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Mlr. GEORGE, from the Committee on Finance, submitted the following

REPORT
ITo-acconipany H. R. 55641

The Committee on Finance, to whom was referred the bill (H]. R.
5,564) to fix the rate of tax under the Federal Insurance Contributions
Act on employer and employees for the calendar year 1945, having
(Orsi(ldere(1 the same, report favorably thereon without amendment
and recommend that the bill (lo pass.

This bill provides for "freezing" the rate of tax on pay rolls and
wages for old-age, and survivors' benefits on employees and employers
at tihe rate of 1 percent for the year 1945, thus postponing an increase
to 2 percent on employers and employees as would otherwise result
utinder existing law. This issue has been discussed at length before
the Co( rress.

'our ('coln ittee believe that the rates of these taxes should not
)be (loto l for 1945. The considerations which moved the com-
inittee to take the action are in part stated in the majority report of
the Committee on Ways and Mkleans of the House and for the infor-
niation of the Senate that report, together with the dissenting views,
is a ttnched hereto.

(B. Rept. No. 2010, 78th Cong., Ist sesew

The Committee on Walys an(d Means, to whom was referred the bill (H. R. 5564)
to fix the rate of tax under the Federal Insurance Contributions Act on employer
Iil employees for the calendar year 1945, having considered the same, report
favornbly wit hout amendment thereon and recommend that the bill do pass.

'I'lls h1ill provides for"freezing" the rate of tax on pay rolls and wages for old-age
a11(1 survivors' l)eleefits on e(31ployees and employers at the rate of 1 percent for
the vear 1945, thus postponing an increase to 2 percent, on employers and enm-
ployees as would otherwise result under existing law. Your committee is con-
Oince(l that it is not necessary to double existing rates for 1945 in order to protect
the solvency of the old-age anid survivors' insurance fund.

W\hell the social security law was amended in 1939, your committee and the
CongreSS were both definitely of the opinion that the reserve contemplated in the



2 FIX RATE OF INSURANCE FOR CALENDAR YEAR 1945

original act., and variously estimated under the original schedule of tax rates to
reach from 47 billion to 49 billion dollars, was not necessary for the solvency of the
fund.
The estimate furnished to the committee and the Congress in 1939 indicated

that, the reserve would amount to $3,122,000,000 in 1944 with a graduated
schedule of tax rates. However, the reserve has now reached the sum of approxi-
mately $6,000,000 000 with a tax rate of 1 percent on employee and employer and
will approximate i7,250,000,000 by the end of 1945. Thus the reserve fund will
be mor6 than 2 times the amount that was contemplated under the estimates
used when the social security system was revised in 1939, anid was placed on what
was then consi(Iered to be a sound actuarial basis. In the hearings of 1939, the
Secretary of the Treasury, Mr. Morgenthau, testified as follows:

"Specifically, I would. suggest to Congress that it, plan the financing of the old-age
insurance system with ii view to maintaining for use in contingencies an eventual
reserve amounting to niot more than three times the highest prospective annual
benefits in the ensuing 5 years."

Congress has upon 3 occasions applied this rule and as a result has 3 times
postponedl the statutory increase in pay-roll taxes. Your committee finds
that the old-age reserve as of June 30, 1944, was $5,450,000,000, and approximately
$6,000,000,000 as of the end of this year and that according to the most recent
estimates of the Social Security Board the highest annual expenditure will be
between $450,000,000and $700,000,000 in the next 5 years. Therefore, the existing
reserve is from 8 to 12 times the highest annual expenditure instead of 3 times,
as recommended by the Secretary of the Treasury.

It should be also pointed ou' thmat the tax collections at 1 percent on employee
and 1 percent on emplovor now exceed the amount originally anticipated from
the higher tax rate provided in the Social Security Act as amo ded in 1939. Tax
collectons, even with the tax rate retained at 1 percent on employee and employer
respectively, have substantially exceeded the estiniatse furnished in 1939 and the
benefits paid have fallen far below the estimates furnished to the Congress in
1939. '1 therefore, since the automatic increase in tax to 2 percent on employer
and emi)loyee, respectively, effective next January is unnecessary for benefit
payments (for many years to come), or for the maintenance of a contingent
reserve 3 times the highest anticipated expenditure in the next 5 years, we submit
that these taxes should riot be doubled at this time.
The committee does not feel that any unnecessary increase in the existing high

tax burden should be made now in view of the problems of reconversion from war
to peace that soon will confront us and which must be solved. It should be
clearly understood that this legislation has no connection with the question of
expansion of social security benefit-s or coverage, bitt refers solely to the problem
of financing existing benefits and coverage. It does not involve in any way,
benefit. p)aytnients tinder the old-age assistance or so-called old-age pension systems
which are paid out of annual appropriations.

As has been stated, actual experience in the operation of the system has
demonstrated the inaccuracy of the estimates made only 5 years ago to say
nothing of those made in 1935.

In harder that. your committee miay have the benefit of expert advice based upon
the experience of the past 9 years, it has unanimously voted to commence a sturdy,
at, an early (late, of what constitutes an adequate contingent reserve ftind and the
rates required to produce and maintain that fund on a sound financial basis.

CHANGES IN EXISTING LAW --

In coimpliance with paragra))h 2a of rule XIII of the Rules of the House of
Representatives, changes in the Federal Insurance Contributions Act made by
the bill as introduiced, are shown as follows (existing law, proposed to be omitted
is enclosed in black brackets, new matter is Jtrinted in italics, existing law in
which no change is p)ro)osed is shown it) roman):
"SEC. 1400. IRATI, OF TAX.

"In ad(lition to other taxes, there shall be levied, collected, arid paid upon the
income of every individual a tax equal to the following )ercenitages of the wages
(as defined ill section 142f6 (a)) received by him after December 31, 1936, with
respect to enmj)loyiment (as defined in section 1426 (b)) after such date:

(1) With respect to Niages received during the calendar years 1939, 1940,
1941, 1942, 1943 [anid] 1944, and 1946, the rate shall be I per centum.

[(2) With respect to wages received during the calendar year 1945, the
rate shall be 2 per centuml.]
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[3] ($) With respect to wages received during the calendar years 194.6,
1947, and 1948, the rate shall be 2% per centum.

E(4)] (8) With respect to wages received after December 81, 1948, the
rate shall be 3 per centum.
* * * * * * *

"SEC. 1410. RATE OF TAX.
"In addition to other taxes, every employer shall pay an excise tax, with respect

to having individuals in his employ, equal to the following percentages of the
wages (as defined in section 1426 (a)) paid by him after December 31, 1936, with
respect to employment (as defined in section 1426 (b)) after such date:

(1) With iespect to wages paid during the calendar years 1939, 1940, 1,941,
1942, 1943, (and3 1944, and 1945, the rate shall be 1 per centum.

E(2) With respect to wages paid during the calendar year 1945, the, rate
shall be 2 per centum.]

((3)] (2) With respect to wages paid during the calendar years 1946,
1947, and 1948, the rate shall be 2'j per centum.
((4)] (8) With respect to wages paid after December 31, 1948, the rate

shall be 3 per centum."

DISSEENTING VIEWS
-The undersigned members of the Ways and Means Committee respectfully

submit their dissenting views relative to H. R. 5564, which has been favorably
reported by the majority of the committee.
We deeply regret that our considered opinion with respect to this bill is at

variance with a majority of our colleagues and that we cannot concur in the
recommendation that the bill should bu reported favorably.
The bill reported by a majority of the committee will prevent the rate of

contributions under the Federal old-age and survivors insurance system from
increasing on January 1, 1945, in accordance with the schedule contained in the
present law. We believe this action to be unwise and detrimental to the basic
principles underlying a contributory social-insurance system. Our reasons are
summarized as follows:

SUMMARY OF OBJECTIONS TO THE BILL

1. The sUCCC8s of a contributory system of social insurance i at stake.
We believe that the very success of this contributory social-insurance system

which Congress established in 1936 is at stake and not merely the fixing of a
tax rate in the usual sense of the term. The Congress of the United States in
1935 took a lona step forward in undertaking to substitute for a hit-and-miss
method of relieving destitution through a Government dole a systematic long-
range method known as contributory social insurance. Under a system of
contributory social insurance, benefits are paid as a matter of right without a
means or a needs test and are related in an equitable manner to the length of
time a person has been insured and the aiimount of his past earnings. An essential
characteristic of any contributory social-insurance system is that the benefits
are financed wholly or in large part from contributions made by or on behalf of
the beneficiaries. It is just as true of a soplal-insurance system as of any insurance
system that its security depends upon the certainty and soundness of the methods
used to finance it. In financing £ contributory social-insurance system it is
necessary to make certain that the promises made today to pay benefits In the
future can be and will be fulfilled. Under a social-msurance system providing
old-age annuities based upon the length of time insured initial costs are low and
ultimate costs are high. In the case of this social-insurance system it has been
estimated that the eventual annual cost will be 15 to 20 times what they are
today.
2. The cost of benefits promised is far in excess of the contributions being collected.
None of the witnesses appearing before the committee placed the average

annual cost of this insurance system at less than 4 percent of pay roll, Some of
the estimates placed the average aInnual cost as high as 7 percent and the eventual
annual cost as high as 11 percent. Therefore, it is obvious that the actuarial
soundness of this insurance system will continue to deteriorate so long as the
current rate of contributions is kept at the present low level. Even if we acce t
the lowest estimate of 4 percent average anuual cost, it may be said that the
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reserve fund of this sy stem already has a deficit of $6,600,000,000. If we take
the highe(r estitilate of 7 percent average annual cost, it may be said that the
reserve fuln( alreadvl hfu- a (deficit of about $16,500,000,000. the fact that we are
collect itig as inticht at tIhe lpreselnt I-percent rate as it, was estiinate(I in 1939 we
would collect at the 2-percent rate (foes niot. affect these estimates of cost. and the
size of the deficit., since the lialilities assuimed by the insurance system have
likewise increase.(l
One of the arguments advancedrI for niot permitting the atitomatic increase in

rate to take effect is that there should be a studyIvmade of the financing of this
svstenil and of ~!oeial secu ritv generally. A another argunient advancedi# that
Congress will soo00 consider the extension and broadening of the social-security law.
These arguimnetits lack v'alidit.vy since the ininimium-cost, estimate set forth above
has nrot been dispu te(1 b)y ani'v witness appearing before the comnmittee and it is
obviolis that aill ext ension aimd b)roa(lening of the social-secitrity law will cer-
tail'v not result. in a reditetion iln cost. Therefore, there appears to be no good
reason why present costs, which are not (lisplt ci, shouldknot be properly' financed.
3. The (o0nlti 1Wla'ce of the prluent pay-roll-tax rate will require an evential Govern-

field xt l)8mid!y.
If the rate of contributions is continued at less thani the average annual costl

of this insurance sy steili, it is a mathematical certainty that there will he one of
the following three results: (1) The future pay-roll-tax rates will have to be much
higher if the insurance system continues to be financed wholly by pay-roll taxes;
or (2) tile benefits promised will have to be reduced; or (3) the Federal Govern-
ment will be obliged to )rovide a subsidy out of general tax revenues.

'T'here is, of course, a limiit to the amount of pay-roll taxes ti at can be levied
ill justice to employers and workers. In the case of time workers the actuarial
figures inldicate that if the eventual rate is placed higher than 3 percent large
imumbers will be required to pay more for their benefits under this insurance
system than if they obtained similar protection from a private insurance company.
Since such a result would be clearly inequitable and since the repudiation by
the Government of benefits promised is unthinkable. the only real alternative
is an outright, Government subsidy.

In niaking these statements, it should not be concluded that we are opposed
to soeIC eventual contribution by thle Government to the social-insurance system
out(of general revenues, p)rovide(l it is not caused solely by the fact that an unjusti-
fiablv low rate is levied in the early years of operation and f)rovided there is
coMlilte coverage of the workers in this country. However, at the present
filine, there are some 20,000,(H)0 individuals engaged in occulpations which are
excluded from the insurance system. We believe, therefore, that before any
such contributions is made to the social-insurance system out of general revenues
consideration should be given to broadening the coverage of the insurance
Program.
4. Freezing costs taxpayers more later on.
A major argument tihat has eeT nmade by Jversons in favor of the tax freeze is

that. it (does not make any difTerence to the taxpayers of the future whether they
are re(luireci to pay taxes to cover the interest on Government bonds held by
the reserve fund or are re(luired to pay taxes for an outright Government subsidy
to this insurance systeni. This argument was conipletely disproved in the course
of the hearings, since not only the Chairman of the Social Security Board but
NI\. A. Linton, president of the Providelt Multual Life Insurance Co., who advo-
cates the freeze, b)oth agree(l thian the amount. of taxes to be raised in the future
if there is no reserve fund will be twice as much as if there is a reserve fund. Both
(f these witnesses agree(l that the interest payable on Government obligations
held by the reserve fund'lvould otherwise have to be paid to private investors
who would be holding these obligations and in addition a subsidy of an equal
amount. would still have to be made to the insurance system.
6. Delay in a automatic 8tep-up will create future hardship for employers and workers.

It has beemi suggested that now is a difficult time for employers and workers to
meet the additional 1-percent tax on pay rolls. We sympathize with the diffi-
culties of meeting the present tax burd( n made necessary by the war. However,
we are of the opinion that it will be far more difficult for employers and workers
to absorb an increase in the rate a year fi -m now or at any date in the near future.
The l)rofits of most employers are at a aigh level today. In fact, the majority
of employers will be required to pay excess-profits taxes. Therefore, in most
cases the increased pay-roll tax payable by employers will be partially offset by
the reduction in the excess-profits taxes they will be required to pay. So far as
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the workers are concerned, the committee was informed that both the American
Federation of Labor and the Congiess of Industrial Organizations are in favor of
permitting the automatic increase to take effect. As members of the Comlmlittee
on Ways and Means, the committee which has the difficult task of raising taxes,
we are impressed by the wvillingness of the workers of this country to pay their
equitable share of the cost of these benefits. We wish to commend these labor
organizations for their statesmanlike action Nwhich indicates that they truly under-
stand and appreciate the value of this contributory social-insurance system, and
therefore desire to maintain its financial integrity. -
6. Low contributions imply low benefits.
The real reason why many people advocate keeping the contribution rate at a

level below the true cost of the benefits provided is that they fear the accumula-
tion of a reserve fund will create a demand for an increase in the size of the bene-
fits. However, in our opinion the continuation of the present unjustifiably low
contribution rate has the effect of making people believe that' the cost of the
benefits provided is low and that the value of the benefits provided is inconse-
quential. As already pointed out the real cost and value is far in excess of the
rate of contribution now being collected. The survivors benefits alone have a
face value between $3,000 and $10,000 for most families and as high as $15,000
for some families. The total amount of survivors benefits provided have a face
value of $50,000,000,000.

Most, people estimate the value of what they buy by the price which they pay.
Therefore, we believe that an increase in the contribution rate will result in less
extravagant rather than more extravagant demands being made upon the Congress
for an increase in the benefits provided.
7. Freezing not consistent with general congressional policy.
The policy embodied in the majority's recommendations to freeze the rate of

contributions under the old-age and survivors insurance system is defended on
the ground that only sufficient contributions should be collected to cover the cost
of benefits currently being paid out. However, this policy is diametrically
opposed to the policy which the Congress follows in the national service life
insurance system for veterans of World War II, the Government life insurance
system for veterans of World War I, the civil-service retirement fund, the Foreign
Service life insurance fund, and several other of the retirement funds set up by
the Congress. In completely departing from this principle for the Federal old-
age and survivors insurance fund, we believe that the Congress is making a
grave mistake.

CONCLUSION

For the reasons outlined above, we oppose the freezing of social-security con-
tributions at the present time. We believe that the action of the majority of the
committee is unwis&-ild-mnsound.
We believe that.it is important to strengthen the ocial-insurance provisions

of the Social Security Act. We cannot do so unless we assure the continuation
of the social-insurance provisions 6n a sound financial basis that will guarantee
to every American citizen that he will get his social-insurance benefits as a matter
of right and not as a dole.
We do not believe that the present provisions of the Social Security Act are

perfect. We believe that many of the provisions in the existing law should be
strengthened and expanded. We believe that the Committee on Ways and
Means should give consideration to a comprehensive review of all of the provisions
of the Social Security Act. Only in this way can the contributions and the benefit
provisions be seen in proper perspective. However, we do not believe it is wise
pending such consideration, to emasculate the proper financing of the admitted
true cost of the benefits now provided. We are opposed, therefore, to the piece-
meal consideration of one aspect of social-security legislation and favor a com-
Piehensive study of the entire social-security program with a view toward broad-
ening, expanding, and strengthening its provisions so that it will make its full
contribution to the preservation of our democracy and our system of free enter-
prise in the difficult reconversion and post-war periods.
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