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- FREEZING THE CONTRIBUTION RATES OF THE FEDERAL
OLD-AGE AND SURVIVORS INSURANCE AT 1 PERCENT
FOR 1944

THURSDAY, OCTOBER 14, 1843

Uxiren States SEXATE,
CouarTTeE ON FINANCE, 7
g Washington, D. C.

The committee met, pursuant to call, at 10:30 a. m., in room 312,
,S%x}ate Office Building, Senator Walter F. George (chairman), pre-
.siding.

Present : Senators George (chairman), Walsh, Bailey, Gerry, Guffey,
- Vandenberg, Davis, Danaher, Taft, Thomas, Butler, and Millikin,
DThe CuairmaN. The committee will please come to order. All right,

octor. .

STATEMENT OF ARTHUR J. ALTMEYER, CHAIRMAN, SOCIAL
SECURITY BOARD

. The CuamyaN. The commitee will hear you first on primarily the
question that relates itself to the further freezing of the automatic
increase in the Social Security Act.

Mr. Aurmever. I have a statement here that will take a half an
hour, bat I think it will save time if T read it, becsuse the subject is
pretty complicated. :

- The Craruan. You go right ahead, Doctor.

Senator VaxpeEnerre. You would rather finish your statement be-
.fore we inquire into anything that you are discussing, I assuie.

Mr. Aurveyer. Yes; I think it would save tirae.

The question which I understand the committee wishes to dis-
< CusS——

Senator MiagiN. Mr. Chairman, might we have the witness
identify himself? .

The Cuammman, Yes.

Mr. AurMeYER. My name is Arthur J. Altineyer. Chairman of the

:Social Security Board.

The question which I understand the committee wishes to discuss
today is whether the increase from 1 percent on employers and em-
-ployees, respectively, to 2 percent each, scheduled for next year in the
.contribution rates of the Federal old-age and survivors insurance
program is justified. A comprehensive review of the existing social
security legislation and the factors which have led up to the present

-situation will show, I hope, that such an increase is desirable from the
standpoint of the insurance ﬁerogram. I shall limit my discussion
solely to the desirability of the scheduled increase in relation to the

1



2 SOCIAL SECURITY

social insurance system, although I believe there are additional good
reasons which arise out of the present financial status of the insured
contributors and the Government during this wartime peried.

I should also like to make it clear at tﬁe outset that in presenting my
reasons today for the scheduled increase I do not propose to discuss
the question as to whether the insurance program should be operated
on “full” reserve basis or on a pay-as-you-go basis, or on some modified
basis with a contingency reserve involved. While the Congress did
not make a final and explicit determination in the 1939 law with re-
spect to the question of long-run financing, this is a matter for the
Congress to decide in retation to the coverage and benefit structure of
the insurance program. .

Should the Congress finally decide that a limited coverage insurance
systemy such as the present system is, should be self-sustaining with-
out any contribution from the Government out of general taxes,
it will be necessary eventually to obtain additional contributions from
employees and employers in order to make up the difference between
the one percent which is now being collected and the contribution
rate which must be levied under a self-sustaining system.

Senator Tarr. Mr. Altmeyer, as I understand it, even though the
present scheduled rate of increase were in effect you would come
to a time when you would have a large Government contribution.

Mr. Autyever. No, sir, that is not certain. I think the chances are
rather good, if the present scheduled rate of increase took place, that
the system would be self-sustaining for all time to come.

Senator Tarr. 1 speak from memory, but I was under the impression
that there would be a large Government contribution to be made in
any event. I am quite certain that was the original report.

Senator Vanpensera. I suggest to the Senator from Ohio that Dr.
Altmeyer requested that he conclude the statement first, hefore any
questions got to him.

Senator Tarr. That question was just an incidental one.

Mr. Aurveyer. On the other hand, if the Congress should eventu-
ally decide that Government contributions out of general taxes should
be made to the insurance system, the more contributions which the
Government now collects from employces and their employers the
smaller need be the ultimate subsidy. 'The Sccial Security Board
has recommended that the insurance system should be eventually

-financed, in part, from sources other than pay-roll taxes. However, the

Board believes this contribution from other sources can be and should
be deferred until the mounting annual cost reaches a high level ex-
pressed as a percentage of pay-roll. and that in the meantime the
scheduled increases ir pay-roll contributions should be permitted to
become effective.

1 shotild also like to say that while certain arguments by analogy
with private insurance can be made in support of the scheduled tax
increase, I do not intend to discuss these today, since such discussion
opens up the debatable question of the similarily and contrast between
private and social insurance. )

In passing it may be noted, however, that alveady the total liability
which has acccued for the payment of inisurance benefits is several times
in excess of the amount in the existing tyust fund. ’
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Under certain assumptions the level annual cost has been estimated
tobe 7 percent of pay rolls. On this basis there would now exist a defi-
cit of nearly $13,500,000. Qotlier assumptions would yield a lower
level annual cost estimate, However, none of the actuarial estimates
which have been made on the basis of present economic conditions nd
other factors now clearly discernible result in a level annual cost of
the insurance system of less than 4 percent of pay roll. On the basis of
4 percent level annual cost it muy be said that the fund already has
a deficit of about $5,400,000.

My own personal opinion at the present time, after considerable
study of the many unknown factors which must now be used in any
long-run actuarial estimates, is that the level premium cost of the
present insurance system is likely to be in the neighborhood of 514
to 6 percent of pay roll. Thus, instead of the present reserve fumi
being too large, the fund is small when tested on the basis which any
private insurance company would be compelled to use. While social
insurance cannot be judged by a too rigorous application of private
insurance concepts, nevertheless, this comparison indicates that the
existing trust fund is not unduly large in view of its liabilities.

Finally, I do not intend to discuss the broad economic aspects of
financing the old-age and survivors insurance system. While we must
frankly recognize that the goods and services purchased by insurance
benefits at any given time are paid out of the national income pro-
duced by the generation then engaged in productive work, we should
not conclude ﬁmt the methods followed in financing social insurance
benefits are of no significance in enabling the Government to meet
its future social insurance obligations. Just as we recognize that al-
though the costs of the war are being met now by all of us through
inability to purchase goods and services, we nevertheless realize that
it is important how we allocate the money cost to particular indi-
viduals and to the Nation as a whole over a period of time through
taxation and the redemption of war bonds later on.

In other woids, we recognize that the question of financing any
governmental disbursement also involves the question of the Govern-
ment’s financial ability to meet all its costs at any particular time
and the impact of such costs on individuals.

. In the last analysis, the ability of the Government to meet its costs
rests upon the financial integrity of the Government, its over-all fi-
nancial burden, and the over-all tax system used to meet its burden.
Whatever may be the differing views on these matters, I believe it
is fair to say that the scheduleg increase in the old-age and survivors
insurance taxes would result in helping both the Government and the
social insurance contributors to be in & better position to meet their
long-run obligations,

THE 1935 LAW

As you know, the Sccial Security Act became law on August 14,
1935, after many months of careful deliberation by the Congress.
It incorporates a twofold approach to the problem of old-age security:
Noncontributory old-age assistance, payable on the basis of a deter-
mination of need, and contributory old-age retirement insurance,
bared on wages earned in insured employment.
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The Federal old-age insurance law first came into operation on
January 1, 1937, when contributions became payable from employers
and employees at a rate of 1 percent on each. This shme rate of contri-
bution is still in effect today. The law at that time, however, pro-
vided that monthly old-age retirement benefits would not become
payable until January 1, 1942—that is, after an individual had con-
tributed at least 5 years to the insurance systen.

AMENDMENTS OF 1939

In 1939, Congress made a number of significant changes in the old-
age retirement insurance program, most of them along the lines
recommended by an advisory council on social security and the Social
Szcurity Board. The advisory council was created in May 1937 by
the Senate Committee on Finance and the Social Securily Board.
The most important changes were as follows:

1. The old-age insurance system was expanded to furnish pro-
tection for widows, orphans, and the dependent parents of insured
workers who die prematurely, This is a logical and necessary part
of any contributory insurance system, since many contributors die
before reaching retirement.

2. Monthly benefits became payable in 1940 instead of 1942, as pro-
vided in the original Iaw.

3. The entire system was shifted from individual protection to
family protection. In addition to the monthly survivorship benefits,
provision was made that an insured wage earner who retires would
receive an additional benefit of 50 percent when his wife alo reaches
the age of 65.

4. This is of more immediate interest to the committee. The step-
ug from 1 percent to 114 percent in the contribution rate, which in the
1935 act, scheduled for January 1, 1940, was eliminated contrary to
t(he reci)mmendation of the Social Security Board and the Advisory

“ouncil.

THE PRESENT OLD-AGE AND SURVIVORS INSURANCE LAW

The old-age and survivors insurance program is the only one of the
social-security programs administered entirely by the Federal Gov-
ernment. Contributions are collected from tﬁe worker and his em-
ployer through the Bureau of Internal Revenue of the Treasury De-
partment. The Social Security Board administers the benefits
through the Bureau of Old-Age and Survivers Insurance.

The various monthly benefits payable under the law range between
a minimum of $10 per month to a maximum of $85 per month. The
amount paid to each individual depends upon the amount of wages
the insured worker received in covered employment since the insur-
ance plan first became effective and the length of time such person was
in the insurance system. The lump-sum benefits which are paid
may range from a minimum of $£60 to $300 or more.

t the present time about 750,000 individuals are drawing monthly
insurance benefits. In addition, lamp-sum death payments are being
made with respect to 10,000 deceased workers each month.

I should perhaps say on behalf of 10,000 deceased workers each
month. The rate of disbyrsements for these various insurance ben-
efits now aversges $14,000,000 per month.
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At the present time the contributions are 1 percent on the wages of
tlhie employees and 1 percent on the employers’ pay roll, making 2
percent in all. These rates are scheduled to increase to 2 percent
ecach in 1944 and 1945, or a total of 4 percent; and to 214 percent each,
or a total of 5 percent, during 1946, 1947, and 1948; and to 3 percent
each, or a total of 6 percent, in 1949 and thereafter. These increases
are already provided in existing law.

The revenue received comes into the IFederal Treasury, and an
amount equivalent to the contributions received is automatically de-
posited in the Federal old-age and survivors insurance trust fund.
A board of trustees supervises the trust fund. The three members
of tho board of trustees are the Secretary of the Treasury, the Sec-
retary of Labor, and the Chairman of the Social Security Board.

Employers sent their contributions and the contributions which
they have collected from their workers to the Collector of Internal
Revenue every 3 months, on quarterly reports, listing the name, so-
cial-security account number, and wages of cach individual employed
by the employer during the particular quarterly period. These rec-
ords are sent by the Treasury Department to the Social Securit
Board offices in Baltimore, M(e., where the records are kept for each
individual under the supervision of the Bureau of Old-Age and Sur-
vivors Insurance throug&n a method of mechanical bookkeeping.

Contributions are collected and benefits are payable on tﬁe basis
of employment covered by the insurance system. During 1942 over
45,000,000 individuals had wages covered under the insurance system
and during 1943 it is estimated that the number will reach 48,000,000
for the year even though self-employed businessmen and farmers,
agricultural labor, domestic servants, employees of nonprofit institu-
tions, Federal, State, and local governmental employees, and certain
other groups are excluded from the system at the present time,

FINANCIAL OPERATION OF THE FRESENT LAW

Contributions collected for old-age and ~urvivors insurance during
the fiscal year 1943 totaled 1.1 billion dollars. Expenditures for
benefit payments and administration during this period were 176.8 mil-
lion doﬁars. 'Fotal administrative expenses are equal to 2.5 percent of
the premium collected. The total assets of the old-age and survivors
insurance trust fund, as of June 30, 1943, represented 4.3 billion dol-
lars, which was invested in Government obligations at an average
interest rate of approximately 2.3 percent. A complete statement
of the financial aspects of the old-age and survivors insurance system
was included in the third annual report of the board of trus-
tees of the Federal old-age and survivors insurance trust fund, which
was sent to the Congress in accordance with the requirement in the
Social Security Act. Table 3 of this report shows the distribution
of the assets of the trust fund at the end of the fiscal year 1942.

Assets of the fund as of the end of the last fiscal year represented
an average of about 375 per worker with wage credits under the old-
age and survivors insuvance system. Total tax collections for this
calendar year are estimated at approximately 1.3 billion dollars and
total disbursements for benefits and ndministrative expenses are esti-
mated at about $200,000,000. The additional 1 percent step-up sched-
uled for next year is estimated to yield 1.4 billion dollars for the cal-

92689—48——2
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endar year 1944, of which half would come from the employees and
the other half from employers.

WARTIME INFLUENCES ON THE TRUST FUND

The contributions now being collected are higher than was origi-
nally anticipated at the time the 1939 amendments were enacted.
Similarly, the benefit payments are a great deal less than was origi-
nally estimated. The marked rise in contributions reflect, of course,
the high levels of wartime pay rolls. It may be worth while to men-
tion these factors in sumewEat greater detail.

INCREASED EMPLOYMENT, STEADIER WORK, AND HIGHRER WAGES

The general availability of work of a steady character and at higher
wages has increased earnings in covered employment. As a conse-
quence, the contributions to the trust fund are at a high level, During
1937 the averagoe taxable wage of workers contributing to the insur-
ance system was $900. By 1940 it had risen slightly to £930. In 1941
it was $1,028. In 1942 it was $1,181,

Our estimate for 1943 is about $1,400. In 1937 the total of taxable
wages was about $30,000,000,000. In 1942 it was $53,000,000,000, and
in 1943 it will be well over $65,000,000,000, or more than twice the
amount in the first year.

These increases also result in higher wage credits accumulating
which will increase future monthly benefits payable at death or retire-
ment. Therefore, while this situation results in an abnormal upturn
in contributions during this period, there is a more or less offsetting
liability created for settlement over many years in the future when
more and larger benefits will become due.

DEFERRED RETIREMENTS AND .\t'sw-:‘.\'smxs OF BENFEFITS

With the need for maximum use of available manpower many indi-
viduals above the ago of 65 who are already eligible for retirement
benefits have remained on the job or returned to work and thereby
deferred or interrupted {heir retirement.

Since monthly benefits are not payable for months in which an in-
dividual is working in covered employment and to the extent that these
deferments and suspensions exceed those which, except for the war,
;\'ould have taken place, there is an obvious increase in the assets of the

und.

At the present tine there are between 500,000 and 600,000 wage
carners 65 years of age and over who are eligible to old-age insurance
benefits but who are still working and who are, therefore, not draw-
ing their old-age insurance benefits. However, the benefits to be paid
to thoss who have deferred retirement to & later age than otherwise
will be greater in amount by reason of.being determined, partly at
least, on the currently high wage levels, Nevertheless, it is true the
net result of the factors mentioned will be an increase to the fund.

I now summarize the major reasons why it would be unwise in the
opinion of the Social Security Board to defer the increase in the
contribution rates now scheduled to tdke effect on January 1, 1944,
They may be stated as follows:

s

¢ i
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1. The chief reason why a graduated schedule of contribution rates
wag incorpornted in the 1935 Social Sccurity Act was to permit the
ultimate contribution rates of the program to become effective grad-
ually and thereby give employees, employers, and the economy gen-
erally an opportunity to become adjusted to the changes.

In 1939 the law was amended to postpone a step-up in the contri-
bution rate from January 1, 1940, to January 1, 1943, Last year the
Jaw was again amended to .postpone a step-up in the contribution
rate to January 1, 1944, These several changes do have the effect of
substituting uncertainty for certainly which should be an essential
characteristic of a systemn of social insurance,

Today employment, wages, and the national income are at record
levels—at levels far in excess of anything experienced in the past. If
we depart once ngain from the original schedule of contributions, at
a time whei ability to make these contributions is at a maximum,
we increase the uncertainty as to when the next step-up in contri-
hution'rates witl occur. .~
- 2, As I indieated earlier, the avefage annual cost of the present in-
smrance sykteni based upon existing economic conditions and other
factors now clearly discernible results in a rate of not less than 4 per-
cent of pay roll; and some of our actuarial estimates yield a level
premium cost in the neighborhood of 7 percent of pay roll. We are
now engaged in making revisions in our actuarial estimates based upon
information which has become available from the first few years of
operation of the Jaw, the 1940 census, and changes due to the war.

There are numerous factors which must be given consideration in
the actuarial cost analyses of the old-age and survivors insurance sys-
ten:.  Among the most important ave (1) mortality; (2) population
progress dependent upon births, deaths, emigration, and immigration;
(3) family composition; (4) employment; (5) income level; (6)
tength of the productive period; (7) length of the period of de-
pendent childhood; (8) length of the period of retirement; (9) in-
validity; (10) interest rvates; (11) migration betwcen covered and
uncovered cmploynient; (12) the war.

The cost factors cited can pyramid strikingly. Persons could go to
work early, stay at work Iate in life, might avoid any serious periods
of unemployment, might have small families, and might live under
mortality conditions no better than the present. On the other hand,
the period of preparation for employment could be lengthened, the
period of retirement could be lengthened, the interruptions of work
might be frequent and serious, mortality might improve so as to
lengthen the life of the pensioners, families might be larger so as
to Increase family benefits in case of the death of the worker, and so
forth. Also the proportion of workers by sex can shift and, viewing
the past, considerable change is likely in wage income. Administra-
tive determinations as to benefit qualification can add a certain amount
of ultimate costs—so can legal decisions as to specific definitions and
rights,

%Vhile it is impossible, because of the reasons cited, to reach ab-
solutely final conclusions as to future costs, all actuarial calculations
indicate a steeply increasing annual cost, because of the growing pro-
portion of the aged in our population, the growing number of aged
persons who will become entitled to benefits, and the increasing

JEPU—



8 SOCIAL BECURITY

amount of benefits per person due to'the fact that benefits are related
to the length of time a'person has been insured. This steep increase
in the future benefit costs will result in eventual annual disburse-:
ments 15 to 20 times the present annual dishursements,

3. As T have pointed out, the contribution rates scheduled for 1944
in the existing law, together with interest receipts to the trust fund,
gare probably inadequate to meet the.benefit payment. provided in
the existing law, and the administrative expenses of the program,
gepending upon developments which cannot be foreseen with confi-:

ence. "

Any reduction in the scheduled contribution rates would lessen:
what would otherwise be the size of the fund, and hence, would
reduce the future interest iacoms of the fund. This would jncrease:
the likelihood of an eventgal deficit or would hasten and increase:
the size of such a deficit. N}adoubt ths existing law would be amended
before an actual deficit dev :

At such time an increase in contribution rates or a reduction in-
the scope or level of benefits, or a Federal subsidy, or some combina-
tion of the three, would become necessary. A reduction in ths tax:
rates scheduled to apply in 1944 would be a step toward such an
eventual situation. , '

While no immediate difficulties are apparent in the financing’ of
the insurance system the fact that the Congress did not exglicitly
provide in the lJaw what should be done in case present contributions
are inadequate in the long run makes it impossible to determine the-
financial policy under which we are operating.

- Until the Congress is able to make a more definite commitment’
on the financial policy of the insurance system, it seems unwise to:
continue to levy contributions which meet only a small part of the
long-run cost. : .

4. A consideration of the legislative history of the provisions of
the existing law concerning the reports which the board of trustees
of the trust fund is required to make to Congress supports the view
that the scheduled tax rates for the year 1944 should not be reduced.
It is true that the existing law requires the board of trustees to report
to Congress whenever the board is of the opinion—
that during the ensulng 5 fizcal yeara the trust fund will excced three times'
the highest apnual expenditures anticipated duiing’thdt 5-fiscal-year perlod.l

However, the law does not require Congress to take any action upon
the receipt of such a report, nor does it suggest that the three-time
rule {s the sole indicator of the proper size of the reserve. Indeed,,
this provision, I believe, was written into the law with the thought,
that it would be meaningful only with respect to the reserve when
the benefit load has reached a considerable degres of stability and
not for the early years, ‘

5. The great increass in contribution income, due to the war, is
readily apparent, but the extent of the drain on the trust fund, which
will occur when economic activity slackens, is frequently overlooked.*
Since no one can tell when the war will end, prudent management of
the insurance system shculd allow for the possibility that economic.
activity may decrease sharply within thée years following the war.

If a sharp decrease in employment does occur a large proportion of -
the recipients will elect to receive their benefits. A decliné in eco-

b
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-nomic activity swould, therefore, increase benefit disbursements and at
:the samie time reduce pay rolls-and tax income. If we recognize that
-it i3 possible that during the post-war period, there may be a long-
-continued period of high disbursements and low income, the trust fund
‘at the end of that time may be less than what would be desirable in
wview of the long-run increase in costs. .
6. The unusually high level of tax receipts under the old-age and
‘survivors insurance program during the past year or so should not be
thought of as constituting a clear gain to the trust fund. The wages
'which give rise to the increased current receipts will also, in the future,
‘servo to qualify many individual nelits who would hot other-
‘wise receive them will jneresise the polEntig) benefit amounts pay-
“able to other individugls T g "
In other words, gife increased present income to'je fund means
increased future gtisbursements fr 10 fund. A red
'scheduled tax g i
‘the amount ¢

wunsound in the

i © 7.'In the farly yea ge and sWyvivors

insuranca gystem the very

many time : .

- . 'For exgnple, a single ind es\for 10 ye¥rs to

the systenf and at t i xybReuigder the law §$250
r montlf) mi bt i etkom-
any an vi contributions; vghere-

as, this lawW
«amount pufchasable

‘tions (8. R&pt. No. 784, 76th Congrrp16). ht be
eentitled to $0§ per month or 33 timeg th isgv butions.
" Hundreds 8f thousands ofmfpe ns:a inf in war
industries at gdyd wages. Ag'tho presefit rate the in: off contribu-
tions which theyhwill pay during theefitire war will bgfteturned to

them comnpletely in'the first month or two that they dray
they retire after the . Moreover, the actusria}«¥
vivorship benefits alone 1 %ent to a 1 pergent’contribution. The
present, value of these survivorttbenefitaat’the date of death (corre-
sponding to the face amount of life insurance) is between $3,000 to
$10,000 for most families (and as high as $15,000 for some families).

'lzherofore, equity to the contributors who do not receive benefits
until after many years indicates that the contribution rates should be
-increased. -

8. In addition to the equity of levying contributions at the 2 percent
rates, it is desirable to increase the rute to 2 percent in order to convey
to the contributors a better appreciation of tho value and the cost of
‘their insurance protection. The continuation of the present 1 percent
rate tends to depreciate the cost and the protection afforded in the
‘minds of employees, employers and the pubric generally.

t  As T have pointed out, the real value and cost of the insurance bene-
fits provided are substantially in excess of the rate of contributions
‘now being collected. Yét I believe it is fair to say that at the present
:time there is not a sufficient recognition on the part of the contributors
of the real value and cost of the protection that is being afforded, I
wonder how many people realize, for example, that the 1939 amend-
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ments resulted in the Government underwriting life insurance having
a face value of $50,000,000,000, That $50,000,000,000 added to the
$90,600070,000 for veterans' life insurance is greater than all the
{mvnte life insurance written today. I know of no better way to brin
10me both the value of the benefits and the fact that these benefits Wiﬁ
cost very substantial sums than to put something like the true price on
the product. ‘ :

In the history of social insurance throughout the world the major
difficulty of social insurance systems has been the lack of adequate
financing of old-age retirement henefits. It is always easiest to delay
levying the necessary insurance contributions, thus perpetuating and
strengthening the belief that the insurance benefits are meager and
the costs of the insurance system is low. Inevitably, when the time
comes to increase the taxes, many reasons can always be advanced as
to why the imposition of the additional taxes is unwise or impossible.

In this country-we are still in a position to avoid these mistakes by
pﬁttmg clearly established now that if our people want social insurance
they must be willing to pay for it. The-time to obtain the necessary
contributions is when people are able to pay for it and are willing to
pay f}:)r it because they can be shown that they are getting their money'
worth.

If we should let a situation develop whereby it eventually becomes
necessary to charge future beneficiaries rates in excess of the actuarial
cost of the protection afforded them, we would be guilty of gross in-
equity and gross financial mismanagement, bound to imperil our social
insurance system. Social insurance financing is admittedly a difficult
and complex problem. However, we are all of one mind in wanting to
make social security secure, and T am confident we can and will provide
the necessary ways and means of doing so.

Senator VanpENBera., Dr. Altmeyer, you state on the first page of
your brief that you do not propose to discuss the fundamental nature
of this old-age Insurance systein under which we are operating—that
is, as to whether it is to be on a full reserve or pay-as-you-go or on a
level-premium basis—and yet your entire argument througlout your
very excellent and persuasive statement is constantly based on as-
sumptions that we are seeking to approach a level-premium basis.
You are constantly making comparisons in respect to the actuarial cost
of this insurance, and yct, as a matter of fact, there is not anyone in
the Social Security Board or anyone else that ever contemplates put-
ting this on a so-called level-premium basis, .
Mr. Autuever. I give you the level-premium estimate to emphasize
that in the financing of tf‘;is vie must be certain that we are providing
not only for today but for all time to come the necessary income,
whether it is by way of pay-roll taxes or by way of other taxes.

If we do not do so, the steeply increasing cost in the future will got
us into difficulty. .

Senator Vanpexsrre. I agree with you completely on that.

Mr. Aramever. The annual cost, what I call the level annual
cost or a level premium is the rate that would have to be charged
from the beginning of the system indefinitely, if you wanted to make
it a self-sustaining system, without income from any other source
thon pay-roll taxes. ,

Senator Vaxpensera. I fully understand that point,
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Mr. Avraeyes, I did not mean to say that is what Congress might
decide to do. Congress may decide to provide other income, but
it has not decided to do that yet.

Senator Vaxpenrera. I do not sce how it is possible to decide the
pending question until you first discuss what kind of reserve it is
that you are accumulating. Even the reserve you would accumulate
if all of the statutory pay-roll taxes increased according to prograimn,
that would not produce a reserve to achieve the total financial respon-
sibility that you are talking about, would it?

Mr. Auryeves. Yes.

Senator Vaxpenerra. I do not see how it is possible,

Mr, AvraEvER. Because in 1939 what Congress did was to start

- benefits sooner and in larger amount but it adjusted the formulz so
that the annual cost in future years would be much less than under
theoriginal law. Inother words, undei the insurance system you have
a very steeply increasing cost, because of the small number of bene-
ﬁc;aues at the beginning of the system and the large number at the
end.

What you did in 1939 was to tilt that teeter-totter to make a much
less steep increase in the annual cost in the future. As I said in
answer to Senator Taft’s question, I think it is perfectly possible
that if you permit the present scheduled rates to go into effect, you
will have a self-sustaining system for all time to come.

Senator VANDENBERG, %{egardless of that point, which I think is
highly controversial, is it not also a fact that in 1939 the implica-
tion of the congressional action was to change the character of the
reserve from a full reserve basis to a contingent reserve basis?

Mr. AvrsEever. T really do not know what the congressional inten-
tion was.

Serator Vanpexrera. Was that not the net result of it?

Mr. AuryeyE . We never were on a full reserve basis.

Senator VaxpenBerg, That is exactly what I was trying to say
in the first place,

Mr. Auryever. I cannot see how you can change from something
you never were on.

Senator Vanpensere. But you were on a basis which looked in
the dircction of a full reserve because, as you repeatedly said, but dis-
agreeing with Senator Taft and myself, you think this is going to
be a self-sustaining system on the basis of the taxes contemplated in
the statute, which would be a full reserve, so far as the net result is
concerned.

Mr. Aurmeyer. No.

Senator VANDENBFRG. The net result is that, is it not?

Mr. Aumiever. No, because it could not turn over the assets to a
private insurance company and let that private insurance company
take care of all future liabilities, becausé the assets would not be
sufficient for that.

Senator Vanoexsiro., Let us get out of the metaphysical thing and
get down to figures, because they tell us the story. Certainly in 1939
when Congress consciously and deliberately stopped the contomp]ated
statutory increase in pay-roll taxes and asserted, for whatever it
was worth, that the correct reserve rule was a reserve three times the
anticipated highest drain in the subsequent 5 years, certainly it was
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doin%. something to the reserve principle involved. Now, what do
you think it was doinfﬁ :
Mr. Auvmsever. I think it was admonishing the board of trustees.
The Congress wanted to take a look at the growing size of the reserve
from time to time; and in order to make certain that the trustees
would call the matter to the attention of the Cengress you inserted
that three-times rule. I am not clear, Senator, whether you feel that
the 1939 amendments took us off of a self-sustaining system and put
uson a non~selfsustainin§ system. . :
Senator Vanpensege. It 1s my opinion that the 1939 amendment
practically recognized the fact that a lpubllc-sup rted, tax-supported
insurance system had to rely inevitably upen public contributions.
“Mr. Aursever, 1did not understand it that way. I called the mat-
ter to the attention of the Ways and Means Committee and asked
them ag to whether they desired to make a commitment for the future.

"I do not recall whether I called the matter specifically to the atten-

tion of this committee but, nevertheless, Congress did not in the law,
and it does not a r in any of the proceedings, indicate that the
committees intended to make a commitment for 5?9 future as regards
whether this system would be financed solely out of pay-roll taxes
or would be subsidized from other sources.

Senator Tarr. Did not the Secretary of the Treasury make some
statement to that effect?

Mr. Aumevrr. He testified on the size of the reserve and this rule
that Senator Vandenberg mentioned.

Senator Vanpensero. He asserted, did he not, directly that this
was a correct rule to govern reservef

Mr. Aurmever. He said, as I recall, that it was a rule that should
be applied when we had a degree of stability and sufficient informa-
tion. I do not think he said it was a rule that should be applied in
the early years of the system,

Senator VanoeNpire. In any event, that is the only rule that there
is, or any approximation of a rule, that Congress has set down to
define the appropriate size of the reserve, is it not1 .

Mr. Avrmever. That is right.

Senator Vanpeneere. That is the only rule, at any rate, that we
have got. Regardless of whether it is a good rule or not, let us see
where we stand under that rule. I am sure you will have the figures
available. Will you tell me what the net reserve was on June 30, 19431

Mr. AurMevER. Approximately $4,300,000,000.

Senator Vaxpexsere. Now, the next 5 ensuing years would carry
you up to 1949.

Mr. Avrvever. Would carry you to Juhe 30, 1948.

Senator VanpeNperc. That is right; up to 1948,

Mr, ArMEYER. Yes, .

S nator Vaxpensire, What is the highest contemplated annual
benefit payment during these 5 ensuing years?

Mr. AvtsievEr. The trustees’ report, table 4, gives three alternative
estimates based upon three different assumptions:

I. Increasingly high level of employment and’pay-rolls throughout the pericd;

low rate for retirement among aged.
11. High lcevel of employ m 'ne and pay rolls, including a short pertod of moderate

decline; medium rate of retitment among aged.

i
o
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111, Medlunt level of employwment aud pay rolls, including a perfod of moderately
severe decline; high rate of retirement among aged.

The total benefits, the highest total benefits in any year through
fiscal year 1947, plus administrative expenses (which must also
paid out of the fund) range from $415,000,000 under the first assump-
tion to $813,000,000 under the third assumption.

Senator Tarr. You are reading from the report of the Loard of
trustees of the Federal old-age and survivors insurance for the year
ending July 1, 1942, is that correct?

Mr. Avryever. I did not get your question.

Senator Tarr. For the year ehding July 1, 1942.

Mr. Arraever. What was the question?

Senator Tarr. You are reading from that report

Mr, AvtmEevee. Yes.

Senator Tarr. Has that report been printed

Mr. Aursexer. It was filed in typewritten form with the Congress.
Becal;gz of limitations on the printing of reports it has never

rinted.
P Senator Tarr. Mr, Chairman, I think that report ought to be made
a part of this record. It contains more information than anything
I have seen.

There is no report for the year ending July 1, 1943, yet 1 .
hMr. Avtueyer. No, sir.  We are just in the process of preparing
tnat.

Senator Tarr. Mr. Chairman, may that report be made part of the
record {

The CuAirdMAN, What is the nature of it{

Mr. Avtymever. It is the board of trustees’ reﬂ)ox-t. Tt consists of
30 typewritten palges, with certain charts and tables.

Senator Tarr. Possibly it can be printed by the Senate in a separate
document,

The CrardaN. It has not been printed?

Mr. Autaeyer, No, sir.

The Cuairman, We will make a committee print of it, Senator
Taft, and let it accompany this report,

Senator Tarr. That will be entirely satisfactory.

Senator Vanpexeero. As I understand the ﬁFures you have just
given me, as of 1943 the highest possible contemplated benefit liability
would be £813,000,000, is that correct ¢
_ Mr, Aurmever, Somebody interrupted me. I did not get your ques-
tion. '

Senator Vanoensera. As I understand the figures you have just
given me, as of June 30, 1943, the highest contemplated benefit Kaz;
ment and administrative expenses in the 5 ensuing years woul
$813,0C0,000,

Mr. Auvraever. That is according to the trustees® report. The
magnitudes are approximate.

nator VanNpeNeerg, That makes no difference. The lowest esti:
mate for the same period is $415,000,000¢

Mr. Auvrmeves. Yes, sir.

Senator Vanpexsera. So under what we will call for easy identi-
fication the 3-5 rule, there would be a reserve as of June 80, 1943, of

92860438
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nearly 10 times the lowest anticipated estimate, and it would be about
815 times the highest possible estimate that your figures indicatef

i[r. Avrmever. That is right. .

Senator Vanoensera. All right. Now, can we jump down to the
end of this 5-year period? The last of this period would be between
what dates?

Mr, Autuever. That would be up to July 30, 1947,

Senator Vanprxsira. Now, if you have the statutory increased
pay-roll tax without any further interruption, what do you estimate
your reserve will be in 19489

Mr. Avrsever. It might be as high as $14,600,000,000 and as low
as $11,350,000,000, as of June 30, 1947. R .

Senator Vanpeneerg. What would be the percentdge relationship
between that reserve, then, and the highest contemplated drain on the
fund, the highest of the 5 following ensuing years?

Mr. Aurmeyer. We haven'’t got any figures on the 5 following en-
suing years. Do you want me to estimate in terms of the highest
during the period 194347, inclusive?

Senator Vaxoexsero. All right. I thought the other would be a
Jittle fairer to you,

Mr. AutMEeYEr. Yes, it is fairer,

Senator Vaxpexsero. I want to be fair to you in the whole thing.

Senator Tarr. May I suggest in your report the estimated annual
payment in the period, which is from 1951 to 1935, is $1,600,000,000
n one case and $1,300,000,000 in the other.,

Mr. Aumieyer. What page is that?

" Senator Tarr. That is on page 16 of your report, in the copy 1
ave.

Senator Vanoexsrro, That is what I have, Senator.

Senator Tarr. 1951 to 1935.

Mr. Avrvever. It is an average.

Senator Tarr. It is the table right near the end, almost the end
of your report, way down next to tﬁe last page.

Mr. Avrvever, That is the average only. %Ve haven’t got any an-
nual figures. We haven’t made any annual estiinates beyond Janu-
ary 1, 1948,

Spn;ntor Vaxorxpera. Then let us go back to the current 3-year
period.

Senator Tarr. Under this estimate is it not true that the highest
during that period, 1951 to 1955, is $1,600,000,000, which would ap-
proximately answer Senator Vandenberg's question?

Mr. Avryeyir. It is an average. It is t(]\e midpoint between the
low and hi%‘h of that period.

Senator Tart. Yes, but 5 years from 1948 is 1953, which is also a
midpoint. So it is a fair estimate.

Mr. AutMEYER. Yes. .

Senator Vanprnpero. Going back, then, to the &-year period that
we were examining, the current 5-year period, a $14,600,000,000 re-
serve on January 1, 1948, would be about 18 times, would it not, the
highest possible estimated drain on the social security funds during
that 5-year period?

Mr. Avrueyer. That is right. :

Senator Vaxpensere. And as compared to the lower estimate it
would be nearly 30 times?
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Mr. Aurmever. That is right.

Senator VaxpeNpero, Now, suppose you leave the pay-roll tax ex-
actly where it is for the next year, what would your reserve be on
January 1, 1945, leaving the pay-ro]i tax at 1 percent, as it now is?

Mr. Artmever. I have a figure here, Senator, that may serve your
purpose. At the end of the calendar year 1946, 1f you leave the 2 per-
cent rate in effect, we estimate the reserve would be approximately
$8,5€0,000,000.

Senator Vanoexeera. That is at the end of the year 1946. That
takes us up to January 1, 1947.

Mr. Avryryer. That is right.

Senator VaNpenNBera. So if you leave the pay-roll tax where it is
during that period, you would have a reserve of $8,500,000,0C0, which
again is 10 times the highest estimated cost of the system during that
5-year period.

Mr. Auvrmever. That is right.

The Cuairman. Doctor, what has been the rate of increase in the
reserve during the last year? You have now about $4,300,000,000
as of June 30, I believe.

Mr. ALTMEYER. At the end of the calendar year we had a reserve of
$3,700,000,0C0. approximately, and we estimate that at the end of this:
calendar year it will be approximately $4,850,000,000. It is going
to be at the rate of a little over a billion dollars & year. If you step
up the rate it would mean an increase of a little over $1,400,000,000 for

944,

The CHAIRMAN. At present rates?

Mr. ALTMEYER. At present rates the progression has been something
less. At the end of 1940 it was $2,000,000,000; in 1941, $2,750,000 0)0;
at the end of 1942, $3,700,000,000, and at the end of 1943 it will be

$4,80,000,000.
The Cxtairstan. The rate of increase is something like $600,000.000
or $700,000,000.

Mr. Aursever. It is now something like a billion dollars, because
the disbursements have been low, and even this year we estimate only
$200,000,000, while the collections are over a billion. So that the not
is still over a billion.

Senator VaNpENBERG. So your recommendation to the committee
against a further freezing of the 1 percent pay-roll tax requires us to
totally ignore any validity in the statutory rule that a reserve which is
three times the highest anticipated cost during the next 5 years is
adequate, We would have to ignore the statutory rule entirely in order
to accept your recommendation, would we not?

Mr. Aurserer. 1 do not call it a rule.  You haven’t put it in as a
requirement and certainly I do not think it ought to be a rule apply-
ing to these first few years when the factors are so uncertain. I do not
think that is good statesmanship, if I may say so.

Senator Vaxpexsrre. As you know from my correspondence with
you this year, I am not prepared to be dogmatic about the rule, be-
cause I share all of your anxiety that this fund should be perma-
nently on a sound financial basis. On the other hand, if we haye
departed from what we will loosely call the full reserve basis of the
original years, and if we have consciously come to a point where we
are proceeding on a pay-as-you-go basis, which in tuern you are en-
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titled to say involves a responsibility on our part to spread the dif-
ference in taxes when the time comes, if that has been the decision,
and I think that has been the decision, there is no justification that.
I can see on the basis of the figures for building a current reserve
which is so totally out of proportion with the statutory index—let us
say it is an index.

fr. ALTMevER. I think if you want this three-times rule to be
really a binding rule upon the Congress that you ought to amend the
law, to give assurance to tlie beneficiaries that at no time in the future
will the{ be called upon to make contributions in excess of the actu-
arial value of the benefits they will receive. Otherwise, I think you
are doing an inequity to future beneficiaries.

Senator Vaxpexnerc. I agree with that. If we put that provision
in the law, are you willing to stand then on the 3-5 rulet

Mr. Avtmeyer, Plus some implementatlon of that, some indication
of what your source of income will be, to give that assurance to the
beneficiaries. Now-you have a definite source of income, the pay-roll
tax. We can make our caleulations and give assurance to future bene-
ficiaries on_ that basis.

Senator Vanoensire. But if we go on some other basis where we
do not indicate what the future source of income will be, or what
Congress will do, what will you say in that caset

Mr. Arvrsteyen. If the currént costs to beneficiaries go above the
current rate of contribution, go above the actuarial value of what the
benefits are, then I think we are in a morass of uncertainty.

Senator Vaxpexsera. The statutory pay-roll tax rates were fixed
in 1935, were they not?

Mr. Aurvever. Yes, sir.

Senator Vaxpenpera. So that your statutory rates are based upon
the 1935 conception of the Social Security Act without any reference
to whatever change was made in that conception in 1939. Certainly
we made some change in that conception in 1939.

Mr. Arrmever. You changed the whole law.  As I pointed out, you
have a much different law today than you had in 1935, so far as future
costs are concerned. :

Senator VanorNpera. And also as far asthe consumption of reserves
was concerned.

Mr, AuTaeYER, Yes,

Senator VANDENBERG. So you are asking for statutory an-roll taxes
that were altered, without any consideration given to the alteration.

Mr. Avrmever, I do not know what Congress had in mind, because.
it did not carry out any l:ﬁical commitment.

Senator VanpenNsgro. That is probably a very logical analysis of
congressional action generally. If you can find in the statute any
indication of congressional intent, plus the testimony of the Secretary
of the Treasury, it was that during 1939 we were attempting to change
the reserve basis to 8 pay-as-you go system, and we were of the opinion,
.as expressed in the statute, that a general index, let us say, rather than
a rule, that a general, safe index would be the 3-5 rule. Is that not
what we did? ‘

Mr. ALmuaeYer. You put in this admonishment, and I think it was
because you and others were concerned-about the eventual size of the
reserve being unwields and leading perhaps to extravagant benefits.
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¥
I do not know what other evils you ehvisaged..- So-you said to the
board of trustees, “When this fund gets to be a certain size in relation-
ship to benefits in the next 5 1years, wa want to be advised so we can
then decide whether we will permit the present rate to continue,
whether we will increase it or not.”

I do not think there is any commitment in the law, as far as Con-
gress is concerned, as to what you will do after you get that advice.

Senator VanpeNegre. I agree with you, I do not think there is any
commitment, but, on the other hand, I think the obligation falls on us,
because it could not be avoided. If you follow the rule we have got
to follow it. Inany event, does not the question before this committes
today come down to the question of whether or not we should tear up
the statutory indext

Mr. Avmaevsr. No.

Senator Vanpeneera. And pay no further attention to it?

Mr. Avtueyer. No, sir.

Senator Vaxoensere, Well, I)]'ou certainly pay no attention to the
index when you recommend that tax increase next January, when
you are going to have a reserve under existing taxes that are 10, 15,
or 20 times instead of 3 times as high as the necessity for it in the
next 5 years.

Mr. ALtEYER. Next year yov may have an entirely different situa-
tion which may change all our ideas.

Senator Vanpensero. Exactly. Haven't you got to settle the pay-
roll tax question year by year as the situation requires?

Mr. AvtmEyEr. No, no. I say that the validity of the three-times
Tule may be brought into question. I do not agree at all that you
should change from a long-range view of financing to a short-ran
view of financing on a system of steeply increasing costs such as the
old-age and survivors insurance system is. I think 1f you do, you also
ought to decide what the Congress is going to do in the event that
the pay-roll contribution rates go above a figure which you cannot
justify on the basis of individual equity to the beneficiaries.

" Senator VAnpENBERG. It is no novelty, is it, for Congress and the
fSocial'Sec:urity Board to disagree on whether this tax should be
rozen

Mr. AuTMEYER. I do not think we really disagres fundamentally,
T think both of us want to be sure that the system is soundly financed
and that it is financed for social-security purposes only.

Senaor Vanpeysere. In each year that we have frozen the pay-
roll tax you have recommended against it, .

Mr. AvrMever. That is right, ~ I think you made a mistake,

Senator Vaxpexgerc. I am sure you do. I am sure you are afraid
We are 5oing to make another one. .

The CuairMAN. Any questions, Senator Walsh?

Scnator WaLsu. No questions,

The Crairyan. Senator Gerryf

Senator Gerry. No.

The Craman. Senator Davist

Senator Davis. No.

. The CrairmMaN. Senator Danaher?

Senator Dananmn. I would like to ask Mr. Altmeyer a question

as to whether or not, in his computations with reference to increases,
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ge tskes into account any possible expansion of the Social Security
ct,

Mr, Aurueyzr. No, sir.

Senator Danauer. So what you are purporting to do is to set up
a claims account now as against which you would justify collec¢tions.

Mr, Autmever. That is right. -

Senator DaNanER. I have one other question. Have you given any

"thought to the possibility that many millions of men after 18 months
.of severance from covered positions will lose their status under social

security ?

Mr, AutyEYER. Oh, yes. That is one of the basic factors that enters
into the cost estimate. i

Senator DaNaner. You had not mentioned it in your prepared
statemnnt, and I wondered if you had in mind a recommendation that
we take tome action here which would prolong coverage, particularly
for those who enter war industries or who have gone into the armed
services,

Mr. Auvrmever. I mentioned that the transfer from covered to
uncovered employment is a very important factor in estimating cost,
because, you see, when you pass out of covered employment, you even-
tually lose all of your benefit rights, That is true of the men and

.women who have gone into the armed forces.

We have on a number of occasions said we feel that that situation
ought to be corrected, certainly for the persons entering the armed
forces, and we think the best correction, of course, for everybody, is
to extend the coverage of the system so there is not the possibility of
losing the benefit rights by passing from covered to uncovered em-
pl%\;ment.

nator Dananer. I certainly agree that they should be covered.

Now I come to the question as'to the basis on which you would cover
them and still preserve any relation between your claims account
which you have set up, and contributions against it.

Mr. AuTMEYER. You are speaking of servicemen and women now{

Senator Danantr. Principally. At least for the present purposes,
let us confine it to them.

Mr. ALmiever. Well, it could easily be done by considering as cov-
ered employment service in the armed forces and paying a contribu-
tion at a regular rate on that pay roll.

Senator DanaHER. You mean that the Congress should authorize
zfm alp'propriation which would meet those payments into the insurance

un’

Mr. Avvmeyer. Yes, sir.

The Cramuman, Did not we take some such step as that, Doctor?

Mr. AvTmMEYER. We have not.

Senator DANAHER. No, sir.

Senator Tart. It has been proposed, however, in a good many of
the veterans’ plans,

The CHAIRMAN, It was proposed.

Mr. AutMEYER. You protected the benefit right under the railroad
retirement system for persons entering the armed forces.

The Crammman, That is right, under the Railroad Retirement Act.
_ Senator Dananer. Have you in mind, Mr. Altmeyer, a formula by
which contributions by the Federal Government to the insurance fund

[
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in behalf of those people who pass from a covered status to the armed
services can be achieved §

Mr, Aurmeyer. Yes, sir.

Senator Danauer. What is it

Mr, Autaever, You can either take an arbitrary figure for their
wage, say, $150 a month, and make contribution payment on that
basis—that would be very simple—or you could take the rate of wage
payment plus allowances (and plus the eslimated cost of subsistence
1f there were not allowances) at the time of discharge, or you could
take the average rate of wage of the person inducted into the service

rior to the time of induction, if that were higher. There are various

ases. All of them should be simple and have to be simple, so that
the Army and Navy would not be faced with a big chore of making
reports to the old-age and survivors’ insurance system. It could be
done very simply.

Senator Dananer. Has your staff prepared any studies on the vari-
ous methods by which that coverage might be extended?

Mr, AvrveEver. We are just in the process of finishing a memo-

randum. Senator Vandenberg wrote me several weeks ago, in fact a
couple of months ago, about that matter. I have letters from a num-
ber of other Senators and Congressmen.
_ Senator DaNauer. Would national protection for men, those trans-
ferring from covered service into the armed services, require any
change in State laws to conform to the over-all program you might
recommend {

Mr. Aursever. Not so far as this Federal old-age and survivors’
insurance is concerned, but there is another comparable problem in
connection with unem,;]oyment benefits, too.

Senator Dananer. That would require a change in Stato legisla-
tion generally, would it not?

Mr, AurMeYER. Noj it would not. I am talking about unemploy-
ment.

Senator Dansuzr. Yes, that is what I mean,

Mr, Avtmever. You have, with the exception of three States, pro-
visions in the various State laws for freezing any accumulated benefit
rights. We estimate probably half of the persons who have gone into
the service do not have any unemployment benefit rights, because they
were unemployed, or (jIUSt reaching 18 to 19 years of age before they
had gone into covered employment, or were farm boys, and so on.
Congress could pass a law providing for demobilization benefits con-
tingent upon unemployment. It could have mustering-out benefits
of several months and then after that continue demobilization benefits
dependent upon continued unemployment. Congress could do that
and it would not require any amendment in most of the State laws,
because those State laws that have frozen unemployment benefit rights
for the most part contain the proviso if Congress makes any provi-
sion those benefit rights shall not become applicable, or shall be
diminished to the extent that Congress has provided benefits.

Senator Dananer. Now, one other question and I shall conclude.
Have you given thou%)};t, also, as to a basis upon which the benefits
of social security may be available to those who never were covered

Mr, Aurmevee. Yes. You have probably 20,000,000 people at the
present time who are in what we call uninsured employment. Many
of those have had some insured employment, because you have a great
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interchange between covered and uncovered emgloyment by a given
mdi:ie?iua . You could, if you wanted to, cover the 20,000,000 not now
covered, - ~

You could provide a formula in the law as regards the method of
qualification and as regards the determination of benefits which would
not penalize these late entrants into the system. You could provide
an alternative formula. That is, you could take the present formula,
if that would result in higher f)eueﬂts, or you coul(s, take the other
formula, which would be based upon a period since the change became
effective, if that resulted in higher benefits.

Senator Dananer. Would that plan contemplate, also, contribution
from the Government by way of a?pmpriation, in order to preserve the
intef;rity of the insurance principle?

Mr. Avrsever. I think that if that change took place within the next
year or so, the financial burden on the system might well be low enough
that the rate contemplated in the law would be sufficient to pay out
without an income from other sources.

Senator Danauer. But the surplus to which Senator Vandenberg
has directed four attention would be available for that very purpose,
would it not

Mr. Avtaever. Oh, l@.

Senator Dananrr. And would probably be sufficient to absorb any-
thirig you can now foreseef

Mr. Avmaever. You mean for the newly covered peoplef

Senator DaNanEr. Yes.

Mr. Auvtmever. I do not know about that, What I said in response
to Sznator Taft’sand Senator Vandenberg’s questions was that it might
very well be that the present scheduled rate would be sufficient to main-
tain the systemn, make it a self-contained system. I was not speakin
of the possibility of Congress bringing in 20,000,000 more people an
giving them what, in effect, would be past employment rights.

Senator Daxauer. Past employment status?

Mr. Avtuevir. Yes. YWe would have to make a calculation as to
what that extra cost would be, if any, and whether the margin would
be sufficient to cover it.

Senator Dananer. In any event, the calculation as to the possibility
in that respect does not vary your answers to Senator Vandenberg’s
questions?

Mr. Avrveyer. No.

Senator Danamer. With reference to your views as to continuing
the provisions of the present law?{

Mr. Aurmeyer. That is right.

Senator DaNaurr. Thank you,

Senator Tarr. Mr, Altmeyer, at some time you said something to
the effect that it might be a tax of 514 percent would pay benefits
even at the height of the system, as far as you could see ahead.

Mr. Avtmever. Five and one-half to six percent.
fussa;ator Tarr. Would that be without interest, from the reserve

n

Mr. Autmeyer. Noj that is figuring an interest at the average rate
of 2 percent, -

Senator Tarr. From how large a fund, though!

Mr. Aumyeyer. 1 do not remeiber exactly what the size of the fund
would be. :
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Senator Tarr. Figuring a fund created by the taxes as they are now
written in the law, it would be probably $30,000,000,000 or $40,000,000,-
000 by that time. -

Mr. Avryeyer. Eventually?

Senator Tarr. Yes, the time we are speaking of, when you would
reach 5%, more or less maximum,

Mr. AurMeYER. Yes, .

Senator Tarr. Mr. Altmeyer, the only thing that appeals to me in
this question, it seems to me, is whether we shall alter the three-five
tule. ‘There are two things in your argument that impressed me. One
was the question whether, after all, we are not giving too much of a
benefit to the people who are going into retirement during the next
5 years by only charging them 1 percent. Do you think that a 2 per-
cent charge would more nearly, would come anywhere near their actual
gbligation, ;)r is their actual obligation far beyond anything we could

0 anywa

Mr.y Ax,iuzrm. Oh, yes. The{v1 would still be getting much more
than the actuarial equivalent. The survivors’ benefit alone constitute
$50,000,000,000 life insurance that you wrote in 1939. That is worth
the 1 percent, to say nothing of the old-age retirement benefit, just the
death benefit alone.

Senator Tarr. So even if we increased this to 2 percent it would
still bta?a very large present, so to speak, to these people in the older

rou
& MES ArrseYER. That is right, T want to make this point: That
does not mean that the person retiring in future years is being treated
inequitably, because what you are domﬁ is using a larger proportion
of the employer’s contribution to pay the benefit for what you might
call past service. All private retirement systems, practically, provide
recognition for past service. The employers realize that is necessary.

lSenatm' Tarr, They make them pay in current payment as they go
along.

Mr. Aurueyer. Yes. We use, under the present system, a larger
lgemportion of employers’ contributions to pay these relatively high

nefits in relationship to employees’ contributions in the earlier years,
but not at the expense of employees’ retiring in later years,

Senator Tarr. Another suggestion was, b years is too short a time,
I have a little sympathy with that idea. It seems to me that while it
is true that current generations should pay current bills, that maybe
a longer period than 5 years—5 years does not cover what you might
call the normal cycle of operations. Have you made any calculations
on & reserve based on 10 years in the future, or something of that kind {

Mr. Ausever. Noj we have not.

Senator Tarr. That is all.

The CrtAIRMAN. Are there any questions, Senator Thomas?

Senator TroMas. No.

The Cuamrsan, Senator Millikint

Senator MirLikiN. No.

I"I;he Cuarmax. Does any other Senator have any questions to
as|

Senator Warsi. Are you making any recommendations to take in
the number of employees who are not now covered and who are in the
armed services?

92689 —43—4
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Mr. Aurmever. Yes; we have on a number of occasions in our an-
nual reports made that recommendation. We have a detailed report
to make on various changes in the Social Security Act.

Sen’ator Warsn. Have you drafted a bill and presented it to Con-

SS

Mr. Avtmever. We have drafted some rout;h language that the
legislative counsel might find useful, but we have always followed
a policy of developing our recommendations only in the light of what-
ever the congressional committee reaction is and have worked with
the legislative counsel in developing the necessary language.

Senator WatsH. You are under pressure to have employees who are
in the armed services, and other people who are not covered, to come
under the law. Have you made any recommendation on that{

Mr. ArTueyer. Yes; we think they should be covered. )

Senator Warsi. Don't you think we should be getting some légis-
lation on that line? )

* Mr. Aumsever. The sooner the better. I think you introduced a bill
on that 2 yedrs ago.

Senator WarsH. Yes; and I reintroduced it this year.

Senator Davis, As I understand it, the Board now consists of three
members, the Social Security Board. WLat objection would there
be to increasing the Board to three representatives of employers, three
representatives of labor, and three representatives of the publict

Mr, Autmever. I do not see any advantage in that. I think a
nine-member Board would be very unwieldy, and more expensive.

Senator Davis. Well, it would be a much larger Board, but would
-we not get the opinions then of these representatives on that particular
Board, the employer, the worker, and the general public, rather than
being in the hands of just three people? Would not the judgment
of the many be far better than the judgment of the few?

Mr. Avrmevir. I think the better way is to work through an ad-
visory committee, or an advisory council, representative of employers,
employees, and experts, just as you did in 1937. You created an ad-
visory council that joined with the Social Security Board in making
-recommendations on which the 1939 amendments were based. Those
amendments were supported by the members of the advisory council,
including representatives of employers, employees, and ex{:erts of var-
ious kinds. I think that is a better way than to try to have a large
representative administrative body.

he CramrMaN. Thank fyou very much.

Senator Vanpexeero. Mr. Chairman, I want to say just this while
Dr. Altmeyer is here: While I have appeared to be in rather constant
collision with him over the years, I want to publicly express my very
great appreciation for the promptness and candor with which he always
responds to any questionnaire and any inquiries regarding the great
responsibility which he very ably administers.

Mr. Avtmever. Thank %’ou very much.

Senator Vaxpexneerg, Then I should like to ask, Mr. Chairman,
that here be included in the record at this point a letter which Dr.
Altnieyer wrote me under date of August 27, 1943, which is in the form
of a questionna’re, and specifically presents many of these questions
with the specific answers, ‘

The CHamrMsN. You have no objection to that, do you, Doctor?
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Mur. Avrmever. No, sir,
The CrairyaN. Very well, that may be included in the record.
" (The letter referred to is as follows:)

FEDERAL SECURITY AGENCY,
SociAL SEcURITY BOARD,
Washington, D. O., August 27, 1943.
Hon. ARTHUR H. VANDENBIRG,
United States Senate, Washington, D. C.

Drar SENATOR VANDENBERG : This I8 in reply to your letter of June 15 fn which
¥you ask & nutaber of questlons concerning the old-age and survivors insurance
program and the Federal old-age and survivors insurance trust fund. In addl-
tion to answerlng your specific questions, I am appending a presentation of the
major reasons why, in the opinlon of the Social Security Board, It would be
unwise to defer the increase in the contribution rates of the program now
scheduled to take effect on January 1, 1944,

I am answering your specific questions in order below in occordance with your
numbering.

1. What will be the total receipts from soclal-security taxes for old-age
benefits (referring to the existing 1 percent tax on employers and also on
employees) for ‘ne fiscal year ending June 30, 19437

Total taxes reeived under the Federal Insurance Contributions Act during
the fiscal year ended June 30, 1843, amounted to $1,130,000,000.

2. What “will be the total draft upon this fund for (a¢) administrative ex-
pgnges, and (b) the payment of benefits for the fiscal year ending June 30,
19437

Total benefit payments from the trust fund during the fiscal year ended June
80, 1843, amounted to $149,000,000 and relmbursement for administrative ex-
penses amounted to $27,000,000, or a total of $176,000,000.

9;357“"]“ will be the reserve under this section of the law on Juoe 30,
1
The tota) assets of the trust fund as of June 30, 1943, were $1,268,000,000.

4. What will be the highest prospective annual benefits to be paid in the
ensuing 5 years? I shall be glad to have thls question answered not only on
the basls of your original actuarfal calculations but also on the basis of the
maximum charge agalnst the fund which you might contemplate in any of the
next 5 ensulng years.

Rapid changes In the patterns of employment and earnlngs during and after
the war as well a8 the extra war mortality, and the numerous other uncertainties
connected with the changing national and international situation, make it very
difficult to estimate old-age and survivors insurance disbursements during the
coming 5 years.

Numerous assumptions must be made as a basls for specific estimates of pros-
pective anpual benefits. The use of differing assumptions would paturally pro-
duce quite divergent results. On a basis of two different sets of assumptions,
each of which seems reasonable In view of the present economic situation and the
possibilities inherent {n the changing situation, It appears that anpual benefit pay-
ments during the highest of the ensuing 5 years might run as low as $450,000,000
on the ore hand, or as high as $300,000,000 on the other. On the assumption that
the highest amount of annual benefit payments for the 5 fiscal-year period ending
June 30, 1948, 1s £900,000,000, and that approximately $40,000 000 is disbursed for
administrative expenses, it would appear that a total of $0{0,000, would repre-
sent the highest annual expenditures expected In the b fiscal years ending June
80, 1948 It is possible, however, that benefit disbursements for a particular year
during this period might fall outside the range between these two estimates.
Under a combipation of extreme circumstances In which a substantially larger
number of aged persons than was assumed in the preceding estimates bulld up
wage credits in covered employment and.then retire and the {oll of the war is
reflected In increased survivors’ payments, It could happen that total expendi-
tures in the fiscal year ending June 80, 1948, would exceed $940,000,000 and would
approach one-third of the assets of the fund as of June 30, 1943. It would be
rt‘e;asonabre. however, to refer to $340,000,000 as the probable maximum expendl-

re,
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The foregoing figures are tentative since they are made substantially {n advance
of the Fourth Annutl Report of the Board of Trustees of the Federal Old-Age
and Survivors Insurance Trust Fund. They are based on & rough prefection of
certaln of the estimates contained in the third annual report, a copy of which s
available in the oftice of the clerk of the Senate Comnmittee on Finance.

8. What pay-roll tax on ewployer and employee Is necessary in 1944 in
order to maintain a “reserve” which Is “three times the highest annual ex-
penditure expected in the ensuing 5 years”?

The answer to this question depends, of course, upon the cholce of assumptions
as to conditions affecting both awounts of taxable wages and amounts of ex-
penditure. Conslistent with probable maximum expenditures of §040,000,000 for
tie fiscal year ending June 30, 1948, the probable maximum for the calendar
year ending December 31, 1049, would be about $1,100,000,000. If no einployer
or employee contributions were collected in 1944, the assets on December 31,
1944, would amount to about $4,600,000,000, which is more than three times the
¢stimated expenditures during the calendar year 1949. Under these assump-
tlons, therefore, no taxes would be required in 1944 to malntain a ratlo of assets
to expenditures .(in the fifth ensulng year) of at least 3 to 1, but the rates of
2 percent each on employers and employees now scheduled in the law sare de-
girable for the adequate long-run financing of the program aud represent appro-
priate minium rates for 104 under present circumistances, us pointed out
below. .

6. I8 it, or is 1t not, a fact that the goclal security pay-roll taxes which
would be collected in 1944 at 1 percent (without rate change) would Le
equal to the taxes (and actually exceed them) which you and your Bourd
estimated 4 years ago  could be collected in 1944 at the rate of 2 percent
on employers and employees?

On the assumptions that the social security pay-roll taxes continue at their
present rates of 1 percent each on employers and ewployers aud that the amount
of taxable wages remains at its 1843 level, over $1,300,000,000 would be collected
In taxes under the Federal Insurance Contributlons Act during 1944, This
amount would be In excess of the estimate for 19044 presented in the report of
the Senate Committee on Finance on the Soclal Security Act Amegdments of
1039, which stated that the actual figures for any year would differ from those
shown (8. Rept. No. 734, 76th Cong., pp. 1718). This qualification wus neces-
garlly made In the report, since the figures presented were a straight-line pro-
Jection for a 15-year perlod based on then existing levels of earnings and em-
ployment and took no account of specific year-to-year fluctuations around the
projection. The annual figures In the report were illustrative and do not foai-
cate the amounts neceszary to finance the program in any given year or under
clrcimstances where wage credits of workers have risen above previous ex-
pectations.

The larger-than-expected taxes have resnlted from the high levels of employ-
went and wages accompanying the war which has similarly increased potentlal
benefit obligations of the fund over those antlcipated in 1939, The great increase
in the number of persons acquiring wage credits is indicated by the fact that
in the second quarter of 1639, when the report referred to was prepared, 289
milifon workers had taxable wages, whereas in the last gnarter of 1942 the cor-
regponding figure was 87.9 million persons.

The major reasons why it would be unwlse, In the opinion of the Soclial
Security Board, to defer the increase In the contribution rates now scheduled
to take effect on January 1, 1044, may dbe stated as follows:

(1) The contribution rates scheduled {n the existing law, together with
interest receipts to the trust fund, may eventually prove Inadequate to meet
the benefit payments provided in the existing law and the ndministrative ex-
penses of the program, depending upon developinents which cannot be fore-
seen with confidence. Any reduction in the scheduled contribution rates would
lessen the temporary excess of receipts over disburzements, would lessen what
would otherwise be the size of the fund, and hence, would reduce the future
Interest fncome of the fund. This would increase the likellhood of an eventual
deficlt, or would hasten and Increase the size of such a deficit. No doubt the
existing law would be amended before an, actual defleit developed. At such

.
!
L]



SOCIAL SECURITY 25

time an increase in contribution rates beyond the highest now scheduled, or
u reduction In the scope or level of benefits, or a Federal subsidy, or some
combination of the three, would beeome necessary. A reduction in the tax
rates scheduled to apply In 1944 would be a step toward such an eventunal
situation.

(2) A consideration of the provisious of the existing law concerning the
reports which the board of trustees of the trust fund is required to make to
Congress supports the view thut the scheduled tax rates for the year 1914
should not be reduced. It is true that the existing law requires the board
of trustees to report to Congress whenever the board Is of the opinlon *‘that
during the eusuing 5 fiscal years the trust fund will exceed three times the
highest annual expenditures antleipated during that 5fiscal-year period.” How-
ever, the law does not require Cougress to take any action upon the recelpt
of such a report, nor does [t suggest that the three-time rale Is the sote indlcator
of the proper size of the reserve. Indeed, as I tried to briug out in my letter
of September 2, 1042, to you, this provision was written into the law with the
thought that ft would be meaningful only with respect to the reserve when the
benefit load has reached a considerable degree of stability and nnt for the
early years.

(3) The unusually high level of tax receipts under the old-age and survivors
fosurance program during the past year or so should not be thought of as
coustituting a clear galn to the trust fuo.. The wages which give rise to the
fnereased cnrrent recelpts will also, in th: future, serve to qualify many individ-
uals for benefits who would not otherv/ize receive them and will Increase the
potential benefit amounts payable to other Individuals. In other words, the
increased present income to the fund means increased future disbursements
from the fund. A reduction in the scheduled tax rates of the program because
of wartime fluctuations in the amount of taxable wages under the program
would seem to be unsound in the light of the increasing llabilities. Moreover,
it would lend credence to the thounght that scheduled tax rates are not to be
taken serlously, but that increases and decreases In the scheduled rates are to
be expected in accordance with tewporary economic fluctuations. .

(4) The chlef reason why a graduated schedule of contribution rates was
incorporated in the law was to permit the ultimate contribution-rates of the
program to become effective gradually. The scheduled 1 percent increase in the
rate of thé taxes on employers and employees would not seem unduly burden-
some, particularly since its existence in the law has led to its being anticipated
and discounted long ago. Indeed, because of the present high levels of business
getlvity and wages, the scheduled increase would be less burdensoine on employers
and employees than might ordinarlly be the case. Moreover, a postponement
of the scheduled Increase fn tax rates would not reduce the long-run tax burden
of contributors, whereas a continuance of the 1-percent rateg is likely to mislead
contributors with respect to the actual custs of the old-age and survivors insur-
ance program and would lead to the necessity for sharper increases in pay-roll
taxes in later perlods when business conditions and earnings may be less favor-
able than at present,

(5) In the early years of the operation of the old-age and survivors insurance
system the actuarial value of the benefits provided is very many times the value
of the individual worker's coutribution. For exrinple, a sipgle individual who
contributes for 10 years to the system-and at the maximuin salary taxable under
the law ($250 per month) might have obtained from a commerclal insurance
company an annulty of only about $2 a month with his own contributions;
whereas, this law entitles him to a benefit of $44 per month—or 22 tiwes the
awount purchasable from un Insurance company by his own contributions.
(S. Rept. No. 734, 76th Cong., p. 16.) A married man might be entitled to $63
per month or 33 times the value of his own contributions. Moreover, the actu-
arlal value of the survivorship benefits alone is crudely equivalent to a 1-percent
contribution rate. The present value of these survivors' benefits at the date
of death {corresponding to the face amount of life insurance) {s between $3,000
to $10,000 for most families (and as high as £15,000 for some familles). There-
fore equity to the contributors who do not receive benefits until after many
years suggests that the contribution rates be Increased to 2 percent.

(6) In addition to the equity of levying contributions &t the 2-percent rate,
it would seem prudent to increase the rate to 2 percent In order to convey to
the eontributors the real value of their insurance protection. The continuation
of the present 1-percent rate tends to uidervalne the protection afforded fu the
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mfnds ;)If the contributora and thelr familfes as well as employers and the public
generally.

(7) As the President pointed out in his letter of Qctober 3, 1942, adherence
to the scheduled contribution rates of the program is not only in accordance
with the necessitles of the program itself, but at the same time “would contribute
to the noninflationary financing of the rapldly mounting war expenditures.”

The fact that there are these two good reasons for adhering to the scheduled
contribution rates does not mean that soclal-security contributions are being
levied for other purposes than soclal security, As you know, all of the contri-
buttons are¢ deposited in the trust fund and all of the bonds held by the trust
fund are United States Governtuent securities. As the representative Advisory
Council on Soclal S8xcurity stated in Its report of December 1938, It Is necessary
and desirable that these conttibutions be invested in United States Governirent
securities. A large portion of life-insurance reserves are invested in Government
securitles but the polleyholder still does not feel that he pays for anything else
but his insurance.

The social-security contributor benefits by Increased contributions and thelr
investment in two very important ways. First, because the collection and
investment of these contributions at this tfme help to cowmbat infiation. As the
life-Insurance compantes have polnted out In their recent Nation-wide advertising
campalgn, it 13 a matter of vlial importance to all insurance bencficlaries to com-
bat {1 flation which automatically resuits in a decrease in the purchasing power
of thelr benefits,

‘The second reason why soclal-security contributors benefit from this increase
{n rates {s that future annual Government expenditures will be proportionately
lower. This is because the Government debt in the hands of banks and other
private investors will be that much less. Or, pulting it another way, the Gor-
ernnient will pay to the trust fund what it would otherwise have been obligad
to pay to these banks and other private investors. In other words, instead of
bhaving to make (wo payments—one to the trust fund and another to the banks,
the Government will only have to make the one payment to the trust fund.

Some people have sald that the fact that the Government will be required to
levy taxes to redeem the Government obl'gations issued to the trust fund means
that the soclal security contributors are being taxed twice for the same purpose.
This, as you know, 13 not true. The truth is that the soclal security contributors
are taxed only once to pay for their benefits when they make the{r regular con-
tributions.” As taxpayers they may also be obliged to pay taxes to redeem Gov-
ernment obligations issued to the trust fund, but when they do so they are paying
for the cost of the war and not for the cost of soclal security benefits. They
would have to pay these taxes to rover the cost of the war whether the bonds
are sold to the trust fund or to Individuals or to financlal institutions.

The same situation exists as regards the purchasers of War bonds. They pay
the Government once for the Government's promise to pay them the face value
of their War bonds, They pay the Government again [? the form of taxes to en-
able the Government to pay them back the amount thal they lcaned the Govern-
ment. However, then they pay thelr taxes as citizens to enable the Government
to pay them as creditors, they are paylng for the cost of the war and not paying
the Government twice for the same War bond.

So far as soclal-securily contributors are concerned, the net result is that
it thes2 Increasad contributions are not pald now they will be worse off in
later years because they will have to pay higher soclal-security contributions then
and will also have to pay the same amount of taxes to cover the Government
debt.

1 am pleased to bave had the opportunity to provide you with the foregolng
materinl. If I can be of any further assistance to you, please call on me.

Sincerely yours,
/8/ A. J. ALTMEYER, CAainnan.

Senator VanpeNsera. Mr. M. Albert Linton, president of the Provi-
dent Mutual Life Insurance Co., Philadelphia, intended to appear
before the committee. I have a copy of his brief, which I think would
be feasible to put in the record. L

The CuaeMax. It may be put in the record.

(The brief of Mr. Linton is as follows:)

;
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Brier oF M. ALBERT LINTON, PRESIDENT, ProvIDENT MUTUAL Live INSUBANCE Co.

Under the 8oclal Security Act the present tax of 2 percent paid jointly by
employers and employees to support the old-age and survivors insurance program
18 due to rise to 4 percent January 1, 1944, to 5 percent 2 years later and to
6 percent in 1849, Urder the law as it stood in 1942 the rise to 4 percent
would have taken place January 1, 143. However, action by Congress retained
the 2 percent rate for another year. The question before Congress and the
country now s whether the doubling of the tax should be permitted In 1944,
ralsing the anticipated tax receipts from, 1.3 billions of dollars to 2.0 billions,

Many workers, of course, are enjoying abnormally large incomes and to them
the increase would not be burdensome. The same cannot be said for millions
of salarled workers who are hard pressed between salary ceilings, and taxes
and living costs. We should be very sure that the Increase {s necessary and
desirable before permitting it to go fnto effect.

When the Soclal Security Act was amended In 1839 Congress adopted a pay-
as-you-go system of financing, supplemented by provislon for a contingency
reserve to support the program should tax receipts fall off severely in times
of poor business. The exact size of the contingency reserve fund {s not specified
in the law but it is provided that Congress shall be nolified if the trustees
of the fynd find the reserve has fallen to a figure that is unduly small or has
exceeded an amount equal to three times the highest annual outlay anticipated
during the ensuing 5-year period. This latter provision clearly indicates the
maximum size of the fund contemplated by Congress.

Under the foregolng plan It was realized that the outgo some day would rise
above the recelpts from the ultimate 6 percent pay-roll tax rate; and that when
that happened the General Treasury would have to supplement the pay-roll tax
receipts by approprlations from general revenue funds. This supplement was
estimated to reach an amount equivalent to some 4 percent of pay rolls. Incl-
dentally, a subsldy from general revenue funds to support a contributor social
security system is in line with the practice in many other countries.

What are the facts of the present situation? In the first place the contingency
reserve has increased rapidly. At the end of this year it will be in the neighbor-
hood of 4% billlons. The estimated tax receipts in 1944 at the present 2 percent
rate will be 1.3 billlons. The outgo for benetit payments and expenses in 1944
will probably not exceed one-sixth of that sum. For 1943 the total will be under
200 mllions.

The Chairman of the Soclal Security Board In a letter to Senator Vanden-
berg appearing In the Congressional Record, estimated that the total outgo for
benefit payments and expenses In the fiscal year ending June 30, 1948, might
be as high as 840 millions and as low as 490 millions, nllowing for the same
expenses at the lower rate as at the higher one. For the calendar year 1944
the prohable maximum is given at 1100 milllons, No probae minimum is
indicated but it Is not likely that it would be much In excess of 600 millions.

Here, therefore, is the situation: We are collecting over six times as much as
the current outgo. The contingency reserve at the beginning of 1944 will be
well over four tlmes the probable maximum outgo in 1049, 5 years hence, and
about elght times the probable minimum. Under such conditlons bard-pressed
workers may well ask why thelr social security tax should be doubled. Business,
especlally small business, may ask the same question.

In the light of what has happéned, some still broader questlons arise. For
example, under the schedule in the law, the tax rate must go to 6 percent in
1049. May it not be possible that some other date for reaching the 6 percent
Jevel would be better? Again the schedule of tax rates is 2-4-56 percent. Each
1 percent now means some £600,0C0,000 a year in tax recelpts. Might it not be
wise to make the series 2-3-4-5-6 percent, thus easing the sdjustment to the higher
level? It is evident that the tax schedule and the contingency reserve formula
as things now stand are not coordinated. Should they not be? And, if =0, which
should be modified, the tax schedule, the reserve formula, or both?

Should not a thorough review of this situation be made in the near future?
In the meantime should the tax rates be Increasced at all for 19417 Unless some-
thing quite unforeseen should occur, the reserve 1s likely to increase to some
6% billions by the end of that year: and as already pointed out, the outgo will
in all likelihood be less than one-sixth of the income produced by the present 2
percent tax rate.

An argument advanced for doubling the present 2 percent tax rate {n 1844 Is
that the Increase would siphon off excess purchasing power and hence be antt.
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1]
inflationary In its effects. One setfous defect In thls argument is that if social
security taxes should be imposad for a double purpose there is danger that
when the iufialion threat has passed, the excess tax receipts will be used un-
wisely to the detriment of the soxial security systemn. Would it not be letter
to levy antl-inflationary taxes separately, without a soclal security bLait, and
then to repeal them when the necd has disuppeared?

It i3 going to be pretiy difficult under the circumstances to convince emplioyecs
and employers that it Is necessary to double the old-age pay-roll tax rate Janu-
ary 1, and collect in 1044 an additional 1.3 billlons to ralse the reserve fund to
some $7,000,000,000 by the end of that wear. I have no fear that when benefit
paywents begin to reach sizable figures that those included In the social security
system will be willing to yay Iucreased taxes to support it. However, under
conditlons as they exist today, 1 wonder, If they knew the facts, whether 1hey
would approve of an Increase in 1044,

The Cuaman. This committee will recess until 10 tomorrow.
(Whereupon, at 12 oclock m., the committee adjourned until 10
a. m., Friday, October 15, 1943.)



FREEZING THE CONTRIBUTION RATES OF THE FEDERAL
%R‘I&gﬁ AND SURVIVORS INSURANCE AT 1 PERCENT

FRIDAY, OCTOBER 15, 1843

UNITED STATES SENATE,
CoxarTree oN FINaANCE,
Washington, D. C.

The committee met, pursuant to adjournment, at 10 a. m,, in room
312, Senate Office Building, Senator Walter F. George (chairman)
presiding. :

Present : Senators George (chairman), Walsh, Bailey, Clark, Gerry,
Guffey, Johnson, Lucas, Vandenberg, Davis, Danaher, Taft, Butler,
and Millikin,

The CuammaN. The committee will please come to order. Mr.
Daugherty, come around, please,

STATEMENT OF PAUL J. DAUGHERTY, DIRECTOR, SOCIAL SECURITY
DEPARTMENT, OHIO CHAMBER OF COMMERCE, COLUMBUS,
OHIO

Mr. Davgrerty. Mr, Chairman and gentleman of the committee,
I am Paul J. Daugherty, representing the Ohio Chamber of Com-
merce, 1 South Fourth Street, Columbus, Ohio.

The Ohio Chamber of Commerce, the oldest and largest State-wide
organization in the State of Ohio, coriprehending all classes of large
and small business, agriculture, and the professions, favors a reten-
tion of the present social-security tax rate of 1 percent on the em-
ployer and 1 percent on the employee until such time as there is demon-
strated a need for increased rates.

An examination of the Third Annual Report of the Board of Trus-
tees of the Federal Old-Age and Survivors Insurance Trust Fund
and of other official sources shows there is no disagreement on the
fact that the present and prospective old-age and survivors insurance
fund is now in excess of the statutory “three-times formula” by many
initlions of dollars.

It has Leen estimated that the trust fund balance on December 31,
1944, will amount to at least $4,600,000,000. Even the highest esti-
mate of benefit costs for the year ending December 31, 1949, shows
that this reserve is above the ratio of 3-to-1 by $1,300,000,000. We
believe that when the Congress enacted the three-times formula in
1939 it had a definite purpose in mind; namely, that of setling up a
measuring stick which would permit the gradual accumulation of a
contingent reserve fund of sufficient size to meet adequately the future
increasing costs. Congress also discarded the so-called full reserve
idea, under which, it was estimated, the fund eventually would reach
some $40,000,000,000, or more. Since present revenues at the existing
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1-percent rate on both employers and employees are more than ade-

uate jn terms of the congressional measuring stick, we believe that
there is no financial or ethical reason for arbitrarily doubling these
rates at this time. To do so would mean that we would revert to the
original tax schedule, which contemplated the full reserve, and place
the three-times formula on the shelf as being a meaningless instrument.

It has been argued that a reduction in the scheduled contribution
rates would lessen the excess of receipts over disbursements and as
such would keep the trust fund at a lower level and thereby reduce
the interest income to the trust fund. We submit that this argument
in and of itself does not change the basic question in any manner.
The interest incotne to the trust fund represents, in reality, a gov-
ernmental contribution which is derived from current taxes. If, in
future years, it becomes necessary for the Government to appropriate
directly to the old-age and survivors trust fund, we know that this
will bo done, whether it is in the form of a direct statutory interest
pa'i"ment or in the form of a regular governmental appropriation.

‘estimony presented in 1939 indicated that there would have to be
a direct governmental appropriation at some time in the future,
whether interest was paid or not. See hearings before Committes
on 3\'&)’5 and Means, volume 3, Seventy-sixth Congress, page 2112,
1939,

In the meantime, the interest factor represents a bookkeeping
entry which must be recognized in each budget year.

It has been stated that the Congress need not recognize the three-
times rule as the sole indicator of the proper size of the reserve fund;
that in reality it would not have meaning until the benefit load has
reached a considerable degree of stability. It is difficult for us to
understand what is meant by “stability” because the official reports
show that the estinatad benefit costs of the present old-age and sur-
vivors insurance program will continue to mncrease into the future
for many decades. If the three-times test were not to have effect
until the year 1970 or 1980, it would be meaningless. We think that
since this formula looks ahead for a period of 5 years and takes the
highest estimated benefit cost and trebles it, it is a useful and reason-
able instrument to be employed in anticipating the gradual increase
in costs. .

It has been contended that the present high level of tax receipts un-.
der the old-age and survivors insurance program during recent years
is not clear gain to the trust fund. We agree that this is a reason.
able conclusion in certain instances. It is obvious that more people
are being paid higher wages and are being given steadier wox!k and
that the potential benefits payable in future years may be higher
than they otherwise would. In the third annual report of the board
of trustees, certain factors are cited to show that there are also other
cnntributions to the fund which more nearly represent a clear gain.
These are: g

First. A reduction in benefit payments due to the increase in em-

loyment opportunities, This applies both to individuals who are

yond nge 65 and also to those entitled to survivors® benefits who are
now working. In this ;;:lrticulnr group, it would seem that the fund
was beil:F enhanced both on the exper)diture and the income side.

Second. The report cites the “employment of women and other
temporary workers” as orie of the factors leading to an increase in the

. o
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assets of the trust fund. In this group are listed married women,
unmarried women, and men shifting from noncovered employments
to covered employments. The trustees say,

In sumary, it may be sald that the heavy increases in covered employment
of men and women not veormally a part of the system should result {n & net
additicn to the fund if the war fs not greatly prolonged, and If a large propor-
tion of these persons return to noncovered employment, or, in the case of
marrled women, return to the home.

Third. The report also lists “Government civilian employment”
and “military service” as possible factors leading to increased assets
in the fund. A doubled rate on these individuals appears inequit-
able and unreasonable. Also, it is reasonable to assume that the es-
timated benefits for the years through 1949 have been adjusted to in-
clude this increased risk. Thus, the three-times formula will and dces
anticipate the fact that there are imore workers and higher wages and
possible increased future liabilities,

Has the tax rate been discounted? It has been stated that because
of the present high levels of business activity and earnings, the sched-
uled increase of the rates to 2 percent on the employer and 2 percent
on the employee on January 1, 1944, would be less burdensome at this
time. We believe this to be only partiaily true. We recognize that
the exigencies of war make it imperative that all citizens share in
financing the war to the fullest extent possible. However, we submit
that the use of a direct pay-roll tax without exemptions—even though
it applies to a large segment of the taxpaying group, both employee
and employer—is not a fair method. pr\\'e could isolate workers and
employers from the present effect of increased income taxes, in-
creased cost of living, wage and price freezing, priorities, and other
forms of wartime regulations, the case for increased pay-roll taxes
might be more tenable,

To illustrate the point, we need only consider the fact that many
employers and employees in essential industries have had substan-
tial increases in their business and earnings. So far as some of these
employers are concerned, the case pmbalﬁy could be made that they
will pay the tax either in the form of increased social-security rates
or through the excess-profits tax.

On the other hand, there are many thousands of employers and
employees who, through no fault of their own, are not in this favor-
able position, There are employers in the State of Ohio who are
having a serious time making ends meet in spite of the fact that over-
all business congitions are good. .

If we consider the employees' side of the picture, the same situation
prevails. We know that there are many office and clerical workers—
the so-called white-collar group—who have been bearing a full share
in increased income taxes and the purchase of War bonds. But, mark
you, they are also faced with incresses in the cost of living and at
the same time are subject to the wage and salary restrictions which
Hrevent individual adjustments to meet the changing economic con-

itions, .

In view of these facts, we do not believe that it can be said that a
doubled social-security tax will be absorbed esasily. Certainly, it will
not be levied on the basis of ability to paiy. Rather it will apply to
the first dollar of earnings of any individual, and the first dollar of
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pay roll of any employer, without regard as to whether the individual
taxpayer has inflationary funds in his pocket or not.

enator TAFT. You mean there is a certain group that considers the
increased social-security tax more equitable than the sales taxi

Mr. Dacouerry, Exactly. ,

Senator Tarr. That has not only no relation to income but it hits
a certain group and leaves another group entirely exempt.

Mr. Davonerry, That is right.

" The CHarMAN. As a tax it isreally a capital levy on industry. That
is, to my mind, not an argument against a social-security system, but
it is an argument against any undue increases in this type of tax.

Mr. DaucHERTY. That is right, sir.

Senator Tarr. You are merely presenting an answer to the argument
that this is a time we should get all the money we can to finance the
Government.

Mr. Davonerty. That is right.

Senator Vaxpensrro. Don’t you agree there can never be an argu-
ment against any kind of social-security tax that is required to pay
for a specific social-security benefit, but the moment you divert from
that fundamental rule of honesty you are off to the races in any event?

Mr. Davonerry, That is exactly right.

Conclusion: I wish to make it clear to the gentlemen of this com-
mittes that the views of the Ohio Chamber of Commerce coincide with
the views of other outstanding business organizations in the United
States on this subject.

At a taxation conference held in Chicago in September of this year,
business organizations from all parts of the country were united in
their opinion that the social-security tax rate should not be increased
on January 1, 1944. In general, the position of these business asso-
ciations is as follows:

Automatic Increases in tax rates: All provisions for automatic {ocreases in
the rates of the old-age and survivors Insurance pay-roll taxes should be
eliminated from the law, and the present 1 percent rates should be continued
until the necessity for an adjustment Is made to appear.

At this meeting there were 21 State chambers of commerce, the
Chamber of Commerce of the United Stnte?lthe National Association
of Manufacturers, a large number of local chambers of commerce, and
other national, State, and local trade associations.

Thus, in summary, our position is this—

Senator VaNpENRERG. Excuse me. Yhat was that meeting!

Mr, Davonerty. It was a conference sponsored by the Associated
Chambers of Commerce, Senator, in Chica%o.

. Sen;tg; Vanpexaera. Is there a list available of all those who par-
ticipat

Mr. Davonerty. I can submit that. I donot have that with me,

Senator Vanpexneers. 1 would like very much to have that put in
the record.

Mr. Davonertr. All right, sir.

(The list referred to is as follows:)
United States Chamber of Commerce. !
Natlonal Association of Manufacturers. o
Alabama: Associated Industries of Alabama.;
Arisona: Arizgna Tax Research Association,

California : California Staté Chamber of Commerce; Los Angeles Chamber of
Commerce; Oakland Chamber of Commefcg.
1S

CA
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(.o‘l;;rndo. Manufacturers Assoclation of Colorado; Colorado State Chamber of

ramerce.

Connecticut : Manufacturera Assoclation of Conunectlcut; Manufacturers Associa-
tion of Meridan, Inc,

Delaware : Delaware Chamber of Commerce.

Illinols: 1llinols Bankers Assoclation; Illinols Mauufacturers' Association; INl-
nols State Chamber of Comerce.

l’nd:ﬁana Indiana State Chamber of Commerce; Indiana Manufacturers’ Assocla-
tion.

Kansas: Associated Industries of Kansas; Kansas State Chamber of Commerce.

Kentucky: Assoclated Industriea of Kentucky,

Malne: Associated Industries of Malne.

Michigan: Michigan Manufacturers’ Assoaclation; Employers Assoclation of D
trolt; Muskegon Employers’ Associatlon.

Mlnnesota Minneapolls Civic and Commerce Association.

Mississippl: Jackson Chamber of Comnierce.

Montana: Butte Chamber of Conunerce; Associated Industries of Montaua.

New Jersey : New Jersey State Chamher of Commerce; Manufacturers’ Associa-
tion of New Jersey.

New York: Assoclatel Indunstriex of New York State, Inc.; Associated State
Chamber of Commerce.

North Dakota : Greater North Dakota Assoclation.

Ohlo: Cincinnati Chamber of Commerce, Toledo Chamber of Commerce; Marion
Chamber of Commerce; the Ohlo Chamber of Commerve; Newark Chamber
of Commerce; Mansfleld Chamber of Commerce; The Ohlo Manufacturers’
Assocliation, The Industrlal Assoclation, Cinelnnatl.

Oklahoma: Oklahoma State Chamber of Commerce.

Pennsylvania: Peunsylvanla State Chamber of Commerce; Pennsylvania Manu-
facturers' Assoclation.

Rhode Island : Assoclated Industries of Rhode Island.

South Carolina: Organized Business, Ine.

South Dakota: Greater South Dakota Assoclation.

Tennessee: Tennessee Manufacturers’ Association,

Texas: Texas State Manufacturers’ Assoclation; East Dallss Chamber of Com-
merce.,

Virginia : Virginia State Manufacturers’ Assoclation.

West Yirginia: West Virginia Manufacturers' Assoclation; West Virginia State
Chamber of Commerce,

Wisconsin: Wisconsin Mannfacturers’ Assoclatlon; Wisconsin State Chamber of
Lommerce,

NATIONAL TRADE ABSOCTIATIONS

American Bankers Assoclatlon.

Association of American Railroads.

Automoblle Manufacturers’ Assoclation.

Folding Paper Box Association of Amerlca.
Hardware Mutuals.

Frank Luther, New York City,

Millers Natlonal Federation.

National Assoclation of Buildlng Owners and Managers.
National Founders Association.

Natlonal Paint, Varnish, and Lacquer Assoclation,
Steel Plate Fabricators "Assoclation.

ADDITIONAL ASSOCIATIONS RLPRESENTID BY THE ABSOCIATID STAYE CHANBIRS OF
COMMERCE

Massachusetts State Chamber of Commerce.
Montana State Chamber of Commerce.
Providence Chamber of Commerce, Rhode Island.
East Texas Chainber of Commerce.

Yirginla State Chamber of Commerce.

Mr. Davonrrry. 1. The three-times formula contained in the pres-
ent Jaw, using. highest estimated beneﬁts, clearly shows that present
reserves are more than adequate.
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2. In view of the tremendous increase in taxation which have been
found necessary to finance the war, we believe that serious inequities
will result from an arbilrary doubling of the pay-roll taxes when
the need for such increases is not established.

3. Because excess tax collections in the old age and survivors trust
fund are aiding in the financing of the war, we do not believe that it
is fair or proper that a special group in the taxpaying population
should be called upon to pay a double tax.

The problem of financing the war, of course, is a separate issue and
it increased taxes or enforced savings are in order they should be made
to a}()ply universally and not be applied solely to the employers and
workers in the country who pay the social-security taxes.

4. Finally, we contend that the action taken by this committee last
year—1942—in recommending freezing the social-security tax, and
concurred in by the Congress, was Froper; that the experience of the
past year has proved the wisdom of this committee’s judgment.

In 1939 and 1942 Congress, by postponing scheduled increases in
tho rates, asserted its belief that additional pay-roll taxes were not
needed at that time. What was true in 1939 and 1942 is even more
true today.

The CHamataN. Are there any questions by any members of the
committee? '

Mr. Davenerty. Mr. Chairman, I have here an analysis of the third
annual report of the board of trustees, applying the three-times for-
mula to various sums shown in that report. T would like to submit it
to the committee for their consideration.

The CuairyaN. You may insert it in the record.

(The analysis referred to is as follows:)

DOUBLING OF OLD-AGE AND SUBVIVGRS INSURANCE Tax RATE 0N JANUARY 1, 1944,
UNJUsTir1ED UroN ANALYSIS oF TRUSTEES' REPORT FOR FiscaL YEAr 1042

In 1042 the Congress voted to frecze the old-age and survivors Insurance (soclal
security) tax at the existing 1 percent rate on the employer ard 1 percent rate
on the employee through the calendar year 1043. This action was based on the
cxcellent status of the Federal old-age and survivors insurauce trust fund as
reported for the fiscal year ending June 30, 1941,

The third annual report of the board of trustees of the Federal old-nge and
survivors Infurance trust fund for the fiscal year ending June 30, 1042, was filed
with the Congress on May 28, 1943. (Congresslonal Record, vol. 89, No. 86, p.
4980.)

A careful examination of the facts contalned in this report leads to the follow-
ing conclusions:

1. Present tax rates of 1 percent are in excess of current needs; the trust
fund Is more than adequate. R

2. An auromatic doubling of these rates on Januvary 1, 1044, to 2 percent on
the employer and 2 percent on the employee, In accordance with the existing
schedule cortained In sections 1400 and 1410 of the Internal Revenue Code, is
not justifid.

A CONTINGENT RESERVE QNLY

In 1639, when the social-security tax was frozen for 8 years at the 1 percent
Ievel upon the recommendatlon of the Secretary of Treasury, he sald:

“We should not accumulate a reserve furd any larger than is necessary to pro-
tect the system agalnst-unforeseen declined in ;erenues or jncreases {n the vol-
ume of benefit payments. Specifically, I would 'suggest to Congress that it plan
the financing of the old-age-ipsurance system with a vlew to maintalning for
quse in contingeucles an eventual reserve amounting to nét more than three
times the bighest prospective annual benefits in the ensuing § years.” (Hearings
relative to the Soclal Security Act amendmgnts of 1639, vol. 8, pp. 2113-2114.)

. ! )
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This recommendation was accepted by the Congress, and the so-called full
reserve plan discarded for a contingent reserve, According to the present law,
a report to Congress {s to be made, “whenever the board of trustees is of the
opinton that during the ensulng 5 fiscal years, the trust fund will exceed three
times the highest annual expenditures anticlpated during that (ensulng) 5-fiscal-
year perlod.” (Soclal Security Act, title IT, sec. 201 (b} (3).)

The purpose of the following analysis, based on the trustees’ report for the
flxcal year ended Juue 30, 1942, I3 to determine whether or not there is justifica-
tion for returning to the original tax-rate schedule (cailing for a 4-percent com-
bined tax [n 1044 and 1945) or whether present rates are adequate. Comparison
of varlous reserve balances in accordance with the official formula IS necessary
in order to ascertain the answer,

ANALYSIS OF JUNE 30, 1942, BALAXCE

There was a balance of $3,227,000,000 in the old-age and survivors' insurance
trust fund on Jure 30, 1942. (Daily Statement of the United States Treasury,
July 15, 1943, table 11, p. 13. Actual balance: $3,227,194145.25.) In order to
test this officlal balance, it 18 necessary to determine the estimated benefit costs
for the fiscal year ending June 30, 1047 (5 years In advance).

The trustees’ report proposes three possible alternative benefit estimates for
1M7 as follows (third annual trustees’ report, table 4, p. 24) :

1. Low rate of retirement among the aged. .. o .a.oo_. 380, 000, 000
2. Medium rate of retirement among the aged_
3. High rate of retirement among the aged____ . _______.___

Obvlously, the most conservative method of testing the 1942 trust fund balance
would e to use the highest estimated benefit cost of $775,000,000 in the test for
adequacy as follows:

Trust fund balance (end of fiscal year 1042) . _______._____.__ $3, 227, 000, 000
Highest estiivated benefits In ensuing 5 years 1947 ($775,000,000

nes B) oo e 2, 3253, 000, 000

FIXCORS T@SeTVe. o e cecccccccm e £02, 0C0, 000

Under this test, the trust fund on June 30, 1842, instead of being three times
the highest benefits, Is actually over four times the highest benefit estimate in
the ensuing 5-year perlod. .

Under the estimate low rate of retirement, the excess reserve would be $1.087,- .
L00,000. The trust fund would be over eight times the highest benefits. Under
the medium rate of retirement, the 1942 reserves would be over six times the
highest benefits,

The trustees’ report contnlns an additional series of estimates with respect to
the probable benefit costs in the year 1047, which show what the agzregate
amount of benefits might be if various percentages (25 to 100 percent) of all wage
earners eligible for retirement benefits were to ret!-2 in the year 1947,

The maximum benefit cost for the year 1947—assuming that all eligible wrge
earrers were to retire at the end of that fiscal year—Is estimated at $020,000,000.
(Third annual trustees’ report, table 6, p. 28)

I¢ we apply the “three times” criterion to the trust-fund balance on June 30,
1642, of $3,227,000,000, we find thrt the fund Is still in excess of the “three times™
requirement {n the amount of $467,000,000.

Trust-fund balance (end of fiscal year 1842) .. ___.__________ £3, 227, 000, 000
Highest estimated benefits assuming 100 percent retirement In
1047 ($920,000,000 times 3) 2, 760, 000, 000

h 5 {0 T 2372 o - SN 467, 000, 000

The abore table shows conclusively that the most sanguline estimate of benefit
costs for the year 1947 i3 stlll in excess of the “three times” requirement,

ANALYSIS OF 1943 BALANCE

The third annuval trustees’ report, Issued in May 1943, contalns estimates of
recelpts snd expenditures for the fiscal year ending June 30, 1943. These compare
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with the actual experience reported in the daily statement of the United States
Treasury on July 15, 1843, a3 follows:

Ejtimated Actuol
Trust-fund balance, June 30, 1942 _.___.____ $3, 227,000,000  $3, 227, 000,000
Taxes duribg Fear— .o cceoocccmccmconne 1, 103, 000, 000 1, 130, 000, 000
Interest dUring yeara oo cceemceoacecaamoo-. 88, 000, 000 817, 000,
Total {DC0me oo emooeocceceemeneere 1,183,000,000  *1,218, 000, 000
Total exp - 184, 000, 000 177, 000, 000
Excess collections_ oo ... 1, 009, 000, 000 1, 041, 000, 000
Trust-fund balance, June 30, 1M3.____ 4,238, 000, 000 4, 268, 000, 000

! Increased $1,000,000 due to rounding of amounts.
NoTe.—Column headed "Estimated”—reference 1s made to third angual trustees’ r rt.

- table 4, p. 24¢. Column h2aded “Actusl"—reference is made to dally ltatement of the

Treawury, p, 13, table 1I, trust fund, June 30, 1943 $4,268,205.0

In order to test the actual balance of $4,268,000,000 on hand, {t Is necessary
to estlinate the possible benefit cost in 1048, Based on & projection of the
highest benefit cost estimate for 1947, a potential benefit cost of $350,000,000 for the
);i:; éﬂlis has been estimated. Applying the “three times” test to the actual
1 alance:

Trust fund balance, June 30, 1043 ..o $4, 263, 000,000
Highest estimated bencfits in ensulng 5 years, 1048 (£350,000,-

000 tImes 3) - —ne e ce e cccmmaee 2, 850, 000, 000

Excess reserve____ eeceecmcecccmm——e——ne 1, 418, 000, 000

The actual 1843 balance I3 over 4.4 times the highbst estimated annual benefit
cust in the ensulng 5 years,

INCREASED TAX RATE UNNECEESARY

Frown the foregoing analysis, it {3 clear that the 1942 and 1043 reserve balances
are many millions of dollars In excess of the “three times" requirement establtished
by law. The only remaining question Is to determine what the effect of a con-
tinued 1 percent tax rate would be as compared with the official estimates of
the trustees® report which assume that the old schedule of fucreased tax rates
will be in effect. This comparison is given In the table on page ©.

Part I of the table is based on the official estimates in the truitees’ report
which assumne highest benefit costs and lowest tax ylelds.

Part IT adjusts the tax estimates conservatively to a continued 1 percent tax
rat!e be;sls on employers and employees and uses the same highest tenefit cost
estimates.

Part I of the table shows that if the tax rates ate allowed to fncrease accord.
{ng to the original schedale, the trust fund balance at the end of the fiscal year
1047, under the least favomble conditicns of employment and highest benefit
estimates, wiil be $11,346,000

The board of trustees’ thlrd annual report estimates that for the 5-year period
1051-53, the average benefit cost wilt be $1,600.000.000 per year. Applylng the
“three times” test to the balance of $11,346,000,000 produces an excess reserve
of $8,546,000,000 in 1947.

Trust fund balance (beginning fAscal year 1948) _______________ $11, 348, 000, 000
Highest estimated benefit in 8-year perfod 1851-55 ($1,600,-

000,000 times 3) ... . 4, 800, 000, 000

Excess reserve. ———- ldees --- 0,548,000, 000

In part II of the table It Is assumed that daring the 5-year period 194847, the
tax rate would remaln at 1 pervent. = The income estimates of the trustees’
report are conservatively adjusted In accordasce with this assumption. Undér -
these conditions the estlmated -trust fund balance on June 30, 1947, - would be
$7.015.000000. This would stlll be an excess of the “three times” test by
$2,215.000,000.

h T,
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Tasix I—Hjstimated operations of the old-age and surcivors {nsurance trust
Jund, for 6 flscal years, July 1, 3941, to June 30, 1947

{Io miioas of dollars]

PART L IF TAX RATES INCREASE ACCORDING TO EXISTING PROVIZIONS OF THE
SOCIAL SECURITY ACT AND HIGHEST BENEFIT ESTIMATES ARE USE
1041427 194243 { 194344 | 194445 | 194548 ‘xm-n
Averags combined fax rate (peroent)...oeeeene... 2 2 3 4 43 ’ L]
Fund st beglnning of Fear..ooeeeeeennemmnneanns 27| K27| une| $568] $3101| 89,504
Taxes during year g s na0s] 1| 2e1f nLwo! 230
Interest during year 71 4] 100 14 185 ! 213
Total IDCOME . - eneeecmrmmsmennreneeenss 07| 119 | 1ress| 27| 2ms] 288
ts during year 1n 158 205 28 EYKT
Admlnlstutlve expenses during year............. a 2 b i] 33 l n | 3
Total disbursements......... rereeereeeaens 137 184 ns| 0| ex| s
Excess collections during year..........eeeeeeeee 8301 L0001 1,430] 2438| L4m} 1783
Fund at ¢0d of Fear, oo uunurereranenennnns o) 4m8| aces l.lOl' o,m| 11,344

AINS AT 1 PERCENT ON EMPLOYER \N 1 PERCENT ON
LOYEE AND HIGHEST BENEFIT ESTIMATES ARE USED

Average combined tax rate (percent)............. 2 2 ] 2 2 I 3

Fund st beginning of yeer. .. 02| 8| nxs| 8| 88| 8875

Taxes during yeas. ... s%6{ L1 1,1%| 1,310 838

Interest n 87 110 133 134 132
Total income. ... o671 1,z8) 1,20 140 w| 1em2

Benefits durfng year............... 4 o 19 25 208 585 s

Administrative expensces during year.. PP n 28 k] 33 I 7 33
Total dlsbarsemments. . ...c.ocoemmnenennnns 17 1 as| | en 813

Excess cotlections duriog Year. ... .o...ememveees 5% | Lo noos| Lmy| an|
Fund atend of Fear....ovuveeeeneennmnnes a.'mj 4,28 t.ml asso' e.ml 7,018

1 Al] esumlmin this ;;xuon of the tg:le are tbﬁdﬂn Board of Trustees of tte Ojd-Age and Survivors

!Atma Income ;nd ‘expeditures.

1 Combined tax rate for last 6 months of 1943 st 2 peroent and for first 6 months of 1944 at 4pcroen,
4 Comblined tax rate for last 6 months of 1043 at 4 percent and for Srst 6 months of 1948 8¢ 5 percent.

§ Actusl figures justify total of §1 m,oooooo

OONCLUSIONS

The followiog conclusions are evident:
1. The 1942 trust fund balance is In excess of the “three times” requirement by
,000,000 even though highest benefit cost estimates are used.
2 The 1943 trust fund balance i3 in excess of highest benefit cost estiinates for
1948 by $1,418,000,000.
3. Present tax rates of 1 percent are more than sufficlent not only to meet
urrent or prospective needs, but also to maintain the trust fund above the
statutory reserve requirements,

4. An arbltrary {ncrease of the tax rates on January 1, 1044, to 2 perceat on
the employer and the 2 percent on the employee is not jusmled and will prudace
reeerves fo excess of current or prospective needs.

8. Under present conditions, increased soclal security pay roll taxes will create
pressure for higher prices and wages.

6. The Congress should revise the taxing pmvlsiona of the act In accord with
the existing reserve requirements dy enacting legislation which will keep the tax
rates at the 1 percent level until the “three times” requirement In future years
shows the need for increasing the rates,
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- (Prepared by social security department, Ohio Chamber of Commerce, Colum-
bus, Ohlo. August 31. 1943.)

The CuairMaN. Are there any other questions?  If not, Mr. Daugh-
erte' we thank you for your appearance.

3r. Davourrry. Thank you very much.

The Caaman. Mr. Compton.

STATEMERT OF R. T. COMPTION, ASSISTART DIRECTOR, STATE
MANUFACTURERS ASSOCIATIONS DIVISION, NATIONAL INDUS-
TRIAL COUNCIL, WASHINGTON, D. O.

. Mr. Comprox. My name is R. T. Compton, assistant director, State
Manufacturers Association division, National Industrial Council. I
have authority today to present the views of 33 state-wide manufac-
turers and industrial associations of the various States, including the
Associated Industries of Alabama, Florida, Georgia, Kansas, Ken-
tucky, Louisiana, Maine, Massachusetts, Missouri, Montana, Nebraska,
New York, Oklahoma, Rhode Island, and Vermont ; the Manufacturers
Associations of California, Colorado, Connecticut, Indiana, Iowa,
Michigan, New Hampshire, New Jersey, Ohio, Tennessee, Texas, Utah,
Virginia,\V@t Virginia, and Wisconsin; the Columbia Empire Indus-
tries, Inc., of Oregon; the Minnesota Employers Association; and the
Federated Industries of Washington.

Senator DaNaner. Question, Mr. Chairman,

The Crairvan, Yes,

Senator Davaner. Will you please tell me what the Nationat In.
dustrial Council is and how it is compos

Mr, Coxerox, The National Industrial Council is composed of a
number of industrial organizations throughout the United States, in-
cluding 35 State associations and a number of local and national as-
sociations. In this instance I am not authorized to represent anybody
but the specified State associations.

Senator Daxaner. Does each send a member to some central council §

Mr, Cospron. Yes, sir.

Senator Tarr. Isit affiliated with the National Association of Man-
ufacturers? . .

Mr. Coymeron. It is affiliated with the National Association of Man-
ufacturers and with many industrial associations.

Senator Daxaner. Does it have some special functiont

Mr. Couproxn. The National Industrial Council I might say is not
a policy organization, it is an organization formed for the clearance
of information. That is why, as I say, I am representing only these
specific State associations who have authorized me to speak for them
on this subject.

nator Davis. Is the national headquarters in New York?

Mr. Coxeron, Yes, :

The Cuairman. You are located here in Washingtont

Mr. Coxprox. I am located here in Washington; yes.

Senator Davis. Who is the head of the National Industrial Councit1

Mr. Compron. William P, Witherow.! The head of the group that
1 represent, however, is John Lovett, of Michigan, who is the chair-
man of the State associations group in the council. .

/
K L2
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The Federal old-age and survivors insurance plan was originally
set up on a large reserve basis. In 1939 Congress modified this plan
by postponing the 1940 increase in pay-roll taxes. This step was re-
peated in 1942,

All of the industrial organizations listed above favor operation of
the program on a pay-as-we-go basis.

Probably it is more accurate to speak of the cash basis as contrasted
with the level-premiumn basis.

. Today we are following neither plan, The reserve is larger than
is necessary on a cash basis, but the tax is not high enough to pay the
level-premium cost of the insurance offered to wage earners.

ay we are advised that the lowest estimate of level-premium
cost is about 4 percent of pay rolls. Originally the estimate was
much higher than this.

There is sonte force in the argument that insured wage earners
should be required to pay more nearly the value of the insurance they
_receive. Many could well afford this cost today.

On the other hand, there are many—particularly white-collar em-
ployees—whose wages have not increased substantially and to whom
the imposition of this additional tax would be just another burden
‘added to the pressure of rising costs of living, withholding taxes, de-
ductions for company pensions, group insurance, and so on—plus
deductions that are being made from millions of pay envelopes for
purchase of War bonds.

Many em}[l.)loy,ers—war contractors subject to excess-profits taxes—
could pay this tax today with 10-cent dollars. ’

But there are many small employers unable to do war work and
deprived of their usual business who are today on a narrow border-
line between existence and nonexistence. The Congress has demon-
strated many times during the past months that it is acutely aware of
the problem of preserving small independent business enterprise in
this country.

The pay-roll tax is a tax on costs. Though its rate is still low, it
represents a very substantial cost to business in which labor is a large
factor. We cannot consider the future pay-roll tax rate without
facing the question whether it is advisable to double this cost if the
additional tax is not necessary to support the current cash benefit lia-
bility of the system.

During the past 4 years the trust fund has, in fact, increased far
beyond the levels originally contemplated, despite Congress’ action
of last ﬁgar in postponing theincrease in the tax rate.

The board of trustees of the Federal old~a§e and survivors’ insur-
ance trust fund has published estimates of future operations based
upon three sets of conditions. Under the lowest of these the fund will
reach $11,346,000,000 in 1947, and under the highest it will reach
$14,651,000,000 in that year. The lowest of these figures is more than
twice.tfxe original estimate—submitted in the Senate Finance Com-
;rlllitttee report on the 1939 amendments—despite the delay in increasing

o tax, '

The following (table 1) is a comparison of the 1939 estimates with
actual fund status through 1942, with apparent 1943 fund status
based on the first 8 months of the year, and with the board of trustees’
estimates for future years. ’
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The board of trustees’ estimates are for the fiscal year endln% July
80, s0 the fund would in each case be higher by the close of the calendar

year.
TABLE 1. —Trust furd at olose of year

1939 l‘imnee
%mﬁlm"' Actual Bgures (calendss year)
)

1 Estimats on 8 moaths’ basts.
? Fiscal year euding 6 months earlier than calendar year.

This table shows a comparative statistical summary of the estimates
of the old-age and survivors' insurance trust fund which were sub-
mitted by your committee in 1939, Those estimates are found in the
first column, the left-hand column of this table, indicating that at that
time, in 1939, your committee estimated that the balance in the trust
fund at the end of 1840 would be $l,8’71f,000,000, and that that would
increase down through 1947 to a total of $4,398,000,000. Now, in the
right-hand column for the first 3 years we show the actual figures,
the actual amounts of the reserve at the end of each of those 3 years.
At the end of 1842 the fund was expected to be $2,254,000,000, while
actually it was $3,688,000,000. At theend of 1943—this is the calendar
year, now—the committee expected that the fund would be $2,651,
000,(‘00 while actually by the end of this year, based on an estimate
of the ﬁm 8 months, the fund will be about $4,813,000,000.

Now, for the future years we turn to the report of the board of
trustees, which, as was pointed out yesterday, provides estimates
upon three sets of assumptions: First, continued better business con-
ditions; second, medium conditions; and, third, worse conditions with

igher i)eneﬁgs and lower tax incomes. .

n the basis of the low estimate, by 1947—and that is by July 1047,
the fund will amount to $11,346,000,000 if the rates provided in the
resent law are contibued, as compared with the 1939 estimate of

,308,000,000, If the high estimate should prevail, then the fund at
the end of 1047, with the tax rates now provided, will be $14,651,
000,000, as compared with the original estimate of %4,398,000.000.

‘lSenator' Davis, Is that dependent on, the present volume of em-
ployment{ : Co
- Mr, ComeroN. The high estimate would be, The low estimate is
assuming that employment will fall off and therefore the tax revenue
will decline relatively and benefit pafments will increase relatively.
i I

i



SOCIAL BECURITY 41

Senator Vaxprnseeo. You mean if the taxes increase according to
the present statutory formula{

Mr. Compron. If the tax is increased according to the present statu-
tory formula, yes.

g'cnator JonnsoN. What would they be in 19471

Mr. Coyprox. The taxest

Senator JornnsoN. Yes. .

Mr. Comprox. That is shown on the next page, page 3. If I may
go through this table, I will come to that almost immediately.

Senator Jonnson. What is the ratel

Mr. ComeroN. The rate next year will be 2 percent. For 1946 it
will be 215 percent. It will be 2 percent for 1944 and 1945, nnd 214
percent in 1946 and 1947,

Senator JonnsoN. I thought it would be 3 percent.

Mr, CoaeroN. No, it does not reach 3 percent until 1949.

There are two reasons for this variation between the present esti-
mates of the fund and the original estimates, The first is the fact
that the taxes received have greatly exceeded the original estimate,
as shown by the following comparison: ‘

TasLe 2.—Net receipts of the old-age fund (lazes less administralive coste)

Committee Actus) figures (calendar year)

1 Estimate on § months’ basis (calendar yw:.
¥ Fiscal year ending 6 months esrlier than year.

To sufnmarize that table, in the left-hand column are the figures
estimated by your committee in 1939, taken from the Finance Commit-
tee report of that year. In the right-hand column are the actual
figures for the first'3 years. In 1940 the revenues were $611,000,000
as oom&ared with the estimate in 1939 of $501,000,000.

In 1641 the actual figures were $763,000,000, as compared with the
estimate of $505,000,000. . _

In 1942 the actual figures were $985,000,000, as compared with the
estimate of $504,000

i houtd hoadd .

In 1943, based on the first 8 months, we will collect about $1,231,-
000,000, as compared with an estimate of $919 000,000 originally made
bg' your committee. Ip that case wo are coll’ecting this year only at
the 1 é)ei-cent rite, whereas your committee estimated that the 2
percent rate would be in efféct for this year.
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Now turning to the estimates of the board of trustees——
Senator Vanpensrro. Excuse me. In other words, if the tax had
not been frozen last year and had increased, the dis?arity between
estimates and collections would be substantialiy larger

Mr. Compron, Would be substantially larger, yes. They would
not be double, however. .

. Senator Vanpexsere. No, they would not be double, but substan-
tially larger.

Mr. CoyrroN. Yes. Now taking again the estimates of the board
of trustees, based on the low, medium, and high business conditions,
we find that under the low estimate, by 1947 the revenues into the
fund will be $2,312,000,000 as compared with the original estimate of
$1,348,000,000. This isagain at the higher rates of tax.

f the high conditions should prevail, the revenues put into the
fund in 1947 will be $3,665,000,000 as compared with the original -
estimate of $1,348,000,000,

Senator Vaxpeneera. Now, before you leave that table, I want to
emphasize the figure in the estimate for 1944. This system was set
up on a prospectus which contemplated the collection of $1,067,000,-
000 in 1944 at a 2 percent pay-roll tax. That is correct, is it not?

Mr, Compron. That is right, yes.

Senator Vanpensrre. Instead of that, if we stay at the present 1
percent pay-roll tax in 1944 we will collect more at 1 percent than
was estimated to be collected at 2 percent.

Mr. Compron. I think you are right, but that is not shown by
this table.

Senator Vanpensrro. No,but ¥ am right, am I nott

Mr. CoyproN. Yes, you are right. I will have a table later on
here which shows that point.

Senator Vaxpenerro. In other words—and I do not think it can
be overemphasized—if we freeze the pay-roll tax again next January
we will still be producing into the reserve fund all of the revenue
which was anticipated when the fund was set up and prophesied in
respect to its finances in 1939 by the Senate Finance Committeet

Mr. CoumproN, Yes, sir. I might point out here, too, these figures
of the board of trustees’ estimates are based on the fiscal year ending
in July. We made no effort to convert them to the calendar year.
Therefore, this fiqure for 1944 in this table is practically at the 1
percent rate, because even if the rate should increase to 2 percent
next year, the increase would only affect one-fourth of the collections
for the 1044 fiscal year; in other words, the April, May, and June
collections, . .

Senator T'arr. I rather assume the Social Security Board is putting .
1944 at just about the same rate as 1943, They are not making any
difference in it except as to the chax:ige in the tax for a portion of the

ed that quarter approximately.

Mr. Compron, I think that is right, It appears to be right.

Senator VaNpenprro. Let us clearly understand this, e tax at
1 percent in 1944 would produce $1,400,000,000, would it not?

Mr, ComproN,. No, sir. X dd not believe'so.

Senator Vaxpeneera. How much? -

. Mr. Coupron. In 1944 I think it would produce $1,212,000,000.

Senator Vanorxaera, All right. In 1944 it would produce a billion
and a quarter dollars, in round numbe‘rs! -

A
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Mr. CoxmproN. Yes,

Senator VANDENBERG. And it was only estimated originally that they
would get $1,067,000,000 at 2 percent!

Mr. CoxproN. Thatisright, at the full 2 percent,

Senator Vaxpeseera. That is the point I make,

Mr. CouproN. The original estimate contemplates that the 2-percent
rate would become effective in 1943, so we would be collecting 2 per-
cent throughout the entire fiscal year 1944,

Senator JornsoN. Mr, Compton, I notice that you stop at the year
1047, If you should go on and add several other years in your esti-
mate, when would you run into a fear that, because of the heavier
withdrawals for ayments out, would begin to show a decrease?

Mr. ComproN. That I do not know offhand. That would be shown
bi\l' the charts which are in the board of trustees’ report, I believe. The
chart in that report would show where the line would cross if the tax
rate continues to rise.

Senator Tarr. In 1970, the figure given yesterday, but that was
assuming that the rate went up. I suppose it would be sooner if the
rate should not go up. :

Senator JouNsON, It seems to me that is a very important matter.
While we have the ascending scale, that is one thing, but when you
get into the descending scale, we do not know where that point is
now,

Senator Tarr. Except as this shows when you get beyond 5, cer-
tainly when you get be{ond 10 years, you are talking about something
that nobody can possibly foresee, certainly.

Senator Vanoensere. Furthermore, Senator Johnson, regardless of
the finality, you will collect as much at 1 percent next year as those
who made the tables you are talking about expected to get out of
2 percent next year. freezing the tax at 1 percent next year would
not affect their figure.

The CrairuaN, All right, Mr. Compton.

Mr. ComproN. The other reason for the variation between those
estimates in 1939 and the actual experience is the fact that benefits
have fallen far behind the original estimate, which is shown by the
following table:

TaBLE 3.—Old-age and survivors benefits

1(9_:39 F‘u;nnee
wmr& "(':l . Actual figures (calendar year)
000
R, 000
1 000
4171,000,000

Current estimates of board of trustees »

High Medlom Low
[2 000 | §208, 000,
TRon0a | 2000000
423, 000, 000 320, 000, 000
§13, 000, 000 380, 000, 000

3 Estimate on 8 monthys’ basis (calendar year).
9 Fiscal year ending 6 moaths earlier thaa calendar year.
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To summarize this table, it shows in the left-hand column the orig-
inal 1939 estimates of benefit payments out of this fund year by year,
whereas the right-hand column shows the benefits on the same basis
asin the other tables. At the present time, in 1943, we originally esti-
mated that we would be paying $583,000,000 in benefits, while actually
we are paying this year, estimated on the 8 months’ basis, about
$171,000,000.

Now, the board of trustees’ report indicates that by 1947, if the
worst business conditions prevail and benefits are ithe highest, we will
be paying out benefits at the rate of $775,000,000 a year, whereas if the
better business conditions prevail the benefit load will be only $380,-
000,000 a year, as compared with the original estimate of $1,034,000,000.

Senator Tarr. Does that take into account also the increased benefits
that were voted in 19391

Mr. Coyprox. I think it does.

Senator Tarr. So the actual estimate was still more out of line in
the beginning?

Mr, CouproN. Yes. Of course, there again you must bear in mind
that the reports of the board of trustees were for the fiscal year ending
July, and the original estimates were for the calendar year, and there-
fore the estimates run a little higher on the calendar year basis than on
the fiscal year basis.

Thetbon rd of trustees’ figures contemplate continued increases in the
tax rates.

What would happen to the fund if the 1 percent tax rate were con-
tinued for the next few yearst

The board’s estimates can be converted to the 1 percent rate to show
expected results on the lower tax base.

nder the rate schedule of the present law, the 2 percent rate effec-
tive January 1, 1944, will be reflected in the revenues of the fourth
quarter of the fiscal year 1944—.April, May, and June collections—all
0;4 hhe fiscal year 1845, and the first three-quarters of the fiscal year
146,

The 214 percent rate effective January 1, 1948, will be reflected in
revenues of the last quarter of the fiscal year 1946 and all of 1047.

The estimates of the board of trustees, changed to reflect the lower
revenues that will be received if the tax rate of 1 percent is retained
can bo compared with the original estimates, as follows:

TasL 4. —Estimated progress of the fund, astuming tazr rates of 1 percent on
the employer and 1 percent on the employee continued tArough 1947

1939 Finance Current estimstest
Committee esti
mates (calen
year) Low High
$3, 122,000,000 $3, 975,000, 000 $3, 978, 000, 000
3. 508, 000, 000 7,110,000, 000 7,173,000, 000
3,907,000, 000 7,429,000, 000 8,351, 000, 000
4,323,000, 000 7,852,000, 000 9,634, 000, 000

U Fiscal year ending 6 moaths esclier than csleadar year, '/

The figures indicate that under the lowest estimate of the board of
trustees the collections for 1944 will be $5,975,000,000.

/.
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Senator VanoeNeere. You mean the taxes collected

Mr. ComproN. I mean the size of the fund at the end of the fiscal
year 1944 will be $5,975,000,000, whereas you expected a fund of
$3,122,000,000 at the end of the calendar year. By 1847, if this rate
is continued, according again to the low estimate, the fund will amount
to $7,852,000,000 in July 1947, as compared with your original esti-
mate of $4,325,000,000 in December 1847, If the high estimate should
revail, the fund in that year will be $9,636,000,000 without any
urther increase in tax. .

enator Davis. That is after the payment of all benefits?

Mr. Coyeprox. That is after the payment of all benefits and cost

of administration,

TasLE 5.—FEstintated net taxr receipls (tares less administration exrpense)
assuming tax rates of 1 percent through 1947 '

1939 Finance Current estimatest
C; fttee esth
mate (calendar
year) Low High
$1,067,000,000 | §1, 212 000, 000 $1, 212,000,000
1,078, 000, 000 3, 205,000, 000 1,323, 000, 000
1,213,000, 000 819, 000, 000 3,312, 000, 000
1, 348 000, 000 92, 000, 000 48,000, 000

| Fiscal year ending 6 months earlier than calendar year.

- In table 5 the estimates indicate that if the 1 percent tax should
prevail, by 1947, according to the lowest estimafe, the revenue will be
%902,000,000. and according to the highest estimate the revenue will
be $1,448,000,000, at 1 percent, as compared with the original estimate
of $1,348,000,000 at 215 percent. : .

These figures demonstrate the probability that even with the tax
rate frozen through the whole current 5-year period—up to July 31,
1947, the fund by that year will still be in the neighborhood of twice
the amount your committee expected, in 1939, to accumulate at an in-
creasing rate schedule.

Of course, these increases are accompanied by increased long-term
liabilities. But the increase in liabilities is far less, pro&)or(ionately,
than the increase in revenue resultin% from larger pay rolls.

The primary benefit formula in the present law is: 40 percent of
the first $50 of average monthly wages, plus 10 percent of the next
$200 of average monthly wages, plus 1 percent of the above per year
of coverage.

Because of the weighting in favor of low-paid employees, higher
;‘\'ages {and higher taxes) do not mean proportionately higher bene-
its.

The present Social Security Act sets a measure of the adequac({ of
the old-age reserve by requiring a weport “whenever the board of
trustces is of the opinion that urinﬁ the ensuing & fiscal years the
trust fund will exceed three times the highest annual expenditures
anticipated during that 5-fiscal-year period. ¢

The current report of the board of trustees indicates that the fund
will exceed three times the highest benefits in the current 5-year period.
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The relationships indicated by the lowest and highest fund ectimates
presented by the board are as follows:

Fund estimates

Low | High
Highest ann O I 1t $350
Reserve in | sis | west
Reserve times benc6ts u 33

According to these estimates, if the tax is increased as scheduled
the fund wﬁl exceed 14 times to 38 times the highest benefits of the
5-year period,

The adjustment of the board of trustees' estimates to reflect the
progress of the reserve if the 1-percent rate is retained throughout
the 5-year period indicates the following relationship:

Fund estimates

Low | High
Highest annual benefits. .. .o . i iiiiiiiaiarniaraaemaeaeacnanaanaraaens $778 $380
Reserve In MY oo iniecierateiieeeeceeaceeeenanaanaen] 7,552] 9,638
Reserve times benefits (1-percent tAX). .couveeeemnnssiencuneaaseacomnnnecasasaens 10 l P

According to these estimates the fund will exceed 10 to 23 times
the highest benefits in the 5-year period even if the tax is frozen
throughout this period at the present 1-percent rate.

These figures anamntly eliminate anlv fear that further freezing
of the tax rate will in any way endanger the fund.

The problem then resolves itself into the question, “Should this
grogram be financed on a level-premium basis, with all pa{in the

ull value of the insurance regardless of the size of the fund—or

should we operate on & pay-as-we-go basis, levyin;i sufficient taxes to
pay c'l’lirrent outlays and to maintain a reasonable contingency re-
serve

All of the associations that I represent favor the pay-as-you-go prin-
ciple, collecting enough taxes over the long run to pay current benefits.

We are doing neither at present. We are not paying the full value
of the insurance on a level-premium basis—and we are accumulating a
far greater reserve than is necessary to meet contingencies.

Isit perhaps time to decide on a permanent policy

If this is to be done, the Eresent measuring rod—whether the fund
will exceed threa times benefits in the next 5 years—is not satisfactory.

For this measure requires making, every year, an estimate of fund
revenues 5 years hence and an estimate of benefit costs 5 years hence.
The cu_rtn)']ent report of the board of trustees demonstrates that this is
impossible. ‘

Ve need not be concerned with any danger of sudden bankruptey
of this fund. Congress can always act quickly to increase the tax if
the fund becomes too loy.

4

Fe
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Therefore, would it not be better to measure the adequacy of the
fund' by some known amount, such as the benefits of the preceding
real
) There are periods—such as at the close of this war—when it is pos-
sible for benefit costs to increase suddenly. Therefore, if a current
figure were to be used as a fund measure, a liberal margin of safety
should be provided.

Such a margin of safety would be provided by a fund equal to five
times the benefits paid in the last preceding year.

As long as the fund is this large, there could be no chance of bank-
ruptey before Congress could act.

In suggesting such a change, I assume that tha present 1-percent tax
would be continued until benefits “catch up” with tax receipts and
until the fund and the benefit cost ave in the indicaicd relationship.

Such a change would terminate the annua) coptroversy over tax
rates, .

It would establish a definite standard for a contingency reserve.

It would end the present hybrid—half cash, half reserve—basis.

It would mean a clear indication of congressional intent—to increass
the taxes of the system when higher revenues are necessary to meet
current costs.

Senator Danarer. Mr. Compton, at what point do you think the
benefits in fact would catch up with tax receipts and until the fund
and benefit costs ave in the relationship you suggest?

Mr. Coxprox. Well, let us see. ’I‘i‘le highest estimate of benefits
shown so far by the board of trustees in the annual figures is for
1947. That is $775,000,000,

Senator Davis. What page is that onf

Mr. Covpron. That is on page 4, (table 3) the high estimate in
the middle column. The board of trustees’ report also indicates,
when converted to the 1 percent rate, that the taxes produced by the
fund in 1947 will be $902,000,000. So that, assuming that those
figures prevail and that the 1-percent rate is frozen for i years, then
in 1947 our system will be producing $902,000,000 and will be payin
out $775,000,000 in benefits. Qur fund will be $7,852,000,000, w icﬁ
will still be 10 times the current year's benefits. Now, from there on
:ihe board of trustees has not undertaken to give specific annual

gures.

Senator Tart. Your suggestion is, if the benefits get up to the taxes
you would increase the taxes?

Mr. Compron. Not exactly. It would be my idea we should de-
termine on a proper relationship of the fund to the current benefit
outlay, and then we should increase the taxes when that relationship
is reached. In other words, if you want to say 10 times the benefits,
then we reach that situation in 1947. If you want to say 5 times
the benefits, then we reach that situation probably some years after
that, perhaps 10 years from now, I don’t know, but in either event
the formula I think of  times last year will be better than the formula
of 3 times the benefits of the next 5 years,

Senator Vaxpexeere, I want to ask you one final question. Yester-
day I put a letter in the record, without reading it, from Dr. Alt-
meyer, which he wrote me under date of August 27, 1943, in response
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- 'to my%uestionnaire,' from which I quote the following very signifi-

“cant and pregnant sentence: : )

. 1f no employer or employee contridutions were collected in 1044, the assets

“on December 81, 1944, would amount to atout $4,600,000,000, which {s more than
three times the estimated expenditures duiing the calendar year 1049,

Mr. Courron. That is right.

. Senator Vanoexnere. Your figures concur with Dr. Altmeyer's
‘estimatet AR i

Mr, Courron, Yes, '

Senator Vanpensrro. That so far as the basic problem that will
_confront them next year is concerned, far from doubling the tax, if
“we had no tax we Would still meet the statutory rule-for the reservet

Mr. Coypron, If-you had no tax I think you could pay all the ben-
efits for the next 5 years very easllf. ‘

Senator Gurrey. Mr. Compton, I did not have the pleasure of hear-
ini‘; the entire paper, but I notice in the latter part of the paper you
. rei er 'to the pay-as-you-go plan. Is that another of Mr. Ruml’s
el e
P Me. Coxpron. No, sir. : :
’I‘h;[CnCAmnm. If(re there any further questioll\]si If not, thank
you, Mr. Compton, for you courtesy in appearing here,
+*"Mer.’ Costeron.: Thark you,
The Cmarrmax. Mr. Cliffe.

STATEMERT OF FRANK B. CLIFFE, ASSOCIATED INDUSTRIES OF
' NEW YORK STATE

The Cuamryax. Will you pleass give your connections, Mr, Cliffe?
Mr. Curre. Representing the Associated Industries of New York
State, and also expressing the viewpoint of the other State associa-
‘tions. : »
T‘he CuamryMaN. The same organizations represented by Mr. Comp-
ton ’
- "Mr, Curre. Yes, sir. 1 would like to deal with a little different
phase of the problem. ’ .
" The CaARMAN. You may proceed.

Mr. Cuwrve. Thank you, Senator. I would like to speak on some
of the general principles that are involved, because 1 think some-
times we get lost in a maze of figures. Maybe you gentléemen do not,
but the rest of us do, I know, and therefore I would like to state it
‘as a very simple problem:

In the first place, T think it is recognized by all of us that the rea-
son for collecting these taxes is to pay the benefits that ave provided
in the law, and over a period of years the two ought to be about the
same. Orver a short period, no; but over a long period certainly thece
‘taxes ought to be related to the benefits nder this law, because this
is 8 special law, as you well realize, it affects only a certain part of the
population, - -

engtor Gerry, Mr. Chairman, is this gentleman speaking for the

Treasury?
< Mr. C{nn No,sir, -~ - - o
" Mr. Vaxpensero. Noj he certainly i€ not speaking for the Treasury.

Iy
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" Mr. Cutre. I am speaking for Associated Industries of New York
State. o

Senator Gerry. Thank you. . : ,

Mr. Crarre. Now, the fact is that for a great many years the amount
of benefits will grow year by year. While it has bebn pointed out that
nobody can estimate even 5 years in advance accurately, you can see the-
difference between the 1939 estimates and the actual dgures for 1943,
you can see the difference between two sets of estimates for 1847, Yet:
the fact is we know that for maybe 100 years the trend of benefits
will be up under this law, even if there is no change in the benefit sched- .
ule and no change in the people that are covered. Because you see
the law gives an extra 1 percent for each year that a'man is covered,.
therefore it would be 40 years from now before people would be:
retiring with 40 years of coverage, and it would be 30 years after
that before the last one of those died. In other words, at the present
time a great many old Peogle are not eligible for any benefits. "The.
proportion will gradually shift over the years and more and more old

ple will be eligible for benefits. It wilt be something in the neigh.

rhood of 100 years before the increass will-stop in the upward climb

- of the total benefit payments. There will be some wavers in that line,

there will be times when the older people will not retire, they will stay

on the pay rolls or go back to the pay rolls, as they are doing now.
That general trend will be upward for a long period of time.

I would like to deal with this point that there has been a tremendous
increase in wages during the war period, with an increase in the benefit
liability. That is only partly true. -

The formula, as you will realize, is loaded in favor of the low-paid
individual. Let us take an extreme case. A man who earns $600 a
year pays a certain amount of tax and getsa certain amount of benefits.
A man who is paid $3,000 in wages pays five times as much tax and
he gets only twice as much benefits, and that is as it should be, but
the result is that during this war period people who normally earned
$1,000 or $1,600 may have moved ug to 83,%())0 or $2,500, or even gone
over the $3,000 taxable limit, and they have not increased the benefit
liability of the fund very much. So that this tremendous increass in’
pay rolls has not had the effect that is sometimes implied of creating
a tremendous additional load.

Senator Vanpeneerg. In other words, a tremendous increase in pay
rolls has put a lot of velvet in the reserve.

Mr. Cuirre. Exactly, a lot of unexpected velvet, and unobligated
velvet, with no commitment against it.

Senator VaNoenerra. Yes, sir,

Mr. Crorre. Furthermore, these estimates of what the benefits will
be are very difficult to make, for many reasons, and one of the most
1rnf>ortant is the age at which people will retire.

It happens that I am thoroughly familiar with pension systems of
private companies, and unless the company says, “You must retire
when you reach such and such an age,” the fact is a very large share
of employees keep on working for a year or 2 or § years after that time.

The same thirig, of course, will affect the benefit payments under
this Jaw. If people keep on working after they reach 65, there will
be no benefit payments to them for those years. They will continue
to pay taxes, and there will be a double velvet to the fund for that
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very reason. It is natural that people do prefer to keep on working
when they are well enough to do so.

The Cuammax. It would not increaso their benefits?

- Mr. Curre. Not appreciably. .

The CramruMaN. It would not increass their benefits after 65 even
if they keep on working? . .

Mr. Crarre. What actually happens, Mr, Chairman, is that they add.
to their benefits about 1 percent. for each year they work, but they lose
the benefits for 1 whole year, which is a loss of about 10 percent of the
total that they would have r:ceived if they had retired. In other
words, if a man retires at 65 he can lock forward to about 10 years
of pension. If he dces 1ot claim his pension until he is 66, he has
lost one-tenth of the payment. So he loses 10 percent of the total
payments and gains 1 percent for the year he stays on. There is, in
o(hel:-' words, a very.definite guin.to the fund from a man keeping on
working, o : :

Senator Davis. He gains, too, during the year that he works.

- Mr. CLisre. He gets pay instead of benefits, so he is alead. He will
do that for that very reason, if he is well enough to keep on working.

Now, there is no time that eny of us will live to see when the pay- .
raents will start to go down, the benefit ’]))eayments. As I said a while
ago, they will keep on going up for maybe 100 years. Now, with that
fact in mind, it means that year bf year the amount to be disbursed
will be larger, and it is unthinkablé to me that any future Congress
would say, “Well, we have a $15,000,000,000 reserve, let us cut into
it by quite a lot.” "~ You just will not use the reserve that way as long
ab I‘i'ou see mounting costs ahead. For that reason the reserve is very
different from the reserve of a private insurance company, because the
Erivate insurance company does not know when customers will stop

uyin;;]thelr policies and therefore they have to have epough to live
on with the policy holders that they have on the books. .. . .

" The national law will, of course, keep on bringing in new peoplé all
the time. The young people will keep on paying as long as there are
igung people, so the only condition under which this reserve can ever

drawn on, except for minor fluctuations, is if the whole country
becomes old and there are no young people, or if the country is wipegl
out. Under neither of those condiitons are we going to make legis-
lation that will fit the situation.

This matter of fluctuation is important. Maybe I can best deseribe
it if we take the parallel-of the young man—the parallel is subject
to all the dangers of parallels, it does not go all the way—but take a
young man who is just starting on his business career, it may be that
over that entire business career he is going to spend $50,000. He
does not have to have a very large income to spend $50,000 over 40 or-
50 years. It would be foolish for him to say, “I must have $50,000
before I can start in business,” or “before I can get married.” He
does not think of that at all.  He sadvs “I have a job, I need all the
things that are normally needed, and I will have some ingome vear
by year,” and the provident young man gets himself in a position where
he will take care of the fluctuations that may happen to him. He may
run into‘:g;ar or two or three when his income is low, and he may run
into periods when his expenses are a little high. So if he lays aside

/
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before he gets married $1,000 or $2,000, in other words, one or two
years' eilm:ome, he has done better than most of us did before we got
married,

‘The Reserve Fund is in exactly the same condition. It will run into

_periods when collections will be a little low, as they will be during
epression years, but the fund can never run into a period when the
disbursements will be very high. That is, they will not jump above a
forecast line, because you will have only so many people that are
ovor 65, If you provided benefits for all of them in your forecast,
- u cannot possibly have more than that number for disbursements.

I would like to touch just a moment on this question of inflation.
Dr. Altmeyer's letter, to which Senator Vandet&erg referred a mo-
ment ago, pointed out that this fund should not be used, in his opinion,
to play with economic conditions, In other words, if you hold it
down now, maybe you would boost it up at some other time, and vice
versa. The fact of the matter is, if you do increase the tax now and
if that has an anti-inflationary effect on a certain group of the popu-
lation, your high rate will still be in effect in 1946 or 1947, whenever
we get into this post-war problem of readjustment, and to the extent
that this boost in tax rate now lessens inflation it will have a deflation
effect and it will be deflationary influence at the time when you cer-
tainly do not want to have that happen. In other words, if we get
into a period of serious unemlployment during the reconversion Eeriod,
it is important that we should not have high fixed costs on either the
pay roll of the worker who will be on short time, or on the pay roll
of the employer who will be going through the financial difficulties of
reconversion,

I think that I have only one more point that I should like to make,
although I would be very glad to discuss any questions that you care to
ask, and that is to come back to the amount of this reserve that would
be reasonable,

To emphasize what Mr. Compton said, as long as your formula is
to base action on somebody’s guess as to what is going to happen in
1947, or some other future year, you are very much at the mercy of
tho digestion of the fellow that makes the estimate. It is such an
uncertain thing and is so definitely recognized by the fact that their
estimates are miles apart between what may be the high and what
may be the low. You would be on a much sounder basis if you took

. actual figures that are known and that ave compiled by the Treasury

Department and submitted by the trustees of the fund. You know

what you want, but the reserve must always e five tiines, or some other
factor, the highest year or the latest year that you have had in benefit
payments. If you do that you get entirely away from this guessing
that is not only the cause of controversy but is also the cause of un-
sound action, as shown by the differences between the 1939 estimates,
that were carefully coinpiled, using the best talent available, and the
actual figures. So, I would urge upon you that you place the measure
of your reserve on actual experience rather than on somebody's guess
as to what may happen in the future.

Senator Vaxpensera. Whatever rule you use, you would still freeze
the tax generally, would you nott

|
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¢ Mr, Curre. Without a doubt, because on any measure that has been
suggested, the balance is much }arger than you can possibly spend on
an% set of circumstances over a long period of years.

- The CHARMAN, Are there any questions. If not, thank you very
much, Mr, Cliffe. o

. Cirre. Thank you, sir.
The Cuairuan. Is there any other witness who wishes to be heard
on this questiont
Senator Dananer. Mr, Chairman, 1 minute, please.

. ‘The Cramuman. Yes, sir. .

_ Senator Dananez. Not knowing during the early part of the sum-
mer that Senator Vandenberg was engaging Dr. Altmeyer in a series
qf correspondence that terminated in the letter that Senator Vanden-
berg inserted in the record on September 14, I framed a series of ques-
tions and I gave them to my secretary and asked that he communicate
with the Bureau of Research and Statistics of the Social Security
Board. Under date of July 10 there was submitted to me a series of
figures which deal not only with old-age and survivors insurance but
also with unemployment compensation.  They may have special value
in the sense that I 'sought to relate the statistics they have provided to
the State of Connecticut as well as to the national scene, and since
the State is a typical industrial State I ask permission to insert in the
record at this point as an exhibit'dealing with the problems of that
industrial State the data that came to me from the Social Security
Board. I have it here,

" The CHamMaN, Very well, Senator, it may be put into the record.

(The data referred to are as follows:) .
Old-age and gurvivors insurance:
Employee tax, 1 percent of annual wages up to $3,000.
Employer tax, 1 percent of taxable pay rolls (wages up to $3,000 per annun
for each employee). ]
Total tax collectlons for old-age and survivors Insurance through -
March 1643:

United States. .. __._.___ - $4, 249, 729, 212
Connecticut internal revenue distrlct 193, 200, 015

3 This smount does not necersarily represent taxes pald with respect to employmeat
the Connccdc:t dbtricnt? For eumiﬂe, emplgyeu‘mummare [ mnpre: lnothe l(.:‘!o::‘ecu“l:
district which includes taxes with res to thelr establishments in other districts and,
similarly, employers may file returns {n other dlstricts which include taxes with respect
to thelr establishments in the Connecticut district.
Balance In the old-age and survivors insurance trust fund at end

of March 1083 e cccmcmcacaae- 3,922,216, 000
Total old-age and survivors igsurance benefit payments certified

through March 1943 (includng monthly benefits and lump-sum

payments)
United States . ce o ccicimtacarnm———— 3317, 568, 982
Connectiont e eccccmceeoae- *8, 763, 000

3 This te 13 estimated on the basis of the amounts awarded to persons fillng clalms
1n Conpecticut.

Unemployment Compensalion: i
Employee tax, none in Connecticut,
) Bmployer tax, 0.3 percent of taxable pay rolls to Federal Government:
Nominal rate of 2.7 percent of taxable pay rolls to State.
Actual average State rate in 1942 was 2.1 pgment, due to experience rating
rate reductions for some employers.

.
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Unemployment Compensalion—Continued.

Balance {n the upemployment trust fund as of end of March 1043: i
Total $4, 000, 027, 000
State accounts 8, 657, 373, 000
Railroad Unemployment Insurance Act. oo cceveemceaaooo 342, 650, 000

Fuunds available for benefits as of March 31, 1043:°

3 Includes balance in unemployment trust fund and amounts in Stateclearing accounts
and denefit-payment accounts,

Al StateB. o ccccciccemcmcaaca- 3, 660, 433, 122

Connecticnt- - oo oo e emme e 96, 582, 8071
Total unemployment benefits pald through March 1943

All States. . oo oo ainen - ——- 2, 068, 224, 071

Connecticut o oo o P, - - 28, 564, 590

The CuaryaN, That seems to complete the hearings on this ques-
tion that we have before us. :

I am presenting for the record three additional statements on this
subject, as follows:

MEMORANDUM SBUBMITTED ON BEHALF OF THE AMERICAN FEDFRATION oF LaBoR BY
Lxwis HiNEs

STATUTORY INCREASE EN RATES FOR OLD-AGE AND SURFIVORS INSURANCE

The American Federation of Labor urges that the statutory increase {n rate’
from 1 to 2 percent be allowed to become effective.

We are yet in the experimental stages of soclal insurance without enough
actuarial or economic experience to be able to gay what reserves are adequate or
whit may be expected as to volume of benefit claims.

National income for the current year will be twice what it was for 1639 and
the work force has Increased from 47,000,000 In 1039 to 64,800,000. In order to
meet urgent demands for manpower we have called back many who are over 65,
some of whom had been drawing old-age benefits. We have mobdilized many
women who previously had no {ndustrial experfence and have reached down for
youths still of school age and many others have moved into insured Industriea
This vast work force {8 paying Into old-age reserves and accumulating rights
to benefits, The number covered and paying contributions has fncreased from
28,900,000 {n 1839 to 87,000,000 to first quarter of this year. )

We are In an emergency period with no experience to guide as to the recon-
version months or the post-war years following. But this one thing we do know—
the reserves should be adequate to take care of the after-work perlod of the
workers whose production Is now helping to win this war, All clalms to benefits
should be met promptly and the benefits payments should be more adequate.

We fail to see why there should be alarm because the reserves have grown
more rapidly than expected for they parallel increased benefit rights. After
the war benefit payments may be expected to Increase sharply as those over 63
* agaln withdraw from the labor market. \We may also expect a sharp increase
in survivor's benefits. These wartime years may be expected to show trends
contrary to normal. Because the trend now i3 away from drawing benefits and
toward employment which offers larger income, {8 not a sound cause for inter-
fering with Insurance schedules planned to provide reserves for long-term liabili-
tles. Iosurapce cannot shift its rates for curernt fluctuations. It must be
ready to meet claims and protect workers against public or private charity who
have successfully maintained themselves before work-power waned. The years
immediately ahead will not be normal years and our major concern is to have
reserves adequate. Adequate old-age reserves, even {f they prove to be too
adequate, will in no way Interfere with financing the war or conflict with the
program of Inflation control. To the contrary: Reserves are Invested in Gov-
ernment bonds which at once provide credit, and doubling the rate would invest
another bllllon where It could not contribute to fnflation.. Congress and the admlin-
istration are looking for more reserve with which to pay war expenses. Nelther
will this damage employers For the present it will mean thelr taxes will be in
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this form, and if reserves prove too large, their payments will be less at some
future time perhaps In the downward carve of the business cycle,

As the most constructive way by which to add five or six bllllons to reserves
invested in Government, the American Federation of Labor urges the enact-
ment of the \\ngner‘\(urmy-nlngell bill which would provide more adequate
protection of the Natlon's work force with more adequate benefits. By providing
the funds and [ncreasing the coverage and natioualiz ng the system, the workers
of this country can have an effective insurance system, providiug incowne for
those major emergencies that prevent employment. Sickness has brought many
a famlly to bankruptey and dependency. The majority of famllies cannot Jnanage
many weeks without having to ask for assistapce. Workers cannot save un for
old age nor can they afford individual insurance. Thls bill also provides benefits
rights for those in the armed forces, so that they shall not be dependent upon
good wlil or charity,

Social tnsurance Into which individuals pay regulariy and thus accumulate
rights ts the way that the great masses of population can be assured cconomle
independence without which thete can be nelther political or soclal independence.

We hope to have a free economy after the war but that is {mpossible unless
workers also are free. There is nothing more demoralizing to personalities and
indlyldual freedom than dependence on public or private assistance or charity.
Such abuormal relationships between the Government and large masses of
citizens hag ever been a menace to free fnstitutions

We urge the statutory Increase {n rate fn January 1944 unlexs the Wagner-
Murray-Dingell bill is previously enacted.

Coxcxess of INDUSTRIAL ORGANIZATIONS,
Waskington, D. C., Octobcr 16, 1943.
Hon. WALTER F. Groecr,
Chairman, Scnate Finance Commitice,
Senate Office Building, Waskington, D. C.

DEear SExator Grorce: On behalf of President Murray, I wish to place the
Congress of Industrial Organizations on record as supporting the increase in the
present social-security tax for old-age and survivors fnsurance from 1 to 2 per-
cont In January 1044,

It seems to us wise that this automatic increase take effect—

1. That we shall avold the risk of the funds In the future belug Inadequate
to support the clains to be made against them.

2. That we may avold any demonstration at this time of a congresslonal lack
of interest In ad>quate and sound soclal security.

3. That the fncrease of natlonal fncome and widespread employment make
this a particularly suitable time to call upon the pubdblie to support this ingcreased
contribution to the funds.

I would urge upon you too that there is no merit to the clalm that the current
use for socla'-securlty funds Iz a suberfuge and It {2 undermining the stabllity
of the soclal-security systemn. The fact {3, of course, as you kunow, that the trust
funds accumulated even though invested in bonds are quite as good as the savings
bonds which al Americans have been purchasing in large amounts,

Respectfully yours,
J. Ravmonp Warsm.

IxpiaxavoLls, IND., Oclober 14, 1548.
Sepator Warts F. Groacr,
CAairman, Scnate Finarce Commitice,
Senate Office Bullding, Washington, D. 0.

We understand Finance Committee today is holding hearings on proposals to
further postpone schedule doubling of old-age and survivors insurance program
taxes ncxt Jannary 1. Therefore, Indlana State Chamber of Confmerce re-
spectfully requests your committee include this telegram in proceedings and
consider its contents. Indiana Chamber Is now,conducting poll of membershlp
on question and large preliminary returns show 95.3 percent of members favor
legislation getting aslde scheduled Increase and continulng present rates In effect.
Many employers also report thelr employees ‘oppose Increase. OQur reasons for
position include:
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1. With total receipts Including Interest running six and nine-tenths times total
expenditures including administration In last fiscal year and present reserve
far above prescribed three times bighest prospective annual benefits {n ensuling
5 yeara, Preseat 1-percent rates are more than adequate for current needs.
Rate doubling would increase tax on Indlana employees $10,000,000 and on
crmployers same amount annually,

2. Increase on top of present withholding tax would create further agitation
for boosting of employves' take-home pay and to that extent be inflationary.

3. Bullding huge rescrves creates false frupression of cash on hand which In
turn iovites ill-considered Increasing of future benefit obligations to be met
when Natlon Is trying to work its way out of enormous war debts.

4. All taxes country can bear should be ralsed, spent directly for war, thus
saving Interest that otherwise would be pald on taxes ralsed for social security
and spent for war.

5. With entire social-security program probably coming up for consideration,
gnesllons of increasing social-security taxes should await exploration of whole

eld.

Congress fn 1939 and 1942 cxpressed belfef In modified pay-as-you-go policy
and facts show this IS more justified now than then. WWe suggest as specifically
recommended by more than 90 percent of our membership you set aside all
increases in tax rates until board of trustees of trust fund report to Congress
that during the preceding year expenditures for benefits were greater than tax
receipts and at the same time recommend to Congress action be taken in regard
to pay-roll taxes. This would eliminate yearly debate in Congress on this ques-
tion, but would assure consideration in ample time to protect fund solvency.
CLARENCE A. JACKSON,
Eazeccutive Vice President,

(Whereupon, at 11:10 a. m., the hearing was concluded.)
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