 
other factors should deteraine the ~ax ratee and that accord­
ingly, there should be no autoaatio acceptance at thia tiae 
of the increases proTided in the present law, 

-
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Queation 6. 

Recommended Treasury deoiaion 

It ie recommended that the Treaeury Department recognir.e 
the need tor, and approve the principle ot, a rederal ~beid7 
to t he old--age insurance STetem. 

!. !ttir.ative Argua!nte. 

(1) Since the nation aa a whole would benetit troa a 
a)'at em ot old--age security, parte ot the coat ot INch a pro­
gram ought properly be borne b)' the nation sa a whole. Pro­
visi on ot old.-a.ge aecuri t)' ia now recognized aa a general 
governmental responsibllit;r siailar to other public earvioea 
t1nanced trom general revenuee. 

(2) Pa)'roll taxes wh1oh would be required to t inance 
the projected scale ot old-age benetlta would be ver)' high and 
would severely undermine the atandard ot living ot workere 
whose wsgea are i nsuttioient to provide eavinga tor old-age 
eeour1 tr. 

(3) The old--age secur1 t7 program will eventually replace 
1n part other weltare activities, notabl7 public aas1atanoe 
and general rellet, which would otherwise have to be t inanced 
trom general revenuea. 

(4) The prov1eion ot a government auba1d7 would torce­
tullr oall to the attention ot the AMrican people that 
Ti tle VIII taxea plus 1ntereet on the reeerve will not tull7 
tlnanoe the liabilities which are likt l7 to accrue in oon­
neotion wi th an i .nsuranoe sratea. It woul d theretore serve 
to restrain turther increaeea in benetita. (However, aee B-3 
below.) 

(5) Governmental participation 1n the tinanoing ot a 
social insurance program has long been accepted aa aound 
public polio)' in other oountriea. 
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(6) It the tull reeerYe principle ie abandoned (ae 
recommended in ~eetion 10 below), and only a aoderate con­
tingency reaerYe 1e proTided, a OoTernment eubdd)' wruld be virtually 1ndiepeneable, tor in ite abeenoe the p&JrOll tax .. 
required to paJ benet! te would han to be eo hlgb that -.riT indirtduale could puroheae leee expeneive old-age aecurH7 
trolll private insuranoe COIIJIAniee. 

B, Negative Arguments. 

(1) Pending the extension ot conrage to include eub­etant ially all galnt'ully employed, it 1a doubtt'ul whether, 
on ground of justice, a governmental eubaid7 ie defeneible. Such subaldy would have to be paid from general revenuee con.. 
tribut ed by all taxpayers tor the benefit of a restricted 
grrup ot workers, which is already subsidized by the public a t l arge, in part by the payment or artificially high yield• on the reserve and in part through the ah1ft1ng or t he inci­dence of the tax on emplo7ere. (However, it is probable that even under present coverage 75 or SO percent of galntully 
employed will be eligible for benefits by the tiae they reaoh old age. ) 

(2) The provision of a direct government subeidy tor 
old.-age eeouri ty woul d become a heavy drain upon the Treasury, 

(3) The finanoing of benefits from payroll taxes aerTee as a reet raint on expenditures. The removal of that restraint and the pr ecedent f or providing general revenuee tor old-age security lllAY encourage raide upon the Treasury tor 1noreaa­
ingly larger contributions and benefits, (However, eee A-~ above.) 

(~) A prograa financed entirel7 by payroll taxes would be more acceptable t o those who dieapprove ot public aesietance and believe that seouri ty tor old age should properly be pro­Vided by individual i n1t1at1ve. 

c. Affirmative Qp1n1ona. 

(1) The AdTieory Council reco111111ends that the ayetem be supported one-third by employee, one-third by employer and one­thi rd by the goverDMnt. 

(2) The Sooial Security Board believe• it would be eound public policy to pay part or the eTentual coat or the benefit• out of taxee other than payroll taxea. 
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D. Jopu•o Op11ll••· 

(1) At tho tiM ot tho ooad4oraU011 ot tu 10o1a1 
seour1t7 Aot la 19,5, the 'l'Nuarr J)OpaJ'ftoat o1:reooo4 lto 
preteronoo tor a prosrsa t1nanoo4 ontlrelr b1 p&Troll taEoo. 

(2) Tho Prooldont 1D hh earl)" otato•nh otrooeod tho 
•el t-.upportlng oharaotor ot tbo ol~aso lnoaraaoo orotoa. 
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In oue a J'ederal .ub81d7 h !ppi:'Oved, when 
ihouid auCiii a .ab•i§ &e«int 

Recommended Treawrz deoieion. 

It ie reco ... nded that sino• no iBDediate need t or a 
Federal .ube1d7 sXiate, and einoe all relevant data are not 
now aTallable, deoision regarding the tia1ng ot the subald7 
be pos tponed pending the re-exaatnation ot the tinanoi.al pro­
vi sions of the old-age i nsurance 17atem following 194o, pi:'O­
posed in Question 5 aboTe. 

A. Varioue Possibilities. 

75 

(1) The timing ot a subaid7 would ot noceaait7 be deter­
lllined b7 three ot.her variables: 

(a) The voluae of benefits. 

(b) The extent to whioh the increases i n payroll 
taxes now scheduled in the Social Security 
Act are permitted to go into effect. 

(o) The amount it is desired to accumulate tor 
reserve. 

(2) The sube1d7 llight be i ntroduced: 

(a ) I ... d1atel7 (1940) . 

(b) !llortl.7 after 194o when the Jield trom the 
combined 2 or 3 percent P&7rDll tax is 
inadequate. 

(c) Attar 1950 when combined p&7roll taxu are 
inoreaeed to 6 peroent. 

(d) At &DJ time during the interim. 

(J) A decision on thle point will be atfeoted bJ the 
deoiaion reepeotlng the steP-UP in tax ratee (Question 4), 
and the decision reapeoting ei&a ot t he reserYe (Question 10), 
and t heae i n turn will be attected by the decieion r .. peoting 
the t iming of the subaidJ. 
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(II-) It the Pa71'0ll taxea, ae eohedubd, are al.lowed to 
go into erreot uninterruptedly, no need tor a eubai47 would 
arise until eo~• time after 1950, e1noe until then currant tax 
collection• would exceed current benatit pay .. nte. Similarly, 
the emallar the reserve t hat ie decided upon, the longer can 
the introduction or the eubeidy be poetponed since a subsidy 
woul d not be required to buil d qp reaervee in the early years, 
and aleo aince par t or the principal or the reserve would be 
available to pay benefits. 

B. Arsumente favoring the early introduction or a aubaid7. 
' 

(1) The early pr ovieion ot the subsidy would add to the 
acceptability or the old-age insurance prcgraa by the worlting 
population. This consideration is ot particular i~ortance 
in connection with the extension or coverage to groupe not now 
covered. 

(2) It woul d rorcetully put the populat ion on notice 
that the old-age insurance syatem requires a subsldy and that 
any increases in the scale ot benefite would or neces sity 
increase the size or that subsidy. 

(3) It woul d either accelerate the accuaulation or a 
reserve or perait a postponement ot inoreaeee in paJroll t axes. 

0. Arguments opposing early introduction ot eubei4l. 

(1) Ear ly introduction ot a govern~~ent eube1d7 would 
reduce the probability ot scheduled payroll tax increases 
being permitted to go into ettect. 

(2) It the case tor a gover1111ent aube147 reate upon tt. 
arguaent that the working claeees are in theai81Ves unable to 
provide adequately t or their old-age, then the subsidy 1• 
justified only after these working olaases have aada their 
mailmum contributions (preau-.d now t o be 3 percent ot payrclle.) 

(3) In vi ew ot t he present budgetary deficit , it would 
be desirable to postpone the introduction ot the subsi dy as 
long as possible. 

(II-) Collections trom present taxes are adequate to .. et 
benefit payments in the early yeare. It the plan t or a 
sizable reserve is abandoned, there ie no need tor an imme­
diate subsidy. Moreover, the queetlon ot t1.aing ct the subsidy 
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cannot be an .. ered until •ore 1lltor•Uon 11 aYa1lable reprd.o 
1ng the actual operation of the financial proY1eione of the 
oli!.-age in euranoe eyetea, 

D. Opinions concerning the timing of the euba147, 

(1) Tbe AdY1sory Counoil1 e plan oalle tor a etud7 of the 
timing of the Federal eube147 during the period when the com­
bined payroll tax rate 1e 3 peroent (1~1942) . 

(2) '!'he Social Security Board hae indicated 1te prefer­
ence tor the poetponeaent ot tha i ntroduction ot the Federal 
auba1dy to a t1ae 1n the future When oworent outgo tor benef1 t 
p&Jaente exceeds current 1noo;;ae troa already eoheduled P&Jroll 
taxee and interest on reaenee, 
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In oaae a Federal eubel~ ia approved, 
whit shoUld be it. reia n •snitU4et 

Recommended Treaeurr decision, 

It is recommended that pending a re-examination of the 
t1nanc1al proYleione ot the SOcial seour1 ty Act after 1911<> 
(proposed in Question 5 above), and pending the availability 
ot more 1ntormt1on regarding the financial requirements ot 

78 

'the old-age insurance system, decision regarding the rrlative 
ugn1 tude of the Federal subsidy be postponed. 

A. General Alterna tivee. 

(1) Tbe Federal Government may aseume one-third or the 
coat of benefits . This answer ia suggested by the view that 
security for old-age is the joint responsibility ot the worker, 
the employer and the general public, and that all three 
benet1 t equally from a 87 stem or old-age aecuri ty, Carried to 
ita logical conclusion thie alternative would imply the intro­
duction of a government contribution ae eoon ae benefit pay­
menta are begun. 

(2) The Federal Government ll&l assume the residual 
responsibility, that ia, it mey cover the defi cit between 
benefit p&Tmenta and payroll tax collections. This answer 
la euggeeted by the view that the wages ot some workers are 
i nadequate to provide sartngs t or old-age security without 
severely underllin1'ng the standard of l1vi.ng ot the worEJ.ng 
population. This alternative would illl))lY the poetpone~~ent or 
the introduction or a Federal contribution until aome time 
after the initiation or the pay.ent or benefits. It would 
fUrther imply acceptance or some tax rate, s&T J percent , aa 
the maximum whiob workers could contribute t or the security 
ot their old age, 

(J) The Federal Government lllfll aeeuiiiB reeidual respon­
sibility but not in excess ot a fixed proportion, say one­
third, ot the total coat ot benefits. This combines some 
feature s ot the t wo preceding alternatiYee and implies that 
eventually the pa;rroll tax rates mar be allowed to increase 
in excess ot the 6 percent now eoheduled by the Social 
8ecur1 ty Aot. 

. ' 

I 
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a. RelaYant Oonaiderationa. 

(1) It 1a read1l;r apparent Ulat the daohi on reapeoting 
the relatiYe ai~• of the Federal oontribution will in part be 
deterained by the daoiaion reepeoting the aobadulad inoreaaal 
1n pa;rroll taxea and in par t b;r the deoiaion respecting the 
site of the reeerYe. Both of thee• in turn are affected b;r 
deoieiona reepeoting the aiza of the Federal contribut ion. 

(2) In general it 11a1 be atated that the greater the 
pr oportion of the general popula t1on cOYered b;r 'the 1neurance 
system the atronger the oaee tor a larger eubdd;r. -. 
0. Opi nion• concerning the !!pi tude of tlie , eubdy._ 

(l ) The .t.dYhor;r Oounoll' 1 plan calla for dhtributing 
the eYentull ooet of the old-age inwranca qatea b;r •an• 
ot appr oxi aately equal contribution• b;r aaplo;rera, eaployeea 
and the goYernaent, 

(2) The Sooial Seourit;r Board expreued no otfioial 

79 

view on the subject be;rond indicating that the portion of the 
tot al coat financed from the governaent eubaid;r should depend 
upon the pr oportion of the general population coYered by the 
insurance •Y•tem, In interdepartmental coiiiiiUnicationa 1 t 
auggested the limitation of the Federal contribution to one­
half of pa;rroll tax oollectione (approxiaatel;r one-third of 
benef i t payaente), eYen if euob a liaitation 1mpli e• eventual 
i ncreaaee in pa;rroll taxes aboye the aoheduled 6 pereent rata. 
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Question 8. 

Recommended !reasurz deoilion. 

It ie reoo111111ended that pending a re-exallination ot the 
financial provisions or the SOcial security .lot after 1940 
(proposed in "Queetion 5 above), and pending the availability 
ot more intorMtion regarding the financial requirements or 
the olll-age insurance eyetea, deo111on regarding the II&I!Der 
ot tinenoing the Federal subsidy be poatponed. 

A. .lttirmati ve J.rgu11111nte . 

80 

(l) !be designation ot speoitio taxes or increases in 
epeoitio tax rates which will be required tor old-age benetita 
would impress upon the public the ooat aspeota or old-age 
insurance . 

(2) It would give the workers now paying payroll taxes 
some assurance that the goverlliiiAint t s abare or the coat ot the 
old-age insu.ranoe program will be f orthcoming. 

B. Negative Arguments. 

(l) !ba earaarklng ot apeo1t1ed taxes tor particular 
tunctione intertsree with the jud1oious budgeting or public 
revenues. Each Congress should be lett with d1aoret1onary 
power to determine the relative merits or the varioue olaiaa 
tor public revenues. 

(2) !be earmarklng or apeo1al taxes handicaps the 
development or individual tax aouroes. It the income tax, 
tor instance, were earmarked tor old-age security, an effec­
tive argument would be provided against such tuture expansion 
ot the income tax tor general revenue purpose a as may be 
desirable . 

• • 
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(3) D .. 1pat1on ot a 8J)ee1t1o tax to bo ueed 1n the 
tutur e t or old-age 1n.uranoo doee not proY1de aeeuranoe tbat 
it would aotually bo eo uaod. It woul d be olearly w1~n the 
authority ot aft7 eubeequent Congreu to repeal or 110d1f7 &ft7 
prov1a1on a preceding Congreaa ._7 have ._de. 

(~) rore1gn oountr1ee 1n general abetain troa the preo­
ttce ot earaarking epec1t1o taxea tor the governaent ' e ahara 
or old- age 1neura noe ooata and proY1de that the eubaldT bo 
nnanoed out ot the general r eve nue a ot the trea auey. 

c. Att1rmat1ve Op1n1one. 

D. Nega t 1Ye Op1n1ona. 

(1 ) 
reterence 
financing 
coa t , 

The AdYleoey Counc1l ' a reoommendatl ona maka no 
t o the tn>e ot taxee which should be uaed tor the 
ot the goYernment • a ebare ot old-age insurance 

(2) '!'he Soolal Seour1 ty Board d ooe not recommend t.. 
111ed1ate enac tment ot the tax but 1nd1ca t ee lte preference 
tor the uae ot 1nooae and 1Dber1tance taxee when and it a 
government eubeidy 1e prortdod. 
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Should iltle !JII and fltle IX taxee be 
coibille f 

Recommended freasurz deolelon. 

I t il reooaaended that the freaeury Department assist 
Social Security Board in deYelopinf a practical plan for 
coordinating Title VIII and Title X taxe1. 

A. Varioue poaelbilltiel. 

82 

the 

( 1 ) Oonrage and epeoifioations under the two tax11 11!7 
be aade acre un1tora eo that inforaation supplied for the 
computation ot one tax would 1uffioe t or the co~utation ot 
the ot her tax ae well. 

(2) The two tax11 11117 be pb711oall J ooabined ao that 
both are impoeed at one and the aaae tille. 

B. AffiraatiYe arguaenta. 

(1) Both taxes are leYied on the aaaa base, payrolls. 
The combining or the two taxea would enable a computation of 
tax liabil ity under both title• on a aingl e tax return. fh1a 
would liapllfJ taxp&Jera 1 ooapllanoe and racb&ce coat of tax 
ada1n1atration 1n the case of thole ind1Yiduall liable under 
bot h t1 tlea. 

c. NegatiYe argu.ent e. 

(1) Soae eaplo7era are subJect t o both Title VIII and 
Title I X taxee on behalf or all their emplo1•••· In the caae 
ot other eaploJera, howeYer, aoae eaplOJIII are coYered under 
one t i tle but not under the other. fhl aaklng un1fora of 
ccYer age eo that no •'Plo7er will h&Ye aoae e~lo7eea ooYered 
under one titl e but not under the other would require more 
extensive reYiaions than are warranted by ease of adlliniatra­
t i on and tax oo~lianoe. 

(2) Standardization of the Federal tax•• would not 
r emove Yariation• between them and State-iapo1ed taxee and 
accord1ngl 7 the taxpazer would not 11oure auoh relief froa 
keeping record• on two baa••· Th11 will grow in importance 
With the introcb&ot1on of State merit rating proY1110nl. 
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( 3 ) !1Ue 'lUI tuea aN oellao'd qQrterl:r u4 ftUe IX 
taxu Ulll&&ll:r w1 th • State tu ON41' allowa!lle u a 4aCbaoUoa. 
Tbtre are alao other 41fferenoea 'between 'he lawa that 111pt 
pron 41tt1olllt of akll4ardl&aUoa. 

(4) AlteraUona 1D the aoope or atl'lloture of !Ule IX 
will geaerall:r requ1re oorreapon41., altera,1ona 1D State 
unemplopent 1n.U.aaoe tuea. 

o. 

(l) !he 8oo1al Beount:r BoaP4 reoo•en4a that the re4aral 
uneaplopeat ooapenaat1on tu pPOY1a1ona be ooab1ae4 Wlth thoae 
tor old-ace 1Deuraaoe 11h1oh relate to eaplo:rera. 

Regraded Unclassified



Qu.oa t1on 10. 

- 23 -

ghould the ¥reeent reeerYe provieiona 
e ret&ined 

Reooaended Tre,aury deoieion. 

84 

It is recouendad that the 'l're!8ur;r tavor the ab.ndonaent 
ot the t ull reserYe aethod ot tin.ncing, either with or Without 
current financial proviaion tor the a ooruing reeerve liability. 
It 1B reco111111end8d that the 'l're!eur:r favor the !CCWDulation ot 
a moderate contingency reserYe. 

I . The Full ReserYa Method 

The arguments t or snd against the tull reserve system !r8 
acaewhat different, depending upon whether current financi al 
provision is or ia not e xpected t o be aade for the annual ap­
propriations in recognition ot the accruing reaerYs liability. 
It such financial provisi on is expected to be asde, it Will be 
necessary to raise payroll taxes or other taxes (earmarked or 
not earmarked) drastically at present or in the very near future. 
It no financial provision is expected to be made tor the accruing 
liebl lityi the tull reserve method ot accounting would commit ue 
to formal y unbal.ncsd budgets tor a generation t o come. 

Some argumente on each side apply t o both ccnoepte ot the 
reserve and some to only one. When !D argument applies t o onl7 
one concept ot the r eaerYe thls will be indicated, otherwiee it 
m&T be supposed that t he arguaent applies to both concepts. 

A. Affirmative Arguaente. 

(1) The tull reeerve method ia the only one by which the 
annually accruing liability under the old-age insurance 17stem 
is given tull recognition within the regular system ot ap­
propriation accounting. 

(2) The tull reeerYe method ot t1nancing, by making the 
coat ot future benefit p&TJaenta telt i n t he present, acta as 
a check on increaeea in benefit ratee. 

(3) The tull reaerYa method or tin.ncing is based upon 
the analogr ot private insurance cOIIP&n7 practice and, as euoh , 
taoilitates public underetand1ng and acceptance or the old•age 
security program. 

• 
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(~) The tull re1erYe aethod or financ ing will re1ult, 
tor m&nJ 7eara to come , in a aub1tantial axce11 or ca1h re­
ceipts oYer ca1h diabureement e when the formal budget il 
eaotlJ in balance, and an equalitJ of ca1h reoeipte and oa1h 
di sbur1ement 1 even when there il a oonaiderable bookkeeping 
deficit. Th11 will help the financing problem of the Trea1ur7, 
and will haYe a re1tralning 1ntluence upon the eoonom7 Wh1ob 
under some c1rcUlllatancee JD&J be delired, (Th11 argument 1e 
relevant onlJ it financial prov1e1on il made tor the accruing 
reserve liability.) 

(5) It h argued bJ 1ome t hat under1av1ng il 11.kel7 to 
be a seriou1 problem oYer the course ot the next generation. 
I t i & argued , in particular, that 1f old- age 1ecuri t7 ie pro­
vided by 1ocial action 1t will increase our need for income­
producing capital 1n t he future, while i t will, at the 1ame 
time, deoreaae the incentive tor saving among the lower income 
classes. The full reserve SJ&tem 1e the onlJ one which will 
!)rov1de an adequate volume or annual eaving to till thi e gap 
and to proYide tor the capital neede or our atill growing 
econom7 and 10 lighten the burden of paJing old-age benetitl , 
in the tuture. (Th1e argument 1s relevant onlJ it f i nancial 
provision is made tor the accruing reserve liabil1tJ.) 

B. Negati ve Argument1. 

(1) In order to finance Plan .t.C-1~ according to t he full 
reserve aethod, it would be necesearJ, upon t he bas1e or the 
est i mates or the Social SecuritJ Board, to ~ut into efteet 
l mmedlatelJ a payroll t ax of about 2 percent (emplo7er and 
employee shares combined) in addition to the rates of tax 
alreadJ provided bJ Title VIII, or to levy other t axes of 
equivalent present Yalue. The levy of 1uch additional taxee 
is not econoa1oallJ teaeible, and, therefore, the full re1erye 
aethod or tlnanoing auet be abandoned. (Th11 argu~~Bnt il 
r elevant onl7 1! financial prorte1on is !IIAde tor the accruing 
reserve 11abilitJ. ) 

(2) The accumulat ion or a large reserve will encourage 
the spending of larger amounts bJ the GoYernment both tor 
old- age ineurMce and other purposes. (Th1e argument 1e 
relevant onlJ it financial pronaion il made tor t he acoru1ng 
reserve 11abil1tJ.) 

(3) The restraint t o increa111 in future benefit p&J­
ments assumed to be provided bJ the full re1erve method or 
accounting 11 illusory, ei nce the mathematical requirement• 
ot this method may be met as well b7 the levy or future taxee 
aa or preeent onee. 
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( ~) Cons1der1nf the longer run, the full reaerYe aethod 
of ttnanoing; w1 th t nanoial prow181on t or aoorW.ng l1ab1l1t7, 
eean• a substantial exoe" ot oallh reoelpte over oallh tll:ptnd• 
i turee t or aan1 1•ar• to ooae. It ••an• that •an,J billion a 
of dollar• wh1oh would otherwi8e have been devoted to oon­
sW1pt1on will instead be 8aved. !he real proble• ot the 
country in th1a reapeot 1e the excess ot atte8pted aavinga 
over available inveataent opportunitiea, rather than the re­
verse as alleged under ( 5) of Attir~~atlve Argu.aenh. The 
tull reserve aethod ot financing will aaeure ua ot a eub­
atant1al bacltlog ot detlationarJ influence upon our eoon0117 
trom the old- age ineurance sJetem tor a generation to coae. 
(This a rgument ie relevant onl7 it financial provision is 
made tor the accruing reserve liabilitJ.) 

(5) It the full reserve method ot accounting i8 con­
tinued without malting current t1nanoial provie,ion tor the 
accruing reserve liabilit)' , it will reault in a continuoue 
budgetarJ det1c1t tor the next generation. It 1e, ot couree, 
b7 no meane certain that this could be carried out in 
practice, since during th1e period there would be a constant 
pressure to 1 balanoe the budget• . Assuming, however, thet 
a bookkeeping detioit could be deliberatelJ aa1nta1ned tor 
euoh a prolonged period, 1t would be a depresa1ng influence 
upon business during the entire period ot its continuance. 

The onl7 r easonable explanation tor failure to make 
financial provision tor the accruing reserve l1abil1tJ , 
while incorporating it in our appropriation accounting, i8 
t hat such provieion 1e not econolll1oall7 teaa1ble until ac­
tual benefit par-ents are being •ade. Bvt , it 8o whJ 
punieh ouraelvee b)' our booklteep1ngf 8elt-tlageilat1on 11a1 
have been good tor the eoule ot medieval heralte, but ie it 
good t or a modern eoonoSJf 

c. Attireative Op1nione. 

( l) The Treae\IJ'Y Department favored the tull reserve 
method ot accounting (with current financial provision) in 1935· 

(2) Kr. Rletler, one ot the group ot eoono81at8 called 
t o advise the Secretary on eooial 8sourit7 aatter8, a~peared 
t o l ean toward the tull reserve Mthod ot accounting (nth 
full t1nanc1al provia1on) at the present t1•e, although he 
did not det1n1 tel7 oo.U t h1•selt vpon th1a point. 
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o. Negative Opinions. 

(All or t hese opinions are i rrespect ive or whether or not 
ourrent !1nenoial pr orteion 111 expected to be aade !or the 
accruing reserve l1ab1li ty. ) 

(1) The Advisory Council recommended against the full 
r eserve method or financ i ng. While i t ie possible that 
Ur. Witte ·dissented on t his point, he made no notation to 
that e!!ect in the !J nal reoort , 

(2) The Social Beouritf Board, in ita report to Congrees 
and the President, recommended the abandonment or the full 
reserve method or financing . 

(}) All members (except Mr. Riefler) ot the group ot 
economist s called to adv1:ee the Secret ary on social security 
ce.tters "ere in favor or t he abl'.ndonment of t he r·ull reserve 
method ot financing. 

II, Contingency Reserve 

Assuming that the t ull reserve method ot financing and 
accounting is abandoned, the ques t ion remains whether a con­
t i ngency reserve should be accumulated, The arguments for 
and agains t accumulati ng euch a reserve may be summarized aa 
follows: 

A. Affirmat ive Argument s. 

(1) I t is desirable, tor r easons already stated, to 
maintain, a t least tor the t ime being, t he present scale ot 
taxes . It is impracticable, on the other band, t o step up 
benefits in the early years suff iciently to absorb the dif­
ference between the revenues which will be eo raised, and the 
coet of benefits in the early years. The resultant excess ot 
tax collect ions over benefit payments can beet be absorbed by 
accumulating a contingency reserve. 

(2) 1 , , , it is dea1rable to make l)rovtaion tor a 
contingency tund to i neure ready payment of benefi ts at all 
s t ages ot t he business cyole and under varying conditione 
resulting from tluotua t !one 1n such taotora aa the average 
age of retirement, the total coverage under the ~rogram, and 
average wage rates. I t is desirable that the payment ot 
benet1te should not be dependent upon qui ck Congressional 
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action in leYying eaergency taxea t o meet deficite or in audden 
raising of contributi on ratea •hen dlaburaeaenta axoeed currant 
tax collection• or noraal appropriation• t o the eyetea.• (Quoted 
trom the Report of the AdTieory Council on Social Security.) 

(J) The i nterest on eTen a emall contingency reserve would 
reduce somewhat the amount of the neoeseary Federal subaidy in 
t he later years of the eystea. 

B. NegatiTe Arguments. 

(1) The exoess of tax oolleotione OYer benefit p&Jments 
during the year• when the contingency reserve ie being built 
up would, taken in itself, be deflationarr. 

(2 ) '!'he benefit p&J'8ents proTided by law are '•oral" ob­
l igations ot the United Statea t o the extent that one Congreee 
can or should oomml t succeeding Congressee. If au.oceedl.ng 
Congresses find i t in the public interest to be bound by thle 
obli gation, they will appropriate moneye f or the payment of 
such benefits in the same manner ae for t he payment of other 
Government expenses. If the oontingenoy reserve i s meant in 
some way t o bind future Congressee against their will, it is 
both ineffectual and improper. 

C. Affirmative Opinions. 

(1) The Social Security Board states i n ita report to 
Congr ess and the President: 'The tax provi sions embodied in 
the preeent l aw would probably DOTer the increased annual oost 
for the first 15 yeare. '!'hey would alao probably proTide a 
amall reaerve, "Whloh would be i nvested and earn some interest.• 

( 2) The Advisory Council on Social Seourity i n ite final 
report atatee: 1 The flnanoial program of the eys tem should 
e:~body proT1eion f or a · reasonable contingency fund to i .nsure 
the ready payment of benefit s at all timee and to avoid abrupt 
changes in tax and contribution ratee. • 

(3) The group of eoonomieta called t o advise t he Secretary 
on scoial eeourity matters recommended t hat • ••• a contingency 
fund be pr ovided in the new law in l ieu of the present full 
actuarial reserve , and that the amount of thla fund should be 
e,pproximately 3 years ' benetl t PS¥menta durins the ori tical 
Jears of the plan (1940-45) and approximately 2 years ' benefit 
paymente when the plan is mature. During the years when bene­
fit paymente are rapidly growing, the amount of the fund should 

. ,, 
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be related aot t o ~ -t of ~ taMa ovrea' Joar' • b­
t1t paJ• ••'•• but t o tho ....at of boaoflt p.,..a,o forooao' 
tor the next 3 Joaro, aooualac aor.al ~olaooo ooa41,1oao.• 

D. Nt &at1Ya Opla1oao. 

(l) Mr. Haaooa, ono of tho CJ'OUP of oooaoaloto oallod w 
adv11t tho SoorotarJ oa ooolal 1oou1'1t7 aatcor1, oxpro11od 
eome reeervaUon wUh I'Oipoot Co ~ I'IIOlaUoa of tho group 
on the aattor of Chi oont1agoDOJ fuad. Bo 41d aot d1rootlJ 
oppoee 1t, howeYer, and alpt haYo faYorod & re1orve of IDaller 
&JIOUDt th&n that 1'0-Ddelo 
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Question lo-A. 

Recommended Treaaury decision. 

It is recommended that , it the full reserve method or 
t1nanoing 1s abandoned, t he Secretary or the Treasury should be required by law to present annually to Congress a memoran­
dum showing toreoasta of ' the cost ot benefit payments under 
the then existing law t or decennial yeara, fifty years in 
advance, as a ratio or covered payrolls on the assumption ot the wage r ates existing a t the t~me o f lhe preparation or eaoh 
memor andum. Capi tal1 zed t1guree of future beneti t payment a and or tuture tax collecti ons ahould no longer be presented. 

A· Arguments in favor ot the suggested method or presentation. 

(1) A schedule of expected future benefi t payments is mor e intelligible to laymen (i. e., non-mathmetioians) t han a 
capitalized etatement or the •present value• of an expected 
aer i es or future benefit payments, or ot the exoese or de­
f ici ency of euoh •present value• over or under t hat ot an ex­
pected series ot future tax oolleotiona. 

(2) Data presented on the basis suggested are also more 
valuable even t o peraons accustomed t o interpreting actuarial 
valuat ions since they are tree !rom dependence upon an assumed 
rat e ot interest. It is not valid to pueh the doctrine of 
compound inter est too vigorously in long-range social planning 
since compound interest oannot be seoured i n practice upon 
large sums and over l ong periods, due, among other things, to 
the lack or adequate investment opportunities. To take an 
extr eme example, a fund ot one dollar aet up today and allowed 
to accumulate at interest t or a thousand years ought to persit 
the entire population, at the comoletion ot that period, to 
retire and live on the interest. · aut would itf 

• Question added by Treasury start. 

• 
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s . Argument• oppoeed to tbe •ttS!'Ited aetbod ot preaeatatioa, 

{l) The aqgeeted .. aoraadua would be Juat aaother ao­
tuar1al r eport which tew peraona would rlad. It the burden 
or t he .old-age ineurance 17etea ie to be reall7 brought hoae, 
1t must be incorporated in the 171tea ot appropriation account-
ing. 

c. Opinion• with reepeot t o aethod ot preaentation. 

(l) The AdY110rJ Council atatea: •tound preeentation ot 
the go•ernment ' • tinaao1al po11 tion require• tull recognition 
or the obligation• i .IIJ)lled 1n the entire old-age .. our1 t7 
prograa and trea1ur7 reoorte should annuall7 eetlaate tbe load 
ot f utur e benet1te and the pr obable product ot the associated 
tax prograa.• 

(2) 
on eoci al 
rol'lll here 

The group ot eoonoaietl called t o adY1ee the 
eeour1t7 aattere reooamended a a eaorandua in 
auagutedo 

Secretar7 
the 
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Qlleetion 11. 

Reoo ... nded Treaeurr daoiaion. 

It ia reoomaended that it, in 'he opinion of oounael, 
the propoeed ohange would in &DJ war Jeopardhe the oonati tu­
t1onal1tl of the Aot or ot the tazee leY1ed under 1,, 1t 
should not be made. Othel'Wiee the Traaeurr ahould not oppoM 
1t. 

A. Att1n~at1 Ye Ar![ID!!nta. 

(1) Such a ohange would leeeen publio or1tioiea t o the 
etreot that Sooial Seourit7 taxee are being 41nrted and epent 
t or other purpoeee. · 

B. NegatiYe Arguaente. 

(1) Suoh a ohange m1gbt render the Aot, or 1aportant 
port1one ot it, unconstitutional. · 

c. Att1rmat1Ye Opinions. 

(1) The AdY110r7 Couno1l· unan1•ouelr reoo .. ended auob 
a ohange. 

D. Negat1Ye Opin1one. 

(1) Couneel in 1935 teared that auoh a proY1e1on m18bt 
endanger the oonet1tut1o~t7 of the entire le81alat1on. 
Subaequent cour t deo1aiona mar haYe altered thie opinion. 
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Queet1on 12. 

Recommended Treaeury deo1e1on. 

It 11 recommended that 1t a epeo1al truet tund 18 ee­
tebl1ehed, 1t should be managed by a board ot trueteee. 

A. Atf1raat1ve Arguaente. 

(1) Management by a board ot trueteee would further the 
purpoee t or wbiob the tund 18 proposed t o be eetabl1ehed, 
i . e., t o 1noreaee publ1o oont1denoe 1n the pr oper uee or the 
prooeede or payroll tax oolleot1one. 

B. Negat1ve Arguments. 

93 

(1) The trueteee would have noth1ng to do. (They could, 
however, all be regular Government ott1o1ale eerv1ng ex 
ott1c1o.) 

c. Aft1rmat1ve Op1n1one. 

(1) The Adv1eorT Couno1l recommended t he management ot 
t he tund by a board or truateee. 

D. Negat1ve Op1n1ona. 
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Reoo .. tn4e4 Trtf!U!t 4to1•1oa. 

Tb11 1• a .. tter upon wh1oh •• 4o aot f•el qual1f1e4 to 
aalte a reo0111Ren4at1oo. Aaoq the per•Oil• llbo wou14 •e .. 
log1oal oan414tt .. are the Beoretarr of the Trea•'IU'1 the 
D1reot or 8f the Bu4ett, the Tre .. urer of the UD1te4 ~tate•, 
the Ob&1rsan of the 8oo1al S.our1t)' Board, an4 the AUorne)' 
General. 

, 
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Question 15. 

These two questions must be treated together, but divide 
themselves into the two further queational (1) Should the 
rund be guaranteed a 3 percent return? and (?) Should the 
rund be invested in epeoial. issuea or outstanding obligat1one1 
These two question• oan logically be decided aeparatelJ, aa, 
1t the decieion should be in favor ot guaranteeing the tund 
s 3 percent rate but ot investing it in outatanding obl1ga­
t1one, the ditterence in return aight be aade up to the tund 
trom the Treaeurr. 

I. Should the tund be guaranteed a 3 percent return1 

Recommended Treasury deoieion. 

It is recommended that the tund ahould be guaranteed a 
r eturn ot 3 percent. 

It ehould be noted that the rate ct interest guaranteed 
to the tund becomes ot much lese importance it the tull 
reeeru method ot financing ia abandoned and only a emal.l 
contingency tund accumulated. 

A. Affirmative Arguments. 

(1) It ie only bJ tbe use or a definite interest rate 
t hat a preaent value Da1 be aet upon tuture paJSenta. Such 
a rate muet be aaeumed tor exaaple, t o deteraine the extent 
to wh1~h any individu;i•e annuity hal been earned by hie own 
and hie emploJer'e contributions, or to compare the present 
value ot a Federal subsidy wi tb that ot the proceeds ot 
preaent and future payroll taxea. 

(2) Upon the basis ot past experience, 3 per cent seems 
the meet reasonable round tigure to take tor this purpose. 
It is not too h1gb upon the basis or present rates it the 
reserve is considered a perpetual loan to the Government. 

(3) Even it the 3 per cent rata ehould be considered too 
higb, it merely reeul te in a reduction in the aacunt ot 
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Gonl'l\lltllt lllbi14T wbioh WOII14 oUleniee be D.IHetaJ"T. U 1e 
Juat •• wall that a portloa of ~ GoYeraaeat eabe147 be 1a 
the t ol"'l ot a paruteed rate ot 1atereat. 

B. Nesat1YI ArJU!eD.tlo 

( 1) The wbole aaount of Gonr'lllleat 111b1147 to the 171tea 
ahould be olearl7 atated aa auoh. It 11 a1alea41ag ao001111Uag 
to oonoeal a portion of 1 t 1D the fora of a paruhed rate 
ot lntereet. 

(2) I f the full re .. ne aethod of tlaaaolag ud aoooW1t-
1ng ehould be abandoaed, the neo .. 1U7 of a f.Ue4 1Dteren 
ra'e t or uee 1a actuarial ooaputat1ona of the required a1111aal 
prelliUII 1e obY1ate4. 

C. Att1raat1YI Op1D.lODio 

D. Negat1Ye Op11110Dio 

II. 

Reoo .. ended ~I'W&!Grl deo1110IIo 

It 11 reooaaended that the preaent proY1110III of law be 
retained 111 th11 reapeot, -- that 11 1aYeltaeat 1D. apeo1al 
1aauea or 1n outetandlag oeour1t1ee ahould be at the opt1oa of 
the Beoretar7 of the ~rea1ur7 (or the Board ot ~rueteea if oae 
1• 1et up), aubJeot t o the requ1reaeat that no aeour1t1ea 
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may be purchased to yield leaa than 3 peroent. !hie meana, 1n ettect, tnat all inveetaenta auat be 1n epec1al 1aauea ae long ae no Government aeour1t1ea are obtainable to yield ae oauoh ae 3 percent. 

A. Arguaenta ln favor of 1nveet1ng 1n apeo1al 1aauea. 

97 

(1) The use of epeo1al laauea peralta the traneaot1ona ot the tund to be handled w1 th leu d1aturbance to the aecu­rltiea markets. By INane or epec1al 1uuaa, the tWld can secure interest, coameno1ng 1amediately after 1ta money be­comes available t or i .nveataent, while the money paid over to the Treasury tor the special 1ssuee •a1 be used t o reduce the amount of refunding of currently maturing issuea which would otherwiae be naceiB&r7• It 1a a naedleaa disturbance to the bend market tor the fund t o be compelled by law to purohaee outstanding securities , while the Treaeury 1a at the same time selling refunding 1aauea. (Somet1mea, or course, the purchase of outatand1ng 1aeuee under euoh c1rouaatanoea m1ght be g9od bond market policy, but 1t ahould not be aa4e mandatory.) 

(2) It the fund 18 to be guaranteed a fixed return this can be handled 1110at conveniently by means o f epeo1;! 1aauee. AI previously notedt __ however, 1t could also be handled by an over-all aubaiay to bring the rata of return on the 1nvaetmanta of the tund up to the guaranteed rata. 
B. Argu!enta 1n favor or investing 1n outetanding aecur1tiea. 

(1) The inveetmenta of the tund would 1eem more 1 real 1 
to the public 1f they were made 1n prev1oualy outatanding aeour1t1ea, rather than 1n new Traaeury •t. o. u. •a•. 
O. Op1n1ona 1n favor ot 1nveat1ng in apeoial 1aauea. 

D. Oplniona 1n f avor of 1nveat1n& 1n outetanding eecur1t1ee. 
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Ql.leetion 16. Will the !rla.urr ~roTe ezteneion of the 
80oiii liouritr Ao~ o oonr tara iabOr 
and ao .. et!o llrY!oef 

Recommended !rlasurr deoieion. 

It 1e reco-nded that the !rlasur:r Depart•nt appron the 
principle of the ezteneion of coTerage under the old-age in­
surance system to e~loraent in agriculture and domeatio 
service in private homea, but (except with reepeot to large­
scale agriculture) request poetponement of euoh extension 

. until the next eese1on of Oongreu, to permit tu.rther studr 
ot the ways and aeane of oTercom1ng adminietratiTe diffioultiee 
inherent in the application of payroll taxee to these employ­
mente. 

A. Attlrmative J.rguaente. 

(1) Farm laborers and domestic serTante are in the in­
come classes that need moat the protection of old-age benefits. 

(2) 
would be 
groupe. 

The present and proposed eubsidiee from the Treaaurr 
more juatit1able it coverage were extended to theee 

(3) It benef1te are increased and epeeded up it wi1l be 
more feasible to br ing euch groups under the aot than hae 
been the case in the paet. 

B. Negative Arguaente. 

(1) The extena1on or coverage to tara labor and doaeetic 
service would involTe tax collection procedures that would be 
very expensive in relation to the revenue oolleoted, if anT­
thing approaching complete enforcement wae attempted. 

(2) Under the exhtlng echedu1e of benetih ..ar ~ 
Parere would probablT oYerpay because or the large eubs1dr 
which could be aeoured bl euch onrp.,.•nt. 

(3) !he persona that underpaid or di d not pay at all 
might, when the7 reached retire .. nt age, pol1t1oalll rorca 
the p.,._.nt or a tree beneti t not related to earn1nge. 
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c. Aff11'Qt1Ye op111l1ou. 

(l) '!'be .ldYhOJT Oounoll taYora br1nl1ac acr1oultural. 
labor and doaeat1o earY1oe UDder the .lot br Jaauarr 1, 1~, 
if adm1n1etrat1Yelr teae1ble. 

(2) The 80o1al Seour1tr Board taYora br1n11nf laborera 
. 1n large- ecale &Crloulture under the .lot 1-dl•te r. and 

domeet1o eerTante and the reM1D1118 tara laborere after a 
aut t1o1ent lapee of tiae to work out the ada1n1etrat1n 
probleme. 

D. Negat1Ye op1n1ona. 
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~eation 17, 

Recommended Tr easury daoieion, 

It is recommended that the tables to be presented to 
Congressional committees in connection with the current 
hearings should cover the next 4o or 50 years rather than 
extend apeoitioallY to 19!0. The use ot this date testers the 
erroneous impression that the system will reaoh a mature oon­
d1t1on at that time , 

A. Affirmative Arguments, 

( l) Eat1aatee over a long period ot time are necessary 
t o show the magnitude and the problema ot the eooial seourit7 
program. Short-term estimates , while serving uaetul pur­
poses, do not present a oompleoe picture and a r e very mis­
leading. 

B. Negative Arguments , 

(l) It is impossible to predict with anJ claim to great 
accuracy, amounts relating to the distant tuture, especially 
when t hese amounts are dependent upon so many complicated and 
unpr edictable factors. 

Revised 2/!/ 39 
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RE SOCIAL SECURITY RECOIOlEliDATIOI'IS February J, 1939. 

11:00 a.m. 
Present: 

B.II.Jr: 

Baas: 

B.:.!.Jr: 

Blough: 

H.loi.Jr: 

Baas : 

B.lt.Jr: 

Dlougb: 

Brown: 

K. I.I .Jr: 

B.M.Jr: 

llr. Baas 
Vr. White 
!lr. Vurphy 
.llr . Blougb 
Vr . Reagb 
llr . Outfield 
llr . J . Douglas Brown 
lfr. Ecker-Rocz 

Are tbese all predigested? 

They were digested night before last, llr. Secretary, 
but I don 1 t know how the digestion would reel today. 

b:ver since tbat fellow put tbe budget in tbe meat 
scales - did you see that - that picture? Tbe budget 
weighed five and a half pounds . Didn't you see tbat • 
picture? It said : •The budget this year weighed half 
a pound more than last year.• 

That's weighing your ideas . 

(On phone) Tell Gaston if be's not very busy to 
come in, we're doing Social Security. 

Ye gods, tbis is terrible. 

Seventeen questions. The first part of it is Just 
the question and reco=mended Treasury decision. 

I '• weak before I start. Tbis is awful. 

I don't tbink it ' s as bad as it looks, lfr. Secretary. 

I t's good, solid paper . 

"Should monthly benefits begin ln 1940?" I ' m not-
1!;11 Just ••• 

(On pbone) Hello. 
him to come in. 

Well , wben be's back tell 

•It is reco~~~&ended tbat the Treasury should not 
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Brown: 

H.II . Jr: 
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oppose commencing old-age benefit payments in 1940 
or increasing their amount in the early years . • 

Do you want to - how should we work tbis tbing? 
What would you suggest? I mean that - I mean I've 
got to be educated as we go along . I mean the answer 
is here, but why? 

Well , I 1 d be glad to join in in explaining my • ••• 

Would you? 

••• conclusions on t hat. 

Suppose you do that. 

I feel, in the case of beginning in 1940, tha t there 
is, of course - it is very important , r ather, that 
the contribut ory insurance idea be firmly established. 
Whereas when the Act was passed 1t was expected that 
five years should ensue before benefits begin, both • 
to perhaps accumulate funds and to i ndicate that it 
was truly contribut ory, that five years of contribu- ~ 
tions were not too much t o expect or a person getting 
benefits, since 1935 I feel the idea of contributory 
insurance has become more widel y accepted; a t the 
same time, it is being challenged by various other 
devices such as the Townsend plan, the General 'Nel-
fare bill, and various other dangerous programs, and 
t hat if t he public generally i s to be educated and t o 
be kept educated t o t be idea of contributory insur­
ance, it is sound public policy to commence paYlllents 
as soon as f easible. And from the Board point or 
view, they reel, I believe, that it is entirely 
feasible to begin payments in 1940. 

Now, of course, tha t will be the thin edge - - I 
mean the numbers coming up actually for benefits 
in 1940 will be relatively small, but et tha same 
t ime the educational affect, a s well as the general 
welfare effect, will be considerable . 

Now, as far a s the benefits being increased in the 
early years, I feel the benefits called tor under the 
present Act are neither here nor there; t ha t is, 
they are insufficient t o provide for the ma jori ty or 
the people an adequa t e old-age retirement allowance. 
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Brown: 

B.II.Jr: 

Baas: 
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Baas: 

B.II.Jr: 
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At the same tiae, JOU hava, under Title I ot the 
Act and the state assistance programs, assistance 
grants being paid in uny a ta tea which are in 
excess - that is, either to the individual or 
especially where the individual and the aged wife 
both receive benefits- •• • • 

E.xcuse me one second. (Bolds conversation aside 
with Lochhead) 

I'm sor ry, but I •••. 

Well, under the present schedules or benet! ts under 
Title II, it would mean that a very considerable 
number ot people who ware without income or consid­
erable saVings lllight both have to take the benefit 
under the old-age insurance program end also apply 
tor assistance. And the idea ot two plans being 
necessary to take care of the individual and his 
wife seems to be - well, contrary to sound public 
policy. So t hat it the a.mount ot the benefits in w 
the early years could be enhanced sufficiently 
that a maJority of those going on benefits could 
at least have their basic needs taken care of by 
t hose benefits, that would be much preferable . 

Now- well then, does anybody want to talk on •• • 

llr . Secretary, on each one of these questions, what 
you're looking at is the sumasry there, which con­
sists merely of the question end answer. It you 
look back throu.gh that you'll see that we•ve 
listed under each question what we thou.ght the 
affirmative arguments were, the negative arguaents, 
the affirmative opinions, the negative opinions. 

ilou.glas Brown bas to a large extent revie·•ed that for 
you orally . 

Pardon me? 

Dr. Brown has reviewed that orally. 

Has he bad a chance to see whether be concurs? 

I ba ven' t llad a chance to r ead other than the 
sUilllary, llr. Secretar7. So what I 1ve Just said 
is from -r own •••• 

-
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Blough: 
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Blough: 
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Brown: 

li.M, Jr: 

Blough: 
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Brown: 
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Well, wbat I - we'll do - I 1ll run as long as I'Ye 
cot, until 12 o ' clock, and than if you could spend 
the balance of the day with these people aDd tell 
them where you e1tber aaree or differ in your con­
clusions, and wbere you differ perbaps i t would be 
done over aaain. 

Be very glad to. 

I mean tbis is just tha form I want 1t in. Tbis 18 
the f orm I sbould bs Ye it in, aDd they 've got tbe1r 
recommendati ons and youtre down ber e as a consultant, 
and you can tell tbem, "Tb1s is where we ' re together 
and tbis is wbere we're not, • and tben tbe thing could 
be rewritten, and keep at it. But tbey don' t seea to 
be mski.ng an awful lot of pr ogress on tbe Bill, do 
tbey? 

Still working on it. 

Do we have an observer up tbere? 

I d oubt it. 

What? 

I doubt if we do . We sbould . 

Amongst you people, arrange that there should be an 
observer a t all those bearings, see? I mean George, 
will you see t hat amongst you three gentlemen sitting 
there - Reagh, Blougb, Haas - arrange it. 

Is it possible to get tbe d.aily record of the bear­
ings? 

I don' t lalow. We ougbt to have it. But you three 
men ougbt to get tbat, you ought to keep digesting 
it, going over it. And I think there should be 
an observer there for tbe tbree of~ou. Bub? 

I very mucb t bink so . 

Yes . All r ight, lett s go on. Are you (Brown) 
planning to be bare one or t wo days? 

Well, today tbis week and then two days froa now on. 
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Brown: 
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H.M.Jr: 

Brown: 
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And which are the days which are the best for you? 

The middle of the week is best, but I•ll do what I 
can to fit it to whatever is convenient. 

Tuesday and Wednesday or Wednesday and Tbursdey? 

Wednesday and Thursday is the ideal . 

All right just so they know. And then - and 
you (Baas~ arrange some way of having - going on 
the Hill; I think it should be very much digested 
tor me and then a copy could be given, mailed as 
it is digested, or saved until Professor Brown 
comes down, whichever way he wants, so we can get 
the feel of where they ' re going, you see. 

George? 

Yes , I 1 11 do that. 

But you three men - Blough and Reagh and Haas -I'm 
going to hold, you responsible for this. All right. 

Then question 3: "Should the ulti.~ate annual 
benefit cost of the syatea be increased, decreased, 
or kept the same as at present?• 

I feel that it should be kept within the ultimate 
costs under the present systea - that is, not to 
exceed - but that the benefit structure be so 
designed as to possibly keep slightly under or 
at the SBDie amount rather than any Bllount in 
excess; beca~e tlult particular figure of 1980 or 
wherever you want to say - 1980 or 1990 - appeared 
to be the manmum amount that we as of this time 
should commit the American people to for this 
particular plan of protection. There are other 
types of protection coming along. The public may 
decide to go in on health insurance; it might 
decide to go in on disability protection or other 
types of protection. But as tar as old-age insurance 
is concerned, tbe future costs involved in any 
present system should not be in excess of those 
under Title II of the present Act. 

I ' d like to make one coaaent on tbat. Would you 
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say that the word •aaterially" aigbt be added 
after - • should not be increased materially,• 
because these estimates of what the benefit pay­
ments are going to be in 1980, or such dates -
can't be estimated except within a margin of 
error of tbat kind. there will be some range . 
And if there was five or ten percent over, I 
Just wonder if you'd throw out a particular pro­
gram for that reason. 

I'd certainly 118ree we have to come to a defi.nite 
conclusion that in planning these future costs there 
ara bound to. be variables and that there aust be 
a spread, in other words , and that this particular 
pegging involved in question 3 can't be stated 
exactly, but that the - as you suggest, that the 
ultimate annuaJ. cost under an;y revised plan should 
be designed so far as is possible not to exceed, 
and that gives you n certain margin of error, keep-
ing it within the general framework of t hose future -
costs . • 

Would you notice the last line of this particular 
recommendation - says "including disability bene­
fits . • Would you favor the recommendation with 
that inclusion? 

Well, the way I'd make that point is .that, first 
of all, I don• t think the time is ripe for adding 
disability benefits now; that - of course, the 
Advisor, Counci l split on that, and t he feeling 
on the part of one group, of which I was a member, 
was that in all development of social insurance 
you have to evolve, and that it takes e certain 
length of time ror the publ~c to understand and to 
be willing to contribute, either as employers and 
employees or the Government, to that particular 
plan as well as take on any new plan. So that my 
feeling would be that the addition of disabi lity 
protection should be delayed. 

Row, as far as the pegging of costs, it was my 
reaction that the things we• re considering sbould 
be pegged within the maxi.mum of the present Act. 
the Act doesn't incJ.ude disability protection. The 
old-age protection now involves a certain figure; 
old-age pr otection as revised should come within 

Regraded Unclassified



, 

Blouch: 

Brown: 

Blouch: 

Brown: 

a.II.Jr: 

Gaston: 

B.ioi.Jr: 

Brown: 

:o7 
- 7-

that ttcure • 

Tb.en ;rou don' t .... 
• • •• include disabilit;r. Jo. 

Don't include disability 1n your tbinld.nc. 

I tbink that's a new iaaue tor tbe Aaerican people 
to decide: whether tbey want d11ab1lity; it so, 
how auch they are willin& to pq tor it. Tb.ey ban 
decided they want old-age protection; the idea ot 
tb.e revision is to giTa tb.ea tb.e type ot old-ace 
protection wb.icb. is an iaproTeaent OTer tbe type they 
are getting under Title II. 

(Gas ton COII88 in) 

Well than, shall I go on? 

It you please . 

Herbert, are you all right, can you stay bare 
awhile, or have you got something else? 

I have a gentlemen in my ottica. 

Maybe you better taka care ot tum. We're gettinc 
along all right. We've got a good ae110randua. 

(Gaston goes out) 

All rtcbt. 

Question 4: •Should the step-up in tbe tax rate in 
1940 be aa1nta1nad?" 

It is -r belief that it abould be, tor seTeral 
reasons. One is that to expand benefits and to 
b.old down taxes at tbe aue tiae would be unfor­
tunate as a matter ot public education as to 
what contributory insurance inTolvea> that it 
would be better to proceed with the one and a 
halt percent step-up aa ot the tiae that benatita 
are being expanded. 

Secondly, that there are aaey variables inTolnd 
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about wnich we do not nave sufficiently accurate 
information, and tnat by some time sucn as 1941-42, 
any question of tuture policy on taxes could be 
more accurately deterained. 

Snall I proceed witn question ~? 

Yes, please. 

~uestion 5: "Does tne Treasury Department favor 
the step-ups in the tax rate after 1940 as provided 
in tne 1935 Act?" 

Well, it seems t o me tnat since they are in the Act 
probably the best procedure is to consider tnat they 
remain uncnanged as scnedules; but a t the same time 
it seems to me sound policy to indicate that, as will 
always be the case witn old-age insurance, there will 
be revaluations and restudy to determine future tax 
schedules and future benefit scnedules . In other 
words, if the impression were tnat the Treasury , 
Department or the Soci al Security Board were adamant 
against any future changes, that that is not as sound 
policy as to say, t be present schedules being in the 
Act we feel tbey should remain there but are per­
fechy willing to see r estudies made in future years 
as to wbetber they should be cnanged . Restudies 
tben would be made - one suggestion bas been every 
five years - as well as , of course, continuing 
studies; but every five years there would be a 
very definite revaluation of future costs, of tuture 
benefits; that is, as of tbat time it would be 
normal to make r ecollllllendat1ons as to changes in 
tax schedules. 

"Does tbe Treasury approve having the system partly 
financed by direct government subsidy from other 
tban payroll t axes?• 

lly own view is that the whole revision definitely 
involves a commitment to governmental appropriations 
to tbe system. Tbat is , if tbe benefit structure is 
to be revised t o increase early benefits, holding 
down future benefits, and if thereby the reserve 
method of financing is altered, removing the 
large reserve which is to provide i .nterest to 
supplement payroll taxes, tbat tnere is a commitment 
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involved to tbe principle ot Federal contributloa. 
to tb.a s;ystea. Persoa.ll;y, I t eel that that 11 a 
nr;y sound principle and ona wb.lcb 11 ~titled tor 
aanr other reaaona than tba praolla aatbod ot 
t1D8no1ng tbe a;ystea. 

Well, ».7 own tb.lnld.ng ian• t clear on that particular 
one; I aean this idea that there ba a tb.lrd - d1Tlda 
up into thirds. I aaan I haven't bean able yet to 
cross that brldae . I'l~ have to argue about it. 
But that ' s one bl& question I have 1n 117 alnd. 

That's one ot tha aora laportant questions . 

Doesn' t that question get into the question ot 
the whole reserve, t oo? 

Yes. 

I aean l'a all riaht - so tar, I tllinlt tor the good 
ot tbe idea we oughtn't - we ougbt to go ahead with 
the tax program as it is. I aean I '• pretty wel~ 
sold on that. I aean I'• not unsold on account ot 
the deflationary aspects ot it - I aean increasing 
the taxes. 

On this question of aovernaent contribution and 
maintaining the size ot the reserve, I•ve got a 
big question. 

Well, it aoes to tbe very core . 

You say that aoes t o the core? 

I tb.lnlt so. 

That ' s right, llr . Secretary. 

What? Well, those two tllinga - I aean I 1ve cot to 
be educated. 

All right? 

Bub? 

I - do you want ae to gin ay reaaons now on that! 
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Sure, I' a getting along all right . 

Well, it seems to me that - fir s t I might aake tllill 
proposit ion: There i s a dif f erence between a co .. it­
ment in principle and impleaentation or that by 
defini te appropriati ons . And i n the Advisory Council, 
for example, the conclusion was unanimous that the 
principle of government contributi ons over time was 
sound, but that on account of the variable f actors 
as to costs of the system of t ax collections on the 
one hand, and the precise structure of benefi t s and 
the cost or those benefits, tbat any implementation 
or that principle should wait unti l , say, ' 41, '42; 
but if the benefits in tbe early years are to be 
enhanced, tbat those funds must event ual.ly come from 
somewhere. Now, U tbey are t o come from payroll 
t axes it will involve payroll t axes considerably 
more than six percent total. So when the early bene­
fits are enhanced, the issue illllllediately arises, 
where are those additional costs coming from? Now 
if they come from payroll t axes alone - three and • 
three - plus, s ay, an additional two and two, that 
would be five percent each, or a total of ten per ­
cent. You could get into definite questions or 
public policy whether such a level or payroll t axes 
is not dangerous from the point of view of encourag­
ing the displacement of labor. 

• 

You are trying t o protect labor, but, on t he other 
hand, you are establishing taxes which tend to 
force employers to avoid employment of more l abor. 
From the employee point of view, it adds a five 
percent load, we'll say, eventually, which in 
addition to other social cbarges, such as unemploy­
ment insurance, poss1hly health insurance, may become 
excessive. Meanwhile t be Government, on its side, is 
relieving itself t o a certain extent of old-age assis­
tance costs and other charges for old people, wbicb 
previously it pai d from general r avenue. 

But you don ' t believe that it i s possible to t ake 
the position that ' s taken here, that the Treasury 
post pone action, since no decision is necessary; 
you think the other decisions will constitute t he 
decision here whether we want it to or not. I s 
that it? 

Tbat's right. Let me Just try to see it in as 
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practical a way as possible. The benefit structure, 
as a bill or as an offerinc, is announced. The 
question immediately arises: This will cost more 
money than the present structure, at least over 
a period of years, see, until the eventual costa 
arrive . In other words, there is a wedge added 
to the cost of the early years. The next question 
is, where does that come from? If the answer is 
it's -we do not say, then the alternatives are 
two: 

They can say, "Do you mean to say that you ' re addinc 
that to payroll taxes and goinc to involve yourself 
in payrol~ taxes up to five percent each?• Well, 
if that•s the statement, it would certai~ be 
challenged that such payroll taxes are excessive. 

Now, the other alternative i s future government 
contributions to the system. 

So I would say the better position is to accept the 
notion of future government contributions to the 
system r ather than to leave it in the air end be 
challenged that it involves high payroll taxes, 
because it would be very difficult to defend, I 
feel, those high payroll taxes. It might well be 
that you wouldn 1 t enhance early b eneCits 11' you 
knew that it did involve high future payroll taxes. 

I think there is a further somewhat similar argu­
ment that might be advanced: that that type of tax 
is definitely bad economically, and since a portion 
of it at least is passed on in any case, it becomes 
a general tax. Therefore, the question is not whether 
the people as a whole shall be taxed or whether the 
particular beneficiary shall be taxed, but rather, 
what is the best method that the Government has or 
raising those funds? If the question is approached 
that way, I think very few would answer it rl th 
payroll taxes. That ' s a very imports.nt argument 
in favor of a government contribution, it seems to 
me. 

In other words, if the government contribution per­
mits the finenci.ng of the ayatem to be better 
aatched to your economy, so that you have the tax­
ation of the payroll, you might sey, at the lowest 
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level, you have the taxation ot the eaployee, 
then the taxation ot the emplo:yu, put ot wh.ich 
ia certainly passed to aonaumption, part possibly 
back to labor, but you need a certain third el ement 
i .n there to match that source ot revenues to br oad 
ability to pay . 

Ot course, I believe, too, tbat this is something -
it you make a decision :you want to go ott the reserve 
basis, then the subsidy follows. 

Ott the reserve, then the govern~~~ent subsidy follows? 

I think it ' s necessary. 

One follows the other? 

It 's inevitable. 

It•s the two end~t a see-saw. 

One means the other. 
i 

I wouldn't mean that's inevitable, but it ver:y likely 
follows as a matter of public policy . 

You could make an assumption that would permit it 
to be otherwise, but I would aa:y t bat assumption 
is so contrary to f act, to probable facts, that 
:you'd probably have t o say that it' s all . the sa.•e· 

You mean you t h1nk it • s sillpl;r out ot the resla 
ot reasonableness to permit the payroll taxes to 
go as high as ten percent. 

I do, and I think it r s not - the minute that pro­
position is made it will be carried back to a very 
realistic question ot the present, and it would be 
a very difficult thing to answer: that you're recom­
mending a form of benefits which involves, sa:y, five 
and five percent on payroll taxes . 

All r ight. 

"In case a Federal subsidy is approved, when should 
aucb a subsidy begin?• 
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First of all, on t he near aide, it s eems t o me 
that the earliest tille such a subsici)" might begin 
would be on - following a time ot reconsideration 
such as i n 1941-42, whicb would ooae before t axes 
are raised beyond one and a halt percent each. 
The outside limit of time would be such as is 
suggested in the Security Board report, which is to 
await the need for such government contributions 
following the leveling ott ot payroll taxes a t 
three percent e ach. 

Personally, I would prefer to s ee government sub­
sidies come 1n at an earlier stage tban what the 
Board reco111111ends, and I have argued that out w1 th 
the Boar d people, and it was argued at considerabl e 
length in the Council . And i t seems to me sounder 
public policy to involve the general taxpayer in 
costs as a matter of public education and proper 
sacrifice long before 1960-62, i t he 's to stand 
for such a program. It might well be that it you 
await t hese l ong di stant times, the taxpayer may • 
become accustomed t o having a schedule of benefits 
to which he is not contributing directly end then 
as of that time begin to resist, and cause e change 
in your system adverse to a fair schedule of bene­
fits. 

So my own thinking so f ar is that, as fer as the 
implementation of a government subsidy principle -
tbat i t will not become an immedia te issue unti l 
1941-42, as to timing, but t hat followi.ng that, 
looki.ng forward, that i t might be prefer able es 
public policy to bring 1n that contribution earlier 
than what the Board r ecommends . 

Incidentall y, the Boar d • s reco111111endati on results 
in a subsidy in 1969, according to these estiaates. 

You mean that ' s when it would s tart? 

Yes. 

I n 169 . 

'69; t hat is, allowing the present scale of tax 
r ates t o remain in effect, probably. 

No, I 1m sorry, that •••• 
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The benefits will be increased before t hat , so I 
think that much of that discussion is academic . 

I ' m sorry, this contemplates using up all the 
reserve; t he report wouldn ' t contemplate all that 
in its recommendation . This would bring the 
contribution in in 1955. 

lhat •s · true. Mr . Blough points out the Board 
recollllllended that t he reserve not be used after 
it reached a maximum point. 

But in any case be a matt'er of some twenty years 
or more . 

Be about 1 56 - yes, 1956 . 

l think there is e very considerable opinion on 
the part of various g r ou;>s in the public - that 
is, employers a nti trade people and others - tha t 
these step- ups in taxes should be leveled off sooner, 
than three and tha t government contributions be 
brought in sooner, because meanwhile you have other 
costs, you have health insurance, if it should 
develop , disability if i t should be added; your 
unemployment insurance scheme is still in the 
experiment al stag e . Therefore, this concept of 
a three-way division earlie r would give a better 
balance of protection against old age as over against 
o ther lines of protection. 

Isn't there likewise s t neoretical Justification 
f or a government contribution on the ground that 
tha t is exactly waat social insurance implies: 
that tnere is a r esponsibility on the part of the 
government as a whole. Tns t•s what Justifies the 
title • social insurance• being applied t o a system 
designed t o be more comprehensive than any system 
of private insurance; that there is a responsibility 
that the government bas for it, and it ~ould take this 
form of early contributions here. 

I would certainly go a long with that a hundred 
percent, because both from the point of view of 
social policy in this country now and also going 
back with the precedents in f oreign countries, you 
do have the concept that soci a l insurance is made 
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•ore universal, aore flexible, in meeting the 
needs ot your co•uni ty than private insurance, 
and that one ot the princi pal reasons is that 
the government comes in not merely on adminis­
tration, but also on financing. 

That would mean, though - I mean this argument holds 
provided you have a broad coverage. 

I would say t hat tbe argument as to relationship 
between coverage and government contribution is 
fair up to a point, but you can always r aise t he 
answer it it is carried to too extreme a point, 
such as precise timing and so on, that persons 
not now covered are receiving a hundred percent 
protection - what they get on a different basis 
is a hundred percent protection from the gove.r n­
ment alone; so that , while in the contributory 
old-age insurance tbey are not being protected it 
t hey are, say, domesti cs and term labor, for tbe 
time being, of course, t bey may be pr otected long 
before a government contribut i on amounts to mucb 1 
and in any case duri ng the intervening time they 
ere being protected under another form of govern­
ment contribution. 

But it involves the means t est. 

I t involves tbe means test . But I think that - it 
i sn't a hundred per cent logic, but it's a very 
pr actical ques ti6n. 

AU r ight. 

•In case a Federal subsidy i s approved, wbat sbould 
be its relative magnitude?• 

I feel that while in the long run certainly the 
tbree-way split is the logical basis, that that 
does not necessarily mean a precise balancing 
three ways, especially during the earlier st.ages 
ot tbe development ot your system; that one reason 
tor bringing in the government subsidy much ear lier, 
say, than what the Board calls for, is to get toward 
something approximating s three-way split before -
well, time out of mind or Kingdom Come or whatever 
those years are. 

I 
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I think that•s one point where the Treasury aisht 
wel1 afford to be very conaernt1Ye. It isn't 
goinl to aake any practical difference and it 
will. IIB.ke quite a little psycholosical difference, with 
so auch deficit in prospect eQJhow, so auch expendi­
ture in pr ospect aJ11Way, tbat 1t once tbe principle 
ot contribution is established, I think at tbat 
point, it tbe Treasury is called upon to make any 
recommendations, it ousht to be as small as possible, 
in view ot the seneral situation. 

I would certainly say it would be sound not to estab­
lish a principle of three-way division as any precise 
accurate logic; tbat in the case of aey plan ot 
government contribution, the implementation, which 
is the thing that inv~lves the precise arrangements 
as to tbe split, would certainly not coae before 
19~-42 anyway, it such recommendations as these 
are involved. · 

Question 8: "In case a Federal subsi dy is approved,• 
should legislation be immediately enacted providing 
specific taxes to be collected in the future, at 
such time and ·in such amounts as will be required 
tor the Federal contribution?" 

It seems to me that t bat is somet.hing certainly to 
be postponed and that the question ot implementation 
ot tbis principle in seneral is to be postponed; 
therefore, all the 11ore any consideration of pr::ecise 
financing of such a subsidy. And personally I feel 
that, whatever the Government contributes to social 
insurance, the source ot those funds is definitely 
a matter of broad fiscal policy and that there should 
not be any rigidity placed upon the Treasury as to 
how it should develop those funds , so to speak, to 
be provided tor social insurance. 

Then: "S~~uld Title VIII and Title IX be combined?• 

I would certainly go along with the answer there; 
tbat anything which can be done to siaplitY the work 
done b7 the eaployer in reporting on taxes for Social 
Security is to the advantage ot the Governaent saner­
ally and particularly to the advantase of social 
insurance prograas. 
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Tben1 • Sbould tbe present r eserYe proYisions be 
reuined?• 

I would say no, and that ot cqurse tits in rttb 
this 6 and 7. 

Tben question 11: "Should the payroll taxes go 
directlY into a special trust fund?" 

I beline that they should. 1 t eel that a nry 
iaportiJlt part of that is psychological. •••• 

Yes • . 

••• • and that it is tn order to educate tbe public 
as to what contributory social insurance involves 
and tba t certain t ecbniquea ai&bt be dneloped to 
establish on a basis of a peraan.ent appropriation 
the placing of t hese funds in a special trust fund. 

It would be a very valuable and important power it ~ 
the Treasury bad - end possibly they have already; 
I ' m asking the qu~st1on - tbe power to sell the 
obligations represented in tbat special fund, as 
well as buy tbem, should the need arise. Does the 
Treasury have that power? 

I'm afraid I couldn't enswe.r that. 

They have to be - tb.ey can't sell tba special c erti­
tieates that are 1n the fund; have to aake a new 
certificate . 

In other words, for the time being 1t1 s on!y a •• •• 

They're only specials. 

They' re only specials. Therefore it1 a a theoretical 
question. But should they purchase •o• the general 
aarket under the restrictions of the Act, I suppose 
it would involve the power to sell and repurchase 
other securities, so long as the restrictions or 
the Act were met. 

tt is definitely proYidad in tb.e law that they aay 
sell thea. 

. . • ~. ':"J ~ • • 

-~.. . a .. '.. · (f. · • . . ,;o. . . .., . · •. ~\;~\ ·.- ' 
-~. •, · , • \ • t' · ·' t..l"Mo • · 1 -:'l

1 1· 
• • >"":•;"! f..\.<!l'l ' ..:-.. ~.!' ~- 't .• -1........ ·~tL~t~?.'. ~ \, 0 • • •• 
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It becoaes an open aarket power that exceeds -
will aoon exceed, aiclat aoon exceed - that 
posseiSed by tlae Federal a .. e"e .Board. 

Tiley can aell tlloae? 

Specially provides that •any obli&ationa acquired 
by the account, except special oblications issued 
exclusively to the account, aay be aold at tlae 
urket pr-ice. • 

or course, DO .. iDg but specials are in tllere yet, 
so t-hey can 1 t sell those . 

But even it they sold tllea and cot cash back 1n tile 
account, tile Treasury would have to sake up the 
three percent which they lose in interest ••• •• 

They could !lake up tlae interest; couldn't keep it in 
casll. 

• • • until tlley llave a nigher yield. 

t:iome dey t lla t aay be quite iaportant. 

I would say, sir, that a1&ht be all tile more reason 
tor not llav1Di that tund too lerce. 

Tllen it aoes on to say: •Special obltcetions aay be 
redeeaed at per plus accrued interest. • So they 
could get their aoney at sn,y tiae. 

May be redeeaed at the Secretary or tbe Treeaury'a 
desir e . 

Yea, and tbe ceneral aarket oblications sold - they 
could only be acquired in the first place it they 
yield tllree percent . 

Well, certainly a question would arise as to the 
carryinc on or such operations, as to wllether a 
Board or Trust-es was empowered to so act or that 
tile Treasury be entire !iacal acent, ao t o apeak, 
and that a Board or Trustees be aerely a aatecuard­
iDI or reportinl agency, report1nc, say; once s 
year, to someone - Concresa, aay - that funds were 
intact. 
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If this is going to coae up for reYiaion, you 
might wish to examine that with such alterations 
as may be called for to provide a monetary weapon 
that might be extremely important 80IIIe time. 

Good point. Don' t tell the Federal Reserve about 
it; they'll grab it away !rom me. If anybody wants 
to get dizzy, look at the chart of the Federal 
Reserve Board on bank controls. Off on the side 
there they give me a lot of stu!!, Just hand it 
all to me as Secretary of the Treasury - fiscal, 
monetary policy - I have the whole policy. 

•should such a special trust fund for the segrega­
tion of Utle VIII taxes be managed by a Board of 
Trustees?• 

I reel that there should be a Board or Trustees 
somewhat similar to British precedent which would 
serve ex-officio, or it might be added to by two 
or three others; but that certainly a small Board 
of Trustees standing before the public in a, you 
might say, broad fiduciary capacity, certifying 
that these funds were whet they're supposed to be, 
i8 educationel. 

I should like to r agister a detinite obJection to 
that. I think that it should be exclusively under 
the control of the Secretary of the Treasury because 
of its magnitude and iaportance. 

You might - this might be a place to put ex-Presidents 
of the United States as trustees. 

All right. There aren't many of them. 

You may not on occasions have any. 

That would be all right, 

And so what? 

There have been times • • •• 

That• s wey it's a good plan. 

Thanks, Henry, for helptnc me out. 
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120 

You will notice in tna recoiDlllendation under 
ques tion 11 i t is pretty strong tnat if tbere 
is any constitutional question we ' d better not 
tamper witb this problem of the Board of Trustees -
if there is any constitutional question there tbat 
might throw out the whole system because the taxes 
were tied up witb the expenditures . What's your 
thought on that, if I may ask? 

!lo t being a lawyer, I went to the best - the man I 
t hought knew quite a bit about it - Rozansky. I 
wor ked with Rozansky a bit, good bit, in defending -
building up a cese t o defend t he law. While I 
wouldn' t want t o commit bim et all, I think be 
would say that the l aw was - the precedent was 
sUfficiently clear tha t it would not be dangerous. 
Now, it's a question of the degree of danger. Per­
haps you would only do it it it were 99 percent 
safe . You might not be willing to risk it. But I 
would say it ' s a question of the degree of risk you 
would be willing to take, and from my own personal 
point of view, not being a lawyer and having to 
listen to the advice of l awyers, I would say that 
the risk is relatively so slight and the advantages 
so greet, relatively, that personally I feel it is 
a risk well worth taking. 

And you - yet you ' re going to abolish tbe big 
reserve anyway, so what's the advantage? 

You mean of trustees? 

Ub-hub. 

As I said before, I would say a large part of that 
advantage is psychological, in order to implement 
in the minds of the public what social insurance 
is; that is, that taxes are collected and benefits 
paid from those taxes, and tnat meanwhile there 
is a contingent reserve and that contingentreserve 
is definitely defined in some way, not as an account 
in the Treasury but as a fund. Well, how does the 
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public know it1a a fund? Well, by setting up soae 
arrangement • • • • 

Aren't you exaggerating the significance and the 
i mportance of that type or educational work, or 
the necessity for its existence? Won't t hey soon 
forget it? Will they be interested in it? If this 
thing works out year after yeor, t hey take that 
for granted Just as auch as, I imagine, the Govern­
ment employees, who hsven•t got the slightest idea 
who the trustees f or their fund are - most of them. 

I•m afraid I would say that I do feel that when 
employees throughout the country are going to 
depend as of age 65 for an iaportant part of the 
financing of the reaainder or their life from funds 
provided under social insurance, that they ' ll have 
increasing interest in the mechanism that provides 
those funds. 

Now, in talking around a good deal with people, 1 
with workers and others, as I was saying a while 
ago, I find that they don't worry so auch about 
sizes of funds but there has been a great deal of 
newspaper talk about diver sion and that's the thing 
that seems to click in their mind. 

They wouldn't get much satisfaction, though, out 
of a three billion dollar fund when they know that 
that amount is relatively negligible coapared to ••• 

As I say, I don' t think they worry so much about 
the sizes as they worry about the mechanism itself. 
And the man in the street - most men 1n the street 
have been 1n lodges, tbey•ve bad experiences of 
various sorts. Now, to them, the eabod1ment of 
security of funds is 1n the arrangement t hat 
makes those funds secure; that there is auditing, 
that there is so and so andso and so . Well, I 
would say this Board or Trustees is symbolic of 
the notion that these funds are • ••• 

Xou don't think they'll worry whether the trustees 
loan the aoney to the Governaent and the Governaent 
spends it. 

It d like to ask you, how liUlDY men 1n the street 
understand when a fund is invested, anyway? 
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That's - they don't, tbat'a Quite obvious, 

Tben you bave to give them a symbol, and this 1a 
a syabol. 

Bow where are we? 

Well • • • • 

Which number? 

9 or - no. 

1.3. 

We're on lJ , 

I Jumped over ; I guess I was loo~1ng at the wrong 
page. 

Recommendations for the job. 

•Who ~hould be trustees of a special fund for the 
segregation of Title VIII taxes?• 

Ky mind certainly is not clear as to the precise 
set-up. I feel tbat certainly at least three ex 
officio officers of the Government - the two tbat 
come fir s t in your mind are the Secretary ot the 
Treasury and the Cbairma.n ot the Social Security 
Board, with the possible addition ot the Chairman 
ot the Federal Reserve Board, or someone else asso­
cie~ed with the financing side ot government. 

Then the question of bow much more, if any; it 
there should be two additional persons, they sbould 
in some way implement the notion possibly ot the 
employer interest end the employee interest. Or 
you might - peraonall)' I ' d r ather evoid the notion 
ot political interests. One suggestion bas been 
tbat tbe7 represent, you lllight say, leaders on the 
fl1.ll 1n soae Wll)'• But pe.r sonal17 I tb.ink tbat, 887, 
three ex officio officers ot the executive bra.nch 
of government aight be sufficient . 

I think this - it's not important. 
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Wall, tben: •Should tbe present .) perceat interest 
rata be eU.a1Date4 so tbat outataudinl obl1&ationa 
oan be purobase4? 81aould it be r equired that onlr 
outstandiD& oblicationa be purobase4?• 

I'd say no on botb counta . It .... a to me that tbe 
preeant .) percent arrance•ent il Justifiable and 
that toe tlexibilit¥ of beiD& able to purchase 
eitber spacial .) percents or purcbaaiD& outataudinl 
securities to rield .) percent or better seems a 
reasonable arr.anguent. 

•Sbould tbe fuud be cuaranteed a .) percent r eturn?" 

Way I register opposition to that in peasinl? 

Yes, let's pass it. 

I want to register opposition to it in passinc . 

Wben it goes to tba court, you want to be noticed. 

I might say, Wr. Secretary, I tael extremely dogaatic, 
and I 111 s ay tbat this is a ratber - oomiD& in cold, 
and I want to discuss aU these things. 

All these tbiD&s . This is tba most peaceful aeetinc 
ot experts I bave aver bad. Ther1ve all got on 
their good unners . Tile)' don't knOw you verJ well. 
Wait untU you gat to lmow thea; they1 re an awtullT 
nasty bunch. 

I was colD& to aq, I haven' t bean in 8IQ' acadeaic 
surroundiD&s IIbera I' va cot awa)' wi tb a a 11\lch ae 
this. 

They've Just got on their coapaDJ u .nners. 

•should the t und be guaranteed a .) percent r a turn?• 

I would say yes. I feel that the lone-run planninc 
ot the fund from the social insurance point of view, 
with the necessary estimating of costa, etc ., aDd a1 
a proper function ot coveraaant in providing security 
to its people that the cuarant)' ot a .) percent return 
is reasonable.• 

Then II: •Should the fuud be inv&~ted in special 
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issues or outstanding obligations . • 

I have already answered· tbat; I would say in both. 

~uestion 16: •Will the Treasury approve extension 
of the Social Security Xct to cover !arm labor and 
domestic service?• 

lly reeling is that that's sound public policy - to 
have such extension - but on account or the adminis­
trative problems involved it should not be rushed, 
and that there be adequate planning to prevent 
unfortunate breakdowns or abuse or too small a pro­
portionate tax enforceaent. But on the other hand, 
delay cannot be so long as to wait for a perfect 
system; in other words, the W&J to begin, atter a 
certain amount or planning i s done, is to begin. 
But there is much to be learned, or course, rrom 
other countries . 

Question 17: •Should specific tables be presented 
showing the estimated contributions, disbursements, 
reserves, government subsidy, etc., !rom now until 
1980?" 

It seems to me that as far as possible the sacred 
number or 1980 should be avoided, but that estimates 
be in terms of flows; that is, as suggested here, of 
future incomes, future disbursements, resulting 
reserves, and especially interpreted in teras or 
payroll tax costs, which 1 think are tbe most under­
standable figure to the public. 

1 would say, rather than 40 or 50 years, that the 
logica.l point t o which to extend such estimates 
would be that point to wbicb they can be reasonably 
assumed t o increase; what would happen thereafter 
one couldn't state. But that would be approximately 
40 or 50 years; I assume they i .ncrease until that 
time, then be expected t o remain level thereafter. 

I would say it's a moving platform into the tuture, 
and unfortunatelY the public bas got it very aucb 
imbedded in its mi.nd that 1980 is some very important 
turning point in the whole aystea. 

Well, I think what we• re doing - 1 think, first 
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place, t be Treasury experts bave certainly cleared 
their thinking a lot, baven•t you? And I '• beginnin& 
to learn a little bit ebout it - not aucb. I've 
got to do a lot aore work, and this whole question -
I mean I baven•t - it hasn ' t sunk in enough on ae 
tha t I can express myself. I mean as t o tbe reserve 
question, wbetber we should liSe tbe reserve or 
whether we s houldn't - I aean that it' s a good or 
bad thing, looking abead 40 or SO years . 

But I think we ' re making progress. I•m pleased. 
I think 1f you g e.ntlemen could 111111:11 tbe best liSe 
of Professor Brown's tiiRe toda,y and continue this 
thin&; I would certainly work with h.ia whil.e be• s 
here and get tbe tbing in abape. And arrange to 
bave somebody on tbe Bill, ·arrange t o get the 
testiiRoey down. · 

I want to say, Kr. Secretary , I am v ery anxious to 
learn al.l I can tbrougb disc\18sion with the vari ous 
persons here. And of course, I have views t bat I 
have worked on f or some time, but a t tbe same time 
I am very anxio\18 to di scuss t hose with persons 
here . . . 

Well, t hese men • • •• 

••• and learn all I can from the Treasury point of 
view. 

Wel l , these men, with the exception of White, are 
available f or tbe balance of tbe day . 
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Question l. 
Questi on 2. 

• 

PoliOT ~eetioee on Sooial 8eour1tT 
Subaitted to tbe 8eoretar7 

of the '!'reUUl'J' b7 
Cb&1NaD .UtlltTe:l:. 

Should aonthlT benefite begin in 1~1 
Shoul d benefit• be inorealed in the earlJ 
yeara? 

It ie recommended that the '!'reaeury ehould not op­
pose couenc1ng old-age benefit p&J'8tnh in 19"<> or 1ncreu1ng 
their a~~ount 1n the earlJ Jeare. 

Question J. Should the ultiaate annual benefit ooet 
of the 171tea be inortaet4, decreaeed, 
or kept the eaae at at preeent? 

It 1e reco-ended that the '!'reUUl'J' ehculd ineUt 
that the ultiaate annual coat of the reYittd 171tea, ae a per­
cent of covered paJrolle and inolud1nl all tJPII of benefite 
( incl uding d1eabil1ty 'lltnef1U), ehou.l d not be increaeed. 

Question ~. Should the atep-up in the tax rate in 194o 
be aainta1ned1 

It ie reco .. tnded that the '!'reaeury Departaent take 
the poait1on that the 194o etep- up in p&Jroll taxu ehould go 
in to effeot ae proYided 1n the ex1eting law. 

Question 5· Dote the '!'reatUl'J' Departaent faYor the etep-upe 
in th.e tax rate after 19110 ae prortded in the 
1935 Act? 

I t it reooaaended that the '!'reaeul'J' Departaent take 
the position that the rate structure of Title VIII tax•• after 
19110 be not altered since ther e will be tiae enough after the 
19110 r ate step-up to rutudJ the problta and arr1n at a aore 
aat ure decieion. 

Queation 6. Doee the Tr eaaurJ appro•• having the 171tea partlT 
financed b7 direct governaent eubeidJ froa other 
than p&Jroll taxu? 

I t ie reca.aendtd that the TreaeurJ Departaent poet­
pone taking action einoe no decieion ie neceiB&l'J' at tb1e t1a• • 
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Queet1on 7• ID oue a Federal w'bdl!7 h approYed, whee eboulA 
euoh a w'bdq 'bes1et 

It 18 reoo-eDded that the 'freuurr DepartMnt take 
the podt1on tbat, dnoe no 1-d1ah n .. d for a eu'bd47 ex1eh, 
and 1n rtew of the reoo-ndaUoee •de on other queet1one, no 
1ube1dJ 'be 1ntroduoed 1n the near fUture. 

~ueet1on 7-a. In oaee a Federal euba147 1a appro•ed, what 
abould 'be 1h relat1Ye aapUudet 

No deo1a1on 1a neoeeaarr at tba preaent t1 ... 

~ueet1on S. In oaee a Federal eu'bdq 1a appro•ed, abould 
leg1alat1on be 1 .. d1atelr eeaohd pro•141DS 
apeo1f1o tax•• to 'be oolleoted 1n the future, 
at auoh t1me and 1n woh aaounta ae w111 'be re­
quired for the Federal oontr1'but1ont 

No deoia1ou ie neoeesarr at the present t1me. 

Question 9• Should Title VIII and Title IX taxee b e oombinedt 

It ia reooraended tbet the Trea•urr Department aaa1at 
the Booial 8eour1tr Board 1n de•elop1DS a praot1oal plan for 
coordinating Title VI.II and 'f1tle IX tax••· 

~ueat1on 10. Should tbe present reae~e prorta1one be re­
taia.dt 

It 1a r.oo-nded that the full rea•~• aetbod of 
t1nano1ng ebould be abandoned. 

Queat1on 11. Should the pqroll taxn 10 d1reotlr into a 
apeo1al trust fundt 

It 1e reoomaended that 1f, 1n the op1n1on of oouneel, 
the propoaed ohallp would 111 anr war Jeopardise the oonat1t,._ 
t 1ona11tr of the .t.ot or of the taxu leded under 1t, 1t ebould 
not be aade. Otherw1ee the 'freawrr ebould not oppose 1t. 
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- 111 -

Should euoh a ( epao1al tl'Uet) twld (for the 
eegregaUon of Title VIII tax .. ) M aanaged 
b7 a Board of !l'Ueteeet 

H U reooeeeended that 1f a epactal tl'Uet fud 1e 
eata.bl1abe4, 1t ehould be aanaged b7 a board of tl'Ueteee. 

Question 13. Who ehould be the tl'Ueteee (of a epeo1al tl'Uet 
fund for the eegresat1on of !1tle yiir taxee)t 

!hie 1e a aatter upon w.bioh we do n~t ~eel qual1f1ed 
to make a reoo ... ndat1on. Aaong the pereone who would eeea 
logical candidates are the Seoretal'J of the !rea.eul'T, the 
Director of the Budget, the !reaeurer of the Un.1ted Statee, 
t he Cba.1rlllan of the Social Secur1 tr Board, and the Attomer 
General . 

Question 1~. Should the preeent 3 percent 1ntereet rate be 
el1a1nated eo that outstanding obligations can 
be puroha .. dt 

Question 15 . Should 1 t be requ.1red that onlJ outstanding ob­
ligation a be purohaaedt 

!bsee two queet1one auet be treated together, but 
41v1de tbeaeelves into the two further queauone: (1) Should 
the fund be guaranteed a 3 percent return? and (2) Should the 
fund be 1nveeted 1n epeo1al 1ssuee or outstanding obl1gat1onet 
These two queet1one can log1oall7 be deo1ded separately, ae, 
1t tbe deo1e1on ehould be 1n favor of guaranteeing the fund a 
3 percent rate but of 1nveet1ng 1t 1n outstanding obl1gat1one, 
tbe difference 1n return a1ght be aade up to the fund froa the 
t reasury. 

I . Should the tund be guaranteed a 3 parent returnt 

It 1e reoo•ended that the fund ahould be guaranteed 
a return of 3 percent. 

II. Should the fund be 1nveeted 111 epeo1al 1eeuee or 
outetanding obl1gat1onet 

It 1e reoo•ended that 1nveetaent 1n epeo1al 1 .. u .. 
or in outetanding eeour1t1ee ehould be at the option of the 
Secretary of the Treaeury (or the Board of Truetees 1f one 1e 
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set up), eubjeot to the requ1reaent that ao eeouritiu au 
be purchased to Tield le .. thaa 3 peroent. i'b.t.a aeaaa, 1a 

ettect, that all inYeetaenta aat be in epeoial iuuee u 
long u no gonrnaent eeouri tin are obtainable to Tield 
as muoh as 3 percent. 

~eat1on 16. Will the 'rreaeur,. appron ezteuion ot tha 
Sooial Seouri t7 Aot to oonr tara labor and 
doaeat1o eer'#ioe? 

It ie reooaaeaded that the 'rreuur7 Departaent au 
tor a postponeaent ot the appl1oat1on ot the Act to theae croup• 
ot employee• while it engacea i n aot1Ye atud)' ot W81'1 and aeana 
ot overooaing 41tt1olllt1aa inherent 1n the ada1n1atrat1on ot 
taxea with reapect to thea, with a new to reporti.ng at the ne.xt 
eees1on ot Congreae. 

Question 17. Should epeo1t1o tablea be preaented ahow1ng 
the eat1aate4 oontr1butione, 41aburaeaenta , 
reeerYee, go•ernaent eube14)', eto., troa now 
until 19d0? 

It ie reooaended that auob tablll be preaentad ooYer-
1ng t he next ~ or 50 7eare rather than extending apeoit1oallJ 
to 19&o. The uee ot th1a date toatera the erroneoue 1apreee1on 
that the syetea will reach a mature oon41t1on at that tiae. 
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Quntlon 1. 
Queet1on 2. 

Recommended ~eaeurr deoieion. 

It 11 reco..,nded that the 'lreaeurr lhould aot oppoee 

oouenclng old-age benefit pa;raeat • in 1~ or 1ncreae1nc 
their amount in the earl)' reare. 

Theee two queation• auet be dieoueeed tccether • 

.t.. .t.ft1raat1n Arsu!!Dte. 

1.30 

(l) !he eocial need f or old-age eeourit)' 1e i8llled1ate. 

llo annuities a&)' be paid under preaent law, hown·er1 UJ1t1l 

January 1, 1~2 and the unui t7 1Which would be pa.)'&Ole to a 

person retiring on that date , Who had been in oo•ered e~loy­

aent at an a•erage ealar)' of $150 per aonth dur1ng t he entire 

period of the .lot, would be onl)' t20 per 110nth, ud th11 eua 

would not be 1noreaaed if he had a dependent wife. !o aeet 

eooial needa, it ia neceuarr that aonthl)' benet1te begin ae. 

aoon • • poeeible and be inoreaaed in t he earl)' reare. 

(2) 'l'he adllinietrat1on of the tax prortl1one of thl .let 

would be aade aaeier if benefit par-ent• are begu in 1940 
and are larger in the earl)' )'earl. bplo)'881 would be acre 

1ntereated in eeeing that the proper taxea are paid upon their 

behalf by their aaplorera and b)' theaeel•e• if the •alue of 

OoYerage under the Act il brought hoae to thea b)' the actual 

P&)'lent ot worth1Wh1le benef1te to eoaeone the)' mow. 

(3) 'l'he old- age inauruoe benefitl pro•ided 1111dar the 

preaent law will , for a&n)' reare, 111 the oaee of aarr1ed 

oouplee in a&n)' Statee, be lee• thaD the non-oontributory 

old-age aeeietanoe wh1oh the)' could reoei•e under 'fitle I . 

l noreaalng the uount of benefitl i n the earl)' reare will 

ru ul t i n a better balance between the non- oontributor:r ol ct,.. 

age aeeietanoe and the contributor)' old- age inewranoe 
programs. lot all of the ooet of the inoreaeed old-ace in­

auranoe benefite will be additional, ae there will be eoae 

deoreaee in the ooet of old-age aeeietanoe. 

(~) !here il ooneiderable polit1oal preeeure for the 

enactaent of an extra•agant old-ace peneione •:r•t•• of the 

• 
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Townsend type, Unleea the eXiating old-age inauranoa ayatea 

1a 11beralhad, the whole aat tar ot old-age aeourity uy be 

taken out ot our banda and placed upon a baala certain to 

result in ultiaate collapse, thereby diaorediting the entire 

tdea or oroYi41.ng tor old-age aecuri ty through aooial action. 

B. Negat1Ye Arguaente, 

{1) According to Social Security Board eetlaatee, the 

ooet ot Plan AC-1~ without diaability benetita1 ie about 

~percent higher (present Yalue) than the coat ot the 

bene!lta pro'fided under eX1et1ng law, Th1e inereaae arlaea 

entlrel:r trom co .. enolng benefit payaenta eooner and p&Jlng 

more ln the early yeara, ae the ultiaate leYel ot benetlt 

pe1J1enta ae a percent ot ooYered payroll h expected to be 

no higher ¥nder Plan AC-1• than under preeent Title II. 

This 1ncreaeed coat will inYolTe either a eubetantlal lncreaae 

ln payroll taxee ettectiTe 1a.e41ately, a greater lnoreaae in 

these taxes ettect1Te in future yeare than at present con­

templated (to a leTel higher, in aany caeee, than priTats ln­

auranoe company rntee), or a large GoTernaent aubsld:r ln later 

:rears, Any one ot theee alternat1Yea le bad, The present 

benefit schedule ebould, therefore, not be taapered with. 

· (2) The oropoead ch&ngea will greatly weaken the 

(alr~ady weak) • contributory' character or the preaent old­

age insurance eyetem, that 1a, they will make the relation­

ahlp between each ln41Yidual'e contribution and h11 benet1t 

relatiYel:r alight, at least t or aany years to come, Th1e 

wt ll remove one ot the iaportant cheoke to unlimited deunde 

!or further increaeea in benetita wbich exlate in acme 

aeasure in the preeent law. 

(3) Commencing benefit payaente in 194o and increaaing 

thelr amount i n the earl:r years will aean that aoat ot the 

annu1ttee paid t or aany yeare to coM will not haft been 

earned in any aubetantial part by the contribution& or the 

annuitants and their eaployera. It ie intellectually die­

honest to pay unearned benetite ot th1e character on the 

baste or •ceremonial ' contribution&, while deny1ng annuitiee­

~s-ot-rtght to the unemployed preaent aged, wboee need, on 

t he ayerage, le greater, and whose contribution&, tor prac­

tical purpoeea, are ae great ae thoee ot the pereona who will 

reoe1Ye annultlea, 

• 
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0 • .lffiruUD OpSaSp•o 

(1) !he lo01a1 IHU"1'1 leu« • ..,_... •••• ,....aal.o 
1a 1u repor' h Ooapoeoo u4 •• Pren .. ••· 

(2) !he 1'1' .. 14ea' apeo1f1eallr e ....... •• loe18l 
&eoUI'i ,.,. Boal'4' • propoealo la Uaeoo Hopooh 1a Ide ...... 
of tran•atttal, ••auqr • ••• !1M I'OPtl"' RIP••• a •­
told approaoh 11111oh I llelln·e •• lie oo11114. 0.. war 1o w 
begin the paJMat of -~1 .u.....,. ta.-.. MMfih 
I OODtl', &ftd '0 11llel'al1Se •he '-aof1'0 '0 lie p&14 1a tbe 
tarl1 J'8Al'lo • • • 

132 

(J) !he .l4Yh01'1 Ooaao1l oa loe1a1 leevur abo .a. ... , 
both propoaala 1a 1h fiaal ~. !beN wu ao 41ooaa' 1a 
the Couoll wUh Hapeo' •• oUIIeP propooal. 
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- 1!. -

8bould the ultiaate annual ben,fit ~et 

of tft elfitn be inoreue4~ deoreaa , 
or lt_t _e eue u atJ?re_ent 

133 

Recommended Treasury deoieion. 

It ie reooaended that the Treaa1U'7 should ine1at that 

the ultimate annual coat of the reY1aed eyetem, aa a percent 

or conred pe.yrolla and incl uding all t:rpee of benefits (in­

cluding disability benefits), ebould not be increased. 

It 11 understood that inoreaelng the coverage will 1n­

oreaee the annual cost of the eyatem both in dollars and ae 

a proportion of the national inco•e, but th1e ie not con­

sidered an add1 tional burden u long ae the coverage ia in-

c reseed proportionatel y. In the following d1ecueaion, there­

tore, the ultimate annual coat ie taken ae a percent of 

covered pe.yrolla. 

A. ~enta in favor or an increase in total benefit coat 

irite later years. 

(1) It ie argued by eome that the preaent eoale of 

benefits, even in the later years, ie not ade~uate and ought, 

therefore, to be lnoreaeed. Thia ia particularly urged with 

respect to permanent d1aeb1lity benetlte, end it baa been the 

position of both the Social Security Board and the Advleory 

Council that, if euch benefite are to be included, their coat 

should be add1iional to that of the preeent 171tem, even in 

the later years. Theae additional ooate, it ie generally 

eupposed, can be taken care of by taxation 1 in accordance 

~1th ability to pay•. 

B. A~menta in favor of a deoreaae in total benefit ooet in 

t e later Yeare. 

(1) The preeent eyetem involve• an ultiaate coat eeti­

mated at between 10 and 15 percent of covered payrolls. Thie 

h too high, and ~ be a larger proportion of tuture national 

income than can be canalized through the national Government 

tor a Bingle purpoee without endangering ite eolvency. The 

next generat ion will know .,re, both about ita own reeourcee 

and what it wante to do with them than we do; and we ehould 

not tie itt hands. Benefite ehould not be lightly proa1eed 

on the baelll of antioi'Oate~ national inccllt alone, ae there 
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1l a bad Craneter problem 1Awolwed 1n oolleot1ng a large pro­
portion ot tb1• 1noo .. ae taxee, aDd the reeultant tr1ot1on 
may deoreaee the aaount ot the inooae 1teelt, 

c. ~ents 1n taYor ot kee~1ng total blnet1t ooat 1n the 
ater rear• the eaae u t at oonteapl&ted 1n the pruant 

~· 
(1) The coet ot the benet1te proYided by praeent law 

has no particular eanot1 t7, and 11 eubJeot to a Wide error ot 

estimate. Despite th1e error ot eet1mate 1t proY1dee a con­
venient baeia tor comparieon with the ooste ot other propoeale; 

811 by t~ use ot oo .. on aeeuapt1one, the eame error ot eet1-
aate 11a:f be 11ad1 to applJ', 1n larg• part, to both the preeent 
law and the propoae4 Yar1at1one. It 11 alwaye easy to in­
crease comm1tmente, but hard t o reduce thea; and while , 1n 
Yiew of ths temper ot the t1mee, 1t eeeme impraot1oable t o 
reduoe our future ooamitmenta With reepeot to ol d-age eeour1ty 

at the present time, 1t would aeem unw1ee t o 1noreaee thea. 

D. Opinions 1n taYor ot an 1noreaae in total benetit ooet 
1n the later reare. 

(1) llr. Preuman, repreaent1ng the CIO Y1ewpo1nt in t.he 
Advisory Oouno1l, oppoeed any reterenoe to ultimate ooet in 
the Council 's report. H1a intention was olearl7 that th11 ooet 
should be 1noreaeed. 

(2) The AdY1eory Counoil'a report did not take a det1nite 
position on the immediate 1nat1tut1on ot dieabil1ty benet1te, 
the report etat1ng that eoae aeabere taYor th1e While othere 
oppose 1t. The entire Council agreed, howeYer, that euoh 
benefits should be instituted ultimately1 and that their ooet 
should be additional to the ultimate ooet ot the present 
program, 

(3) The Social Seour1ty Board did not take a definite 
poaition in ite report With reepect to the 1 .. ediata inet1-
tut1on ot peru.nent dieabil1ty benet1te. The report etatu, 
howeYer, that, it auoh benetite are included, they would 
raise the coat ot the eyatem 1n later yeare aboYe that con­
templated by preaent law. 

~. Oo1n1one 1n taYor ot a decreaee 1n total benetiC ooet 
In the later raare. 

• 
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'· later {earo the 8aa8 a8 oonieapli£81 ia ib8 
preaen law. 

( 1) !he AdYUoey Oo11Do11 roooae11dod that •1 !ho eYollhal 
annual ooat of tho 11181U'OIIOo b8Dof1t8 11ow rwoo..olldo4, 111 rw­
lat1on to oo't'orod paJrOll 011d troe WbateYor 801U'oe f i1101100d, 
ehould not be inoreaaod be7011d the oYontual annual d1eburoo­
aents under the 1935 Aot•. A8 proY1ou8l7 noted, howeYor, 
d11ab111t7 benefite, if 0117, would be in a4d1t1on to t h18 

&liiOURt• 

(2) !he Sooial 8eov1t7 Board etate8 in 1to report: 
'lhen tho Syatell U tully aati&J'Od, 1te nafttual ooet w1th tho 
changes hero roooaaonded • • • would be 8oao11bat leee thall 
the cost of the preeent 878tea • • • If peraanent total d18-
ab111ty 1nauranoe 8hould al80 be 1nolu4od, the tYentual 008t, 
whtn the ayate11. ie tully aaturod, would be 8oaowbat aoro thall 

the present eyotea.• In Y1ew of the attitude of the Board, 
ae dete1'1111ned by peroonal d1aouoe1oni th18 opinion 18 11oted 
with those 1n faYor of keepillg the u t1aate ooat the eaae aa 
oonte~~plated 1n the preoent law rather thall ao in faYor of 
a decrease 1n ult1aate ooat. 
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Bhould t he atep-up i n the tax rate in 194o 
be aaintainedf 

Reco=ended Treasury deoieion. 

:36 

It is recommended that t he 'l'reaaur7 ~partment take t he 

paa1t1on that the 194o ateP-UP in payr oll taxes should go into 

e!teot as provided i n t he existing l aw. 

1.. Atflrmat1 ve arguments. 

(1) Publlo understanding of the faot t hat the old-age · 

benetlts program involves a heavy tax burden would be under­

mined by falling to increase taxea, as provided i n the 1935 

Act . The argument is espeolally pertinent lf benefits are 

incr eased at the present session of Congress. 

(2) If a oontingenoy reaerve is not built up i n advanoe 

on the momentum of t he 1935 Aot t ax rates, i t will probably 

not be built up at all, beoause of the powerful incentives on 

Congress not to increase t axea. 

(}) The pressures for high expenditures and against in­

oreaeed taxes are so great that the improvement in the fiaoal 

pos1 tlon of the gover nment througll the automatic increase in 

t he payroll t axes should not be abandoned. 

(~) 'l'be necessi t 7 for financing f rom the general budget 

Wl.ll be postponed. 

(5) Theee t axes are part of a contributory system and 

their oharacter ahould no t be altered by requirements of the 

government ' s general finanoio.l pollo;y which may be temporary. 

B. Negative argumente. 

(1) The effect of collecting more in payroll taxes than 

1s pa1d out in benefits is deflationary and inor easea the 

'deflc1t spending" in t he general budget naoeesary to produce 

the desired net contribution to bu;ying power. The argument is 

lese Significant i f cash benefits pai d in 194o should be eub­

atant1al. 

• 
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o. A!!lrmative op1n1ona. 

(1) The Social Security Board favors the atop-up in 19~. 

(2) The majori ty of the Adv1aor;y Couno1l faTors the atop­
up in 19~· 

(3) The group of eoonom1ata called to advise t he Secretar;y 
on Soci al Security mattera, with the exception of Professor 
Hansen, favors t he step-up in 19~. 

D. Negative opi nion•· 

(1) Professor Hansen, toget her with others making up a 
a~ll minority of t he .Advisory Council, does not favor increases 
1n payroll taxes in 19~. 

(2) The Chairman of the Federal Reserve Board does not 
tavor increases i n pa;yroll taxes i n 19~. 

• 
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Queet1on 5· 

Recommended Treaaurr deo1a1og . 

It is reoolllllended that the 'freaeurr Depart .. nt take the 

pod tlon that the rate atruoture of 'l'i tle VIII taaa after 1911o 

be not altered a1nce there 11111 be U• enough after tbe 19110 

rate step-up to rutud7 the preble• and arrin at a 110re .. tuzoe 

decision. 

A. • .Uf1rmatin argwunta. 

(l) It the full reserve a:reteaa 1a to b e continued aa pro­

vided 1n t he 1935 Act 1t 1a naceuar:r for the ate~upa 1n the 

tax rate after l 91io to talta place aa aoheduled. (U additional 

benefit payment• are provided even greater rate etep-up1 would 

be required. ) 

(2) If the full reaerve 1yat1m 1& to be abandoned but a 

substantial contingency r1aerve ie to be built up, at leaet ao .. 

ot the acheduled rate atapooupe 11111 be neceaeary. '1'be number of 

rate step-upe that aaa:r be poatponed 11111 depend on the volwae and 

t1l!IJ.ng of add1 tional benefi ta which u:r be provided. ·-

(3) Certaint7 that P&1'1"0ll taxea 11111 aotuall7 reach the 

scheduled maximum and that t he general treaeur:r 11111 not have 

to bear a very large part of the total ooet of benefit& oan beet 

be achieved by not d1aturbing t h e ex1et1ng rate eohedule. 

(4) Benefio1ar1ea under the old-ase inauranoe ayatem 11111 

be more nearl :r a .. ured of benefit paJ~Hnte in f uture rear a if their 

eontr1but1ona are aubatantial 1n tbe earl:r :reara since therebJ 

the:r build up an equ1 table cla1• to benefit p&1'Mnta. 

(5) It 1a too early at this ti•• to decide whether or not 

the atep-upa in tax rate& ebould oontinue aa pr ovided in the 

pr eaent scale. .t.ooord1nglJ ~ change 1n the futuzoe aohadule 

should be poatponed until IIOl"a experience 11 available for uking 

a deo1eion. 
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s. Nega tive argumenta. 

(1) 8tepp1q up the tax rat .. a.tter 1911<> aoo01'41DC to tbe 

present aohedule would haYe a oont1nued deflationary etteot tor 

a consi derable nUIIber ot year• wat1l tbe beneti t p&llllnta exoeed 

tax 71e1da. 

(2) 81noe in the earl7 year• the reaerYe would be built 

up at a rapid rate, 10111 ot the obJeotiona railed to tile tull 

reeerTe 171t ea would app1J. EYen it benetita are inoreaae4 a1 

proposed, the reeene would be built up tor 10 or 15 )'eara. 

c. At!lrmatiYe opin1ona. 

(1) !he 8ooial h olll'ity Board appear• to taYOI' tile tu!­

t111ment or tile aoheduled rate lteP-up• until the ratee reach 

the 11axt.wa provided in the present law. 

D. Negat1 ve op1n1ona. 

(1) 'l'he Adrtaory Oouno1l taYOI'I tbe atudy ot tax rate• 1n 

19~1 with a Yiew to rerte1on ot P9lio1 it r ound desirable. 

(2) 'l'he general aenti .. nt ot tile tiYI aoonomiata adrteinc 

the Seoretar7 ot t he b'eallii'J on old-age i nllll'anoe Will t o the 

effect that t h e eize ot the oontingeno)' reeerYe and otllel' tao­

tor• should determine the tax r•tee and thet aooord1ngl)', there 

ehould be no auto .. tio acceptance at thia t1lle ot the 1norea .. e 

provided 1n the present law. 
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Question 6. 

Recommended Treasury dec181cn. 

It 1S r eco:lllllended that tbe 'l'reaeury Depe..rt..,nt postpone 
taking action since no decision is necessary at thie time. 

A. Affirmative arguments. 

140 

(l) Since the nation a e a whole would benefit tro• a 
system ot old- age security, parts ot tbe coat ot such a program 
ought properly be borne by the nat ion as a whole. Provision ot 
old- age security ia now recognized as a general governmental 
responsibility similar to other public serYices financed trom 
general revenues. 

(2) Payroll taxes which would be required t o finance the 
proJected scale ot old-age benefits would be very high and 
would severely undermine the etandard ot living ot workers 
whose wages are i neuttio1ent to pro't'ide savings t or ol4-aga 
securi ty. 

(3) The old- age aeourity program will eYentually replace 
in part other welfare actiY1tiea, notably public assistance 
and gener al relief, wh1oh would otherwise have to be financed 
free general revenue a. 

(4) The provision ot a goYernment subsidy would force-
fully call to the attention ot the .AIIIerioan people that 'l'i tle VIII 
taxes plus interest on t he reserve will not tully finance t he 
liabilities which are likely to aoorue in connection with an 
insurance system. It would t herefore serve to restrain turther 

increases in benefits . (However, see B-3 below: ) 

(5) Governmental participat ion in the financing or a 
social insurance pr ogram hae l ong been accepted as sound public 

policy in o t her countries. 

(6) It a pay-ae- you-go system is adopted, a subsidy woul d 

be ind1spensible, tor in ita absence the required payroll taxes 
llould have to be very high and i ndi vidual• could purchase leas 
expensive old- age security trom insurance companies. 

• 
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a. Negative argumenta. 

(l) Pending tba extendon ot oo•erage to include aub­

atant1ally all ga1ntull7 e lllployed, 1t 1e doubtful whether, on 

ground or Juetioa, a gonrnaental eubeidJ ia detenaible. 8uoh 

aubeidY would ha•e to be paid trom general re't'enuea contributed 

by all taxpayers tat' the banat1 t ot a reatr1otad group ot 
workera, which ie already ellbaid1zed b7 the publlo at large, 

in part by t he payaant ot artitio1all7 high yield& on the re­

serve and in part through the shitting ot the inoidenoe ot the 

tax on employers. (Howe•er, 1t 1s probable t hat e•en under 

present coverage 75 or 80 peroent ot ga1ntull7 emplo;red w111 

be eligible tor benet! te by the time the;r reach old age.) 

(2) The provision ot a direot government aubeidy tor 
old-age security would beooma a hea't'y drain upon the Treasury. 

(3) The tinano1ng ot benetita trom pa,.roll taxee ser•e• 

as a restraint on expend1 turea. The remo't'al ot that restraint 

and the precedent tor providing general rennues tor old-age 

security may encourage raid& upon the Treaaury tor 1noreaa1ngly 

larger contribution& and benetite. (Howe't'er, aee ~~ abo't'e.) 

(~) A. program tinanoed entirely by pa,.roll taxes would 

be more acceptable to t h oae who d1aapprove ot publ1o aes1stanoe 

and believe that aeour1ty t or old age should properly be pro­

vided br indi't'1dual 1n1t1at1••· 

C. A.tf1rmat1 ve op1n1ona. 

(1) The J.drtaory Ccuno11 reoo-nda that the eyatem be 

aup90rted one-third by employee, one-third by employer and 
one-third by the go't'ernment. 

(2) 'l'he 8oc1al 8eour1ty Soard belle• .. 1 t would be aoWI4 

public polley to paJ' part ot the enntual ooet ot the benet1ta 

out or taxes other t han payroll taxea. 

D. Negative op1n1ona. 

(l) A.t the t ime ot the oona1derat1on ot the 8ooial 8eour1t7 

Act in 1935, t h e 'l'reaaury Department atreeeed ita preterenoe 

for a program tinanoed entirely by paJ"rOll tax••· 

(2) 'l'he Prea1dent 1n bia earl)' atate~~&nta etreaeed tba 

aelt -aupport1ng character ot the old-age 1nauranoe ayetem. 
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Question 7• In oaee a!'ederal subddY ie approved, when 
ebould euon a eUbsl4Y b!!lnt 

Recommended Treasurz deoieiog. 

It 18 r eoollllllended that t he 'l'reaaur)' Departunt take the 
pos1t1on that, sinoe no imaediate need tor a eubeid)' ex1ste, 
and 1n v1ew or t he recommendations made on other ,questione, 
no subsidy be introduced in the near f uture. 

A. Variou~ possibilitiee. 

(l) The timing or a aubsid7 would or necessity be deter­
mined by three other variables : 

(a) 'l'he .volume of benet1 ts. 

(b) 'fhe extent to which the i ncreaaea in pa;rroll 
taxes now echeduled in the 8oo1al 8ecurit7 .lot 
are permitted to go into etteot. 

(o) 'l'he amount it is desired to accumulate tor 
reserve . 

(2) The subsidy might be introduced: 

(a) 

(b) 

( o) 

Immed1a tely ( 1911o) . 

Shortly atter 1911o when the yield trom the 
oo~ined 2 or 3 percent pa;rroll tax is 
inadequate. 

After 1950 when combined payroll taxes are 
increased t o 6 percent. 

(d) At anT time during the interim. 

(3) A deois1on on th1e point will be atteoted by the 
decision respecting the etep-up in tax ratel (Queetion ~), 
and the decision r especting size ot the reeerve (Question 10) , 
and t hese i n turn will be attected by the deoieion respecting 
the timing or t he subaid)'. 

(~) I t the payroll taxes, as scheduled, are allowed to 
go into ettect uninterruptedly, no need tor a eubaidJ would 
arlee until some time after 1950, ainoe until t hen current tax 
collections would exceed ourrent benefit paymente. Similarly, 
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the ataaller the reeerYe that ia decided upon, the longer oan 
the 1ntroduot1on ot the aubei<l)" be poatponed a1noa a subaicl:r 
would not be required to buJ.ld up r .. er't'ea in the earl7 7eara, 

and also since part ot the principal ot the reeern would be 

available to pay benet1ta. 

a. Argumente taYOring the early introduction ot a aubsi4l. 

(1) The earl7 provieion ot the aubei<l)" would add to the 
acceptability ot the old-age inauranoe program b7 the worlt1ng 
population. Thie consideration is ot particular importance 
ln oonneotion with the extension ot coverage to groupe not now 
covered .• 

(2} It would toroetull7 put the population on notice 

t~~t t he old- age insurance syetem requires a subsid7 and that 
any i ncreases in the scale ot benetita would ot necessity 
increase t he si~e ot that aubsi<l)". 

(3) It would either accelerate the a ccumulation ot a 
reserve or permit a postponement ot inorea1ea in payroll taxes. 

c. Arguments opPOsing earl:r introduction ot aubsidl . 

(1) Early introduction ot a goYernment eubsi<l)" would 
r educe t he probability ot eoheduled pe7roll tax increase• 

bei ng permitted to go into etteot. 

(2) It the oase tor a goYernment 1ubsidy rests upon the 
argument t hat the worlt1ng clae1es are in themeelYes unable to 
provide adequatel7 tor their old-age, then the subsi<l)" il 

Justified only atter thsle working ola1aea have made their 
ma.x1mum oontrlbutiona (presumed now to be 3 percent ot payrolls.) 

(3) In view ot the present budgetar7 detioit, it would 
be desirable to postpone the 1ntroduot1on ot the 1ub11d7 a1 

l ong as polsible. 

(4) Collections trom prs1ent taxes are adequate to .. et 

benefit payment & in the earl7 years . It the plan tor a 
sizable reeerYe ia abandoned, there il no need tor an 1m.'lle­
d1ate subai<l)". 

• 
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D· Opini on• oonoern1ng the t1a1y: of the .ubl1dl. 

(ll Tbe .Urt1or7 Oouno1l11 plan oall1 tor a 1t~ of tbe 
u1111ng ot tbe federal lubl147 c!ur1ng tbe period men the oo• 
b1ne4 payroll tax rate 11 ' peroent (19~19112). 

(2) The 8oc1al leour1 t7 Soard hal 1n41oatld 1t1 pre ter­
ence t or t be poetponeaent ot the 1ntroduot1on ot tbe Federal 
auba141 to a t111e 1n tbe future when o~rrent outgo tor beaef1t 
paymenta exo.eede current 1nooae from already eobedul ed payroll 
taxes and 1ntereet on reiiMII· 

.. 
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~ueetlon 7- a . In oaae a Jederal aUbeidf ie a~oy!! 
whit ehoUld be ita reiat ve u tu ; 

Reoocrnended Treasury deoieion. 

Ho decie1on is neceaaary at the praeant time. 

1.. General al terna Uvea. 

2.45 

(1) The Federa l Gonrnment may aeaume one-third or the 

coat ot benetita. 'l'h1a e.newer ia auggeated by the view that 

security tor old- age ia,the Joi nt reaponaibility or the worker, 

the 8!!lployer and the general public, and that all three benefit 

equally trom a system ot . ol~age .aecurity. Carried to ita 

logical conoluaion t hia alternative would imply the introduc­

tion ot a government contribution aa eoon a s benefit paymente 

are begun. 

(2) The J'ederal Gonrnaent may aaeuae the reaidual 

r eapona1b1lity, that ia, it may cover the 4et1o1t between 

benefit paymente and payroll tax oolleotione. This anewer ie 

suggested by the view that the wagee or eoae workere are inad­

equate to provide eavinga tor old-age security without aeYerely 

undermining the standard or liVing or the working population. 

'lhl.a alternatin would imply tha poatponement or the i ntroduc­

tion or a Federal contribution until aome time attar the initia­

tion or t he payment or benetite. It 110uld further imply accep­

tance or some tax rate, aay 3 percent, ae the maximum wbich 

workers could contribute tor t h e eecur1ty or t heir old age. 

(3) 'l'he J'ederal GoYer~~~~ent may aaeuae reeidual respoD­

s1b1l1ty but not in exceaa or a fixed proportion, 111 one-third, 

ot the total coat or benetita . 'l'hie combines acme teaturee or 

the two preceding alternativee and iapllea that eventually the 

ryroll t ax r a tea IIIA1 be allowed to i noreaee in axceaa or the 

percent now echeduled by tm8ocial 8eour1t7 Act . 

B. ReleYant ocna1derationa. 

(1) It ia read1l7 apparent that th e 4ec1eion reepeoti ng 

the relative abe or t he re4eral c ontribution will in part be 

determined by the deoiaion raepecting t he echeduled inoreaeee 

1n payroll taxes and in part by tbe decieion reepeoting the 

size ot t h e reeerYe. Both or these i n turn are atteoted b7 

deois1one respecting the eize or the Federal contribution. 
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(2) In general 1t JI8,J be atated that the gr-eater the 
proportion ot tl:le general population oo .... red b7 the 1nauranoe 

system the etronger the oaee for a larger auba1dr. 

c. Opln1ona oonoern1ne: the •snttude of the euba14r. 

: 46 . 

(l) '!'he Adrteor:r Oouno1l 1a plan oalla tor d1atr1but1ng 

the enntual ooat of t h e ol4-age 1nauranoe •r•te• b7 Mana 
ot approximately equal oontr1but1ona b7 eiiiJilOJer e, emplore .. 
and the government. 

(2) '!'he 8oo1al 8eour1 t r Board e:q:re .. ed no oft1o1al 
new on the eubJeot berond 1nd1oat1ng that the portion of tbe 

total cost financed from the 1f0't'8rnaent eublldr abould depelld 
upon the proportion ot the general population oo't'8red by tl:le 
lneuranoe ayetem. In 1.nterdepartmental oommun1oat1one 1t 
suggeeted the l1111tat1on of the Federal oontr1but1on to one­
halt ot payroll tax oolleot1one (approx1matelr one-thlrd of 
benetlt paymente) , ewen 1f auob a l 1111tat1on lapllee ewentual 
lnQJ'eaaee i n payroll taxes above the aobeduled 6 peroent rate. 
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Question tl . 

Reoommended Treaaury 4eo111on. 

No decision 1e neoeaeary at the preeent t1ae • 

.r.. Att1rmat1ve argumente. 

(1) The dealgnation ot apecific taxee or lncreaaea in 
apecitlo tax rata& wh i oh will be required for old- age benetite 
would lmprees upon t he publ1o the coat aepech of ol d-age 
insurance. 

(2) It would give t he workers now paying payroll tax .. 
sau aesurance that thl goveruent '• ehare of t he coat of the 
ol~age ins urance progr&lll will be torth.oolll1ng, 

B. Nesative argwaente. 

(l) · The earmarking ot epeoit1ed taxea for particular 
tunct iona interfere• with the Jud1oioua budgeting of publ1o 
revenues . Eaoh Oongreel ehould be left with d1eoretionary 
power t o deterlll1ne t h e relati n marl ta of th e var1oua ola1me 
tor public revenuee. 

(2) The earmarking ot special taxa• hand1oape the 
development ot ind1 vidual tax eourcee. It t h e i ncome tax, 
t or i nstance, were earmarked tor old-age eecurl t1, an efta c.­
th e argument would be provided against euoh future expaneion 
ot the income tax tor general revenue purpo111 ae .. 1 be 
desirable. 

(3) Designation of a apeo1tio tax to be ueed in the 
f uture tor old- age ineuranoe doea not provide auuranoe that 
1t would aotua.lly be eo u11d. It would be clearly within the 
aut hority ot aD7 eubeequent Congreee to repeal or mod1ty any 
Pl'OV181on a preoed1ng Oongre11 -., han aadl. 

(~) Poreign oountriee in general abstain tram the prac-­
tice ot earmari:lng epeo1tio taxee tor the goverllllt8nt '• ehare 
ot ol d-age 1nauranoe ooetl and provide that thl euba1dy be 
f i nanced out of t he general revenuee ot the trea•urT• 
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c. Att1ru t1Ye op1n1ona. 

p, llee;at1Ye op191ou. 

(1) 'l'he A4Y110r7 Oouno1l 11 reoo .. 114at1ona llake no 
re!erenoe to tbe t ype of tax .. whloh 1bould be u•ed for the 
!1nanc1ng of tba SO'f'8rDMnt 1a •hare of o14o-ase 1DIIII'&Doe 
coat. 

(2) 'l'he lloo1al leour1t7 Board doe• not reoo-114 
i mmediate enactment of the tax but 1nd1oate• 1t1 preferenoe 
tor the uee o! 1noo• and 1nber1tanoe tax .. when and 1f a 
gonrnaent 1ubs14J 11 pro'f'14ed. 
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~uestion 9· Should Title VIII and Title IX taxes be 
oomblnedf 

Reco~ended Treasury deoiaion. 

It ia reco!Dmendad that t he Treaeur.r Depart ment uUet the 

Soci al Security Board in developing a practi cal plan tor 

coordinating Title VII I and Title IX taxes. 

A. Various possibilities . 

(l) Coverage and apeoiticatione under t he two taxes ma.r 

be made more uniform eo that information supplied t or the 

co~utation ot one tax would auttioe tor the computation ot 

the other tax ae well. 

(2) The two taxes may be ph,yaioall ,y combined eo t hat 

both are i mposed a t one and_ the aa me time. 

B. Att1r mative arguments . 

(1) Both taxes are levied on t he eal!le base, pa:yrolla. 

The combining ot t he two taxes would enable a computation ot 

tax liabi l i t y under both titles on a single t ax return. This 

would 81a~pl1ty taxpayere ' compliance and reduce coat ot tax 

ado1n1str at1on 1n the oaee ot t hose indivi duals liable under 

both tl tles. 

C. Negative argumente. 

( l ) Some empl oyers are s ubJect to both Title VIII and 

Title I X t axes on behalf ot all t heir e mpl o,yeea . In t he case 

ot ot her empl oyers, however , acme employees are covered under 

one t itle but not under t he other. The making uhitorm ot 

cover age eo t hat no employer will have some employees covered 

under one t1 tle but not under t he other wo uld require more 

extensive revisions than are warranted by ease ot adm1n1atra­

t1on and t ax compli ance. 

(2) Standardization ot t he J'edera l t axee would not 

r e=ove vari a tions between them and State-imposed taxes and 

accordingly t he taxpayer would not secure OIUch re l Ut tra:J 

keepi ng recorda on two bases. ThU will grow in i mportance 

with the i ntroduction ot Stat e merit rating provisions. 
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(}l 'f1tle YIII tau• are oolleoted quel'hr17 Ul4 !Ule IX 
tax•• annua111 with a ltate tax ore41\ allo-.llle u a 4e4uoUoa. 
!here are aleo other 41ffe11'81U1el lle\-a UW law the\ 1111bt 
proYe d1tt1cuU of a\aJII1al'41aaUoa. 

(4) .UteraUoaa 1a UW -pe Gl' a\I'Qo\are of !1Ua IX 
will gener a117 require OOI'J'81pon41q al.t-uou 1a hate 
Wlt111Pl0)'118Dt 1Daul'aDOe \azal, 

D. oen1ona re!¥,;41111 the oool'41aaUon of !1 tle mi pd 
f tie II \•w. 

(1) The 8oc1&1 leoUI'it)' Bo&l'd reoo-ndl thet tbe re4eral 
unemployment compen1at1on tax proY1110DI lie .ooab1ne4 with tbo1e 
tor old- age 1naUl'anoe 11ll1oh relate to e~~plorera. 
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~uest1on 10. 

Recommended Treaeurz deo1e1on. 

It u recouended that the full reeene method of t1-

nenoing should be abandoned, 

251 

'l'he arguasnte for and aga1net the full I'IIIMe e7etem 
are somewhat different, depending upon whether current fi­

nancial proviaion 1a or 1e not expeDted t o be aade tor the 

annual appropriations 1n recognition of the a.ccru1ng r11ene 

l1ab111t7• It auch f1nano1al prov1e1on 1e expected to be 

aade , 1t will be necen&r7 t o ra1ee p~ll tax11 or other 

t axes ( earaarked or not e&l'II&J'ked) 4raat1call 7 at preeent or 

1n the very near future. If no financial prov181on 1e ell.'" 

peoted t o be made for the accruing liability, the full reeei'Ye 

cetbod ot accounting would coaait ue t o toraall 7 unbalanced 

budgete t or a generation t o come. 

Some arguments on each aide apply to both concepts ot the 

reserve and eoae to onlT one. When an argument applies t o 
only one concept of the reeene tb1a will be indicated, other­

vies it may be supposed that the argument applies to both 
ooncepte. 

A. Att1raat1ve Arguments . 

{1) The full reaene method 1a the only one by which 

the annually accruing 11ab111ty under the old-age 1neurance 

eratam i a ginn tull rec6gn.it1on within the regular IJ'atea 
or appropriation accounting, 

{2) The full reaene method of financing, by auald.ng the 

coat of future benefit paJ'DeDte felt i n the preeant, acta ae 

a check on increaeea in benefit ratea. 

(3) The tull reaene aethod of financing 11 ba11d upon 

the analogy of pr1Tate inauranoe comp&DJ' praot1oe and, a• 

auoh , facilitate• publ1o underetanding and acceptance of t he 

old-age security prograa. 

(4) The full reeene aetll.od of financing will ruuli, 

for m&nJ' years t o come, 1n a aubatant1al axceae of caah re­

Ciipte over caah d1sbureementa when the fonaal budpt 1a 
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exaotl7 111 balance, and an aqualU7 ot oallh raoa1pte and oallh 
d1aburaeaentt eYen when there 1e a ooneiderable bookkaepins 
det1o1t . !hie will help the t1nanoins pr obl .. ot the 
!reaeurr, and will haTe a reetra1n1ns 1ntluanoe upon the 
eoonoll1 wbich under eoaa oirouae•anoee AIQ' be d81ired. (!hie 
arguaent il releYant onl7 1t tinano1al proYit1on it aab tor 
the aooru1ng reeerYe 11ab111tJ.) 

l5l It 18 argued b7 eoma that undereaY1ng 11 likelr to 
be a serioue problem oYer the oouree ot the next cenarat1on. 
It u argued, 1n part1oular that it old· ace eeour1t7 ie pro­
vided by aooial aotion 1t ;!11 inoreaee our need t or 1nooae­
produo1nc oap1tal in the tuture, while 1t will at the eaae 
u ae, deoreaee the incantiYe t or eaTing aaong the lower inooH 
olassea. !he tull r81erYe •retam i1 the onlr one which will 
orovide an adequate Yoluae ot annual 8aY1nc t o till th1e gap 
and t o provide tor the capital need'e ot our 1till growing 
economy and eo lighten the burden ot p&Jinc old•ace benetite 
in the tuture. (·Thie arcuaent il relnant onl7 it tlnanoial 
provtalon ie ude t or the accru1nc re1erYe l1abil1t7. ) 

B. Negative Arguaente. 

(1) In order t o tlnanoe Plan AC- 14 a ccord1nc to the 
run r eserve method, 1 t would be neoaeearr , upon the baeie 
or the e8t1matea ct the Social SecuritJ Board, to put into 
errect iamedlatelr a p&JrOll tax ot about 2 peroant (emplorar 
and emploree llhare1 bombined) in addition t o the rates ot 
tax already proYided bJ !1 tle VI IIi or t o leYJ other taxee 
or equ1Yalent preeent Yalue. !he eYJ ot euch additional 
taxes is not eoonoatcall7 taae1bla, and, therefore, the tull 
reserve method ot t1nanc1ng must be abandoned. (Thia argu• 
ment 1a relevant only it tinancial prov1e1on i8 made tor the 
accruing reaerYe 11ab1lity.) 

(2) !he accuaulation ot a large reaerYe will encourage 
the ependlnc ot larger amounts b7 the GoYernMnt both t or 
old- age ins urance and other purpo1ee. (Tllll arguaent 11 
relevant only 1t t1nancial proY111on 1a made tor the accru1nc 
reserve 11abil1ty.) 

(3) The restraint to 1ncreale8 ln future benetlt p&J• 
menta aeauaed to be proY1ded b7 the tull ra1arYa method ot 
accountinc 11 1llueor,, e1nce the aatheaatical requireaente 
ot t hls method aa.r be met u well b7 the leTJ ot tuture tax88 
as ot present onee. 
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(~) Oonaidering the longer run, the !ull reaerve method 
of financing, with financial provision tor accruing liability, 
•eana a substantial excess ot cash reoeipte OTer cash expend­
iture& tor many years to oo•e. It means that aan1 billion• 
ot dollar• Which would otherwise have been devoted to con­
eWiption wUl instead be aaved. The real problem ot the 
cc~ntry in this respect 1e the exoeee or attempted eavinga 
over available investment opportunities, rather than the re­
verse as alleged under (5) ot Affirmative Argu•ente. The 
full reserve method ot t lnanoing will assure us ot a aub­
etantial backlog ot deflationary influence upon our econom1 
frolll the old-age insurance eystea tor a generation to come . 
(This argument is relevant only it financial proviaion ie 
aade t or the accruing reserve liability. ) 

(5) It the tull reserve method ot accounting is con­
tinued without maklng current tlnancial provlaion t or the 
accruing reserve lia~il1ty, Lt will result in a oontinuoue 
budgetary deficit !or the next generation. It 18 1 ot course, 
by no meana oertaln that thle could be oarrled ou~ in 
oractice, einoe during th1a period there would be a constant 
pressure t o 1 balance the budget•. Aasuaing, however, that 
a bookkeeping deficit could 6e deliberatelJ malntained ! or 
e~ob a prolonged period, it would be a depresaing influence 
upon busineaa during the entire period ot ita continuance. • 

The only reasonable explanation tor !allure t o make 
f i nancial provision t or the accruing reserve liability , 
•bile incorporating it in our appropriation accounting, ia 
that such proviaion ia not aoonomloally teaaible until ac­
t ual benefit payments are being made. But, it eo why 
punish ourselves by our bookkeeping? Selt - tlageliation may 
heve been good tor the aoula ot medieval hermlte, but 1s it 
goOd for a modern economy? 

c. Atfirmetive Ooiniona. 

(1 ) The Treasury Department favored the f ull reeerve 
method ot accounting (with current financial provision) in 
1935· 

(2) Yr. R1etler, one ot the group ot eoonomiete called 
to adviae the Secretary on soclal security aattera, appeared 
t o lean toward the tu.ll reserve method ot accounting l W1 th 
fUl l financial provlaion) at the present tiae, although he 
did not detini tely coma! t hiaaelt upon this point. 
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D· NesaUn Opinione. 

(All ot tbeae opinion• are irr88p&Ot1'18 ot Whether or 
not ourrent t11l81loial proYiaiOil l8 expeoted to lie IIA4e tor 
tbe aoorulng reaer'l8 l1abillt7.) 

(1) !he A4YieOJ'7 Oouno11 reo~en484 ecatnet the tull 
reeene aetbod of till8Jloiq. lb1le it l8 po88ible that 
wr. W1tte 41aaente4 on tbie point, be aa4a no notation to 
that etreot in the final raport. 

(2) The Soo1al Seourit7 Board, in 1te report to Concreee 
and t he President , reoo .. anded the abandonaent ot the full 
reserve method ot tinanoinc. 

(3) All aeabere (exoept Kr. Rietler) ot the group ot 
eoonoaiate oalled to adYiee the Secret&J'7 on eoo1al eeourit7 
aettera were 1n taYor ot the abandonaant ot the full reaern 
eetbod or t1nanoinc. 
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Should the ~!!J:roll taiea go direotly 
into a !paola! truat tundt 

Recommended Treaaurz deoiaion. 

:ss 

I t 1a recommended t hat ir, in the opinion or ccunael, the 
proposed change would in aDJ way Jeopardi&a the oonstitution­
al1t1 or the Act or or the taxes leYied under it, it should 
not be made. Otherwise the Treasurr should not oppose it. 

A. Affirmative Argumenta. 

(1) Such a change would lessen publ ic oritioiem to the 
effect t hat Social 8eour1 t:r t axes are being d1nrted and spent 
t or other purposes. 

8. Negative ~enta. 

(1) Such a change might render the Act, or important 
portions ot it, unoonstitutional. 

() . Att1rmati ve Opiniona. 

(l) The Advisory Council unanimouel:r recommended such 
e. change. 

D. Negative Onin1ona. 

(1 ) Counsel, in 1935, teared that euoh a proYiaion aight 
endanger the conati tutionali t:r or the entire l egislation. 
Subsequent court deoia1ona 1181 haTe al tared t hie opinion. 

Regraded Unclassified



- 27-

i!tl\;:r.laj,!!WJHt 
1'111 ... 

Que~Uon 12. 

Recommended !reaeurY deale1oa, 
j 

I t u reoo•endld tbat 1t a 1peo1al tru1t tulld 11 ee­
ta'QlUhed, 1 t m ould be aanace4 b7 a board ot traet•••· 

156 

. 
(1) lla~~ageaent b7 a board ot tru1ten would tlll'thlr tba 

purpoae t or whioh the tulld 1• propoled· t o be eetabl 1ehe4, 
1.e., to l norea .. publ1o oont14enoe 1a the proper uee ot the 
prooeede ot pa:troll tax oolleot10111. · · 

B. Negat1 •• Al'gll!entl. 

(1) fhe tru1tle1 would han noth111C t o do. (fhe7 oould, 
howner , all be resular GoYernaent ott1o1all .. n1JIC ex 
ottlo1o. ) 

C. Att1rmat1n Op11110111. 

(1) The AdY110rJ Couno11 reooaaended the aanageaent ot 
tbe tund b7 a board ot trueteu. 

D. Negat1 Ye Op1n10nl. 
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Quut1on 13· 

Reooaaende4 !Nf!!l"l lleoUloa. 

!hU 11 a .. uor gpoa ftloh w 4o aot feel qaal.U1e4 '• 
Qke a zoeoo-ndaUoa. Aaoac Uul pereoao n o w0Dl4 ooo• 
logloal oan414atll are the Beozoetarr of the ~uurr tiM 
01reotor of the Bud~t~t, the !zoeaouzoer ot the Un1to4 6tateo, 
the Cha1rlllan or the 8oo1al 8eour1 t:r Board, and t he .t.tto:me:r 
General . 
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Queetlon 1~. 

Queatlon 15. 

Theee two qu .. Uone qat N treated togetbel', bllt 41Y14e 

sheeetlne lnto the two fuother queetlonal {1 ) Should tbe 

tund be guaranteed a 3 peroent retlll'llt ant (2) lbould Ule 
tund be innated l n epeolal iuuee or outatanding obl1gatlonat · 

These two queatione oan log1oall7 be decided aeparatel7, aa, 

It t he deo1aion should be ia fa.or of guaranteeing the fwld 

a 3 percent rate but of in't'utlBg 1t 1n oatltan41ng obl1c­
t1ona, the difference in Ntlll'll alght be u4e up to the fUIId 

!rom the Tre aeur7. 

I . Should the fwld be &!!!Z'&ntee4 a J percent returnt 

Reco..ended Treaeur1 deoiaion, 

It 1a reoo-ended that the fund ehould be guaranteed a 

return of 3 pe.roent. 

It ehould be noted that the rate of interest guaranteed 
to the fund beooaea of IIUoh lell liiJ)Ortanoe lf the full 
reeene etho4 of fl.nanolng le abandoned and 01117 a eN.ll 

eont lngenc:r fund aooUIIUlated, 

.l, .ltflru.the Ars!l!!ntl. 

(1) It il onl:r b:r t he uee of a deflnlte 1.ntereet rate 

thAt a present 't'alue -:r be aet upon future papenta. lhlob 

a rate IIUet be aee~:t for eDJIPle, to deteralne the extent 

to which an7 1nd1't'1d '• &IUIU1t7 baa been earned b:r h1a on 

and hie eaplo:rer'e oontrlbutiona, or to co~ the preaent 

Talue ot a Pederal aubald7 with that of tbl proceeds of preaent 
and fut ure pa:rroll tuea. Upon the belie of paet experlenee, 

3 percent aeeaa the ~•t reaaoaable round figure t o take for 

thle purpoee, probabl7 erring eo .. llbat on the high aide. 

(2) l't'en lf the 3 percent rate 
reaulta 1n a reduction 1n the ~UIIt 
which would otherwlee be neoeeeary. 

le too blgh, lt aerel:r 
ot Oo•erDMnt eube14:r 
It le Just aa well that 
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paranteo4 rato of 1atoroot. 
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(1) n.o 'lbole •-' of I6Wi ••• n'M1~ te ~ •Jd• 
ah0ul4 be oloarlJ' otato« u no!io U 1• 111oloati&~ uo.n1., 
to oonotal a porUoa of 1 t 1a tho fora of a paraatoo4 rato of 
laternt. 

c. .lff1raat1.ft Op1a1ou. 

D. JesaU TO Op1111oao. 

RaooaM!4o4 !l'o!!V7 .. o1o1o!e 

It ta rM_.ao« that tan••-' 1a opoolol 1•-• ar 
ia outotaa41ac ooovU1oo oholll4 lie at •n• .,uoa of tM 
8eoretarr ot tbe troafti'J' (or tilt lool'4 of ft'U•ooo 1t -
11 aet up), nbltot to tho 1'04(1111'0M&t t~~a• ao ooovU1" 
.. ,. be pvohuo4 to ,.to14 lt" tball ' ,_ .. ,. n.t• _..., 
ill efteot, tbat all 1anotMIRo •n bO 1a opoo1al lent• u 
lo~~& ae ao GoYti'!Mat ooov1 Uoo aro oM&laa'lllt to J'ltl4 u 
IIUOh ao J pti'Otftto 
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A· Me•nte 1D taDr ot 1RYtl,11!1 lp petla]. ''"''· 

(1) The u .. ot BPeOhl hnee pe1'111U the tran ... uoae 

ot the tund to be baDdle4 w1 th le .. 411tiurbanoe to the eeoa­

r1tiee markete. B7 .. aae o~ epee1al 1enee, the 1'11114 oaa 

110ure 1ntereet, oo-no1q 1-41ablJ' attar 1te MUJ' be­

ooaee aTailable tor ianet.aa,, while the •ne:r pa14 oYer 'o 

the Treasury tor the epeoial 1enee 11&7 be uee4 to re4uoe the 

aaount of retund1ng ot ou.rrentl)' aaturing ten .. wbioh would 

otherwise be neoeeeary. It 1e a aee4leee d1eturbanoe to the 

bond aarket t or the ~ to be OOIIPelled bJ' law to puroheae 

outstanding aaouritiea, whUe the 'rreaaury 1e at the .... 

t ime eell1ag refunding iaauea. (So .. tiaee, ot oouree, the 

'Purohsse ot outatanding iene a Wider auoh o1ro•atuoea 

eight be good bond aarket polio)', but it ahould not be aade 

... ndatory. ) 

(2) It the fWid 1a to be guaranteed a fixed return, 

thil can be hendled 110et oonYenientlJ' by •an• ot apeoial 

1aeuee. Aa preTioualJ' aoted, howeYer, it oould aleo be 

handled by an oYer-all eubaid.J to bring the rete ot retlll'll 

on the 1nTeat aente ot the fund up to t he guaranteed rete. 

B. Argu•ente in taYor ot 1nYeeting 1a outat!Dding eeourit1ee. 

(1) The 1nnetaeata ot the tWid would aen •re "real" 

to the publio 1t the)' were aade 1ll preY1oualJ' outetan41q 

teour1 t1ee, rather then ia aew !reaeury "I.o .u.•e•. 

0. 0ptn1ona in tayor ot innatinc in apeo1al ieaa ... 

D. Oo1nione in taYOr of 1llnat1M in outetan41ng aeoari u ... 

Regraded Unclassified



• 

:61 

- 32 -

Question 16. Will t he 'l'reaeurloap~rove exteneion o! the 
Boolai Security t o oover farm i&bor 
and d§meatic service' 

Recoaoended 'l'reaeurJ decision. 

I t iS recommended that the Treasury Department ask tor a 
postponement or the application o! the Aot to these groupe 
o! e~ployees while it engages in active study ot ways and 
means of overcoming d1tt1oulties i nherent in the adm1n1stra­
t1on of taxes w1 th reape ct to them, w1 th a view to reporting 
at the next session ot Oongreae. 

A. Atf1roat1ve arguments. 

(l) Farm laborers and domestic servants are 1n the 
lncooe classes that need moat the protecti on o! old- age 
benef1ts. 

(2 ) 
would be 
groups. 

The present and proposed eube1d1ee !rom the Treasury 
more justifiable 1! cover age were extended to these 

( J ) I! benefits are increased and speeded up it will 
be more feasible to bring euob groupe under t he Aot t han has 
been the case in t he past. 

B. Negative arguments. 

(1) The extension o! coverage t o ! arm labor and domest1o 
eerv1oe would involve tax collection procedures that would be 
very expensive in relation to the r evenue collected, it anr­
thlng approaching o:> mplete enforcement was attecpted. 

(2) Under t he existing schedule o! benefits many tax­
payers would probably overpay because o! the l arge subsidy 
w~lch could be secured by such overpayment. 

()) The per eone that underpaid or did not pay at all 
~Ebt, when they reached retireoent age, pol1ticall7 force 
t he payment o! a tree benefit not related t o earnings. 

• 
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c. Att1rmat1Te op1g1oa•. 

(l) The A4T1eorJ Oouao1l faYore br1Dg1q ap-1oultural 
labor and domut1o eerY1oe UDder the Aot bJ JaauarJ 1, 19llo, 
1! adiD1n1etrat1nlJ teaeible. 

(2) The 8oo1al 8eour1tJ Boar4 fawn br1q1aa lal)orere 
1n large-eoale ap-1oulture UDder the Aot 1-d1atelJ, aa4 
domeat1o aerYante aa4 the rell&1a1ng f&l'11 laborer• after a 
autt1o1ent lapse of u .. to worlt out the a4a1n1etrat1n 
proble&l• · 

D. llegahn. op1g1on•. 
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Qun tioll 17. 

Recommetlded !reaeurt 4eo1e1on. 

It 11 reoommended that euoh tablea be preeellted ooYerina 

the ne~ 4o or 50 7eare rather than erten41ng epeoit1oall7 to 

l9SO. the uae ot th1e date toetere th! erroneoue 111Prteeion 

thet the 171tea will reaoh a aature oondition at that time. 

A. Att1rme. t1Ye ArgW!Iente. 

(1) Eetiaatee onr a long period ot u .. are neoe!!lr7 

to ehow the JDagni tude and the problema ot the eooial eeourU7 

progrp. Short-term eet1matee, while ,.r.ing ueetul pul'­

poau, do not preeent a oo.-plete pioture and are •er7 lilt­

l eading. 

B. llegathe .lrg!!Mnte. 

(1) It 1e 1mpoeeible to prediot with any olaim to creat 

accurao7, &mOWlte relating to tbe 41etant future, .,peoiall7 

when theee uounte are dependent upon eo atn7 ooapl1oated and 

unpre41otable taotore. 
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PrO"""d plaa AC-14: 'beaefl\ ~h • ...,._bl e peJTOU 
rutrtt, ....S hUrlll contriwtloae, ae-ac a otap-~:&p 1n pqrc>U ' 165 .u•• ~o 1~1~ la 1940 Mel \brae-~ 41Yh1oa of coot bet ... .,._ 
p1o)'tr . np1o7'1•· aa4 oo ... ~, etartlnc wiota reoerore 11 depleted 

(Ia a11Uone of 4oUare} 

Benet1to ~·11 ReHrYe hUral !kboldJ' a e 
!otr wl>oldJ' pereeat ot 

11Qr011 

1940 556 30,390 2,001 
1941 688 30, 4.40 2 , 225 
1942 782 30, 4.40 2 ,362 
1943 872 30, 4.40 2, 413 
1944 968 30, 770 2 ,378 

1945 1 , 042 31,080 2 ,277 
1946 1 , 169 31, 4.40 2 , 040 
1947 1,263 31,780 1 ,712 
1948 1 ,368 32,140 1 , 279 
1949 1 , 463 32,470 741 

1950 1 ,642 32,810 107 
1951 1,661 33,180 560 1.~ 
1952 1,747 33,530 616 1.84 
1953 1,837 33,870 646 1. 91 
1954 1,946 34,230 683 2 . 00 

1955 2 ,014 34,580 706 2.04 
1956 2,147 34,970 751 2.15 
1957 2, 240 35, 3:11:> 782 2. 21 
1958 2,355 35, 700 821 2,30 
19~9 2,444 36,060 851 2.36 

1960 2, 537 36,420 882 2. 42 
1961 2 ,649 36,790 9:11:> 2.50 
1962 2 , 731 37,150 947 2.60 
1963 2,808 37, 500 9'13 2.69 
1964 2 ,899 37,860 1,004 2,65 

1965 2,947 38,190 1,021 2. 67 
1966 3, 067 38,550 1 , 061 2,75 
1967 3, 166 38,920 1 , 091 2.80 
1968 3, 249 39,260 1 , 122 2.86 
1969 3 ,330 39, 620 1, 1150 2.90 

1970 3 ,425 39, 970 1 ,182 2.96 
1971 3,524 40,290 1,21.5 3, 02 
1972 3,622 40,620 1 , 248 3, 07 
1973 3,730 40,940 1,284 3. 14 
1974 3, 832 41,270 1,319 3.:11:> 

1975 3,931 41 , 690 1 ,362 3. 25 
1976 4,034 41, 620 1,386 3, 33 
1977 4,135 41,660 1 ,420 3. 41 
1978 4, 252 41, 700 1 , 469 3. 150 
1979 4,352 41,7110 1 , 4813 3.57 
1980 4,466 41,780 1, 527 3.65 

Bt gi1111lDC 1n 1951, the reqW.,red ta~ rate on OIIIP107'1r an4 oa omp10TII 
would r1ee tro. the prertouo 1n e1 of 1~, aa 1Dd1oated 1n the fi.Dal 
COlumQ, 

!I :Pi&Veo baeed on eot~taa prepared b7 thl Social SecurH 7 Board. 
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,.,..- .W ,:-.= .::;:•~ ..._., S 0 ... • 'le ... ~ 
,._..., ... Al$0 dD ...._ el ;e 'Ji ~ 
atwr J_, 1. INio atllla-ue le ••• ....... .aa ••• q 
UrltiOC Of oost ........ iWo .. ~ ....... IsM \ .... !66 

QliUW \ -'ft .... UHIIIIC J$ 
'II !&lJI•! If lllt..l 

I I I I Metqu 
r-: ._.n .. I ft,JHU I 

.. _ 
I ~ I ,.._,of 

I -.lldq wne;LJ. 
1940 1566 30,110 1,617 
1941 688 10,640 1,101 
1942 712 10.640 1,411 
1943 872 10,640 1,141 
1944 968 10,7'70 710 

1946 1,043 31,080 101 
1946 1,169 :n,440 act •• 19.7 1, 363 31,?80 467 1. 41 
1946 1 ,368 Ja,140 - 1.110 
19f9 1 ,461 a:a.~ Ill? 1.111 

1950 1 ,1142 33,810 1147 1.117 
1951 1,661 33,180 118? 1.?? 
1952 1,7.7 33,1130 Ill 1.M 
1953 1 ,837 33,8'10 1146 1.91 
19M 1,946 14,310 6U 2.oo 

1955 3,014 14,1580 ?06 2.04 
1956 2, 14? 14,9'70 ?Ill 2. 111 
1957 3,340 311,330 783 2.31 
1958 2,368 311, '700 831 2.30 
1959 2,446 36,060 861 2.36 

1960 2,537 36,430 882 2.42 
1961 2,649 36,790 930 2,60 
1963 2, 731 3?,1110 "' 2,56 
1963 2, 808 3? ,600 9'1ll 2.68~ 

19M 2, 899 3?, 8SO 1,004 2 .66 

1965 2 ,947 :118,190 1,021 2, 67 
1966 3,067 38,&60 1,011 2,711 
1967 3, 1116 :118,130 1 ,011 2.80 
1968 3,341 39,3&0 1,123 2.86 
1969 3,ll30 39,630 l ,UIO 2.!10 

1970 3,4311 39, 9'70 1,1U 2. 91 
1971 3,&34 40,2110 1,2111 :a.oa 
1972 3,622 40, 630 1,34oll 3 . 07 
19'73 3,730 40,940 1,8M 3. 14 
1974 3,833 41,270 1,319 3,ao 

1975 :a,tll1 41,1110 1,3112 3.211 
1976 4,014 41,630 1,111 3,33 
19'77 4,138 41,660 1,430 3,41 
1978 4,3112 41,'700 1,41111 3,110 
19'79 4,3112 41,7110 1,412 3,117 
1980 ioilt tloZ!!l .-l.,lllf 3aY 

le&iwac 1a lNf, \lie retUn4 tax nts oa ...,IOJ'V 111111 oa ...,to;ree 
wouJ.cl rl .. tna u.. prntna t.ft1 sf 1~, u lJI&lootet 1a \be t1aal 
col-. 

l1 rlcvss -... 00 sou-\Cs ,. 11 -sf -, tM leotal. leM't tT lloar4. 
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1'1'0 po114 :plaa A0-141 Keu.a\e4!/ Hadl\ ~ h, \&Jal>1e )ilel1'0ll, 
contloctnoJ re10rn ,?/ u4 l.Ural contrl'DuUono , with preMDt tu 

oche4ule M4 with Clo•e~t oontr l'DuUoDO IIIIo Me414 

( Ill 111111oDo of dollar• ) 

rl4ere1 
8v.lle14.J ee 

TIU Bonetlh Pqroll .... ". percut of 
nl>old.J l!!~ll 

1940 566 30, 390 2,001 
1941 688 30, -wo 2 , 2215 
1942 ?82 30,440 2,362 
19~ 872 30,440 2, 718 
19"4 968 30,7?0 3 ,001 

1945 1, 042 31,080 3,230 
1950 1, 542 32,810 5,286 
1955 2, 014 34, 580 6, 600 
1960 2,53? 36,430 6, 600 263 • ?2'{. 
1965 2, 94? 38, 190 6, 600 572 1.50 
19?0 3,425 39,9?0 6, 600 949 2.37 
19?6 3,931 41,590 6, 600 1 , 362 3,2? 
1990 4,~ 41,780 6 , 600 1 ,877 4.49 

!/Fll"J'eo bue4 on eotila\eo pre:pered b;y \be Socill Secur1 v .Boerd. 

Y The conUilcti1CJ r11orn 11 \be_, of 1.1Ceu t&De OYOr b111et1t 
~11U ICCUONleted. at 3 percent inter11t. lbe11 b111eflt ~U 
e:a:ec4 ts.>ooo the COI1tii1C0""1 r .. ene h held CODOt=t, l.e., a 
1'14erel IW>Iidy h \1>111 1Dtro41lce4 ln the a111nmto MCIIIUJ' to 
l'llj)p1- n t current t&D o :p1n.• intereot iDCOM on the -=t of \be 
r•••.rn. 
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lleU..\e4!/ 'MDefU pa,Milh, \&Jal>1e JIAlTOll, 
ccnUnteiiCf reoene".:Y &114 :hcleral oontrlllla\loae, wtt.ll •MI>-"11 1a 
!"'1"01\ -• to 1~1~ 1n 1940 uc!. tllree-ftT 41v1o1on of ooe\ be-
~"""" e:~~plo;yer, -.p1o;yee, u4 Ooftl..-n\ 'beeilllllDC 'lbell \be Ooftlrll-
,..., contr1lllat1oll reacllee 1~ ot \be -b1e JIAlTOU. 

(Ia 1111llollo of 4olllln) 

r.4ual 
llallatq a• 

roar -a.a.etlh l'IQTOll b•ne ~\of .Uolq II&YrOU 

1940 11156 30,3!10 2,001 
19G 688 30,440 2, 2:211 
1942 782 30,440 2, 362 
1943 872 30,440 2, 413 
1944 968 30, '1"10 2 , 400 22 ,07f> 

1946 1 , 042 31, 080 2 , 400 100 ,32 
1950 1, 1142 32,810 2 , 400 1523 1 . 158 
1955 2,014 34,580 2,400 682 1 , 97 
1960 2,637 36,420 2,400 868 2. 36 
1965 2,947 38,190 2,400 997 2.61 
1970 3 ,4215 39,970 2, 400 1 , 168 2,110 
1976 3,931 41,590 2, 400 1 , a38 ll.19 
1980 4,.e& 41,780 2, 400 1 , 110l1 3,60 

B«l!nnlac w1 t.11 19110, tile reqUrK taz rete Oil e.plo;yer &114 Oil ...,lo;yee 
woulc!. r1• trooo \be prewtou 1tftl1 ef 1~, ae indicated 1a \be tiDal 
C01U&. 

!/ rlt;areo 'baoe4 oa .. ts.-tee prepared ~ t.lle loo1al &eoarU7 Boari.. 

Y !he conUaceao;y reMrft 1e the _ , of uo .. o -· o'"r benefl\ 
~ente ace-late4 at 3 percent lateroot, lbell beMfU ~ate 
exceed ta:do \be conUapDC)' ........ 1e held oonotut , i .e., a 
Federal .Uolq 1e then 1atro411Ge4 1D \be -'" nooeo...,. to 
npp1-nt cnarren\ taze• p1uo i nter .. t iaoo .. CD the ....,.,., of the 
rtaene. 
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J'rOJ:OIIcl ploD AC-14: l aU .. t.4!Jl>.,.orU ~llh, taxable pe.poll, 
COIIU~I\CY ruern,Y aD4 7e4er al OOII\rlW.\lOIII, with OOIItlJI'IIIUICI or 
prount 1~1~ attor JamlllZy 1 , 1940, IUI4 Oonr-llt COIItrlW.Uolll up 
to 1~ wholl 111oclod. 'fhro ... way clhiolo11 or ooat l>otfton 101plo:yer, _. 
ployee , ancl Go•or,..nt thoroattor , 

(In mllliono or clollaro) 

Benoflto l'ecloro1 
Sul>aicl)' ao 

Year Payroll B••e.r.e porcont or 
: .ul>eicl)' Jl!!l!Oll 

1940 566 30, 390 1 , 697 
1941 688 30, 440 1 , 700 92 .~ 
1942 782 30,440 1, 700 183 .60 
1943 872 30,440 1 ,700 273 .90 
1944 968 30, 770 1 ,700 :126 1. 06 

1945 1 , 042 31, 080 1 , 700 351 1.13 
1950 1,542 32,810 1, 700 1130 1 . 62 
1955 2,014 34,580 1 , 700 689 1 . 99 
1960 2, 53? 36,420 1, ?00 805 2,:18 

1965 2, 947 :18, 190 1 , 700 1 ,004 :?.63 
1970 3, 425 39, 970 1 , 700 1 ,165 2.91 
1975 3, 931 . 1 , 590 1, 700 1 , 335 :1.21 
1980 • • 456 .1,780 1 , 700 1 , 510 3.61 

Boeinnin& with 19""• tho required tax rate on e~~ployor and on 0111pl0700 
would riu troiJl tho prortouo le.,.l of 1~, ao 1Dd1cat,od 1D tho final 
COlUliD. 

Y ~·• l>aaod on oou .. teo prepared by tho Social SecurH7 Board. 

Y '!'ho COII\in&Oncy ruorft 11 the ..ount of axcuo taxu o.,.r l>enerH 
pe,ymo11ta ac~tod at 3 percent illtn .. t. '1M11 l>en,oti t pii1BIItl 
excood taxao tho co11t1D&ency reaono h hold conotant , l.o, , a 
Federal wboidy h t han introdueod in the omounto necooaaey to 
supplement current taxes plua lntor .. t inco.,. on tho amount of the 
reserve. 

• 
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Jib SOCIAL SECURITY RECOlOlEifDATIOIIS FebrUArT 23, 1939. 
3:15 p.a. 

Present: Yr . Haas 
Ur. J . Douglas Brown 

B.M.Jr: 

Brown: 

H.:.l.Jr: 

Brown: 

H.!.! . Jr: 

Bro•'ll: 

H. li .Jr: 

Brown: 

B.!I. Jr: 

Brown: 

a .~.Jr: 

Brown: 

Now, as I remember it, since I lest saw you, there ' s 
a couple little things I want to look at - a compari-
son of • • • • • 

Xes. That's the old-age assistance, the effect on 
old-age assistance provided old-age insurance is in 
effect. Of course, these figures are very rough 
figures . But if old- age insurance i s in effect -
only Title I - tbat 1 s the 50-50 grants to ~e states. 

Tba t ' s the way it 1S now? 

Wow, without any oid-age insurance - that's the 
pr esumption contrary to fact. 

Oh, without any? 

Without any old-age insurance, old-age assistance 
would mount up to two billion for the Federal 
Government and two billion tor the state govern­
ments by 1980 . 

I don't understand that. 

It ' s in or der to show tbe effect of an old-age 
insurance plan being in effec t •••• 

•hat bave you got now? 

Under present conditions Title II is in effect, 
so that the 1940 - since old-age insurance doesn ' t 
begin paying, 1t will be the same for old-age assis­
tance as now; but as you gradually get into these 
later years with Tit le II, the old-age insurance 
taking over more and more people, it tends to bold 
down the cost of old-age assistance, so that t he 
Federa l Go vernment is saving there 400 mill i on dollars 
from what it would otherwise appropriate tor ol d-age 
assistance to t he states, because of the fact there 
is old-age insurance . 

I don't get it . 

It is compl icated as the dickens. 
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If old-age insurance were not in effect, that is, 
if the Congress bad only passed Title I in 1935 •••• 

Wtw.t ' s Titl e I ? 

The old-age assistance title, whereby the Federal 
Government puts up halt up to $15 of what the state 
puts up - the other $15. 

that ' s what you call old-age assistance? 

Yes . That's in effect now. But if there were no 
old- age insurance it would get out of hand . See, 
it would graou.ally go up to two billion dollars . 

That's the Federal? 

Just the Federal load would go up to two billion. 

That 's SO percent. -

'Xha t ' s right . lhe state would put up the other 50, f 
at least two billion But the idea in ' 35 was that 
the insurance as time went on would hold down the 
assistance, since more 8nd moro people would get an 
old-age benefit rather than the old-age assistance . 

llon' t you have to add these two? 

Well, in that _sense 1t wouldn ' t work to add the two, 
because this is the effect after another condition 
develops - that is, the old-age insurance is in 
effect. Perhaps it would be better to take this 
figure, either one of these; because of tee f eet 
that old-age insurance is in existence, the Federal 
Government saves these SUDS of money year by year. 

Well, that's better for me. Savings resulting from 
the present Title II, which is old-age insurance. 

That's right. 

And we save . ... 

that much money ••• 

each year. 
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That's right. 

That I can understand. 

Because if it were not for tbe insurance scheme, there 
would be aaey more people wbo would need to go on re­
lief, and thet relief money would have to come SO 
percent from Federal, roughly, and so percent from 
the states. Since there is old-age insurance in 
effect and these people bel~ to contribute and their 
employers contribute, it means that the Federal Govern­
ment saves something roughly approximating these 
figures. 

And I believe the way that point came up in our dis­
cussions was that we were discussing the use of other 
than payroll taxes, and I said that because the old-age 
insurance was in effect the Government would save 
money and that would be a justification for the 
Federal Government using other than payroll taxes 
to help in the old-age insurance scheme. 

Now, see if I 8 et it. Savings througb the old-age 
insurance plan to the Federal Government is this much. 

Yes, that's it - of course, as much as you can approxi­
mate it . 

How what I want - I get this on this column - now 
then, I ask, 1f we changed and went on a basis tbat 
the Federal Government assumed one-thi.rd of the cost 
of the old-age insurance plan •••. 

Yes • 

• • • how much would that cost us in addition over the 
present system, where we're going SO-SO? Is that the 
way you're working the thing out? 

Well , you could put it that way. Y • u could say that 
under the old-age assistance plan tSe Federal Govern­
ment 1s putting up under the present Act these aWls 

of mone)'. 

I see. 

Row, if it were not - it's a sort of an opportunity 
relationship - if the Federal Government were not beinc 
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relieved by these payr oll taxes cominc in tor 
old-age insurance, it would otherwise have been 
spending this much. And tbe argument 1s that, 
since it is saving all this sum, over a billion 
dollars by 1980, that there is a justification 
for the Federal Government using that sum more or 
less to assist 1n the insurance scheme. 

Now, at the same time, by 1980, if we go on the 
basis where the Federal Govern~~ent is going to 
assume one-third or the cost, how much will that 
one-third cost? 

It will be somewhat more than that. It is ditticult 
to estimate, because a great deal depends on wba t 
timing you use. In other words, 1f you bold do'II'D 
the payroll taxes earlier, it would mean that the 
Federal Government does c011e in •••• 

No, I mean supposing we go to one and a halt, one 
and a hal!. 

A third would be one billion 574 million. 

That's the total cost to the Federal Government 1n 
1980 . 

That's right, the appropriation by the Federal 
Government, allowing payroll taxes going - cont1nu1nc 
a t one and one, and then going above that as necessary. 
And by that time each or the three would be paying 
) .77 percent. 

I see. .t.nd that would cost the Federal Goverllllent 
one billion 574. 

Whereas tae amount of saving !rom tbe fact that 
there is an insurance over against what it would 
have to pay tor assistance is one billion 145· 

I see. 

Save a considerable part of what the Government 
otherwise would be paylnc. And the Government 
would be saving all these years in addition to 
these years. Would be an offset proposition. 

Would it be more apresaive if we totaled tbem? 
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Of course, one dHficulty is these figures are 
approxima tions, and you can't have anything better 
than approximations from now until 1980 ; but the 
principle is entirely sound and it ' s a questi on, in 
my mina, of the precise premises of your estimates . 
And tba t was, by the way, a basic assumption from 
the first, that the old-age insurance will lift more 
and more people out of the need for assist ance. 
Assistance is paid f or 50-50 by the Federal Govern­
ment and the state government, with no eaployee or 
eMpl oyer contribution. Therefore, since the old­
age insurance does lift these people out a nd does 
save the Federal and state gover nments consi derable 
sums, these sums here, there is a Justification for 
the use of other t han payroll taxes . 

Has tha t been sta ted tha t way before? 
usual way to state it? 

Is that the ' 

VIall , it ' s - I don't know if just that way. or 
course, in various conver sati ons I ' ve had, I've 
s t ated it that way, but it hasn ' t been stated 
publicly tha t way very often. Yost people aon't -
haven't gone into it very much . 

How am I going to • gee• my position over on taxes 
and still be consistent if I'm for one and a nalf, 
one and a half? 

Way in the future. 

It • s way in the future . 

Bow far in the future? 

!•d say it's variable . 

That goes in effect in 140. 

I n ' 40 one and a half, one a nd a half - tha t ' s 
a l ready 1n the law . That ' s no change of what 's on 
the books now. !low, f or that matter, two and two 
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is in the law. l~d per sonally, I t hink 6 sound 
principle i s t ha t if you go t o one and a half 
one and a half, then on the basis of fi ve yea~s • 
tax experi ence there will be r estudy as to the 
ma t ter of f uture tax rates or f 'uture use of other 

than payrol l taxes , because by 1941-42 the basis of 
computations will be much more accurate . 

l'lell, I want to j ust talk a minute on this thing. 
I mean this is the thing tha t I •ve been t hinking 
about . This is the t hing that ' s going through my 
mind - I've talked about this to Bell - that we all 
have these pressures on the Treasury from particulur 
int er ests, and the only way t hat I see that we can 
get ourselves on a fairly sound basis - a.nd I'm 
jus t t oying wi t h this thing, and I called up Bell 
here a coupl e days ago, asked him t o think about 
it - is that Re appl y what I call the pri nciple of 
the Comptroller of the Currency's office: that i f 
the banks want t o be examined and if the people 
of t he United St ates think the banksshould be exam- 1 

!ned, tba t ' s a service we render to the banks and 

t herefore we tax the banks to pay for that Federal 
service . I f the shipping interests of this country 
want the harbors deepened and' docks built, so f orth 
and so on, we should put a tonnage tax on shipping 
nnd let theill pay f or that service. If we want 
good ~cds, then all gasoline taxes and automobile 
taxes and tire taxes should be earmarked and spent 
only for good roads and eliminating grade crossings, 
so forth and so on. ~le spend, I don ' t know, five 
hundr ed million, a billion dollars, a billi on and 
a half dollars, that we can get back selling bonds 
to t he publ ic against particular public works ; that 

should go in a revolving fund , and t hat money, 
whatev&r it is, should be spent over and over 
again;as the revenue pays it back, voted out by 
Congr ess for new public works; hnve a revolving 
fund, fi ve hundr ed million or c bi llion dollars , 
self-liquidating public fund , for public improve­
ments , r eclamat ion, power, so for th and so on. 

Now, if that theory is right - I mean that the 
normal taxes we place on business - I mean I 111 

j ust - I mean this i s very confidential, because 
it ' s sti ll i n very much of a nebulous s t a t e - t he 
normal taxes to be ra i sed will pay for t be normal 
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expenses of government. Then the Post Office and all these other special tb!ngs that we do should be self-support1ng . And then, 1n t1aes of e•er­gency, you b&ve only two extraordinary expenditures, and one i s tor armament~ and the other is t o take car• ot the unemployed. 

Then it leads me to this thing, wbich is tha t it that theory is right, then t hese various insurance schemes should be self-supporting. See what I mean? 

Yes, but in here you're asking payroll ta.xes tb&t the .. ployer and employee pay not merely to do the self-supporting thing, which is to take care or persons now in productive employment, but to meet an un~arned benefit which Congress has decided should be provided 1n giving a man much more than he contributes because be happens to be now old. And I t bink to carry that propos! tion t hrougb you would say that tor all young persons, see, all persons, sayi under 35 or under 30, this scheme should be se !-supporting. But since we star ted in the middle of the stream and we have plenty now that are 45 and 50 and 55 1 and yet Congress sees fit to give them e larger benefit than t bey have earned , that should not necessarily be attributed to payroll taxes. 

Now, a second a rgument there would be that Congress has already committed itself to this old-age assis­tance; by doing a better Job on the insurance, 1n l arge measure it is not adding e new cost but is transferring the cost from assistance cost to insur­ance cos t by paying a better unearned benefit. 
See wha t I mean? I feel that it you allocate the cost or these unearned benefits entirely to payroll taxesi it will tend to displace l a bor by charging as a abor cost the full charge of displ acing these old workers that a re a lready 60, 65; e nd I think 1t would be better fiscal policy to attribute that 
charge to general r evenues . 

Well , are you sayi.ng to me that we meet this thing half-way and say that when the people who are now )0
1 

)5 , become 65, they should be salt-supporting, but .•e just take care of t be people who are over 
.35? 
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Well, it approximates that, but you never meet it 
quite that way . In otner words , tne biggest argu­
ment f or government contributi ons to this scneme 
ls the fact that you 1r e payina an unearned benefit 
to persons who a r e too late i n life now t o have 
contributed enough to earn their own benefit alone 
that tney and their e•ployers share . If we had 
start ed this scheme f orty years ago •••• 

How many years ago? 

••• - forty -it would bave meant that tne persons 
t hat we are now r etiring, aee , would have contributed 
over a lifetime, 1n their employers' share and their 
share, what would probably be entirely sufficient 
as an average, top and bottom, to take cere or t neir 
own benefits . But like all private employers, when 
they first put in a pension plan, tney have to take 
for granted that they will put in additional coats , 
since a good many of their people are too old to 
tribute enough to pay for their own benefits. 

~ou see, in a way the Government is committed in 
either way. If it pays it by ossistance, it pays 
it by a hundred percent Federal and state. If it 
pays it by insurance, it - now it ' s getting all of 
i t from payroll; it would s t ill be, in a sense , ahead 
of t he game in part if it put part of the money in 
and still got a certain fract ion from employers and 
a certain fraction fro!ll employees . 

Well , as I understend it, if we go a third, a third, 
a tnird, and the Government put s up a third, we 
won't- the cost to the Federal Government •••• 

A full third woulo cost the Federal Government more 
than thls . 

More tnan tne present system, when we put in 50 
percent, by about 400 million? 

If i t were a full third , that tnird would be one 
billion 500 million by 1980; the saving over against 
old-age assistance, which a lone would be one billion, 
145 .. ... .. 

lfow, what the states would do - if we •re relieving 
the• of their entire burden, wha t do tney do 1n 
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l'eturn? 

That would be a question, as to whether there would 
be any way . Of course, you could argue that if the 
states by so much were r elieved of taxation, that 
there would be in general a source of further revenue 
to the Federa~ Government. 

II ell, I got an idea I'd like to put up to the s t ates, 
and say we wouldn't do this in a state ~ess t hey 
concur; that is th&t a state gi ve up all right to 
inheritance taxes to the Federal Government, for 
this. 

Of course, they'd say, •Well, we ' ll wait; we ' a like 
t o walt until these benefits reall y begin to be 
paid .• 

I mean I 'm very anxious to get the Federal Government 
the exclusive right to t ax estates, see? Uake a note 
of thut, George, see? I mean ••.• W 

That's the best tax to start with, too. 

And how much the states collect, see? Now on a 
qu1d pro quo basis, if we ' re going to do this, then 
I'd like to have it fixed that the state - that 
we'd keep on 1n the s tate on a so-so basis, but 1! 
we take it over and contribute a third, then the 
state bas to give up ul rights to inheritance taxes. 
How, would we collect 400 m1llion on that basis, on 
the present inheritance tax? See, it ' s very confl1ct­
i .ng, this thlng of inheritance and estate taxes. 
That's one or tbe things »a&ill •bile he was here 
was try1ng to tell me. 

Excuse me e minute. 
Well, Miss Chauncey. 
or McHugh t o come in 

(On phone) Mrs. ~lotz, please. 
Hello. Tell Chauncey 

here: one or the other. 

Row, figure out, you see, what do the states collect? 
When the s t ates collect it, it's called whet? 

Some of them have inheritance tax, some est ate 
tax, ot hers a combination. 

I ' d like to get the states out or this entirely 
and say all inheritances taxes - all death taxes; 

Regraded Unclassified



Haas: 

H. li .Jr: 

Brown: 

li .:J.Jrl 

llcliugh: 

li.l.l.Jr: 

Brown: 

:?9 

-10-

that's the word I want to use - should belong to 
the Federal Government. Row, how much would we 
gain if it1 s just on the present basis? 

Vle •ll give you a figure. 

What do you think of that idea for n trading 
basis? 

1 1d certainly say all to the good . You're relieving 
them, as time goes on·, as the old-age insurance 
benefits are more adequate - you're relieving not 
only the states, but, ~ay, in Oregon, the counties 
that ere putting up their sha~e against the state's 
share, again~t which the Federa l Government puts up 
50 percent. 

•Now, we say we're going to do this for you; we'll 
write it 1n the law that we'l l only do this provided 
you will say that for the term of the act •.• •- or 
something; the lawyers would have to do that - •you' l l 
give up to the Federal Government all right to all 
death taxes . • 

(McHugh comes !n) 

Bob, some place or other there is a little black 
book that Dr. Magill left on ta.xes, written by 
Magill and Carl Shoup. It was all very confidential, 
and it's a black book that he wrote - somewhere, some 
place. 

It ' s on taxes. 

Specially bound book written by Magill and Shoup, 
Just for me. 

(llcBugh goes out) 

Of course, I'm trying to look at it from the state 
point of view, the relief to the state because of 
the payment of old-age benefits as an entering wedge, 
you know; it moves up gradually. The first year 
they're relieved 1n part, of those 65; the following 
year it will be the ones now 66 and those 65; next 
year, 67, 66, and 65. 
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For a long time we've been t alking about overlapping 
taxes; there 1 s nothing more over lapping than death 
taxes. 

And it's a type of taxes - better type to be 
collected by the Federal Government. People make 
their fortunes on a national basis. 

And I want t og reatly increase that - I mean the 
one t ax which is not deflationary, and r•m anxious 
to increase that greatly. But I could do it much 
more rapidly if it was exclusively a Federal ~ax. 
And we would then be malting an entering .edge on 
the questi on of overlapping taxes, which is a 
thing I haven' t done in five years; and I don't 
know aDf place that it ' s better to start than on 
death duties. 

Yes. 
And this thing might taste a bell of a lot sweeter , • 
George, if we could say, naere we're giving up ···" 
I don•t know wbat we ' re assuming for the states . 
I ' d like to get this, to look at it from the states ' 
picture: now much are we relieving the states of? 

That 1 s t be same figure. 

It's exactly the same as Federal. 

Bow mucb do we relieve them of? A billion one. 
That ' s a hell of a lot of money . 

But it comes in gradually • . 
Tbat1 s all right. 
It gets into big money ten or fifteen years from 
now. 

-

But you ' ll find the death duties the states collect 
don 't approach a billion dollars , and the way to do 
it is to average it over thirty or forty years. And 
after all, if we ' re going to write into the law that 
we ' re going t o contribute to the states that are poor , 
it ought to also be possible to say •but provided that 
the atate does not collect any taxes on deaths." 
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or course, this would be a contribution to a Federal 
Act, but that the Federal Act, because or its more 
adequate benefits, relieves the state or having to 
pay old-age assistance - to that exten~- you can' t 
say to that precise extent; you can say., since the 
Federal Act is going to p&y the old person, say, 
before he dies, if the revisions go through, say, 
plus twenty dollars for the wife - that's sixty 
dollars - Joe Fish now does not have to go around 
to the state a ssistance office and ask for sixty 
dollars; he goes to the Federal old-age insurance, 
puts his claim in, and gats sixty; therefore, the 
state saves thir ty and tha Federal saus thirty. And 
the a rgument would be that the Federal, in saving its 
thirty on the assistance, has made this sixty dollars 
more possible by being willing to contribute a part 
of that old-age insurance cost over time. And the 
state certainly is saving, say, tbirty dollars in the 
case of that couple. 

Yes, but I - you could throw into wbat 1s-his-name 1s w 
lap .•.. 

think 
Blough' s lap . On estates, I don't/Florida bas any; 
some estates go down there and escape it completely. 

On the other hand, New York, for instance - they have 
high estate t axes, and tha t applies detinitely. 

Jersey go t a lot of its r elief cos t s trom the 
Dorrance estate, after a long fight. 

And this would be an entering wedge into solving 
this thing ce • ve tsl.ked about - nobody 1 s done it -
this question of overlapping t axes. We 've always 
said we didn't want to start the conversations 
because Nhatever thing we started, we felt the 
Federal Government would be getting the worst end 
of it. But here we are, definitely doing something 
for the cost of carrying old-age benefits. 

Part of - there still would be those not covered 
under old-age insurance. There would still be 
an affinity between those concepts: those who die 
rich help those who get old poor. 

You mean that ' s wby the states •••• 
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You llli&bt make that argument - very logical - that 
if the Federal Government i s to assist old people 
more adequately ••• 

That carries out my idea: if the old people want 
the service, we make those who di e rich • .• • 

Those woo die rich help those that get old poor. 

\'/rite that down. Those who die rich help those 
that get old poor . That' s s good slogan. 

Some have more than they need, others not enough. 

Do you think - this suggestion of mine isn' t out 
of the r ealms of possibility? 

I don't ~now how it could be implemented in 
statut ory for m, but t here certainly is a ver y 
definite logic in the argument that the states 
are being assisted in meeting their costs of old 
age by having a Federal old-age insurance scheme, 
and the Federal ol d-age insurance scheme, to the 
extent it costs the Federa l Government money, saves 
in the l ong run the s tate money. 

No~<, where a r e r~e on this damn law aeyway? \\'hen 
they going to get around to me? 

Nell, the last word I bad from Altmeyer - the thing 
t hat got me up in t he air Just now is, he wants me 
t o go up there llonday as. r epresenting t he Advisor y 
Council; then there ' s PolsOlll and several business 
people - Swope and uybe Stet t in! us . Then I think 
from the strict Government end ne 1ll go beck up as 
representing the Boar d , and then they'll probably 
ask you. 

Why should you go up there, Yr . Secretary, until 
they have the law written? 

From Altmeyer's posi t i on, I would say toward the 
end of next wee~, beginning the following 

Why should I go up if I can avoid it? 

Yes . 

Regraded Unclassified



B.ll.Jra 

Baas: 

B. II .Jra 

Haas: 

Brown: 

B.II.Jra 

Brown: 

a • .11. Jr a 

Brown: 

!Clotz: 

B.ll.Jr l 

!Uotz: 

Baas : 

H.M.Jr: 

Klotz: 

ll.II . Jra 

: 83 

-1.4-

Because I'd •uch rather not. 

I think you can work out • pretty good case wey 
you shouldn't. As you said, the social insurance 
part of it is Albaeyer•s, and until they can have 
something concrete from the financial aspect, you 
can't comment. 

8aven1 t they got that? 

lfo . 

I think the important thing, sir , is whenever you 
cere to give clearance, whatever you think you want 
to give, t o Altmeyer , because he's the one who has 
t o begi n a constructive case. Natura.lly, he doesn't 
want to begin his constr uctive case unti l he clears • •• • 

I don't know where the hell the President 
this one and a halt, one and a halt , sea? 
graa t trouble. 

As I•va sean it around here, 

(Krs Uotz comes in) 

Do you know Mrs . Klotz, Pr ofessor Brown? 

llow do you do? 

Bow do you do, Prof essor Brown? 

I think the thing you ' r e (B.M.Jr ) asking f or is the 
thing we had bound. 

Yes. 

I t hink you've got t hat home. 

Doesn't Blough have a copy? 

Ther e 's no t hing at home. 

I think you took it up to the country one weak-end . 
Wa•ll continua looking, but • •• • 

I don • t need it tonicht. I mean tomorrow wlll do • 
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All right. 

Somebod:r could look through there - go up to 
my bedroom and look through there. You might ask 
Janet to take a look. I've got a lot of books 
up there. 

Probably . 1 don't - know we haven't got it here. 

1 have nothing in t be country. 

You baven1 t? Well, we 1 11 find it. 

(llrs Klotz goes out) 

Well , the main issue, of course, 1n tbet list of 
questions that ~ltmeyer sent over, as we bave dis­
cussed it at various times, comes to that questi on 
of tbe use of other than payroll taxes. !low, in 
the Board report it supports the principle tha t tbere 
be tbe use of other than pay~oll taxes, in addition • 
to going to three and three percent on pa)TOll taxa~ . 
And the whole program as recommended by the Council 
recommended by the Board hangs on that point . 

Well, let ' s see where we ' re at tomorrow. You going 
t o be here tomorrow? 

1 can stay over, sir. 

Jr are you going to be 

You see, since they asked me to come Monday - if 
you' d like to neve me stay, I'd like very much to 
s tey, sir. tobicbever we;y •••• 

No, it's not necessary. Tomorrow's a difficult 
day. Nhat time you going on the Hill? 

Altmeyer said ne'd put rne on as early as he could . 

You mean Monday. 

But I can come down here ten o 'clock. 

When you get through, why don•t you come down? 
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I ' ll do tbat, yea, sir. 

Bllb? 

Xes , sir, I'll be here Monday . 

I better give you an appointment tor Monday, because 
first thing you know I get all stacked up. I'• putt1DC 
it down tor 2: )0 on Monday. 

2:)0 on Monday. 
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~resent : 

a .... Jr : 

nltmeyer: 

a . .. !. Jr: 

.,.;r. lls nes -
llr. b ell-
--r . Baas , 
r.tr . Wlli te..,. 
Mr . Duffield " 
IAr . ~>l tmeyer 
l.lr. Eccles 
Mr . Ruml 
r.tr. ~rederic " · Delano 
r.lr • ..;urrie 
lolr . llr o ¥>'0 
ltr. Blough..,. 

All rignt, gentleaeo . 

E.lr . .. 1 tmeye.r , this constl tutes " so-called fiscal 
and monet6r y group f or the Pr esident . ue 1 re an 
info rmal or ganization ut work for nim s nd r eport t o 
him . Confidentially , the Presi dent is having you and 
mysulf and Ur. Hanes and a representa tive from the 
llil l end Professor Douglas Brown at 12 o 1 clock Uond!Ot' 
t o discuss his position ana t ho position that I will 
t Hke before the Committee. 

Now, naturally, a.ny position that I hke will be, 
as v;e ag r eed befor e , only as it uf l'ec t s fiscal 
problems . 

nod if you woulc state t o tl'lis s r oup wlla t you think 
you wa.nt f r olll t he Treasury - " fiscal position -
or what &r e tne things t hn t the <'r es1aeot has to 
say yes or no to , wos t do J. lla ve to s ay yes or no 
t o , and what would you like us t o s ay? The floor 
is y ours . Do I make myself plain~ 

ies . 

I mean J ere ..;ooper is comin& down, you see; he said 
he wanted llle t o come up there this week . I s aia, 
"No I donlt knoYf where tho Presi dent stands on some 
of these th ings ." So I ar r&nged f or the meeting for 
12 o 1 clock lolonday. low, wh1< t is there 1' or the 
"resident to s ay yes or no t o und whut is there f or 
me to s ay yes or no t o , and whut Nould you l ike us t o 
say? 
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I thinK it breaks down into two c a tegories of 
questions, ~. ~ecretary, one dealing with costs 
and how tbe7 will be financed, and secondly, dealing 
with how the fund shall be handled, what so~t of 
bookkeeping arrangements, what sort of trustee 
arrangement, 1f any - that sor t of thing . 

Now first on the matter of the benefits and now 
they shal l be financed. The ~ocial Security Board 
is recommending that benefits be commenced next 
yea r instead of in 1942 under this old-age insurance 
system, and that the benefits in the early years be 
l1beral1zea. 

George, give me a pad, wil l you? 

(Bell nands s . » . Jr a padY 

Xou' ve got to watch this virector of tbe .Dudget. 
That 's why I•m having him cnanged . 

I 've go t all your pads? 

He won't l e t me keep o piece of paper . 

uo you think you'll get them back by changing? 

1 don't know, but I •l l be a l i ttle safer. 

• 11 right. I' m sorry, but we have our troubles 
here in the Treasury. 

I can a ppreciate that. 

So the first question we'd like to know about is 
wnether the Treasury is in ac~ord with the 
recommendation of the ~oard that benefits start 
next year and that the benefits i n the early years 
bQdiberalized . 

Hhat does that mean: benefits start next year? 

Under the present law, monthly benefit payments 
start January 1942 . 

Janua ry 1942 . 
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Beneti ta start. 

Yea . 

Now we recommend that tbe7 start in 1940 . It 
Congress acts by July 1 of this year, we tbink 
tha t administratively we would be in a position 
to process the claims b~ J anuary 1, 1940 - I 
mean by July l, 1940. "e think we probably ougbt 
to bave a year t o expand our field force from tbe 
time tbat ~ongress ac t s , altbougb conceivably we 
coulo start earlier. 

On tbe liberalization 

Now tbe benefits under tbe present law start JanUAry 
1, 1942, and you're recommending that tbey should 
star t January 1, 1940. 

ole don't say specifically wbat date in 1940. 'lie 
say in 1940 . 

O.K., I get you. 

Now, on tbe matter of liberalization, we recommend 
tbat tbe benefits payable to tbose retiring in the 
early years be larger tban tbey ere under tba 
present law, but tbet in readjusting tbe benefit 
structure we readJust i t in such a way tbat as tbe 
system matures we reacb a level of annual benefit 
coat no greeter tban our present estimated annual 
benefit cost. ~nd that ' s been tbe problem tbat•s 
confronted us f or tbree years . We tried to work 
on the benefit scbedule so that we wouldn't have a 
peraanantly higher annual benefit cost. 

Bow does that wor~? You mean you begin to pay tbe 
younger people - I mean just bow does that work 
out in practice? 

w~ pay tbe older people who are r etiring in tbe 
early years more in proportion to the contributions 
tbat bave been made on their behalf. 

lha t 1 s a change in schedule? 

That's a change in scbedule, but tbe schedule we 
propose to change in aucb a way tbat as tbe systea 
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goes on year by year, the benefits in proportion t o 
past contri butions are not a& great. •nerefore you 
come out i.n 19dO, when we figure t he system will be 
m11tured, at an annual benefit cost no greater than the 
present law . 

It will be no greater. 

Uo greeter . 

uver bow long a period? 

uever any greater. · 

on • 

lae s econd big (\uesti on, il seems to me, confronting 
tne 1reasury is, now shall these benefits be financed? 
vnder the present law, as you Know, it is contemplated 
tnat ell of these benefits shall be financed out of 
payroll taxes . So the ~uestion is snether we shall 
continue the present policy laid dovm in the law ot I 
financing tnese benefits entirely out of payroll t axes 
for all time to come, or v/hetber He shall r ecognize ' 
that eventually there would be some contribution out 
of revenues derived from other than payroll t axes . 

'Ine .Doard ' s recommendation is that the present 
schedule of payroll tsxes not be disturbed . 'Ibere 
is a one-half percent increase every tbree years 
until 1949, and Ne r ecoomend that that scneoule not 
be disturbed, and that af t er tbet date, when the 
cost of benefits, annual cost of benefits, exceeas 
the annual payroll t axes, then the ~ederal uovernment 
undertake to finance that deficiency out of other 
than payr oll t exes, in some proportion, we don't say 
what vroportion, depending upon bow much of thepopu­
lation is covered unoer tne ola-ege 1nsurence system. 
At present we estimate that there are about 70 percent 
of the - 75 percent of the workers covered - not of 
the gainfully occupied, but of the workel'S covered, 
ond tha t percentage increases as time goes on, 
automatically , because people are in for e portion 
of their working life and build up certain benefit 
rights. t>o that ln the course of years, even with­
out any amendment. to extena coverage , you will get a 
considerable proportion of tbe gainfully occupied 
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population h&ving developed some rights under 
the old-age insurance system. 

'Nell, summing it up in a nutshell, I think the 
moat important 4uestion before the Treasury is 
whether it will recognize the principle of making 
contributions out of other thon payroll taxes 
at some time in the future. 

ls that what is known as tne three-way plan? 

'lhe tbree-wey plan. I think the timing of when 
those contributions shall be made, aDd the amount, 
are subsidiary questions. 

"'O you think tbe maximum amount tbat the general 
taxes might contribute would exceed a third? 

Should not. 

Even if you adopted the maximum program in your 
report, it would not exceed a third of the cost 
out of general t e.xes . 

You mean reta ining the present tax schedule? 

Yes. 
I think you'd nave to step up your present payroll 
taxes eventually, maybe JO-odd years from now, trom 
three percent to perhaps three and e half percent 
each, or even f our percent each, it you ke;:t the 
Gover~ent contrib~tion down to one-third . If our 
original estimates are correct, t ben they would not 
n~ve to be 1ncresseo. 1 mean you could have a 
three-way split with tne present payroll taxes. 
But the evidence that we have collected since the 
~ct's been in operation indi cates that our est1=ates 
were probably too low. But a s years go by we may 
find out tney were all right, or even too high. 
It's too soon to make any definite estimates. 

Way I usk a question? ~tartlng these benefits in 
'4J, would that - how much does that mean in dollars 
tbet would go out of the Treasury? 

Well, it depends upon bow far ~ongress goes 1n 
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liberalization. I don't think that in the year 
1940 under any conceivable plan you can get 8 
great amount of money out in benefits without 
destroying the principle of contributory soci al 
insurance. · 

H.~ . Jr: Hut t~at - but I mean s tarting it - there must be 
some dollar figure . 

J.ltmeyer: Yes, yes. 

Bell : You estimated, di dn 't you1 t 5J, OOO,OOO in the lest 
·six.months of 1940 if you· a tarted January 1. 

hltaeyer: Oh, more than tbat. 

Bell: Well, I've seen some figure of ~5J , OJO ,OJJ as a 
minlmu.:o. 

Al tmeyer: As a minimum, that's right. 

Ho nes : Nearer 5JO m.illion. 

hl t meyer: It conceivably could go up to 500 million. 

li. II.Jr: Joimny, should Blough be here? 

Ru nes: I'll 

H.A.Jr: I'll get nim. 

Hto1eyer: 

a. :~ . Jr: 

(On phone) Tell Blough t o come in, please. 

If «e started benefit payments JanU&ry 1, 1940, 
~s an extreme outside ficura you might be able to 
pay out benefits of belt a billion dollars . I think 
it is more likely that you could not do tbat without 
destroying the principle of contribut ory social 
insurance, and that it would be closer to 100 million 
dollars . That is my off-hand guess . 

~/ell , wnat ' s the answer? I mean wbat I •m trying t'o 
get at is - there is this one school of thought wbich 
says we shouldn't increase t he taxes by one percent, 
sbouldn' t increase it from two to three. Now, one 
percent uounts to about JOO million, doesn't it? 
IVbat? 
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25i> million dollars, about. 

250 million. 

1.92 

well, does starting the benefits in '40 offset -
1 mean on the basis of net contribution, does 
starti ng the benefits in ' 40 - would tha t about 
equal the one percent that ••• 

It might, but I - of course, our Judgment is that 
this is a social insurance system and that we 
shouldn't be looking at 1940 and deciding what 
we're going to do either as rega r ds benefits or taxes 
just thinking or 1940. I•o r ather see the systea 
scrapped, 1 think the country would be better orr 
if we abandon the whole idea of contributory social 
insurance, then to t hink we could run a system of 
contributory old-age insur&nce on a year-to-year 
basis end make it the tail to the uovernment's 
fisca l policy. I tbink it should be just the 
o ther way arouna . I think that's where we split 
entirely with the other school. 

well, I'm going t o expose you, if you don•t mind, 
in a minute or two, to that school - if you don't 
mind. 

He ' s been exposed before • 

(Blough CO!IeS in) 

Now, Professor Drown, did -I mean 1 1 ve got to ~eep 
r e tresning my mind all tbo t i me. On this question 
of starting the benefits in 1940, are the hdvisory 
Committee and Social Security one on that? 

Yes indeed. 

Yes. Now, on continuing the tax program the way tbe 
law is written? 

The preponderant majority of the Council favored the 
continuance or the step-up, that is, going to one 
and a half in 1940 . There was a minority group that 
f avored holding the t~x down on certain provisos 
which were related to the cost of benefits. 

Wr . •ltmeyer, a re there other tnlngs that you want 
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to bring up tha t are up to the Treasury besides 
this? 

Well, that •s the ca tegory of the benefit cost. but 
os I say, there's the other category of questi ons: 
~hether the handling of the funds shall be altered. 
tha t doesn't involve ••• 

Well , I think I •m right, ~<m 1 not, lleil, in saying 
tha t whether you're a trus tee or whether you put it 
in ano ther fund, it al l amounts t o the same thing 
when you're a l l through, doesn't it? I mean the 
money is there;until toe budget is balanced we've 
go t to use toot coney, unless we expect to sterilize 
it. I sn ' t taat. wna t it aoounts t.o? 

'lna t ' s rignt. 

r me~n all these argument s on tnat, I tnink, are 
perfectly silly. You can nave a board of trustees 
a nd the '-hief Justice of the United St a tes and a • 
f ew o ther people, and put i t there, und if the mone~ 
i s there, is he going t o sterilize a billion dollars 
or- if it 's the Chief 3ustice- or is he going to 
give it to the Treasury a nd 1•e •re going to use it 
and borrow a billion oolle rs l ess. l mean I think 
that personally on that I soe perfectly clearly. I 
mean it's Just - as f a r a s I' m conc£rned, it's a 
perfectly silly argwnent. 

!here's only one thing •••• 

oiell, there, Kr . Secreta ry, 

l mean these other things I'm not so sure of. 

~he Council saw tha t you might say technicall y the 
position 15 tne same, but they felt very definitely 
tbot as a matter of publlc understa nding - that the 
grea t ma Jority of people do no t understand these 
fisca l a rrangements and tha t they do understand the 
rather age-old arrangements of trusteeship, end that 
while the actual arrangement of funds •.rould be 
similar, that there would be an entity they could 
l ook to a s being trustees ot the old- age insurance 
fund . 

~ell , of course, Professor ijrown, I'm willing to say 
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publicly - we' r e trustees t'or somewhere over -
exclusive of the stabilization fund, we're trustees 
for over five billion dollars - the 1reasury. I 
say that the •reasury Department is a truatee and if 
the Gongress hasn ' t got confidence, then let's take 
all the money away. See what I mean? But if they 
have sufficient confidence t o let us handle five 
billion dollars worth of !'unds, plus the stabiliza­
tion fund - seven billion dollars - if they haven't 
got confidence, then take 1t all awny, I don't want 
any of it. 

But 1 mean the Government Life and all these other 
69 trust funds that we have - up to now I don't 
think anybody 1n Congress bas ever said we don't 
administer these things nonestly, and it's a Question 
or, when the thing is placed with the united States 
'l'reesury, either they heva confidence or they don• t. 
I 1d r !l tber, it they don't have confidence, let thl!ll 
take it all away. t mean I'm willing to say that 
publicly. 

I think this whole th.ing of this thing being there -
I don ' t think · the people would say that they r eally 
went to understand it - I mean the politicians that 
e rgue about it. 

l.lid your group feel strongly on that? 

Well, you see, the advisory ~ouncil group tnrougbout 
its existence bad this problem coming up repeatedly, 
and it felt that the si•plest thing to do to avoid 
these misunderstandings in the case of a very large 
tuna welch affected practically every wage-earner was 
to make tnis simple arrengement of trusteeship; that 
probably the actual officials involved, or tne arra 
ments, would be very similar . 

There is a certain British precedent there: that it 
woulo be largely nominal, but yet would be one or 
tnose symbols thnt make tor public understanding. 

••ell as rar as I'm concerned, bS 1 say, I don't 
l me~n a s long as they don•t try to sterilize the 
money, I don't care. llut if they want to tie it 
up and lock it up so we can't use it, then I do care. 
~ut 1f tbey want trustees, wby, they can make the 
vb1ef lustice of tbe United States a trustee if. tbey 
want to. Xou knoW what 1 •ean? 
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Let me just - Kr. Altmeyer, supposing we say - I 
would say, unless some other person - I'll give them 
o chance in a minute - I would say that the decision 
t o start the benefits in '40 as against '42 - I would 
say that that was your decision. 

I don 't know whether anybody wants to talk about 
that - do you, J.ir . "'Ccl es? - the decisi on as to 
when t o start the benefits? 

.. eu, the sooner the better. I certainly wouldn't 
object to starting t hem in 140. I think that 1f the 
Socia l l;ecuri ty doesn 1 t do something about stat'ting 
the= in 140 - I think Congress will anywey. lt 1 s 
just a question of whether the Administration is going 
t o pr ovide a leadership in this scheme, or whether 
it 1 s going to be taKen away from them by ~ongress or 
by the nepublican ~arty next year. I mean that's what 
you're up against. e 

Viall then, as tar as you're concerned, you're in 
sympathy . 

I'm certainly for starting them in 1 40. 

.Jr. !lela no? 

'!bat' s our idea. 

•r. Ruml? 

~ell, I c&n 1 t answer t ha t ~uestion without saying 
something first. !Icy I? 

:Lou can say anything you want. 

It seems to me tbe fundamental questions here are 
whether the Social Security program as a whole is to 
be deflationary, inflationary, or neutral . I've been 
looking at it from the standpoint of fisca l end mone­
tary policy. If for political r easons it must be 
deflationary, then some offset to that must be found 
elsewhere for the time being. "nd accordingly, it 
seems to me ttu. t anything tho. t could be done prudently 
that will make the burden of carrying the deflationary 
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load of the prograa less on the budget ~s a wbole 
would be all to the good, because as long as it 
bas to be curled at tbe present time 1t will appear 
as a deficit in the budget@ry operation end will tend 
to disturb tbe general public confidence witb respect 
to tbe handling of the r est of the operation. 

•1ell, but getting beck to tbis particular question of 
starting the benefits in '40? 

I think it tends to make a smaller burden on otber 
a spects of the fiscal and monetary operation. 

Dan? 

I think they ought to be started 1n 140. 

~otm, have you got anything to say? 

l believe they should be started ln '40. 

You're (~ro170) on record, aren't you? 

(Nods yesJ 

l.:urrie? 

(Nods approval) 

Well, who doesn't think they should be started in ' 40? 
"11 right. J.t least we've got asreement on one thing 
for you. How, on the next tbing we're going to have 
a little argument. 

Kay I ask, does this also include the UoeraJL11:a 
of the benefits in the early years? 

hell l didn't think - I mann I don't know whether 
onybbdy wants to take a position. I mean I didn' t 
want to take a position because, if I may say it, 
this group - my position hns been that Mr. Altmeyer 
is the architect and draws the plans, and be submits 
them to me and it's up to me to finance them, and 
I don't want to- I ' m the contractor and not the 
architect. Now, if somebody else wants to be consul­
tant to llr. Altmeyer, it's all right. I mean does 
anybody? 'l'twt doesn't - I mean I'm Just stati.ng my 
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own posi tlon. lloes anybody want to get in on that 
question? 

Well, it seems t o me that r see no purpose of this 
committee, as a ~iscal and Vonetary Committee, 
considering it at all unless we're going to consider 
it from the standpoint of effect upon the national 
economy . We discussed this whole budgetary matter 
and submitted to the President in December a program 
with reference t o an 80 billi on dollar income as an 
objective, and it see~a to me tha t this program here 
should be considered in the light of a recovery pro­
gram . knd if the program as is proposed by the Social 
Security now is put into effect, we ought to recognize 
its deflationary effect and be pr epared to offset that 
deflationary effect by other appropria tions. 

nnd so it seems to me that we have - as a >iscal and 
llonetary Committee we huve t o approach this from a 
s t andpoint of its general effect upon the economy 
a nd wha t is the objective of fisc al and monetary 
policy . 

VI ell, I • m not arguing, but I've got s time factor 
here which Congressman Cooper raised - it was a day 
or two ago - he wanted me to come up this week, and 
I didn't want to go up this week without having a 
chance t o t alk ·d tb you feople ond g et your aavice 
on this thing, end I don t think that the President 's 
ever committed himself definitely yet. nt least, he 
hasn 't in any conversation with me . Bas ue with you, 
Utmeyer? 

~es, ne apparently favors toe 1940 beginning date 
and liberelization of benefits in early years . 

das he cottmitted himself on the increase in toe taxes? 

l don' t think he bas. 

I don't eitoer, and tha t's ••.• 

tla a lmos t endorsed the r eport tha t went up, in which 
they didn't exactly recommend, but almost recommended 
t hat this present schedule of taxes remain. is that 
right? 

lly oiscussion witb hill was upon the assumption that 

. . 
. . 

'' ...... , !.: . -~ ..:.·~ulh... . ; .. ._ • ~ 
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the present s chedule or taxes would remain, and 
there wes no question r aised on that . 

\Vall, from m at he said the other day, I think be's 
cbanged, nnd tllat again is • •• 

l think so too. 

l thlnk be's changed. I h&ven•t. nnd that's another 
reason wby I asked f or a meeting , and to have you 
there, because I thought you were under tbe impression 
be hadn't. But I think be bas • .t.nd as I say, while 
t nis - Marriner, I r ealize personally it ' s only one 
piece or it, but I've got tbis - I've got a time 
factor, and I wanted to ~ow wnere you f ellows stood, 
and I thought it was only f air to nltmeyer tbat be 
sit in while at least this group was making up its 
mind. 

We had a two-day sess i on or two while you were away, 
and so Mr. ...1 tmeyer knows • • • • I 

Hut he didn 't take your advice. 

Wbo didn 1 t? 

'!be Pr esident. 

We never discussed it with him. 

You sent him a llelllorandum. 

r:o, the meJ:~orandlll:l never went to bim. 

Oh, I didn ' t ~ow tha t . 

No, there was no memorandum ever went to bim. Dan. 
got sick. In the meantime - this was on a Friday 
we were to go over; we were to go over Friday 
afternoon. Dan got sick, and in t he meantime the 
report of tbe Board went over Saturday; it was 
signed and went up. So we never - we jus t dropped 
i t . 

l thought the r eport went over. 

The report never went over. 
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1 never knew that. 1 may I k i b tove nown to, ut • , , • 

lne thing never was discussed wi th the President. 

Well , I was under the impression that it had been 
\'I ell , anyway, that still brings us back to the ' 
import ant - I think the important thing is to get 
down to the 4uestion of the increase in the taxes . 

Uay I .say a word on the t !'rom the social insurance 
stcnupoint? 1 don't want to presume to tal k about 
the fisc&l and monetary end of it. But from the 
social insurance standpoint, l think we're a t the 
cross-roads on this business, and if we can• t mAke 
the contributory insurance principle stick in tbis 
next year or two, it won•~ stick at all anq we go 
t o a sys tem of free pensions financed out of general 
revenues; and 1 thin& it 1 s right in the balance now. 

Now, the thing that di sturbs me is how to maintain 
a reasonable balance be tween contributions and • 
benefit payments in these ecrly years a nd impress 
the public with the fact that you cannot pay increased 
benefits unless you make increased contributions . 
If we cbn1 t get that idea ac ross now, we ' ll never get 
it across in the future . 

~ven under the present law tne bmount of benefits that 
are pa id to an old person who retires in 1942 is 72 
times as much a s he contributes. Uow, that 1 s going a 
long ways fro~ the p~inciples of private i.nsurance. 
nnd I feel strongly that if a t the same tioe we 
11berali2e benefits, increase benefits, we say •e 
can cut taxes, that the public will be entirely 
confused as to what is meant by c contributory 
insurance system, and that the next time we cooe 
along to ~ongress a nd say we have to increase taxes, 
there will be much question about whether it's all 
worth the candle - "Isn' t this Just a huge book­
keeping arr angement wheru you go t hrough a lot of 
motions but after all it doesn't amount to much, 
a nd wny'isn•t i t much simpler to pay people thirty, 
sixty dollars a month out of genera l r evenues and 
huve aone with it?" 

That ' s the p~oblem as I see it . ••ow, there ' s no 
country in the world that speaks of these as taxes. 
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Tbat's tbe first unfortunate thing tbat we bave to 
contend wit~: tbat we speak ot these payroll taxes 
as taxes. ~bey•re spoken or as contributions in 
every other country that bas a contributory old-age 
insurance system, and that brings nome the close 
re1ationship between the two. 

hnd secondly, there is no country in the world that 
I know of that has started with such a low rat e or 
contributions ln comparison witb the benefits prom­
ised, as we've started with. Under our proposals, 
the ultimate benefit cost may be six billion dollars 
a year in 1980. It will surely be between 800 million 
and a billion dollars probably in the next five years • 
.. e're beaded for tre~~~endous annual costs. nnd it 
seems to me Just folly from the standpoint of mal 
ing an insurance system not to recognize the years 
to come - ~nd I don•t mean 1980, • mean the next 
five to ten years - 1n our financing arrangements , 
rather tnan to just look at 1940. 

It seems to me that it is most encouraging that the 
leaders in botb r actions of labor and the leaders 
among the employer groups have endorsed tbe step-up 
in 1940. Now, 1 don 't know of snother tax, if you 
want to call it a tax, where the people who pay the 
tax say, ".ve 1 r e ready to pay the increase. • Now, 
it is certainly strange if the people who pDy the 
ta~ are lilling to pay the tax and the increase in 
tax, that the "overnment should say, •nell, you don't 
luive to pay it.• 

And I thiDA the reason they're willing to pay it, 
these people who sat in on Ur. ~rown's committee, 
is that they recognize that unless we establish this 
reasonable relationship between contributions and 
benefits, we ' r e sunk on this whole approach to 
social security. 

Kr. tiecretory, I'd liKe to corroborate that. I feel 
very strongly on this point: that should the tax rates 
not be increased to one and a half percent 1n 1940, 
that you're definitely endangering the whole contri­
butory program. ~ think you're involving sums of 
money tar , far in excess of these sums in 1940-41-42. 
In other .words, it bas only been in tbe last three 
years thnt the American wage-ecrner, the hmerican 
employer, became aware of the principles of contri­
butory social insurance. ne 1re still at e very 
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delicate stage in public education. •e haven't 
helped tha t public education by calling these taxes. 
One of the reasons the Advisory Council was interested 
in the placing of funds with trustees and so forth 
was to give the nd1on to the people that this wasnlt 
the ordinary type of tax, but it was e contributory 
social insurance program. 

Now, should the one percent continue and the adjust­
ment of r ates of contribution be altered from time 
to time, not because of the social insurance program 
but because of otner fiscal or credit problems of 
government, you ve ry soon begin to lose the sense 
of relationship 1n t he mind of the wage-earner and 
the employer that the contributions in turn bring 
about the benefits. J.nd I reel that is particularl} 
true 1n the case of & change made in 1940, when there 
is the probability that benefits will be enhanced; 
that if t axes cen be held down &.t the very same time 
that benefits are enbancea, you have a double reaso 
for assuming that this is not contt•ibutory social 
insurance, but it 's 6 sort of e tax program on one 
hand &nd a more or less free pension arr~ngement 
on the other . 

tow, we have tremendous pressure toward free pen­
sions, and it doesn't take much of a spark to 
encourage "'Ong ress to s N1 tch to the free pension 
idee, away from contributory social insurance . 

And I • <1 li&:e to say too tho t I 1 ve telked T1 th labor 
leaders - I talked with George aarrison lest night 
it happened that be was in Princeton - hbout this 
very thing, &.nd he is well aware of the problems 
because of nis association in the railroad field, 
and be felt very definitely that both A . F . of L. 
and, to the extent he knew, C.I.O., were agreeable 
to co01e along defin1 tely on this one and a half , 
on the assumption that it did identify the aystem 
ns contributory social insuronce. 

On the other hand, from the testimony of ~olsom 
end S'llope aod others among the employers, those on 
the ~ouncil and many others who followed the thinking 
of the Council, felt ve ry definitely that if we were 
to have 8 contributory social insurance scheme, t bat 
thi~ f i rst step- up should go in to identify it 
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definitely as a social insurance acheae. 

! Just want to add one point, tbat r egardless or 
whether the step-up is made in 1940, the costs are 
going to be such in the next five years that there 
will have t o be step-ups unless there is going to be 
consider able Government contri bution out or other 
than payroll taxes; so that the net result will be 
tha t instead of this established .mown s t qHip each 
yea r - e ach three years ot' llalf a percent, you will 
have irregular, unpredi c t abl e s t ep-ups, and it seems 
t o me from a fisca l and mone ta ry standpoint tha t the 
defla tiona ry effect of uncerte in s tep-ups in payroll 
cos t s i s much gree ter than tha t of the known cost tllat 
you can cr.lcula te aoo .mow fro111 now until 1949 where 
you s t and. 

And 111:1 understanding i s tllot this 250 - t lla t wllat 
we' r e t a lking about really 1s 250 million aol..1ar:1, 
and tha t ' s about three percent of the ~ ederal h"'"a••• 
And. I don't presume t o t alk on the fiscal and mo:ne­
tary side of it, but it does seem to me that we 
to pause when we' r e considering this three percent 
the Federa l budget and decide wha t the effects upon 
the social insurance system may be when we undertake 
to work on the three percent . 

I Now, who, so we don t - whet one person would like 
to take the oppos1t6 side froa llr . Altmeyer? ••ho 
wants to a rgue on the other side from the increase in 
the contributions - see, I've l earned - from one to 
one end a half? Who wants to take the other side? 

"ell, Jim willing to ao it. l don't want it to 
appear that this is all a one-sided affair, and 
nobody else see:os to !'peak up bare for the honor. 

Wr . Altmeyer is my guest, and I thought if we'd 
let one person argue wi t h him • • • 

I think Mr. Delano or Kr. rtuml or Dr. currie here 
could take 1 t on Just as well as 1 could. •lould 
you like to take this on, Heardsley? 

• 
~rovided if my e tatements are not in conformity 
with what the rest of you think, you' 11 supplement, 
amend, destr ay, or wh~tever else is necessary. 

-
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•lell, I t~ it ' s a terribly d ifficult proble• 
because 1t s perfectly clear tnnt , as bus been ' 
pointed out, the principle of tbe contributory plan 
is to a certain e xtent at stake. ~f course, it is 
also ut stake in tbe c;uesti on of whether or not you 
can maintain an increasing level of business and 
national income in 1940 , because if you run into 
another 1937 in 1940, your contributory plan i s 
out any;ray. 

Now, t herefore, it seems to me that the pr oblem 
is this: To what extent CM the program of the 
Social Securi ty boar d , wlthln the frame of its 
policy , be compromised, if you please, with tbe 
exigencies of tbe present econolll.ic s itw.tion, and 
at the same time maint a in what is of value in terms 
of the principles tnat they have? 

Now, accordingl y , you' d look in two directi ons for 
help from the Soci al ~ecurity program . One i s in 
teras of the liberaliza tion of tne benefits that o 
seem reasonable and prudent and ~ould be accepted 
by the public c.s 1•1itllin the frame of policy of tbe 
~octal becurity Soard . 

la.e o ther t a ing you ' d e xamine is whether or not t he 
inco:De siae of tho ~octal Security program can be 
modified so as to, again, be less of a burden on 
the general business situation than would be t he 
case if the present pl&n goes t hrough. 

ho•, it would seem to me tnet, although 1 haven't 
been ln 9ny of tbe conferences - that it would be 
entirely possible t or tile program to be Jus t ified 
in terms of a three-way cont ribution of the Federal 
Government, the employ~rs end tile employees , main­
taining the contribution pr 1ncipl e, but for the time 
being at e somewhat lower r ate. I f t hat is no t done, 
you will have serious alternatives, it seems to me . 
You will have the necessi t y ot maintaining over a 
l onger period of time a Federal deficit in the 
o rdinary budget operati ons , unless someone is 
ingenious enough to devise extra- budgetary corpora­
tions that can operate outside tbe budget, and pro­
gress on that line has been, I t llink, r t. ther slow and 
very difficult because you run into the great diffi­
culty of competition with private business and the 
other critici sms tha t are raised to'Na rd t llat sort of 
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operation, that it's a subt erfuge, and so forth. 

The other danger you run into is the danger of 
precipitating a deflationary movement in 1940 
and the Social oecurity plan having to take the 
brunt of it. Now, $250,000,000 doesn't sound 
largu in a budget of $8,000 , 000, 000 ; $250, 000,000 
is large in terms of a defici t and must amount to 
somewhere between - coming from this source of 
revenue, must amount to, oh, between half a billion 
and e billion dolls r s na tional income . nell , that's 
a significant amount . '•he significance of the 
national income ls not in terms of its absolute 
amount, but its ~rginal effect on profits. In 
other wor ds, at $62 , JJJ , OOO, OOO & corporation is 
most likely losing money, and a t bS or 70 most of 
them are making money. I don't say there aren't 
other effects that cause national income to go up 
and down; but, just isolating this particular effect, 
I think it's a substantially serious burden to throw 
into the business picture in 1940 . t 

Is tha t all you've got t o say? 

~en I, Wr. Secreta ry -can I toke up that ••••• 

••ell, I'd rather - 1f I didn't make a complete 
statement, wouldn't it be better lf we got more, 
because I haven't been ln conference with these 
people e t all, and I' m simply talking without any 
benefit of consultation. 

"o you want me to say s omething on this? 

Sure . l•m only - I meon I'm here both es ~bairman 
and I•m here with mw own responsibilities, &nd I 
haven • t made up my mind. I mean I 1m listening and 
I'm going to bave to go up some t ime next week and 
take a position, and mf mind is still open. Other­
wise I wouldn't ask you fellows over here. I mean 
I'm both a member of the ~ommittee and I•ve got 
responsibilities as Seoret~ry of the Treasury, and 
my mind is still open. And I'm not •••• 

I • . . . 

hOd as Professor Brown knows, we hs ve bsd meeting 
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after meeting, and on this question you've never 
beerd me take a position; l •ve listened up to 
now. 

"i&bt . 

r haven't taken any position. 1 don't know what 
the answer is . 

I'm supposed to be at the ~bite Bouse at 11:30; if 
we don't get through, I ' d be glad to meet again at 
10 tomorrow. I 1d be glad to meet again at 10 o'clock 
tomorrow. • 

~es. Got about lS minutes to get through. It would 
be pretty difficult to do that, . wouldn't it? 

"by not Just StOp here? And COuld yOU c~rOWD) 
stay over or not? 

Brown: ~es . 

B.M.Jr: 

Brown: 

H.IJ. Jr: 

llaas: 

Bell: 

ll . I.I .Jrl 

.. ccles: 

Hecouse we're going to ma.ke up our minds. I mean 
you ' d like to be in at the killing. ••bat? 

lies indeed. 

I think maybe it would be better. I'd like to see 
one thing - maybe it 1 s all r eady - and that is this 
difference of bow much money will go out in 1 40 by 
advancing these payments as offset by the increase 
in the tax. Tbat ought to be fairly easy, oughtn't 
it? 

uepends on wbat plan • ••• 

l oa went a minimum. 

••e're tallt1llg in gen~ral amounts. •bat does it mean 
if we're going to increase the tax? :!:hen &lso, 
••ba t does i t do to tllia other thing, the reserve 
fund? 

Bow much will t hey take in in total if they increase 
tbe tax? What are you taking in now? '*bat will you 
take in if you increase the t ax'l •ba t will you put 
out? Wbicb means the difference is impounded in the 

-
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reserve fund, which means t~e lreasury has got to 
borrow it, and so the deficit • • • • 

~hat effect will this bave on the reserve? 

It will cut the reserve, we estimate, f rom 47 
billion to about six billion dollars at the 
maximum. 

~ut i t bow much? 

To six billion dollar maximun reserve. 

In 198J. 
• 

In 1955 or so you 1o reach your maximum, uld then 
you'd have to maintain your reserve through 
Uovernment subsidy. 

«hat does it do next year? •nat is, by way of -
you pull in in taxes, if you increase this, about 
a total, as I understand it, assuming a 19J7 
payroll - if conditions ore the same as in •J7, 
you111 pull in in t axes close to 900 milli on next 
year, won't you? 

1 didn't think it was that much. 1 thought it was 
about 750 . 

~ould I make two or three comments there before we 
close? 

Mr. Ruml spoke of the possibility of a neutra~ 
tion of the ~ocial Security program. 

It would be wonderful if you could fix one up for 
me; it would be marvelous. 

Kr. Viner and others at our conference felt very 
strongly that we should do what we can to preserve 
tnat neutral position. KnoWing, however, that the 
program has already been compromised to fiscal neces­
sities, ' first of all in the gradual step-up end then 
taking one of the two alternatives that Yr . Ruml spoke 
of the increase in tbe early benefits, we feel very 
definitely that if you compromise still further and 
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· bot~ increase benefits and decr~ase t axes, that 
you ve compromised to the point of virtuall y wiping 
out the close connection in the minds of the people 
as t o what ls a contributory program. 

Now, as f a r as 1937 is concerned, the ~ocial tiecurity 
taxes did take a very definite step-up, because you 
had a one percent fer unemployment insurance tha t 
was not collected until the early port of 1937; then 
you had an increase of two percent on your state 
unemployment insurance toxes, plus the Federal one 
percent . So tha t we'll neve r nave a t ime with as 
r apia a s tep- up 1n Social becurity taxes as we had 
in t not year; at the same time there were practically 
no benefit payments. 

In thirty-

In ' .37. 

seven. I 

So that was , you might say, the peak of the impact o\ 
the Sociel Security pr ogram on business. Now, from 
now on, there's a half percent a lready expected; as 
Folsom said, he assumed it was alr eady integrated in 
business planning . 1here 1 s o very definite d ifference 
from that 1 37 situation. 

Well, answering your ques t ion, Mr . bccretary, taking 
1940, there is no question in my mind that you cannot 
step up benefits suff ici ently perhaps even t o absorb 
the 25J million aollers odui tionsl t ax . I aon ' t 
think you can d o it wi thout Jus t letting down t he 
bar s too t ar and destroying the contr ibutory pr in­
ciple . So if you're looL1D6 t o 1940, you have t o 
recogni~e that there is goir~ t o be mor e money 
collect ed than paid out. 

Dy how much? 

nell I sai d that the conceiva bl e maximum to my mind 
is $5vO, OI)I) , Ov0 th" t could be pul cl out in benefits; 
but my guess is it would be closer to $100, 000, 000 in 
benefits . 
You' d collect seven or e ignt hundred mill i on dollars • 

'-"'":"'"'.: . ,_ >WI>'-.·-··- ' • •.. q;,.... '• . ) ~:; ~~·-·, 10-. L ! - t ' • -~,;, 

-~-. '._;;'I._, /~ 
··~.;,: 8. ·_'c.,. . . "\;'f•( · .. _ 
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Is tbnt fiscal or calendar year? 

!•m talking about toe celendar year. 

Xou'd collect 800 million • 

750 to SUO million, yes. 

,08 

~>o that would mean then you'd be taking out in these 
taxes - call them contribution if you want, but it's 
a tax, I think, on consumption - so you pull that out 
and you put back a hundred million; so you've got 
6JO, 70J million more that you've taken out, so that 
it meens you've got to have tha t much more of a · 
dei'icit, that much more W. P. A. or other expenditures, 
to put back into consumption what you pull out 1n 
taxes . 

~ell, if it's only a difference ot 150, I think Kr. 
Wallace can fix that up _ for you by Monday three or 
tour times over. 

Parity peyments will take care or that. 

Xou 1ve got old-age assistance payments gradually 
rising. 

Xou•ve got those anyway. 

Xou take the parity payments - 220 million parity 
payments; we're not going to get any taxes to offset 
that. I think 1n fairness to Mr. Altceyer and to 
the buaget, we ought to take some or the other things 
tbnt a re going to happen in 1940 and not just ~>ocial 
Security and see what they all odd uptD. liow, we've 
got 220 on parity payments; the agricultural 
is going to be from one to five hundred million ao.L.Ull'S 
extra. 
I ought to add that my guess is '-Ongress will liber­
alize other features of the ~>ocial oecurlty bCt 
which will cost us about 75 million dollars more. 
l think that's rather certain. 

'J.'alking about chlldren •••• 

'-hlldren and old-age assistance. In tact, I think 

Regraded Unclassified



H.;&. Jr: 

~>ell : 

H.J . Jr: 

vurrie: 

II .M. Jr: 

- ccles: 

"ltaeyer: 

li . :.I . Jr: 

~>ltmeyer: 

H.!i.Jt" : 

Al tmeyer : 

-24- 2.09 

we'll be lucky if we get by wi th 7S million aollars . 

Currie, wby don't you in tile next 24 hours neve a -
"r· Bell can give you five minutes now, be can tell 
you some of the things wbich ma y happen, which are 
in the wind, such as cotton and so forth a nd so on, 
which e asily may total up to a billion dollars. I 
think 1f you could have that &s an offset, so tlla t we 
Just don•t concentrate on Altmeyer end say , •well 
now, here's one thing t lla t muotn 't be done, but it' s 
all right tor olallace to do it, 1t' s all right for 
somebody else to do it; but Altmeyer, who is looking 
after llow many million people - we can't l et him run 
hie thing, see? See, be can't do it but everybody 
else ca.n . • And af ter all , 1t Bell can tick off to 
you several hundred million dolla r s in about five 
seconds .••• 

I don't know ••• 

••• it ' s interesting. ~llat? 

"1es . 

Uon ' t you think so? ~nd would you gentlemen come 
back at 10 o 'clock tomorrow- those of you that 
could . 

I can. 
well, I ' a available, anyway. Could you (Altmeyer) 
coae back? 

"1es, be glad to. 

It r s helpful to :ne • ..nd wile t I 1 d like to do is, wnen 
1 go over Vonday I'd like to if possible be in 
agreement If! t b you, so that you and I at least wllen 
we see tile President wi ll ogree . 

\\'ell 1S the President going to r each a conclusion 
befo~e we meet with tile legislators or a t the t ime 
we meet ? 

Twolve to one on Wonday . 

But the legislators are going to be tllere . 

Regraded Unclassified



d. II . Jr: 

Altmeyer: 

a.u. Jr: 

-25-

One - Jere Cooper . llaybe you want t o a ee bia 
before . 

Nell, 1 111 see Jere rigbt now, but not to sew 
hilll up on tbis. 

Nell, Jere Cooper will be there. 
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RB SOCIAL SECURITlC R iCOIDIBIIlATIOU Karch 18, 1939. 
9&45 • ••• 

Present: 

• 

llr . Bell 
Jlr. Baas 
llr. lllouab 
lllr. "l tllleyer 
Mr. Brown 
llr. Outfield 

lbe reason I asked you gentlemen to coae in is first 
I tbinlt I 1 ve got a solution and I wanted to get the ' 
benet! t or your advj,ce without tbe monetary experts 
around . ~an and I are Just a couple of practical 
fellows, see? 

Now let me read something which was given me in 
confidence, a paper of a page and a half tbat 
~ocles wrote for tbe President, stating nis pQ$i­
tion. And out of that I got an idea . Has anybody 
seen this? 

·~ontroversial issues r a i sed by the report of tbe 
~ocial Security ~oard •••• • -you (reporter) needn't 
take this. (deeds further in memorandum) 

Now get this next paragraph: 

•In view of tne foregoing considerations, it would 
appear advisable to defer approval or scneduled 
increases in tbe tax rate.• 

'Lhen the next paragraph to tbe ust one: 

•xr the tax rate increase is postponed at this tiae 
little difficulty in securing increases in payroll 
taxes in tbe future may be anticipated if such tax 
increases are actually necessary to finance curr ent 
benefits and if, at the saae time, a portion or the 
costa of such benefits ia borne out of general taxa­
tion, as is tbe case in ~land and otber countries.• 

How be says, going baok -: "In view of the foregoing 
considerations, it would appear advisable to defer 
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approval or scheduled incr••••• in the tax r ate. • 

Well, of course, he has it wrong . But if you people 
are for a neutral position, I think I•ve got so.ething 
which is so easy an4 ao natural, I lu•t wanted you to 
near it before. That i s this: that my position will 
be that I WI not going to reco11.11end any c heDges in the 
existing law until I see whether .Congress advances 
the benefits of the aged from '42 to '40; if Congress 
should do that, then 1 1 m 1D favor of let ting tbe tax 
increase go into effect. O.K.? 

All right. Fine. 

And I'• furthermore going t o say, "This is one ot the 
real l y fun4waental pieces of llew Deal legiSlation, 
and l'm opposed t o anything tbat may Wlderatine it.• 

!low, I was groping for so111etb1ng. No.w, Eccles lust 
puts it tbe other way around . but he says be's 
saying the thing - "In view of tbe foregoing, i t 
would appear advisable to defer approval ••• • You 
cnn•t defer approval of an existing l aw. 

No . 

But if .. • 

When was that written? 

Tbe l)tb . Banded to me yesterday. 

He gave it to you yesterday? 

Gave it to ae yesterday. 
!'resi dent. 

Going to send it to tbe 

I thi nk r•ve got my position. I tb!nk I can s tand 
on that . 

I tb!nk so . 

*bat? 

l think so. 
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I tninlt so. 

VIlla t do you ttlinlt, l.ian? 

well, supposing tney don't advance tne benefits to 
1 40 and increase tne scnedulas ot tne benefit payments • 
.hre you willing t or the tax to drop out? 

Say tna t again. 

It tney allow tne law to stand just as it is, witll 
oo increase 1o benefits and no advance in tlle date . 

No, then I don•t want the t ax t o go into effect. 

Tha t doesn't quite follow your ••• 

On yes , it does. 

No. You say you're not going to recommend anY 
in the tax law unt il Congress sets on the benefits 

That's right. 
~nd it Congress acts on the benefits, increases the~, 
advances the schedule, then you're aoing to approve 
the increase 1o t ax going into effect. Then the 
question arises that you on tne other side insist 
tha t the present schedule be changed - that is, not 
i ncreasing tne rate 1n 1940 it tlley don•t do that. 

1' 11 no t going to insis t on anything. I mean I ' • on 
the basis - as I s ay, I don't thlnlt we ought to pass 
a tax bil l until the l a s t appropriation bill is pass 
I•ve sai d tha t right along. lly position 1s th.e saae 
as that. I want to see what they do in the way of 
increasing the cost, and if they increase tlle cost 
then I think the tax r ate should ao into e ttect. But 
it they do nothing • •• • 

Yes • 
• • • if" they don't change the law at all and pass 
measures which will to a large degree ••• • 

On tne payment side, if toey don't change t he 
payment side • •• • 

Regraded Unclassified



c 

c 

B.II .Jr: 

.ocll: 

Altmeyer: 

tiell : 

H.li .Jr: 

U tmeyer: 

t! . li . J r: 

»ltrneyer: 

H. \I .Jr: 

nltrneyer: 

d . ~.Jr: 

t>ro.m: 

H. J .Jr: 

t>ell: 

ll . II .Jr: 

Brown: 

214 
-4-

• • • then the tax schedule should be lower ed. 

Is that :your positi on? •bat isn't whet you stated 
yesterday. 

That second thing, I think, is a condition contrary 
to fact • 

. "ell, they postponed &Qmething yesterday, tbe con­
sideration of it, and •••• 

~ell, I think my position would be, if they leave j 

1f they don ' t do anything on the ben.efit pa,)'llients or 
anything, or leave it Just a t this t~e as it is, 
then certainly you couldn't criticize me ver~ se­
verely if I said , •Well then, let's postpone increas­
ing taxes." You wouldn't hl\ve a ny row wi tb me over 
tba t, would :you? 

•I ell, I would . 

I moan we' re t alking amongst ourselves here. • 
The way I feel about this thing is, you 've got your 
tax schedule in the law, people know what it is, and 
they l(JIOW 

You' ve got to be consistent. But from my standpoint , 
I'd be on safe ground. 

Of course . 

Now, you've got to be consistent. 
fellow is here advising ae - would 
grounds? 

Do you mind - this 
I be on consistent 

I•d li~e to ~ut i t this way. 

I mean you 've ( .. ltmeyer) got to s tay consistent; 
it ' s all right. 

I'd like to see you toge ther. 

l:le ("ltme:yer) and I aren't apart on this thing. 
don't expect him to s ay so, but 

I 

You're in a stronger position to s tand for continuance 
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of the one percent if benatita are not expanded 
•ne point that I'• afraid ot ia tnat benefits . ; , 
not expanded at all and taxes are kept at one 
percent, wnicn means you ' re going to neve a aucn 
lower over-all schedule ot old-age protection. 

Now listen, I up to now nave been very careful; I'• 
not getting into anytning on tne benefits, wnetner 
they snould or snouldn't, or how they sbould do. 

But towards these rople - I mean towards tbe 
~ccles tneorists, tn.ink my posi tion is perfectly 
sound. Christ, I'm ~uoting rignt from bis own 
letter ; I•• " uoting rigbt from nis own letter. 

~es . 

Now, whether he 1ll come my way as much as to say 
this - but if on the o ther hand l can get b1m to say 
that.. .. •Ir on the otber band tnese benefits are 
advanced, will you then be wil ling to say that the 
tax shoult.l go into effect?" - I don • t know. See? 

•• ell, one thing , Yr. l:>ecretary •••• 

I think tba t ' s good. 

Now, wnetner you follow that ••• 

It notbing is done, what you going to do about tbat? 

Well, we t l l cross that bridge wben we come to it. 

l> trictly in tne room, it you would do tbe a rguing, 
because I get a little r estless 1n arguing with 
Mr. ~ccles; I mean I'm known tor that. And therefore 
I try to curb myself . But this is your sbop and your 
responsibility. But I finally reel here tbat I've 
arrived at a position wbich is consistent, that it's 
friendly to your work, it doesn't interfere witb your 
work and when you people ao up on tbe Bill. And I 
can take the same position that I do on taxes: tbat 
no tax bill should be passed unti~ the last appro­
priation bill is passed. In the meantime they may 
vote two, three, tour, five hundred million, a billion 
dollars tor a~riculture. •hen look now silly this 
thing l~oks . lhey Just pick on you - wbicb is one 
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or the few really underlying fundamental things 
that we baYe done. 

Kr . Secretary, I tbink it's better aa you suggest 
there, to go on the basis of pr inciple rather than 
t o get into these preci se fi1urea; that is, Just 
exactly wbat will one and a halt percent bring, 
and all that; bec&uae the Eccles croup have been 
citing all ldnds of figures there . 

Yes, I'm Just going to stick to principle. If I•ve 
got t o go up on the Bill - "No- gentlemen, Just as 
1 1 ve said, now I don't want to t ake any position 
about changing the existing law as it affects ~ocial 
~ecurity as to revenue until you people decide what 
you're going to do about chongin& the benefits, and 
after I've seen that , wby, then the Treasury will 
advise you. but if you increase t hese benefits and 
advance the law as is r ecommended 1n ••• • - wb~t do 
you call it1 the i resident' s r epor t? Is that what 
you cell i t 'f 

•he Board ' s report. 1ne President merely sent it 

• ••• the Doard ' s report, then I think the t ax should 
be permitted to rise to one and a half percent, 
without g ettlng into whether 1t' s one hundred million 
or five hundred million. " That's what you mean. 

Dlough, a re you satisfied on that? 

I •m satisfied. You will recognize, of course, that 
any f ailure t o go up to t be one and a half percent 
is in effect some reversal of the l9J5 law. But aside 
from that I would say • •• • 

Dut I'm looking for a position which is cooperative 
with the .board, that is good fiscal policy, and that 
I can personally believe in. ~ow, 1 can do this and 
believe in this, hnd I don't have to get into all ot 
this tight. 

George? 

I think you're absolutely O.K. 

•akes a montb to bring out a mouse, but • •• -what? 
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liell, I tbink you•re all r1&ht. 

von 1 t you tbinlc so, Dan't I mean you could go up and 
you 1 d back me up on this 1 w ouldn • t you? 

~as, I 1ll back you up to tne extent that they don't 
do anything, and when they don• t do anything I •m 
still in favor or the schedule going into effect. 

•bat ' s one chance in a hundred. 

~ell, I think that's probably right, but ••• 

But to go over there on Monday - ~ reel very happy. 

Now, I walked down with llcneynolds . "e tellted about 
it. I was surprised to hear Usc say that be was in 
fovor of not increasing the t ax. But I said , "Mac, 
do you ~now that they're going to start the benefits 
in '40?" 
•No ." He said, •on, that changes the whole oicture 
llo~ said, "I didn ' t know that. nell, that changes 
the whole picture.• 

And incidentally, I was surprised that lianes is one 
hundred percent for letting the tax go up to one and 
a half. On~quivocal. 1 didn't know where he was at. 
I mean I asked Hanes. 

r think tbat•s right. 

1 asked HaDes before he left. But a hundred percent 
f or letting the tex go up. 

(lo Kieley) Are those other gentlemen here? 

No. 

II hen lir. ""ccles and the others come, let me know. 

Well now, pre you (brown) satisfied with your pupil? 

(Laughs) 

Ur. ~ccles end Wr ..... elano. 

(Following discussion transcribed as 
separate meeting.) 
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:tl. ;JOCI.AL Si:CURITY RECO!OO:.NDJ.TIONS !.larch 18, 19)9. 
l O:OJ L . :ll . 

Present: 

B.li. Jr: 

<-ccles: 

H.U. Jr : 

'-ccles : 

H . ..t . J r: 

- c.! l es : 

u . ..: . Jr: 

llr . tlell' 
alr . Baas " 
llr . •hi te 
"'r . " lough" 
llr . Altmeyer" 
l<Lr . Brown " 
IAr . c.ccles 
;.~,. . Delano 
ll r . Duffield , 
llr . Currie 

loell, gentlemen, to continue •here we left off 
Ar . Lccles gave me a meoor a ndum wnich I took h~me 
a nd r end lest night end I read this morning, Lnd 
there is one - next t o the last par asr aph - 1! you 
don ' t mind, I ' d like to reed it. 

"11 right. 

uo yo u mino if I r ead it? 

Co "bend , read it all if you wont. 

llo, I 1 11 r ead the next to t he las t . 
r a ther reed i t . 

No , go a head end read it . 

llaybe you ' d 

• 

He sa id : •rn vie~ of the foregoing considerations, 
1 t 100uld a ppear advisable to d et'er a pproval of the 
scheduled increases until 11. i s known what the bene­
fit pay:nents adoptee by Congress will &Jllount to t or 
t he calendar year 1940 · " 

ilell, what. I feel is this, ond then you people can 
s ee IYhl!. t you think Of it . llha t ole do here in the 
l 'reasury - we like to t ake the position that t hey 
should defer aoy acti on on t he t ax bill ss l ong as 
possible, until we can see what the var ious appro­
pr iation bills a r e ; and, applyi ng tha t same r ule t o 
this, a nd t aking that - just par aphrasing wbat Kr. 
~ccles said , I r eel this way: that I can take t he 
position wlth the Presi dent, with the ~ongress , that 
until we see wba t "ongr ess does 11bout changing t he 
present law, and olso - l ~ean with regard t o 

• 
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benefit~ particularly old- ace pensions wb1 I 
won't take any position about N lr.illl aey re~o-enda­
tiona to cnance the exis tinc law as it affects 
taxes; but if t he ~oncreaa should decide to advance 
the benefits from '42 to 140 and malr.e otner coancea 
wDicb are in tt:le Board 1 a r ecoaamendations , wt:ly , t ben 
lilY position would be tt:lat I would want to a air. 
Concr ess to ct:lange the law as it affects the Social 
becurity taxes. 

••811 now, llr. IJelano, tbat's the way .1. feel. !low, 
what ' s wronc witt:l lilY position? 

ftell, I don ' t say that there ' s anything wrong with 
your position. I recognize that ~r . Altmeyer has 
made a strong position. 

I nove a s ta temen~ that rtuml and I agreed on, and 
it ' s based on the best a dvice we ' re able to get from 
our Industrial ~ommittee, who have talked about tt:lis 
a good deal - other than Alvin Hansen, whom we havel 
consulted for some time. 

Do you want to give i t ? Read it. 

I'll Just read the f ir st. 

~ould I s ay one word before? I don•t want you to 
feel - what I•d li.lr.e to say before you read it, if 
you don't mind - I Just want t o say this ' that I 
tbinlr. this ooci al becurity legi slati on is one of 
the under lying fundaaental pieces of legislation 
that this Adtainistration has put through. 

1 agree with you absolutely. 

I want to do ever,tt:ling that I can t o bold up Kr. 
Altmeyer's nand, and I think it is so important 
tt:la t I don ' t want t o in a ny way do anyth1ng _wb1cb 
he feels i s going to undermine tt:lis bocial ~ecurity 
legislation. And I tt:link that • ••• 

llell I •d go so far even as to say tnat I have a 
t:ligh' r egard for llr. hltmeyer's Judgment and tnat 
r•m willing to give way finally to his decision 
i f he will only weigh these points that we raise. 
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"A Social Security program ccn a ct as a dr ag on 
full employment in two ways.• 

it wasn ' t called a Soci al 

220 

by the way, I wish 
Security program. 
I thinA the public 

I wish it was ~ocial Insurance. 
wou!d understand it much be t ter. 

•(~.<) The taxes out of which i t is financed may be 
levied in such a way as primarily t o limit expendi­
tures for consumption goods; 

•(b~ 1ne program may pay out currently a much loNer 
amo.mt 1n benefits than is curr ently deducted 1n 
t~xes . • · 

Ana of course, 1n a time li~e tnis, we want to 
avoid tbat. If we were starting this thing out in 
boom times, we ~~uldn 1 t ~orry about that; but at a 
time like this to be absorbing funds fester than 
you're paying , them aut- it's a serious matter . -

Look, msy I interrupt you? 'lie 1 re paying out four 
billion dollars more tnan we ' re collecting . I mean 
you can't • • • 

nell, of course, ho'N you justify that is not my 
business at all . 

l•ell, ! don't try to justify it at all. 

~ell, the budget shows you're not actually paying 
out more cash t han you collect by rour billion dollars 

:.:es. 
Qe's deduc ting the old-age invest.ents; brings it 
doKD to about two eight. 

~ut it makes it appear four because ~f t his , makes 
your picture look a lot worse than i t is. 

I t' s about what? 

nbout three billion. 

'J.hree billion. 
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On the other band, you're looking at these t exea 
as part or your budget structure, where as a matter 
of fact Mr . ~ltmeyer looks upon them as part or a 
separate system. 

I know tbat • 

'llell, I ttunk ll.r. Altmeyer is right in tbat sense; 
if you coula regard this t bing as insurance and not 
as • ••• 

As long as you build up a reserve, the Oovernaent ' s 
got to run a dei'icit to use tbe darn reserve or use 
1t to pay off the debt. 

Hasn't bad any trouble so far . 

I mean that's what you've reall y got, in principle. 

Bnven•t had any difficulty in the past ten years. 

1 1m sorry to have interrupted you. 

"The present Social Security program has deflni tely 
acted as a drag on our recovery in both these 
respects. '.Lhe character of the taxes, llowever, is 
probably less iml'ortant than the lack of balence 
between tex withdrawals end benefit payments. Tbis 
luck of balance exists even if allowance is maae for 
payments on account of old-age assi stance . •o a 
lesser extent it is also true tha t taxes for unem­
ployment insurance bave not been matched by benefit 
paya~ents. 

"Taxes resting on the lower income levels come almost 
entirely from consumption, wnereas taxes on tbe 
middle income brackets would come partly f rom idle 
savings. !bere are, however, political difficulties 
involved 1n shifting tbe t ax burden, and political 
advantages 1n retaining a sense of public respon­
sibility by wide participation in the costs of the 
~ocial Security pr ogram. 

"In my op1n1on it is essential tbat payroll taxes 
shoula not be stepped up, as now provided by law, 
on January 1, 1940, unless these r eceipts can be 
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offset e lsewhere. ·•e a re running along on a low 
economic level with & condition of sucn stagnation 
t bat we have no ade4uate outlet for current savings . 
Under these c onnitions h ~ocinl oecur1ty pr ogram is 
an untimely compulsory sa vings pr ogram which seriously 
curtails t he volume of consumption expenditures . 

" I fa vor provision for e three-way contribution 
"o the ol d -age insurance progr&m - from employers, 
from employees, und from the r ederal vovernaent . 
This Nould involve no cbcnge in the incidence of 
present t u:es , but would chAnge permanently the 
incidence of t axes t bL t mus t eventun~ly be levied . 

• so far ~s unempl oyment insura nce is concerned, a 
strong effort must be made t o raise tne standard 
of uo.minis tr&tion in ell t he va rious states so that 
payments can be made promptly . Tne waiting period 
snoulo be made as snort f s tne r e'luirements of a 
SOUDU unemployoent system IVill percit. !.pperently 
blSO in ma ny stEtes t he provision for benefit paymepts 
a re such tbLt the receipts from puyroll taxes contl11ue 
t'u•· into a depression ;>eriod ~o exceeo benefit puy- , 
ments . " 

I don ' t tninK it's necessary t o r eod tne supporting 
u .. tu . 

uell , :Jr. dansen WbS aown. I 111 read it, but I - ne 
"as do.m Ena spent u o days .. ith us . 

• es . 

·•ell, soli t; you s&y here , :.:r. '-eluno, ;:ouldn ' t change 
01twt ! said e~ri1er. 

llo , I don • t .<.no .. as it •ould . ! tnlru< t tout the 
only toing tnat I see tn opposition is tnet , r ether 
than incr ease this percent&ge to be levied on 
employer s and employees, 1. e thiM tn& t the Federal 
Uovernment should contribute one-th1ra . 

1'/ell, they will . 

As I unders t and your You s ee, toe t>JX goes into 
effect now if n~thing is done . 

tlh-huh . 
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It isn' t a question of legisl&titlll tog et the tax· 
it's legislating to prevent it. Otherwise it goe; 
into effect next year. You said something about 
not taking a position on it until it was dP.termined 
what the benefits would be. 

That 1 s right . 

1 w10s just wondering from o practical approach how 
that could be done. Congress - this Committee, for 
instance, is going to nave to report out a bill, and 
they ·•111 report out a bill, likely, if they follow 
Ar. Altmeyer's recommenoutions, that will call for­
that will not cnange the present tax provisi ons, so 
that it would mean tnat t be ~ommlttee of the aouse 
then would report out a bill rO<iu1ring e tu. 

Now, the quest i on is if, according to ~r. altmeyer, 
the benefit payments are not li&ely to be more than 
a hundren or two nunared million dollars -at the 
wildest guess, under the present program, they 
couldn't exceed five hundred million- whereas even 
if the tax isn't put into affect you'll collect next 
year close to six hundred million. So, in other 
words, even. if there is no tox put in effect next 
year, you would not disburse es much es is paid in. 

!s that right? I thought Ne made it up by 300 mi llion 
dollars . 

I don ' t understand. ooe would not disburse •• • • 

For instance, under your present two percent tax -
it' s two percent in effect now- you'll collect 
close to six nundred million next year, if the 
payroll next year is e~ual to the '37 payroll . 
~r. Altmeyer stated, waen we discussed this thing 
with Dim in January, that there wasn't possible 
an amount under their proposal ~ if everytOing NBS 

uccepted if they coverea, 11: they broadened their 
program ~ greatly in e- cess of five hundred million 
that they ·Nould pay out in benefits; whereas yester­
day he said he didn't think 1t would be more than a 
hundred or two hundred million . bo in tha t case you 
would accumulate next year, even if you don't 
the tax, anywher e from e hundred million to five 
million. 
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tlell, Ur. eccles , I tbin.c tlutt ttu.t•s one of the 
mistakes of that position, tbnt you begin to figure 
in precise figures . 

Now, fundamentally I feel t hat t he most important 
things here are matter~ of principle, end that if 
you expand benefits and enhance their scope and 
begin thelD in 1940, you lu;ve very important matters 
of future planning there, much beyond 1940, matt er s 
of public understanaing which justify going t o one 
end a aalf, especially since you cnn•t dea1 in pre­
cise f igures anyway. 

Tne reason for tne Council ' s posi t i on was the nuober 
of v a riecbles involved in just eXGctly wne t those 
benefits woula involve: extent of l ite, the nuober 
o r persons tnat "ould r etire &t 65, and so on. 

If you people ere interested in bow much cash would 
go out, ere worrying th&t there isn't enough going 
out of tbe gener a l fund, we dN>W on how much tor 
state a i d? 

! think it ' s about )00 mill ion dolla rs under the 
~ocial ~ecurity hct, not covered by taxes . 

I mean you 've got to t ake that into consideration. 

~n&t Kr. ~ccles is saying 13 th&t we 're not going 
t o accumulate as much ncx~ year in the fund as we 
aid this year if benefit payments start; so you' re 
real ly going t o pay out •••• 

You won't accumulate as much; but the point i s , 
you're still likely to acc~ulnte, therefore why put 
the tax on ~ accunulate more? 

I understood tne fir st statement was we ' d accumulate 
mor e . AS a matter or f act, we'll pay out more and 
accumulate less. 

!f you put no tax on nex t year , then certainly your 
poy-out would b e closer t o your accumulation; I mean 
you ' d accumulate less. On the other ha nd, i f you 1 increased the t ax, you put yourself Dbout where you ve 
been. 

That' s right. 
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So what I •m arguing i s, why let the tax go into 
effect next ye~r? It only adds to the r eserve . 
l•ow, true , you re going to - you may run a neavy 
defici t and borrow the money in the r eserve, which 
is -you certainly will do that in any case ; you 
borrow tha t and a l ot more . The point is, however, 
that you show a defici t here that is f ar more than 
the cash deficit r e&lly is, because or the f act that 
when borrowi ng from this fund you treat it just the 
same as when you borrow from the market . 

Woulo it be sound to say t hat wtu. t you a re really 
balancing oere so f ar as 194~ is concerned, is the 
looks of tbe bu~get agains t the effects that tbe 
ac tion will have on tbe contributory systec of 
insurance? 

uell, I tnink this, tlwt you've got a whole- if I 
can just say a woro wi t h r eference to the whole treno 
o f insur~nce, not ~nly in this country but it seems 
t o me in the wor ld, with reference to getting away 
from a compensa tory system t o the extent tnat this 
thing is set up; and you t bke the British system, 
you t&ke the l>1tedish system, yt>u t ake what the 
German was up to 1930 - what i t is now I don't 1tno1v, 
but I mean up to that tlme - and you find tha t it' s 
a contributory system but t he governments are very 
heavy participants in those systems . 

"n<l nere•s just one paragraph on it, & short one: 
•The impor t ant fact remains that in ~urope s defi­
nite t rend away f rom r eserve fund principles is 
ap;>orent a.nd taat full r eserve systems •re 
practically non- exis t ent. Almost universally it 
nas been r ound that a self-su~porting contributory 
system with ful l reserves nos been impossible to 
maintain, end it has not solved the problem of 
providing pensions, and toe principle bas been more 
or less diluted by t he introduction of current cost 
devices.• 

• 

Now of course you \<now the drive for a pey-as-you­
go insurance b~sis whi ch it seems to me has trem~n­
dous sponsorship. 'xou take - ~aft practically won 
his election in Ohio on tbot bas ts . hOd the popular 
trend _ if you'll t oke t his ~allup poll analysi s here, 
it's somewha t indicative, it seems t o me, of the 
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general demand tor old-age penaiona that are _ 
!rom the figures here, the averace as I get it 
ia 140 tor a sincle person end .oo'tor a couple' 
Wnat they want - they want t o cat it now in a ' 
depressi on period, and I think that you'~e got 
to - you 've got to t ace this issue if you ' re goinc 
to , preserve this system in any degree of soundness. 
It s important to preserve i t and I'm f or a contri­
but~ry system. ! think as a practical matter you 
can t operate t he thing except on a contribut ory 
ba~is - that .as a basis of accounting . 

eut ! do think tbbt we've gone - on tb!s reserve 
principle, we've put it in at an unfortunate time, 
a depression period, and we ' ve gone to a very 
unfor tunate extent, and whet I•M afraid that's 
going to happen is that the very people who were 
responsible tor tb!s social r eform may be licked 
in part because it hasn't been effective in its 
benefits to the people that thought they were golnc 
to get benefits trom it . 

"nd looking at it from purely a fiscal and a mone­
t ary standpoint for next year, to collect more 
money into this fund, to incre6se t he tax on 
consumption next year, which means a further addi ­
tion to tb!s reserve wnen the reserve at the end 
of the year will already be a billion 70~ million, 
Just seems to me fantastic a nd entirely unJusti-
fied. 
llr. :..Coles, l t hink you'll find t hat most of us 
that have been workin& on social insurance .would 
agree with you a s t o tb!s question of full tinSncing, 
large reserve , and so on, but I th1nk in your logic 
there you have pushed the pendulum mucb too far. 
That is, you want to balance your benefits to - your 
contributions and benefits, but you don' t want to do 
so to the pr ecise ma thematical extent you would if 
you were tbi~ing in terms or fiscal policy alone, 
because when you pusb that t o that extent, you 
involve certain other i mportant elements in social 
insurance, and that 1S that it ' s long-r ange plannilll 
and that graduated step-ups are necessary to educate 
the public mind that it is essentiallY contributory. 

I'm not argulng that you cen balance them out every 
year. I realize that ' s impossible. Tbere may be 
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some year wnen you will accwaulate aometbing 1n 
tne reserve . l ttlinA next year you will accumulate 
something tn tne reserve even it you don't increase 
tne tux. lhere may be other years when you pay out 
moro than the reserve. ~ertainly in a period of high 
business activity your collection in the reserve is 
going to be greater than in a period or low activity, 
ln such a period you may pay out more. I realize that 
the income 1n the fUnd is not always going to just 
be made to balance with the outgo . 

But it does seem to me as a practical thing next 
year that to push tor an increase in this tex is 
the height .• of fiscal fallacy - to do so; and also, 
recognizing the trend up there, I don't think you•re 
going to get it 8JlY11&Y · 

•tell , on the side there of what happens in 1940, 
I think that those of us who are interested in 
preserving this plan feel it is highly critical, 
and that to change your policy of contributions 
within three years a t the very time you're expand­
ing benet'i ts certainly tends to confuse the public 
mind as to the fact that this is essentially a 
contributory program for which they must bear a 
very considerable par t or the cost, 

All you do is postpone the tax. It isn't that you 
won ' t put it on later when your benefits get c~'oso'r~ 
to your 1nco!lle. You could e11s1ly postpone that 
tax a year or two years. 

II e tb1nk you' re g&lllbling. 

-

I think you're &ambling to try t o put this present 
program in. I think trom a fiscal standpoint and 
also rrom a standpoint of the general public reac­
tion to the present set-up, you're gambling wittl the 
Townsendites and all the rest or them when you stick 
to a program tbst collects e1gbt , nine hundred mi llion 
in tuxes and pays out a hundred million. Now, I 
certoinly think you're gnmbling. 

That isn't correct, is it? 

~es, it is. 

. 
1 . . . '. . ' ... 

··~ O L O , .. __ .;~~~t-' ~-.. ......:. 
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No, lt isn' t correct . You' r e speaking on a n accrual 
basis . 

I 'm speaking of the tax you collect next year . Ir 
the t a x goes into •.•• 

Calendar o r fiscol? 

~alendar yeur . 4f this tax goes into effect and if 
you n~>ve the same payroll next year os you had in 
1 J7, see, you ' ll collect close to 900 milli on in 
taxes; according t o Altmeyer ' s statement yest~rday 
ne doubtea very much if you ' d cet out more benefit~ 
thun 8 hundr ed t o t wo hundred million. ~o tnat 
y~u ' ll be collecting more in this fund and these 
old people will see thht end tne propaganda is 
natural l y going to be, "llhy, you've collected tnis 
fund; you e re no~ adding to it another 8JJ ·million, 
70J mlll1vn, Wld y;e ' re geHing 150 mill i on, 20J 
million . " It Just looks t o me like th&t doesn ' t -
from 8 practical stanapoint, thrt kind of' a tnlng 
j eopHdiZes your fund, jo~operdizes the soundness of 
t he funa • 

Loo.dng e ~ this from beyona 1940, have you c onsiaered 
tne feasibility o!' usin~ tnis program • s a ~aonet~ry 
or f iscal control device¥ • mean is it really fl~xl­
ble enougn to wor6 both ways: In o ther words, if 
you get into " boom period, woulo you tnen '"'"t to 
raise tnis t ax? 

uell, I question if you' d w.-nt to do that . It seems 
to me , however , you can ' t devise any program tnat 
looks to what is going to happen t en years fro/ll now. 
••e never nav11 in anything; I don ' t think you csn do 
it in this . '.!.here are too many uncttrtain !'actors. 
But this is the wey this thing, it seems to me , would 
work: toot in c depression yea~- looking to tne future, 
when you g e t the benefits onc~7bperation - you ' re 
very likely to pay out i n some years more than you 
toke in, th:. t in itself would ttnd to cushion your 
deflation . It oas .. orked th~ t wuy in foreign coun­
tries, ! underst8no . It's bottt!l very helpful in 
~ngln~, ln that they h£d their old-age benefits 
going out, they bad their unemployment insurance, 
and it tendeo t o act as a cushion in a depr ession 
period . ooh~r68S we, on the other tlbnd, have been 
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collecting in a depressi on period; we hove been 
collecting the t axes in from consumption in ex~esa 
of what we have been paying out, and it's had the 
opposite effect, tbat we will have collected into 
the two funds by the end of the year a t least tbree 
billion dollars or t axes and •••• 

l~hn t is their ex~erience in onothcr sort of business 
period, when you ve got ,,. 

1/ell, the <>r1t1sh di d that in the beginning of their 
uneoployment i nsurance . 0~ course, f ortunately, . 
there weren't - business was relatively prosperous 
and the coverage of the tund was smaller. But I 
tb.ink - you take our case - tllat .,e did step up 
taxes pretty fast in 1 )7, but that's water over the 
dam. 

That tax still is a burden. That tax is sti ll there. 
Now you want to step t hem up still further , add to 
it. 

but the issue now is a balf percent on eacn a t a time 
when both unemployment benefits and ol d- age benefits 
will be advanced . 

But you s till are a rguing for a further increase in 
tbe r eserve, at a time when you want further business 
activity and prosperity; you want to put a f ur ther 
burden of tbxation on consumption. 

We're arguing for something deeper than that, and 
that is to uphold tne contri butor y principle so 
tbat at a t i me of expanding benefits there be public 
understanding that coats must be planned for for 
more than a single yeer at o time, and tbat such 
expanded costs must involve t axes . 

~r. Brown, do you r ecoll the or iginal Committee 
report of ~octal becurity in ' 34 - did it refer 
to the contributory principle? 

Certainly. But tbere ' s been a change in the 
situation • •••• 
~eems t o me there' s some confusion in tying up 
tbe contributory social insurance «ith a particular 
schedule of taxes and of benefits. As long as those 
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covered are contributing to tne fund from which 
benefits ere p~id, it seems to me that's the 
essen~HI of the contributory principle. Ihat 
aoesn t depend upon any particular schedule of 
tax rates and tax increases. In fact, the 
original Committee didn't provide for reaching 
t bis three percent rate until 1947, I believe. 

Hut understanding of the contributor y principle 
does involve that at o time when benefits are 
being expanded, and when wido•s and dependents 
are being brought in - dependent children being 
brought 1n - tha t it be understood tha t all those 
things are paid tor in part by the employee. 

That's right, and as long &s you have them pai d in 
part by the employee, you heve your contribut ory 
principle . 

"hether they pay 90 percent or 50 percent . 

'lhe impact of the chs nge is what I'm t uL<J.Dg about. 

The point is th11 t on tile reserve - ! don't think we 
ought t o mix up our d iscussion with the reserve a t 
al~ . I nave never been a ful l reservist in ay 
beart. I have oefended it because thnt was Admin­
istra tion policy, and this is the first time I've 
said I wasn't f or i t in my huart. i think it can 
be defended . 1 think an a lterr.a t1 ve plan con be 
worked out t bot is souna er. 

But under thts ~ommittee proposal tha t you mention 
that was brought out in 1935, the r eserve would have 
built up to 10 or 15 bil~ion dollars, as I r ecall, 
instecd of 47 billion dollars, and you're perfectly 
right in s aying that there wns a different step-up 
in benefit r a tus. but that doesn't at'l"ect our situa­
tion now, for this reason: tllnt we ' ve got a certain 
step-up na. in t oe law and we've got a certain 
benefit scale provided 1n tile law. Now the Doard 
is recommending a liberalization of the benefits 
and a broadening, as ~r. Brown says, end so you•ve 
got the psychological s i tuation that you a lready 
have a scale of tues laid down 1n the la• and a 
recommendation tnot the benefits shall be ~iberalized 
and broadened. Jlow if e t the same time t bat you 
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propose to increase benefits and tbnt sort of tbing 
you propose to cnange the tox •••• • 

lou don ' t change it, you leave it where it is . 

We change it from the schedule. 

11e clumge it froto the sclledule . 

~hat 1 understand is that you keep your two percent 
rate instead of in.:reosing t'rom two to tllree percent. 

•be present law provides tor tlla t automatic step-up 
for tllree years . 

•he public aren't conscious or the fact that there's 
a cbenge . They pay the same tax if it ' s left 
unchanged, ~nd if you put this increase on 1n 1 4J 
they pay the increase . 

•net're perfectly conscious now that there ' s going 
to be a step-up in 1940. Tha t's the whole point 
of this discussio~as I see it= that if a t the same 
time we propose a great increase in benefits we 
propose to change and reduce the present scale of 
taxes end the step-ups, wby, then the whole question 
arises: •Well, what is this?" And our reason for 
doing it, we say , is because of business conditions 
and the business cycle. •ell then, the public will 
say, •wnat is this, is this insurance or is this ••• • 

" ••• magic?" 
". • • ~:~egic'< Or bas it sooething to do wi tb t be 
business cycle'f Wtu; t nave we got here? we thought 
we were paying in so~ething in return for wbich we 
get future benefits related to what we pay in; but 
now it seems as though what ~e pay in is determined 
not by what we're going to get in the future by '/lay 
of benefits, but by busines~ conditions generally.• 

Now there is no contributory insurance system, 
~r.'~ccles, abroad that has ever contemplated 
opernting on a basiS where tne tax rates - and tney 
don' t call tnem tax rates; they're contributions -
should be flxed in accordance with business condi-
tions. 
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"ho ' s a rguing that? 

"ell , I thoug~t you u ware arguing that now. 

232 

I •m not arguing tha t you rolse your t ax uo and 
down . I'm a rgui06 a postponement of the increase 
in the r ate until you get some benefits out. 

~ou're a rguing for tne postponement because of 
business conditions. 

I•m argW.ng as a matter or flscsl and monetary 
policy ~ Ir you llad a very hlgll full employment 
now ano a runaway situation, this would act as 
somewllat of a restraint, ~nd there c~uldn't be 
tile objection necessarily to putting it 1n tnat 
tllere is a t tile present t1111e. 

Suppose tll1s one should continue, and then with the 
continued lack of recovery persons r etire soon after 
65 ond benefits are considerably expanded, because 
tha t would 1n turn politically encourage more liberal 
benefits; suppose tba t these t ax r ates bad to be 
sbove~ up suddenly t o n full two end two, total of 
four. 

4f you're paying out t he fUll amount, all right; I 
wouldn't ob ject to it . 

Might be more defl&tionary . 

!lot if you're accUJiulating reserves - I ' d ob ject. 

I wont t o s ay tnis. nnnsoca invited '..art ,- he hap­
pened to be on toe Banking and Currency W>CJrlttee -
ne Knew h1.JU, and be was down to luncll about a montb 
ago, a nd I s at in. Aftd we got to the question of 
tiU.s thing be r aised , thiS - be got talking about 
hls campaign in Ohio, and he said tna t t he thing tbat 
be was sure elected aim wos Social beourity. He said 
he used tbis argument. lie went on to snow bow much 
money bad been taken out of the State of Ohio from 
consumers on tbese p11yroll taxes and the unempl oyment 
insurance, a nd llad left the bt a t e of Ohio and come 
into iashington, end then bow little had been put back 
into Oll1o, at leas t from that source. •rue, he said, 

Regraded Unclassified



H .~ . J r: 

!.~Ccles ; 

a .ii .Jr: 

oell: 

o.ccles • 

Haas: 

H. U. Jr: 

l>ccles: 

d .li.Jr: 

Al tmeyer: 

Haas: 

£33 

-16-

lt came in on W.P.k. and other things. 

~ou shoula have added P.N.A. and W. P.A. •hat' s 
Guffey's a rgument. 

:fhat' s the most specious argument I ever bend . 
It's intellectually dishonest. 

J.t may be dishonest, but that ' s what happens; it 
goes over With the public. 

Let me ge t Mr . wha t ' s-his-name, ~!rector of N. !>. C., 
to tell us the total of money tha t ~e get into Ohio· 
he has it by states. "hat's his name? ' 

i.owell .lellett. 

I 'd liKe to c ampaign on tnat, end t ake Just the way 
Roosevelt did in New t ork ~t8te; with each county 
we did it. I 1 d like to t ake the St a t e of Ohio nnd 
show the net amount of this money that this govern­
ment poured in ther e over :;nd c bove tnat amount. 

.tlulkley had a ll that. 

ne didn't do it effectively. 

lie must have been dumb. I•d like to go to me t on 
that. 1 mean you can't take one piece of o thing; 
you 1 ve got to t eke the ovhole ••eoers l ~reesury , a nd 
wha t is the net amount that we pour into Ohio . I 
don't .«now the figures , but have you seen these 
figures that N.e.C. has? 

Uf course, there's been more money put back in every 
state than paia out; otherlfise you wouldn't have tbis 

deficit. 

I tbink so with tbe exception of New York. 1 don ' t 

think .. . 

I ' m glad to bear what ~r . ~ccles says obout Ohio, 
because Bulkley thinks I licked hlm because I 
d idn't restore grants for old-age assistance. So 
that relieves my conscience. 

In all the discussions the fiscal and monetary effects 
have been deter•tned on the basis of government 
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spending . ~· d likti to raise the questi on of wha t 
effect the change in the bocial ~ecurity hC t might 
have on the question of private spending, which is 
arte~ ell the important and the large one. ~nd 
here s the serious questi on I think should be con­
sidered: if at e time when the benefits are sub­
stantially increased you also decrease the taxes, 
wbat effect is that going to have psychologically 
and in turn affect the private spending? iligbt not 
the peopl e who now have apprehension with regard 
t o fiscal affairs of the Government bave considerably 
more, and so you have a oeterrent tbere to private 
spenoing? It l ooks as if you're going toward a 
Townser.d ite propos i tion. 

ftna t we ought to do, ~eorge , i s ba lance the budget 
to get public confidence t o r est ore recovery. 

I. t you went to use that argu:11ent, I •11 say to you 
we ought to issue currency. 

'•be po1nt i s we ' r e not t oUting obout a decrease i n 
tbe t axes . I'm not arguing tor o decrease in t he 
tnx . You've got a two percent t ax on now. It will 
be tbree percent, and you say everybody knows it . 
•he overage worker doesn ' t know anytbing about i t. 
It ' s true t hat a l ot of - some of the business men 
~ow, but so f ar as the grea t - the bulk of the 
people, they don't lr;now anything about t he fact 
that there is going to be en increase in tax next 
year . 

Well, the labor unions knoW it. 

The overage per son - if you 6 Sk the average person 
now ..mat the tu is, they couldn't tell you. 

•• ell, the average are nOt 80 r ery. Well informed, I bUt 
they ' re not so important. !t s the business mans 
decision to spend the money 
:.he trade union groups hove done a lot of education 
~mong the memberships on tne whole business . 

1 t hink the main thing about tnls contributory sys tem -
and 1 don't like to seem so obdur~te and doctr inneire 
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about the thing - but I thinlc the wonderful thing 
about this contributory insurance thing is that in 
spite of the t act we h&ven•t pe i d aqy benefits we've 
gotten so much support. Now, in feet, as you know, 
in 1936 we thought we were going to be licked by 
this payroll campaign; a s o matter of fact we won 
t he election b ecause the Republicans were ~tupid 
enough to attack the old-age insurance system. It 
was popular enough that the l abor people reacted 
v iolently agains t t hat sort of an a ttack on the 
thing . ~ut now tbat we' ve got what I think is 
wonderful acceptance of i t, in spite of the 
·J.ownsend move.aent and that sort of thing, J. bate 
to see action taken at this time t hLt would jeopar­
dize ~be gains that we have made in public accep­
t ance . 

Way L interrupt a minute? Just let me ask this. 
As I understand it, the f igures using the one 
percent increase - 1t it goes i nto effect it 
means another 250 million doll ars? 

That's right. 

On which payroll? It depends on wha t payroll. 
tha t the i 38 payroll or ' 37 payroll basis? 

well, you're using 300 million. ~oesn • t make much 
difference. Use the JVO milli on. 

I went t o use· the e xtreme . Let's use 300 mill ion 
dollars . J. wa nt t o use the highest 'lie take out. 
J.nll the minimum lha t you say you pay back is a 
hundred. "'o the wor st this could be would be 201> 
million. •hat right? ~ mean t ak ing the minimum 
the t yo11 put" back end the ~taximum you take out, 
we' r e talking about 200 million dollars. Uo you 
check: on that? 
~ou mean by reason of the incrense, not by reason 
of what is being collected now, 

That's r ight. Now, what I StY 1s this: we're dis­
cussing whether or not we should withdraw, in 
addit ion to what we are already doing, another 200 
million dollars. Now, on the olber hand, the 'llay 
I•m listening , we've got this 'llhole theory which is 
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underlying tnis oocial Security, tnis question ot 
building up tnese reserves and everything else and 
l tnink that tnat 1 s so important that the President 
should make up his mind whether he wants to scrap that 
whole idea not on account of 2~ million dollars •••• 

~ wouldn' t scrap it. I don •t ••• • 

No, but I think t hat that's wbat we're talking about, 
because in my lifetime here I•ve seen the booasdrive 
and the rest of the th1ng, and what I •m teart~ ot 
is tnat - I mean I'd much rather have the President 
say, •Well, as tar as I'm concerned, let's have a 
three-year reserve and that's enoUfh, and from now 
on we go on a pay-as-you-go basis, and not get down 
to a ~uest1on whether 200 million should dec1de what 
I think is a far greater questi on: what is the tuture 
of bocial Security. Now, you can go along w1 th me 
on thot, can't you, l:urrle? 

Xes . I•d say this is a step toward flattening out 
the increase in your reserve, get it gradually work~ 
ing to a pay-as-you-go basis , and I don•t think, 
~r. Secretary, that does endanger the contributory 
principle. 

•lell, what I'm trying to get at is, rather than let 
200 million aollar s influence me 1 I'd much rather 
decide the more important thing which we have dis­
cussed here: that three years 1 reserve is enough, 
that we sbouldn 1 t try to build up more than that, 
but we should collect e ach yea r enough to maintain 
that three-year reserve. 

That isn't your proposal, tbough • 

:..es, it u. 
Xou mean you stopped •••• 

No. 
Ma I have one second more? And I think thst we're 
le{ting 1940 and 200 million dollars influence us too 
much and I'd much rather put the discussio~ on_the 
basi; "lYell 89 tbis thing was founded 1n J5 wed 
think' this 1; unwise and the thing should be change 
and we should look forward toward a three-year reserve 
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tnat's enough, and we don't want to build up 
ll?r e than tllree years ' reserve, and the t axes 
snould be planned and then in '42 letil take anotller 
look at the thing.• I ' d muon ro tller approacn it 
from tile t an&le t llan - because 1t you ask se d.o 
~ want to take anotller 200 aillion dollars a~ey 
from consumption, and Jus t stick to t hat, tile 
answer is no, t nat I don't want to take another 
nickel out of consumption, and I want to put it 
back, we've still got too many skips in our 
engine . ~ut 1n doing that for one year, ! don't 
want t o d o something wllich may r ock Dis system 
so that it may rock it off its'base. 

! tbink that's an awful important point, Ur. 
~ecretary, which we lleven't stressed enough here -
the implications of tDis . 

uo you see? 

Yes . 

I've been going to school with tbese people for 
over o montb now. Now, I ' d mucb r ather be, as 
fa r as - as ! say, be aboveboard and not inch 
up on this thing and not get at this tiling w1 th 
a smoke screen of 200 million dollars. 

Suppose we put aside this matter of 200 mill ion 
in '40 and put it on tbe basis of, do we want to 
regard a contingent reserve of one billion seven as 
sufficient1 If so - and tbere are a rguments against 
r educing the tax in 1940, i can see that , from the 
two percent rate; but i f you hold it there and 
increase your benefits beginning in 140 through 
'41, ' 42, '4J, you will have gotten to a pay-as-you­
go reserve of t'No billion dollars . 

No , boy, you're a billion dollars t oo high, on a 
pay-as-you-go basis. 

Gentlemen, .u. Bell would like to say s~ething. 

My aind ' s been r unning elong t he same channels as 
the Secret ary's, but I'd Uite to ask llr. Altseyer 
this . vf course, if you increase this tax r ate, 
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allow tbe tax rate increase to go into effect 
on January 1, you would get approximately JOO 
million additional in 1941, talking on 8 calendar 
year basis. Bow mucn will your hundred million 
dollars that you anticipate putting out in '40 
increase in 1941? 

It steps up r apidly . Vf course - now, the low 
estim~te is 286 million dollars. 

You see, • hen you get to '41 you're stepping it up 
to toe amount of increase i n your tex, and as you 
go along your reserve that you are no·• building up 
is going to gradually decrease, isn 1 t the t right? 

Hoen you ge t on a pay-as-you-go basi s . 

Not until you get up to out-payments of around 
900 million. 

l<o, it equals it in 141. 'llbat I mean is that you' 
not making toe present sitWltion worse after 1941. 
Are you? 

But toe present s1tWlt1on is too bad now. You've 
got to make it better . >•ba t I • m a rguing now is 
that at tne end of thls year you•ve got a reserve 
o!' a billion 70J JDillion. Now, you certainly ought 
to in 1 4J get closer to - the outgo ougbt to get 
closer to the incoae. l•nat I'd like to see in 1940 
is the benefits get up to four or five hunored million 
dollars and the t ax not increGsed. In other words, 
I don't - in 1940, 1 don't thi~ we ought to be 
accumulating a l ot of money in the reserve . ~o I 
thinK it ' s more tnan the 20J mil l ion difference tnat 
you point out, which is, of course, as compared with 
the present, r.bicb I tb1nk bas been bad - both the 
present - both this year end last year, because 
you 1 ve been •... · 

All you want to do i s go to a pay-as-you-go . 

Well I think so - as close as you can in 1940; 
don't build up reserves after 1940, but get a 
pay-as-you-go basis by raising t he tax; then, 
looking to the future, by raising 1t as the 
out -payment - in accordance with your schedule 
of out-payments, but naving the Government start 
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its contribution as a partici pant in it, instead 
of ten years, which you now figure, nt some time _ 
tnat you start the Govern111ent's contribution at an 
earlier date . 

'ilell, our fear is that in tr imming it down to such 
~ - you might say, a neat bolnnce for fiscal 
arguments ••• • 

No, I•m thi~ing of ~ocial becurity arguments . 

you ~ill the tree . 

Fa iling to ao it i tbin4 woula kill it. 

~~Y I as~ a ~uestion? bup~sing you change the 
e xisting law so t he t ax ·•ould no t go froc two to 
three; noN, as I understa nd i t, if we do this i n 
19J9, and the ena of three yeurs is 1 42 - we take 
a no ther look at i t in '42, is thnt right? 

'!nat ' s right. 

And the thing is lef t - I mean is changed so tll&t 
the one percent does not go into effect, but we do 
start paying now. 

In '40. 
In • 4J . ••oere would toe reserve be in the year -
a t t ne end of '42 •here would the reserve be? Elo• 
much r eserve Moula be left? 

it depends on no. f Lst t nose out-payoents go up. 

Give us an upper a nd l ower . 

On the basis of e arlier 1'1gures wuich a ssumed out­
payments beginning a t ar ound 5JJ million dollars, 
which you s ay now is too lorge, it would have been 
one billion four at the end of 1942 . 

~es , but t aking 1t out - starting ot a hundt•ed 
million out, I mean. 

Oh. 

Wbat would it be? 
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"ell, what would it be the se d if • 
hundred m.111ion the tirst? con year it s a 

287. 

And what would it be t he third year ? 

One billi on seven a t the end of this year 
billion t wo a t the end of 1 40 . The second 
p~oytnent ts 287, you said . 

1941 is :187 . ••hst1 s 1942? 

441 . 

two 
year 

"t th.e end of 1 41 it w;,ula be two and a hnlf billion. 

You actU&lly bulla your reserve up, based on your 
outgo. 

excuse me . The easies t way would be to take the 
two and a half ttnd our ori ginal flgures of one 
bill ion four, which is three nine, and divide it 
by two , and you ge t roughly two billion dollars . 
J. mean if you took your five hundred million the 
way we had it - 1 menn the average would be about 
two, between a mini mum end a low maximum; would be 
about two billion, wouldn't it? 

Altmeyer bas a schedule of the out-ps;ments that 
you'd make in 'lJ, '41, '42, ' 4.3 · 

vn a g rea t many different cssuapti ons . 

But on the assumption you glive yesterday of a 
hundred million now, ~uat ~ould you pay out in ' 41? 

287 • 

.h11 right, and what in ' 4~? 

441. 

in '43"1 

569 . 
hven if you don't tncreGse the tax , on this assump­
tion you' re building 6 r eserve in '4.3 · 
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nltoeyer: !lot ' 43 . 

Eccles: Whnt do you pay out in ' 4J? 

nltmeyer: 569 . 

J:.ccles : xou jus t about balance i t , bt thut time you could 
increase your tax . But why ruise the tax now when 
you ' re going to b uilo up the reserve now f or t hree 
years? 

~rown : ¥ou•d huve to begin to buila up taxes much oore 
s~eeply~ much oor e suddenly; you' ve got ~uestions 
ot incioence· uod acceptance here . 

l.CCles: ooilen you get down to tile psycllOlogy of "cceptance, 
you ' re not talAing about economics. 

brown: I disogree with you t here, ~r . ~ccles, because 
certainly we have to devl with social insurance 
in terms of the people that a r e going to help pay 
for soclsl insurance . "nd t he industrial group, 
l ike Swope and ~olsom and Teagle - one of the 
things they've worrleo about from the firs t w~s 
thnt this program of t axes should be gradual . 

eccles : ••ell, we 've discussed this for 11 good long while. 
nll I' d l ike t o do is give to you t o file with the 
President my views of the thing . 

il .ioi.Jr : O . t( . , lf you'll give me yours ; and I' ve got llr . 
Delano 's. nod I 1ll give th~ to nia when I go 

Del&no: 

over . 

way I say a woro, •r . Secret~ry . • don't want to 
prolong this urgument . My conception nay be 
entirely wr ong, but as I loo~ at it I believe that 
we should bave o tund which i s n. cusnion; ~Y concep­
tion is that in a cycle that goes l ike this (in up 
and down curves) that i n the lean yeers you ought 
t o dr a w on t be t cushion, you ought not to be rais ing 
in contributions more thnn you a r e paying out, in 
fact you ought t o be t aking less ; and then in the 
fat years you're building up that cushion again. 

lioN that ' s my notion. '!'he thing that made this 
problem so oiff icult was that we tried to build up 

8 
fund 1n ~e years when it was most mischievous in 
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its effect on our fiscol situation. I think it 
was a courageous and splendid thing to do; I'm 
proud of tbe Administration for doing it. But 
l t llink you con overwork thu t thing . we had 
a serious recession in 1 37 Mhich was in part 
due , I think, to this situation. hod I side witb 
those wno nave spoken in favor of not pulling 
1.1ui te as mucb as you are trying to do now. But 
t•m perfectly willing to leeva it to tbe judgment 
of those who are responsible. 

All right, sir. 

hnybody else want t o say ~<lli'tbing? 

O.K. 
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~E SOCIAL SECCRITY RLCO~ATIOMS ll•rcb 20, 1939. 

2:1s P·•· 
,>resent: 

R.:.l . Jr: 

Gc.s t on: 

rl~oas : 

Gas t on: 

ti . I!.Jr: 

•r. Gaston 
~r. noas 
•r. l!lough 
lllr . lJuffield 
llr. lianes 
!lr • White 

.. ell now, the point is •e went over to see the 
~resident, and he asked ae first where I s tood on 
this Social Security plan, and I told him no 
increase in taxes end perlllit the benefits to start 
i n '40 instead of 142 . hnd he asked about the 
o the r s ana I gave nim a l l these plans; he's got 
eve ryone of them. nnd when ne got all through he 
sa i d !•m simply an opportunis t and he was for what 
be called tbe lJouglas Brown plan, wnich was the 
Soci a l Security plan, of course. He gave me a 
lecture on taxes, that if we didn 't get them now 
never would get them, if ne .u~ew -:ongress - 11' we 
~ostponed raising taxes . As we used to say in 
Albany, be went very noble on me. 

I agree with both of you. 

(Jaughter J 

Perfect all around. 

1 think we neea more ana not less taxes now, but 
that ' s the wrong way to get the2. 

(•bite comes in) 

You missed a good one, Harry. 

(On phone) 
llorgentbeu. 

liello, Frederic Delano. - Henr y 
(Conversation with Delano follows:) 
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Hf!Jr: 

Opert t or : 

HUJr : 

tr..!Jr: 
rrc~erlc 
~ e leno : 

!!'..IJr: 

1 : 

~'Jr: 

!>: 

HL!Jr: 

D: 

~r: 

D: 

"l!Jr: 

0 : 

l"..IJr: 

D: 

" :.lJr: 

D: 

"= 

l{allo. 

Frederic Delano. 

\'lho 7 

Oo ahea" . 

Hello. 

Hello, Ur. Secret.ery. 

Prader1c Delano? 

Yes. 

\fenr; .. l!orgent.hau. 

Yes . 

248 
Karch 20, 1939. 
3::55 p,:!l. 

I went over t 'l see the :!'rt-•ldent thl o morning . . . .. • 

Yeo . 

And ~ook you~pl~r. amongtt others. 

Yes. 
I also on behalf or tbe Treas~ry recoomended no 1n­
orcase 1n taxe& and to ntert tbP benefits in '40 . 

Good ror you. 

Well ~nw, wnl t a :!llnute. And be turned me down cold. 

He did? 
And ~c i s tor t he 9oc1al Securlt.y B'~rd plen. 

All ri<;!lt . 

He celled me an opportuniot. 

All right. (Laughter) 

And gcve me quite e lect•.re , and be had -- he hAd 
wb~t I call Eccles pl&n one and t~ -- be ned the 
N•tional Reeources ~lan -- tbe Douglas Bro.n pl~ 
and what we called a bot ter nt.e~!l t he C•JITY-COban 
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Yee. 

What the President c~lled the ourT7-coab plan. 

Yeah. 

But he didn't like Bn)' of them, an4 he upheld 
Altme:rer ' e hand. 

All right. 

llo•, there. you are. 

Well , that'e all r1ght. 

But I've got to ~o up on 
and I thought I'd let 1t 
what happens. I'm et!ll 

the H1ll the end of "the weelt 
a1m=er s little b1t and eee 
sgs1nst 1ncrees1ng the taxes. 

Well I an too, but still, I wee thlnlting -- I -- s ttcr 
I left your office I began thinking a little b1t ebout 
a -- a ground half-way between; that i&, not to -­
to increase the p~mente until July 1, lQ40, and 
increas~ the texee until then. 

Well -- but he -- he wantc to inor~sce the taxes. 

I see. Well, it's ell right. 

I thought I' d tell you. 

Well, thank you ver:r much tor letting me ~ow. 

You 1 re welco:n.,. 

Thank :rou. 

Good bye. 

• 
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~ou (nbite) weren't here •ben I aa1d I gave him 
these plans, and ber bert ~aaton aays be agrees 
with both the President and me. 

I didn 't get that, b ut •• • 

~es , the President - what we used to call in 
Albany - he went noble on me in e big way this 
morning, gave me quite a lecture on taxes, so 
forth and so on . out I didn't press it today, 
because this i s - for instance, vouglas Brown, 
Cha irman of this Advisory ~ommlttee, had never 
seen the President in his lite - this was all 
pretty new. 

Was ne with you - Douglas orown? 

~es. Be did e lot of talking too . 

(On phone) aello . - Hello. 
with eccles f ollows:) 

(~onversetion 
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I marched over t o the Whl te Houeo thle l:!orn lng e.nd 
presented all t he plene both or youra ... .. 

Lleten, Bob, I haven't go t two plans. 

Well, you've g~t two lctter u anywey. 

No, I only gave you one letter. 

Well, ! had t~o. 

l'ot rrom me. 

Yeah, you lett me one the other ~~y. 

Oh r.ell, t hat - - that one the other ~ay was a - - ~~s 
11 r ather a t~chn1e"l l?rg ·- wh&t ! did was roro or 
lees d1gea t 1t ont o a -- lt wocn't q~1t~ •: cPavy. 
The sub-- the subste~c~ .. .. . . . 

I thought that I -- I undereto~ . m•ybe I under~to?d 
wron~, w&l! that you wantpd t h" ~t.h er day -- the Preei­
eent to see thnt . 

'.'!ell, I. ..... 

Well •.••.. 

It doesn 't cake eny difference , I gueee , but I meant 
to oubst1tute the one th~t I gav~ you th19 mornlns 
t or it because 1t was -- I tolt it would be much 
lt wse'ehortcr end mu~h morP r eed8b1e f?r the 
President. 

Well , if I heard, I hP~~ on the side . 
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Well that ' a - - tbet •e o. K • 

And - - well, then he had what we cal l t~e -- well, 
we gave h im what I c~ll the ourry- eamb plan. 

wel! , I - - Curry talke~ to a e abovt that l~et -- ! 
t hink Wednecda,y or Thursdii,Y - - and I d1<!.., • t go onr 
lt . I J uet go t the general substance ot 1t, and I 
to 1l1 h ia t ha t 81 tholl8b I wu 1n C:'::lpe. thy with a much 
broader Pi c ture t hat ! t elt thn t lt was t oo :OtP -­
I didn ' t want t o go over ther e ~~d -- and open th1a 
whole th1ng up aeal n . So I -- I di dn ' t -- don't . .... 

Well , ! d1dn't 
t he1r own n11mo. 

~h , ! ceo. 0. r.. 

· - I e•we 1t to h 1m under 

eec~uce t~ey ec~ed -- at l ea6t Coh~~ a£ted to eee cc 
~a I oaw ht~ yeste~ay. !o thot , and t hen ! gave 
h1D the Treasury ~!~:. , ~h1ch waa not t~ 1n~re,~e th~ 
to:-:'Js and stnrt t!le be"leflts 1n '40 .... .. . I 

Wel l , hell , thct 's ~plan. We ' re toe~thor . 

Right. I 

We 're-- ~e ' re t ogether on i t then . 

R~.c;ht. And we e:rv'! thee a,ll -- al' ~~ the;,, an:!. bo 
t urr.ed ue all down end too~ the Social Security Board 
r ecoamendetion. 

Uh- buh. Wel l , that ' e - - th~t't ~ll re ~6~ ~ 1o to 
make the .. . .. . 

Well I __ I' vo got t o go up ~n th~ ~111 towards tho 
e 0 d' ot the week a nd I t hought I , .. lPt the t h1n£ 
k1nd ot e1mmer , and see what happenc. 

-A h e -"~.to. t he tax t o go int? ef fect 
In o t her ~· ~• , • Y" 

Tha t'& what he t old ue today. 

Bov, I'm eorr~· he did t hAt, '!:>ecr•J•t- I dc!1't think 
yo~ • re going t o set 1t thr?ugh up there P·~~OJ. 

h rs 8 f el low there fro~:! 
And I wo.1 eurJ)r1eed -- t er~ " lti nd 

t he Labod rh Ddep1~rn~~,.~~~~r!~~~~~~;;r~~~~!~s~e~ot~t~~~· 
be o~1 • e ·•· 
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r a e. ~~ co~t l~ke~v will get murdered to~ it, 80 I __ 
ao ! cc.<~:ed the rreeident t 'l eall on h1o and he • 8 
applauded the plan tor no inereaeed te~ea . 

Yeah. 

So ..... . 

! think th~ SociRl E~ C'•trity 111 g, i ng t o be a lone on 
that thing, and I - - I t hink the t y,ur ,osition and 
my ~~sitior. i~ - - i s P oocpromtr~ b~tween the extreoo 
position that -- or goine and etarttng a l l over again, 
and the poaitl?n ~~ th~ Social Sccur!t]. And I think 
th~t -- that it -- that our position 1s a very much 
~:~ore defendble poait1on and one that would be very 
ouch eaeier d~fe~·1 and one likely th~t they will 
fine ' l y end up with anyw&:J. 

I think ao . 

So, well •..... 

Well , I -- ! went over th~re , an~ he celled on me 
. fir st, ani I told h i m whor e l'l e stood. 

Um-hm. 

And then gave h im this other stuff, c~d he read 1t 

Well ~ ·z gla~ t o kno~ t hPt you ~,ok that position, 
beca~se you see , ! d1~n't know the ot hPr day whethe~ 
you I'! Cre going t? be f ?r or CC~nst -- A&BL~et tha t 
tllX. 

I didn't know e!ther unti l elev•n-thirty. 

~~11 , I ' m -- ~·~sonally, I ' : - !'~ del1gh~ed 
t hat -- th~t we camP out 8t the aac~ ~lace ~n 

t' 'tnow 
it . 

t • r o~ t act, "OU ar:d Delano Md Z.Yt~lt Yel'.h, e s P '>!\ .. e • , 
,.sree entirely. 

Well n?~ , t hat •edote1nsen:•bupayt 1;n·~~~r~l~~;rt~~tent1on 
?resident is -- " d h 1 
t o hie Fiscal and ~onetsry Committee, oes e 

I would say not. 

Not on this one. 

Regraded Unclassified



( 

'!I.!Jr : 

B: 

:t:~r : 

E: 

l!'..!Jr: 

!: 

~.!Jr: 

::: 
;r•Jr: 

E: 

HI!Jr: 

£ : 

i-"!!Jr: 

E: 

~:Yr : 

E: 

H:.!J'r: 

E: 

P.'.l.l'r: 

:: : 
lll'Jr: 

£: 

~.l.l'r: 

- 4 - 254 

!To. 

Well, we' ve CAde a r ecord, Md luld our aay , and . .. 

\fell, I .•. .. 

Ae t ar as I ' m concerned, I ' m aat1atied. 

Wel l , I got - - excuse me , I had to sneeze - - I've got 
to test1!y on t hi s. 

Well, you ... . . . 

'l'ell , . I'm .•... 

I don • t !OlO'I.' "''hether I ' 11 hrvo t.o or not . .. 

Well ..... 

I -- I . ... 

I can 1 t ••••. 

You -- you will, thAt. ' e a cert a inty. 

We l l , I'm -- I ' ve got to. 

Well, you ' v~ got t o take -- what are you going t~ e~~ 

Well , I ' ~ goi ng to write out a ststo~cnt of - - on t he 
po~ition t hat ~e ~on't think t he tax ought to go up. 

The ?res1de~t wouldn ' t obJ ect to that. 

I dor.'t know. 

~ell, ctter all . .. .• 

I -- I've e i ther got to aQ¥ th~t, or a~v nothing. I 
can ' t-- I can't aay whet I don 't believe in. 

no, no , that's riB)It. That 's right. 

so I ' m either going t o cry that or-- or! ~n't . .. . 

Or Juet not t estify. 

Yeah. 
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Well , I tn1nk it you eay t~~t 1t will bP -- it •~uld 
be n grer t help, nnd ! think, even lt nothing •e 
aa1d, tlll' t that' e likely the way it wi t1 end aeyway 
but I think 1t you aaid it that - - that •~uld be th~ 
-- thet wo~ld be the deciding f actor ~n it. 

It. would be a novP.lty eny•ay, "ouldn • t it 1 

"'ell. •••.• 

As A m~tter of r~ct, .... . 

! don ' t t~1nk eo, because after all, , ou - - you ' ve 
"een prott: oone19tent on this queat.lon or eon•uacr 
taxes. . 

Well. entl!"~!.y. 
the hell i s the 
tax. 

Th~t'a what I said over t here. What 
difference o! thla and the proceeslng 

Well there len't Any . I CIPPn, 1t -- the ~hole 
t hing 1s put on the ooet nt t he t hings tha t :he pe,~PJ' e 

all have t o buy ar.O 1t inoreaaet -- 1t decreases 
buying power, ~r.d -- Pnd trer e isn't a bit of dif­
ference,· 1t seems to me , 1n t.he f1:"1Vl e!"fect on the 
economy ~o a whole , between tPking out • billion 
dollars, or six or ecv~n hundred mi llion dollarP a 
yoer in t h" t way, md tllZing it out in the procees1ng 
t~x. l!ot =- bit. 

Well, t bc -- I do~'t kno~ w~~r~ t~c Preslden~ sot !t 
froc, b~t ~e'E -- ! 1~ 60ing t o glve h1C ~ ~?U~l~ dsyo 
t o tblnk lt over, becauPe he ,altl ~t ""6 no" to hie. 

~Jt ~t new, the 

This whole question. 

New t o hlm? 

thl~ .. . .. 

That's what h~ esld. He &9id, 'I'c entirely ~r~en 
on lt.' 

woll he Juet -- or oouroe, he bae eo d~ meny 
thlnea to think about ~n~ rorryi you crn ' t --you 
oan 't .onder tha t be rors~t~ a ~t ?f thPn, but,~~-­
he l~n't sr~·n on 1t at ~ll; I mPen, tc shoulen1tA~e 
b I I ':nA- _ ob I h•ven ' t eeen hie t n~. 
e~Puse -- . ~' - , 
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t or three months , I gueee, -- well, I haven ' t s een 
h i e 61nce -- e inoe December. I haven 't seen hlm 
e lnce before Chrlrtm&e . At that t1ac -- 1t waa after 
- - it was before hie budget message , end I know at 
tbnt time I -- ! t~lkod • little t o h1m about the -­
in line ~1th the statement that our Coa~1ttco made 
to him.. Do you r emember? 

I remember very well. 

Ar:" : -- I discussed thie wh?le Social Security queo­
tlon pri o,.rily as bo1ng one or tho mo!t import ant 
matters tor consideration ln l >?k1ng to rurther re­
covery. ! ~e~~ . 1t ~~= -- it ~cc aloo6t ~~e pr1nc1plo 
t hing I ~tscuseed ..... 

'fell, !.larriner, he -- he -- ~ranltl,:·, the queet 1.,'ls he 
asked, ~~ real!.:• dl~n't underet.~n' tt I - - I'c Jurt 
tellJ..ns ..•. . . 

Yes. ~e:!'! ) or g,uese he d1<.1n 't -- Of C*'!.lrsc. t.lt"' d8t'll'\ ~ 
f E :. matter ot ::'act, th~ ds::l:l t'l1nE 1s -- ls ccrta loruy 
oomvl ex, now. It it -- you ' ve s~t to l!ve wit~ ~t 
to underetand the -- the way that thet Fund operate~ 

Well •. . . . . 

I'm n?t surpri sed that it .•• •. 

I 'm __ I'm go i ng to ~repar~ a at atement :~~w. 

the boys prepP~e one~~~ ~o, and ..... 
I bad 

I •ve g:>t to go "" -- : •ve got. to go up or. t!:.c "~1 \ 1n 
the oorn1~~ on -- before ?1tt~~'l's co~!ttee. 

Yeah. 

! go t a call Saturday. 

o:>h , I th?ught you went. 

I • ~1~~ to go ~nd tben they 
No, the-- ~~e_:-.n~~~;1g th;y bad t o put 1t orr b~­
celled up a · , t~c 00~~lttee wer~ all on ot~.r 
oauee the members o. ·· 
co=ltteee .. . . . 

I see. 
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1.:14 the;, hac! aake4 that it be poetpor.e~, ar.<" e: I 
thouaht tha.t they'd f orget it . You aee, I thouaht 
t hat , ~ell, hell it ~111 be all • thing ot t~e past. 

Well • ••••. 

But I round out thoy oalle4 Ill' Saturda,y and ! called 
Pittman again s nd he said, 1~!o, no, • be a aid, •we 
Juet postponed that. Wt d11r.'t aXp~ot at all to 
let you ott . • So I've got t~ z~ up there on 1t. 

Well ••.... 

By the wa,y, I want to -- I' 111 golr-G to call you ls. tc:­
tocJ~w, if ! oan. 

') • !(. 

The Open ~arket Co~1ttee -- we call~ them as a re­
sult or the ~~~t1ng with you lsat ~e~t, and I want t o 
I want to make a report t~ you. 

Good. 

so I'll oall you on t he phone tomorrow. 

Do that , please. 

0. IC. 

Good night. 

0o?1 bye. 
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Gee, that was funny . Old ~arriner found he was 
going to tell me What he last told tbe President . 
It was the funniest t bing I ever saw. 

He started to tell you he hadn•t seen the President 
in six months. 

~hree months . •hen he hedged n lit t le. 

lie was about to tell you tbet 

(L~oughs) 

he was about to tell you th~>t he had beEn telling 
the tresident e bout this no longer ago than two 
or three d&ys ago . 

Oh, thank God we all have o sense of humor. 

Well, besides entertoining you gentlemen I thought 
1 

• 
you might prepare me a sta tement. 

(On phone) hello. t~onversation with Currie 
follows :) 
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I took over your plan -- "hat I called the curr:~-oomb 
plan .... . . 

( Laugllt.er ) 

And along •1th the ot.ber r we PNaent.ed tt. to t.be 
?resi dent bctr.~en twelve and one. 

YeD. 

Anli you ' :!.'!. be inter ested t o !trior the 'l're3&UM" ' s 
poe1t!~n befor e ht~ ~·= tor n~ 1ncroaee 1~ the tex~a 
~nco let. t.hc benet1 te go ~n ~n • 4~. 

Yea. 

'!:ha t' s the pos1t1on thet. I took. 

Yes . 

rell , he r ead ell ~t our pl•nc ~~~ ~e turned the~ ' l l 
down am t ook the Soc t al Secnr1t:1 one . 

Oh, r t'all,y . 

(Ls.uO't'!r ) ~e!!, we - - ,.. all fA!led badly t.h•.n . 

We all rn1led , but. ! hope t.o h!:.ve ano!.!ler try :-.t. h1o 
bef or e ! go -- bevc to t.eet1t y. 

Yee. 

But. I wanted you to knor th~t. ho ~~a -- he has y~ur 
pl a n along wlth the ot her .. •. . . 

Well I ' m awf ully gra teful to you, Ur. Secr etary , t or 
putting t.bP t. 1n . I t. was ktn~ ? f 1neut f 1c1ent. . I 
dt~n't. r PAllY r eal1&e 1t. "'' go1r~ t.o be y~t up t hat 
-r:o.y. 
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Well, t hat's the way you wente~ i t, • •an ' t it? 

Yes. Yee, I me&n , I ' m P•~ully .. ... 
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! mean, \t weo i)ut up 1n all e1ncer1ty and • "riousrleee 

Yes . 

It r.~ s ~1ven to hlm, end 
ot.bers. 

along w1th r~ur or five 

Yeah . Gene checked with me this ~orn l ng on t he sum­
~~Y end ! th~ueht ~· ~·s a ve~; clc~r $U008rY. 

•ell , I eeke~ him t~ check. 

vt'~-'!l. Yeah. 

3? he - - he had 1~ , ~n~ e~t it along wi t h ~h~ ot~:rr . 
~e ~=~·~ t he t &X to go 1n -- th~ 1ncreate. 

I ace, yeah . We l l ..... 

And ther e we are. 

Yeah . You ~~n · ~ -- you don 't mind 1f I p~se ~hla 
r16ht el~ng t o the Ch81rm~n7 

I Just got through t alki ng M hie. 

Oh you did? 

Yeah. 

ah F1 ---Jt you ao much t or calling. Ye • ne. ' ""'' 

That i6 all. 

All rigbt. Good bye. 

• 
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1 thought you'd (Dlough) Detter stsrt it, 1f you 
will, and I'd like to nove it not later than 
Wednesday: a stbtement for me to go up on the 
Hill with, saying why 1 don't went the tax to 
increase . You see? And as I teel today, I want 
t o base it on two things . I feel that we can go 
along until ' 43 putting i n the benefits as we see 
them because (1) I feel that the increase in the 
tax is a business deterrent and (2) I ~m opposed t o 
a reserve larger than from t•o to three years . 
See? 

Now, there were all k1mis ot statements oade there 
today which didn ' t coec.t as to whether the reserve -
where the reserve would be by 14) before we 1d come 
in Lgaln with the t&x . 

(On phone) dello. 
Cohen follows:) 

(~onversatlon ~ith Ben 
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Ben Cohen . 

Thank you. 

Go ahead. 

Hello. 

~ello, ~. Secretary. 

Tb1e te ~enry ~orscnth•u . 

Yel'~ . 
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I wanted you to know th~ t r.c -- I ;lr~Mnte<.' y~ur plan 
today, a long with tour or tiv~ otbere, to the Presi­
dent on social security . 

Yes. 

Along ~itb my -- with tho Tr~aaury r ecommendation, 
which was we recomQcnded tla tlY no increase 1n the 
and the benefits to etart 1n '40. 

Yeah. 

And the Pres ident listened to me and he read all the 
other ;llnnS, and turned ur all down. 

All or your 

All ot us. And took the Social Seeur! t1 l!o?rd re­
cO!lll:lPr.dat 1on. 

Well, wh~t -- wbnt i~ th~t? 

Tbeire is to increase the tax and start the benefits. 

And start the benefits? 

Yeah. I just wanted you to know, but he -- he hod 
your reco~endetion on his dealt. 

All r ig)lt. 
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I wanted you t o kn:,., that . 

Sure. Thank you so much, Ur. secretary. I'c -- I -­
I don ' t know whe t her e ither , rue are happy, but . ••.. 

Well , I'm .• . ... 

At leaet ...... 

I ' m -~ I ' m dis tinctly not , booeu3o I ' ve got to tcetity 
and I ll have t o take the poe1t1on - - ~~d 1~ r t estify 
I'm going to eay • hat I Just told you or I • on •t 
t eetify at all. See what I mean? 

Yea. 

I mean, I'm not going t o go up on the Hill and 
r~com~endtng thr t the t&X rhoul~ be increPsed. 

Well , I can underetanO that, bocauae 1ncrecs1~ the 
tax and paying the benefit ie n~t ree\~v thA con-
tributory eystem . i 

llo. Well .... . . 

And that 1e, I t h1nr. , on fiscal grounds some 
hac t o be mede, but I don 't think that's the happieet. 

Yeab . Well, I J uet wanted you to tnow thls - - the 
document ~~s on bls deck along with the ?there. 

All right. Well, thank ]OU f O =uch. 

And he hei ample time to read it. 

An~ I - - I want you to undtret~~ the r e,ton I c~o 
?v~r. I Just ~h~ught !t beet t o try to 1ron the thlnge 
out togethor r ather than . ... . . 

That' s ~11 right . It'o 
but mcntP lly ! WM t 1t . 

it's h~rd on me phye1celly , 

All right. It I c~ be ~ ! ~ny help, don ' t hee1t~t~ 
to c~ll on me. 

"c' l T'd l!'•toh r~tber , t ny ttme, he.vc you come C ':""~ 
end iet me know, And let me have -- ~~o~ what you ve 
on your Mind, and -- ! ' m al~~YF @V~1lnble . 
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0: All rl&ht. . I 111 t.ate a4YMt.aae of 1t.. 

lll.!Jr: Pl .. •• 4o. Ple111 4o lt. apiA. 

o: All r18ht. • 

HYJr: 'lba nk ;you . 

0: 'fhank .)'Oil. 

Hl!Jr: Good b,re. 

• 
.. 
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B.)( . Jr: 

lll ough : 

ti .J .Jt' : 

Dlougn : 

d. :!. Jr: 

265 
- 5-

No, I wan t - you see, tbe thought ~bleb they bad 
was, let ' s put

1
t his tbing into effect, let ' s say, 

and then - in 42 would we talce up the tax again, 
or ' 41? 

' 43 - the new 

No , 'Nhat cal endar ye1.r would wo be stuaying it~ 
Woula lt be !:larch ' 41? lle three years from now, 
woulan•t it- ' 4J-41-4~ . 

•nree years from now would be Marcb '42, and we 
woula study it in connection with the next increase. 
whlcn is scheouled to go into effect in ' 43 . 

llo", tne tbing on wbich sooe said yes end soBe 
said no - that a t the eno of '42 the benefit 
payments woulo be such that they'o begin to 
araw down the reserve, end thvt therefore at 
that time, it would be obvious that we should 
increase the t ax. Now, ! don ' i &now whether 
that' s cor rect or not . l f it is, 1t would be a 
prett y picture . 

uo you follow me? 

Blough: ~es . 

oohite : 

I! • .! . J r : 

,/hite: 

(On phone) Bello. I' ll t ake it in the ~ashroom . 

uo you see what 1 mean? 
are- naturally, I don't 
L" mee n where ..-oulc we be 
woulo it seeo l ogica l to 

With the new benefits . 

tnywoy, ><hatever the facts~ 
wnn t t o fudge t hem. But 
three years from now, and 
incr eose the taxes? 

With the new benefits . •ne argument of the Pr~sident 
is t hey ' ll never do it. But anyway, wb£ t woulc the 
size of t he r eserve be 10nd wh11 t would we be fac~ng 
tbree years from now, wb" t would t he picture be 

Wait for me please. 

If you kneW 
for - iSn' t 

(Leo ves office) 

what those new benefits • ould call 
tbat the trouble? 
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olougb: 

White: 

li.Y .Jr: 

Gaston: 

Ouston: 

•dl l te: 

" us t on: 

d.,j .Jr: 

H.M.Jr: 

Duffield: 

H.li.Jr: 
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1hat's the hitch. 

The error in that diminishes as the years go 

(viscussion continues ver¥ informally 
until H.W.Jr returns) 

llrs. Aorgentbau says , "Well, the President's 
going conserva tive on you." 
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on. 

J. really think, you lcnow - nere' s the left, these 
three gentlemen, you see; here's poor old hccles 
and me right ln the lliddle; and here's t be President 
way over to the right. 

1.bere isn't a conservative in the lot of you. I'm 
the only conservative extant here - me arA Danny 
Bell. 

Now, where are you? I'd like to mslce a record of 
1 t. olhere 8 re you? 

Just as 1 told you this morning, I•m stupefied . 

~hot ' s the only woy ~ cun explain your amazing 
position - a sport in your character. Liberal 
in everything else, but in this Cllltter be's 
certalnly gone bide-bound conservative. 

it means complete repudiation of everything Re said 
in 193~-

>.ny-way, please let me have b:; toaorrow morning -
this isn ' t so difficult - l want a st£tement. 
uet's take a look, bec6use it's more of ••• 

(Hanes comes in) 

~ello . How sboula I say- I•m having what's-his­
name prepare me a statement. I'm telling my wite , 
and when I got through she said, "You've got tile 
t wo c • s over to t be l eft, you and ~>coles in the 
middle, and the !'resident way over to the rignt.• 

r think Jotl.n lianes is over tt1ere too, isn't he? 

No Jotl.n' s rith me; at least, he was when I went 
I 
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Hanes : 

l! .w! . Jrt 

t!unes : 

lions : 

H. tJ . Jr: 

~bite : 

l! . lt. Jr: 

lllough: 

H.IJ. Jr: 

&lough: 

d .loi.Jrt 

• 
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int o tne White House. 

I said, "When we go out the front door , we're like tbat. w 

What 's that? 

I sa id, "When we fO out the front door , we're j ust 
liite t hat." l hat s Just where I ·ons . 

You «now, tlansen said he would go that way, for 
different r easons . Ilia r easons were these. He 
saia in the first place tna t t he original bi ll 
was the Presi dent' s bill; second pl ace, when there 
wes some question a bout his bill, a vo=mfttee was 
se t up. "Well ," nonsen said , •r was on the Com­
mittee, but the majority sai d leave the President 's 
bill as is if an increuse in taxes was contemplated; 
then the labor groups came out for the increase . 
How could he go anywhere else? Dut ns an economist 
I want t o r ecommend ne don't do it." .out he thougqt 
the President would go just that ·11ay. 

Fix me up: where would we be three years from now, 
with no increase in t axes, putting the benefits 
into e ffect as ·11e know t hem; what will the picture 
loolt like -reserve, e tc., etc .; Lnd in the three 
years how much money do we collect and how much 
money goes out ? 

The first part or that question ought to be pr etty 
easy t o &nswer. 

Well, a nd then you might t ake this; t hen you might 
say, "All right , in '43 we increase the t &x _by 
one percent.• See? And then how long woulc that 
run us before we begin to eat into the reserve, 
see? Does that •• .• 

Very clear. 

Iotta t ? 

~hat 's very clear. 

we run the way we 
three years let ' s 
percent. 

ar e now for three years; then in 
aay we increase the tax by one 

Regraded Unclassified



!Hough: 

H. II.Jr: 

i>lough: 

d . !j .Jr: 

Bones: 

n • .t.Jr : 

nones: 

B. M.Jr: 

!l1mes: 

ti . :.I . J r: 

aanes: 

Ilanes a 

tl . M.Jr: 

dunes : 

H.lol .Jr: 
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How long will t hat last before Me need mor e _ 
without government subsidy in the meantime? 

That's right . 

uo you wish, before you go on the t!i ll, any prepara­
tion on other questions thut the Committee is likely 
to ask you? 

Oh hell, if we get on anything else I' 11 turn to 
you. 

~re you going to go up on the bill on this thing? 

what I 1m doing - 1 1m going to prepare this. I 
thougbt I'd let this t bing sieer, see, end I' 11 
hear f rom Jere ~ooper. ~ben I want t his prepared 
end I went to go over and say, "Kr . President, this 
is wbat I'm going to say . lf you don't 'Nant me to 
say this , then 1 won't go up on the Hill . But if I' 
going up on t he Hill •••• " 

You're going to r ecommend no increase in tax. 

It I go . See? 

Well, vooper and I come - I walked over with Cooper 
and t he res t of them, aM I think they're under the 
impressi~n that t he President bad decided the thing. 
Is that tile impression you've got? 

~oo . "ell, the !'resident sai d this - 1 mean the ·~ 
ne put it was, be said - ne said , •t 'm pr etty green 
on this thi.ng, but if 1 bad to decide it now •••• • 

Curbstone opinion. 

I wouldn't take that. 

You don't think that's final? 

No . No, I definitely don't . Defi nitely . 

Altmeyer and ~ooper and tb~t other fellow from the 
Labor Department- I never did get his name- •••• 

Wno woo.ld that be - t rom Lb.bor? 
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uurfield: 

a. M.Jr: 

uanes : 

n. J . Jr: 

danes: 

H.!.LJr : 

Ha nes: 

d •• i .Jr: 

uanes : 

fl. r.t .Jr: 
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Hinrichs. 

oobo? 

Binricns. 

No, that wasn't Binriohs . 
shock or hair, 

Very thick gray hair _ 

Well, at any r ate, all of them were under th 
impression tha t the President had taken th e 
so-called Brown plan; tha t ' s the ~ne he re~erred 
Which is the Social Security Doard•s. 

to. 

llllich is l ea ving the tax go up, to increase a half 
of one percent, and increasing the benefits moving 
theo up 1n 1940. ' 

No 1 I don 1 t t ake that as tina l by any means. I 
mean as far a s I 1m concerned, I don't, because I'm i 
no t going t o go up and . •••• 

llo . •I ell, I .... 

Well, you're asking me . I just didn't - I thought 
I'd let the thing r est and I 'd talK some more to the 
President . 

•hen be went into a long discussion on this: the only 
way to do this thing was to maKe it obligatory tna t 
everybody set aside so much money out of t heir wage 
for old age, so forth a nd so on, and just make 1t 
obl iga tory. knd I sai d - ~ell, the whole discussion 
about the south and everything else - thiS thing 
didn't solve anything; ao forth and so on. 

llo, I feel es far as I'm concerned that I certainl y 
expect t o have a rebuttal , because he wasn't - be 
certainly wasn't well posted on tllis, was he? 

No , he said be wasn ' t . de suid, •This ls •••• • 

And you notice they let him get owey wltb stst~ments 
tba t just weren't so. NobodY corrected b1CI . •he 
President didn' t know e bout. tne reserves end how 
much went 1n, bow much went out, e nd all the rest . 
But I thought if Blougb would fiX me up " very rough 
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draft for tomorrow mornir~, we ' ll take a look a t 
1 t aocl then kind of t ix it up. I mean j us t where 
would we be? And I want to show that to the 
I' resident. 

•rne only reason I •m telling you that these other 
fellows got the other impression - you might want 
to tell them before you go up there. 

Tnat• s a good idea, so there won't be a misunoer­
standing . ~ lot of ~eople go over and the Presi dent 
si t s bECk like that, and toey take it as final . 
Where woulo you ana I be today 1f we took sooething 
he said as f i nal last •eelt? 

Not very f a r . 

~ee? Hell, I only made up my mind at a quarter ot 
twel ve. I• ve got to see my own opinion tarough t or 
nt least one day . 

Would you (vuffieldJ look up tha t testimony of the 
fellow from o t andnrd Oil of New ~ork, where he 
on incr easi ng the t axes'/ 11nybody could have bet me 
one dolla r or a bundr ecy'dollars tha t he was i n favor 
of increasing the t axes . 

••hen they were f irs t here'/ 

Yes . 

No, tbis is right. 

"ith the group meeting be very definitely was not 
in fevor of increasing the t axes. You reaaember how 
surprised we were. 

th t meeting, "lie ' s in the same corner 
You said after . e 
with Bans en." 

Yes . I guess I 'm slipping, John. 

The right way . 
You nsve a wbole l ot on your mind . I'll 
tor that slip you made this morning • 

All r ight. 

forgive you 
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llaroh 20, 1939 

fhe Secretary gave all of th1e material to 
the Prea1dent at the meeting at the White House toda7 
at 12 o' cloak. Aleo pruent were Mr. Hanu, Mr. 
Altmeyer , Prot. Brown , and Seoretary Perk1na. 
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P•rtoW aD4 CoD.f14eP'1al 

BoDOrable lle=7 IIDl'!ienthau, lr., 
SeoretU')' ot the Trea.oury, 
Wulli ngton, D. c. 

lluoll l!O, 1989, 

In a ooor4aD.ce w1 th \lle OOIIftraaUOII I llad w1 \A 

;rou on Satllrda;r, I aa enoloaiDg llel'ftt\ll a le"ar w be 

dell Tered w \lle President ee\tl.Ds torth rq newa 011 \lle 

oo11t-lated --nto w the old o&• I.DAOiraJioe p:rogra. 

Al tho\ISll \lle letter 11 aborter \Au \lle -ralldla 

I lett w1th ,ou 011 S..tllrda:r, \lle aubetano• 11 til• - w1\ll 

t ho oxoeption ot the laot paragnpb. 

ouoero;l:r, 
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80ARD D,. IIDWRNDR8 .... _ 
P'&DilltAL ltll.IERVE .Y.TIM ............. 

PtrfOW 'R' Copftfe'!'el 

B.oDOra'blo ~DI'J llr:lrcelltllau, lr., 
Seorouey or \lie Tr.a81117, 
Waah1ngto ... D. C. 

llaroll 10, lt:lt. 

I a aooordaAce w1. \II ~o oon•oraeUon I hod with 

dol\ nrecl \0 \lie Pr.,.1doD~ Mtt1Dg t or til 111)1 91.,.1 on tho 

oont•plated _,_nta ~o tho old IIi!• 1na\1ranco progr .... 

Although \lie letter 11 ahortor then tho """""rand\lll 

I lett w1 th you on Sat urdoy, the aubotOJ>Co U tho •- w1 th 

tho exoopt1oa or tho laat pAragraph. , 
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.CARD 0~ OO'VIEftNO~ta 
GoP, ... 

FEDERAL RESERVE SYSTEM 

The Prealdent, 
Tbo Wbl to House. 

Dear lb'. I'Tee1dent: 

••• ""'•"'oto 

Me.roh 20 , 1939. 

In IIY eapaoity as a - ber or tho l'tecal &ad llonetary 
~d•l e.:>ry Board I h a • c ca.At'Ully eooelder.td '-he '-hl"oe -.ln pro­
:x>sale e ade by the Social S.curl ty Board In cOilllec\lon wt th 
t~JihtJdM:ltte to tbo old tt.ee lDS'U.r"lDCe Pl"''S I"QI, •1-:.. t CG:!D.!Inelug 
beoerl t "Ootr-anu in 1940, l1barall ·to.- bener1t provUiona, ODd 
o"ntl t.t.lu ~ thtt s o.:utduled tax lnereas e in 1940 t .o 1(0 into . .. ree~. 

[ a'"\ 111 ttl 'fOr of C(lfaenci n;: benet't t pnyw~e ntt!l at. t'to ettrl1•at 
ooss l bl•l 1DOIDODt, ond or l1bersl1··t~ . to the ru.l.l r~~.e t. exte nt 
roealble , benefit pronslons. I am oopo oed to t ho oc~eduled ln­
cM:Uio i n pay·roll tsxea. 
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~·or three years t he collection Ol' pnyTOll t oxes in 
e xcean or benefits, \d. th the resultl~ nooumulst.iou or a reserve 
rund, has 1m,oaed u s erious drss on noovor y unti h t\1' nece3&1 tttted 
Lucr~Htted Gov ~rnaaent ~txpon, 1 tures eleo~horo. On both u.nenoloy­
ta9ot !t~tl ol<l V<;O i n sura nce aeeouut t he deducti on rrom eon:nuner 
buyt n;· ®wer wnoun~a to one billion dollar t' ~ yeRr tor t 'to yo"rs 
\?:<7-~9. Tht a deduction \rlll be e ven r,roator in 1940 unle•• in­
cre:-eod beneti t s e ;,.eeed i.neraosed t t•A collectio ns. ..ct.u.ftlly, t t 
.an';"eara t ha t t h e t a_x t:~creasil h i l l ytel4 t'rotl ~250 million to 
:300 ndll i on a ddi tional, ~bile the cont~lftted tner~u~e tn 
~enefl tn r.lll onount only to bet' . ... D fl00 ai l lion !IDd f 200 oilliO"-• 

It e p,oa.r& a.n oopor tuno tioe t o> r•i ev tho thole uaes­

• tJn o~· tl.o t lnanctn.: o"' old a ·e- insurnnee. Tbc trcr.d t n all 
l):"wr countriea. tLD.d tn exnert and ""()pulsr o.,ln1on ln this 
COUnl.r y , h e" been 6 \'1" )" from the r OR!rYC fuwt prl nc lole . ~ven if 
th .. t. --,x t ncr"uso 1 t~t oo~toon~d , the r ttOi"t'•- run•t wll l eon\.iDUP 
to rlceurmJl., t o through 1942. If the t t. .( i e 1nc1·u,.Jatl . t h i e .. 1.11 
tu n1\ t.o O).t ctnll s ti l l rurther the oertort over v.hioh the rund will 

""l')\\ 0 

• 
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Ill '11w or "'"' gra'l1 ty or our .... Jor oco'-lo probl• 
or dotioiall\ oo-r bu71118 power relaU•• "' our produothe 
oopaou:r, I UJ'II• "'"'' liD turtllor llloreaso ln tho pe,.roll tu ruto 
toko oloco Mllt ;par. 'l'llo oco110111o reporou .. toDI re'lll.UIIil ~ 
a conU~Uod uooaa or "'x colleo\iona o••r beutl u will do .,re, 
to lilY judpe..-, .. JooPIU"'ize tho con\r1bu .. ry •:r•t• thllll M>ul.d 
pontpoD1118 tha aohedulod tnx 1DCrauo, 

I oa contiD1118 107 re--D4~Uona t o tho oneotr1c pro­
posals place<! betore t he A4'11oory Board, I oaDDOt retraiD ~ 
addl,~~g, llo>onor, that lD 107 Jw!p!~ut tho oropooalo or tbo Eoelal 
::lecurHy botll'd 4D 111>\ -•' th• d- in thie oouatr:r at tllto 
tlM tor an ad~ \a DOUoul olc1 an• oocurt t:r oro,.__ 
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J'eiiW!ry 13, 19~9. 

:.7b 

1 • D!!.D• •pci¥ ot Social IP8Ur~ 

Tbe collecti oa ot payroll t sxea i n exce ea or benefit per-ont o 
u.poeu • eeriouo clrag on reco .... ry, We are rues~ with a long t erm 
probl CID ot ~etictent cona,_1. buy1JI6 pow~r, • w1tb 8D exceas ot eovillfll 
o•or out lete t or pr1...,te capi tol expenditures, ~~ continue s syst~ 
wbi cb aggra...,t e e tbia detici eno7 1Dteneif1ee our problem end pos tpoDBo 
tbc <lay -.beD 1t will be poeo1ble to belBDce \be budget without i nter• 
rer1JI6 w1 tb bua1~~e• • reeo...,ry. 

Tbe Report ot tbe Social Security Boord e .-pron e tho 1Jopos1 t1o~: 
ot a b1Gb•r payroll t ax r ate 1D 1940 and hence en.teasea tbe fUrther 
ac..-le t l OII ot a reeer n tuDd, end the t\l.rther net Wltbdrewal. of pur­
cbea1116 power . 

II:Ddor-Dt ot the Report l D ita preasnt foiW, ei tber I.JipUc1tl7 
or oxpl1cltl 7, would I.Jipl7 acceptance or a pr l aciplo of fla.,.elnF: alii 
age ilUUl'aD.CI tor -.bleb. there 18 a rnpidly decreaaine e xport e.nd popular 
euppoM . IJ'be accn..W.ati on or reaorTe tu.Dda l a a.ppl"'J)riat·e to pr1'f8te 
but DOt 01• 1!\l lDl!IIU"IUlce, Tbis baa l ol>(l beaD reccgni zPd in other 
C:DUil\riea. 

II • pttlo<ttonar:y ttttct o ot Pre aopt SY8\91! 

Ia 19S7 tbe exca s e ot payroll t ux colloctione o•er benefit& wee 
n ujor contributory rector i ll tbe deolinc in eon&UIIIPtlOn thst preceded 
tbe 4ownt urn 1D bueiDtoa. 

Ia 1138, abollt tl,OOO , OOO, OOO bed t o be epe nt by the Co•erm;::nt D\ 
eerelJ to ottaet the 4etlat1onaey e f f dC U ar1 o1bng fl:"000\he~ ~ --~ 1• • --·--- - -· aDd 1» 1939 aDO\ er .. , • • ~ 0 u .... ~--· p . ..... - Tbll baa thO effect or lncreae-
b.e.a to be epallt for the - purpcee. di i~reue 1D tuy1J16 
1118 tbe 4et1o1t without ncur1118 a oorr-epcG "" 
power. 

i n p&yroll tax collect ion• 
I» 1940 aD4 tb.areatter, tbe 1aore••• extenaion or eo•crase , nod 

arieipg n- (a ) 1acreeoiJ16 P87l'Dlla, (b) an 1 1 ,., at ition or the 
(c ) a t1tt 7 peroeat b.lGbor '-" rat e , aA:t ental • cbp 1erser detlci\ 
19:17 .,.,.r1e noe or t be aece NU)' or 1acurr111Sb :..,.rae a.re increaeecl 
\beD would otb.erwiN be aece888J'7, UDl••• t • 
ntt1o1eat l 7 to offnt tax colleotiona. 

Ill - !!t!l,st!!!llllllfiYt!'i:iO!!,MIII 
ld age account •~ e:~ceed 

811Ma 1! l o UJt•lJ tbet tax aecrwtll 
0 11 0 

• rac.,.ellded 1D tbe 
tfOO m llloa 1D lt<IO i / taX rat e a ere ecl•enceJ~nt thot lltorolited 
report ; elaoo 1! 1a b.l£1!17 i.llprobable i n a'f 
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~>eurit pro'l'ietona Will. result ill a ...., 111 the llext :rear or -
0 pproa cll ill8 Ulia t11!Uh or na" the fi«Ure or about t&oo 101ll1on 
lll t.:rea Ulat would be collected 1f tax ratoo ,..,... Dot od.,.nced. 
0114 eince Uta r .. one twill will ClOUIIt to tl, '700,000,000 at the' 
beg111A1118 or 1140, I teal nrollt>].:r t bot it ""lll4 be d011gerouo 
trc. a tlaaal and IIOIIat&r)' point or new 1t tbo acbedulod incroaoo 
ill the p~cyNll hx rota 8hould &O lllto etteat on 1allt.&acy 1 , 1940, 

.U tboueh I .. 110t at tblo tlloe IIAklng 1111y rea..,.elldationa 
relating to ua-.plo,..nt 1uuronce , I tblnlt it pertinent, ill 
connootton with t he propoted increoae in tbe p~yroll tex rate ror 
old ago illsure.Dca, to point out t~ ... t tho exceee or payroll taxu 
on r benefHa on -lo-nt illoOUl'IUioe account Will , i .n 00' Judg­
Mnt, UI?Uilt to UOWid llalr • bUlion dollora, aaiNIIillg a ""tiona! 
i iiC ... in 1940 110 b1gber thaD ill 1937, 

111 rt.,. ot tb.e to .-.go ins coneidenuons, 1 t woul~ eppaor 
e4neeble to dater appro't'l\1 ot \be ocheduled lnoNalH! in the tax 
rate uat11 1 t ie laiDw1l wbat th~ beDefU P.,_.lltl adopted b:r 
Congreea wtll IIDOWit to tnr Ute celelldar :roar 1940, 

It the tax rete increaao 1e poetpoDe4 at tbie tl.me little 
difficulty 111 securing tncreoaea in payroll tnu 1D tho tutuN 
'"'Y be tlllticipatod U aucb tax 1Dcreoace or. actuellr ~~&••••orr 
t o tlJIUJlca current benefit s and if, et the •- t!Jne, a portion 
of tbo aoete ot eucb beut1 ta i a borne out ot general te.DtloD, 
111 ia the •••• in ~aDd an4 otbor oountrieo, 

-
• 
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R.UIONAL RESOURCES COMMITTEE 
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PaJrOll tax ahould not inoreaae in 1~0 
u~ea the increased reoe1pta are ottaet by 
e~nditures elsewhere. 

'l'he Government ehould eventually 
oontr1bute a portion ot the coat of an old 
age benefit plan. 

• 

• 

' 

-

r .. ~ 
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A SOelu .... ,,. 1'2:** -an aa a'-« ca t'aU 1'11Pl•Jw' 

1A two~~ 

(a) fte tun ou ot 'lllaloiL it 1a tlMaoeol ~-. le'l'1e4 

1A - a ~ u pr1aaft17 w lllol' «q 'Har• 

two~<aCOOUJ 

(11) fte pro~ 1&&7 1*7 ""' oarnatl:f a-IL l"""r-

1A 'baatlh Uu la oar....tl7 4e4ane4 la 11ana. 

!II& pre••• Soolal s.oanv 1'zocrU 11u 4onutol7 an..s aa a 

41'&1 ca ou raOOYC')' a llo'IL tu• ra•n•. 'file ollaranar ot •» 
11aaa, ~~owner, h prabul)' 1•• l.apo,..... tllaa Ulo laol< ot llal.UaO 

II•'- taz wl~a 11114 11-tlt .,.,....... ftl.a laak ot llalaoo 

onna .... lt all-•• la IUI4o tor pa,_.pa aa aoo-' ot 014 ,. 

.ucn-. oro a 1- mm u la a1.ao tne nat , ... ta.r -

pl~· a-· loan ""' It- uto»4 It)' ~· ,.,..... •• 
tasaa nnla& oa 111oo 1-r 1aa- lnola oiao alJIOn •1ral7 

trca _ _.ica, .,..._. - .. •• a1d4lo aoaao 11n.o1<ata -a 
- panl)' trca 141• •.UCO· !llaro ,...., _ar, polUioal Utti­

nlU .. 1Aw1Ye4 1a 1811ft111C tile taz nrll•• aD4 politioal ~· 
u rnaiala& a ..Uo ot pabUO I'Oapoaal111U'7 117 wi4a parUoipaUoa 

a 1111a ••-'• ~ tu aoeul Senrl\7 :rae•• 
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Ill~ .,uioa lt la ..._.lal. tllat Jll&nOU .._. oloooll4 ao\ lie 

II\~ .. , U - portut '117 law, - 1D11U'f l, lNO, 'DleM \booM 

rHalP'• oea be ott- el~re. w. u. --·~· 11 ~- GI>C 011 o. low 

•-cal.o leorel wltll a «m41Uoa ot -~~ napo.Uoa \llet .. ~~e ... ao 

o.4•q~~at• Oll\ln tor 01lr1'ellt anap. 11114er tlleM 001141Uoao a Soa1el 

S.Ov1t:r Proczwa h aa ats..l:r OOIIplleor:r ana. ,_. w111e11 

MriouolJ rcartaU• tile Yol- Ot ---lOD ~ '1\t.fteo 

I ~*Tor pi'DYlaloa tor e tlaru w:r - tr1ba\1oa to t he 014 .ap 

n..-oe l'zoc.ct-, - troa apl 0J11H, r- DP107• .. , &114 r- tile 

Je4enl O«e-t. ftle -a iaYOl.,. ao o11at.ce 1ll the 1llo14noe ot 

pre-t taN, 'lnlt -a ~ p-U:r tile tao14ao• of - • 

tllat IIIU\ neat;~ be lerte4. 

- b• _.. to l'&l•e tile ~ ot IAalalnraUoa 1ll Ill t bo ..noaa 

Stau• eo uet p~t• ... 11e JLe4e p~l:r· n. -.lUll pe:rio4 ollnl4 

be .... u eon u •• zequr-'• of a 11011114 a.ploJM"' e:rn• 1l1ll 

pemlt. Afpara\lJ ala 1a Ma7 Stat .. tile pJ'Oirlaloa tor b-tlt ...-u 

are -~~ tile\ tile nee1P'• r- pt.JZOll - eoaUa• tu ato • a.­
•toa per1o4 t o -.4 ll•et1t pa,...t•• 

-
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8J 
.unn H. ~~u~.,. 

1 . • 8oo1al S.Ourity Progrua ou aot u a d.rt.g on tull 
•plo,..nt in two ~·· (a ) Tho procn.a ~ bo t1Do.noo4 b)" a 
typo or tax which nigba hot.rtly 011 oo110uapt1on. or 1t ~ be 
rl.J>&noe<l bJ a typo ot tax which nl5ho hoa'l'ily on inooMt a 
nlaU Toly lu&o proport1011 ot whlob would not bo apont on 
oo~lon t;oo4o. In tbe romor oooo tho pro,rua wou.l4 aot 
to re<luoo tho Tol- ot eo110Ulllpt1on upc>41tuno, 1n oontraat 
with tho 11-t1cm which WOQ}4 obto.in umor tho l atter typo 
or tax. lien 1t 1o not a queot1on or whatbor or not tho 
,...,. col:.. otod 1n taxao a n paid out 1n boll0t1to, but pvoly 
a qu .. t1on ot tho 1.DClde""o ot tho tu:ao 1apooo4 upon oon­
owoptlon. (b) • 8oo1t.l S.Our1ty Prot;rua a:r oonn1tuto a 
d1'14 on tull .-pl.,_..t by po.yills out a ... oh 1 ... r UOW1t 1n 
boner1to tb&n 11 de<luote<l 1n tu:ao. Hero 1t 1o DCt a quootlon 
ot bow taxa• thauelTet atroot upon41turoo, but rather tbe 
talluro to ottoat &JIY ottoot ot t&:na on oo110uapt1on b)" 
d1otr1butillt; tbooo ..,.. to tho o~ty. 

On both oounta tho 8oo1t.l houri ty Prot;rua baa, I th!.Dk, 
4ot1n1toly a otod aa a 41'14 on our rooO'I'Or)'• In "'f T1- tho 
nt.lly oor1ouo • ttor, how'I'Or, 1o not tho obt.raotar ot the 
taxao t.._.olToo, but rather tho t a ct tb&t 1n the oaoo ot 
tho 014 ~· ~,.. tho tu:oo hen b"n • tobo4 ooarooly at 
all with ~1t ~·· !bit 11 true to a looter oxtoot 
1n tho ..... or tho Un.-pl.,....t Inturt.noa, bot otlll true 
to a dosJ"M wh1oh 11 ozt..-e17 untortwate. 

::a1 

z. !bon an ta.ooo mo -..ld d1oponoo altogether with tbo 
11 - &Jill who ....W.d raioo tho DMOOO&r)' tum• oJ:Dlut1T017 

po.J1'0 e . lt.l17 by illpotill£ h15ber ourtu:a• 
t .... tho ~~~1 -~ ::':t&JIIIpo1nt or pun tao pr1nc1ploo 
OD pereo,... .uwmMI• r ......... apt10D &D4 
&Jill tho 1DCld....,o or tho tax atruoturo upo" oono bo ado 
iJSYoetMDt oxpendltuno, a otroDt; oaeo ": oertot!,_~ a ropot.l 
tor IU1 oxtenalon or the porooaal iDcOM ,:1:" oullarly nl&h 
or ro4uot1on ot a T&r1oty ot other tao::. prt.oJ"O&l d1lt1oulty 
upon oona....,tlon. There 1o, ~~ 1., 0~1on 0114 outf l ­
pol1t1oally ot ,ottin& a ':f!!a-lDC- brt.oltatt to ate tho 
olontly b15h rate• 1n tho h 11 taut a.ro a 
1110 ... tax oarrr tho ""0•••1'7 1;:!• tho ~1t1ot.l d1ttioultr 
praotloal ooluticm 1n a -•un tho ,._ tao. JlorooTOr, thoro 
ot ooouriJII a 1• • I Uon t.; at1oall7 all oountr1oa ho'l'int; 
11 tho hin.ut.l preood.ont 0 pra ot plaoliiC a a jor po.rt ot 
ozt ... .tn ... 1&1 ~ "'=olari" or upon -lOJ•"• 
tho l:oard• d1roatlT liP"" -· 

' 
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!hio prooeclurto bao oert&in definite o.d.n.n~eo tr<a tbo otam 1Dt 
ot o.alll'iag a oeD&e ot public rupoDaibility nth reop.ct to 1:. 
coot ot ouch pror;roaa. In ""¥ own rtn I thl.Jik froa thh ~tam­
point it 1a partiwlarl;y Ulport&nt tbat -&o .. mero lhoul4 
oontribuh to tho prouem u pro'ri4ecl b;y pro .. nt lothlat1on. 
Tho pruont Sooial Security tax otruoture 4ou howner I think 
go too tar in thio 4irootion. Thoro io juotifloation f~r 1 ' 
41root goTornaont contribution from gonorol rtTonuo to the 014 
.&4;t 8oour1ty Progroa. In thio annor a balanoo can be aoh1ne4 
betnon the aim ot o.aur iag a ,.,.., of public r01ponoibility b;y 
w14o participation l.n the oooto ot the progriiD am at tho ...., 
time th~ tho gonrnment contribution ilmlriag that tho tax 
oollootione tball not reduce oouuaption oxpen41 turt1 ulldul:y. 
So tar u tho tax atructurw h ooncome4, I thl.Dk the pror;roa 
can bo ohe.ngecl to help tho attai.IDent of a hi~or mt1coal 
l.nCOM aM full •pl.oyaont by pl"'T141ag for I thro--.y OOD­

tr1bution to tho 01.4 .&4;• Ina.......,oo Pror;.raa, cmo-thir4 fl"'a 
e=plo;yora, o1W-thir4 troa •plo;yetl, ad one-third troc tho 
fecloral g<rt'o1'11MDt . 

:.P.2 

So llor·o illport&nt at the -nt 11 tht ourront am proopeotiTO 
tailuro to 41atributo benetito approxiJDatol;y oqual to the tax 
rooeiptt . So tar ao tho t'4emplo;yMDt Inoun.nco 11 OODAlorneol, a 
ttro"' ottort muot be mo.d.e to raitt tho ttandar4 of adminl.otration 
l.n all tho T&riout tteteo oo that payment• can be aade promptly. • 
Thh 11 oort&inl:y a 11101t ooriouo •tter which cello tor dotenoine4 
ottort. In tho next place, the .,...itillg poriod thould, at aey rato 
from tho o;yolical oomponoator;y otampoint, bt ma4o u ohort u 
tho roq\lir....,tt ot a tound unemploy.nt o;yttem rill parmi t. In 
moat oatot the •1ting period it now too long. J.pparentl;y alao 
1.n III&JIJ atatot tho pl"'Tioion for bontfit ~to io too oon-
torT&tiTt, to that the roooiptt trca pa;yroll t&xtt continuo tar 
l.nto a 4oprottion period to oxcoo4 btnafit pq .. nto. Froa tho 
purol7 o;yolioal 0 oeponoator;y atampoillt, it would bo dooiroblo 
to aalct tho •iti~ period TOT)' tbort aM to aD lar&o bontfit 
pay.-ntt (eTon though thio roquirot a obortor period of benefit 
pa:yMDtt ~ 1.n order that out-pa:yunto ohall Cj\lic~ oquLl am the 
oxoeool tho tax oolloctione onoo tho 4oprouion h on. It 1• 1 -•-• ~-• h r that other oonoi4orat1ono booi4to the pure 1 ~"-....v.• OINT• , :t ot Et.ch one 
ovolioal ooepenoator;y one -•t bt taktn aooOUl> • ···" • rtainl:Y ought to bo thoro~y of the ourront Steto aott oe o4 f tbo a4juo-nto 
t orutini&ecl trca the otandpoint of tho ope o l nt 

~ b-rit .-ntt to oh&ngtl in •P o:yu • of l.nooM ..... pa,- th la io altosethor too greot. 
It 1.t a pparent that ourrontl:y o S 

._ InollroDOt the l.mtdi&tt 
With rtotpeot to tho 014 ...,o th ;..11 taxo• ohall be 

Cillottion rolateo to .-!>other or :! 0 : ~DIIt.r;y 1, 1940. On thlo 
otoppecl up, at - pl"'T14ecl ~ ,.111 baTt 10.,.Uato4 appro:oa.&to17 
date the 014 .&4;o Rotorn J.ooo t a1nority of the Social 
tl,TOO,l)OO,OOO• It _. the rt~ o allll'telt, that th1• rotorn 
8.alll'it)' J.drttor)' c-il, ~ ,;: that the oto~up ill payroll 
-· o.d.l'l"&W. tor tho ti* ~l it -· olOIT that ourrd ~t 
-· oaP' - to be ..,So 

, 
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pt,~to O&lled for 111ch a atop-up ill tax.o ill order to prnent 
u aoroao"-nt Oil the OOiltiJls_,. reoo...-.. Tho •b arr;-nt 
u I aeo it• ar;aillat thio roo-...s&tloD 1o the toelillr; whlob ' 
ooYoral han uproooed that• if tho pt,yre~ll tax.o are DOt otoppecl 
up. Ill DOW proTi<led. the 11holo ooDtrlbutory ayot• will r;o by tho 
board. I <lo 110t know bow to appralao thia pooullo.rq political 
faotor, but I o.a porooD&lly DOt ablo to aoo tt. t tho ,.. ... poatpoM­
mallt of tho atop-up, i t1D itoolt a ratio•l procedure, illertto.bq 
elldi.D£1rl the oontillllt.tion of the contributory ayatem. 

11&<1 - beon l1Ying ill a perio<l ot Yir;crc111 priYo.to inYeo-nt 
aotiYity with tuU •pl.,._nt ill porio<lo of prooperity. we could 
porhapa wiooly han afforded tho oxtr-q conoorYo.t ho Social 
Soc\lrl ty finulciJls pror;ro.a which the proaont law prcYi<leo tor. 
'lbero 1o of CO\Iroo a Mrlt ill oto.rtinr; 111ch a p"'f>r&a on a 
otrong rinuloial buio with an aoc..UO.tion ot rooor.-oo. It 1o 
untortlm&to tor a Sooial Security Prosro.a to bead at oDCe atro.lr;bt 
illto bankruptoy. theoe oonoidero.tiono han do\lbtleaa weir;bed 
hoaYily with thcao peroono who lou OD tho aide ot conoorYo.tiYo 
tiDIJloiJls tor the SoCial Soourity P"'f>ro.a. Wo are. howenr. faced 
with the oltuation that we aro not oD,joyinr; currently Yir;orouo 
priYo.te illnatunt aotinty. ~ along, u •• are. on a low 
lonl with a colldition of ohronio oto.ption, wo oannot afford. 
it ooeu to me. the lwtUI')' of a Sooial Security Pror;ro.m which 
tum.o out ill offoot to be ouontialq a oompuloory oo.Yi~o 
pror;ro.m, aDd wbioh thereby aoriouoq ourto.Ua the volume ot 
oonowaptlon oxpollditure o. 

It theroforo oeem.o wioe to .. , oo far ao the UnaployMnt 
lnouranco Prosro.a ia concerned. to oecuro. it pouible, an 
•molldMnt of the State acto oo o.a to Mlco thOil .., ... quickly 
reaponoiYo to changes 1n opl01MDt, thoraby inaurinr; tho rapid 
pt,yiJls 0\lt ot bonotitll ao aoon o.a a dOIIDIWinr; denlop•. &nd oald.Dr; 
tho bollotit pt,ymanto outfioientq r;onorouo oo that the U-lor-nt 
I.nouranoo ayat- oball not build up o..or the oyolo pooitiwo "''""'• 
8o far ao the 01<1 .16• oyat- 1o conoomod. it ohOIIl<l be AIHD1od ill 
two ~· to liboro.lbe the banotita. u roo-nd.od by both the and 
Soolo.l houri ty 8oo.rd and tba Sooial Seouri ty .t.drtaory Counoil. 
to pootpone tba atop-up ill p~¥roll tuoo until current benefit• 
oXDaod tha tax oolloctiona • 

• 
Regraded Unclassified



• 

. , 
. :. 
··;~ ·:, 
· ~ 
~ 

' ... 
.~· 
:c 

.. 

: 
• 

CURRY-COHEN PLAN :.84 
The present contributory old age bene­

fit plan or the Social. 8eourit7 Bo~ would 
•"'\ supplemented beginning in 1940 by a B)'atem 
~non-contributory pensi ons tor all persona 
o,.r 60. Persona becoming 60 after January l, 
1140 could elect to take either the pensions 
or the benefit s . 

A baaio minimum pension or f lO per month 
tor single persons, $25 per month tor couples 
ia suggested. An additional $5 tor single 
per sons and $7.00 tor couples could be added 
by t he Federal Government i f the s tates 
matched t hese additions, maki ng maxi mum pen­
sions ot $25 and $40 per month. 

The coat t o the Federal Government or 
pensions in 1940 tor 6 mi llion old persons ia 
eatimated at approx1matel7 l billion dollars , 
vhi oh 1a approXimately the aame aa appr opria­
t i ons tor the old age reserve and old age 
ayateaa under t he present plan. 

' 

-

t.· . 
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~ 
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low tbat the Soc1&l s-rlt7 .let 1o up tor rerlai<:m . 
ebould be uda to dniee a plaD tbat -.lela .., aUort 

(l) uat the widMpread d-...4 tor uti<lftel oJ.d a- ..• .... pella&.ona. 

(2) perait ditt .... nt.1ale 1n 110otbl7 p&1aCte 1n different --or the COIIIlt17. ..- •• 

(S) preaene the cODtrilllto"7 priocipla. 

(4) eoteil no additional approprietiona aor taxes onr theM 
cODtaplated t ar 1940. 

(5) add to COli-.. lllJ1ng power 1n 1.940 aDd thereafter. 

Sllcb a plA!l ~ ..,.t the M,jor criticiaa ot tha preeeot SJIItea 
would prennt the tbreateoed detieicq 1n C<lll.,_r lllJ1ng power 1n ' 
1940, &Ad 7et would coat no 110re thaD tbe pre..,t plul. The the 
pointe Uated aboYe c<lllld be Mt 1n the toJ.lowing .;ra: 

1. A 1 1pj rz latimel Pc•' T 

Prorl.de a beaic •'o'•• tor all parll<llla onr aixt)'-tin pronded 
their om 1ncoae troa work or propertr, added to their pension, doee 
not exceed a certain uou.nt. The belie a1n1ala eight be $lb per 110nth 
tor aingle per11011a &Ad t25 for couples. In aoae atataa, oJ.d-&ge pensions 
for tba 1ndigeot do not nerage acre tb&ll .. per per-. UDder tbe 
proposed federal paoaion pl.A!l, 1n 1.940 eoae e1x adll1on old peraona 
-ad be benefitted b7 federal aid to the exteot ot approrlaatalJ 011e 
blllion dollara &8 CODtraetecl U tb eoae 1,800,000 par-a who would ~ 
tit bJ federal aid to the exteot of tucl e1JHon it the pre-t oJ.d-&ge 
aoaiatanca .,..U. 1a cODt.iDned. 

2. Rtgimel Plff'"P1z1'1e, 

OYer &Ad abon the beaic utioD&l mns-, pro'fida tor •tchin& 
State eODtrilutiona dollar tor dollar up to 16 additioD&l tor aingla 
p&rll<llla &Ad t7. 50 tor couplea. In the wealV.dar State• tbia would per­
ad.t paoe1ona ot at least t25 &Ad $.o par 11011th, the uz1- Federal 
contrillltS.cn beins t20 1.11d ts2. 50. 

S. th• Ooptritnt.orJ Pripcinlt. 

Perecns becoaing dxt,-tin attar :ruzurr 1, 1940 wbo ba•e paid 
pe.rroJ.l tax•• ror requiaite period• aDd 1n requiaite ....,..to, will ~ 
ea1n .Upble tor old ap benefits UDder the praact contritutorJ SJIItea, 
IIDleae beins a1eo .Upble tor paoaione tbe7 elect to take tbe latter. 
Perad.t aelt~oJ&d (incllldinS tenere~ to qualitY tor ~~-~te 
under the C<llltrilllto"7 .,.tea b7 pl1in& oJ.d age ~ ... - 011 

& T01wltl"7 belie. 
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!lib - be aooaap"1eW lv IIUiq all ol4 ace ~ttl 01t ot 
tM Old Ac- a..- Jlmd Uld. IIUiq all qpzop:iaUeae tf/lr o14 .,. 
eecarltT to t.bat Jlmd. !her. IIUl. be aftlla'liiA Sa 1NO - 1800 
a11liOD ill pqroll tlxe1, pla1 & IUQ w1111- 8;PI+"ia:.iGD tfllr ol4 
ap ulllet~Doe. It 11 eltiaated tbat t.ba -'lllllecl oon to t1>e r.-.u 
co••,...t or t~~~ ,..., .... Uld. t.11a ol4 •ae blutltt otar1ac 1NO ll1ll. 
oot ao...S tJ.,uo,ooo,ooo, Uld. tat ill addlU.. ta.. ..,....u011 or t1>e 
propollld p1aD aboald re..Ut ill - •nac• (Ill 'lllll'k re.Uat. 

s. M4 to e==r lp;lpc Pgm. 

!he CGaldlle4 ol4 ap iaaa- Uld. ~ pro~, 11Dder 
oaort•tl propoeed lv tile Soc1al s-rttT Board, IIUl. I'MIIlt ill a 
pro'table DR cledllct.itG tr. "lll1iac poilU' ot 11500 w1ll1ce ill lNO. !ba 
pre-t p1a wUJ. &44- 1100 mn'oe an, • a wr ....... or-
1?00 e1111ce, 

The pla, or 'llb1ch t1>e abow h a llkeletOD Cllltliu, ~to 
be both ada1Dietret.1'ftlJ' &Dd pol.1Uoell7 !ealll.'lil.e. 
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BROliN ' 8 BUOOESfiONB 287 
Payroll tax 1noreaee should be allowed to 

into etteot in 1940 in aooordanoe with 
ex~ting law. Benet1ts should be advanoed to 
l !t). 

Experience under thi• arrangement •hould 
reatud1ed 1n 1941-42 • 

• 

-
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1, !be 014 IIC8 iJUIUl'aDCO IJit- h a lOJIC 1'aZip ]rocraa 

of pen.ent attecUIIC the eecnui t7 of 111&117 a1lliou of 

omplo7aee. fha fiii&DC1.DC of the 178t• lhoul4 110t 'be e®­

jecte4 to IN44en clwlce tor tile pupooa ot ot1!!!latbg .2!: 

ret&r41y 'bola1neu act1Y1t7, Blther, clwlc•• in the fiii&DC1.JIC 

of the qat• ebo'al4 'be 'beee4 prl.ar117 on tllol'OJICb ot'll4;r ot 

the p-o'bl•• ar1a1ng 111th1n the &IJTU'IDint'• procreator aocial 

aacur1t7 an4 the taua necaau1'7, aur u ... , to finance thet 

a. Oontr1butoey eocial 1nWl'aDCa h ot1ll a 11e1 all4 little 

llllUratoo4 .. chania in th1a COWitey, To ra1oo 'bel>etita and. 

at tbe - u-. lower the ache4ula of taxeo i n the third )'ear 

of operat,ion of the achaloe 11111 oar1oual7 elldallcar pal>Uc 

Wldaretan41DC ot the nature ot contr1'buto1'7 1nouranca aa .d1a­

t1JICQiohe4 froa tree pena1on (!onMIIA) plana. 

3. A re4w::tlon in tile ach.ala of tax ratu at thh U.. 

'1101114 certainl)' requ1 re a 110re rapid increaoa in tax ratoo, 

pqroll or other, 1n tho future. It ~ well 'bo t'bat INCh liON 
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raplf. laoreu .. will U... 'ba OJPOMf. aa tanau~. IMetiaiw 

\of t.z s..or.. .. .., ... Uo7 tile Qo"'-''• 
oppor-.u.iQ' \o U'l'llop a oou\n.o\1.,. procnoo ot -vlla\oi!'J 

aool.al l.ulo.raDoaa, &Dol uo .. aUah a ra"""' \o ~'-•' 

procr- alou. 

<&, J.a'bclr &114 }II'OCreoalft ~Tar~· ban- \o 

aooep\ \Aa pr•an\ aohatala ot t.zoa, a\ leaa\ wp w 1H2. 

X.'ior ~4 reprf. a ... _.., rerlal.oa n\A .aQlol.oa alaoe 

U al.clot wll la-.oln a tv.illro llalwUoa oa Maaflw. ... 
ploTarl .... ban lla4 apart- 1a \Aolr 01111 c 5 •••• n\A 

oontrlR\CI!'J iARruoaa 11D48ra\u4 \he crea\ &4Y&IltAceo 

prlaolple lt &4eqlla\e pro\ooUon 1a aftor4e4 \0 \AI po.loUo. 

~ t.z 1a a • oon\rlaUoa• all4 wl.ll 'baoo• all \ho 110ra eo 

aa llenefl \a HcU• 

6. !he ..,. • ....,., '117 reao•ac \he tax aolladllla la a\ 

'Ilea\ a cb'PC!9 \A&\ lla.e!Mio wl.ll \llere'o7 be a\lala\etl. 

o...u•'"d!RC eco....ta\a qua\1Gil \he .Arloa'IIUl\7 or llloh a 

110.,. .,uu .,ar\ ~~ \he 4aac1re 1PSn'M 1a \'be roolal 

houl\7 procNL I\ 1a a ~· aa to \AI etreo\ ot a 

relaUnlT .-11....,.. l.o u.. w\al ~' n\A .. r1.,... 

rl* \o 01111 ot \AI 1101\ ooutructlft procr- 4aftlope4 

'117 ~. prea•t ....,...1o\ra\101l• 
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6. '!h loctal S.O'Il!'it:r taxet -t 'be u ... aoo1att4 

1a tba1r fh06l upectt troa tba oTo.....U tboal podt1oa 

ot tba Gowm .. at. !o eet th• ap&rt 1p D!!!WO 1o 

l1Arealht1o. lxpendlturte tor rtllet, atohtaoot aod 

otbar weltart proCTUo cert~ ooantezt>alallce 111 

larce a-..e tba d.rlat1oii&J7 .rtectt of the loclal 

8eourlt:r ~axe• duriq the per1o4 'b.rort II'IIOh taxee are 

ott .. t 1a larp aauure 'b;r 'benatU J1&1111Dh. 

7. !he pHTioua pooitioa of the !,...,,..,. 111 

reprd to tba tiaenci.Dg of the old 11411 1aou.....,o 

pro&I'Nl hu been a conoerntlTe one. 'fo appron a 

reduction of taxee at thio tl.ao while ...., tactoro aro 

uaoert&ln and mola>own and while 111oret~ted beotih 

art ....Ur o01111deraUon ai&ht ull be roprded u an 

oxtroaa ~ 1a poo1Uoa. Juaill••• croup• which 

rtal1• the larct futUrt oooh of tba old I&" iuunme• 

proiJ'II8 atpt reprd the chan&t at aa a44t4 factor of 

"""trtaiat;r at to tu.turt t&xet 011 'buailllllo 

e. .L oi>Nip 1n 1/3/t on pqrollo ill 111duetry auat 

'be o .. perad to other o~W~&t• ill pqroll ooeto to which 

1DC!.u.ot r:r it ..,.,..t..ed. 11act 1aortat•• troquntl.T naa 
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t o ~ ot P"'7J'Oll. !he increeoed charco of 3 to 41' 

for Social S.c:urU;y tazoo in 1937-38 wu oudden and 

not offoot b)' the })&¥mont of an;y conoiderablo TOlll:llo 

of bmefi to in moot otatoo. 4n iocrOiloo of but 1/ 'i!{. 

1n 1940 would bo oftoet 1n part b7 boutito in \hot 

1•r and b7 a larger T01""'e ot b.,otito 1n 1941 and 

1942. 

In ,,.,.....,., the uodarot cned 1o con1'1nco4 atter 

ou otatned .•tudT ot tho probl41D t hat tho ooundeot 

pooi tion that the Treaoury can tal<e in reg&rd to the 

' taz oohedulo under the old age ineur111 oe prognm 1o 

tbat taken b,. the Ad:nooey Council on Social Securlty:-

1. lro doparturt !l'QGl the .noting ochtdulo 

at t hlo tl.ao. 

2. llwotudl 1n t he llcbt ot oxporlenco i n 1941-'2. 
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ECCLES PLAN (11 l 

• 

1 !be tax lncreaae aoheduled tor 1940 should 

i be allowed to go lnto etteot. Subsequent 
reaaee in payroll taxea should be aalted only 
n neoeaaary to finanoe ourrent benatit pay­

menta atter t he GoYernment haa oontrlbuted 
a portion ot thoae benefits out ot general 
tuauon. 

Benet1te ahould be atarted 1n 1940 . 

. ' • 

-

• 
' 

., 
' ;. 

• 
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laaazy 13, lt~. 

OOiitl!OnpSIAL I88UJS IWSip BY 'IBI Rlii'OR! OJ M SOCIAL S@Agtt BIARD 

I - !Ia! !1 p•poly ot Social Ipryoe 

'rile oolboUon or ~11 t u:ee 1ll e:roe11 ot bellett t ~nte 
iiGlOIII a aerioue 4ra& on NOOftl')', W. are tao ell with a loll& to:na 
probJ.1111 or det1otot oo..._r bu71JI& power, • with an oxooee ot n'O'l.D6• 
OTor outlete tor printe cep1tal oxpen41turee, !o oont1aue a 1y 1 tea 
wll1oh ag:r&ntee U1.11 dlt1o1ell07 1nteu1t1oe wr probJ.• and poetpo11111 
the day When U will be po11ibJ.e to belanoe tho budget without 1nter­
ter1JI& with bueineee MOOftJ'7. 

'rile &port ot the Social Seouri ty Board approne the ~e1\10il 
ot a llisber P&7r011 tu rate 1ll 1940 and laonea ollTiaa&el the tllrther 
ae.-J.aUoll ot a Maene tua4, and tha tllrthor an withdrawal or p,_ 
ohllllll& pcnntr. 

114or-t or tha l!eport 1ll ttl preNnt toa, e1 thar 1Jipllo1tl7 
or eozp11o1 t17, would blpl7 a.coept41>.0a or a p1"11lo1ple or tillaacin8 old 
as• 1uurane• tor Which there 11 a rap1417 4101'811111& export U4 poplllar 
oupport. '!'he ao01111Dl.at1on ot reeene twlde 11 t,ppropriato to 1r1 nte 
but 110t eoo111 1uo.rance, 'l'A11 Ilea 1oDg been reoolllize<l 1ll otlaar 
oountr111, 

II - Dtnat10J!!17 !tfect • or Pretent Szetw 

In U37 the emoaa ot pa7f011 tax ooUect1on1 owr be~>.ort u wa• 
a -.jor oontributo1'7 tactor a tho doolllle 1.n con8UII;It10il that preceded 
the <\o1n1turn 1n bul1llile1, 

In uza, about tJ.,ooo,ooo,ooo laad to bo epont by the Oon.,..nt 
-ra17 to orteet the datlat1011117 orteo\1 arii1J18 1'.- tho ~o-t 
""" ol4 ap ~.SnnDee progbae u4 a lt~ uotlaar t:L,ooo,ooo,ooo w1ll 
laan to be epent tor tke - p!U'POM. ft11 Ilea tho etteot or 11lereaa-
1Dg the dati ott w1 thollt aaeuriJI& a oorraopo1141JI& 1uMaae 1ll 'bll7111& 
power. 

Ill 1940 aDd thereatter, the 1.norea11 1ll po)"ro11 tax eolleottona 
ar11111& n- (a) 1ncreai1Dg ~111, (b) all axunaton or oonroce, and 
(o) a t1ttr poroent hisber tax rate, ~ ontetl • repoUtion or tho 
19~ axperilllOO or the uoa .. uy ot 1aou.rr1118 a •ell larger dltioi\ 

4 than woul4 otherwill 'be uoeel&l')', wa1111 the 'biMttto are tnereaae 
autt1o1ut17 to ort11t tu ooUeotiona, 

III - !to Me!toy 
1 on ol4 ap aooount w1ll o:moed 81aoe 1t U 1U:al7 that tax aooru • 111114 a the ttoo 111111oa ill lt40 1t tax ratll are adnaced 11 ~": liborelized 

report; 11110• u 1a "~ ~.~~probable a ., Joal\pln.. . 
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'beMtit ,ronetoaa w1ll ruv.J.t 1a a - 111 ~. •n fM" or ­
opproaallial \&to neve 01' -- ... ttcve or abollt tfOO .UUoa 
111 .._. \!~at would 'be eolleote4 U tax rateo woro aot ..s...,..e4; 
U14 o1Deo 'llo NMl'ft f'U4 wUl _, ~ tl,'POO,OOO,OOO at \lie 
'bei!PD'"'I or lt40, I teal o\1'011817 \!~at 1t ""uld 'be uaprou 
nca a tieoal tJid m•tVJ poi.Jit or now 1r \lie oobe4ule4 1111Cro .. o 
1a \!Ia. pqroll t ax :rate elaOI&ld 10 1ato ettoot oa lo--.J7 1, 1940, 

.U tltouP I • aot d 11l1o tt.. -.Jd.Ds ~ ro-IIII&Uou 
HlatiJI& to ~.,..., 1U1LJ'aJIOo, I th1lllt u pent»at, 111 
ooaaeouoa W1 til tllo propo- 1aoro ... 111 \llo tarroll tu rate tor 
old age 1uuraaoo, to polat cntt \!~at tllo axo .. a or J&rroll - · 
o-r 'belllt1U oa ~o,..nt 1uvaaoe aeoowat Will , la., Jll4c­
•nt, _,wat to U'DIUI4 IUJ.t a ~lllloa 4ollo.ro, ae-.as a atloael 
l ac ... lA lt40 110 111glaor tllaa 1a lt~. 

Ill new Of \llo toroco1Jic OOJllldo:raUoao, U WOuld ~ 
adnaa'blo to doter QProftl or tllo oolle411lo4 111cl'O&M 111 t11o tu 
:rate utU U 1a bDn **' tho 'beMtit p.,_ato adopted ~ Coasro•• wUl -ut to tllr 11lo calo4ar 7MJ' lt40, 

It 11le tax :rate 1aoro&M 11 poetpoiiK at 11l1o \1» little 
dltt1eul t7 1a aenrlDg 11lcraaMo 1a parroll tuoe 1a tho tut1I1'0 
•:r be aatto1pated 1t euoll tu laoroaoaa aro aotuall7 uo••&ar7 
to t1aaace ourroat 'beDet1ta aa4 1t, at the •- tt.. , a portion 
ot the eo eta or lllloll -t1 to 1a lloru out or aeaoral tuaUon, 
u lo \!Ia oaeo 111 lllgl.Uid aad other eouatrleo. 
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ECCLES PLAN (#2) 295 
The payroll tax should not be allowed to 

[
orease in 1940. The old age reserve, which 

· J been accumulating tor three years, would 
nt1nue to accumulate tor some years even 

though the tax is not increased and the pro­
posed benefits are approved. 

The benefits as suggested by t he Sooial 
Security Board should be allowed to go into 
etteot. 

Even in the liberal1zed form t he program 
does not meet the public demand tor an 
adequate national old age security progr am at 
this time . 
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BOARD D,. CJdv~RNDR8 
Oll"f'lota 

FEDERAL RESERVE SYSTEM 

The PNiident, 
Tho White I!Duao. 

Dear Mr. President: 

March 20. 193!1. 

In IIQ' ..,pacity a.a a -ber ot the 1'1ooal and li>netll17 
A4'1'1eoJ7 Board I han oa.retull;r couidered tho throe .Un pro­
pohle •do b7 the Soctel S.ourtty Board in oo.nneouon with 
-lldllente to tho old age insll.rance procraa, n z., -noi.Dg 
beufit pa;r.nta 1n 1940, liberalizing benefit pro'l'i oione, and 
peml. tt1Dg the aahodolod tu inorMoe in lUO to to into ettoot. 
I 1111 in tawr ot ......,noing benefit p..,..nto at tho oarlteet 
pooo1bl e -nt, end ot l1barel1z1Dg, to tho tulloet extent 
teutble, benefit pro'l'ielone. I oa oppoeed to the oolledUled iD­
oreaoo 1n payroll tueo. 

Jor three years the collection ot payroll to.xeo in 
exoeea ot benottto, with the reault1og aoou.ulatton ot a reeeroo 
tund, hal iloq)o01d a serious drag on reoo'fOry and has neoeasiteted 
inorsaoed Oovel'DIIIent expend! turoo oleewhore. On both unemploy­
.. nt and old ago tuuranco account t he deduoUon troll conm.er 
buying power IID)unte to one billion dollara a ;rear tor tho :rear• 
191Y7-39. Thla deduction w1ll be l'l'an greeter in 1940 unl.eoo iJ>o 
oreaaed beMfi to exceed increaood tax oollaoUone. Actuall7, 1t 
appears that the tax increase w1ll :rteld troll $2l50 atllion to 
t300 llillt on additional , wh1le the oont~ated i .noreaso 1n 
ben.ofi u w1ll ..,.m only to between $100 lli.llion and $.200 .UU.on. 

It appearo an opportune t~ to ratoo the whole queo­
tion ot the tinancing ot old age 1n0uranoe. The trend 1n all 
othar countrtoo, and in eXPert end popular optnton in thla 
oount>7 hea bean away troll th• ruoroe tund princi ple. Enn 1t 
the tax' increase to postponed, tha reooroe tund w1ll oonttDUe 
to aooua>l.ato throngb 1942. It the tax to i ncreased , tbio w1ll 
toDd to extend still :rurthor tho period over wh1ob tho tund will 
grow. 

, 
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Ill Yiw ot 1M lftYit}' ot ov -.)or ·-• probl• 
ot 4et1o1ezn oo-r liQUc ponr rehUYO to 0111' produoUYO 
o.,.oU7, I "USe 1ha1o ., :taniaeJo 1D01'1Ue 1ll 1b.e po7J'Oll iu l'IW 
iue plaoe u:n 7Ml'• 'Dle aoo~o l'lpel'OUIIalou reiNlUIIS ~ 
a oontllllo4 e:nooo ot iu oollooUou OYer 'beDit11oe wUl 4o ., ... , 
1n ., Ju<lpent, w JoopuUze 1lla oou1'11Nw1'7 OT•t• 1llan '1101ll.4 
poetpon1118 tile oohe41lled hx lnoreue. 

I - oonf1nliiiS Jq 1'1-n<loUou w tile opeo1t1o pro­
pooal.e plaoed betol'8 tile Ad'r1oo1'7 Boll'<l. I • .....,, 1'lt1'l1n ~ 
add1JI8, llowner, 111at 1a Jq J~ni tile propooale ot tile Soolal 
S.ooaritr Boll'<l 4o llOi -•' tile 4-..4 la tllio oowam at o 
t~ tor aa a<lequaw aaUooal old 118e oe«<l'l1of p-
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l. 'fh1o oaUro -ftll.laa J'olateo onl .. .. ... _ '1 •• • ..... • oapeoto ot tho 

a. 

ooo1al MOUZ'UJ ao\ whloJI uo lirooUJ roldo4 to tho tox 

WftOM Upolt -.plO)'eh • 

I\ 10 uc•l \ha\ ooo1a1 aoourUJ 1n tiM 1usor aonao to 

no\ p~\ol ul.ooo OOGDc.lo NOOfti"J to prc.oto4. 

:5 • In \ho t1ol4 ot ooalal ooourUy tu.a tla boat ocmtr1b'* ton 

whlo b. ooul4 bo aelo to roo on I')' w0Ql4 to koop peYI'oll tu .. 

at \b.olr pnon\ lO'ftl olll ollalna\o \Ia autc.aUo &~ ln-
' onuo 1D \bo o14 ... -1\y tax aob.o4ulo4 to bogtn 1n 19<&0 

tiM toll011ha uc-n\o uo oublll1 tto4 on boholt ot thia po-

oUloa -

(a) 

(ol 

• .,'J"1Jl1'•v' 
. - ., -~.. ! . .. . .. , 
'· .;~ p~. 

_,T 
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(D) 

\ 

~01) 

l~~~ that \bia ~~ inoraaaa 1n \be old age aDDuity 
wx nre not to talte -rteot i n l MO a wl»tan\lal 
1Doent1w tor bua1neea hop .. aDd plana would be 
pro.l4e4. 

U IIA)' be objeoil that tbl propoae4 tax inoreaaa IINit 
&O into etteot the betwt1 ta oontamplah4 in the law 
are to be proTi4 , but actuarial atudiea made by tbll 
National Aaeooiation ot Manutaoturera indi cate that 
tbl present rate ot joint contri bution uDder Title e 
ot the Soc ial Security Act would be wtticie nt to pro­
Tide the IIIJiuitlea cont•pllted in tba act at the 
pre11nt tiM until 1~71. They tu.rther i D4i cah that 
1t the beneti te be&in 1n 1~40 1Datea4 ot 1942 the 
preaent contribution rail will be eutttc1ent untU 
approxiaately 19&8. 

The Batione.l Aleoo1ati on at lolaDutecturar s directly repre­
aenta eaployera an4 cannot apeclticaly apeak tor eaployeaa 
BeTartbeleaa ea eaployera 1ts..-bera fWequently r eotiTI 
w luntary e xpreallona trOll emplOJ••• uponcurrent -ttara. 
It •ybe obserTed that aooor41na to thia e:q>aritnoe 
t here h a growtna ballet amoJII nployeas that the 
old ase annul ty tax 1ai in ettect , an ino~ t ax, eD4 
t hat they will eapeoia ly ruent a ~~ 1noraaaa when 
1 t goea into etteot, ~icule rly when they realize, 
aa tbly do, that it i~ing uaad tither exolut1Til1 
d pr111arll)' t or -1u· aaourlty purpo11a . Both em­
ployee aDd oplo,.ra are ann ot the tact that aa the 
l aw now s tand• hn&• tuDda t or old age a DDuity are beint; 
utillzl4 tor so.e~nt exptndi turea in no way related 
to -tal aeoarUy. 
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!larch at, 1939 

Ro . SO: I.U. SECURI'l'1' 

301 

The Old Jl.(;e Benefit oyotem emboi!Jrin• the 00 call·• •··'1 · -o - ou .~.~ reaerve s a enacted 

1~ the Social Sccur~ty Act of 1935, larJOly at your 1natatence, 1o a fiscally 

aou·d ayatem, ' "ore o! t he a l terr.ative propoaalo now ..tvADeed 11 nacall:y aou~. 

""'.e7 carr;r th oeedo of hopaleao c~ntuaion, u.,be•-ble • ,_,... • ~--~ •"" ·.-•en• "-"'" pro-ble 

repwliation . 

~e preae~t 111te• accepto the principle that the ltabilitieo which the 

~ove~nt io aoauoing to le~eficiarieo are coaourable. They are calculated and 

ae t up r~rN\lly '" • l'&rt of the public debt Ill they a.ccrue . /t.J>proxil:iatel.r 

equivalen t taxoo are levied on the bene!ieiarieo, which s o i nto the e eneral fund , 

Q .,oo meMo a 11\.rlle acC\ll:llllnt ion of e;overnmont l1ab1l1ty i n the f i rst 40 or mre 

yearo, on whi ch i nt oreot nt a fixed rate 11 to be paid, Th11 ~oeo not add to 

~vern:::ent bu4QI\ coata 1n the future , aince, 1! the !"'l"'d l Md bot been receivd 1n 

l'A)'roll taxu, t hay would htve had to be bors·owed l n t he carl<ot. Currert taxtl plua 

i"tereat on the aoQealled reaerve would ~et all future coota. 

It it propooed now under £Df of t h pltmo """-or contOI:IPlaUo:> to deotroy ~ 

contri butory naturf of the qoteo, since other bondic iarho are &<lded ard ult!.r.at4ly 

t~e c enera l budcet wi ll have to bear a lar•o iharo of t ho coat. 

It other Md earlier bono!ite aro to bo added, !!! !!Sf. O'linion oo'W!d ~ ~ ---------
roquiru ~ '!! ~ ttl~ tp ~ t..l!!!: !?Z eurrtnt 1•rat1op, lmt ~t '!!l ~-

~1 ~oll ~· 'l" 1o 1o what I wao talld~ll: about when I o&id at one of the 

•peaka and Talloyo• meettnca t hat we ous)lt to raa.ch i•to t ho mddlo braelcoto for 

ore ta& rov.-nua, beemoo wo "oul4 "oed it for Social Seeur1t7 • 

.!£ ~ ~ li!!,!!lC !2 ado"t ~ or ~ of the othar re!oJ111 pll>Jla, 

( 1neo it .. ,.•t 'be fair~ 
tt.at •• o~t !!!' ~ ...... !J:.o • 
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