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SOCIAL SECURITY ACT AMENDMENTS

MONDAY, JUNE 12, 1939

UNITED STATES SENATH,
CommirTE: ON FINANCE,
Washington, D. C.
The committee met, pursuant to cell, at 10 a. m., Senator Pat
Harrison (chairman) presiding.
Tho Cuamman. The committee will be in order. Dr. Altmeyer,
will you come forward, please?

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

The CsairMaN. Doctor, the House has passed H. R, 6635, certain
amendments to the Social Security Act, and the committee would
like to have an explanation of the bill and what changes have been
made in the law, and the commities will be glad to have any sugges-
tions that you may wish to offer.

Mr. Avemuyer, Yes, sie. I have a statement that probably will
take threc-quarters of an hour, but 1 would be glad to be interrupted
at any point rather than wait until the end, if you prefer.

Senator ConnavLy. Doctor, preliminarily, there was another bill
introduced in the House 01'iginnlSy. Now this bill, as I understand it,
H. R. 6635, was the later bill which carried the modifications and
amendments which you suggested; is that right?

Mr, Avmmeysr. Yes, sir; this is the House Ways and Means Com-
mittee bill,

Senator Connavrny. This is the amended bill?

Mr. Auraeyer., Yes, sir,  In addition, there were three minor com-
mittee amendments made on the floor Saturday afternoon. I do not
know whether they are incorporated in the copy you have, or not.

Senator ConnaLLy. Noj they are not in here.

Mr. Avrmoyer. They are very minor amendments.

Before discussing bill H. R. 6635 and the recommendations of the
Board, I should like to summarize briefly the present provisions of the
act and the experience which has developed up to date.

As you know, the Social Security Act was finally passed on August
14, 1935, However, appropriations did not become available until
February 11, 1936. If you recall, thore was a filibuster, and we did
not recelve any appropriations until Congress reconvened.

Senator VANDENBERG. You need not look at me.

Mr. Aurveyer. It was on that date that the first grants were made
to the States for public assistance. So it is only slightly more than

3 years since we began operating under the act.
1



2 SOCIAL SECURITY ACT AMENDMENTS

In May 1937 the United States Supreme Court upheld the social-
insurance provisions of the act. Consequently, every State now has
an unemployment-compensation law and over 44,000,000 persons
have been building up benefit rights under the Federal old-age
insurance svstem,

Two fundemental approaches to the problems of economic inse-
curity and dependency were embodied in the Social Security Act.
One was to alleviate present needs, the other to forestall future
dependency by building advance protection against the economic
hazards causing dependency. The assistance method was chosen as
the best method of attaining the first objective while the second was
to be achieved on an insurance basis, Accordingly, the assistance
titles of the Social Security Act provided for Federal grants for the
extension of State programs of aid to the needy aged, dependent
children, and needy blind. The insurance method was applied to the

roblems of unemployment and old age by providing Federal grants
or State-administered programs of unemployment compensation and
by establishing a Federal system of old-age insurance. The Social
Security Act also made available Federal funds for the extension and
development of certain welfare and health activities, which are not
under tho jursidiction of the Social Security Board.

PUBLIC ABSISTANCE

As regards public assistance, considerable progress has already been
made as a result of the Federal aid provided in the assistance titlos
of the Social Security Act. All the States, the District of Columbis,
Alaska, and Hawaii now participate in the Federal-State programs of
old-nge assistance, '

The CrHairmaN, Let me interrupt to make one suggestion, please.
There was a special committee created by the Senate known as the
Byrnes Committee on Unemployment and Relief. That committee
has given consideration to and has recommended certain amendments
to the Social Security Act, with a view of helping the unemployment
and relief situation. It is my thought that this committee ought to
express the sentiment that if any of the members of that committeo
desire to sit in with this committee, to listen to these witnesses, and
to ask questions we would be very glad for them to do so. I think
we ought to have the chairman of that committee, Senator Byrnes, who
made the report of that committee, to sit in with us. So, without ob-
jection, Senator Byrnes and the other Senators on the special commit-
toe will be invited to sit in with us and the clerk will notify them.

. Senator ConnNarLy. Dr. Altmeyer, you used the terms “old-age
insurance” and “old-age assistance’’ there. Do you distinguish be-
tween those two? Are they two different things?

Mr. AutMEYER. Yes, sir.

Senator ConnarLy, That is right, is it?

Mr. AuTMEYER. Yes, sir,

Senator VanpeNBERG. One is title IT and the other title I?

Mr, Artvever. Title I is old-age assistance, sometimes called State
old-age pensions. i

The Cuarrman. That is where the Federal Government assists the
State to take care of the old-aged?

Mr. AvtMeyer. Yes,



SOCIAL SECURITY ACT AMENDMENTS 3

The CuairmaN, And the other is where the employees are taxed
together with the employer to provide for old-age insurance?

r. AurmeyYER. Yes, The first old-age assistance, usually called
State old-age pensions, is on the basis of need. The second, the old-
age insurance, is on the basis of right, irrespective of need, based upon
past earnings and contributions of the participants in the program.

All of the States and the Territories are now participating in the
old-nge-assistance program, but only 40 States, the District of Co-
lumbia, and Hawaii, are receiving Federal grants for aid to dependent
children and an equal number have approved progrems for aid to the
blind, Under these cooperative Federal-State assistance programs
some 2,600,000 needy persons are receiving regular cash aid related
to their need. The total Federal, State, and local expenditures for
these assistance programs amounted to more than $495,000,000 dur-
ing the calendar year 1938. Of this total, $391,000,000 was spent
for old-age assistance, $93,000,000 for aid to dependent children, and
$11,000,000 for aid to the blind. A cumulative total of $1,177,000,000
in Federal, State, and local funds had been expended in connection
with these approved assistance programs up to the end of March 1939.

UNEMPLOYMENT COMPENSATION

Now with regard to unemployment compensation, Wisconsin
was the only State which already had an unemployment compensation
law in operation when the Social Security Act was passed, As a
result of the Federal act, all the States, the District of Columbia,
Alagka, and Hawaii now have such laws.” All but two of these juris-
dictions are now paying benefits. When Illinois and Montane begin
on July 1, 1939, this Federal-State program will be fully operative
throughout the United States. It is estimated that the 51 unemploy-
mont compensation laws together cover more than 27} million wage
earners. During the calendar year 1938, benefits amounting to almost
$400,000,000 were paid to some 3,800,000 workers temporarily unem-
ployed in the States then paying benefits. Another $146,000,000 was
paid in unemployment compensation benefits during the first 4 months
of this year.

OLD-AGE INSURANCE

The Federal old-age-insurance program will not be fully operative
until monthly benefits become émyable. In the meantime, small
lump-sum benefits are being paid. By the end of April 1939 such
lump-sum benefits had already been paid to or on behalf of almost
345,000 persons who reached age 65 or who died. These lump-sum
payments, based on 3% percent of accumulated earnings, amounted
to a total of about $17,200,000. .

Senator Warsa. Doctor, I wanted to ask you a question, before
you left unemployment compensation. Mfy attention has been
called to the existence, in. some quarters, of collusion between the
employers and employees in laying off a great number of employees
for the purpose of giving them an opportunity to get these insurance .
benefits. Has thet matter beon called to your attention? Have you
observed that practice? ) L .

r. ALTMEYER. I think that possibly exists in some instances,
It is o matter of State administration. I think, perhaps, it exists in
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our State, chiefly because Kou are not paying partial unemployment
enefits. I do not know whether you would call it exactly collusion.

Senator Warsn, I think perhaps that is too strong a word, but
there seoms to be an understanding to lot them off for & few weeks
rather than postpone the time, and they really send them out in order
that they may get this insurance,

Mr. AuvrMeyER. Yes. Well, the reason that there may be some
arrangement between the employers and employees in your State
is this, that if & man is just partially unemployed, he does not get any
benefits since he must be totally unemployed; and so some employers
stagger their weeks of unemployment. They put a man on full
time for this week, or for 2 weeks, and then lay him off completely
for 1 or 2 weeks, rather than just giving him partial employment all
the time. My understanding is that an advisory committeo of your
State has recommended that partial unemployment be compensated
within a reasonable time, in order to avoid that anomaly.

Senator Warsd., That does cause that sort of practice. Is that
a situation to be dealt with by the States or through the Federal law?

Mr. Avemeyer. It must be dealt with entirely by the States.

Senator Wavrsu. It is a matter over which the Federal Government
has no control?

Mr, Avrmeyrr, That is correct, Senator,

The CuammaN. Does that situation come up also in California?

Mr. AurveyER., I'm not sure, Senator,

Aside from the anomaly of need for partial unemployment henefits,
you do sometimes have arrangements and understandings between
employers and employees so that employment is provided in such a
way that there is some supplementation through unemployment com-
pensation benefits. Great Britain has'had that sort of experience in
tho oi)(emtion of its law, and it is hard to correct, However, as you
may know, most of the State laws do provide for what is called
individual employer exporience rating, so that employers with unfavor-
able benefit experience have to pay a higher rato than employers with
favorable henefit experience.

The CuarrmaN. In how many States does that situation oxist?

Mr. Aurmiysr. In all except 11,

’I:rhe Cuamrman. That was originally the Wisconsin system, was it
not

Mr. AvrMeyeR. Yes, siv.

Senator Kine. Referring to the condition in Massachusetts to
which you have reforred, whatever was done was done with the con-
sent of the employer and employee, was it not?

Mr. Avrmiyer. Yos.

Senator Kina. To stoggoer the employment?

Mr. ALEMEYER. Yos, sir.

Senator Kina. And not with the purpose of punishing the employer?

Mr. Avrmeyer. No.

The CiairMaN, The money that comes from tho funds is accumu-
lated in the State?

Mr. Anmeyer. Well, it is deposited with the Federal Treasury,
but it is entirely State money. .

Senator LA Forurrre. Dr. Altmeyer, do you treat further on in
your statement with the so-called McCormack amendment?

Mr. Avtmeyer. Yes, sir.
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The machinery for paying these lump-sum benefits is functioning
successfully and will be ready to meet the load of monthly claims
when due, Wage-record accounts have already been set up for about
44,000,000 persons, and wages were reported for more than 32,000,000
of these individuals sometime during 1937 or 1938.

Before I discuss in detail bill H. R. 6635 and the Board’s recom-
mendations, I shall very briefly summarize the main provisions of
H. R. 6635.

TAXES

With respect to taxes the bill freezes the old-nge insurance at 1
percent on the worker and the employer for the 3 years 1940, 1641,
and 1942, The bill does not disturb the scheduled step-ups in the
tax rates in 1943, 1946, and 1949,

Senator VANDENBERG, So what would be the rate in 19437

Mr. ArtmeYER. Two percent cach, and in 1946 it becomes 2%
percent each, and in 1949 it becomes 3 percent each.

Senator VANDENBERG. So without intervening legislation the tax
would be double in 19437

Mr., ALTMEYER, Yes, sir.

Senator CoNNALLY. Two percent in 1943?

Mr, AurmeyEeR. Yes, sir.

Senator Kine. Do you think it wise for us to anticipate just what
the situation will be in 1943, 1946, and 1949? ,

Mr. Autmever. Well, the present law does that. I think there is
considerable advantage in doing that, Senator, because this old-age-
insurance froagmm isa ]onF-range program, and unless you have the
financing laid out the relationship between the benefits and the
contributions is likely to become confused.

Senator King, Well, I had in mind the fact there has been con-
siderable complaint, and justly, that we have been building up too
large & fund.

Mr. ALTMEYER. Yes,

Senator King. I was wondering if, by trying to anticipate what the
conditions will be 4, 5 or 6 years, or 7 years from now, we may not be
shooting in the dark.

The Crairman, Well, we do not change it until 1943, 'We go up
t0 1942, ' We do not affect, by these amendments, anything up to that.
Is that right?

Mr. AvrmeYER. Yes, sir.,

The CuairmaN., We merely freeze the present tax rate.

Mr. AurMEYER, For'3 years.

Senator King. In 1943, 1946, and 1949 you have those increases
to which you have just referred?

Mr. ALTMBYBER, Yes,

. Senator VANDENBERG. Are you going to discuss this tax question
in greater detail later? ,

r. ALTMBEYER, Yes, sir, This is a very brief statement, I will
be very glad to discuss it in detail. In fact, I have the material here
to discuss it in detail.

The Federal unemployment-compensation tax is modified so 28
to apply only to the first $3,000 of wages. That is the old-age insur-
ance tax now, which just applies to $3,000. So it puts the two taxes
on the same basis.
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Provision is also made for the reduction of unemployment-insurance
contributions under State law when States have a_certain reserve
fund and have met certain minimum benefit standards.

OLD-AGE-INSURANCE BENEFITS

As to old-age-insurance benefits, the old-age-insurance system has
been revised to start the ]{)uyment of monthly benefits 2 years sooner,
to liberalize the monthly benefits, to provide supplementary monthly
insurance payments for aged wives, and to provide survivors’ bene-
fits for widows, orphans, and dependent parents,

COVERAGE

As to coverage, certain additional employments are excluded by
the bill, such as student nurses, hospital internes, services for college
fraternities, fraternal, agricultural, horticultural, and voluntary
employees’ beneficiary associations. Services of employees earning
less than $45 per quarter for nonprofit oganizations are also excluded,

The term “agrcultural labor” is broadened to exclude at least
270,000 additional persons en(giaiged in the commercial harvesting of
crops and the processing and delivering of agricultural products.

hese additional exclusions apply to both old-age insurance and
unemployment compensation. About 1,100,000 additional persons
are brought under old-age insurance (seamen, bank employees, and
employed persons 66 and over) and about 200,000 persons (cflief‘y
bank employees) under unemployment insurance.

FEDERAL GRANTS TO STATES

As to Federal grants to States, the Federal grant per aged individual
is increased from 50 Eercent of not more than $30 per month to 50
percent of not more than $40 per month, This means that the maxi-
mum Federal grant per person is increased from $15 to $20 per month,

The CaarrMaN, You put & tax now on the unemployment-insur-
ance compensation which ordinarily comes to $2,000 a year, and he
paﬁ 3 Xercent, is that right?

r. ALTMEYER, Yes. )

The Cuammman, Now, in the House bill, you have limited it to the
first $3,000, and that is all?

Mr. AurMeyer. Yes, sir, That is the maximum that already
exists in the case of the old-age-insurance tax title,

Senator Gerry. Doctor, do T understand your position on this bill
to bo that in 1943 you would jump to what the present law calls for?

Mr. ALTMEYER, Yes,

Senator Gerry, And then you would increase it two-thirds?

Mr. Avrmever, It would double,

Senator Gerry. It would double?

Mr. Aurmeyer, Yes; because it is 1 percent each now, and it would
be 2 percent each in 1943,

Senator Gurrry, The 3 percent ordinarily would give you more
than it would now? o T

Mr. Avtmeyer, Yes. ‘

Senator Gurrpy, It would limit it to 8 percerit,

Mr. Avmveyer. It just takes care of the first step-up.
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Senator VANDENBERG. It does not make any difference what the
experience is,

S:i{?mtor Gurrey, At the same time, 2 percent is more than you
nee

Mr. AutMeYER, Yes.

Senator Gurrey. Before you leave the subject there, I wonder if
you could give me one or two figures, What reserve do you con-
template will have been acoumulated in 19437

r. ALrMEYER, You will find that figure on page 15 of the House
Ways and Means Committee report, table 6. The reserve at the end
of 1942 is estimated to be $2,441,000,000.

Senator VANDENBERG. Does that figure contemplate the benefit
contemplated in this bill?

Mr. ALtMEYER, Yes, sir.

Senator VANDENBERG. Is there anything in the bill which applies
to Secretary Morgenthau’s suggestion of the reserve which shall be
three times the benefits paid in 19487

I\gr. .AI?TMEYER. Yes; that is what this bill does; it applies that

ardstick.
y Senator VANDENBERG, Is that in the bill itself?

Mr. AvrmeyER. The bill provides for a board of trustees to report
to the Congress each year as to the actuarial status of the fund, and
to give particular attention to the question of whether the fund is
likely to exceed this three times the highest benefit payments during
the next & years, and also gives attention, of course, to the question
of whether the fund is like‘lg to be unduly depleted.

Senator Vanpensere., What would be three times the largest pay-
ment in the subsequent 5 years?

Mr. Avrmeyer. Well, if you take 1942, for example, the benefit
payments 5 years hence are nearly $1,000,000,000. So three times
that would give you about $3,000,000,000, and the actual reserve
estimated at the end of 1042 is $2,441,000,000.

Senator VanpenNsERrG. Under the rule of three, what would the
reserve finally become at its maximum in the course of the years?
Let me change the question. Go up to 1980, where we previously had
the figure, of $47,000,000,000. What would be the figure in 1980 under
the rule of three, instend of $47,000,000,000?

Mr. AvrMeYER. In 1980 it might get up to as much as $15,000,000,-
000-—thirteen to fifteen billion dqﬁ}ars. That is an outside figure.
I do not mean that the benefit estimates would be that in that year,
but the three times would amount to that.

Senator Vanpensera. That would be under the rule of three?

Mr. ArtMeYER, Yes, .

Senator Vanpenpera. I do not think that is unreasonable, What
I am trying to get at is that we now contemplate a jump of $15,000,-
000,000 instead of & jump of $47,000,000,000. ‘ :

Mr, Auvrmeyer. Yes; and I might add that the figures show that up
to 1955 the resorve that will be built up will be $7,700,000,000 by
that time, and unless the contribution rates were increased, or unless
there was o Government subsidy of some kind, it might decline from
that level. We have only estimated costs up to 1955, )

Senator VANDENBERG. Now let me ask you one other question
about taxes. You have stated the amount collected. Have you
figured what amount of that is delinquent and uncollected?
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Mr. AvrmMever. No. The taxes, you know, are collected by the
Bureau of Internal Revenue,

Senator VANDENBERG, Is that a substantial figure?

Mr. ArtvEYER. I do not think so, I think they have had very
great success in collections,

Senator VANpENBERG. You have not been impressed with the fact
that the pay-rell taxes have been a matter of great embarrassment
to small business, and in many instances have practically put them
out of business?

Mr. AvrmEYER. I have not seen any evidenco to that effect.

Senator VaNpENBERG, And you have not any figures about the
delinquencies?

Mr, Aurmeyer. No.

Senator VANDENBERG. Are those available?

er. %L’I‘MEYER. I think the Treasury could give you some estimato
on that?

Senator VanpeNBERG, I wonder if I could ask you to have your
staff get them and put them in the record?

Mr. ALTMEYER, Yes.

(The following statement was submitted by the Bureau of Internal
Revenue:)

No reports are received in the Bureau of Internal Revenue with respect to
those taxpayers who file their returns but who do not voluntarily submit remit-
tances in payment of the tax. In order to develop this information, it would he
necessary for the collectors to make s check of a]{ of their assessment lists since
the Social Sccurity Act hecame cffcctive.  However, a check of the records of
one of tho large metropolitan collection districts disclosed that hetter than 95
t;3ement. of the old-age ihsurance taxes assessed have heen col_leqtcd leaving less

han 5 pereent outstanding. Of that 5 percent outstanding it is reasonable to
assume that a large portion will eventually be paid by the taxpayers. It is
reasonable to believe that the situation in other districts is as good.

Senator ConnNaLLy. Mr. Chairman, before the doctor leaves this
line, he testified about the $3,000 unemployment-compensation taxes
modified so as to apply only to the first $3,000 wages. That is because
of the fact that regardless of a man's salary ho cannot draw over
$3,000 benefits; is that right?

Mr. AurMryER. Both for the reason you cito and for administrative
reasons, so that you ean get the two tax titles on the same basis.
The employers can make reports much more easily, There aro
other changes to bring the definitions in the two tax titles in uni-
formity, too, and we recommend in our report that consideration
might even bo given to combining the two taxes so that the employer
ma;[y make only one report.

he Crarman. Do you think that is possible?

Mr. AvrmeyEeRr. I think it is safer, first, to get the definitions in
uniformity and to see then whether it would ﬁe possible to take a
further step.

The CratrMAN. The States make one of the collections?

Mr, AvTMBYER. Yes; except, Senator, on the unemployment-
compensation-tax title, 10 percent of that is collected directly by the
Foderal Government and 90 percent by tho States, so there are Federal
collections both under the unemployment-compensation-tax title and
old-age-insurance tax title.

The Cuarrman, The 10 percent is collected direct from the taxpayer?



SOCIAL SECURITY ACT AMENDMENTS 9

Mr. AutmeyeR, Yes; it is collocted direet from the taxpayer, and
he furnishes the Bureau of Internal Revenue a certificate from the
State which he can use to offset the 90 percent.

The Cuairman. Now, you have got one provision in this House
bill where, before the States had set up the machinery under the
first collection that they had paid to the IFederal Government, we
give them a right to refund the taxes for 1936, 1937, and 1938?

Mzr. AutMeYer. Yes; there are a number of provisions in the bill
to take care of delinquencies in payment of taxes, and to forgive, or
to modify, the penalties that are involved.

Senator VanpenNsrra. May I ask you one further question? Is
it necessary to take the pay-roll tax up to 6 percent in 1948 in order
to maintain the rule of three?

Mr. Avtmiyer, Yes, siv.  As I pointed out, in 1955 it is possible
that the total amount of benefits paid may exceed the total amount
of collections. There is a wide range in the estimates as to what tho
benefit payments will be.  Senator Connally, I think, suggested when
we actually start paying benelits and have more data we will be able
to give you more exact estimates of future cost. Now it is pretty
much guessing regarding many factors,

The CuammMaN, It is the recommendation of your Board that after
1943 we do not tamper with the rate?

Mr. AvtmeYER. Definitely.

The CuamrmaNn. That we leave it open for study, and so on?

Mr. AurmeYER. Yes, sir,

Senator VANDENBERG., What does the Advisory Council recommend
on_that subject?

Mr. Autmeyer. Tt, of course, recommends that you not tamper
with the set-up next year.

Senator Vanpensera. That is the majority. The minority agreed
to this freezing, did it not?

Mr. Autmeyer. There are 3 or 4. There are 25 members on the
Advisory Council, and with the exception of 3 or 4 they recommended
that the step-up next year go into effect, because of the uncertainty
involved in making estimates,

Senator VANDENDERG. Did not they recommend something else?

Mr, AutMeyer. They recommended & study and that we report
to the Congress as to the 1943 step-up accordingly. Now, this bill
does provide, as T mentioned a few minutes ago, for a board of trustees
consisting of the Secretary of the Trensury, the Chairman of the Social
Security Board, and the Secretary of Labor to make u specific report
to the Congress on the status of this trust fund.

Senator VANDENBERG. Prior to 19437

Mr. Avtmeyer. Every yoear. .

Senator VANDENBERG. You think it is essential, do you, to main-
tain the sot-ups in this statute and not abandon the set-ups and
provide for subscquent congressional action de novo in regard to
these pay-roll taxes, after we have had our experience? s

Mr, Avrmeyer. I think that oven the conservative estimates indi-
cate the noed for those sot-ups if you are going to keep this old-age-
insurance system on a self-sustaining basis. Of course, if there is
going to be Government subsidy out of the general fund then you
might do otherwise, but if you want to keep it on a self-sustaining
basis 1 think it is essential that you retain the present contribution
rates,
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Senator VANDENBERG. As you know, in the course of all this con-
troversy I never wanted to disturb the actuarial integrity of the
system. I simply thought that the full reserve was not necessary
to the actuarial integrity. ‘ '

Mr, Auvrmeyer. Yes. This large reserve, which really never was
what the insurance companies would call & full reserve, is the result to
a considerable extent of the pattern of bensfits that is provided in the
present law, where you start out with a very, very small annual cost
and end up with & very large annusl cost. Now the provisions of
H. R. 6635 provide a different pattern of benefits, where the benefits
payable in the early years are much more adequate than under the
present law, but are tapered off in the later years, so that there is not
such a steep increase in the benefit disbursemients. That euts down
the excess collections in the early years and automatically cuts down
the reserve. )

The CuarrmaN, The action of the House carries out the recom-
mendation of the Board with respect to that?

Mr. Aurmeyer. Yes, sir.

Senator Vanpensera. The only thought I had was this 8-percent
pay-roll tax in 1048, which scares about half of the little-business men
in America almost to death, in view of their experience to date in
their difficulty to pay their part of the 2 percent, and while I would
not want to delude them regarding the future, it seems to me, if there
wag any chance in regard to our experience in the next 9 years that
is going to permit any alleviation of that tax, the most seemingly en-
couragement that we could give them now would be to suspend the
subsequent schedule pending our experience and subsequent con-
gressional action before the time comes to apply the tax.

Mr., Avrmever. I think that would endanger the entire contribu-
tory insurance idea. It would throw your whole financing into a
state of uncertainty. Every Congress would be confronted with the

uestion then of: Shall we or shall we not? You would not be sure
that you would have anything like a contributory insurance on any-
thing like & self-sustaining basis. © =~ ‘ -

Senator ConnaLLY. Your idea now is to suspend it for 3 years, to
leave it under the existing law, and if we need to change the existing
law w'? have got several years in which to do it. That is correct, is
1t not : ’ L

Mr. ALtMEYER. Yes, sir. o o

Senator GeErry. You are not in favor of suspending it now?

Mr. Aurmever. 'You mean suspending the step-uip next year?

Senator Gerry. Yes. ' T s L

Mr. Avrmever. We think it endangers the contributory prmcii)le.

.Senator Gerry. I thou%ht I understood gour' testimony correctly

Mr. Avrmeyser., What I mean ‘to $ay, Senator, is' that it is not
entirely an expert question, it is & question of the public reaction.
You see, we are making recomtendations which will greatly increase
benefit payments in the early years, and at the same time conitribu«
tions are made less. Well, that seems strange. ' It scoms ns though it
is' something like a miracle that you can increase the berefit pay-
ments and reducs the tax payments at the same time. . If the public,
if' the contributors dnd beneficiaries, got the notion that there was not
really much’ connection betweén’ contributions dnd benefit paymients,
then the whole ided of the contributory system would suffer.’” ¢ ~ !

JEETEN
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The CuairMaN. Doctor, let me get clear on this question that I
asked you. It is the recommendation of the Board to freeze the
present tax up to 19437 ‘

Mr. AvrmMeYER. No; that was not the recommendation of the Board.

The CrairMan. That was not the recommendation of the Board?

Mr. AurMeYER. The Secretary of the Treasury submitted four
different alternatives to the House Wuﬁs and Means Committee, and
one of those alternatives provided for the freezing of the tax, and that
is incorporated in this bill. As I say, it is not a matter so much of
expert opinion as public psychology involved in the idea of the con-
tributory insurance principle.

The CrairMaN. But your desire, and the desire of the Board is
that if we accept the philosophy of freezing it to 1943, that we do not
disturb the law at this time?

Mr, AvrMeyer, Yes, sir, : o

The CuarrmaN. That is to go into effect in the present law for
1943 and the years following?

Mr, Aurmayer, Yes,

Senator Gerry. What would the 1943 rate be?

l\l/{r. AvLt™MEYER. Two percent eacl, instead of the present 1 percent
each. o ‘

Senator VaANDENBERG, You simply clip the 1% percent set-up; that
is, you go from 1 to 2 percent? '

Mr, AvtMeYER, Yes, , X

Senator Kinag. Dr, Altmeyer, I read carefully all of your testimony,
which came in several volumes, in the House hearings. After the
discussion there, and in further consideration, if you needed any
further consideration, you still adhere to the views that you expressed
in your statement before the:House Ways and Means Committee in
the general discussion on the bill? oo : ;

r. Aurmeyer. Yes, sir.: . C . L

‘Senator King. 'And the testimony which you give this morning is
in harmony with the statement'which you made before the Committee
on'Ways and Means? - S T i

Mr, ALTMBYER, Yes, sir;so far as I can recollect, You may find
some inconsistencies, . - ‘ L

Senator Kina. You have referred to the paradox of increasing the
benefits and reducing the contributions. In increasing your benefits
have you not compensated for the increase by a decrease in the
ultimate benefits? . :

Mr. AuTMEYER: Yes. ‘ ' oo ‘

Senator King. So the grand total of benefits remains the same? .

Mr, AurmeyER. Yes, sit; that is right; over 40 or 45 yoars. . :

Senator Kina. That does not make it-quite so much a paradox? -

Mr. Avemeyer, Nogsir, - . 0 o e

Serniator Kina. In your statements in the hearing before the House
Committee on Ways and Means you confess that some of the views
were almost guesses, as to the:effects of the different rates and the
future rate,” < R R TN RPN

Mr. Avrmpyer, Yes, sir, R o

"Senator KiNa. So that the actuarial experience was not such as to
enable you to determine, with any degree of certitude, just what the
situation would be in & giveh year? : .00 1. o o) oy

Mr. AurMeYER, Yes, : NHRET
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Senator Kina. You still adhere to that view?

Mr, ALT™MEYER. Yes, sir.

Senator King. There is very much uncertainty when you attempt
to fix rates and determine what the result will be?

Mr. ALrMEYER. Yes,

The CuairMaN, The law is filled with uncertainties.

Senator King, Human nature is filled with uncertainties.

Mr, AurmeYer. I was discussing the old-age-insurance benefits.
The House bill revises the old-age-insurance system to start the pay-
ment of monthly benefits 2 years sooner, in 1940 instead of 1942, in-
creases the monthly benefits that are payable in early years, provides
o supplementary monthly insurance payment for aged wives, so that
a married man would receive more than a single man when he retires,
and provides for a survivor's benefit for widows or for dependent
Imrents. If a man died there would be certain benefits payable to

his widow, orphans, and if there were not a widow or orphans, to
dependent parent, or parents,
he CuairmMan. That is not based on need, that is paid as a matter
of right and principle, that they have acquired this fund?

Mr. AurmeYEeR, Yes,

The Cuairman. And these dependents are entitled to it?

Mr, ALTMEYER. Yes,

T?he Cramman. It applies to children below 18 years of age, does it
not

Mr. ALT™MEYER. Yes, sir,

The Cratrman. And it does not make any difference if the wife has
plenty, she gets one-half of whatever the husband gets, is that right?

Mr, Autmever. Yos, sir.  In the cage of widows and orphans it is

robable that need exists. Now in the case of dependent parents,

ecausoe it is not so probable that all parents will be dependent upon
these persons who die, the committee proposes that only parents who
are totelly dependent at the time of death shall share, but if the total
dependenry exists at the time of death then the right to a benefit
continues without any subsequent reinvestigation of need. That is
the same as it is under most workmen’s compensation laws.

The CuairmMaNn. To what extent do they share?

Mr, AvrmeyER. The same as a child would, namely, 50 percent of
the basic benefits,

The Cuairman. Suppose that the father and mother are both living
and dependent?

Mr, Aurmeyer. The dependent parents shave only if there is not o
widow or an orphan under 18. The committee felt concerned about
the case of the unmarried person who would die and leave no widow,
no orphans, and might leave a dependent parent. They wanted to
take care of that situation, and they therefore put in dependent parents,
but only in the event that no widow or orphan under 18 was left by
the deceased. .

The CuatrMan, Well, suppose tho deceased left no dependent
father or mother, no dependent children or no wife, what becomes of
the funeral expenses?

Mr, AvrmeYER, Well, there is a provision for a small lump sum to
take care of funeral expenses,

The CuamrMan. Any of the kin, if they get the money, would

pay it?
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Mr., AutmeyER. Yes, sir.

Senator King. The administrator of the estate, possibly.

Mr. Avrmeyer., There is a provision that you can pay to a close
relative instead of going to the necessity of probate.

The CuaimrmaN, What is the amount?

Mr. ALtMEYER, Six times the basic monthly benefit of the deceased.

Senator Kina. Did you experience some difficulty in reaching the
conclusion in respect to the depreciation of any funds that might
inure_to the benefit of an employce, in view of the multitudinous
questions that may arise as to whether the children or the mother,
or the estate should reccive the sum?

Mr. Avrmeyer. There is a specific line of descent put into the bill,
o you do not have to turn to the various laws of the States to deter-
mine who gets it, and under what circumstances,

Senator Kinva. Did you discover whether in Great Britain and in
Germany—1 will not comment on the kind of government they have
now, but soon after they had established this system—did you ascer-
tain whether they followed the same method of disposition of the
fund as you have attempted to follow here?

Mr. ALrMEYER. Most of the foreign systems follow the same
ideas expressed in this House bill, and In our recommendation,
namely, that provision is made for benefits to the aged person when he
becomes a certain age, and benefits are provided for survivors in case
of premature death, and no benefits are payable to estates, the whole
idea being to furnish the maximum protection at the minimum cost.

The CuairmaN. Under the present law the lump sum is paid?

Mr. ALtMEYER. Yes, it is, and the lump sums paid to the estate
evontually would amount to a considerable figure. )

The CHAIRMAN. You think that there would be a saving in this
trentment?

Mr. ALTMEYER. Yes; it would not be possible to provide these
supplementary benefits and these survivors’ benefits that I have
mentioned, at the same cost unless there were savings in other
respects—this lump sum to the estate, for example, and the shaving
down somewhat of the benefit to the single person in the distant years.

The CuairMaN., Have not you changed it in this House bill to the
amount of payment that will be made by virtue of the average wage
they have received over a certain period?

Mr. AutMBYER, Yes, sir; we recommend changing the base from
the total cumulative earnings to average wages, hat enables us
to pay benefits related to the average wages in the early years and
not get out of line in the later years, Or, putting it in another way,
the benefits in relation to average wages are constructed in such a way
that they bear a reasonable relationship in the early years, and then
for each year that the man is in the system he gets 1 percent increase
in his benefit, so that every person does benefit the longer he is in the
system.. The effect is that the average monthly benefits in the early
years are highor, and the monthly avernge benefits in the later years
are lower for the single person, but with the supplementary benefits
for the aged wife, for example, the married man will get more even in
the later years than he would under the present system.

The CuairmMaN. Don'’t you think, Doctor, that this system that is
recominended in this House bill would help relieve the unemployment
situation, or the W, P, A., as I will put it,

160883-—80—-—2
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Mr. Arvrmeyer. I think it would help greatly. For example, we
now have, on W. P. A,, thousands of mothers with children who are
dependent because of the premature death of the father. We have
hundreds of thousands of mothers with dependent children on what
we call mothers’ pension in the States. Our figures show 42 percent
of the children who are now being aided in the States under mothers’
pensions laws are being aided because of the death of the father. As
this insurance system gets into operation and a young man dies
leaving & widow und children there will be benefits payable until the
child becomes 18 years of age, It ought to remove a largo proportion
of these dependent children from the State mothers’ pension rolls, and
also ou%ht to remove some of them from the W. P, A, rolls.

The Cuamrman, Could you tell this committee if there is any plan
on foot of removal from the W. P. A,, if the W. P. A, should be con-
tinued at that time?

Mr., AvrmeYsr. I do not know.

The Cramman, Or give us any assurance that any order will be
expressed to that effect? )

r. ALtveYER. No, sir; I could not.

Senator ConvaLLy. That would be a question to be put into a
W. P. A. bill, would it not?

Mr, ALTMEYER. Yes. .

Senator Lonae. Dr. Altmeyer, could you give the committee some
idea as to how many people of 65 years of age and over, as of 1940,
would come under these provisions, just roughly?

Mr. Aurmeysr, Yes, The number in 1940 is not so very large,
even with the revision, '

Senator Lopar., Well, is it about a million? :

Mr. Avtmeyer. I have not got the figures. I think it is probably
about a couple of hundred thousand.

Senator Lopae. A couple of hundred thousand?

Mr, ALTMEYER. Yes, :

Senator Lopar. Do you know what the proportion is of people
over 656 who abe single? -

. er. ArrMeYER. A rolatively small proportion of men over 65 are
gingle. - c
enator Lopar. A very small proportion who are single?

Mr, ALYMEYER. Yes, ‘

Senator Lopar. It is true, is it not, that these increases, or is it
true that these increases are made to some extent at the expense of
the single people? ‘ ' ‘ ’

Mr, ALT™MEYER, Yes, sir. : :

Senator Loban, What would be the percentage of single people?
Would it be over 10 percent or 20 percent?

Mr. Aurmeyer. By “single’” you mean the widower?

Senator Lopan, Yes, - ) ‘ ‘

Mr. Aurmeysr, The widowed as well as the single? ~ -

Senator Lopae. Yes. o ' S

Mr. Avtveyer. T think that about one-third of all men, age 65 and
over, are single, oo R

Senator Lopae, One-third? -

Mr. AvrMeyER. Yes. ‘ , x

Senator LA Forrerre. T have some spécific-and detailed questions
that I would like to ask you, concerning the effect of these arbitrary
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dates which must be set up under this present approach. Would
you prefer that I wait until you finish your statement?

Mr. Auvrmeyer, Under old-age insurance, you mean?

Senutor LA FoLLETTE. Yes,

Mr, Avrmeyer. Yes; I would. I think there will be a great many
questions that you would want to raise of that character.

Senator Connarny, Mr, Chairman, don’t you think it would be
well for the Doctor to go ahead and finish his regular statement?

Senator La Forrerre. That is agreeable to me, but inasmuch as
every other Senator questioned him I did not want to preclude my
right to come in under this general questioning.

Senator ConnaLLy. My suggestion was not suggested by the
Senator from Wisconsin’s questions, but by what the Doctor himself
said, I will promise not to ask any moré questions, - ‘

The Cuatrman. This is a peculiar situation here. The House has
had this bill for two or three months and this committee is not familiar
with it, so we have got to ask questions all the time.

Senator ConnaLLy. Mr. Chairman, let me interrupt you there.
Don’t you think, though, if he goes ahead and presents his statement
he would answer a lot of things that would be asked now if they do not
know what is going to follow? When he gets through we will put him
on the griddle and ask him anything we want to. He probably will
answer o, lot of things if we just let him alone. :

Mr. AuvrmEYER (resuming the reading of his statement): :

Aid to dependent children is increased from one-third to one-half
a,n]d t.llxe age limit raised from 16 to 18 if the child is regularly attending
school.

Vocational rehabilitr.tion grants are incrensed by $1,000,000 per
year from $1,938,000 to $2,938,000. - R S

Puerto Rico is made eligibie for grants for maternal and child
welfare, vocational rehabilitation, and public health, :

OLD-AGE INSURANCE

In considering the old-age insurance system, it should be borne in
mind that it is separate and distinct from the Federal-State program
of old-age assistance. Under Federal old-age insurance, benefits are
payable as a matter of right irrespective of individual need, and in
relation to past earnings. Under Federal-State old-age assistance,
payments are made only on the basis of individual need as deter-
mined by the State, -,

Our present system of old-age security thus embodies two principles:
The insurance program related to the individual’s past earnings and
the assistance program related to his present need.

. The basic program of old-age insurance is to make the system more
immediately and fully operative without destroym% the reasonable
rolationship which must exist in such a program between benefits
payable and past earnings. For the protection of future beneficiaries
and future taxpayers it is essential that this.reasonable relationship
be maintained; just as-in the case of old-age assistance it is necessary
‘to maintain a reasoneble relationship between assistance granted and
the needs of the individual, .. - =~ T S S

The present old-nge-insurance system, while maintaining a, reasons

ableirelationship bstween past earnings and future benefits, provides
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proportionately greater protection for the low-wage earner and the
short-time wage earner than for those more favorably situated. In
other words, it recognizes presumptive need as an essential considera-
tion in any socially adequate old-age-insurance system. But the
presumptive need toward which social insurance is directed must be
distinguished from the specific noed, as established by investigation,
which public assistance is designed to meet. To allow for presump-
tive need, the old-age-insurance system gives much greater weight to
the first $3,000 of accumulated earnings than to subsequent earnings,
1t is thus possible for a person retiring in the early years of the system
or for a low-wage earner retiring at any time, to receive very liberal
benefits in proportion to his past earnings.

But every worker, regardless of his level of earnings or of the
length of time during which he has contributed, will receive more
by way of protection than he could have purchased elsewhere at &
cost equal to his own contributions, In other words, the system
recognizes the principle of individual equity, as well as the principle of
social adequacy. It has been possible to incor%omt.e in the system—
I am still speaking of the present system—both these aspects of
security by utilizing o larger proportion of employers’ contributions
to pay benefits to those retiring in the ear]({ years, and to low-wage
earners. A similar procedure is also followed in private pension plans,
Such plans recognize that the employer must contribute more liberally
in behalf of older workers if they are to have sufficient income to retire,

The Board’s recommendations with regard to revision of old-age-
insurance benefits arve as follows:

1. Monthly benefits should begin in 1040 instead of 1942,

2. Supplementary benefits should be provided for aged wives.

3. Benefits should be based upon average wages instead of total
accumulated wages.

4, Benefits should be provided for widows and orphans instead of
the 3%-percent lump-sum pn{mentﬁ now provided.

These recommendations of the Board with respect to benefits have
been embodied in H. R, 6635, In addition, the Ways and Means
Committee hes added two other previsions. First, benefits are pay-
able to the dependent aged parent of a deceased individual who leaves
no widow and no unmarried child under age 18. Second, upon the
death of an insured person who leaves no one immediately entitled to
& monthly benefit, a small lump sum is paid to a surviving close rela-
tive, or if no such close relative, to the person assuming responsibility
for the funeral expenses of the deceased to the “extent of his
resg)onsibilities.

enator GERrRY. What page is that of the bill?

Mr, AurmeYER. Page 17,

Although the committee added these two types of benefits to the
bill the total over-all cost of the system—that is the cost ovaor the
next 40 years or so—is still within the over-all cost of the present
Sf;lstem. Moreover, while it was necessary, in order to accomplish
this result, to eliminate the lurlge lump sums to estates of deceased
workers that eventually would have been payable and to scale down
somewhat benefits payable in distant years to single persons, the tax
and benefit plan under the old-age-insurance provisions of H. R. 6635
are so formulated that every worker will receive more in protection
for at least the next 40 years than he could purchase from a private
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insurance company with his own contributions. Even in an extreme
case of a single person earning $250 per month, that is the maximum,
for the next 45 years the annuity purchaseable elsewhere would amount
to only 30 cents (E)er month more than the $568 per month such person
would be entitled to under the revised plan.

COVERAGE

The Social Security Board is of the opinion that it is sound social
policy to extend old-age insurance to as many of the Nation’s workers
as possible. It believes that it is administratively feasible to provide
this protection for large numbers of people who are not yet covered.

Even with its present limited coverage—estimated to include at
any time only 50 percent of the Nation’s gainfully occlif)ied popula-
tion—at least some small measure of protection is already being fur-
nished by the old-age-insurance i)ro ram to two-thirds of those
gainfully occupied. This is due to the fact that a great many persons,
usually in excluded occupations, work in covered employment from
time to time. However, since the adequacy of this protection depends
to a considerable extent upon the length of time the individual ac-
tually works in covered employment, it is highly desirable that cover~
age be extended as rapidly as administratively feasible.

AGRICULTURAL LABOR

As regards agricultural labor, the Board believes that the “agri-
cultural labor’’ limitation on coverage should be modified. It is, of
course, apparent that the problem of covering the independent farmer
cannot be finally solved, except as part of a general program to cover
the self-employed. It is also recognized that the complete inclusion
of employees engaged in agricultural lebor is fraught with great
administrative difficulties, owever, the Board believes that the
inclusion of large-scale farming operations, often of a semi-industrial
character, would reduce rather than increase administrative difficulties,

At present it is almost impossible to delimit the field of “agricul-
tural labor” with anything like the certainty required for adminis-
tration and for general understanding by employers and employees
affected. The extent of the exception is shadowy indeed where the
producer also engages in processing and marketing.

The Board recommeonds that the language of the present exception
relating to ‘“‘agricujtural labor” be modified to make it certain that
this excoption applies only to the services of a farmhand employed
by a small farmer to do the ordinary work connected with his farm,

he Board further recommends that, with o reasonable time allowed
before the effective date, the:‘‘agricultural labor” exception be elim-
inated entirely. The Board’s recommendation in this respect is not
in accord with the changes made by H. R. 6635. As already stated
. R. 6635 considerably expands, instead of contracts, the definition
of agrioultural labor.

DOMESTIC SERVICH

The Board recommends that the exception of domestic service be
eliminated with a regsonable time allowed before the effective date.
It is believed that the principal administrative difficulties with respect

.
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to domestic service will be oyercome, (f'ust a8 they will be in the case
of agricultural labor, when the individuals affected become generally
informed as to the benefits and obligations incident to coverage. The
House bill expands the definition of domestic service to include serv-
ice for a college fraternity, so that service performed by commercial
agencies might even be excluded.

The CuairMaN. Explain thet a little better there. I do not
understand it.

Senator ConnaLLy. That is the exemptions?

Mr. Arrmeynr, That is the exemptions. The present law provides
for oxemgt.ions of domestic service in private homes. The amend-
ment in B, R. 6635 would provide for exemptions of domestic service
in college clubs, fraternities and sororities as well, and it does not
restrict that service to the service in the employ of the fraternity or
gorority, or the college club, and so theso large catering and servicing
organizations thet deal with fraternities, sororities and college clubs,
and do all the work for them, might be exempted under this language.

Senator VAanpENBERG. I judge you are opposed to that?

Mr. AurmByER. Yes, Sir.,

Senator Connarny. You would not exempt them if they did
e;zcl;lsively, fraternity college work, if they did not eater to anything
else

Mr. AvtmMeYER. 1 am speaking of when they do the work for these
fraternities.

The CramrMan, Did I understand you to say you oppose this pro-
vision in the bill?

Mr. ALTMEYER, Yes,

Senator VANDENBERG. Are they in turn employing college boys for
pertly commercial Ipurposes? .

Mr. Avrveyer, It is partly a commercial matter. They pay
them a lump sum, or a certain percentage, and the fraternity is re-
lieved of that part of its affairs,

Senator Davis. Would you say that even though they employ
students to do the work in these college clubhouses?

Mr, Avrmpyer. We recommend in these cases of nonprofit organ-
izations that the first $45 of wages that are earned during a given

uarter not be considered. If wo make that $45 cash, since most of
these students who are working their way through (working in the
fratornities, and so on), get far less than $45 in cash, in addition to
their board and room, that sort of proposal would exclude these
students working in these fraternity houses.

Senator Davis, Even though they are working for the eaterer?

Mr. Aurveyer, No, This $45 only applies to employees of non-
profit organizations, Tt would take care of these fraternal organi-
zations that have the people scattered throughout the dountry,
handling the collection of dues, who probably do not carn 845 per
quaerter, We have had considerable complaint from a number of
fraternal organizations that it is'a nuisance, that the amount of bene-
fits built up through the coverage of these agents, or members, who
have taken care of the dues collections is not worthwhile. We have
no objection to excluding that, but when it_comes to, full-time em-

loyees then we think, unless there are administrative difficulties
Ku;olved,’ they ought to be given the protection of the Social Security
ot e

.



L, T

SOCIAL SECURITY ACT AMENDMENTS 19

Senator Davis. Does not the caterer himself, within these college
fraternity clubs, base his service charge on the help that he has to pay
within the club, and if he gets the student to do the work and pays him
just probably for the time being, while he is there—would he get under
1

Mpr. AviMEYER. Under the present law the student, if his employer
is & commercial caterer.

Senator Davis, If he is employed by the caterer?

Mr. ArtveYeR. Yes; just like the people down town who hire
student help have to contribute on that basis.

Senator Brown, Dr. Altmeyer, it is your recommendation to ac-
tually, under the House bill, excuse such employees?

Mr. AurMEYER. No, sir,

Senator Brown. All domestic labor is excluded by the bill which
pessed the House Saturday?

Mr. AvrmEYER, Yes, sir.

Senator Gerry. Doctor, did you make an exemption there raising
the age limit from 16 to 18 on dependents?

Mr. AvrmeEYER. Dependent children.

Senator GERRY. Wﬁat s that limitation? You said something
about if they were in college.

Mr. AvrmeyeR. If they are regularly attending a school.

Senator GERRY. For example, if a boy was studying a trade, would
Ee bﬁ gxempted, or would the boy who is going to college get the

enefit

My, ArtmeyER. Of course, it is up to the age of 18, That usually
just carries him through high school.

Senator Gerry, You have raised it from 18 to 18, haven’t you?

Mr. AvtmeyeR. Yes; but I say that the age limit of 18 would only
oarry him through high school. . L.

Senator GErrY. But you are makm% o distinetion between the
boy who is studying a trade and the boy who is going to school.
That is what T was getting at. ‘

Mr. ALTMEYER, 6nder the aid to dependent children, that is the
State mothers’-pension laws, the action of the House was to match,
in the case of children between 16 end 18, if the child was regularly
attending a school, and the question whether he is regularly attending
the school is loft to tho determination of the State administration.

Senator Gerry. If the child who is regularly attending a school
gots the benefit, whilo the child that has to go out and work does not,
] lnot;1 ;,ha,t & discrimination in favor of the child who is attending the
schoo - ‘

Mr. AvtMEYER. You are speaking now of aid to dependent children,
are you not? ‘ . C

Senator GErry, Yes.

Mr. Arrmeyen. That is because if the child is going to.school the
mother is obliged to talke care of the support of that child, and the
aid to dependent children is all on & needs basis. S
. Senator GERRY. Su];:lpose a_child is learning o trade, or something
like that, then that child would not get the benefit? . .

Mr. Autveyer. Thet is right. o N

Senator Gerry. That child would be really discriminated against?

Mr, Avrmever. You mean if the child is really learning a trade.
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Senator Gerry. If he is learning to be a skilled mechanician, he
would be at a disadvantage with the other child?

Mr. AvrMeEYER. Yes; that is right,

. Tl?le CHarMaN, Have you any comments to make on that sugges-

tion

Mr. AvtveyER. I think that that is a good point that Senator
Gerry makes. I do not know whether it could be worked out ad-
ministratively to take care of that situation, because the line between
the bona fide a?prentice and what employers call “learners” is very
shadowy, and if you try to write it into law I think you would find
a great difficulty in doing so.

Senator Vanpensrra, How could you hire anybody like that under
the Wages and Hours Act?

The CHamrMaN., The Wages and Hours Act permits apprentices
to be employed?

Mr. AvtMEYER. Yes.

Senator GEorRGE. But Kou cannot get them in under that?

Mr. ArvrmeyEr. I think the Senator was inquiring about learners,

Senator VANDENBERG, Yes.

Mr. Avtmoyer. I do not recall what the provisions are about that
in the Wages and Hours Act.

The CuairmaN. Go ahead, Doctor.

MARITIME EMPLOYMENT

Mr. Aurmeyer, As regards maritime employment, the present
exclusion of maritime employment has been eliminated by H. R.
6635. The Board recommends that employees of American air lines
outside this country also be brought  under in the same manner,

The recommendations of the Board with respect to Federal and
State instrumentalities and the employer-employee relationship, as
well as with respect to allowing benefit credits for wages earned after
65, have been incorporated in H. R. 6635,

NONPROFIT ORGANIZATIONS

The Board recommends the inclusion of service performed for
religious, educational, charitable, and similar nonprofit organiza-
tions. The Board foresees no serious administrative difficulties in
such inclusion. The House bill somewhat expands the present
exclusion of service for nonprofit organizations, by excluding services
for college fraternities, fraternal, agricvltural, horticultural, and
voluntary employees’ beneficiary associations.

Senator Brown. Dr. Altmeyer, I notice on page 100 of the bill the
bill excludes railroad employees. That is because they are included
in another act?

Mr. ALrMEYER. Yes.

Senator BRown. On the Great Lakes the sailors of the large bulk
carriers have a provision for social security, such as the Pennsylvania
Railroad, for example, has.

Mr. ALrMEYER. Yes.

Senator Brown. Now how do you work in the social security plan
with a private employment plan that is alrendy set up and has a lorge
fund actually operating? How do you dovetail the two?

'
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Mr. ArrmeYer. We do not dovetail, Tho private pension plan
must adapt itself to the basic old-age insurance plan, and practically
all of them have done so. The private pension plans that were in
existence have adapted themselves, so they are superimposed on the
basic Federal old-age insurance system. There have also been a
great many new ones that have been set up that bave done so.

Senator Brown, Was there any objection indicated in the House
hearings on the part of the Great Lakes sailors as to the compensation
plan that they have?

Mr. AutmEYER, No, sir,

Senator Brown. So far as this idea is concerned?

Mr. Avrmeyer, No, sir,

Senator Brown. No ohjection?

Mr. Aurmeyer. No, sir,

Senator Georar, Doctor, you say “The Board recommends the
inclusion of service performed for religious, educational, charitable,
and similar nonprofit organizations.” Does the House bill include
that recommendation?

Mr. Avrmeyer. No, sir,

Senator Georan. It excludes it?

Mr, AurmeYER. It excludes it.

Senator Loper. Doctor, before completing the topic called old-age
insurance I wonder if you can_confirm certnin fundamental figures
about the old-age picture. As I understand it, in 1940 thero will be
8,000,000 people 65 years of age; is that about right?

Mr. AvtMEYER. No.

Senator Lopae. Is it not estimated that one-third of those are not
in need of any form of public assistance?

Mr. Avtmever. No.

Senator Looar. That leaves about five or six million that will be
takon care of. Title II, with these changes, would take care of about
how many?

 Mr. Avrmeyer. About a couple of hundred thousand. I am just
giving the aged, hecause, you see, we have widows and orphans in
addition.

Senator Lopar. That leaves, roughly, about 4,000,000 to be taken
care of by. old-ago assistance?

Mr, AurmeYER. No, no. There are about one-third that probably
are in need of public assistance, one-third of that 8,000,000.

Senator Lopae. One-third that are in need?

Mr. Autmeyer. Yes.

Senator Lopes, I think the statistics reveal onc-third that were
not in need,

Mr, Aurmeyer, There are about two-thirds that are either being
taken care of by their children, relatives, or by public assistance, but
only about one-third who are in need of public assistance, that have
no means of suipport of their own and have no children who are able
or willing to take care of them,

Senator Lopee. What I have in mind is the table showing the
number of people of 65 years of age who do not need any form of
public funds, who can maintain themselves, or who are being taken
care of by the family, and then have the table show the provisions
that have been made for the remaining two-thirds, so that we can
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heve the entire picture regarding the people ol 65 years of age and
over before us. Can you furnish that?

Mr. ALTMEYER. Yes.

Senator Lopge. Thank you very much.

Mr. Avtveyer. That is as regards old-age assistance.

The Caairman, I will ask you to furnish that for the record.

Mr. AurMEYER. Yes,

(The material submitted is as follows:

Estimaled economic slatus of persons 65 and over, Jan, 1, 19,0

Porcentago
Economie status of persons dependent on specified meaus of suppoct Number d‘i’tﬂbu'
on
Total cstimated number of persons 65 and over in the United States, Jan. 1, 1010.| 8,370,000 100
A, Dependent on self or on spouse 3, 650, 000 42
1. Dependent on self by reason of saviugs, earnings, annuities, and pen.
e 8, 100, 000 k14
2. Wives dependent primarily on husbands in (1) above (also includes
husbands dependent primarily on wives in {1) above).....ccacennea.. 150, 000 5
B. Dependent on children or other relatives_........cocevueas .- 2,220,000 27
0. Dependent, wholly or partially, on publle or private social agenoles......... 2, 600, 000 31
1, Invocsipt of old-age nssistance or afd to the blind__.......... .| 2,080,000 25
2, In roceipt of public Insti 1 or nonlust! i
440, 000 5
70, 000 1

Senator Brown. Dr. Altmeyer, in line with the question that Sen-
ator George asked, there is serious opposition on the part of the religi-
ous, educational, and charitable organizations coming within the Social
Security Act, is there not?

Mr. ALTMEYER. Yes.

Senator Brown. For instance, the college organizations?

Mr. AvtmeYsR, Yes.

Senator BRowN. You want to bring them in?

Mr. Avemeyer. From the administrative standpoint they can be
easily brought in, but from the standpoint of public understanding
there may be a question as to bringing them in. We are not passing
upon that. I might say, so far as the educational institutions are con.
cerned, the Association of College Presidents voted that they wanted
to come under the old-age insurance but not under the unemployment
compensation. As re%ards most of the religious organizations, I think
they do not want to be under either.

The Cuairman, What are your views of a fraternity such as the
Moose organization?

Senator Davis. You better ask me about & hundred others that
I belong to. Let me ask you this: A number of these fraternal
organizations, since the honorable chairmen called attention to it
many of them have their homes for children, their schools, educational
facilities, and one or two that have educational facilitics that are
ecﬂxal to high-school education, They have religious staffs on their
schools that are composed of meny different religious organizations,
I cannot quite understand why a religious society is exempt and yet
a branch of a fraternal society, which has religious service and religious
instructors, is not exempt from it. The same might apply to an
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educational institution. This particular society that I have reference
to has a school that gives education equal to a high-school education
and it has a trade school as well, in which they teach o trade, as well
as giving them an equivalent of a high-school education, It is con-
sidered one of the great high schools. That is under the supervision
of the educational director of the State. Now, why is it that you
oxempt educational institutions and yot in these fraternal organiza-
tions that have a school equal to a high school you do not exempt
that part of the fraternal work?

Mr. ALT™MEYER. You always get those border-line cases whenover
you have categorical exclusions. Some fall within the category and
some fall just outside of the category, although they may be very
much analogous to those within the cate%m'y.

Senator Davis, The same thing applies to religious education.
Tor instance, they have a church there for the many different denomi-
nations, yet overybody in the community I have in mind, or several
communtties I have in mind, have a church. They have the largest
church school probably in that particular neighborhood, and yet they
have to pay unemployment insurance on the priests, the preachers,
and the Sunday school representatives. They pay unemployment
insurance and they pay the old-age annuity, I think, and yet they
are excluded on the outside. In addition to that I know of one that
has a farm of more than a thousand acres, that they have to pay
unemployment insurance and old-age insurance on the people that
are employed on that farm,

Mr. AumeYER, They will not under this bill any more.

Senator Davis, They will not under this bill?

Mr. Autmeyer, No,

Senator Davis. Are you sure that the religious side, the educational
?)i"lilgf or agricultural side of those schools will be exempted from the

i

Mr. Avameyer, No; I am just sure about the agricultural, because
the agricultural definition exempts now any person doing work on &
farm, whereas under the present language this organization you speak
of, running a farm, might not be considered to be engaged in agricul-
ture.

Senator Davis, Why discriminate against o fraternal organization
that is in_educational work and that probably has 700 or 800 in the
school? Why discriminate against them?

Mr. AvTmeyer. I think the ones being diseriminated against are
the ones that are excluded.

Senator Davis, Why bring them in? While you are exempting
them why should you not exempt them if the fraternal organizations
conduct roligious services? Why bring them in under that if they
have educntional facilities?

Mr, AvrMever. It is a matter of definition. You can solve all
these anomalies by bringing them all in, as we have recommended. -

. Senator Davis, Yes; you can; but you have not yet given exemp-
tion to the church. You give exemption to agriculture and you give
exemption to education, and yet, because a fraternal organization
is involved, you bring them in. If you dre going to exempt one you
should exempt them all, or if you bring one in you ought to bring
them all in.

Mr. Avrmever. I get your point,
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UNEMPLOYMENT COMPENSATION

As regards unemployment compensation, the Board has recom-
mended the placing of & $3,000 limit in unemployment compensation
ag in old-%ge insurance, which will save employers about $65,000,000
a year. Furthermore, the provision for refunds and abatements to
employers who paid their 1937, 1938, and 1939 contributions late to
the States will save employers about $15,000,000. So when added to
the changes made in old-age insurance tax rates which will save em-
ployers $415,000,000 in the next 3 years, it is clear that a substantial
reduction in employers’ tax liability has been achieved.

The Cumamman. Did not we pass once before a rosolution that
gives them that right?

Mr, ALrMEvER. That was for 1936. This takes care of 1936, 1937,
and 1938.

Senator Georae. Doctor, was there an effort made to reduce this
$3,000 to $2,000 in the House?

Mr. AurMeyER. No, sir.

The Board belioves that any proposal for reducing the tax rate for
unemployment compensation should be examined in the light of the
fundamental purposes that are sought to be accomplished by unem-
plo%ment compensation, Congress is now confronted with the
problem of devolos)ing a long-range program to take care of unemploy-
ment. The only long-range approach to the unomployment problem
which we have on the statute books today is the Fetlleml-Smte syston
of unemployment compensation embodied in the Social Security Act.

The purpose of unemployment compensation is to provide some
minimum protection when those persons who are ordinarily employed
become unemployed. It is not relief nor is it intended to meot all
unemployment under all conditions. The prime objective of unem-
ployment compensation is to provide benefits to persons who become
unemployed in normal times due to the ordinary changes in business
conditions and also to provide the first line of defense during periods of
unusual unemployment and severe business depression, .

Unemployment compensation is a method of safeguarding indi-
viduals against distress for a certain period of time after they become
unemployed. It is designed to compensate only employable persons
who are able and willing to work and who are unemployed through no
fault of their own. Instead of making the individual get along on a
steadily descending level of Jiving until he has oxhausted the last
shred of his savings, credit, and the gonerosity of his relatives and
friends, thus reaching a point of destitution at which he is cligible for
relief, unemplo?rment compensation sets aside contributions during
periods of employment and provides the individual with benefits as
a le%al right when he becomes unemployed. During the periods of
employment the fund is built up to be available for the payment of
benefits in the periods when industry fails to maintain empl(gment.

Senator Genry. Have they changed the time limit on that, Doctor?

Mr, Avtmever, There are no benefit standards in the present
Social Security Act at all. As rogards unemployment compensation,
it is left entirely to the State, but there are certain-optional benefit
standards put into the House bill in case a State wants to reduce its
unemployment uomJl)‘ensution rate,

The CuarMan, That is known as the McCormack amendment?

Mr, Auvreysr. That is known as the McCormack emendment.
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The estimates made by the President’s Committee on Economic
Security on the basis of available data for the 12 years 1922-33, in-
clusive, showed that in the best year (1929) there were 5% percent
unempfo ment and in the worst year (1933) nearly 42 percent. Even
in such fairly prosperous years as 1925-28 the average rute of unem-
ployment was about 8 percent. On the basis of this experience the
actuaries of the Committes on Economic Security estimated that o
3-percent contribution rate would provide for the Nation as a whole
12 weelks of benefits with a 2-week waiting period. .

These estimates of the Committee on Economic Security may seem
very conservative when consideration is given to the fact that $1,300,-
000,000 is now available in the unemployment trust fund to the credit
of the various States for making benefit payments. However, the
very purpose of unemployment compensation is to build up reserves
during periods of employment to be paid out during periods of unem-
ployment, A reserve of $2,000,000,000 at a time of serious unemploy-
ment might last only a year.

Senator Davis, Do all of the States have a reserve?

Mr. Arutmever. Yes, sir.  You see, the Social Security Aect pro-
vided that no benefits could be paid for the first 2 years, during which
time these reserves were being built up in order that there would be
a reserve for every State.

Great Britain operates on about a 4-percent rate at the present time.
The contribution rates were slightly higher several years ago, but
because of the increased employment due to rearmament the con-
tributions were recently dropped to an average of about 4 percent.
Despite this contribution rate Great Britain accumulated e deficit
of over $500,000,000 during the depression,

Only 25 States have had 1 year or more of experience in benefit
payments. This is insufficient to make any valid prediction that the
present contribution rate of 3 percent is too high and should be
reduced, If all the States had started the payment of benefits in
January 1938 they would have paid out $2256,000,000 in addition to the
$540,000,000 paid out so far. This would have reduced the reserves
by the same amount. Benefit payments would have increased
further, and the available reserves reduced to the same extent, if the
system had been in operation for several years so that workers could
have Built up larger wage records.

However, while the reserve funds of most States are in a stronger
position at the present time than when benefits were first payable, this
18 not true for all States. There were 13 States in which benefit pay-
ments during 1938 were equal to, or in excess of, the amounts collected .
in contributions from the date benefits were first-payable. In one
State the benefits paid out were nearly three times the contributions
collected during the period benefits were paid. That is Michigan.
In two States, if they had begun to pay benefits in January 1938
instead of July 10388, their unemployment-compensation funds would
now be entirely exhausted.

The year 1938 was a year of substential uneraployment, and most
States are now rebuilding their reserve funds for future benefit pay-
ments. Yet the uneven character of unemployment is shown by
the faet that three States paid out benefits during the first 3 months
of 1039 in excess of the contributions collected. .

The data comﬁiled by the President’s Committee on Kconomio

at for the 4 years 1930-33, inclusive, the percent
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unemployed in the State with the highest unemployment was almost
twice that of the lowest State. It is obvious, therefore, that the
same contribution rate cannot finance the same level of benefits in
both States. If the contribution rate in the State with the most
favorable employment experience is used to determine the national
rate in the Social Security Act, the small benefits payable in the States
with unfavorable employment experience would not justify the
administrative cost involved in paying thom,

. All our experience points, therefore, to the fact that a 3-percent
contribution rate is not sufficient to pay reasonable benefits over a
long-time period. In any case, there 18 certainly not sufficient expe-
rience at this time to justify a general downward reduction in the
contribution rate. Moreover, there is not a sin%ie State unemploy-
ment-compensation law that should not be liberalized to afford more
adequate benefits. The benefit, at the most, is 50 percent of the
weekly wage loss and is usually limited to not more than about $15
a week. The period of time over which benefits are payable is usu-
ally limited by the States to about 14 to 16 weeks, with some States
having as low as 12 weeks. There is a waiting period before any
benefits are E&yable at all-~usually 2 or 3 weeks.

In Great Britain benefits are paid after a waiting period of 3 days
and for a duration of 26 weeks. There is no State at the present time
which even approximates these provisions.

Sena%or VanpenBeERrG. How about the amount he gets compared
to ours

Mr. AraMEYER. In a small fraction of the cases, it is more than he
would draw in wages, because they have a different plan; they have
dependents allowances as well. The District of Cofumbia has, but
none of the States have any dependents allowances. In general
the rate in Great Britain represents a higher proportion of the wage
loss than the rate in this country. . )

Senator GErry. Under the Social Security Act is there not & require-~
ment for a long period of Federal aid, that the Federal Government
will contribute to the State?

Mr. Aurmeyer. Under unemployment compensation?

Senator GERRY. Yes.

Mr. Avrmeyer. No. It is purely a State-financed proposition.
The Federal tax rate of 3 percont is imposed on all employers having
eight or more employees during 20 or more weeks. Then such an
employer may claim an offset up to 90 gercent of that 3 percent.

nator Gerry. I think that is what I had in mind. They have to
be employed for 20 weeks?

Mr. ALrMEYER, Yes.

Senator Geray. That is the Federal regulation, is that right?

Mr. Avtueyer. That is in order to be subject to the tax.

Senator Gerry. That is in order to be subject to the tax?

Mr. AvtMEYER. Yes.

Senator Gerry. But he does not go an¥ further then 20 weeks.
It leaves it to the State then to decide now long they want to pay?

r. AUTMEYER, Yes, . )

Senator BArkLEY, Does this bill make any change in the present
law in respect to turning unemployment-compensation' money over
to the State without any restraint whatever, without any check upon
employees, their character, their qualifications, or their activities?
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Mr. Aurmeyer. You are speaking of the State emilo oos?

Senator BARKLEY. Yes; State employees paid by the Federal Gov-
ernment, every dollar of whose salaries is paid by the Federal Gov-
ernment. Don’t you think the Federal Government ought to exercise
some restraining jurisdiction over the selection of these people?

Mr. ALTMEYBR, Yes.

Senator BaArkLeYy, Have you recommended any change?

Mr, ALTMEYER, Yes. .

Senator BARkLEY. Is it in the bill?

Mr. AvtMeveR. No, sir,

The CrairMaN. Did they adopt a merit system for each State?

Mr. AurMEYER. No, sir.

The CrA1rMAN. There is nothing in it at all?

Mr. AurMEYER. In fact, there is a parenthetical expression in there
that says that the State pian shall provide such methods of adminis-
tration “(other than those relating to the selection, tenure of office
and compensation of personnel)’” as are necessary for the proper and
eff.cient operation of the plan.

Senator ConNaLLY. That is existing law?

Mr. AurMEYER. That is existing law. They left it unchanged.

Senator ConnaLLy. They left it as it is?

‘Mr, ALTMEYER. Yes.

The CrarrMaN. What does the Board recommend?

Mr, AvtMEYER. We recommend the exclusion of the parenthetical
expression and the substitution of & positive statement that the State
shall establish a systematic merit system for the selection of personnel.

Senator BArkLEY, Following my in:}uiry, I think it is utterly ridicu-
lous for the Government of the United States to put up all the money
that is to be expended in the compensation of unemployment without
even setting a standard, without having any jurisdiction or any check-
up, or any restraint, or any say-so at all, as to who is to spend it, as
to what their activities shall be, without in any way being able to
curb the political activities of State empl%yees who are paid out of
the Treasury of the United States, The Federal Government, as a
matter of decency, certainly ought to exercise some jurisdiction over
thet sort of thing.

Senator Herring. Dr. Altmeyer, I think you misunderstood Senator”
Gerry’s  question. It did not relate to the time during which the
benefits were paid, His question did relate to that, but your answer
related to the qualification of the 20 weeks.

Mr, ALTMEYER, Probably there was confusion there. There is no
requirement in the Federal law as regards the standards for benefit
payments in the States, There is this definition of who is an employer,

enator GErRY, I think that is what I was confused about. They
had to employ them for 20 weeks in order to come under the benefit.
I do not remember whether there was any limitation on that, s to
how long they had to contribute, but that is left entirely to the States?

Mr. Avrmeyer. Yes.

Senator Georae. They vary, Doctor?

Mr. Avrmeyer. Yes; very much,

Senator Georan, The State laws do vary?

Mr. Avur™Mever. Yes.

Senator ByrNes. Mr, Chairman, may I ask a question?

The CHAIRMAN. Yes,
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Senator Byrnes. Dr. Altmeyer, the House committee changed the
language relative to the system of seleoting employees by adding the
word “proper.”

Mr. Avrmeyer, Oh, yes,

Senator Byrves. What did they mean by that?

Mr. Aurmever. Well, the language in unemployment insurance
reads “proper” and in public assistance reads “efficient.”” So we
thought the language ought to be consistent throughout and therefore
it was made consistent throughout.

Senator Byrnes. Does the addition of the word “proper” affect in
any way the manner in which you will operate in passing upon the
various methods of selecting employees?

Mr. AntvevER. Right now I do not know what effect that change
in language has, if m\lg;.

Senator Byrnes. What opinion do you have of the recommenda-
{;)x?lr}? of the unemployment committee as to the provision carried in the

i .

Mr. ALtMEYER. 'We endorse that wholeheartedly.

Senator BARKLEY. I move, if it be feasible, to include that language
in the bill, )

The CuairMaN. Without objection, at this point of the testimony
that will be included as the recommendation of the Byrnes committee.

(The tiatter referred to is as follows:)

Clduse (8) of section 2 (a) of such Aot is amended to read as follows: “(6)
provide such methods of administration, including methods relating to the selec-
tion and number of personnel and the establishment and maintenance of per-
sonnel standards on a merit basis, as are found by the Board to be necessary for
the proper and efficient ogeration of the plan;”. .

Clause (5) of section 402 (a} of such Act is amended to read as follows: “(5)
{)rovlde such methods of administration, including methods relating to the selec-

fon and number of personnet and the establishment and maintenance of per-
sonnel standards on & merit basis, as are found bx the Board to be necessary for
the {)roper and efficlent operation of the plan; and ”.

Clause (3) of section 503 (a) of such Act {s amended to rend as follows: “(3)
provide such methods of administration, including methods relating to the
selection and number of personnel and the establishment and maintenance of
personnel standards on a merit basis, as are necessary for the proper and efficlent
operation of the plan;”.

Clause . (3) of section 513 (a) of such Act is amended to read as follows: *(3)
provide such methods of administration, including methods relating to the
selection and number of personnel and the establishment and maintenance of
personnel standards on & merit basis, as are necessary for the proper and efficient
operation of the plan;”.

Clause (5) of section 1002 (a) of such Act is amended to read as follows: *“(5)
provide such methods of administration, including methods relating to the
selection and number of personnel and the establishment and maintenance of per-
gonnel standards on a merit basts, as are found by the Board to be necessary for
the proper and efficient operation of the plan;”.

Section 303 (a) (1) of such Act is amended to read as follows:

‘(1) Such methods of administration, including methods relating to the selestion
and number of personnel and the establishment and maintenance of personnel
and the establishment and maintenance of personnel standards on a merit basis,
as are found by the Board to be reasonably calculated to insure full payment of
unemployment compensation when due; and.” .

(The pertinent portion of the report on S, 2203 is as follows:)

One of the most important safeguards for the Soclal Seourity program, in both
its Federal and State aspects, is an adequate and well-equipped personnel. The
Social Security Board operates under Federal oivil service. The vommittee feels
that State agencies administering public assistance plans, including plans for
maternal and child-health services and services for orippled children, should be
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administered under adequate provisions for selection of personnel and maintenance
of personnel standards on a merit bagis. .- The bill, therefore, includes as a condi-
tlon of Federal participation, that the State have such requirements in this regard
as are necessary for the effilent and proper operation of such plan.

The CrarMAN, You may proceed, Doctor,

Mr, AvtmeyER, Of course with only a 3-percent rate we cannot
liberalize our State laws to the same extent as Great Britain, How-
evor, some States are able at the present time to liberalize their laws
and should do so rather then reduce contribution rates.

The Bourd believes that the entire problem of unemployment com-
pensation needs further time before we can meke an intelligent
cision with regard to the Federal law. Over 30 States have alrealy
passed legislation affecting unemplogment compensation at this
session of the State legislatures and bills are still pending in other
States, Some of the States have liberalized the benefit provisions of
their laws, but only in a very cautious and conservative manner, In
view of the fact that the States do not feel that their reserves are in
excess of their future liabilities, the Board is very reluctant to endorse
any proposal for the reduction of contribution rates at this time,

However, if the Congress believes it desirable to take some action
toward reducing. contribution rates, the Board believes that the
ap(rroa:ch in section 610 of H. R. 6635 is less dangerous than a flat
reduction in the present 3-percent. rate. Briefly, section 610 pro-
vides that & State may reduce the contribution rates below an
averafe of 2,7 percent, and the employers in that State would still
be able to claim 2.7 percent offset against the Federal tax, provided
such a State maintained the reserve and observed the minimum-
benefit standards set forth in seotion 610. States which did not
meet these conditions would be required to levy contributions at an
average rate of 2.7 percent so that they could finance benefits approxi-
mating in some degree the minimum standards set forth in section
610. The Board does not wish to be understood as considering the
benefit standards contained in section 610 to be adequate.

Senator LA Forierre. What comment, if any, have you to make,

Dr, Altmeyer, on the apprehension with the States that have a benefit
rating provision, in regard to 610?
. Mr. Aurueysr. I think you have to look at what you are attempt-
ing to accomplish under unemployment compensation. In my judg-
ment the benefits that are bemﬁ paid now are utterly inadequate to
meet any sizeable portion of the problem of unemployment. Cer-
tainly until we know that 2.7 percent is too much-—I do not think it is
too much—we_should not permit the operation of an individual
employer experience rating system, such as Wisconsin has, to result in
an average over-all yield of less than 2.7 percent. Wisconsin ought to,
if it believes that 2.7 percent will result in the building up of an ex-
cessive State reserve, liberalize its law, because Wisconsin is one of
the most illiberal of the States today. It is among, I would say, the
lowest 10 percent or 20 percent of the States, so far as adequacy of
the benefit schedule is concerned.

As I look at this new requirement that an average of 2.7 percent
be maintained, it would operate this wz:,‘y, that if a State could pay
these minimum-benefit standards provided in the McCormack pro-
posal, they could reduce below the average of 2.7 percent, but if they
could not meet those minimum-benefit standards then they would

160883—80~-—3 .
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be required to maintain the 2.7 percent, so that they would have funds
to pay benefits &R/})roximating in some degree those minimum benefits
set forth in the McCormack proposal. As I said a minute ago, the
Board does not want to be interpreted as believing that those minimum
benefit standards are adequate.

Senator La FoLvrerre. As I understood your statement, you said
you were reluctant, in view of the short time of oxperience which
you have, or which we have had under this titlo, to state what your

osition is. Is it to be inferred from that that you would prefer to
eave the law as it stands now rather than to go into this question of
changing these provisions?

Mr. ALTMEYER. Yes, sir; except that we would recommend, as an
additional requirement in the law, which is not in the present law,
that no individual employer experience rating system shall operate
g0 as to yield less than 2.7 percent. The effect of that would be that
employers could have variations in their rate depending upon their
employment experience, but employers with bad employment ex-
perience, would have to pay more than 2.7 percent in order to offset
the reduction in rates granted to employers with favorable employment
experience.

enator La Forrerre. If I understand you correctly, and in order
to get the Board’s position on the record, it is this: rather than take
the provision which is contained in the so-called McCormack amend-
ment the Board would prefer to see the law stand as it is with the
provision that we have just outlined?

Mr. ALT™MEYER. Yes, sir.

UNEMPLOYMENT COMPENSBATION COVERAGE

As regards coverage, the Board makes substantially the same
recommendations concerning the coverage of unemployment com-
pensation as it does concerning old-age-insurance coverage. Extonsion
of the coverage to maritime employees would require the passage of a
Federal unemployment-compensation act, since it is impossible to
confer upon the States jurisdiction over maritime employment. The
Board recommends that such an act be passed covering alt maritime
employment which it is not possible or practicable to bring under
State laws.

STATE PERSONNEL

Under the present Federal law, before a grant to a State for unem-
gloyment compensation administration may be certified, the Social

ecurity Board must find that the State law includes provisions for
“such methods of administration (other than those relating to selec-
tion, tenure of office, and compensation of personnel) as are found by
the Board to be reasonably calculated to insure full payment of unem-
ployment compensation when due.” In another section, the Board is
required, in making such grants, to determine the amount ‘‘necessary
for ;lzulroper administration” of the State law, .

The Board believes that proper administration must necessarily
include adequate provision for the selection, tenure of office, and
compensation of personnel. Therefore it may be argued that a con-
flict- exists in the prosent Federal provisions, The Board believes
tl};ls should be resolved by repealing t?m perenthetical language quoted
above.
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In the opinion of the Board it is sound policy for the State urem-
ployment compensation agencies to have entire authority and respon-
sibility for the selection, tenure of office, and compensation of indi-
vidual employees.

Senator ConNaLLY. Doctor, right there, don't you think instead of
merely striking out the {)m'entheses if those are your views, that the
language in the present law should be elaborated somewhat?

Mr. ALTMEYER. Yes, sir. I am saying that in the next sentence.

Senator CoNNaLLY. You are?

Mr. ALTMEYER. Yes, sir.

But this authority and responsibility should be exercised in accord-
ance with a systomatic merit system for the establishment and main-
tenance of desirable personnel standards, The Board therefore recom-
mends that for the parenthetical language already quoted, there be
substituted language requiring that methods of State administration
shall include procedurcs for the establishment and maintenance of
personnel standards on a merit basis.

Such merit systems shall include, as does the Federal civil service
law, prohibition against political solicitation and political activity,
since the salaries of State unemployment compensation personnel are
paid entirely out of Federal funds.

Senator ConnarLy. May I ask you, Doctor, has the Board ever
reconsidered its views, as to wh?y the Federal Government should pay
all the administrative expenses

Mr. Aurmeysr, Well, it is & somewhat anomalous situation where
the Federal Government pays 100 percent, but until we have the sys-
tem operating longer we are not prepared to make & definite recom-
mendation of an alternative,

Senator ConnaLLy. Would it not be wise to require at least some
percentage of contribution by the States, say 20 or 25 percent, which
would be quite an inducement on the State to maintain an economical
system, even though it is a small contribution? As it is now it is easy
to spend other people’s money when that results in the emplsyment of
your friends.

Mr. AurmeEYER, Then the question would arise, Senator, as to
whether that proportion which the State would bear of the adminis-
trative expense could be paid out of this unemployment compensa~
tion trust fund which is to their credit here. If it could be paid you
would be put in the same situation as you are put now, unless you
required elso that the legislature follow the same budgetary procedure
as regards that proportion as are followed in the case of their State
expenditures.

enator CoNNALLY. I commend that to your future consideration.
I think there might be some very good reform right in there. .

The CuairMaN, Has the 10 percent been adequate to take care of
the administration?

Mr, Autmeyer. Yes, sir. It Lias averaged a little over 8 percent.

The CuamrmaN, Who gets the additional 2 percent?

Mr, Avrvever., The Fedoral Government gets it. Part of this
difference is used to pay the costs incurred by the Social Security
Board and the Treasury Department involved in the Federal adminis-
trative responsibilities due to unemploymeont insurance.

Senator Lopar. As to my requost i regard to the table that Dr.
Altmeyer has agreed to prepare, I wonder if he could also include the
estimate of people over 65 who are single.
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Mr. ALTMEYER. Yes, sir.

Forty State unemployment compensation agencies already operate
under a general State civil-service law or in accordance with & merit
gystem established for or by the agency itself. The effect of this
suggested amendment would simply be to make personnel practices
already put into operation by a large majority of States more general.

The Board believes that requiring the State agencies to establish
o merit system would place Federal-State relations on & more stable
and automatic basis, In actual experience the result of establishing
an adequate State personnel system has been to eliminate the neces-
sity for detailed Federal scrutiny of operation, and the possibility of
misunderstanding and conflict in Federal-State relations. The sug-
gested requirement thus constitutes not an encroachment of Federal
authority in State operations, but rather a protection to the States
against undue interference with their administrative functioning.

The establishment of a merit system also protects taxpayers and
beneficiaries within the State, inasmuch as it materially reduces the
hazard that administration will become so unsatisfactory that the
State law cen no longer be certified by the Board as meeting the
administrative standards of the Federal act. Such inability to certif
means that employers in a State would be required to pay to the Fed-
eral Government 100 percent instead of 10 percent of the Federal tax,
in addition to pa.ym% their full tax under the .State unemployment
compensation law. Up to the present the Board has not found it
necessary to withhold certification in the case of unemployment com-
pensation, although it had been necessary to take such action regard-
ing public agsistance grants. Effective safeguards should be set up,
in order to eliminate the possibility that the derelictions of their public
servants may bring such a penalty upon innocent citizens of & State.

PUBLIC ASSBISTANCE

The Board recommends no fundamental change in Federal-State
relations as regards public assistance. It believes, however, that cer-
tain substantive and procedural changes can be made which will
greatly strengthen and improve the protection now afforded.

OLD-AGE ASSISTANCE AND AID TO THE BLIND

In the case of assistance to the needy aged and the needy blind,
bill H. R. 6635 provides that the Federal Government shall pay to
a State 50 percent of the amount expended by the State up to $40
instead of $30 per month as in the present law. In addition to reim-
bursing the States for 50 percent of their assistance payments to the
needy aged and needy blind, the Federal Government makes an addi-
tional allowance of 6 percent of the Federal grant which a State may
use for administration. Since the Federal grant usually represents
less than oné-half of the total expenditures made by a State this
5 percent really represents less than 2} percent of the total sums for
use in connection with administration. This flat § percent does not
represent an adequate Federal contribution for proper administra-
tion; and the Board, therefore, recommends that the law be amended
g0 that Federal grants may reimburse the States for 50 percent of
the nesessary cost of proper administration. Experience has shown
that lack of sufficient funds for proper edministration has resulted
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in the waste of Federal funds for assistance purposes. The Board
is of the opinion that the increase in grants to the States for the
administration of their laws will result in a saving to the Federal
Government in connection with assistance payments,

AID TO DEPENDENT CHILDREN

The Board has strongly recommended that grants-in-aid to the
States for aid to dependent children be placed on the 50 percent
matching basis already in effect for the other two assistance programs.
The Board’s recommendation in this respect has been incorporated
in H. R. 6635. At the present time the Federal Government con-
tributes only one-third of the payments made by the States to de-
pendent children. As a result, fewer States are participating in this
program, and in many of the States that are participating the level
of assistance for dependent children is lower than that for the aged
and the blind. The number of old people now being aided through
Federal grants is three times as large as the number of dependent
children. But the actual number of dependent children in need of
assistance and eligible under Federal and State standards is probably
ful'}}7 as large as the number of needy aged now receivingassistance.

he Board has also recommended that the age limit for dependent
children should be raised in the Federal law from 16 to 18 years
when the child is regularly attendin§ school. This would recognize
the present desirable tendency for children to finish high school before
seeking (Fermanenb employment. This recommendation has been
embodied in H. R, 6635. )

The CmairmMaN. Tomorrow morning when you take the stand
the committee will have some questions that will be propounded to
you with reference to this H. R. 6635, in regard to matching it to $15
and matching it to $20, the Federal Government and the State, and
you will also discuss the recommendations of the Byrnes committee
with reference to the Federal assistance to the States, and the various
proposals that were offered there in the House,

Senator GerrY, I would like to esk the Doctor what the definition
of the Board is in regard to dependent children,

Mr. Auvrmeyer. There is a definition in the law on that.

Senator GerRY. In the original Social Security Act?

Mr. AutMEYER. Yes, sir,

Senator Groram, The House made no change whatever, Doctor,
with respect to the 50-50 matching in the case of old-age assistance?

r. ALTMEYER. No, sir.

Senator GEORGE. It just raised the maximum of the Federal
Government contribution?

. Mr. Aurvever. Yes, sir.  The definition as to the dependent child
ison page 2. Itreads: -

The term ‘‘dependent child" means & needy child under the age of 16, or under
the age of 18 if found by the State agenoy to be regularly attending school, who has
been deprived of parental support or care by reason of the death, continued ab-
sence from the home, physteal or mental incapaoity of & parent, and who is living
with his father, mother, grandfather, grandmother, brother, sister, stepfather,
stepmother, stepbrother, stepsister, uncle, or aunt, in a place of residence main-
tained by one or more of such relatives as his or their own home.

Senator Georar, What page is that?
Mr. AvLTmeyER. Page 52, section 408,
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The Cuamrman. I wish, Doctor, if you can, you would give us an
cstimate of the Byrnes committee report as to Federal assistance to
States up to 66% on their individual say so, in the needy States. If
you put 1t at $20 what would be the additional cost? Give us an esti-
mate on that.

Mr. AuvrMeYER, Do you mean the Byrnes proposal of a variable
grant running from 50 to 66% percent?

The Cuairman, Yes,

Mr. AurMEYER., And a standard put in the law that the average
must be $20 instead of $15?

The CuairmaNn. Yes; for the considoration of the committes.

Mr. ALTMEYER, Yes.

Senator Byrnes. The alternative, what it costs as it is written in
the bill reported by our committee and what it would cost if the same
formula was applied to the $20 contribution provided by the House.

Mr. AutMeYER. Yes. You also have a minimum standard there
of $15. Do you want that figured out?

Senator Byrnes. Figured on the $15 minimum and on the $20
nminimum,

Mr. Avtmeyer, All right,

Senator ConnarLy. You menn figured on the $15 minimum on
your formula?

Senator ByrNEs, Yes,

Senator ConnaLny. And the $20 as carried in the bill?

The Cuamman. Yes; $20 on his formula, too.

Mr. AurmeyER., Yes; figured on $15 as now contained in the Byrnes
proposal, and then under the Byrnes proposal with $20 instead of $15.

Senator ConnaLLy. Yes, sir. .

The CuairMan. That is right.

Mr, Aurmeyer. That $20 would be an average. It is not the same
as the $20 in the present House bill.

The CuairMaN. It is on an average basis?

Mr. AvtmevER, Yes.

At present the maximum amounts which may be taeken into con-
sideration in making Federal grants are $18 for the first child and $12
for cach additional child in the family. The Board recommends that
these maximum limitations be liberalized, since in most cases the
mother must also be supported.

VARIABLE GRANTS

Federal grants-in-nid under the three public-assistance provisions
of the Social Security Act will total approximately a quarter of a
billion dollars during the current fiscal year. These grants are made
to all States on a uniform percentage basis, regardless of the varying
capacity among the States to bear their portion of this cost. The
result has been wide difference between the States, both in number of
persons aided and average payments to individuals. Thus in the
case of old-age assistance the number of persons being aided varies
from 54 percent of the population over 65 years of age in tho State
with the highest proportion to 7 percent in that with the lowest pro-
portion. Similarly State averages for payments to needy old people
range from about $32 per month to $6. While those variations may
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be explained in part on other grounds, there is no question that they
are due in very large measure to the varying economic capacities of
the States.

The Board believes that it is essential to change the present system
of uniform percentage grants to a system whereby the percentage of
the total cost in each State met through a Federal grant would vary
in accordance with the relative economic capacity of the State.
There should, however, be & minimum and maximum limitation to the

ercentage of the total cost in a State which will be met through

E‘e(leral grants, The present system of uniform percentage grants
results at best in an unnecessarily large amount of money flowing
in and out of the Federal Treasury, and at worst in increasing the
inequalities which now exist in the relative economic capacities of
the States.

As regards the principle of variable grants, the Board wishes to
make it clear that 1t is not recommending any plan that will result in
an inerease in the total amount of Federal funds available for match-
ing State expenditures, Neither is the Board suggesting any change
in the Federal matching ratio which would increase the Federal
matchinF ratio for the first $15, $20, or $25 of expenditures per case
(with a lower ratio of Federal matching for expenditures above such
specified amount) or which would provide a flat minimum Federal
grant per person. The Board believes that if the principle of variable
grants is adopted the variations in matching ratio should be related
to the varied economic capacities of the States as established by an
obf'pctive standard such as per capita income., The Board further
believes that the variations in the ratio matched by the Federal Gov-
ernment should average 50 percent. This would necessarily mean
that in some States the Federal Government would match at 'a lower
ratio than the present 50 percent and in some States at a higher ratio
than the present 50 percent.

STATE PERSONNEL

With regard to requiring States to establish merit systems for the
solection and maintenance of personnel, the Board makes the same
recommendations for public assistance as for unemployment compen-
sation, It should be noted thatin 22 States public assistance agencies
already operate under a systematic merit system and that in varying
degrees all the States have set up objective standards of some sort
for the selection of public assistance personnel, In public assistance,
gs in unemployment compensation, this provision would strengthen
State administration, safeguard taxpayers and beneficiaries, and place
Federal-State relations on a more stable and automatic basis.

CONCLUSION

Finally, may I observe that in discussing bill H, R. 6635 and the
Board’s recommendations I trust that I have not given the impression
the Board is questioningRthe judgment of the Ways and Means Com-
mittee or the House of Representatives because some of the original
recommendations made by the Board were not incorporated in this
bill. The Board fully aspreciates that it is the function of logislators
to weigh the recommendations of technicians and reject such recom-
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mendations as appear to them to be untimely, impracticable or
undesirable,

The House Ways and Means Committee, as you know, devoted
more than 4 months to the consideration of the proposals contained
in this bill. During that time the entire membership of the committes,
both majo1ity and minority members, gave the most careful consider-
ation to the data and the views &)resented by the Board, as it did to
sll the other testimony presented. Bill H. R. 8635 es finally drafted
represents a reconciliation of many originally differing views. In the
opinion of the Board it constitutes a tremendous step forward in
providing security to the people of this country.

The CuairMaN. Doctor, we will appreciate it if you will be here
in the morning and be res.cfy to answer any questions that members of
the committee might ask you, The committee will recess until
tomorrow morning &t 10 o’clock.

(Whereupon at the hour of 12 m, the committee recessed until
10 a, m, of the following day, Tuesday, June 13, 1939.)
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TUESDAY, JUNE 18, 1039

UNITED STATES SENATE,
ComMmITTEE ON FINANCE
Washington, D. 0.
The committee met, pursuant to recess, at 10 a. m., in room 312,
Senate Office Building, Senator Pat Harrison (chairman) presiding,
Pil’fhe CHAIRMAN, The committee will come to order. Mr. Herbert
en.

STATEMENT OF HERBERT PILLEN, WASHINGTON, D. C., REPRE.
SENTING THE SHOPPING NEWS MANAGERS CLUB

The CHAIRMAN. Mr, Pillen, you represent the Shopping News
Managers Club?

Mr. PrLLeN. Yes, sir,

The CuamrmaN. You may proceed.

Mr. PiLLeN. Mr. Chairman, and gentlemen of the committes.

Until recently I had the pleasure of being associated here with
Senator Bulkley. I am now associated with him in the practice of
law. Since heis in New York, I have the privilege and pleasure of
coming here to meet with you on this subject.

This is a proposal to amend titles VIIT and IX of the Social Se-
curity Act in order to exempt those carrier boys of advertising papers
who work after school hours. They are primarily students but under
the law, the employers pay the tax on their wages, while the boys,
so far as unemployment compensation is concerned, can receive no
benefits, In this connection we represent the 18 merchant-owned
shopping news located in Boston, Buffalo, Chicago, Cincinnati,
Cleveland, Dayton, Detroit, Grand Rapids, Houston, Long Beach,
Los Angeles, Milwaukee, San Francisco, Seattls, Springfield, Mass.,
Washinéton, and Youngstown. .

The Cuairman. This is not in the bill, it is in the act, as I under-
stand it? : )

Mr, PrieN, The bill does not go as far as we hoped it would,
Eht}iimﬁm (]‘%%ughton referred to the additional exemptions provided

y H. R. 6636.

The CualrMAN. Is thera any change made in the House bill from

thtlawp egent law, with reference to th.is? .

r. Pruen. It provides an exemption for college students, but it
does not cover these grammar-school boys or high-school boys who are
employed part time In the afternoon. .

hairman Doughton, on page 18 of his report, said that they pro-
vided certain exemptions on part time, intermittent employment
where the total earnings are only nominal and where the benefits are
inconsequential and & nuisance. We believe, so far as title VIII is
concerned, we should come within those terms. -
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So far as title IX is concerned, we believe it is entirely an over-
sight that these charges are made, since no benefits at all ean be paid
to these boys. This request is not made with the idea that we are
not symﬁmt.hetic with the law, we are entirely sympathetic with it so
far as full-time employees are concerned, but this has reference only
to those boys who work during the afternoons,

Senator VanpenBera, How large a group is it that is involved?

Mr, PrLen, What is that?

Senator VanpeNBERG. How large a group is it that is involved?

Mr. Prien, About 10,000 boys throughout the country, They
are paid an average of $2 a week, 52 weeks a year, or $1,040,000
salary during the year.

Senator VANDENBERG, Are they any different from the newsboy
who works for the regular newspaper?

Mr, Piunen. I believe the newsboys are exempted because of the
fact that they become little merchants under certain interpretations.
They buy the papers from the newspaper office and then sell them
and thus become their own employers, and thereby avoid the tax.
I represent here these advertising newspapers. Ifor instance, in

our.dState of Michigan thers is one at Detroit and one at Grand
apids.
enator VANDENBERG. I know about them.

Mr. PiLLeN. They, of course, are controlled by the merchants who
advertise in them. These merchants own the stock in them, and
employ a manager. The manager has u very small office staff, but
he does employ 400 or 500 carriers. Now he pays more for his carriers
than he does for his office staff, and he pays a tax on all salaries, and as
the result he accumulates three or four times as much as he can ever
hope that his particular field of employment will recover.

So far ss these boys themselves are concerned, they can never get
unemployment benefits, because under the laws of the various States,
the primary requisite to secure benefits, is that the person be “avail-
able for employment’’ and a schoolboy who goes to school all day is
not available for employment,

The Ohio law contains that provision. TFor instance, it says “No
individual shall be entitled to any benefits unless he or she is capable
of and available for work.”

The District of Columbia law, which was written by the Congress
here, says, in section 10 (a) (4), that one of the first requisites is that
he is available for work, that he has registered and inquired for work.
Of course, the school boy would not be available for work.

I discussed this fact with the District Unemployment Compensation
office and was told that there is an additional reason why these
carrier-boys cannot be beneficiaries, and that is they cannot be totall
unemﬁloycd because most of their time is consumed in going to school,
and they cannot, therefore, receive benefits.

Now, the employers do pay the tax. Some of the States have
recognized the fact that since these boys cannot get any benefits out
of it, the employer ought not to be taxed. Those States are Ohio,
Illinois, Michigan, New Jersey, Oregon, Rhode Island, Wisconsin,
and New York.

The Ohio statute states:

Employment as a short-time worker of a minor, whose principal occupation is a

student actually attending public or Erivate school, shall not bo deemed an
employment within the scope of this act.
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New York has a similar provision, and Wisconsin has that pro-
vision. In fact, these States recognize the fact that since the boys
cannot get the benefits they ought not to be taxed for it, but under the
Federal law, even though the State does not collect the tax, the Federal
Government takes the full amount of the tax, because the law says if
you pay a State tax you are entitled up to a 90 percent drawback, but
when you do not pay a State tax for unemployment, you pay 100
percent of the tax to the Iederal Government. The Federal Govern-
ment, in effect, says:

While it is true you boys cannot get the henefits, and it is true your State
recognizes it is unjust to take the tax from your employers because you cannot get
the benefits, yet the Federal Government will take the moncy ml({ not give any
benefits for it

I shall not take the time of the Committee to quote the varicus
State laws proving this point, but with your permission will include
these quotations in the brief which I shall file herewith.

Senator GERRY, Don’t you construe that as a coercive force on the
States by tho Federal Government to make them do this?

Mpr, PiLLen. It was intended to include, of course, as many as
possible of the people who may become unemployed, but, as I undor-
stand the background of the law, it was to stabilize employment
throughout the country, The tax was to “coerce” employers to so
operate as to eliminate the valleys in employment levels, wherein the
unemployed become a public problem and great relief burden.

Now, the amount of employment of these boys has no relation to
the stai)ility of employment elsewhere. Wo cannot employ anyone
but schoolboys, because anyone secking regular employment is not
interested in 2 or 3 or 4 hours a week in which ho gets an average of
from 60 cents to $1.10 an afternoon, or $2.10 a week.

Senator VANDENBERG. Your boys are comparable to regular news-
paper cavriors, the only difference is that your boys cannot use the
escape clause which the regular carriers use?

Mr. Piuen. That is right, exactly. This is a vital part of their
overhead. Tor instance, in Sonator Lu Iollette’s State, I went over
the figures with Mr. Barnett there, he pays about $29,000 for office-
force salaries, about $79,000 for his carrier boys, in & dollar or two
dollars apieco over the course of the year, and he pays 3 percent to
the Foderal Government on both., The State of Wisconsin says, “No
one will get any benefit from the larger payment so we will not take
your money for it,” but the Federal Government does take the full
amount. .

In connection with title VIII it is, of course, possible that these
boys may receive some benefit 45 or 50 years later. The average age
is 16, so 1t will take 49 years until they could get this old-age insurance.

Senator BrowN. You are paying for old-age-insurance bonefits?

Mr, PiLen, Under the old-nge-insurance provision, we have to
collect & penny from the schoolboy and contribute & penny ourselves,
1 percent of everything, oven of a dollar or less,

In this connection it might be well to say that the Wages and Hours
Division has exempted those boys, all newsboys. 1 have here the
release of the Labor Department, which I hope may be made a part of
t{lg lilecord, showing that the W&ges and Hours Division recognizes
this fact.



Exna1err A.—Record of carrier L t—Shopping News M s Club

‘What is maxi- | What isaver-
H:ﬁs ‘?oarliy _combine Howmsny‘boysussthii bn:yx;!:;nonn% t:ﬁ,gl’goum? Age of carriers Period of employment
employment not ex- m" oney to suppor

empt under the act? _— 7 e
Woeekly) J250 Weekly) QUAT- | YOUIE Olgest | ATE" | Shortest | Longest | Aversge
- ® @ @jlw|lo e|lo|alo]| o a | a»

About 2 or 3 percent____ 8pemmx help sup})on $2.50 | $32.50 | $2.00 } $26.00 14 19 17 | 1 delivery_} § years_...} 25 months.

Less thah 5 percent. ____ 510 66.30 99} 12.87 14 18 1514].__do. ®. ®.
13 percent_._._..__.... 450 | 5850 L95}) 2535 14 19 18¥%] .- _do. 5 years__..| 8 months.
Cincionati 9 percent. 5401 70.20 L8| 2340 14 19 16 do. 4 years____{ 20 months.
Cleveland ' ___.______._..| None; do not permit 578 75.00 405 5260 14 192 1634 . _do. Syears....] Do.
eumus to take other
mployment,
Dayton. .o 15 percent. .- 578 75.00| 456§ 59.28 14 18 16 do. 4 years____{ 2}4 years.
. tent say, 50 percent.
Detroit! ... None; do not permit Abou.t&pu'een ,,,,,,,,, 2.50 | 325 207 ] 26.91 14 19 1634})_..do. 5 years.___.} 2 years.
carriers to
A i 346 | 45.00 2B} 28.79 14 18 16
cent.
Negligible. .. .00 | 13.00 8| 11.00 12 16 4
400 | 52.00 3.00| 39.00 14 19 15
Not many. ..l 250 3250 1251 16.25 14 19 16
3 percent help supmn 270 | 3510 135} 17.55 114 19 16 do. 4 years....} 1year.
Darents; 35 percent
help support self-
1.90 | 2470 1.80| 2320 14 18 16 do. do. 2 years.
About 70 perceat. ... ... 397 | S5L59 27| 3630 14 19 16%4{___do. 434 years__| 20 months.
5 pmzent help suppnrt 270 | 3510 L54| 20.00 1 19 16 do. 5 years._..| 2 years.
parents;
help sqppon seu.
Few,ifany......._....| Notavailable __________| 4.00}{ 5200| 300| 38.00 4 18 16 do. 4years....] Do
None. Not more than 1 or 2 300 39.00 153 19.89 14 19 15%4]....do. Syears____| .Do.
Only 1 boy. Very few. 231} 30.00 L09] 1414 12 7 15 do. do. 3 years.
-| 3or4percent__._._.._..._| 7 percent belp support { 578{ 7500{ 210 27.20 4 18)4] 18 do. 4.4vears___{ 21 months.
parents; 35 percent
help support self.

1 Issued twice weekly. 11n existence only since February 1938.
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(The release referred to is as follows:)

UnTED STATES DEPARTMENT OF LABOR, CHILDREN’S BUREAU
WASHINGTON
[Immediate rolease Wednesday p. m. papers, April 12, 1936)

APPLICATION OF THE CHILD LABOR PROVISIONS OF THE FAIR LABOR STANDARDS
Aor To CHILDREN ENGAGED IN THE DISTRIBUTION AND DBLIVERY oF NBWS-
PAPERS

With the apgroval of the Solicitor of the United States Department of Labor,
the Chief of the Children's Bureau announced today gWednesday] that in ad-
ministering the child-labor provisions of the Fair Labor Standards Act in relation
to the work of minors under the age of 16 years in the distribution of newapapers,
she would proceed on the basis that producers and manufacturers of newspapers
and dealers in newspapers who ahig newapapers or deliver news‘pa.pers for ship-~
ment in interstate commerge are subject to the child-labor provisions of the act if
the work of minors under the age of 16 years engaged in the distribution of such
newspapers requires them to come in or about the establishment in which the news-
papers were produced.

Mr. PiLLEN, We also looked into the possibility that there may be
survivor benefits, under the old-age-insurance sections, which should
not be taken away.

We checked the boys and found less than 4 percent of them com-
bined this work with other employment. The shopping news organ-
izhtions ask that the carriers be not otherwise employed, so that they
will be available to deliver the Shopping News, with any other special
advertising matter which the various merchants in the organization
desire to distribute. They are encoura%ed not to accept outside em-
ployment, and so less than 4 percent of the boys combine this work
with other outside employment. i

I have here a chart which gives certain data in regard to the various
shopping news, which I hope will be made a part of the record, which
shows exactly how many boys combine this work with other employ-
ment. About 7 percent say they help their parents; and, of course,
under the act, it seems almost impossible that they could get any
material amount for survivor benefits, because certainly the youngsters
are not likely to have wives or children surviving them, since they
are oll 16 or 17 years old, some of them as young as 14. This chart
will show that the boys earn on an average of $2.10 a week, or $27.20
quarterly; their average age 16; and average period of employment
21 months, This information was gathered together just a few days
ago from the various shopping news organizations involved.

(The chart referred ‘to is on facing page.)

Senator BRowN, Mr. Cheirman?

The CuatrmMan. Senator Brown, .

Senator BRown. Might I ask a question of the chairman?

The CHAIRMAN, Yes.

Senator BrowN. It seems to me the witness makes a pretty good
cage, What is the attitude of the Board on that question?

Mr. Aurmever. We think it would be unfortunate to exclude these
Shopping News organizations. They are in competition with news-
papers. :

%enator Brown. All T want to know is whether you oppose it or
nov.
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Mr. AurMeYER, That is one thing. The other thing is if the wages
of these children are exempted from the tax it creates an incentive to
employ child labor instead of adults.

Mr. PruLen. If it were possible to employ grown people for this
work we would do it, but obviously no man who is seeking regular
employment is going to take work 2 hours a week or 4 hours & week if
it would interfere with his seeking regular em&)loyment, and it is
necessary that we have persons who are able to deliver the papers on
the days that they come out,

Senator Byrnes. What percentage of the employees engaged in
this work are adults?

Mr. PrureN. I cannot tell you exactly. Of course, the adults in
the plant are employed full time and would not be exempted in the
amendment we suggest. There are no carrier boys employed, that I
can find on this report from the Shopping News managers who are be-
yond 19. The youngest is 14 in every instance except Houston, Tex.,
and Youngstown, Ohio. The oldest boy is 18. (See exhibit A.)
The average age is 16. They are all schoolboys.

The CuairMaN. You say there are five States that, by law, are not
chargin% this tax?

Mr. PiLLen. More than five, Senator, and more States are being
added to that number all the time, New York just the other day.

The Cuamrman, I understood you to say something about the
Federal Government collecting this 3-percent tax.

Mr. PiLeN. Now, we are talking about unemployment?

The CuairMaN. We are talking about unemployment.

Mr. PiLLeN. Thatis true.

The CaairMAN, But the States do not get the 90-percent benefits?

Mr. PiLLEN, That is correct.

The CramruMaN. Is that right, Doctor?

Mr. AurMeEYER. That is right. I mean, in those States they do not
tax. They have a perfect right to tax if they want to, however.
Many States do.

Senator ConnarLy. And if they did tax they would get the benefits.

Senator GErry. That is theidea of the statute,

Senator ConnarLy. They are sup{;osed to level it out.

Mr, Pirien. I think, Senator, the boys would never get the benefit.
The State would get the money, but the boys for whom it is collected
would never get the benefit. . )

The CrAIRMAN. Go ahead, Mr. Pillen,

Mr. Piren. To show you the bookkeeping difficulties of the situa-
tion, these 18 publications employed, at the time this chart was made
up, 9,576 carriers who reccivad an average wage of 86.7 cents per issue.

oW, you can see no growz person is going to accept that as regular
employment. Any time he got any other employment he would take t.

enator Davis. Is the business profitable enough so that they can
use adults exclusivel% in this work?

Mr, PiLLeNn. No, because adults will not report regulm;lly. It is
only 2 or 3 hours a week after school that the papers are delivered.
They will not promise to be there every Tuesday or Friday, or every
Tuesday and Friday in some cases.

Senator Davis. Is not the promise of an adult equal to that of a
young child?
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Mr. PiLLEN. We cannot say to him, “You cannot accept any other

emé)loyment on any afternoon because we may need you.”
enator Davis. at I would like to know is: Is the business prof-
itable enough to employ adults?

Mr, PiLLeN. No, 1tisnot. To be certain that adult carriers would
be available when needed a wage all out of proportion to the hours
employed would be necessary. These merchants who own these
papers feel that there is a great pressure on them by what amounts
to a 6-percent tax, 3-percent unemployment, the 1 cent for employer’s
contribution, and, of course, where it is less than a dollar they do not
take the ﬂenny away from the newsboy, they pay that for him, so
actually they pay 5 cents for each boy who works for them for each
dollar or less.

Senator VANDENBERG. As a practical proposition you cannot have
men for carriers of shopping news any more than you can have men as
newsboys for regular newspapers.

Mr, Pruren, That is correct.

Senator VANDENBERG. It is simply out of the question.

Mr. PiLLEN. Yes. Now, I started to say there are 9,576 of these
carriers, We find, by actual study, that 93.6 percent of them have
to be replaced some time during the year. Because of illness, or for
some other reason they do not show u}l). In other words, when these
carriers are replaced, either temporarily or otherwise, they have got
to get someone else. During the year it was shown that ¢ hoy needed
to employ substitutes 18,546 times,

Now, it is not practical to get alternates in these various districts,
because if 93.6 percent of the boys who are promised regular employ-
ment do not show up during the year at some time or other, it is
obvious that more than 93.6 percent of the alternates, who have no
particular reason to be available, would not be available when they
aro needed.

Senator ConnaLLy. Right there, the reason for that is that you are
giving them such short employment, just this little employment of
once a week, it is not attractive to them, and if they find anything at
all, they do not show up, is that it?

Mr. Prien. Thatis true.  We cannot give them any more employ-
ment,

Senator ConnaLLy. Of course you cannot. This is a cooperative
concern?

Mr. PiLLen. That is right, Senator.

Senator CoNnaLLy, It 13 run in order to keep them from paying
the high advertising rates that they pay in the newspaper?

Mr. PiuLeN, I would not say that, Senator. It is operated chiefly
on the demand of housewives who want, in a concise form, all the
sales that are going on in a specific day.

Senator ConNarLLy. I know I get them, I step on them at my door
once in g while, but I have not made any demand for them.

Mr, PineN. I cannot state very well in your case that Mrs.
Connally would be interested, but I do believe most of the Senators’
wives, the Senators who have their wives here, find them of interest.

The Cuameman. The newspaper would be for this proposition,
would it not?

Mr. PiLen. The newspapers I think would be entirely favorable
to the amendment we propose, because in those cases where the news-
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gapers actuall‘%own the routes instead of the boy owning it, thely would
e exempt. We do not try to make this class legislation at all,

I would like to have you understand, too, that when you employ
one boy for one delivery, you have to get a gocial-security number
and have & couple of weeks’ correspondence with the State board,
or tell them why you haven’t a number for them, until iou finally
?t your number, and then you may never employ the boy again.

ou pay him 75 cents and the Government 5 cents,

Now, the college students are exempt, even though they go to
institutions that are not exempt from the income tax and other taxes,
if they work for the college and earn up to $45 a quarter. We feel if
college students should be exempt in earning this small amount that
high-school boys ought to have that same o;l)lportunity to earn it
without the impediment and nuisance of tax collection.

I do not have the numbers of the pages of the bill as it passed the
House, but the amendment we propose, and we give it in the alterna-
tive to the bill as reported in the House, would be as follows:

Add a new section in three places:

Page 40, line 23; page 62, line 23; page 90, line 1, adding a new
section (14) saying:

Service performed by a short-time worker 18 years of age or under, whose
principal occupation is a student actually attending a regular daytime public or
private school, provided such service is not of a hazardous nature, is not in or
about the plant or factory, and is of no more than 8 hours on any schoolday or
more than 15 hours in any one week—
would be exempt from the unemployment and old-age tax provisions:

Or, in the alternative—

(14) Service performed by a short:time worker 18 years of age or
under, whose principal occupation is a student actually attending a
regular day-time public or private school, provided such service is not
of a hazardous nature, is not in or about the plant or factory, and the
income from which is not more than $45 per quarter.

We have offered it in the alternative rather than by including both

rovisions in the one amendment, for fear that if you made & salary
imitation and en hourly limitation you might have certain persons
who would work the maximum hours but try to drive down the wages,
to get under the limitation. So we tried to do one or the other.
Either one of them would be satisfactory. We would i)refer the $45
minimum, because then there could be no chance that Shirley Temple
or anyone else who malkes a lot of money an hour, would t:’ﬁ to work
oult his schedule so he would go to school regularly and still earn his
salary.

The Shopping News have always paid good wages. They have to,
For instance, here in Washington the carrters work about an hour and
50 minutes each delivery. is check-up with the publications shows
that the boys earn 75 cents for that hour and 50 minutes, or 40 cents
im hour, there is no possibility of conflict with the minimum-wage
aw.

These employers paﬁ reasonable rates in order to get and keep
courteous and dependeble delivery boys. :

Before 1 close I would like to submit for the record a chart of
carrier emﬁloyment experience of the 18 publications composing the
Sh%gpm ews Managers’ Club, Ine,

3 HAIRMAN. Without objection that may be included in the
record. .
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(The chart referred to is as follows:)

Exmmir B.—Carrier employment experience of the 18 publications composing
Shopping News Managers’ Club, Inc.

Resultant
Total | Replace- Number total of
Uil | e | meate | Taatel | Y | wniony | it
place-
peryear | Yivery | per year ”‘df!',‘,“;'eg' mentg per | delivery
year
o (2) ®) “) )] ©) ]
52 868 873 1,41 , $0.95
104 1,850 2, 850 4,100 189 14,486 .00
& 516 443 958 19 3 N
104 2 621 1,863 21 2184 885
82 182 468 11 872 .87
52 804 462 1,850 14 .08
104 201 121 322 4 416 .60
82 350 1,050 1,400 40 .70
52 22 100 332 2 1,100 .95
104 843 1,309 2,342 28 2,012 W9
82 343 508 18 .90
52 o 85 425 17 »
104 780 1,204 20 2,080 1.10
104 480 34 8 4 78
104 1 60 252 10 1,040 1,00
82 314 862 40 2,080 78
104 102 128 16 N 1
Totaleesecrara|eonsannnann 9,676 8,070 18, 546 401 40, 404 1,807

1 Average wage per dellvery.
(Mr. Pillen submitted the following brief and communication:)

Bripr oF HerserT PiLpEn! Rmpnnanmnvo THE SHOPPING NEWS MANAGERS
LUB

A proposal to amend the Social Security Act to exempt from title VIII and
title 1X persons 18 years of age or younger who attend school as their primary
occupation but who are in part-time or intermittent employment.

In referring to certain additional exemptions provided by H. R. 6635, Chairman
%%géton, for ltg)e Committee on Ways and Means, states (H. Rept. No. 728,

ong., p. 18):

“The intent of the amendment is to exclude those Fersons and those organiza-
tions in which the employment is part-time or intermittent and the total amount
of earnings is only nominal, and the payment of the tax is inconsequential and a
nuisance.  The benefit rights built up are also inconsequential * * * Thig
amendment, therefore, should simplify the administration for the worker, the
employer, and the Government.”

his appeal for exemption of the boys who deliver Shoppinf News, once or
twice a week, requiring less than 3 hours on the days employed, is entirely in line
with the reasons for the exemptions to which the committee report refers.

This request is not to be construed as rising from lack of sﬁmpathy for the
fundamental principles of the law. Each publisher heartily subseribes to these

rinciples and complies willln%ly insofar as it applies to employees working full
ime and earning wages or salaries in an amount which makes it worth while,
We also are complying with the law at present in the colleciion of pennies from our
school boys. But we hope your body will see the inequalities which exist in this

case,

8o far as the 3-percent tax which {s imposed under title IX for unemployment-
compensation purposes Is concerned, we oan find no one who %ustiﬁes this tax,
singe it is obvious that the boys in whose behalf it is paid cannot be beneficiaries,

Sinoe these workers are primarily students they cannot be totally unemployed

1 On behali of the 18 merchant-ownsd shopﬁ!nx Nows located In Boston, Buftalo, Ohleago, Chiolunatl,

Clevelind, Dayton, Detrojt, Grand Repids, Houston, Long Beach, Los Angeles, Milwaukee, San Fran:
olseo, Seattle, Bpringfield, Mass.. Weshington, and Youngstown.

160883304
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within the meaning of the State laws, and therefore when they lose their delivery
obs, or get out of this part-time employment, they cannot obtain unemployment

enefits. In other words, their employers pay a tax on their wages for which no
benefits oan go to the employee, or to anyone. A full-time student incidentally
doing part-time work cannot become “unemploKed” by losing that part-time work,
b&otause he cannot become ‘‘available for work’” and retain his primary student
status.

For instance, the Ohio law provides: “No individual shall be entitled to any
benefits unless he or she is ca?able of and available for work."”

The Wisconsin law reads: “*Eligibility for benefits. (1) Availability for work.
No employes shall be deemed eligible for total or partial unemployment benefits
for any week, if such employee was with due notice called on by his employer
or by the employment office to report for work actually available within such
week and was physiocally unable to work or unavailable for such work.”

This “availability for work” requirement is contained fn all the State laws
providing unemployment insurance benefits. And of course it is a logical and
necessary requirement,

Now, obviously, a full-time sehool boy or girl cannot be available for work within
the meaning of these laws., The District of Columbia Unemployment Compensa-
tion Commission so holds, as do all the others.

Under the District of Columbia Unemployment Compensation Act, there are
two provisions either one of which is suffieient to prevent payment of benefits to
oarrier boys as unemployed, if they are full-time students: Seotion 10 (a) (4)
requires that they be available for work, and section 10 (a) (6) requires that they
be totally unemployed.

In Wisconsin, for instance, the unemployment compensation department of the
industrial commission furnishes a form letter to employers of school boys and girls,
which reads:

Rt s YU , employee:

“Since you are a student, working outside of school hours for not more than 4
hours on any full school day, you are not entitled to benefits for partial or total
unemé)loyment from your employer under the Unemployment Compensation Act.

““At any time, however, that you are no longer a student (that is, if you worked
more than 4 hours on any day which was not a customary vacation day from your
school; or if you have stopped attending schopl regularly), let your employer know
ixflme(cli'iately. In that case you would be entitled to benefits if you became unem-
ployed.

Date...ceennoe

“Employer”

So it Is apparent that the part-time employment of school boys and girls can
result in no unemployment benefits to them.

But the tax applies just the same. Some States recognize the injustice of col-
lecting special-purpose taxes where the benefits cannot {ollow, and sggciﬁcally
exempt such employees from the tax. These States are: Ohio, Illinois, Michigan,
New Jersey, Oregon, Rhode Island, Wisconsin, and New York.

For instance, the Ohio law provides:

“(6a) Employment as a short-time worker of a minor, whose principal oceupa-
tion is a student actually attending public or private school, shall not be deemed
an employment within the scope of this act,”

The New York Statute reads:

“Employment as a part-time worker of a minor under the age of 21 years who
isf iiotua;ly i'l;l regular attendance during the daytime as a student in an institution
of learning.

In Wisconsin for several years the law provided no benefits to these student
?nl)lployees but collected the taxes. However, an amendment has been added as
ollows:

“The term ‘employment,’ except ag a given employer eleots otherwise with the
commission’s approval, shall not include: * * * "4, Employment as & news-
Egglrl, gelling or*d s}x;i'butlng newspapers or magazines on the street or from house

ouse )

More States are likely to follow, but this does not help, since under the Federal
law full payment must be made to the Federal Government, if there is no State
tax for unemplcgment insurance, by.virtue of the fact that the tax must be paid
to the Federal Government, less 90 percent of what is paid to the State. If the
Stat: collects no part of it, the entire amount is payable to the Federal Govern-
ment,
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In other words, the Federal law in effect says that even though these part-time
employees oan receive no benefits, and an inoreasing number of States recognize
this fact and therefore exempt their employers from the tax, we shall colleot the
entire amount of the tax—but of course there won’t be any benefits,

Nor is this 3 percent a small part of the overhead of these concerns: The Shop-
ping News are owned and controlled by the merchants who advertise in them.
manager operates the enter%rise and has a modest office staff, but emploras
about three or four hundred boys—1, 2, or 3 days a weck for 2 or 3 hours in the
afternoon. The composition and Printing is done usually by some local news-
paper or printer, so that the total salaries for the permanent staff amount to
one-third or one-fourth of that paid to the carriers, and it is {herefore difficult
to absorb and of course distasteful because the employer paying it realizes that
the employees on whose wapio]zs it is paid cannot hope to henefit from it.

In connection with title VIII X shall show why it is not possible to employ
other than school boys for this work, but so far as title IX is concerned, we are
convinced that the tax exists only hecause its injustice was not heretofore called
to the attention of the Congress, and we are confident that this inequality and
injustice will be eliminated at this time. :

As to title VIII, the old-age-insurance provisions, it is true that some slight
benefit might go to these employees, 47 or 48 ycara later, since they are under 18
years of age when employod, but It Is our contention that this exemption is justi-
fied hecause the existing provision is a nuisance to the Government, and to the
employer, to keep the records during all these years, and the possible bencfits are
too inconsequential to justify it.

At the outset let me say that it is necessary to employ school boys for this
work; since it is part-time several hours a week, it is not possible to secure persons
who are regular workers interested in full-time employment. The boys do not
go near the plants, but the papers are delivered to their homes while they are in
school, and they start their deliveries from their own homes. The boys always
come from their own neighborhood and are representative of the neighborhood.

Some newsboys are exempt from the law at this time, because they buy their
pupell*ls a{lsd sell them to their own customers and are therefore considered little
merchants,

The Wage and Hours Division has exempted newsboys, provided they do not

o to the g;ant or factory, and in their definition of newsboy the boys delivering
hopping News are included.

o attached chart (oxhibit A) shows that less than 4 percent of these bo}y;s
combine this work with other employment, so that there is little chance that the
amount paid would be helpful in building up an old-age insurance account of
value. About 7 percent help support their parents, though an additional 35
percent help support themselves, by buying books, enjoying hobbies, eto. The
average amount payable to these boys is %2.10 per week, or $27.50 quarterly.
Their average age is 16, and the average period of employment is 21 months,
This comes from_information gathered within the past 2 weeks from the 18
merchant~owned Shopping News involved in this appeal. '

The realities from the side of the bookkeeping difficultics ahead of the Internal
Revenue Depnriment and the 18 Shopping News composing our association, s
l('evgall)eg I;)y the following analysis of the statistical report that s attached

exhibit B):

1, These 18 publications employ a total of 9,576 carrlers.

2. These 9,576 carriers recelve an average wage of 86.7 cents per issue (some
Shopping News publish twice weekly rather than just once a weeck, and ocea-
sionally an additional circular may be distributed). Individual rates per delivery
range from 60 cents to $1.10,

3. The report shows that annua}lg 93.6 percent of this total of 9,576 boys leave
the service and have to be replaced. This means 8,070 more individual entrles
irf1 the bookkeeping responsibilities of the Government and us. But that is not
all—

4, Carriers have to be replaced, not permanently, but for partioular deliveries,
because of {liness, authorized absence, ete, The substitutes employed have to be
paid for the fonal emergencies for which they are employed, The report
attached shows in columns § and 6 the extent of such emergency employment of
substitutes per week and per year. This shows that during the year, these 18
employers have to employ such substitutes 18,548 times. e must report for
each one of these substitutes even though he might only be employed for one
single delivery and after that have no further employment with us.

e are sure you will recognize the nuisance involved in securing a Soocial Security
card for a boy to fill the place of another boy who has suddenly taken ill or other-
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wise cannot fulfill his undertaking, In this instance it is usually the first emplov-
ment of the boy under the act so that he does not have & number. In other &Ids,
where older ﬁersons‘are employed, there is considerable chance that the person
already has his number. Here a card must first be secured in nearly every in-
stance, at considerable cost in time and expense to the prospective employer,
since he is in a hurry to fill the emergency vacanoy and must undertake securing
the number to be certain it is available.

In view of the excessive turn-over among these delivery boys, it is not practical
to arrange for alternates in each district. Undoubtedly more than 93.6 percent
of such alternates would not be available when called upon, since so large a per-
centage of the regular carriers must be replaced annually.

Since college students who work around the college or other institution are
oxempt up to $45 quarterly, we fee! the same exception should apply to the high-
school student who seeks part-time emiployment, Certainly these boys should be
gncoufralged in this effort—work of this kind is character building and in no sense

armfiui.

'Fonthis end we suggest an amendment in the three pertinent places in the bill,
as follows:

Add a new section in three places: Page 40, line 23; page 62, line 23; page 90,

Iine 1:

(14) Service performed by a short-time worker 18 years of age or under, whose
principal ocoupation is a student actually attending a regular day-time public or
private school, provided such service is not of & hazardous nature, is not in or
about the plant or factory, and is of no more than 3 hours on any school day or
more than 16 hours in any one week.

T
(14) Service performed bgf & short-time worker 18 years of age or under, whaose
principal ocoupation is a student actually attending a regular day-time publio
or private school, provided such service is not of a hazardous nature, is not in or
about the plant or factory, and the income from which is not more than $46 per

quarter,

It is felt that either the time limitation or the wage limitation should be in-
cluded, but that both limitations should not be included, since that may encourage
‘“chigelers’’ and those not in sympathy with the act to try to get the maximum
of hours with the minimum of wages. We prefer the latter,

The Shopping News have always paid good wages. They pay these boys about
40 cents an hour, They must pay such wages to get and keep courteous, de-
pendable carriers,

Munsey BuiLping,
Washington, D. C., June 13, 1989.
Hon. Par HARRISON,
Chairman, Senate Finance Commitiee,
United Slates Senate, Washington, D, C.

Duar SenaTOoR HarrisonN: At the committee meoting this morning, when I
ap&)eared in behalf of an exemption for sechoolboy carriers, some of the questions
indicated that the committee would be interested in knowing whether the various
Shopping News are published because the rates are lower than those for regular
newspaper advertising.

I have checked the rates on the newspapers in the Distriet of Columbia, and
find that the rate for a ?age a week for a year, or 150,000 lines, {n the Waghington
Post {3 14.44 cents per line; the Times-Herald is 15.9 cents per line, and the Star
is 17.9 cents per line, The News is 11 cents per line on a 175,000-linc basis. The
cost for the Washington Shoxl)pln% News, including engraving, is 14.5 cents per
line for 122,300 lines, or, higher than the Post and News, and lower than the
Star and Times, I presume this is representative of the industry, and I believe
is sufficient to show that these Shopping News were organized by thelr merchant
owners because of the results achieved and the demand demonstrated, It is a
business proposition of proved value to the merchants involved, which merchants
do not discontinue advertising in the regular newspapers, but advertise in both.

The Shopping News is of value because it gives to the housewife shopping
news only. She finds all the information she wants concentrated in one paper
without extrancous matter. And she gets it free.

Reapeotfully yours, Hersurt PiLLeN

The CrarrMaN. Thank you very much, Mr. Pillen,
Dr. Altmeyer, will you come forward, please?

\
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STATEMENT OF ARTHUR J. ALTMEYER—Resumed

The CrarrMaN. There will be a_lot of questions, I imagine, that
will be propounded. Senator La Follette, you had some questions
that you desired to ask.

Senator LA FoLuerre. Dr. Altmeyer, I would like to go throuf
some questiens with you with the objective of bringing out, if possible,
some Information on the effect of the arbitraries which have been
Necessary.

Now could you tell me what qualifications & person who is 65 or over
before January 1, 1940, must possess in order to be entitled to receive
the old-age beneﬁt, or the primary insurance benefits, whichever you
prefer to call it?

Mr. ALMEYER. Yes, sir,  You will find on page 13 of the report
of the House Ways and Means Committee the definitions of “fully
insured”’ and ‘“currently insured” individuals. I might explain, first,
the reason why it is necessary to make a distinction between “fully
insured” and “currently insured.” You will have young men in
only 2 or 3 years, perhaps, who die leaving a widow and orphans.
Now if you had the same definition of an insured irndividual to cover
these younger people who die in midcareer, so to speak, s you have
for the person who retired at age 65, it would be too stringent and
exclude the very people to whom you want to furnish protection,
Therefore, we are suggesting a difference.

Take, first, the “fully insured” definition on page 13. Because
of the fact that we are recommending that these monthly benefits
commence 2 years sooner, it is necessary to make a considerable
modification In the eligibility rquirements. Especially is that so
because you have men and women who have reached age 65 since
January 1, 1937, when this law went into effect. Those people,
after they have reached age 65, have not been able to build up any
benefit rights, because, a3 the law is written now, when a person
renches age 65, both the contributions and the benefit rights cease,
and they receive a small lumji sum, That is another reason why it
is necessary to Jiberalize the eligibility requirements for those retired
in the early years.

Senator LA FoLLerre. Now taking this person at 65 or over before
January 1, 1940, what must have happened to him in order that he be
entitled to these primary insurance benefits?

Mr. ALtmMeYER. He must have had 2 yenrs of coverage (‘‘coverage’
is defined as earmings of $200 or more in a given year) and earned a
tota] of $600 in wages, -

Senator La FoLLerTe. Would that mean that wages received by a
person when 65 or over before January 1, 1840, do not count?

Mr. AvrMEYER. The wages?

Senator La FoLrerre. Yes.

Mr. Avrmuyver. The wages after age 65 do not count, and that is
why it is necessary to be so liberal. You have the 3 calendar years
1037, 1938, and 1939, and it is hoped that by making it only 2 years
those persons who have had some employment experience during
those years and can establish that they are really suffering a wage loss
by retxrinf, will be covered.

So, as I say, for those who have become 85 years of age before
January 1, the qualifications are 2 years of coverage and a total of $600
of earnings.
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Senator LA FoLLErTe. From the covered employment?

Mr. AurmEYER. Yes, sir,

Senator La Forrerre. Now it is a fact, is it not, as I understand
it and found under the experience, that there is a great deal more going
in and out of covered employment, going out and then back again,
than was anticipated?

Mr, Aurmeyer. Yes, sir.

Senator I.A FoLLeTrE. And who also must file an application?

Mr. ALTMEYER. Yes.

Senator La Foruerre. What are the qualifications required by a
person who attained the age of 65 in 1940?

Mr. Avrmever. Woll, you will find in tho table that a man
attaining the age of 65, or a womean attaining the age of 65, in 1940,
would have to have 3 years of coverage and $800 of earnings. Thon
if the person attained the age of 65 in 1041, it is 3 years of coverage
and $1,000, or $200 more of total earnings. In 1042, it is 4 yoars of
coverage and $1,200 of total earnings; in 1943, it is 4 years with
$1,400; in 1944, it is 5 yenrs with $1,600 total earnings and in 1945,
it 18 5 years with $1,800 total earnings. Thereaftor 1t is one-half of
the years since 1936 plus 1 additional year and earnings of $2,000.
In other words, you have to move into your permanent oligibility
requirement gradually in order to make eligible in these early years
persons who have some degree of earning history to warrant paying
them & retirement benefit.

Senator La FoLLertE. Now, as I understand it, these changes in
requirements as between persons who were 65 before and those who
were 65 in 1940 take effect on January 1, 1940, do they not?

Mr. AurmMevYER. Yes, sir,

Senator La Forrerie. So that under this proposal the eligibility
requirements for & person who attained the age 65 on December 31,
1939, would differ from those applicable to a person attaining the
age 65 on January 1, 1940?

Mr. AurMEYER. Yes, sir.

Senator La Forrerre. Is this examplo correct: Employee A, who
attaing age 65 on December 31, 1939, let us assume that he raceived
$400 from wages in 1937 and $200 in 1938 and does no work of any
sort thereaftor, what would he pay in taxes as provided in the Social
Security Act and in these amendments?

Mr. AvtmMeYER. You said $600 altogether?

Senator La FoLrerre, Yes. .

Mr. Avtmeyer. He would have paid only $6 in taxes, and his
employer paid $6. .

Senator LA Foruerre. And if he had filed an application on January
1, 1940, he would be entitled to benefits, would he not?

Mr. AutMEYER. Yes, sir.

Senator LA ForLErTE. How much would his monthly benefit be?

Mr, AvrMEYER. $10, the minimum,

Senator LA FoLLETTE. And if he had a wife over 85, who was not
entitled to a benefit in her own right, and a dependent child under 18,
what would the benefit with respect to his wages be?

Mr. AurmEYER. It would be still pretty close to the minimum.

Senator LA FoLLe1Te, $13.34, would it not?

Mr. AurMEYER. $13.60.
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Senator La Forrerre, Now, how much will be paid out on the
average to a man aged 65 at $10 month on the expectancy of his life?

Mr. AvtvMever. Well, the life expoctancy is about 12 years,

Senator La ForrerTE. So that would be around $1,400?

Mr. ALTMEYER., Yes.

Senator Lie ForLerTe, Now, take another example. Suppose a
man received $3,000 in wages in 1937, $3,000 in 1938, and works no
more?u‘fter the end of 1938, how much would he pay in insurance
taxes?

Mr. ?ALTME\’ER. He would pay 1 percent., You say the total is
$6,000

Sonator LA FoLLETTE. Yes.

Mr. Avrmeyer. He would pay $60 and his employer would pay $60.

Senator LA IfoLLerrE. If he attained 65 on January 1, 1940, would
he then be entitled to benefits, if he filed an application?

Mr. AuTMEYER, Yes,

Senator La Foruerre, If he attained that age on January 1, 1940,
he would not be entitled to it, would he?

Mr. Auvrmuver, 1 did not remember when you said he became 65.

Senator La Fourerre. He attained the age of 65 on January 1,
1940. He would not be entitled to any benefits, would he? .

Mr. ALTMEYER. And he was in only 2 years?

Senator LA FoLLerre. That is right,

Mr. AuTMEYER, No.

Senator La ForrerTe. He would not be entitled to any, as I under-
stand it, because of the fact he attained the age of 65 in 1940. He
can be eligible only if there were 8 celendar years in which he received
wagoes of at least $200. . :

Mr. AurMEYER, That is right, If he earned $200 after January 1,
1940, he could then become eligible.

Senator La Fouuerre. I he had the good fortune to become 65
iears of age before the date in this example he would be entitled to

onefits, would he not?

Mr, Aurmever. That is right.

Senator LA ForLLerre. Theroefore, even though emploi,'oe B re-
ceives 10 times as much wages and pays 10 times as much in taxes
as employee A, employee B gets nothing while employee A can look
forward to receiving as much as $1,400, over 200 times as much as he,
himself, paid in taxes; that is correct, is it not?

Mr. Antmeyer. That is right. ’

Senator La FoLLerre. Employee B could still qualify, bowever, if
he had the good fortune to earn $200 in the third year?

Mr. Arrmeyer. Yes.

Senator La FoLLerrs., You would say the chances for employment
at 86 or over are rather slim, would you not?

Mr. AutmeyER. Not if the person has been working up to age 65.

Senator La ForLerTe. Now, if omployee B received $200 in wages
from covered employment in 1940 he would be eligible, would he not,
on January 1, 1941, if he applied for it?

Mr, Aurmuver. He would be eligible immedintely after he earned
%1% $200. If he earned it in the first month he would be eligible on

ebruary 1,

Senn,tgr La FoLLrTre., And his primary benefit would be $28.76,
would it not?
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Mr. AutmeYER. I have not mede the calculation. I imagine thatis
what it would be.

Senator Lo FoLLeTTE. And if he had a wife aged 65 there would
have been a benefit of $14.38 more payable to her if she was not
entitled to more in her own right; that is correct, is it not?

Mr. ALTMEYER. Yes, sir,

Senator La ForLETTE, Now, even if there were no benefits payable
to a dependent child, the total benefit in respect of employee B’s
wages would be $43.14 per month, would it not?

Mr. ALTMEYER. Yes, sir,

Senator La ForLerrE. Now, if the wife of employee B survived him
after he became entitled to these benefits would she be entitled to
benefits thereafter?

Mr. AurMBYER, Yes.

Senator LA ForLerre. She would get three-fourths of her hus-
band’s primary insurance benefit, or $21.67 per month, is that right?

Mr. AurMeYeRr. That is right.

Senator LA FoLLETTE. at is the value of a benefit of $43.14
payable for the combined lifetime of a husband aged 66 and wife
c;ged 65 with $28.76‘psﬁ7hble during the after lifetime of the husband
if the wife should die first, or $21.57 during the after lifetime of the
wife if the husband should die first?

Mr. ALTMEYER. You mean the actuarial value?

Senator La Forturre. That is usually computed on the combined
annuity table at 3 percent, is it not?

Mr. ALTMBYER. Yes.

Senator LA ForLerre, Which would make $5,677.

Mr. AuTMEYER. I would think that is correct.

Senator La FouLerre. Now, the value of the $28.76 per month of
employee B at 66 on the same basis would be $3,322, would it not?

Mr. AurMeyeR. I would imagine so; yes.

Senator La ForLerTe, And the average payments would exceed
$4,000 during the lifetime?

Mr. AurmeYeRr. Yes.

Senator LA FoLLerre. In other words, for an additional $260 in
wages after January 1, 1940, and $6 in taxes paid by him and $6
gaid by his employer, employee B, under this example, could get a
$er:}e;zﬁ7t worth at least $3,322, and if he has a wife 65 years of age,

5 .

Now_v, would it not obviously be to great advantage to get $200
more in wages, and would not there be an inducement created there
for a lot of subterfuge for persons to fall into the category of this
employee B that I have given in this example?

Mr. ALTMEYER. Yes, sir.

Senator L'A ForLerTE. Do you see any way in which that could be
corrected? i .

Mr. AvrMeyer. No, sir. We will have to recognize, when we
start a social-insurance system, that we are going to have these
anomalies that you pointed out so well, and that we are going to
have benefits payable in the earlier years far out of proportion to
the contributions that have been made ‘l))‘y the insured person himself.

If you will turn to page 14 of the Ways and Means Committes
report you will see the difference between the benefits payable under
this proposed revision and the benefits that would be purchased from
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a private insurance com}})‘any. Take, for instance, 8 man who had
been earning $50 a month, even after 20 years of coverage he could
only get a monthly annuity of $1.55, on a strictly insurance basis.
A man could draw, even under the present law, 72 times as much as he
bas paid in, and under this proposed revision he could draw still
more in proportion to what he has paid in.

Senator L.a ForLerre. Would there be anything to prevent a man
in the situation of employes B from organizing a company and

ayuflig?himself $200 and thus getting this tremendously increased
enefit

Mr. Aprmeyer. We suggested putting in language to provide

enalties for collusion for the purpoese of obtaining the benefits.
hat is on %&ge 33 of the bill, section 208. We have some language
there, but there will be a considerable temptation for collusion.

Senator LA FoLLETTE. Now, there are other times when the re-

uirements generally show that small differences in the case of
obtaining age 65 may produce very large differences in benefits; are
there not?

Mr. ALTMEYER. Yes, sir. .

Senator La FoLLerre. I want to have incorporated at this point a
table, which I would like to have you correct if it is not correct.
You oan see it later.

Mr, AuTMEYER. Yes, sir. .

The CuarrmaN. Without objection, it may be put into the record.

(The table referred to is as follows:)

A. The changes can be shown in tabular form as follows:

Nufnbgr of
calendor
years in r&{aﬁ;‘g
which at Wages to
' rage i | oot S | bere:
change, Ini- | mus
Attained age 65 tial require- | reoeived ?};‘;\d
ment in wages covered
covered | employ
employ- ment
moent
Prior t0Jan. 1, 1040, .o ouciiii e iiac e n s ecrsonans |ereeae e 2 $600
In1040.... .| Jsn. 1,1040 3 800
In 14l Jam.  1,1041 3 1,000
In 1642.. Jan. 1,194 4 1,200
In Jan, 1,1 4 1,400
In Jan. 11,1944 ] 1, 600
In 104 Jan, 11048 [ 1, 800
In Jon, 1,104 [} 2 000
In 194 Jan. 1,184 6 2, 000
In Jan. L1 7 2,000

. Thereafter the $2,000 remains unchanged but the number of years
in which $200 or more of earnings is required rises by 1 year on
«Ignuary 1, of 1950, 1952, 1954, 1956, 1058, 1960, 1962, and 1964, to
ears,
enator LA FoLLerre. Now, as I understand it, these calculations
are on a calendar-year basis, are they not?
Mr. ATMEYER. Yes, sir,
Senator Lao ForLerrs. Is it true that no year counts toward
gne%t?mg the qualification requirement at lesy than $200 wages received
ini
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Mr. AvrMeysr, That is right.

Senator Lo Foruerre. I would like to bring out what may happen
on sccount of this slight difference in amount received by taking
two examples. Take employee C and employee D who attained the
age of 65 in the early part of 1938, Both earned $3,000 in wages in
1937 and employee C received $200 in 1938, before he attained age
65, but the prorata part of emgloyee D’s wages before 65 was only
$199.99. Now, suppose they both ceased work before January 1,
1940. As I understand it, employee C would be entitled to benefit
and emxloyee D would not; is that correct, under the bill as it stands?

Mr. ALMEYER, I do not know whether I got all of the conditions.

Senator Lia FouneTre. There is & difference of 1 penny in the
amount of wages received in the calendar year. So because he got
ll) cgn; less he would be out, but the fellow who got 1 cent more would

e in

Mr. AutmeveRr, Except, of course, in making the statement that
these earnings do not count, I should corrcct my statement to say
fllmt they do count toward these total earmings that are mentioned

ere,

Senator La ForLeTrE. Noj;but assume that these two people, in one
of the years for which they must have wages under covered employ-
ment, one of them got a cent less than $200, he would be out of any
benef{ts, would he not?

Mr. Aurmever, That is correct; however, by earning $200 in 1940,
or later, he could qualify.

b S.er‘}ator LA FoLLeTTE. And the person who got a penny more would
e in

Mr, AurmMeYER, That is true. Under the present act if & man
earned $1,999.99 he would be out with no possibility of qualifying
later, and a fellow who earned $2,000 would be in.

Senator La FouLErTE. Now, employee B, in this example, would
have a primary insurance benefit of $24.37, would he not?

Mr, AvrMeyer. I imagine so.

Senator La FouLerre. So the difference of 1 penny in wages might
make a difference of many thousands of dollars in benefits?

qu. AvtmeYER. Yes, sir; if the person suddenly quit working for
all time,

Senator LA FouLerre. Now, if an individual worked in December
of 1938 and January of 1939 and was paid $195 in wages in each month,
but worked in no other month in either year, would he have a year of
coverage under these amendments?

Mr. Autmeyer. No, sir,

Senator La FoLLerTE. Have you any estimate on how many employ-
ees will pay taxes under the Social Security Act, or these amendments,
who will fail to receive as much as $200 n a calendar year?

Mr. ALtMEYER. Yes. About 15 or 20 percent.

Senator LA ForLerre, In 1937 there were 6,661,000 employees,
according to the Social Securii{ Bulletin, for March of 1939, and
arcording to table I on page 3. Records for about 1,500,000 employees
are not included in the tabulations, either because no report was
received or because certain other data were missing., That is correct,
is it not?

Mr. AvrMEYER. I imagine so.
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Senator La ForrerTE. And what proportion is that 6,600,000 per-
sons of the total number included in the tabulation?

Mr, ALTMEYER. 22.1 percent.

Senator La FoLuerTe. Now, what proportion of employees paying
taxes in 1937, in the age group 60-64, earned less than $200?

Mr., ALTMEYER. A small proportion. Strangely enough, the older
workers earned higher wages on the average than the younger.

Senator La FoLLeTTE. According to table VI on page 8 of the same
bulletin there were 15.8 percent.

Mr, AviMeyER. That is right,

Se;mtor La ¥ouuerre, What were the proportions in the higher
ages

Mr. ALTMEYER. You mean 657

Senator La FoLLerTe. Yes; above 60 to 64. From 65 to 69 there
were 29.9 percent,

Mr. AutmeYER. They are not taxed, so we do not have any reliable
record of those.

Senator LA FoLueTrTE. There were 29.9 percent, according to the
bulletin, who received wages which were creditable of less than $200,
and for nges 70 and over, 53.5 porcent of those reported had wages
of less than $200 during the year. Wages received by a peorson after
65 were not supposed to be reported, so these figures are not com-
parable with those for the younger years.

Mr. AL™EYER. Yes, sir.

Senator La Forrerre, They do indicate, do they not, & very large
proportion of those at ages over 65, who received wages, earned less
than $200 in 19377

Mr. AvtMeYer. Yes; but that is not for a full year, of course,
That is because of that in-and-out movement that you mentioned in
the beginning.

Senator LA Forrerre. We have got to take that into consideration,
do we not?

Mr, AutmeYER. Yeos, sir.

Senator La FoLLerTe. In considering the impact of these arbitraries
under these amendments?

Mr, AutMEYER. Yes, sir,

Senator LA ForrLerre. Now, in 1938 employment and wages, it is
generally known, were lower than in 1937. Is it not probable then
that some persons nearing 65 who were employed and received more
isls;gtsl?$200 in 1937 were wholly unemployed or got less than $200 in

Mr. ALrmuYBR. Yes, sir.

Senator LA Forrerre. Is it likely that any appreciable number of
persons nearing age 65, who did not receive wages in 1937 or got less
than $200, would get $200 or more wages in 1938?

Mr. AurMeYER. I did not get the first part of the question.

. Senator La ForLerre. Well, in view of the fact that employment
is down, is it likely, I ask, that any appreciable number of persons
nearing age 65, who did not receive wages in 1937, or got less than
$200 in that year, would get $200 or more in wages in 1938?

Mr. ALtMEYER. You say is it not unlikely?

Benator La FoLLETTE. fs it not likely.

Mr. AutmuyEr, Yes; that is right.
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Senator La FoLLETTE. Now, so far as the year 1939 is concerned,
although employment is running above 1938, would you think that
many of the men 65 or over, or nearing 865, would fare any better as
to wages than they did in 19387

Mr. ALTMEYER. Some would.

Senator LA FoLLeTre. How many persons is it estimated will attain
age 65 by January 1, 19407

Mr. ALTMEYER, Durin%lwhat period?

Senator LA ForLerTs. How many persons is it estimated will attain
age 65 by January 1, 19407 .

Mr. ALTMEYER. You mean how many persons would become eligi-
ble, or what?

Senator LA FoLLeTTE. Who will attain that age of 65,

Mr. AveMEYER. During the 3-year period 1937, 1938, and 1939?

. Sgggtor La Forrerre. I will put it this way: Prior to or on January
, 1040,

Mr. AurmeYER. During this 3-year period of 1937, 1938, and 1939,
I take it you mean?

Senator La ForrerTe, Yes; with creditable wages.

Mr. AurMEYER. I cannot give you an estimate on that now.

Senator Lia FoLLETTE, Will you furnish that, please, for the record?

Mr. ALTMEYER. Yes, dir.

Senator LA FoLLerTe. I mean an approximation, I know you
cannot give the exact figures. Could you give me the figures as to
how many surviving persons 65 or over on December 31, 1940, exclud-
ing those over 65 before January 1, 1937, will have had some creditable
wages at that time?

Mr. AvrmeYER. 1 will have to put that in the record, too.

Senator La FoLLeTTE. Itis very difficult to get any precise estimate
on that, but my information is it will run to some substantial figure,
will it not?

Mr. ALTMEYER. Yes, sir.

Senator LA FoLLerrE. It might be 500,000?

Mr. ALTMEYER. Yes.

Senator La FoLLeTTE. Now, can you tell me how many persons
there will be alive on January 1, 1940, who will have by that time
received wages from covered employment, irrespective of the fact
that some or all of such wages were received when the person was
over 65 and therefore were not creditable?

Mr. ALTMEYER. You say you want an estimate of that number?

Senator La FoLLETTE., Yes.

Mr. AurMEYER. I can give you that.

Senator La FoLLerre, My information is that the figures would
be somewhere from 1,000,000 to 1,200,000, or 1,300,000.

Mr. ALTMEYER. Yes.

Senator L ForLLerre. Have you any estimate on the corresponding
figure for December 31, 19407

Mr. AvrmMeYER. No, sir.

Senator La ForLeTTE. You can furnish that?

Mr. AurMeYER. Yes; I will try to furnish all that.

Senator La FoLLeTre. How many of these will have ceased working
by January 1, 1040 Would you say around 300,000 to 400,000?

Mr. AurMeEYER. You mean during the course of a calendar year?
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Senator Lo FoLLerre. Now, how many of these %eo le I have been
discussing is it estimated will have ceased working by ganuary 1, will
retire or Jose their jobs?

Mr. ALTMEYER, 1940?

Senator LA FoLLerTE, Yes.

Mr. ALTMEYER. I do not know, ofthand.

Senator La FoLLerTE. Now, most of thoss who have not ceased to
work, then, will not be able to qualify on January 1, next?

Mr. ALTMEYER. I would want to go over the figures. I could try
to make an estimate of the proportion.

Senator La ForLerre., Will you do that, please?

Mr. AurMeYER, Yes, sir.

Senator LA FoLLerte. Have you made any estimate on how many
persq?ns you would expect will qualify for these benefits by the end of
1940

Mr, ALrMeYER, Yes, sir,

Senator LA FoLLerTe. What is that number?

Mr. AurMeEYER. You mean of the old people, themselves?

Senator La FoLLETTE. Yes.

Mr. AurMEYER, We estimate that about 400,000 will 1{;Irobably
meet, the qualifying requirements of the amendments. any of
these, however, will continue working. About 200,000, not counting
the wives, parents, widows and orphans will probably receive benefits
during the year. If aged wives, widows and parents are included
the total would be more than 265,000.

Senator La FoLLErTE. Now, as I understand it, the wages received
by persons over 65 would become creditable in 1940 will they not?

Mr. AurmryER, Yes, sir,

Senator Lia ForLerr. So that in addition to the numbers which
have just been brought out, that will be inserted in the record, which
have been brought out in these previous questions, can you tell me, or
furnish for the record how many persons who were 65 or over 65 on
January 1, 1937, will receive creditable wages in 19407

Mr. AurMeyeR. Yes; I will furnish that for the record.

Senator La FoLLeTTE, Now, in your estimate do you calculate that
those who are qualified for old age benefits are likely to retire or not?

Mr. AuTMEYER. It all depends upon the conditions of business.

Senator La FouLerre, Now, exclusive of the wives or widows over
66 who might receive benefits by reason of rights acquires by virtue of
their husband’s wages, how many persons with creditable wages do
you estimate will actually be receiving old-age benefits or primary
insurance benefits by the end of 19407

Mr. ALTMEYER. I say, I do not have those figures.

Senator La ForLerre, Well, now, subject to the correction of these
figures, in which I may be erroneous, as 1J understand it, by the end of
1940 from 1,150,000 to 1,400,000 Fersons of age 656 and over will have
received wages from covered employment. Not all of these will have
had creditable wages. That is, some will be 85 before January 1, 1937
and cease work before January 1, 1940. The total number who
have had creditable wages by the end of 1940, and will then be 65 or
over will be from 1,000,000 to 1,200,000, Of these, 300,000 to 350,000
will be eligible for benefits and 200,000 will actuaﬁy be getting bene-
fits. Therefore, only from 15 to 20 percent of the persons in the occu-~

M 1 LAY AfA
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pational groups covered by this bill who are 65 and over on December
31, 1940, 1 year after the amendments have gone into effect, and who
have worked in those covered occupations at some time on or after
January 1, 1937, will be actually benefited. It should be said, how-
ever, ;mt more will come in as the years go by. That is correct, is
it not

Mr. AutMEYER. Yes, sir.

Senator LA FoLLETTE, Now, it has been stated that these amend-
ments would probably add a very large number of people; I have seen
some statements up to 1,000,000, older workers to be covered. Would
it not be more accurate to say that the amendments will consider per-
sons up to 65 in covered employment and many thousands of them wiil
not receive anything in return for those taxes?

Mr, AvTMEYER. It is possible.

Senator La ForrerTs. Is it not probable?

Mr. ALTMEYER. Yes.

Senator LA FoLLerte. Now, the aggregate wage requirement is
goin UX to $800 as distinguished from $600, is it not?

r. AurMeYER. I did not get that question.

Senator LA FoLLerre. I say, the aggregate wage requirement will
be raised to $800 instead of $600?

Mr. AvtmEYER. For those age 65 on January 1, 1940, or later.

Senator La FoLLETTE. And on January 1, 1942, the years in which
$200 must be earned increase from 3 to 4, and the aggregate wage
requirement will be raised from $800 to $1,000, and these requirements
increase over a period of years as shown by the table to which you
have referred, is that right?

Mr. ALTMEYER. Yes. .

Senator LA Foruerre. In fact, it increases until 1946 and then it
becomes $2,000, and the {(mrs of coverage, $200 per year in wages,
rise until 1964 when it will become 15 years?

Mr. ALTMEYER. Yes,

Senator La Foruerre. Now, as I understand it, the Eurpose of
these increases in earning requirements is to hold down the number
of beneficiaries, in order to keep the system in some sort of control;
is that correct?

Mr. AutMEYER. Rather to essure a reasonable relationship between
loss of earnings and benefits.

Senator LA FoLuerTe. If you cannot furnish it now, will you furnish
for the record how many people these requirements you estimate will
exclude from the system? :

Mr. AurmMeYER, I think it would be impossible to make an estimate
of that kind.

Senator LA Fouierrs. Can you give any approximation?

Mgr. ArrMEeYER. No, sir. e hope, of course, that long before
you reach these distant years there will be more extensive cover-
age than thers is now, and many of these anomalies you men-
tioned will disappear, because the earnings during the course of years
will be enough to qualify, whereas, now 1t is 20 percent, for example,
as has been mentioned, that would not have $200 enrnings, largely
due to the fuct that they have been in covered employment only a
fraction of the year. Unless we knew whet the coverage is going
to be in these later years we could not estimate the number of persons
who would be excluded.
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Senator LA ForLeTre. How many persons is it estimated will
attain age 65 in 1941, after having had some wages from covered
employment?

Mr. AvtMEYER. I do not have those figures.

Senator La ForLerTE. My information is from 150,000 to 160,000
during the year, and from 400 to 430 a day. Now, you could not
give us any estimate on how many of these will not be eligible for
old-age benefits at the end of 1940, could you?

Mr. ALrMEYER. Yes, sir,

Senator La ForLerre. Now, taking into account the fact that in
1937 one-sixth of them failed to receive wages as much as $200, and
that conditions were much worse in 1938 and not too good in 1939,
and men approaching 65 have great employment handicaps, would it
not be reasonable to expect that from one-fourth to one-third would
not be qualified at the end of 19417

Mr, AvtMeYER. I would not hazard a guess.

Senator La ForLerrE, Might we not have cases such as this: Em-
ployee C who attained age 65 toward the close of 1940 had total
wages of $600, and wnj%es of $200 or more in 3 years getting the
benefit, and employee D attained the age 65 a few days or weeks
later, with more wages, and having paid a larger amount of taxes
than C, still not receiving any benefit?

Mr. AurMEYER. Yes, sir, but he could qualify by later earnings.

Senator LA FoLLeETTE. And is it not true that later on, when the
years of coverage as well as the aggregate earnings requirements
change, as on January 1, 1942, one man having a sum of $800 in
wages getting benefits, while the man who got as much perhaps as
$1,000 gots no benefit because he was born a fow days too late

Mr. ALtmEveR. Yes, sir, but he also could qualify by later earnings.

Senator Connarry. Doctor, is it not true that you have got to
have some dividing line in all these things, the dates and amounts?

Mr, AutMeYER. Yes, Senator. . .

Senator LA Forrerrs. All I am anxious to do, Senator, is to develop
the fact for the benefit of the committee and any others who may be
interested, in order that we may not have any exaggerated hopes
aroused as to what this measure is going to do. Newspapers have
carried stories that it is going probably to bring in a million new

eople, and that sort of thing, and I think these facts are of great
interest and should have the consideration of the committeo.

Now, would you say that it was any exaggeration to sy that evex'?r
ls)'em' for many years a large number of persons who attain age 65 will

o disqualified even though they bave earned creditable wages?

Mr. AvrmeYER. That 1s right.

Senator La FoLLerre, And that many of them will fall short by a
very little?

Mr. AvrmeyER. That is right.

Sonator La Forrrrre. Would you say that the disqualifications
which will result because of these arbitraries would be similar in all
sections of the country, or would be different?

Mr. ArrMever. No; they would be different depending upon the
wago levels in the various parts of the country. They would exclude
more persons in the South than in the North, for example.

Senator La FoLLerre, I would like to bring out the discrepancies
of thie impact of these arbitraries in different sections of the country
by taking the proportions earning less than $200 in 1937, and what
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proportion of those persons for whom wages were reported earned less
than $200 in 1937.

These figures are computed from table 13, on page 80, of the Social
Security Bulletin for March 1939, as follows:

Wigconsin, 20.9 percent,.

Mississippi, 49.9 percent.

Uteah, 30.7 percent.

Georgia, 35.5 percont.

Virginia, 29.3 percent.

Texas, 35.9 percent.

Massachusetts, 16 percent,

Connoecticut, 13.9 percent.

California, 23.7 percent.

Iowa, 29.1 percent,

New York, 15.8 percent, and the country as a whole, 22.1 percent.

Now, also, I would like to ask you to furnish, if you will, for the
benefit of the committee, estimates, if you can give them by Statos
and by these specific standards which are set up in the unemployment
compensation amendments to the act, required as a condition prece-
dent to reduction of cash, .

Mr. AurMeYER. Would you like to know how they would affect
each State, you mean? .

Senator LA FOLLETTE. Yes; the increased costs to each State for
each one of these conditions precedent to cash reduction,

Mr. ALTMEYER. I would hesitate to put it on a State-by-State
basis, because of the great meny unknowns that are involved., I
think I could %ve you an estimate for the country as & whole,

Senator La ForLerre. You could not give it by States?

Mr. ALTMeYER, It would be just a guess, and I would not want to
underwrite such a guess. I think it is'a considerable guess when you
make an estimate for the country as a whole, for the reason, as I stated
yesterday, that the benefit experience has been so brief, but our best
guess for the country as a whole is an increase of about 20 percent.

Senator LA FoLLETTE. I desire to place in the record certain tables
illustroting the effect of certain amendments in the pending bill.

Illustrative cases of variations in amount of survivors' benefits under the proposed
dments to the Social Security Act

(male) J AA BB 0C | DD | EE FF aG | BH
An; Any (J8n.1, Any | An Any |f8m-1,
Date of denth (under 86 68)......... iime | itme |IMZor|Jan | fnk | iime | ting |1 or
101940 | In 1041 | 5008 In1941 | 1n 1043 | In 1943 | YOS
Wagle&s,;n: $3,000 | $3,000 | $2,000 | $3,000 | $2.000 | 32,000
] ,
1938.. 3,000 Out 2,'000 2,000 | 2,000 2:000
1039.. 3,000 | 8,000 2000} 32,000 2000 3,000
1040.. out |..eann.. 2,000 | 2,000 ) 2,000 3,000
1941.. Out [ccneaeifomanennd Out| OQut| oOut
1042, . Out Qut
G QU O IR XUIPOY R M AR R ont
Amount of child’s insurance bonefits. 0| 16161 16.47 | 14.73 | 13.58 0
Amount of widows' insurance bene-
18 (al 0| 471 2210 20.36 0
Amount of
ance benefit 0] 2423 24.71| 2310 20,36 0

Out=0Out of system: Disabled, unemployed, self-employed, or employed in an uncovered oceupation.

Notx.~All bonefit amounts given are on & monthly basls and assume existence of survivors entitled to
receive thom,



ustrdtive cases of variations in amount of primary insurance benefits under the proposed amendments to the Social Security Act

u L M N o P Q R S T
=3
@ N
= Date of 8ge 65. Mar. 1, 1946 | Jan.1,1948 | Dec. 31, 1945 | Dec. 31, 1845 | Dee. 31, 1943 | Dec. 31, 1940 | June 30, 1964 | June 30, 1964 | June 30, 1964
!
S Wages received in:
937. $1,200 $3,000 $3,000 $3,000 $3,000 $3,000 $3, 000 $200 $3,000
1438, 600 2,000 2,000 2,000 3,000 3,000 3,000 200 3,000
& 1939. 1,800 1,800 1,800 3,000 3, 000 3,000 200 3,000
1940. 180 1, 500 1, 500 1,500 3,000 3,000 3,000 200 3,000
1942 190 8 8 . S 8 3,000 200 3.000
L 400 8 8 8 8 3,000 200 3,000
1943 600 8 8 8 8 3,000 200 3,000
150 3,000 3,000 3,000 3,000 200 3,005
1045, 195 8 8 8 3,000 200 3,000
1946. 50 s s 8 3,000 200 3,000
1647, 3, 000 200 3,000
1048, 3,000 20 3,000
1949, 2,005 200 3,000
1950, 3,000 200 3,000
1951, - D 200 3,000
1952, D D S
1953, D D S
1954 D D 8
1955, i D D s
1956. D D S
1957. D D 8
1958 PUSISVUIUN AUUURURINPRIPN DURUUITURP [ S, D D S
| 17 I AURU RIS AU N D D S
1960. - D D ]
1961 D D S
1962, D D 8
wc: . D ]I; g
...................... - RS, S (RS, D
To!al taxes paid by worker...__________ $50. 85 $143.00 $143.00 $143.00 $120.00 $120. 00 $765.00 $57. 00 $855. 00
Date last WARES. . Feb. 28,1846 | Dec. 31,1944 | Dec. 31,1944 | Dec. 31,1944 | Dec. 31.1940 | Dec. 31,1940 | Dec. 31,1950 | Dec. 31,1051 | Dec. 31,1951
Date of filing of icati _..| June 1,1946 | Dec. 31,1945 | Dec. 31,1943 | Jan. 11941 | ... . _...__ June 30,1964 | June 30, 1964
Date last performed 8ny Work . ..o doocommcae o Jupe 1,1946 | -.__-do....._- Jupe L1946 |._.._.do____.__ Dec. 31,1940 | Dec. 31,1950 | Dec. 31,1951 |.._..d0.....
ary insurance benem(per month)..| 0 o $26.73 $28.11 $32.4 $41. 60 0 $10.00 $33.22
SuSe[f-e;nlg‘]’oyed or employed outside age of i System or d
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Senator La FouLerre. I have a number of additional questions
which I desire to submit to you. I will have them inserted at this
point and will ask that you Insert your answers to the questions for
mclusion in the consolidated hearings. Thank you, Dr. Altmeyer.

ANSBWERS TO QUESTIONS ASED BY SENATOR LA FOLLETTE ON AMEND-
MENTS TO THE OLD-AGE AND SURVIVORS' INSURANCE PROVISIONS OF
THE SBOCIAL BECURITY ACT

GENERAL STATEMENT BY MR. ALTMEYER

The questions submitted for the most part relate to the border-line
situations arising in the early years of any contributory social-insur-
ance system which does not cover all of the gainfully occupied per-
sons. While many of these border-line situations could be eliminated
or their effects modified by reducing the eligibility requirements in
the early years, the cost would of course be greater in the early years
and border-line situations would still arise.

The existing old-age insurance law has the same difficulties. Initi-
ally, its requirements are far more restrictive than those of the pro-
posed amendments. In the first place, they exclude from coverage
completely (except for a small lump-sum refund) all those who attain
age 65 prior to January 2, 1941, In the second place, it is necessary
that the wage earner shall secure $2,000 or more of wages, some part
of which is earned in at least 5 different calendar years after 1936
and prior to attaining age 65,

The proposed amendments have substantially liberalized these pro-
visions, making possible the coverage of those attaining age 65 prior to
January 2, 1941, and reducing, as regards those at or close to age 65,
the amount of wages which must be earned and the number of years
in which wages must be earned. The fact that the present law ex-
cludes from coverage those attaining age 65 prior to January 2,
1041, greatly increases the problem of setting up satisfactory eligibil-
ity requirements for those retiring in the early years, These now
excluded are the ones who are likely to retire soonest, However,
their wages after age 65 are not reported to the Government since these
wages do not count for either benefit or tax purposes. There are
difficulties and disadvantages in attempting to give consideration to
these wages just as there are difficulties and disadvantages in failing
to take thern into account.

As the system matures, the requirements in the proposed amend-
ments for a fully insured status gradually increase, since the opportun-
ity to qualify increases. However, there has been introduced what
is known as a currently insured status, designed to provide benefits
to survivors in the event of the death of an individual who has been
working in covered employment approximately half of the time during
the 3 years immediately preceding his death.

The fundamental problem that arises in the early years of any con-
tributory social-insurance system is to provide benefits that are rea-
sonably adequate and at the same time insure, as the system matures,
a reasonable relationship between contributions and benefits. Obvi-
ously, if a social-insurance system is to be adequate it is necessary to
pay benefits to those retiring in the enrly years which are in excess of
the benefits which their contributions would purchase on an actuarial
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basis from a private insurance company. This is not in violation of
sound princip‘es of contributory social insurance, but rather an appli-
cation of sound social-insurance principles. In other words, a social-
insurance system should provide that the low-wage earners and the
wage earners who have had an opportunity to contribute only a short
time receive more in proportion to their contributions than high-wage
earners and wage earrers who have had an opportunity to contribute
along time. The old-age insurance system under consideration accom-
plishes this purpose by using a larger proportion of the employers’
contributions for low-wage earners and wage earners who have had an
opportunity to contribute only a short time, but at the same time
provides protection to all persons at least as much as they could pur-
chase with their own individual contributions on an actuarial basis.
{from a private insurance company.

While the relationship between contributions and benefits cannot be
exact, especially in the early years of the operation of a system, it is
absolutely essential that the benefits bear a reasonable relationship to
the wage loss that is sustained since protection against wage loss is the
fundamental purpose of contributory social insurance. Pecause this
is the fundamental purpose of contributory social insurance, it is of
course necessary to have some earnings qualifications as a condition
of eligibility for benefits. Just asin the case of contributions qualifica-
tions, these earnings qualifications cannot be as strict in the early
years because those reaching retirement age in these years have had

only limited opportunity to demonstrate their earnings record since

the date that the system went into effect. However, as the system
grows older and the opportunity to establish a contributions and earn-.

ings record increases, 1t is desirable that the contributions and earnings:
Euahﬁcatlons also be strengthened in order to make certain that bene-

ts are reasonably related to contributions and loss of earnings. In-
this way it is possible to insure an automatic balance between contri-
butions and benefits and to achieve maximum protection at minimum:
cost under a cooperative arrangement including employees, employers,,
and the Government.

In the answers to these questions, the terms ‘“wages,” “euglo&-
ment,” and so forth, refer to the definitions and provisions of H. R..
6635, referred to the Committee on Finance, June 12, 1939, in the
Senate of the United States. .

Senator La ForLeTrE, 1. In order to be entitled to receive old-age
benefits (called primary insurance benefits) what qualifications must a.
person who was 65 or over before January 1, 1940, possess?

Mr. AurmeYER. He must have not less than 2 years of coverage
and have received wages of not less than 8600 subsequent to 1936.
A year of coverago is defined as a calendar year in which not less than
$200 is received as wages. He could never receive monthly benefits
under the present law, since he could not have met the requirements
now in the law, that is, earned wages in 5 separate calendar years
after December 31, 1936, and before he attained the age of 63..

Senator La FoLLerTE, 2. In order to be entitled to receive old-age
benefits {called primary insurance benefits) what qualifications must.
a person who attained the age of 65 in 1040 possess?

Ar. AutMevER. He must have not less than 3 years of coverage
and have received not less thun $800 as wages subsequent to 1936.
He could never receive monthly benefits under the present law, since
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he could not have earned wages in 5 separate calendar years nfter
December 31, 1936, and before he attained the age of 65.

Senator LA FoLreTTe. 3. When do these changes in requirements
as between persons who were 65 before and those who were 65 in 1940
take effect?

Mr. Aurmever. The effective date of these changed requirements
is January 1, 1940,

Senator La FoLLETTE. 4. Then the eligibility requirements for a
person who attained age 65 on December 31, 1939, would differ from
those applicable to a person born on January 1, 1940?

Mr. ALTMEYER. Yes. A similar situation exists in the present law,
those attaining age 65 on or after January 2, 1941, being able to
qualify for monthly benefits and all these attaining age 65 earlier
being excluded from all but lump-sum benefits,

Senator La FoLLETTE. 5. Let us be specific. Take as an example,
employee A who attains age 65 on December 31, 1939. Let us assume
that he received $400 from wages in 1937 and $200 in 1938 and does
no work of any sort thereafter. What would he pay in taxes as
provided in the Social Security Act and these amendments?

Mr. ALTMEYER. The proposed amendments do not take effect until
January 1, 1940. Therefore, they would have no effect on the taxes
which the individual in question would pay. These taxes under the
present law would be $8 m 1937 and $4 in 1938 and would be shared
equally by the employee and the employer, each paying $4 in 1937
and $2 in 1938.

Senator LA FoLLerTE. 6. If he filed an application on January 1,
1940, would he be entitled to benefits?

Mr. ALr™MEYER. He would under the amendments, but not under
the present law.

Senator La FovLeTTE., 7. How much would his monthly benefit be?

Mr. AvtMEYER. If only & primary benefit is payable, it would be
$10 & month.

Senator LA Forrerre. 8. Howmuch will be paid out, on the average,
to a man aged 65, at $10 per month for the balance of his life?

Mr. ALTMEYER. A man, age 65, could expect to receive on the aver-
age an aggregate of $1,400 to $1,450.

Senator LA ForLerre. 9. Take another employee, B. He receives
$3,000 in wages in 1937, $3,000 in 1938, and works no more after the
end of 1938, How much would he pogv in insurance taxes?

Mr, ALrMeEYER. Employee B would pay $30 in 1937 and $30 in
1938. Like amounts would be 1puid by the employer.

Senator LA FoLLerre. 10. If he attained age 65 on January 1,
1940, would he then be entitled to benefits if he filed application

Mr. Aurmeyer. No; neither could he receive monthly benefits
under the present law. Of course, by continuing to work after age 65
until he had earned $200 more, he could qualify under the amend-
ments. Under the present law a é)erson reaching age 65 without
qualifying could never qualify regardless of how long he worked after
age 65.

gSenator La Forrerte, 11. Why would he not be entitled to
benefits?

Mr, AurMEYER. Since he attains age 65 during the calendar year
1940, he would be required to have a minimum of 3 years of coverage,
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whereas he has only 2 years of coverage prior to age 65. However,
he would be entitled if he earned $200 after reaching age 65.

Senator La FoLLeTTE. 12. But if he had attained 65 one day
before he did, he would be entitled to henefits on January 1, 1940?

Mr. ALTMEYER, Yes.

Senator La FouLerre, 13, Even though employee B received 10
times as much wages and paid 10 times as much taxes as employce A,
employee B gets nothing while employee A can look forward to rereiv-
ing as much as $1,400, over 200 times as much as he himself paid in
taxes, Is that correct?

Mr. Autmever. That is true so far as he himself is concerned.
Employee B’s dependents might receive benefits in the event of his
early death.

Senator La ForLerte. 14. How much chance has he to get em-
ployment? He is now 65.

Mr. Avrever. The individual who has errned as much as $3,000
a year in 2 years after attaining the age of 62 should, unless disabled,
have much more than an average chance of enrning $200 in 1 year after
alt_rtq{)tiing age 65, which is all that would be required to make him
cligible.

Senator LA Forrerre. 15, If employce B received $200 in wages
from covered employinent in 1940, would he be eligible on January 1,
1941, if he filed application then?

Mr. ALmveYER. Yes; he would be eligible on January 1, 1041, or
carlicr if he did not require the entire year of 1940 to earn the $200.

Senator La ForLerTE. 16. How much would he get?

Mr. AuTMEYER, $28.76 a month,

Senator La ForLerre, 17. And if he had a wife aged 65, there
would be a benefit of $14.38 more payable to her if she were not en-
titled to more in her own right,

Mr. ALTMEYER. Yes,

Senator La ForLrrre, 18. Even if there were no benefits payable
to a dependent child, the total payable in respect of employec B’s
wages would be $43.14 per month?

Mr. ALTMEYER. Yes.

SENaToR La ForrerTe. 19. If the wife of employee B survived
him (after he became entitled), would she be entitled to benefits
thereafter?

Mr. ALTMEYER. Yes,

Senator La ForLerTe. 20. How much would she get?

Mr. Autaeyer. She would be entitled to $21.57 a month.

Senator La ForLerte. 21, What is the value of a benefit of
$43.14 payable for the joint lifetime of a husband aged 66 and of wife
aged 65, with $28.76 payable during the after lifetime of the busband,
if the wife should die first, or $21.57 during the after lifetime of the
wife, if the husband should die first?

Mr. ALTMEYER. Based on the combined annuity mortality table
at 3-percent interest—$5,657.

Senator La FoLrLerTe. 22, What is the value of the $28.76 per
month to employee B at 66?

Mr. ALTMEYER., Based on the combined annuity mortality table
at 3-percent interest—$3,322.

Senator La Fornerre. 23. For an additional $200 in wages after
January 1, 1940, and $6 in texes paid by him and $6 paid by his
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em{)]oyer, employee B can get a benefit worth at least $3,322, and if
he has a wife 65, $5,677?

Mr. Avrmuver. This statement is reasonably accurate so far as
the amounts involved are concerned,

Senator La Forrerre. 24, It would obviously be greatly to his
advantage to get $200 more in wages, Would it not be worth while
for him to form a corporation and pay himself $200 in wages during
1040? What would prevent him from doing it?

Mr. AvrMeyeR. Merely forming a corporation and paying himself
$200 would not necc\ssnrify mean that the $200 is wages. As defined
in section 209, wages means remuneration for employment, and em-
hloyment nieans service performed by an employee for his employer.

here must be & bona fide relationship of employer und employee
o bona fide employer, a bona fide employee, and bona fide employ-
ment. Frequently, for example in workmen’s compensation, it has
been necessary to look heneath the form of colorable devices.  Section
208 provides penalties for fraudulent misrerpesentation in conncetion
with claims and fradulent misrepresentation as to wages for the pur-
pose of obtaining benefits whether made to the Board or to the Bureau
of Internal Revenue.

Senator La Foruerre., 25. Are there other times when the re-
quirements change so that small differences in the date of attaining
age 65 may produce very large differences in benefits?

Mr. Aurmeyer. This question seems to overlook the fact that while
the eligibility requirements vary with the date of attaining age 65,
these requirements remain fixed as to the individual and do not in-
crease with the passage of time after he attains 65, even though he
continues working. This fact makes it possible for an individual
to qualify by carnings after reaching age 65, which is itapossible under
the present law.

Senator Lo Fornerre. 26. When do these changes occuir and what
are they?

Mr, AutmevER. A table showing this information appears on page
54, part 2, of tho hearings. The general measure is whether tﬁe
individusl has, before retirement, been in covered employment more
than half as many years as elapsed after 1936 and before the year ho
hlecnme 65. In this respect the requirements do not substantially
change.

Senator L.a ForLerTE. 27. Is it irue that no year counts toward
meeting the qualification requirements if less than $200 in wages is
received in it?

Mr. Aurmever, Insofar as the portion of the qualification require-
ments for a “fully insured status” dealing with years of coverage is
concerned, this statement is true. However, wages or less than $200
in any given year do count toward the minimum aggregate wage
requirement., They may also enable the employeo to secure a
“currently insured status.”

Senator La ForuerTr, 28, Let us sce how that might work,
Here are two employees, C and D, who attained age 65 in the carly
part of 1838, Both earned $3,000 in wages in 1937 and employee
received $200 in 1938 before he attained 85, but the pro rata part of
employee 1)’s wages before 65 was only $199.99. (Before January
1, 1940, wages received after attaining age 65 do not count.) Both
cease work before January 1, 1840, As f understand it, employee C
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would be entitled to benefit and employee D would not, Is that
correct.? ’

Mr. Arnrmever, The interpretation of this situation is correct as
it affects the employee C; but employee D need not be permanently
prevented from securing benefit, as under the present act. If he
earns $200 in 1940, or some later year, he could immediately be
qufz_l]iﬁled for benefits and, as pointed out in question 24, this is not
unlikely.

Senator La Forrerre, 29, How much would employee C get if he
filed application on January 1, 1940?

Mr. z{L'mm'En. Employee C would be entitled to receive a primary
insurance benefit of $24.37 for January 1940.

Senator La Fornetre, 30. So a difference of 1 penny in wages
might make a difference of many thousands of doﬁm‘s m benefits?

Mr. ALTMEYER., Such a circumstance would be rare and could be
overcome by this individual earning $200 in 1940 or some later year.
Under the existing; law the individual who earns $1,999.99 is per-
manently disqualified for a monthly annuity, whereas an indivi(&ual
carning 1 cent more would qualifiy for a monthly annuity. Fur-
theremore, under the existing ’l&w an individual might earn wages of
$3,000 per year for cach 4 years and be permanently ineligible for a
mounthly annuity due to the (}ua]iﬁcation provision that he must have
enrned wages in covered employment in at least 5 years.

Senator La ForLerre., 31, If an individual worked in December
1938 and January 1939 and was paid $195 in wages in each month,
but worked in no other month in either year, would he have a year of
coverage counted toward old-age benefits because of earning $390 in
two consecutive months?

Mr. Antmever. No. A year of coverage is defined in torms of
calendar years rather than in terms of consecutive months.

Senator La ForLrerTE. 32. How many employees who will pay
taxes under the Social Security Act or these amendments will fnﬁ to
receive as much as $200 in a calendar year?

Mr. AurMeEYER., During 1937, the only year for which wo have our
records tabulated as yot, approximately 6,660,000 people had wages
of less than $200 cretﬁte(l to their accounts, About 1,800,000 out of
the 6,660,000 are males less than 25 years of age who may be expected
to develop higher earnings later and, of the remainder, about 2,540,000
ave femaales who may profit through the dependents’ and survivors’
allowances. Only about 2,320,000 are mules 25 years of age and over,
or about 14 })ercent of all such males. Moreover, probably a large
proportion of this 14 petrcent consists of persons w‘mo are normally
engaged in uncovered employment during a substantial part of the
year,

Senator La ForrerTe, 33, What proportion is the 6,860,000 per-
sons of the total number included in the tabulation?

Mr. ALTMEYER. About 22 percent of the total number included
in the tabulation. But as noted above, the men aged 25 and over
comprise only about 7 to 8 percent of the total number included in
the tabulation,

Senator La FoLLerTE, 34. What proportion of employees paying
taxes in 1937, in 1he age group 60 to 64 vears, earned less tKnn $2007?

Mr. ALT™MEYER, Slightly less than 16 percent.
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Se;mtor La Forrerte. 35. What were the proportions at higher
ages

Mr. AutMever, The tebulations of wages at ages above 65 are
mesaningless, The only cases included are ones in which the employer
paid taxes in error, since no taxes are payable on wages received
after reaching age 65.

Senator LA FoLLETTE. 36. But it is clear that a very large proportion
of those at ages over 656 who received wages earned less than $200 in
thvear 1937, is it not? .

r. AutMEYER. If the age 65 limitation had not been in effect
during 1937 a much different Eicbure would have been presented, the
correct figure probably being about 15 percent to 20 percent. A study
of claims for lump-sum payments to those attaining age 65 which were
certified in November and December 1938, indicated that 84 percent
would have already qualified at that time for monthly benefits under
the amendments. his sample may not be entirely representative.
However, it seems reasonable to assume that with the opportunity
now afforded of qualifying by earuings after age 65 (if earnings prior
to that age are insufficient), a still larger percentage-of these persons
would ultimately qualify for monthly benefits. ‘

Senator LA ForLerre. 37. In 1938 employment and wages were
lower than in 1037, were they not?

Mr., AutMEYER. Employment was lower in 1938 than in 1937,
While employment continued to decline sharply during the first half
of 1938, employment increased during the last half of 1038, Whether
or not our wage records will reveal a generally lower distribution of
earnings per individual than in 1937 we are unable to state_at the
present time, since the tabulations are not yet available. It does
not necessarily follow that reduced emfloyment means a lower average-
earnings level per covered worker. The reverse might well be true due
to the unemployment of many wage earners whose primary work is in
part-time, casual, or uncovered employment. It is possible that the
average in 1938 may be slightly higher than in 1937.

Senator La FovLerre, 88. Then it is probable that some persons
nearing 65 who were employed and received more than $200 in 1937
were wholly unemployed or got less than $200 in 1938?

Mr. ALrMEYER, Some who earned more than $200 in 1937 probably
earned less than $200 in 1938, On the other hand, some who earned
less than $200 in 1937 would earn $200 or more in 1938 and in 1939,

Senator La FoLLerTe, 39. Is it likely that any appreciable number
of persons nearing age 65 who did not receive wages in 1937, or got
less than $200, would get $200 or more in wages in 19387

Mr, AutMeYER., The claim tabulation referred to in the answer to
question 38 indicates that 12 percent of those who earned less than
$200 in covered employment in 1037 earned more than $200 in covered
employment in 1938. . ]

nator La FoLrerre, 40, What about 19397 Employment is
running sbove 1938, Will many of the men 65 and over, or nearing
65, fare better as to wages than they did in 19387

Mr. ALraEYER. It seems reasonable to assume that they would.

Senator La FFoLLerTE, 41. How many persons who will attain age 65
by January 1, 1940, and are then living will have had some creditable
wages by January 1, 19407
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Mr. AvurMEYER. As previously stated, the only tabulated data
which we now have available relate solely to the 1937 earnings records.
Thus far we have no satisfactory knowledge of the amount of the
in-and-out movement. With these limitations in mind, it does not
seem unreasonable to assume that from 300,000 to 400,000 employees
may reach age 65 by January 1, 1940, and have creditable wages
posted to their accounts.

Senator LA FoLLErTE. 42. How many surviving persons 65 or over
on December 31, 1940, excluding those over 65 before Jauuary 1,
1937, will have had some creditable wages at that time.

Mr, ALTMEYER. Subject to the limitations of the answer to the
Erevious question, perhaps from 450,000 to 600,000 individuals would

e a reasonable range of estimates,

Senator LA FoLLETTE. 43, 1lgweiane
January 1, 1940, who wilh*tli
covered employment j
wages were receiveg¥
not creditable?

Mr. ALTMEY,
of any data.
attained agedt
would estimg
ary 1, 1940Q¥

ardless ofj

:sons will there be alive on

e Mgeceived wages from

Bspective of the fact that Seue or all of such
hen the person was over 65 and¥

Py, L

A questioy is again limigd by lack

Jbly to those Who have

gtt. The answegto th

Loccupatiols, re-
6l due to tHp

Mr.

Senator La FoLLETT,46. Most of these who g% now ceased to
work would not be able to#uglify on Januar xt?

Mr. AvrMever. This questiolf sswmyeetiat those who have ceased
work at the present time would not be qlllmliﬁed under the proposed
requirements. This statement is true in the case of those individuals
who attained age 65 prior to 1938 and thus have not more than 1 year’s
creditable wa%es recorded at the present time since these individuals
cannot possibly get 2 years of coverage by January 1, 1940, On the
other hand, those people attaining age 65 during 1939 and with credit-
able wages previously recorded may, as a class, be expected to be
quelified for benefits.on January 1, 1040, As already pointed out in
answer to question 36, this is also true to a considerable extent for those
attaining aﬁi 65 during 1938.

Senator Lia FoLLzrTE. 47. How many persons do you expect will
qualify for benefits by the end of 19407 « .

_Mr. ALrmeysr, We assume that, in the light of the previous ques-
tions, this question refers to the number who would be qualified for
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old-age benefits rather than for survivors’ benefits in the event of
death, We would estimate that the number who would bave at-
tained age 65 and would be qualified for old-age benefits by the end
of 1940 might range from 250,000 to 400,000. Even these estimates
are subject to fairly substantial margins of error.

Senator La FoLLerTe. 48. You said a moment ago (question 42)
that from 480,000 to 500,000 persons who had not attained ago 65 on
January 1, 1937, bat who would be 65 or over by December 31, 1939,
would have had some creditable wages by that time. I understand
that wages received by persons over 65 will become creditable in 1940.
In addition to the half million just mentioned, how many persons who
were over 65 on January 1, 1937, will receive creditable wages in 1940?

Mr, AutmeYER, We estimate that about 400,000 to 500,000 persons
over age 65 on January 1, 1937, will probably receive creditable wages
in 1940.

Senator La ForrerTe. 49. Will all those who are qualified for old-
age henefits retire immediately?

Mr. Avrseyer. No.

Senator La Fornerre. 50. How many persons with creditable
wnfes do you think will actually be receiving old-age benefits by the
end of 19407 Do not count wives or widows over 65 vears receiving
benefits by reason of rights acquired by virtue of their husbands’
wages.

flr. ArtMEYER. On this basis our estimate would be that about
200,000 persons might be in receipt of benefits at the end of 1940,
This does not include wives, widows, or dependent parents age 65 or
over. Netther does it include younger widows and orphans.

Senator Lia FoLLETTE. 51. Is this a correct summary? By the end
of 1940, from 1,150,000 to 1,450,000 persons then 65 and over will
have received wages from covered employment. (Question 44.) Not
all of these will have had creditable wages: That is, some were 65
before January 1, 1940, and ceased working before January 1, 1940,
The total number who will have creditable wages by the end of 1940
and will then be 65 or over will be from 1,000,000 to 1,200,000.
(Question 42 plus question 48.) Of these 300,000 to 350,000 will be
eligible for benefits. (Question 47.) And 200,000 will actually be
getting bonefits. (Question 50.) Therefore only from 15 to 20 per-
cont of the persons in the occupational groups covered by this legis-
lation who are 65 and over on December 31, 1939 (1 year after
these amendments take effect), and who have worked in those covered
occupations at some time on or after January 1, 1937, will be actually
benefited?

Mr. ALtMEYER, The answers to questions 42, 44, 47, 48, and 50,
as steted above, should be noted as they differ somewhat from those
unticlgnted by this question. While the figure of 15 to 20 percent
is probably correct for 1940, it must be rememberod that an additional
15 to 20 percent of the aged group would be eligible in 1940 if they
chose to relire rather than continue working. Moreover, in 1941
and subsequent years a largo proportion of the remainder will qualify
for benefits.

Senator LA Forierre, 52, Yes, but several hundred thousand will
never henefit unless they secure employment by devious means?

r. ALTMEYER. Asstated above, there will be many aged individuals
who will not be eligible to benefits in 1940 but who will become eligible
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in 1941 and theveafter by earning bona fide wages in covered employ-
ment without any devious means.

Senator La ForLLerte, 53. Is it not then just a little misleading for
the papers to say that the amendments probably add 1,000,000, or
whatever it is, older workers to the coverage? Would it not be moro
gecurate to say that the amendments will start taxing persons over 65
in covered employment and that many scores of thousands of them
will not receive anything in return for the taxes?

Mr. AutmeEYER. The report of the House Ways and Means Com-
mittee states that about 1,100,000 additional persons are brought
under the old-age insurance system. Of this number about 350,000
are seamen and bank employees of all ages.

The remaining 750,000 are persons who on January 1, 1040, will be
working in covered employment. Since these persons will then be
working—despite their advanced age—it is reasonable to assume that
g co;ils&deruble proportion of the 750,000 will become eligible for

chefits.

Senator Lia Forrerre, 54. On January 1, 1941, there is another
change in the requirements, is there not?

Mr., Artmeyer. Yes; for those attaining age 65 in 1041,

Senator L Fourerre, 55. The aggregate wage requirement will,

be raised to $800 instead of $600?

Mr, ArrmeyeER. The requirement will not be raised from $800 to
81,000 for those attaining age 65 prior to 1941, but will be raised for
those attaining age 65 in 1941,  Such persons have, of course, 1 more
year since December 31, 1936, to meet this requirement than those
retiving prior to 1941. It is also reasonable to assume that their
aggregate carnings for the same period of time since December 31,
1936, will be greater than for still older workers.

Senator Lia FoLLrrre, 56. And on January 1, 1942, the years in
which $200 must be earned increases from 3 to 4, and the aggregate
wage requirements will be raised from $800 to $1,0007

My, Avtvever. This is correct, except that the earnings reguire-
meont is raised from $1,000 to $1,200 for those attaining age 63 in 1942,
It should be borne in mind, however, that the earnings requirement for
a person attaining age 65 in a given year is fixed and does not increase
with the passage of time, even though the person continues working.

Senator La [forerte., 57. And these requirements increase for a
period of years?

Mr. AutveEYER. Yes; depending upon the year in which age 65 's
attained, '

Senator La FoLLertr. 58. The purpose of these increasingly strin-
gent requirements is to keep the number of beneficiaries down

Mr. Autveyer., The purpose of the increasingly stringent require-
ments is not to keep out beneficiaries but rather to restrict
benefits to bona fide employees in covered occupations who have
contributed to the scheme, while at the same time to protect the
fund in later years. It must be remembered that agricultural labor,
domestic service, and self-employment are excluded from both tax
and benefit coverage. As long as we have only a limited coverage
plan it is necessary to have qualification provisions which will keep
the system solvent by limiting benefits to those persons who are in
covered employment n reasonable proportion of the time and have
contributed over a reasonable period of time. The provisions of

(I R U YR
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H. R. 6635 for those now at or close to age 65 are much more liberal
than ave the provisions of the existing Social Security Act. II. R.
6635 definitely attempts to liberalize these requirements in the carly
years of the operation of the bill in order to provide retirement bene-
fits to o much wider segment of our aged population. There is, fur-
thermore, in the case of deaths an alternative provision for sur-
vivorship benefits if the individual was employed in covered occupa-
tions and earnced o minimum of wages in the 3 years immediately
preceding his death. None of the hypothetical individuals cited in
the previous questions of this list would be entitled to anything but
lump-sum benefits under the existing Social Security Act regardless of
future earnings.

Senator Lia FoLuere. 59. How many does it koe{) out? In 1040
apparently the requirements prevented about a million people who
had earned wages in covered employments sinee Junuary 1, 1937,
from being oligﬁ)le. Some of these might qualify in 1941 by getting
$200 in wages in one way or another—but probably not enough to he
significant from a social point of view. But hecause of the increase in
the aggregate-wage vequirement some who attain age 65 in 1941 will
not qualify who would have qualified had they been a year, or 6
months, or 1 day younger. Is that not true?

Mr. AurMEVER. It is not true that the requirements of the amend-
ments will prevent about a million people who have earned some wages
in covered employmenis since January 1, 1937, from bcing eligiblo.
About 200,000 persons who became age 63 since January 1, 1937, are
still working—many of whom are receiving relatively substantial
remuneration, as illustrated by the records of carnings for 1937, It is
reasonable to assume that most of these will be able to qualify for
benefits when they choose to retive.

Senator La Forrerre, 60. How many persons will attain age 665 in
1941 after having had some wages from covered employment? How
many on the average each day?

Muv, AutMevER. Depending upon the actual volume of the in-and-
out movement, there might be from 175,000 to 250,000 individuals
attaining age 65 in 1941 after having had some wages from covered
employment. This is roughly 500 to 700 a day on the average.

Senator La Forrerre. 61, How many of these will not be eligible
for old-age benefits at the end of 19417

Mr. AurmeyER. We believe that perhaps 15 percent to 20 percent
of them, or roughly from 40,000 to 60,000, might not be eligible in
1941, However, these may qualify at o later date by subsequent
earnings.

Senator La ForLerre. 62. But taking into account the facts that
in 1937 one-sixth of them failed to receive wages of as much as $200;
that conditions were much worse in 1938 and not too good in 1939;
and that men approaching 65 have great employment handicaps;
would it not be reasonable to expect that from one-quarter to one-third
would not be qualified at the end of 10417

Mr. AurMEYER. We doubt that as high a proportion of these indi-
viduals as one-third would not be qualified by the end of 1941,

Senator La Forrerre. 63. And we would have cases like this:
Employee C who attained age 85 toward the close of 1940, had total
wafes of $600 and wages of $200 or more in 3 years ﬁetting o benefit;
and employee D, atteining 65 a few days or weeks later, with more
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wages, and having paid a larger amount of taxes than C and still
receiving no benefit. And later on when the years-of-coverage as
well ns aggregate-earnings requirements changed, as on January 1,
1942, we would again have some with $800 in wages getting benefits,
while a man who got $9,000 gets no benefit because he was born o
fow days too late.

Mr. AurmevER. There might be instances of this sort, but again
it must be remembered that persons have an opportunity to qualify
by enrnings after reaching age 65 while the requirement is fixed as
of the year in which age 05 is attained.

Senator La FoLLerTE. 64. But every vear for many years 30,000
or 40,000 or 50,000 persons who attain 65 will be disqualified, even
though they have earned creditable wages? And many of them will
fall short by very little; and some will be out of luck only because of
having been born too late?

Mr, AuTMEYER, A substantial number of individuals may be ex-
cluded from qualifying for monthly benefits although they have
wages credited to their accounts, However, under the amendments
the number whe will be out of luck only because of having been
born too late is relatively small, whereas the present act excludes
perheps 2,000,000 of these individuals. It is not so much a matter
of having been born too late as it is of not having worked steadily -
in covered employment. Extending the coverage to the excluded
group should tend to eliminate a major share of these cases, The
number who will fall short of qualifying by a very small amount of
wages i3 also a limited one. The conditions imposed by the bill
will not eliminate many bona fide workers in covered industry. It
may eliminate many individuals who might be expected to work
sporadically but who cannot he considered as gainfully employed
within the scope of the definition used by the Bureau of the Census,

Senator La FoLLerTE, 65. Will the proportion of persons who are
disqualified be the same in all sections of the country?

Mr. AurMeYER. No.

Senator La FoLLETTE. 68. Suppose we take the proportions earning
less than $200 in 1937. What proportion of those persons for whom
wages were reported earned less than $200 in 1937 in: Wisconsin,
Mississippi, Utah, Georgia, Virginia, Texas, Massachusetts, Connecti-
cut, California, Iowa, New York, and the whole country?

Mr. ALTMEYER (reading):

Percent Pereent

Wisconsain. . 21 | Massachusetts. 16
Mississippi. . 50 [ Connecticut. . . 14
“Utah-.... 31 | California.. .. 24
GeOrgif - me e eenns . 35 Towlcacn oomeaoos 20
Virginia. oo oo 20| New Yorko. ..oo....... . 16
A I 36| The whole country.._ ... __.... 22

Senator LA FoLLETTE. 67. And what were the proportions of the
following grouglsi who were reported to have received wages of less than
$200in 1937: Male, white; female, white; male, Negro; female, Negro;
male, other races; female, other races?

Mr. AvTMeYER (reading):

Percent Prreent
White mmales ... ......... 17 | Newro femrales. oo v vuoanaanann. 506
White females. ... .. ... ..... 30| Other males. oo cavcaroaacnnans 34

Negromales. .. ... . ... ..co.oo.. 30| Other females.. .ocneuuaaoaaon 54
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Senator La Forrerre, 68, How much was paid in taxes on wages

of persons receiving under $200 in 19377

r. ALTMEYER. About $10,000,000, of which about 45 percent, or
$4,500,000, was received in respect to individuals less than 25 years
of age who may be expected to develop higher earnings later.

Senator La ForLerre. 69. Will the individuals by and for whom
these taxes were paid receive any larger benefits by veason of their
payment?

Mr. AutvevER. If an individual ever attains a fully or currently
insured status, these small amounts of creditable wages will raise the
average earnings and thercfore raise their benefits. These items
themselves may enable an individual to obtain a currently insured
status or, in the early years, to make up the aggregate wages required
for a fully insured status,

Senator La FoLLerTe, 70, And the corresponding amounts for 1938
and 1939 will be larger than for 1937 because of greater unemployment
and more short time?

Mr. AvrMmevER, Possibly, although as indicated in answer to ques-
tion 37 the mere fact that employment was lower in 1938 than in 1937
is no guaranty that the distribution of wages ereditablo under the
provisions of the Social Security Act will enlarge the proportion of
those with creditable wages who earned less than $200 during the
course of the year.

Senator L FoLuerre. 71, In addition to taxes paid on amounts of
wages for individuals receiving less than $200, there will be other tax
payments by and for individuals who will never benefit therefrom, will
there not?

Mr, Aurmeyer., This is possible, although it should be noted that
such individuals may have had protection as currently insured indi-
viduals. It should, at the same time, be recognized that many per-
sons who have received less than $200 will benefit from the program
by receiving supplementary benefits as wives and survivorship bene-
fits as widows or parents.

Senator Lisa ForrerTE. 72. How can taxes be paid on amounts of
more than $200 without the individuals making the tax payments
receiving any benefit therefrom?

Mr. AurMEYER, Anindividual paying taxes on amounts of more than
$200 per year could not fail to acquire either a currently insured or
fully insured status unless he had had neither 6 quarters’ earnings of
$50 each during the 12 quarters’ period prior to death nor the requisite
number of years of earnings at this rate prior to date of retirement.

Senator LA FoLLeTrE, 73. What will be the amount of taxes each
year on employees earning less than $200 per year when taxes reach
the maximum, using the 1937 experience?

Mr. ALTMEYER. Based on the 1937 experience, there will be about
$30,000,000 a year in taxes paid by those earning less than $200 in
covered cm%lovment. Of this amount, about $13,500,000 will be paid
by or on bohalf of those less than 25 years of age. .

Senator La FoLLerre. 74. I want to find out something about the
operation of the several survivorship insurances, Let us take a man
who dies at the age of 45 in the year 1940, after having earned $3,000
each year in 1937, 1938, or 1939. Ho is survived by a widow and o
daughter aged 12, both of whom had been wholly dependent upon him.
Would they receive benefits immediately, and if so, how much?
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Mr. AvrMEYER. Yes. They would be entitled to a combined
monthly benefit of $51.50.

Senator La FoLLerTe. 75. If he died in 1941 having earned no
wngelas?in 1941, would they be entitled to any benefits, and if so, how
much

Mr, AurMEYER., Yes. They would be entitled to a combined
monthly benefit of $43.45, even assuming no creditable wages had
been earned in 1940.

Senator La ForLerre. 76. If he died in 1942, would they be en-
titled to any benefits, and if so, how much?

Mr. AvrMeveR. If the man had not worked at all during either
1040, 1941, or 1942, he would not be entitled to any benefit. How-
ever, if he had worked in covered employment at some time during
these years his survivors might be entitled to receive benefits. The
amounts would depend upon his earnings.

Senator La FouLerTe, 77, Is the lapsing of insurance rights after
poriods of unemployment characteristic only of the early period of
operation or will it occur as long as the system operates?

Mr, ArTMEYER. It may oceur in certain cases as long as the system
operates garpieularly as long as the systemn operates on a limited-
coverage basis. As the system matures, however, and more persons
obtain a fully insured status fairly eatly in life, the number of such.
cases will become relatively smell and unimportant, The extension
of the system to classes now excluded would be a great help in solving
this lnpsiniproblem.

Senator La FoLLurre. 78, Do years in which an individual earns
less than $200 ever count toward insurance rights?

Mr, AutmeEYER. Yes. Years in which an individual earns less
than $200 may count toward insurance rights for the widow’s current
insurance benefits, the orphans’ benefits, and the lump-sum death
payments if as much as $50 was earned in any calendar quarter of
such yenrs, Such years may also help establish a fully insured status.

Senator LA ForLrLerTe. 79. What is a current insurance status?

Mr. ALmeYER. Currently insured status is designed to give insur-
ance protection to dependents of workers who have been in system a
short while. The eligibility requirements for this status are conse-
quently very low. Earnings of as much as $50 in 6 or more out of the
12 calendar quarters immediately preceding the quarter in which death
oceurs entitles a worker to have survivor benefits or lump-sum benefits
pngnble to his dependents. .

onator LA FoLLerTE, 80. Then if an individual lives for more
than 18 to 21 months after the close of the last quarter in which he
received as much as $50, he cannot be currently insured when he dies?

Mr. Avtmeyer. While that is truo, he muay, however, be fully
insured and s fully insured individual is entitled to all benefits under
the amendments. )

Senator La Forrerre. 81. I understand thet full insurance status
after the system has operated a while may last longer without lapsing
than current insurance status, but even the latter may lapse.  Gener-
ally speaking, it is true, is it not, that full insurance status will lapse
in 1 year's less time after an individual has his last year of coverage
than"the number of years he has been continuously employed since
1936 or since attaining age 212 For example, an individual aged 25
in 1937 gets years of coverage in 1937, 1938, and 1939, He could be
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fully insured if he died in 1940 or 1041, but not in 1942, Is that
correct?

Mr. Aurmeyer. The specific example given is correct. However,
the generalization made in the second sentence of the question is
incorrect, rince once an individual has 15 years of coverage or reaches
65 fully insured, he is a fully insured individual for the rest of his life
and is eligible for all benefits.

Senator La Forrerre. 82, And if he had years of coverage in 1937,
1038, 1939, and 1940, he could be fully insured if he died in 1941, 1942,
and 1943, but not in 1044?

Mr. Avrvever. That is correct, except that once an individual
has 15 years of coverage or reaches 65 fully insured, he is e fully insured
individual for the rest of his life and is eligible for all benefits.

Senator La ForrerTe. 83. And he would have to have at least
$1,400 in wages in order to be fully insured in 1943?

Mr, Autmerer. He tould have to have -earned $1,400 in wages
since December 31, 1936. However, once an individual has 15 years
of coverage or reaches 85 fully insured, he is o fully insured individual
for the rest of his life and is eligible for all benefits. -

Senator La Fouverre. 84. Now if he does not have continuous
ears of coverage after 1936 or after age 21, an individual would be
ully insured for such & period after his last year of coverage or the

number of years of coverage less the sum of one plus the number of
calendar years after 1936 or after age 21 which did not count as
years of coverage. That is, of course, if the further qualification
as to aggregate wages is met. For example, if in the perioc. 1937 to
1943 there were 5 years of coverage (1938 and 1940 not counting as
such) and wages received totaled as much as $1,800, the individual
would be fully insured for 2 years after the end of 1943 (6— (142))—
thatis, 1044 and 1945. And if in the period 1937 to 1944 an individual
had 8 years of coverage, his fully insured status would run for the
3 calendar years 1945, 1946, and 1947 (86— (1--2)) if he had $2,000
in wages. Am I right in my understanding of the provision?

Mr. Aurueyer. The specific instances given above are correct but
the general statement must be qualified bly the fact that once an
individual has 15 years of coverage or is fully insured at age 85 he is
fully insured for all time to come.

Senator La FoLrerre. 85. How many individuals within the scope
of this system will become permanently and totally disabled each
year? . ‘ ‘

Mr. Avrupyer. We estimate that at the outset from 100,000 to
350,000 individuals within the scope of the system will become
permanently and totally disabled each year aud that this number
will inorease substantially in future years gs the number of individuals
within the scope of the system increases due to the increasing popula-
tion and the effect of the in-and-out movement. This wide renge is
gue 30 vmc?'mg differences in the definition of disability which might

o adopted. - :

Senator La ForLeTre, 88. What is the life expectancy of a person
who is Xermanently and totally disabled?

Mr. Avrupyer. The answer to this question is subject to consid-
erable qualification depending upon the age of the individual at date
of disability and the type of impairment leading to his disability.
Certain types of cases of .total and permenent disability have an

&
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extremely short life expectancy, Other types of disablement, such
as an individual who may have lost both legs, do not have a life:
expectancy differing radically from the life expectancy of the general
opulation at corresponding ages. On the average it might range

rom 2 or 3 in the early dyem‘s of disablement up to 14 or 15 years
after disability had existed a few years, However, the average would
vary depending upon the definition of permanent disability.

Senator LA ForLere, 87, Persons who become permanently and
totally disabled are likely to be physically handicapped for some time
prior to becoming completely disabled, are they not?

Mr, AurMeYER, The answer to this question is again very closely
tied up with the type of impairment leading to disability, ~For ex-
ample, disability whigh is closely associated with advancing age is
apt to be very gradual in itg o wkaggbility due to accident or
acute disease may, in gepse®¥ be much more Wag
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Mr. AutveyER. The ri%esgf disability incpes®Bs with age. There-
fore, it is possible that large niftverwPrsons who become perma-
nently and totally disabled will eventual}Y be fully insured for old age
as well as survivorship benefits and will never lose their rights to
benefits. On the other hand, substantial numbers of such disabled
persons may lose their rights to benefits; e .

Senator La Foruarre, 91, Is it too pessimistic a view to think that
there may be here in this type of provision excessive encouragement
of suicide or worse? o '

Mr. Avruever, This seems to us to be an overly pessimistic view
of the sithation. ' We doubt that very many glersons would consider
the differential in their benefit right or in the size of the benefit
sufficiently sérious to warrant suitide. ° co .

Senator La FouLerre. 92. It is & fact is it not, that the death rate
amonnﬁ low-income groups is matenallg higher then it ia for those in
the middle and upper income groups? .~ - ‘

160888—89——8 '
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Mr. AvrmeYER. The data available indiéate that this is true.

Senator LA Foruerre., 93. That is, in the South, among Negroes
and amon§ the unemployed, the rate of mortality at the present time
is materially above the average?

Mr. AvrMeYeR. The available data bear this out in the case of
Negroes in the North as well as in the South and in the case of the
unemployed.

Senator Lia FoLLerTe. 94. How many deaths prior to age 65 will
there be each year in the next few years in the groups covered by this
old-age insurance system?

Mr. AurMeYER. In round numbers about 200,000 & year, being
somewhat less than 200,000 initially and somewhat larger than 200,000
8 few years hence as the system expands.

Senator La FFoLLETTE. 95. Among these deafhs each year will he a
disproportionate fraction composed of Fersons who have been disabled
for longer or shorter periods or who have been unemployed or who
come from low-wage groups?

Mr. Avrmeyer. That is probably true.

Senator LA ForLerTe. 96. Then I ask if we ought not to expect
that as many as one-quarter of those who die each year and who have
b?efl inl (éovered employment, will have no insured status at the time
of deathf

Mr. AvtMEYER. There is no reliable information available at this
time upon which to base an answer to this question. It should be
remembered that many such persons will be married women who after
'har_ifng been employedy for a few years in their twenties will die later
in life.

Senator LA FoLLeTrE. 97. And many of that quarter would have
had an insured status if they bad died earlier?

Mr. ALTMEYER. See answer to previous question.

Sonator La FoLrLerTE. 98. An(f robably at least another quecter
of those who die each year will have smaller benefits payable to
survivors than if they had died in a precedipg calendar year

Mr. AurmeYER. The definition o%) “ayerage monthly wages” in
section 209 (f) excludes the year in which the individual died from the
calculation of the averagn wage for benefit purposes. Therefore, any

erson whose earnings decline in such year is not penalized with a
ower average wage.

Senator LA ForLerre. 99. Then, ingeneral, a large %roup of persons
each year, perhaps as many as 50,000, will get nothing under the
survivorship benefit provisions and another group of 50,000 will be
penalized? ) )

Mr. Avtmeyer. There is no reliable information available at this
time upon which to base an answer to this question.

Senator LA IfoLLETTE. 100. And these 100,000 will come largely
from among those in greatest need: The disabled, those with lowest
incomes, the submerged third? .

Mr. AtMEYER. While no information is available to indicate the
exact numbers, it is certain that they will include a substantial propor-
tion of individuals who cannot be considered as bona fide wage
earners normally attached to the labor market.

Senator La ForLertn. 101. I read in the papers a day or two ago
about a witness before the Temporary National Economic Committee
who testified about a startling situation in the insurance field. As I
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recollect it, it was shown that in the past 20 years, industrial insurance
policyholders had lost over $1,400,000,000 by the lapsing of their
polictes. Will we not have something of the same sort here? Your
actuaries have made estimates of cost. I assume that they must have
taken into account income from taxes paid by and for individuals who
never qualify for any benefits either for themselves or for survivors.
I know that thisis a field in which estimates are subject to a more than
usual margin of error. But the committee ought not to be asked to
take this wholly on feith. Will you not, therefore, have your actuary
make an estimate giving the range of probability, and using the tax
schedule in the amendments: )

(a) The amount of taxes to be paid by employees or employers
during 1950--69, inclusive, on wages of less than $200 in a calendar

ear,
v () The amounts of taxes to be paid in the years 1940-59 by em-
ployees (with the equal amounts imul by employer) who will never
qualify for any benefits either for themselves or for survivors.

(¢) What percentage of lapses must there be for the fund to remain
solvent with the present tax schedules?

Mr., AvrMever. (@) It is impossible to estimate this amount in
view of the lack of adequate information which we have on the in-and-
out movement, and the level of employment and pattern of employ-
ment in those future years.

(&) It is impossible to estimate this amount in view of the lack of
adequate information which we have on the in-and-out movement,

and the level of employment and pattern of employment in those

future years.

(¢) The answer to this question depends on what other assumptions
are made with respeet to the many variable factors which go into
meking the cost estimates such as the retirement rate, future mor-
tality, future wage trends, the amount of in-and-out moven.eut,
interest rates, and so forth. Based on the cost estimates made by
the Commiittee on Economic Security in 1935, the system could be
self-supporting even if no lapses occurred while under higher cost
assumptions an exccedingly high lapse rate might be necessary to
muaintain self-sufficiency.

Senator LA Foruerre, 102. Take a man born in 1930, He has a
wage record as follows: 1951-55, $1,800 in each calendur year;
19568-60, $2,400 in each calendar year; 1961-65, $3,000 in each calendar
year.

On January 1, 1966, he goes into business for himself and remains
self-emplo od until 65, when he retires, (Had he done so as much as
a yom‘) earlier, he would not be eligible for primary insurance benefits
at 65.

(@) What will be his primary insurance benefit at 65?

() How much in taxes will be himself pay?

(¢) What amount of life annuity deferred to age 65 could be pur-
chased from an insurance company at present rates with those taxes
paid as premiums in the years of tax payment?

Mr. ALtMEYER. (@) His primary insurance benefit at 65 would be
$25.00 & month. )

(b) He, himself, will pay in pay-roll taxes $1,080 on the assumption
that the combined tax rate reaches 6 percent i)y 1949 and is equally
shared by the employee and the employer.
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(¢} A life annuity of about $26 to $27 per month would be payable
at age 656. However, if the probability of his being married and
leaving & widow when he dies is taken into consideration and the
insuranec-company poicy undesrwakes to cover liese contingencies,
his individual 1ife annuity would be much less.

Senator L.a FoLLerre., 103. As ] understand, an amount equal to
taxes 18 to be appropriated permancntly to the trust fund and there
will be approprinted from the trust fund amounts for the administra-
tive expenses of the Social Security Board. Is that correct?

Mr, AvrMmiyEr. The maenaging trustee of the fund is merely di-
reeted to repay to the general tgun the amount which will be expended
durmg the month from the general fund as authortzed by the annual
appropriation legislation. The administrative expenses of both the
Social Security Board and the Treasury Department are to be paid
from appropriations made by Congress each year in the regular annual
apgropnation acts.

enator LA ForLurre. 104. But such ap{)ropl‘iations from the trust
fund are limited to expenses of the Social Security Board? (See sec.
201 (f) and (g).)

Mr, Aurmever. No.  ‘The appropriations from the trust fund are
to cover expenses of the T'reasury Department as well as of the Social
Security Board.

Senator La ForLerre. 105. Then if the Administrator of the Fed-
eral Security Agency wants to have a single legal or research division,
he could not use any of these funds for that purpose, even though
such divisions were performing mainly sociel-security work? He
would have to get other appropriations?

Mr, ArrmuveEr. We do not believe that this follows any more than
it would be impossible for the Bureau of Internal Revenue in the
Treasury Department, for example, to separate the expenses of col-
lecting pay-roll taxes for the Federal old-age and survivoer insurance
trust fund from the cost of collecting other taxes and performing
other functions incident to tax collection. The problem is merely
one of cost accounting.

Senator VANDENBERG. May I ask & question?

The CuarrMAN. Yes, Senator.

Senator VANDENBERG. Dr. Altmeyer, I wish you would straighten
out some figures for me that we had yesterday. I am speeking now
about the reserve under title I1.

Mr. ALTMEYER. Yes.

Senator VANDENBERG. When you freeze the pay-roll taxes under
title II for 3 years, how much do you reduce the income of the reserve
as originally contemplated?

Mr, AurMeYER. About $825,000,000—half of that payable by
employers and half by emfloyees.

Senator VanpENBERG, I understood you to say yesterdegr, when you
applied the rule of three—I am using that as & simple definition of
Secretary Morgenthau’s suggestion that the reserve should be three
times the maximum benefit required in any one year.

Mr. ALTMEYER. Yes, sir,

Senator VANDENBERG. When you apply the rule of three it will
produce & maximum reserve of ouly $15,000,000,000 instead of
$47,000,000,000 as originally contemplated; is that correct? Is not
that what you said yesterday?
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Mr. AnrvEYER. I think that is what Isaid. That might be subject
to correction. You see, there is a range there depending on whether
you take the high or low estimate of costs.

Senator VanpeNBrrRG. Well, what puzzles me is I do not see how an
ultimate reduction of $32,000,000,000 in the reserve is produced by an
initinl pay-roll tax reduction of only $825,000,000.

Mr. ALTMEYER. Beecause the benofits payable in the carly years
are so much greater, and you would use a greater proportion of the
contributions collected in the earlier years for benefit payments than
you would under the present law., You see, the present law has a
sharp tilt like that to the annual cost [illustrating] of benefits paid,
and this revised plan would tilt the upper end down and lower end
up of the annual benefit cost. Therefore, you do not accumulate the
same reserve that you would under the present law, That is why
vou automatically solve the large veserve problem at the same time
that you liberalize benefits in the early years,

Senator VANDENBERG. So you still stand on the proposition that
you require all of the increased pay-roll taxes beyond 1943 in order
to maintein the rule of three in respect to the reserve?

Mr. AuvrmuyEer, Yes, sir,

Senator La Forrrrre. Now, I want to ask you about the trust fund
that is being created under title II. You have not said anything
about that.

Mr. Avrmeyer. I just mentioned it.

Senator VANpENBERG., What is the purpose of the trust fund?

Mr. Avrmeysr. Well, to allay the unwarranted fears of some
people who thought Uncle Sam was embezzling the money.

Senator VanpeNBERG., Well, if there was any fear of embezzlement
it was unwarranted. The fact remains, does it not, that the creation
of the trust fund does not actually change the routine and the formula
under which this money comes into the Tressury and goes over to
you and then comes back and you get the I O U and the Treasury
expends the money? .

r. ALrMeyeR, I think it changes it, but you will have to ask the
Treasury Department officials to explain exactly how it changes the
existing procedure.

Senator VANDENBERG. I think it is a step in the right direction
although it seems to me the process is called by a different name and
has a little more favorable window drassing. .

Mr. ALtmever. Of course, the whole discussion about the invest-
ment of these funds has been on a very unfortunate and uninformed
basis. Under any conceivable system of social insurance operated by
the Government, in the final analysis it is the credit of the Govern-
ment that supports the system.

Senator VanpENBERG. That is correct.

Senator ConnarLy. May I ask & question right there?

Senator VANDENBERG, Sure.

Senator ConNaLLy. Is it not true, Doctor, that there has been a
great deal of propaganda throughout the country that these taxes
were being collected and that the Federal Government was squander-
ing them on _general expenditures of the Government, without con-
veying the additional information that they were really being invested
in Government bonds in a special account?

Mr. ALT™MEYER. Yes, sir.



82 SOCIAL SECURITY ACT AMENDMENTS

Senator CoNnNaLLY. Itseems to moe sometimes folks insist on putting
every dollar in cash money in there, marking it, and keeping it there.
We would soon exhaust all the money we have got. We could not
carry & cash reserve of $15,000,000,000. I know that is true beeauso
I got some letters from them in the last few days. Wo are told the

ay-roll taxes we are paying in are being spent by the Government for
V. . A. relief, and what not.

Senator Vanpmnsera, That is correct, but it is inherent in the
system. 'There is an I O U that offsets it.

Senator Connarny. It is not being spent at all; it is simply heing
invested in Government bonds, which is about the best security we
know of.

Senator VanpeENBERG, Dr. Altmeyer, at the present time this in-
vestment is in 3-percent special bonds?

Mr. Antmeyer, Yes, sir.

Senator VaNpENBERG., Does this language on page 8 of the bill
change that in any particular? 1t seems fo prescribe a totally dif-
ferent interest rate on bonds,

Mr. AurMeYER. Yes. It makes the provisions as regards this old-
age- and survivor-insurance trust fund (as this fund would be called
under this bill) with respect to the investment of that fund the same
as is now the case regarding tbe unemployment-compensation trust
fund, In other words, instead of a fixed rate of 3 percent it is pro-
vided that the fund shall he invested ot the averaze rato yielded by all
Govorninent obligadons to the next lowest one-eighth perceat.

Senator VaxpenNsera. That will substantially reduce the income
of the reserve fund, will it not?

; N}Tl‘. Arrveyer. Well, it depends®upon what the future will bring
orth.

Senator VANDENBERG. Well, at the moment.

Mr, ALrMEYER. At the moment; yes.

Senator VANDENBERG. For the long-time future it might not.

Mr. AvrMeveR. I say it all depends upon what the interest yield
will be in Federal obligations. Of course, the fact that you do provide
that these obligations shall bear the average rate of interest enables
you to go into the market more readily and purchase outstanding
obligations if the market rate happens to be lower than 3 percent.
As it is now, when the market rate is below 3 percent you could not

ossibly go in the market and purchase thie obligations to be placed
in this trust fund.

Senator Vanpenserg. Of course, that is entirely correct. Irom
the standpoint of eéconomical financing, this provision is an advantage.

Mr. ALTMEYER. Yes.

Senator VsnpENBERG. But from the standpoint of one who believes
that the general tax structure should bear a share of the contribution
for the maintenance of this system, the maintenance of the 3-percent
interest rate would represent a degree at the present time of a con-
tribution, would it not?

Mr. AurmryERr. Yes, sir; a concealed subsidy.

Senator VANDENBERG, Yes.

Mr. Avrmeyer. This is better for that reason. If there is over
going‘: to be a Government subsidy it ought to be one that is recog-
nized as such rather than concealed in an arbitrary rate of interest.

N
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Senator VANDENBERG. Does not this one section of the proposed
law—does not this change in the interest rate upset all of the actuarial
caleulations of the entire system?

Mr, Avemeyer. No; we just receleulate it on a little lower in-
terest yield, at 234 instead of 3 percent, but since your reserve is a
smaller item in your actuarial calculation, that difference is not as
important as if you stayed under the present system.

Senator VANbENBERG., That is obvious.

Mr, Avimeyer, Yes,

Senator VanprNsERG. But if you maintain the standard 3-percent
rate and do not reduce the interest on the bonds which are put into
the reserve fund, would that make any difference in your answer to
the question as to whether or not you have got to have these pay-roll
tax increases?

Mr. Anrmever, No. The amount involved is not suflicient to
make a difference in the answer.

Senator VANDENBERG. Are you in favor of the change in the interest-
rate provision?

Mr. ALrMEYER. Yeos.

Senator VANDENBERG. It would seem to me it takes a stecl beam
out from under your actuarial ealeulations. You know what you can
count on under the existing law, and you do not know what you ¢an
count on under the amendments.

Mr. ALtmeYER. Yes; but there are so many other inceleulables, un-
knowns of far greater importance than this slight variation in the in-
terest rate.

Senator Vanounsrnra. There is just one other question that I want
to ask you. On page 8 of your statement yesterday you made the
point that under the old-age-insurance provision the schedules were
so formulated—
that every worker will receive more in protection for at least the next 40 years
than he could purchase from a private insurance company with his own con-
tributions.

Doces that mean his own pay-roll tax alone, not counting his em-
ployer’s contributions?

Mr. Antmeyer. Yes, siv; not counting his employer’s contributions,

Senator Vanprnnrre. Does that invite the mmplication that if his
contribution and the employer’s contribution were put together that
he could buy a better bargain from a standard insurance company
than he can get from the Government?

Mr. AurMEYER. In some cases, in these long-time high wage earners’
cases; yes. There is no question, as I think I pointed out in that
statement, and pointed out on other occasions, that there is a larger
proportion of the employer’s contribution used for the purpose of
pngmg benefits to the short-time worker and the low-wage earner,

enator VANDENBERG. Spenking generally, after you get past this
first hump, would it be true that private insurance companies could
give the insured a better bargain than this Social Security Act will?

Mr, Avrmeyer. Not if you count only the employee’s contribution.

Senator VANDENBERG. %ut if you count the whole thing that is
collected for this purpose?

Mr. ArtmEYER, In some cases; yes,

Senator VAnpENBERG. You could make a better purchase by going
to the private insurance company?
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Mr. Aurmeyer, Yes.

Senator Kina. Could you not in all cases?

Mr. Avrmeyer. No.

Senator King. Except in the early stages of the development?

Mr. Avrmever. No; even in the later years many employees will
get more under the revised plan.

Senator Kinag. Ixcuse me for interrupting you, Senator.

Senator VanpenNsERG. I am all through, anyway.

Mr. AurMeyer. If you turn to page 14, Senator, even after 45
years the $50-a-month man could only purchase, with his own con-
tributions, an annuity of $10.68. Now, if you counted the pro rata
part that his employer paid for him, that would still be slightly over
$21, as contrasted with the $29 that he would draw under this sug-

ested plan, That is for a single })erson. If he were & married person
1e would draw 50 percent more than that.

I do not think, Senator, thet the employer’s contribution should be
calculated on o per-employee basis in this case any more than in the
case of workmen’s compensation, Tho eraployer makes his contribu-
tion on his pay roll and it goes into the fund. A larger proportion,
as T have said, is used for the low-wage earner and short-time wage
earner than for the high-wage earner and long-time wage earner.

Senator VANDENBERG. I was simlally chnllen?ed by the scrupulous
caution in basing your analogies solely on half of the money we are
raising on the pay rolls.

Mr. Aurmeyer. Because in any social-insurance system you have
to recognize the principle of individual equity. We do try to con-
struct a socially adequate system, but in so doing, unless you maintain
the principle of minimum individual equity, you are doing an in-
justice to certain classes. Even though this is a Government com-
pulsory system, nevertheless it is dependent upon the acceptance of
the people, and the continued acceptance of the people. Now, in
the early yoars, when you are payin%l out much more in proportion
to contributions, that 1s not so much of & point, because even the
high-wage earner that Senator La Follette pointed out in his illustra-
tion, benefits. In fact, the high-wage earner benefits, in dollars and
cents, if not proportionately more, than the low-wage earner in the
early years, However, as the system gets older if the high-wage
earner can say ‘‘some of the dollars I, myself, am putting in are being
used for other people’s protection,” the system could not be sustained.

Senator VANDENBERG. Let me ask you one other question about the
reserve-fund investment. What happens to the 3-percent bonds that
are already in the reserve fund? Is it contemplated that those go
out and these fower-return bonds come in?

Mr. ArimevER. They are transferred over to the fund, but I do
not know whether the rate changes or not. I can get that information
from the Treasury.

Senator VanpENBERG. That is all.

Senator King. Are the bonds callable at any time?

Mr. Aurmeyer. They are special obligations, Senator, for the
reason that since they bear 3 percent there were not outstanding
-obligations or series that could be purchased, as T understand.

Senator Kina, Then there is no time fixed for the maturity?

Mr. Autveyer, That is my understanding. I may be mistaken
in that regard. e
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Senator VANpENBERG, I think you are right. I think it is con-
templated in the original law that they stay there for 40 years, or
indefinitely.

Mr, Avrmiyer. I am told that they do have a maturity date.

Senator ConnarLy. Doctor, let me ask you on the interest rate,
if we insisted on paying the 3 percent, or getting only 3 percent
special obligations, of course the Government would have to pay
the 3 percent?

Mr. AvrmEYER. Yes,

Senator CoNNavLLY. The bill provides that the Government get the
money at o lower rate of interest, and thevefore, even if we should
pay, as you suggest, an indirect subsidy, it would be oflset by the
saving to the Government in interest, would it not?

Mr. Avemever. There would not be any indireet subsidy if vou
change the language as suggested in this bill, because it would be the
average rate; but, as I said, there is an indirect subsidy when you
have these obligations drawing 3 percent when the average rate is 2%
percent,

Senator ConnaLLy. Well, the Government is paying that, of course,
in an increased interest rate?

Mr. ALTMEYER, Yes.

Senator ConNaLLy. The point I am making is if the fund is re-
duced by the fact you are going to have to %uy 2}-percent bonds
instead of 3-percent bonds, or 3%-percent bonds, the Government
gets the advantage of that reduce(F interest rate?

Mr., AvrMeyER. Yes,

Senator CoNNaLLY. And, therefore, even if it did gay a comparable
sum'into the fund it would not lese money; it would simply take the
money out of one pocket and put it in another?

Mr. AurmeYER. Yes.

Senator Vanpensera. May I ask him one further question?

The CuairMaN, Yes,

Senator Vanpenprra, As I understand it, in response to my in-
quiry about the relative advantage of a private and public contract,
you said that there are some sections of the formula under which a
p_rilvzx?te company would give the insured a better bargain; is that
righ .

Mr. Autmeyer. Not if you count only his own contribution.

Senator VaNpENBERG, No, no; I mean if you count the whole

thi\n/lg.‘
Mr. AvT™MEYER. Yes.

Senator VANDENBERG. Suppose you take it as a whole—suppose
you take the high cost, the low cost, the early maturities, and late
maturities—could the private insurance companies of the country
give tho insured a better bargain?

Mr. Aumpyer. Could not possibly.

Senator Kiva. Could or could not?

Mr, Avtmeyer, Could not. In addition, the administrative costs
under the l'ederal old-age-insurance program are much less than for

private insurance. The only comparable private insurance, so far

as cost is concerned, is group annuities, whete the insurance company
enters into a contract with an employer and gets paid in a lump sum
for all of his employees; but even on that basis the insurance com-
panies’ administrative costs, I think, for the country as a whole,

Y
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would bo greater, even if you could conceive that nll of the employces
could be put under group annuity policies, because when it is operated
by the Government you can centralize all of your bookkeeping and
you can collect your contributions more economieally.  For example,
the actuaries, when they calculated the cost of adinistration of this
present plan, estimated, as I recall, that it would run an average of
8/ percent in the early years, and we have been able to oparate, oven
with the fact that it is only on the l-percent-contribution rate per
employer and employee, on about 4% percent.

Senator ViNDENBERG., Are you speaking now of title IT alone, or
the whole act?

Mr, AvrMeyeR. I am speaking now of title IT.

Senator VaNpENBERG. Alone?

Mr. Avrmeyer., Yes. That is also in spite of the fact that wo
have had these large initial expenses setting up this record system in
Baltimore and issuing these social-security account numbers, and so on,

Senator Lopar. Doctor, I would like to ask you a few questions.
Permit me first to congratulate you on the way vou withstood the fire
here this morning. I direct your attention to that part of your remarks
concerning the variable grants to the States.

Mr. AntMeyER. Yes.

Senator Lobae. Am I right in my belief that that is the same propo-
sition that was in Senator Byrnes’ bill, that we had in the special
committee on unemployment relief?

Mr. AvtmevEr. We only expressed ourselves on the principle of
variable grants, suggesting that variable grants, if variable grants are
adopted, be geared to the relative economic capacities of the several
States. We have not suggested what the range should be in the vari-
able grants, if a system of variable grants is adopted. The President
in his message suggested that any system of variable grants should
not operate to increase the cost to the Federal Government,

Senator LopgE. I notice in your supplementary statement you say
that there should be established an objective standard, such as per
capita income,

r. ALTMEYER. Yes.

Senator Lopar. That is the same proposal you have?

Mr. Aurmeyer. Yes. In that respect it is the proposal contained
in Senator Byrnes’ bill.

Senator Loper. Did you propose this to the Iouse?

Mr. ALTMEYER. In my opening statement, just as I did here.

Senator Lopar. You did propose it to the House?

Mr. Autmeyer, Yes, It is contrined in our report, and I merely
summarized our report for the Ways and Means Committee, as I did
for this committee.

Senator Lopan. On the basis of the per capita income figures,
which I obtained from you earlier in the year, this proposal would not
help an old person in Arizona, California, Colorado, Connecticut,
Delaware, Illinocis, Indiana, Maine, Maryland, Massacimsetts, Mich-
igan, Minnesote, Montana, Nevada, New Hampshire, New Jersey,
New York, Ohio, Oregon, Ponns lvania, Rhode Island, Washington,
Wisconsin, Wyoming, and the District of Columbia bocause those
States are supposed to have what you would describe as economic
capacity.

r. ALTMEYER, Yes.
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Senator Lopae. Now, when you mention economic capacity, vou
do not mean the things that are in the ground, that are put there by
nature, do you?

Mr. Avrmeyer, No. You have got to take into consideration not
only natural resources but also the economy of the State as a whole.

Senator Lionge. Maybe I ean illustrate the point I have in mind.

The Cuamrman. Senator Lodge, may I inquire whether there is a
table here that shows what each State now pays on this Federal
assistance business?

Mr. Avrmeyer. The total,

The Cuamman, I thought it was in the record.

Mr. AvtmeyER. I do not think it is in the record.

Senator Lonae. Here it is. 1 would like to put the table in the
record, Senator,

The Cuameman, It is printed somewhere.
the members of the comnittee.

Senator Lovar. With the per capita income by States. I have
got tl(liem in parallel columns, I would like to have that placed in the
record.

The Crarman. Without objection, it may be placed in the record.

(The table referred to is as follows:)

Tt ought to he before

AVERAGE OLD-AGE ABBISTANCE PAYMENT PER CAPITA INCOME BY STATES 1035
PER RECIPIENT (TITLE I), DECEMBER

1938 United States........._. $432
United States.._._..._. $19. 55 e
New YOorKeow o cecmcnocnaanans 700
California, Conneeticut . oo oo .. G607
Colorado. California. . oo oaoooo 603
Massachusetts. Delaware.... ..o ... 590
Conneeticut Rhode Island ... . ... 561
Nevado o oooo e Nevada. . ...... 845
Arizona.... Massachusotis 539
New York......... Wyominge - cecemcmovciaanas 526
New Hampshire.... New Jersey A17
11 TIHNOISe - oo e e 500
Washington Montana. oo 482
Wyoming . ueeceeeaoccuanas Pennsylvania .. ..o 478
Tdaho. ool Michigan._ ..o oo 473
Oregon oo o e . Maryland. ... .. ..__... 473
Pennsylvanit. .o ooonoaooaos 21, 19 | Wisconsin. .. 407
Wiseonsin , 1 { 460
aine. - .. : New Hempshire_ ... 438
Montana... X ‘Washington 434
Utah.._... . Minnesota. e 416
Minnesota. . Maine - v oeiiie e aen 414
South Dakota . Colorado. v 4006
Oklnhoma \ Indians . cooowe oo 402
OWl. e iiemmn e nnan . ArizZond. ool 401
Kansase o v e ceecciemenn X [ 120 VU 304
New Jorsey.oceo oo oanann 1932 JOWA. u oo 370
Rhode Island. ... _._..._.. 18, 78 ) MisBOUM c c oo oo e e oo 366
Tlhinofs. . ool 18. 52 Vermont o oo oo oot 366
18BOUTT oo e 18. 48 | Kansas .o cv e 365
Maryland. ..o 17.51 | Nebraskfamon o coccceacenas 361
North Dakota. oooooovooo .. 1738 | Flotldeen e 353
NoObrask. et ee e cceaas Y12 Utah . e 348
Michigan. oo 1710 dabo. e 344
Indianf. ocoo oo 16. 53 | New MexicOuo <vvmveeoaaaanaan 322
Vermonta o ovee oo 14. 47 | West Virginia. ..o cvmeenauunnn 318
TOXO8 e i e 1384 (Texas.wen v 318
FIOMAR e cn s o e e e 13, 84! Virginia 308
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AVERAGE OLD-AGE ASBISTANCE PAYMENT | PER CAPITA INCOME BY STATES 10356—
PER RECIPIENT (TITLE I), DECEMBER continued
1938-—continued

West Virginia_ ... ........___ 3 Loulsiana. - ... ... $300

Tennesser. oo ooueaaaaas e South Dakota_ .o oo 275

New Mexico. oo eooaoa. .15 North Dakota- ... ... 260

Delaware. o vecmracacaeean , Oklahoma. . .. ... ... .. 259

Lovidona. .o oo ..o . North Carolina. . ... 253

Virginia. ..o ooooeoo. Georglave ool 263

Alabama. . _.._.__.._. 3 Kentueky. o ooe s 240

North Caroling. ..o ...._._. , Tennessee. .. ..o . ... 232

Georgin . oo oo oaneo. South Carolinfee oo oo 224

Kentueky........... Alabams._ ... o .. . 189

South Carolina....._. Arkansas.. ... 182

Missigsipplo oo 3 Mississippi 170

Arkansns - e oo , Distriet of Columbia...._...... 966

Senator Lobce. Let me return to the point that I would like to have
you clear up for me. If vou go into one of the towns where all of the
industries have left, where the bottom was taken right out and yon
see the unemployed people there with nothing to turn to at all, and
then compare them with people out on a ranch, or on a farm, it is
somewhat of & shock to be told that the economic capacity of those
people is high and the economic capacity of the people who have
nccess to the resources of nature is low. Does it not go back to the
fact that in an agricultural community the wealth of the income of the
people is not measured entirelv in dolhars, and econsenuently, if vou
try to say thac the cconuniie capacity of an agricultural Stao is low
simply because the dollar income does not show it to be high you are
not making really & just measurement, isn’t there something in that?

Mr, Avrmever. 1 think you have got to bear in mind you are taking
the State as a whole. You should not Iiuszts look at the situation in
one of those ghost towns to determine what the economic capacity of
the State ns a whole may be.
~ Furthermore, I think there is too much made of the differences in

cost of living between one part of the country and the other. The
studies that have been made by the Bureau of Labor Statistics, and
T think the Department of Agriculture Home Economics Division
indicate that the variation in the cost of living between a city in the
South and a city in the North is very little, if unly, and likewise
comparing a rural area in one part of the country with the rural area
in another part of the country, There is o considerable difference
between the rural and urban areas within the same State, & greater
difference than as between States within comparable territory.

Senator Lopae. The income difference between the rural area and
the city is on the same basis as the cost of living differences, is it not?

Mr. Antmever, Yes; but the technicians who worked on this per
capita income proposition advised the Board—and I do not know
whether they testified before the Byrnes Committee or not—that the
variations in the cost of living as such between States would not affect
materially, even if you tried to work that into your formula, the rank
of the States on a per capita income basis, Particularly is that so
if your variation in the ratio between the minimum anll maximum is
8o small that the rank of the State is all moved together anyway.

Senator Lopar, Now, in determining this so-called per capita
incoms, the principal basis that you used was the income tax returns;
is that not true?

N
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Mr. AutMeYER., Noj; it was based on a great amount of data. 1
should say we did not calculate the per capita income figure, That
is calculated by the Income Section of the Bureau of Foreign and
Domestic Commerce.

Senator Longe, Do they not take the income tax returns into
account?

Mr. ALTMEYER. As one of the factors,

Senator LopeE, As I recall it, they sent me one of the big books,
Of course, that, to my mind, is an injustice, because you can have
10 or 12 millionaires living in the State that will give the State a
high ranking on income, and yet the people living in the State make
very little. There are ﬁeople in the States that never saw a $2 bill,
and to give them a rank based on the income of the people living in
that State, including the millionaives, is not fair. I am not proposing
to take away anything from what is proposed for that State, all I am
asking for is that the States that are not benefited be given an advan-
tage on the basis of living costs, -

r. ArtmuvER. I think the statisticians could demonstrate, by
taking into consideration the difference in living cost, that the varia-
tion In the matching ratios, particularly if the range between the
minimum and maximum is small, would not be much.

Senator Lopge. That is as may be. The W. P. A, survey has becn
made, and the National Industrial Conference Board survey, and the
other surveys that I have been able to see, and which I hope, in a day
or two, to put in the record, Mr, Chairman, which indicates that there
is a substantial difference. I do not understand why there would be
any objection, if we are going to have a variable system, if they are
going to treat one different from another, I do not understand why
wo do not give equal justice to everybody.

Mr. AvrMeYER. I do not think, as a matter of fact, you could estab-
lish what the average cost of living is by States.

Senator Lopae. You can establish it as accurately as you can estab-
lish the per capita income.

Mr, AvrmEYER. I do not think you could do it as accurately as that.

Senator ConnarLy. May I ask & question there, Senator?

Senator Lobge. Yes,

Senator CoxnNaLLY. Take o city that is right on the State line, it
would be a little difficult, the cost of living would probably be the
same on both sides of the line in that particular city.

Mr. AutMevEeR. T do not know.

Senator Lopae. Senator Connally, I think this objection is just as
strong there, as to the cost of living,

Senator ConnaLry. Not necessarily, because you would average it
uF over the rest of the State. Talke ’fexarksm_a, Tex., where Sennator
S neypard lives, it is right straddling the State line, and the same thing
applies to & number of towns in the country. .

enator Lopau. If you have got & millionaire that happens to live
at Texarkana, Tex., and his income would be computed in the average,
in the per capita income of one State and across the line it would not.

Senator ConnaLLy. I am not advoeating that. .

Senator Lobae. It seems to me you_are always going to be up
against the qit)xestion of drawing a line, I would like to know whether

ou would object to adding on to this proposal a provision that the
tates, where the cost of living is above the average, would receive an
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extra variable amount. It seems to me that is not a selfish position
to take at all.

Mr. AurmeEyrR. Mv understanding would be that it would make for
an unuecessary complication. 1 think that question ought to he
decided on the testimony of the people who are familier witli these per
capita income figures, and I am not familiar with them, because, as I
say, they are compiled by the Department of Commerce,

Senator Lopee. Yes; under this proposal you would be the one to
administer it.

Mr. AveMeyYER. I say our information is that the introduction of
this cost-of-living factor would not change the ranking materially, and
if that information is correct it would just be an unnecessary complica-
tion. If that information is not correct then you would want to give
consideration to how much effect there would be.

Senator Lopae. It is obvious if you are going to take an old person
and take care of him in o State where the weathor is moderate all the
year round it is not going to cost as much as where you take him to
a climate, where you have got to heat his dwelling.  That is fair, is
it not? That is & method of measuring by temperature.

Mr. ALtmevER. Yes.

Senator Lonar, That is just one illustration.

Mr. AvrMeYER. Of course, that does not have to do with this per
capita income or variable grants, thet has to do with the size of the
allowance that is made in each individual State.

Senator Lovae. But it affects the cost of living, Doctor. If you
have got to buy a ton of coal it is going to cost you more to take care
of that old man.

Mr, Aurmeyer. That is taken into consideration in the amount
that the State agency allows that person under their State old-age
assistance,

Senator Lopas. That is true, but a State where the weather is
cold has got to allow for providing heat and a State where the weather
is moderate does not have that expense.

Mr. Avrmeyver. Therefore, that State would expend more and
would receive a larger dollar matching from the Federal Govern-
ment.

Senator Lopag. It could still receive it, could it not?

Mr. AuTMeYER. As regards the difference in the size of the allow-
ance that is made to these individual recipients, but I say that it is
not anything that is involved in this matching ratio.

Senator Lopge. I know it is not. I am saying it ought to be. If
you are going to make it variable in one section of the country because
their income is low I say you ought to make it variable in another
section of the country beceuse the cost of living is high.

Mr. AutmeYER, Let us take States A and X,

Senator Lopan. All right.

Mr. AurMeYER. State A, we will say, would receive a matching of
66% percent, and it is a State with a low cost of living.

Senator Lopes, Yes, .

Mr. AvrmeYER. And the average grant is $21?

Senator Lopes. Yes. . )
Mr. AurmeveR. Now, two-thirds of $21 would be $14. State X is

a State that has a high per capita income and therefore gets, we will
say, only one-third matching, but that State is paying out an average
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of $45. Now, that State would get from the Federal Government
$15, or one-third.

Senator Lonee, There is no State that is doing that.

Mr., Aurmeyer, No.  Thirty-two dollars is the highest.

Senator Lopae, Yes.

Mr, Aurmever. I want to mention this speciousness of the average
in just & second, but on that average basis that State with the high
per capita income, even though the matching ratio was less, one-half,
as & matter of fact, the matching ratio of the other State, it is getting
$15 in that case as compared with $14 in the other case. So it is
gotting $1 more,

Regarding this average grant, and regarding the table that the
chairman requested be put in the record, 1 think many people are
misled by forgetting that these are averages, and that means that
there is a wide range in-each State iv what is being received per case
in that State.

Senator Lopge. Because of individual need?

Mr. Avrmeyer, Yes. If you had a perfect distribution it would
mean you had 50 percent of the people getting more than the average
and 50 percent getting less than the average. In some States it is
up to $60 and $70 per case.

Senator Lopce. There are not very many of those.

Mr, Arrmever. I mean the renge, although the average might
worlk out only $32, as is the avernge in the high State.

Senator Lopae. I do not disagree with what you said there, but I
do not think anything you said shows we shoul(%’ not make an allow-
ance for living costs just as much as we do for low incomes.

Mr. AutvEyer. I was just pointing out that while your matching
ratio might vary from the State with the high per capita income to
the State with the low per capita income, the fact that the State with
the high per capita income is paying larger allowances may well mean
that ta%m State with the high per capita income will receive more in
dollers from the Federal Government per case than the State with
the low per capita income,

Senator Lopae. And it puts up more?

Mr. ALtMpYER. Yes,

Senator ConNaLLy. Let me ask you a question there. A rich
State that is able to pay high State benefits gets & matching up to
$15, doos it not?

Mr, ALTMEYER. Yes. .

Senator ConnaLLy., Here is a poor State, on the other hand, that
is not?uble to pay, it only gets & matching for its smaller ratio, does
1t not

Mr. Autvoyer, Yes. ,

Senator CoNNaLLY. Therefore, the rich and powerful State gets
more proportionately from the Federal Government than the State
which is economically in not such good shape; is that not true?

Mr, AuTMEYER, Yes, sir, .

. Senator ConNaLLY. The State that is rich and has a high income,
it can, by its own State meesure, raise relatively a good deal more
money than the poorer State and 1t ought to, ought it not?

Mr. Avrmever, Yes, sir, .

Senator ConnaLny. This whole thing is an economic thing, it
relates purely to economics.
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Mr. ALT™MEYER. Yes.

Senator ConNaLLy. What would you say to this: Instead of under-
taking this so-called variable in proportion to the income, suppose
the Federal Government would make a flat contribution of two-thirds
out of the first $15, the Federal Government pay $10 and the State

an $57 .
Ir. AutMuYER, I think anything like that is very dangerous.

Senator ConnaLLy. Why?

Mr. AvrMEYER. If you provide a higher variation of the matching
on the first $15, or $20, or $25, you will have cases of partial depend-
encg or even total dependency in the low-cost area being treated
probably more libemlljy; in proportion to the cases of people in need
above that amount. Because the State is rece'ving a higher match-
ing on certain payments there is a tendency for the State to con-
centrate upon those sort of cages where they can get the higher match-
ing ratio. In other words, I think there would be a considerable
tendency to freecze at or below any figure such as that which is set.

Secondly, I would say that with so much of the revenue of the
TFederal Government being derived from nonprogressive taxes, that
is, not from income and inheritance taxes but from taxes of & more
or less regressive character (and more than 50 percent of the revenue
of the Federal Government is of that character) it would mean that
under any formula like that, while the intent would be to put more
money into the poorer State, that intent might be offset to a consid~
erable extent by the fact that those same poorer States are paying
into the Federal Government these nonregressive taxes of one sort
or another.,

Senator Connarny. This would not vary, this $10 would be unani-
mous everywhere.

Mr. Avrmever. But it would increase the cost to the Federal
Government. .

Senator ConnaLry. Yes; it would, probably, My purpose in sug-
gesg?ing it is it would take care of these lower-income folks, would it
not

Mr. ALTMEYER. Yes, .

Senator ConnaLLy, It would encourage the States to give the fellow
that only was getting $8 or $10 now, it would encourage them to give
him $15, would it not?

Mr. AurMeYeR. I think it would.

Senator ConnaLLY. And would not they need it much more than
the eoxle that are getting the entire rate?

Nﬁ*. LTMEYBR. I do not think that necessarily follows, because, as
I pointed out, people who are partially dependent are receiving their
old-age assistunce allowances, and they may be in need from a couple
of dollars all the way uF the line.

Senator Connarvy, If they do not need but a couple of dollars, 1
do not think you need fool with that at all.

Mr. AurMeyer, There are a great many of those cases that enter
into this average, all the way up to $15, $20, and $25, whatever the
border line may be in that matching ratio. .

The other {Join(; I wanted to make was, since any plan like that
would probably increase the over-all cost to the Federal Government,
that would likely necessitate increased taxation, and as long as wo
have the major portion of the revenue of the Tederal Government
derived from nonprogressive taxes, those very States that you are
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intending to help will pay an undue proportion, because at the same
time you are giving more money to the States with the high per capita
income through the operation of that formula.

Senator Lopar. You would not be giving them any more than you
are giving them now, would you?

r. ALTMEYER. Yes.

Senator Lopar. You are matching exactly now, are you not?

Mr. Aurmeyer. I mean, if ?rou take two-thirds of the first $13, and
15 percont over that, that would mean every State in the Nation today,
the States that are well off as well as the States that are not well off,
would get an incrensed grant from the Iederal Government, and that
would increase the over-all cost. That would have to be through
Federal Government, which, as I suggested, was to a considerable
extent nonprogressive in character.

Senator Lopae. 2ou admitted that the rich States are now getting
more money.

Mr, Aurmeyer. They would get still more money under that.

Senator Lopge. I don’t know about that.

The CuamMAN, You mean that they could reduce the amount so
that they could come in and comply with that requirement as to the
$15.

Mr, AurMEYER. Yes.

The CuairMAN. Above that there are only a few that could pay it?

Mr. AuTMEYER. Yes,

The CHammman. I notice from these tables here, Doctor, that
Arkansas seems to be the lowest average old-age-assistance-payment
State at $6.15. That means that the State puts up $3.07% and the
Government puts up $3.07%.

Mr. ArrMEYER, Yes.

The Cuarman. New York, under this figure I see lere, is $24,18.
They put up $12.09 and the Foderal Government puts up $12.09; is
that right?

Mr. AnrMeYER., On the average; yes, sir,

'The CuairMaN. So if there is going to be something to help the
poorer State, you think it ought to be an economic proposition

Mr. ALrMEYER, Yes.

The CHalrMAN. After u survey?

Mr, AurmeYER. Yes,

The CurairMan. You do not anticipate great trouble, after an
economic survey, in ascertaining the income wealth of the State?

Mr. AurmeyER. My understanding is that these figures that the
Department of Commerce have collected over a period of yoars were
just published within the last 30 or 60 days, and they are on a very
comprehensive basis,

Senator VANDENDERG. Am Iwrong in assuming, from all of the things
you said, that you think it is pretty dungerous to enter the field of
variables at all o

Mr. Aurmeyer. T would put it this way: You have got to look at
it from a short-range as well us a lon;i-mnge point of view. If the
Federal Government is going into a larger and larger program of
matching of State expenditures of one kind or another, whether it is
in this field or education, or health, unless there is some sort of a
variable mat.chin% the cost to the Federal Government will mount so
steeply that it wi { place a Ereo.t strain upon the Federal finances and
credit, Whether you reach that point now or not, that is & matter

160883--39—— 17
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" for Congress to decide, it seems to me. You do have, however, the
roblem Senator Connally pointed out, that the poorer States are
aving difficulty matching their end of it.

Senator VANpENBERG. Does willingness to pay have anything to
do with it along with the capacity to pay?

Mr. AurmevER. I think 1t is something, but by far the greater
factor is the capacity to pay.

Senator LopGe. Is it not true, Doctor, that there is more bleak and
gesper‘?te poverty and poorer people in rich States than in any other

tates

Mr. Aurmever. I do not think so,

Senator Lopar, Take the slums of New York, Boston, Chicago, or
Detroit, take the cotton-mill cities, take the hopeless conditions whero
they have no natural resources at all, how can you imagine any poverty
that can compare to that?

Mr. ALtMEYER., On absclute terms you are probably right, but I
say regarding the general level of prosperity you will not reach the
same conclusion, You might in certain sections of your State find
poverty equal to or worse than in certain sections of another State, but
over all in Massachusetts the general level of well-being is up toward
the top. I think you should be congratulated.

Senator Lopae. That is a matter of opinion.  What you are trying
to do is to average the rich with the poor. You are sitting here in

our office in Washington with a piece of paper and pencil and averag-

Ing it, but there is not any real averaging going on, so the poor people

in the rich States are going to take it on the chin, they are going to

carry the freight of this whole thing.
r. AutMEYER. But the taxes in those States ought to be adjusted.

Senator Lopage. They ought to be, but they are not. The tax
gystem in these so-called poorer States ought to be adjusted so that
they would do a little more, but it is not,

Mr. Aurmeyer. That is within the province of the State.

Senator Lopae. Yes; it is in the province of the State. The eco-
nomic capacity of the State is purely a relative term, Doctor. It all
depends on what you want to put init. You can define it in any one
of a million ways. There is nothing absolute about that.

Mr. AvrmevER, I think you can take a half dozen different criteria
t0 measure economic capacity, or economic well-being, whatever you
choose to call it, and they check up with o great degree of similarity.
. Senator Byrnes. Dr. Altmeyer, may I ask you a question? Who

prepared the statement for the Department of Commerce?

Mr. AvrmeYER, Robert Nathan,

Senator Byrnes, It is a book that contains the factors used in deter-
mining the per capita income?

Mr. AurMEYER. Yes.

Senator Byrnes, Are you familiar with it?

" Mr. ALT™™MEYER. Yes, sir; in a general way, Senator.

Senator Byrnes. Could you state those factors, or do you prefer
that we wait until we ask hin? : .

Mr, AurmeYer, There is a report issued in May of this year, It is
entitlod “State Income Payments, 1029-37.”” On page 11 there is st
forth the following items as being taken into account in determinin
per capita income: (a) Salaries and wages; (b) other labor income an
relief {that includes direct and work-relief payments); (¢) entrepre-
neurial withdrawals, which may be defined as that portion received
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from the operation of any corporate enterprise which the owners with-
draw for personal or nonbusiness uses; (d) dividends, interest, and net
returns and royalties. )

Senator ByrNes. Mr. Chairman, I suggest if the committee decides
to go into this particular phase of the inquiry, I would like to make a
statement as to the provisions of the bill reported by the Unemploy-
ment Committee, and would also, in connection with that, like to have
Mr. Nathan make o statement, for the record as to how he arrives at
the per capita income of the Nation and-the per capita income of tha
various States.

The CrairmaN. The committee will b?wglnd to hear you, Senator
Byrnes, at that time, and we will have Mr, Nathan come down at,
B ator C Pard to through?

enator ConnaLLy. Pardon me, Senntor, are you through

Senator BYRNES, Yes, v #%"" Sen y

Senator ConnarLLy# want to ask you jus "o&e uestion, Doctor,
The table read by-Senator Harrison & moment agdbghowed that New
York was paying 324 a month and Arkansas was flaying $6. The
Federal Govgﬁ‘fment, out of its 6wn Treasury, is payifig the man in
New York four times as.much dg is beipg paid on th average in

Arkansas, if it not?  «° ,
Mr. ALfvevER, Yes, ¢ %m 74 Y
Senatof ConnaLty. That is notright, is it:(’ﬁL % %

Mr. AfrmeyeR. No, sif. v ™y % ]
Senat@r ConnarLLy. So x’yﬁ?oug t to do%)b——l"iilo not kipw the
details—#but we ought to a¢ dltt mgre equitable gpd'fairer methods, a
fairer sybtom than!Yncle Sintthgs’ , with one man, anbld-age
rension in NewtYorlixgetting $1 I/
)

¢ ¢ 1 fover here on the left-hand
anding¥he old-agh pensno% in Ar $gweLhey are both®itizens
of the Upited Statés, Ifthdge is eﬁ abio the pai¥ of the
Governméint to do ahything fotei ne, 1 think tite obligafion is to
treat thenyboth alik¥iis it not? . | . .
Mr, ALTMEYER. Yes, s LI &
Senator JbuNsoN. The -Governmapt tréats them Both alike,
because it gi@%lem both-the.samd opfportunity tgﬁ‘éham in the

w

pensions, if the¥yneet the requirements of the pensjoh. It depends
on the State. Th®pgurpose of this matehing prograi is to encourage
the State to pay ol«ﬁﬁge; ensions. Vi

Senator CoNNALLY, THE¥iautgug,,mee ™

Sem}bpr Jonnson. It is an inducement to them. That is the pur-
pose of 1t.

Senator ConnNaLLy, It does not seem to work in some cases.

Senator Jonnson. Whose fault is it? .

Senator CoNNALLY. It is the fault of the State. This poor, ragged
fellow in the brush, he does not know anything about that,

Senator JounsoN. Why throw the system into the discard simply .
because some State is not progressive enough to go ahead and make
the provision?

Senator ConnavLry. I grant you tt would be entirely desirable if it
would, We ave responsible for our legislation and the State is re-
sponsible for its legislation. If we make it possible for the Govern-
ment to hand one men, who is in the same condition as the other man,
four times as much, we are not doing justice and equity.

Senator Lopar. Is it not true, Senator, that these payments are not
handled by the Federal Government?
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Senator ConNNALLY, It comes out of the Treasury.

Senator JounsoN. Thesc are grants to the States,

The CrairmaN. Doctor, have you given any thought to tho idea,
in regard to this economic set-up, that the Federal Government m.akes
it possible to give greater assistance to the pooror States, to raise the
level, say, to $15 to each individual, and then above that we come back
to what the bill has done here, increased the maximum on the 50-50
basis, $20 for the Federal Government and $20 for the other?

Mr, Avrvever. That is along the line of Senator Connally’s
suggestion?

The CualrMAN. Yes.

Mr, AutmEYER. As I said in answer to Senator Connally’s questions,
that has a tendency to freeze fmyments below the $15 level and to pay
disproportionate benefits in the case of those below that levol as com-
pared with those whose neceds exceed the $15, and, secondly, it means
automatically thet larger sums are paid out by the Federal Govern-
ment to the States that are already receiving these large amounts, and
that then brings you around to where you started, Through our
present system the poorer States are paying a considerable proportion
through thege taxes of one kind or another,

Senator Gerry. Dr. Altireyer, do you take into account also the
benefits that the agricultural States get from the Federal Government
that the more thickly populated States do not? I am just wondering
how you collected the statistics.

Mr, Auvrmeyer. I am not meking the argument that the poorer
States are getting more or less in total,

The CuairMaN, I would like to place into the record in this con-
nection this table that appeared in the Congressional Record, which
I presume is nuthentic. It shows the average old-age-assistance pay-
ments per recipient (title I) December 1938, by States.

(The table is as follows:)

(All figures from 8ocial Sceurity Board)
Average old-age assistance payment per recipient (title I) December 1938

United States...._...... $19. 58] New Jersey .o ccneanaenn.- $19. 32
Rhode Island .. ... ... 18.78

Californig. - - ..o ool 82,43 | TMiNoi8. - o oo oo 18, 52
Colorad0- - v v 29, 99 | MissoUric v e oo e 18, 48
Massachusetts. .. ... ... 28, 66| Maryland - ... 17. 51
Conneetieut. . ..o . ..o .. 26. 66| North Dakota. ... .......... 17. 38
Nevade. ooooooo o iiiiiaaaaan 26, 46 | Nebraska - - neeuce o noneanannn 17. 12
Arizong. ... 20. 10| Michigan- <. cvovovinaonn.. 17. 11
New YorKeoo oo oomieaacanos 24, 18| Indiana. . ccoovven. . 186, 53
New Hampshire. . 23. 08| Vermont. - oo covuono.. . 14, 47
Ohi exXas.... - - 13, 84
Florida...... 13, 84

West Virgini 13. 79

Tennessee. ... 13. 28

New Mexico 11, 15

Delaware. . 10, 84

Louisiana.- 10, 26

Virginia. . - 9, 54

Alabama.. ... ... 9, 51

North Carolina. . ... ... 9. 36

GeOTgIB e e m et e e e 8. 78

Kentueky - - oo cevaannan 8. 73

4| South Caroling..o-cooeeeaon.- 7.40

2 | Mississipple o e e e cnmmaecnaa 6, 02

ATRANSAS. oo e e e iiaaan 6. 16
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Per capita income by States, 1936

United States.._....._... $432 | Towae oo o $§(75g.
New York 366
Counectiout. o e nos 607 [ Kansas 365
Californif. - v ee ool 605 | Nebraska, 361
Delawnre oo oo oo 590 | Florida 3563
Rhode Island .o oL oo 561 [ Utah___ 348
Nevada. oe o icneaaeas 545 [ Idaho... ... . ... 344
Massachusetts . oo oo oo 539 | New Mexico 322
WYOming o cweecmewcmanaccans 526 | West Virginia. 318
New Jersey..ou-cmemmveaancaunn S17 | TeXa8.u i ciaaiaan 316
Tlinois. oo v oo 800 | Virginia. ool 305
Montant . . ooniamia e 482 | Lowisiana. o o voomooaoao o 300
Penngylvania. .o ooooooniiaa. 478 [South Dakota. ... ... 276
Michigamn cov oo cinee s 473 [ North Dakota. ... ... ... 260
Maryland. .o oo oLl 478 | Oklahoma. - .. oo 259
WiSCOnsin- oo 467 [ North Carolinf. ..o ooo 253
[ (¢ R, 4680 | Georgia . oo oo 253
New Hampshire 438 [ Kentueky . coovone i an 240
Washington. 434 | Tenncssee. .. - 232
Minuesota, 416 | South Carolina. 224
Maine. .- 414 | Alabama_. 189
Colorado- 400 | Arkansas. _ 182
Indiana. . 402 | Mississippi.. . 170
Avizena 401 | Distriet of Columb: 966
()07 (V) | I, 394

Senator ConnaLLy, May I ask one question? What is the average
now all over the United States of the Federal payment, of the Federal
contribution for old-age pensions?

- Mr, AutmeYER. The average that is paid out to the recipient is a
little bit over $19, and the average that the Federal Government
would share would therefore be about $9.50.

Senator ConNALLY. So this proposal, if you give them $10, would be
practically the same amount, would cost practically the same amount
of money that we now pay.

Mr. Avrmeyer, If you do not pay anything more, you mean, just
the flat amount?

Senator ConNaLLY, $10; say, the first initial $10. I want to take
issue with you on it, with all due respect to your theory, that would
tend to discourage and hold them down below the $15, It seems to
me if the State would have to put u;l) only $5 in order to get $10
from the Iederal Government, it would stimulate them and inspire
them to be more generous and give them a larger amount, because
it only costs the State $5.

Mr. Aurmever, What'about the States that need more than $15?

Senator ConnaLLy. That is the same proposition. It would be
ensier to put up $10 out of $25 than $12.50 out of $25. A man would
get $25 then and the State would only put up $10. It would be much
ensier to get the mensure through the legislature on that basis,

Mr. AurmEyer, We have the same situation in the case of aid to
dependent children, Senator, where the maximum per child, for only
one child, is $18, and for more than one child $18 for the first child
and $12 for successive children. We have had experience under that
sort of a program with the States. The statistics we got from the
States showed a clustering around and below that maximum; in other
words, indicating that there is a great tendency not to go beyond the
maximum that is matched by the Federal Goverament.
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The CuairMan. Have any of the States matched the full maximum,
that is $15 and the Federal Government $15?

Mr. AurMeyEr. There are 1,800,000 cases, and about 14 percent of
them are getting over $30 per month,

The CuarrMAN. But that is individual cases?

" Mr. AvrmeyeR. That is individual cases.

The CuairmMaN. We were speaking of the average in the States.

Mr. ArrmevEr. Yes. The only State that has an average of over
$30 is California.

Senator Gerry. Dr. Altmeyer, don’t you find in a depression, es-
pecially in the agricultural States in the North, that you have to
allow also for the children and the cost of living of the big family,
where_they are not sble to raise their products, as they are in an
nﬁncultuml State where they have all that the Senator from Massa-~
chusetts has pointed cut?

Mr. AurmeYER. Yes, sir, ) .

Senator Gerry. That the payments in proportion, in the destitute
cases, have been very much larger?

Mr, AutMEYER. Yes, sir.

Senator GERRY. And if you have got a depression there the wealth
decreases proportionately?

Mr. ArTmMeYER. That is true.

The Cuainman. The committee will adjourn until 2:30.

Senator Davis. Mr. Chairmen, may I ask a question before you
adjourn?

he CHAIRMAN. Yes,

Senator Davis. Are these special contractors, life-insurance solici-
tors brought in under this bill?

Mr. Auvrmever. Yes; there is o provision in the bill, under the
definition of ‘“‘employee.”

Senator Davis. Are not they sort of individual contractors? They
have been excluded heretofore,

Mr. AurMEYER. Yes; some kind of life-insurance agents have been
excluded heretofore. The industrial-life-insurance agent has been
covered, because it lias been held that the relationship of employer
and employes exists, but in the case of certain types, at least, o? ordi-
nary life-insurance agents it has been held the relationship of employer
and employee did not exist. There is a definition of employee in
there that undertakes to cover the life-insurance agent, and similar
occupations, when that is the principal occupation, but excludes it
when it is just incidental to some other occupation. The bank teller,
for example, might write a policy, but he would not be covered under
the proposed definition; but the man whose principal occupation is
that of salesman is intended to be brought under the definition of
emg)loyee. . .

enator Davis. Mr. Chairman, we will haye an opportunity again
to discuss this matter with him in an executive session, will we not?

The CuairMAN. Yes; ¥ou will have several opportunities.

Mr. Aurmever. May I add one further sentence to my statement?
I am speaking only of the definition of employee in the old-age-in-
surance titles, it is not in the unemployment compensation title.

Senator Davis. I have another question. I do not know whether
Dr. Altmeyer has given any consideration to this, but I am in re-
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ceipt of information from Pennsylvania, especially those that are in-
terested in the production of coal, and they desire to amendment to
this particular bill covering the act passed in the Seventy-fourth
Congress, they want a proviso providing that in those industries or
occupations where the wages paid represents 50 or more percent of
the wholesale value of the articles processed, fabricated, or produced,
the taxes above enumerated shall be reduced 50 percent.

They make this statement: For instance, the coal industry is a
Iubor-emJ)loying industry, and for that very reason it is being severely
penalized. As nearly as I can figure it out the average 5-percent
pay-roll tax attaching to the mining of coal amounts to $63,500 per
million tons. The same taxes under the Social Security Act, in the
case of an equivalent amount of fuel oil, amounts to $34,000. The
same taxes, In the case of an equivalent amount of natural gas is
$4,000, and when you come to the hydroelectric power, equivalent to
a million tons of coal, the social-security tax 1s only $500. Coal
must carry this unusually disproportionate tax load in the open
competitive market,

I would like to have you give some consideration to it, and furnish
me, before we go into executive session to consider amendments to
this bill, such information as you have for or against this amendment
that I expect to propose to the committee.

Mr. ALtMEYER. Yes.

Senator ConvaLLy, May I ask you right there, the only reason
the coal people pay more taxes is because more of them have jobs?

Senator Davis, Of course more of them have jobs, but we are
megnsuring this on a consumptive power basis,

Mr. Aurmryer, I might say generally, Senator, as Senator Con-
nally indicates, that there are more employees to become unem-

loy%d, and more to become aged and entitled to the old-age-insurance
enefits.

The Cuaikman, Well, the commmittee will meet here in this room
2t 2:30.

(Whereupon at the hour of 12:15 p. m. the committee recessed
until 2:30 p. m. of the same day.)

AFTERNOON BESBION

(The hearing was resumed at 2:30 Y m.)

The Cuairman. The committee will be in order.

Is Mr. Higgins here?

Senator Davis, In yesterday’s discussion you ham)ily referred to
the Moose. Knowing your friendly views on all things fraternal I
gsent a telegram to Supreme Secretary Malcolm R. Giles, of the Moose
fraternity, asking him to send me material showing how the Social
Security Act affects the Moose and others having schools and homes
for the dependent aged. The Moose does not ask exemption for the
employees of the supreme lodge or coordinated bodies, for we are
doing our best to live under the act. We do believe, however, that
our charitable, educational, and religious work should be exempt.
I ask that the letter I have just received from Mr. Giles, together,
with his statement, be made a part of the committee record, so that
it may be available to the members of the committee on this problem.
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(The documents are as follows:)

SupreEME LODGE OF THE WORLD,
ovYaL OrRDER OF MoosE,
June 12, 1939.
Hon, Jamgs J. Davis,
Director General, Loyal Order of Moose,
National Bank of Washinglon Building, Washington, D. C.

My Duar SEnaTor: Complying with your telegram of even date, the enclosure
will give you our views with regard to the proposed amended Social Security Act.

You will observe that we have treated the subject from three angles: First,
our knowledge of the history and purposes of the Social Security Aot; secondly,
the effect of the act as it is now og)erated, and thirdly, the operations of the act
inits effect upon the Moose should the proposed amendments be adopted.

It is my studied judgment that, as a matter of policy, we should not take the
position of claiming exemption for any of the employees of the supreme lodge or
coordinated bodies, but to the contrary, should give all our employees the full
benefits of all features of social security as provided by the act.

With kind regards and all good wishes, I am,

Sincerely and fraternally,
MavrcoLm R. Gives, Supreme Secretary.

Tup Social SECURITY AcT—THE STATE UNEMPLOYMENT COMPENSATION AcT—
Tre ProrosEp AMENDMENTS THERETO As IT PERTAINS TO THE SUPREME
LopGE oF THE WoRLD, LoyAaL ORDER OF MOOSE, AS AN JUMPLOYER, AND THB
Inpivipval Lopaxs, LEaroNs, AND CHAPTERS oF THE ORDER

HISTORY

With the enactment of the Social Security Act by Congress in August 1935
legislation for taxes and other purposes affected a large number of organizations,
corporate and otherwise, to a far more reaching extent than had been the experi-
ence of those organizations during the 1l)ast contury and a half. While it is true
that these organizations were more or less subject to local property taxes, they
had been completely free from the effects of legislation previously enacted for
revenue from commercial enterprise, with the result that with the enactment of
the Social Seourity Aet very few individuals actively interested in these organiza-
tions realized that the provisions of the Social Security Act were such as to deny
exemptions by reason of its nonprofit character. Consequently, when the act
became effective ag of January 1, 1936, fraternal societies, as well as organtzations
of & like nature such as the Rotary, Kiwanis, Amorican Legion, ete,, found them-
selves subject not only to the Federal Social Sceurity Act, but the respective
State unemployment compensation acts as well,

Both the Federal Social Security Act and each of the State unemployment
compensation acts do exempt certain types of organizations that can qualify under
the following provisions of these aots:

“Services performed in the employ of a corporation, community chest, or
foundation, organized and operating exclusively for religious, charitahle, scientific,
literary, or educational purposes, no part of the net earnings of which inures to
the benefit of any private shareholder or individual.”

In the above quotation from the respective acts, it will be noted that it provides
that the organization must be “organized and operating exelusively” for the speci-
fied purposes.  Consequently, oxemption has been denied to all fraternal societics,
as well as other like organizations on the theory that they were not organized an
operating exclusively for the purposes stated. The fact that the organization
operated not for profit was in itself not enough to grant exemption. It had to be
orgumzed and operating exclusively for the specified purposes,

n the enaotment of the Federal income-tax laws, however, fraternal sooicties
and similar organizetions organized not for profit and operating under a lodge
system were spocifically exempted from the payment of income taxes, but that
exemption was extended to fraternal organizations as such and the statutory test
was not as explicit in demanding that the organization be organized and operating
exclusively for sfwciﬁed purposes. Likewise the Social Security Act did not follow
in Itis entirety the philosophy of exemptions as contained in the Federal income

ax laws,

The net result insofar as the Supreme Lodge of the World is concerned was that
even though the charter of the supreme lodge specifically provided that in addition
to acting as the agent for the lodges of the society, known in the aggregate as the
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Loyel Order of Moose, it could also engage in such charitable and philanthropic
enterprises which permitted the establishiment of Mooseheart and Moosehaven.
None can deny that both of these, in the ordinary sense, are charitable enterprises,
but it must be remembered that they are merely an activity incident to theo
corporate entity known as the Supreme Lodge of the World, Loyal Order of Moose.
Neither Moosehears, Moosehaven, or any of the other so-called branches of the
Supreme Lodge of the World, are legal entities in themselves and as such have no
sits in law. Consequently, the only legal entity recognized and subject to law
iISI the corporate being known as the Supreme Lodge of the World Loyal Order of

0080,

The courts have fong established the meaning of the words *“charity’’ or “‘chari-
table’” and have excluded from that meaning such enterprises wherein a require-
ment is exercised to obtain the benefits of that charity by reason of a membership
in the or{mnlvation extending the charity. Thus we find that such organizations
like the Red Cross and the Salvation Army arc recognized as charitable institu-
tions, but that organizations like the Moose, Eagles, Masonic orders, cte., are
not, for the simple reason that their charitable program is for the benefit of their
dependent members only and is contingent upon thelr membership.

Therofore, there is no question but what the Supreme Lodge of the World,
Loyal Order of Moose, and other similar organizations, especlally those who are
engaged in providing homes and schools, are subject to the provisions of the
Social Security Act and the respective State unemployment-compensation acts.

EFFECT ON THE SUFREME LODGE AND AFFILIATED UNITS

The effect on the Supreme Lodge of the World insofar as cost of operation is
corflcﬁrned has resulted in tax payments to the Federal and State Governments
as follows:

t Estimated.

Of the above amounts between 60 and 65 percent is chargeable to the cost of
operating Mooseheart school-home itself and the balance split up among the other
activities of the supreme lodge; Moosehaven home for aged men and women
dependent members of the ordor,

he tax expense for the next 3 years—1940-42—will be approximately the saine
a8 that estimated for the prusent calendar year, namely, $22,000. ;

Beginning with January 1, 1943, however, there is a possibility of a reduction
through the operation of tho merit-credit plan enacted by the State unemploy-
ment-compensation acts, which has the effect of reducing the tax rate if the
employer has maintpined a satisfactory stabilization of employment. Based on
our present pay roll it is estimated that our taxes will be as follows:

$14, 000
16, 000
20, 000

The above estimates are, as stated, based on our being able to so stabilize our
employment to be subject to the merit credits as provided by the State unem-

lo(irmenb-compensation acts and also takes into consideration the inereases in the

‘ederal sooial-security taxes as provided in the Social Security Act and in the
proposed amendments.

EFFRCT ON TIIE INDIVIDUAL LODGES, CHAPTERS, AND LEGIONS OF THE ORDER

The most far-reaching effect of the Federal Social Security Act, as well as tho
State unemployment-compensation acts, has been on our lodges, chapters, and
legions, for the reason that these acts were interpreted that the unit was imble
for the taxes, regardless of how much or how little was the compensation of the
offtcers of these units, together with an interpretation that even though an officer
received absolutely no eompensation he was still to be counted as an employee
in detormining whether there were eight or more as required by the unemploy-
mont-compensation provisions of the act. However, this latter situation was
considorabhy clarified in February of this year when the Internal Revenue Depart-
ment issued & regulation, which in effect rescinded its ?revious re$ulatlon and re-

sulted in eliminating from the definition of the word *‘employee” and “‘employ-
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ment” those individuals who performed purely ritualistic duties and incidental
noncompensated administrative duties. Likewise, most of the States followed
suit, with the result that it exempted all of our chapters from the provisions of
the unemployment section of the Federal Social Seeurlt% Act, as well as most of
our lodges and legions, and leaving only those lodges subject to the act that had
elght or more employees who were actually compensated for their sorvices. The
lodgea were so notified and we believe their claims for refund of taxes previously

aid will be allowed. However, this exemption in no way affected the old-age-

enefit section of the Social Security Act and it continues to be necessary for the
lodges to pay the taxes and to deduct the 1 percent from all payments made to
individuals for services rendered their lodfe.

The very noticeable effeot of the requirements of the Social Security Act, as
well as the State unemployment compensation acts, was to glaee upon the shoulders
of our secretaries a g;reatly increased amount of detalled work and it has been
found increasingly difficult to secure competent and willing seeretarics.

EFFECT OF PROPOSED AMBENDMENTS A8 CONTAINEL IN H. R, 6638

The present Congress is now considering proposed amendnments to the Social
Seourity Act as the result of report No. 728 of the Social Security Board and
has considerable bearing on the Supreme Lodge of the World itself and also
with reference to the lodges, chapters, and legions,

With reference to its effect on the individual lodges, chapters, and legions at-
tention is directed to the provisions of the amendment as follows:

“Paragraph A: Services performed in any calendar quarter in the employ of
any organization exempt from the income tax under section No. 101 of the Internal
Revenue Code if—

“1. The remuneration of such services does not exceed $45, or

“2. Such services is in connection with the collection of dues or premiums for
a fraternat benefit society, order, or association and is performed away from the
home office, or is ritualistic service in connection with any such society, order, or
association,”

The above section is interpreted to mean that there will be either of two stat~
utory tests that must be met by the unit in order to gain exemption. The first
test being that the remuneration or compensation does not exceed $45 in any
one guarter, and the second alternative test is that the services that are to he
rendered consist solely of the collection of dues for the unit and that service is
performed away from the home office. In this connection it is presumed that
the term “home office’” means the home office of the society itself and in the
case of the Moose is Mooseheart, Ill. If this construction is correct it would
appear that the greater majorlt}\; of our lodges, chapters, and legions will be
exempt from the provigions of the Social Security Act as amended. It would
also appear that such lodges that operate clubs in connection with their lodge
activities would not be exempt if they have in their employ club stewards, cte.,
who would be amenable to the act. It would also appear that in the case of
lodges that operate clubs that the $45 quarterly carning test would operate to
exclude such temporary employees that lodges ma{ engage, as for example waiters,
1anitors, musicians, entertainers, etc., provided the total payments to each
ndividual does not exceed $45 in a calendar quarter.

It should be pointed out here that these amendments apply to the Federal act
only anG will not affect the State unemployment compensation acts until such
time as the respective State legislatures ean correspondingly amend their own
individual unemploymeat compensation acts. It is reasonable to assume, how-
ever, that each and every State will follow the lead of the Federal aot. This
assumption is based on the fact that it has been found that the administrative
bodies in the respective States, generally calied the unemployment sompensation
commissions, have, in addition to so recommending to thelr legislatures, actually
issued regulations which exempt most of the fraternal and other similar units
from the provisions of the State acts,

The justice, reasonableness, and good sense of the above section cannot be
denfed. It will be a distinot benefit to the units of fraternal socleties and like
organizations, not only in the small savings in taxes involved, but more go in the
elimination of the necessary detail work {n connection with the preparation of the
requived forms and reports.
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EFFECT OF THE PROPOSED AMENDMENTS ON THE SUPREMF LODGE OF THE WORLD
AND ITS AFFILIATED UNITS

The pro(i)osed amendments will not materially affeet the Supreme Lodge of the
World and its affiliated units. It may be necessary to change somewhat our
administrative procedure in our office,

However, the tax expense will be somewhat increased, This is due to the
following reasons:

1. The proposed amendments provide that even though a person reaches the
age of 65 his income is still taxable and will continue to be so until he actually
retires. The increase caused by this factor will he very small during the next
4 or b years and after that, provided, of course, our present employees continue,
the number reaching the age of 65 will increase and result in increased taxes.
Naturally, if theﬂ retire at the age of 65 there will be no further taxes due, It is
estimated that the maximum increase in tax cost to the Supreme Lodge due to
this factor will not be over $500 per year.

2[. l’ll‘he proposed amendments amplify the meaning of the term ‘“employee’”
as [ollows:

“The term ‘employee’ includes an officer of a corporation. It also includes
any individual who for remuneration (b[y way of commission or otherwise) under
an afreement or agreements contemplating a series of similar transactions secures
application on orders or otherwis» personally performs services as a salesman
for & person in furtherance of such person’s trade or business (but who is not any
em locf/ee of such person under the law of master and servant).”

8n or the Social Sccurity Act and State unemployment compensation acts,
as originally enacted, the Commissioner of Internal Revenue issued a specifie
ruling hased on information furnished him by us that the following services were
not in "“employment” within the meaning of the act? General counsel and other
legal services, physicinns, dentists, regional directors and membership directors.

It was contended on our part that the above were independent contractors and
as such were not employecs within the meaning of the act. Our contention was
sustained by the Commissioner of Internal Revenue. It appears that the Com-
missioner had established a general rule whereby insurance agents, salesmen, ete.,
em(i)loyed on a strictly commission basis were, in fact, independent contractors
and not employees within the meaning of the act, particularly so if there was an
abgence of a relationship of master and servant. Generally speaking, the courts
had sustained such rulings based upon similar rulings and court opinions in the
various State workmen’s compensation acts. .

The result of this philosophy of construction was to eliminate from the benefit
of the act a large number of individuals, as well as create situations in which there
developed controversies as to whether the services performed by the individual
were 80 performed under a degree of direct or indireot control on the part of the
employer. A number of controversies were carried on appeal to the higher courts,
particularly so in the case of the State unemgloyment componsation acts, an
conflicting opinions developed, with the result that an individual performing &
given type of service was considered a subject employee in one State and was
exoluded in another.

It apgears because of these conflicting opinions that the proposed amendments
to the Social Security Act as defining an employee as given above was for the
gurpose of standardizing and simplifying the interpretation so that there would
; ed?(} dfur]ther question, as well as to extend the coverage to & greater number of
ndividuals. '

It would seem that the only construction that can be placed upon this amended
definition of the word “employee” is that those previously classified as inde-
pendent contractors will not be excluded from the provisions of the act when the
amendments become effective. If such a construction and interpretation is correct
there will be an increase in our taxes of approximately $3,000 per year, most of
which will be in the enrolljment department covering the regional directors and
membership directors. 'This increase may not reach this amount as it is felt that
in the oase of membership directors other provisions of the proposed amendments.
might apply, namely, the possibility of applying the aforementioned provision
with reference to the remuneration not exceeding $45 in a calendar guurter. Dur-
ing the calendar year for 1938 the total J)ayments to membership directors alone
was arounc $33,000. This item jucluded full time membership directors, as well
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as others who receive in total varying amounts, & large number of whom recefved
total annual payments of less than $45 per quarter, or $180 for the calendar year.

Against these anticipated increascs there will he savings through the application
of the proposed amendinents, which provide that the tax for unemployment com-
pensation insurance shall apply only to the first $3,000 earned by the individual in
any calendar year. This provision, in reality, makes the taxable pay roil in both
the old age and the unemployment sections the same, whereas formerly the entire
pay roll for unemgloyment purposes was taxable at 3 percent. It is estimated that
this savings will be approximately $1,800.

Summing up the increase and savings it is found that there will be a probable
net {ncrease in our taxes in the amount of approximately $2,000.

AGRICULTURAL WORKERS

With reference to the few employees of Mooseheart whom we call in the ordi-
nary gense, farm workers, that have been included as regular employces in the
past. This subject was discussed with the Commissioner of Internal Revenue,
who ruled that inasmuch as it was a difficult administrative problem to segregate
those employees' services, as hetween strictly agricultural services as defined in
the act, and other incidental services, that their entire scrvices could be deemed
ordinary services and therefore taxable. Our so-called farm employces are
employed both as strictly agricultural workers, as well as performing other services
'such as work on the parks and grounds, general maintenance, etc.

The proposed amendments with respect to the classification of agricultural
workers would not necessarily change our present set-up. There appears to be
no question but what our so-called agricultural workers wonld continue to be
included as heretofore,

‘THE POSSIBILITY OF EXEMPTING ALL OR PART OF THE ACTIVITIES OF THE S8UPREME
LODGE

It has already been pointed out that heretofore the Suf)reme Lodge, as such,
and its related activitics are not exempt. It might be well to state at this point
that in the case of corporations or associations it is the corporation or association
itself, and not any of its particular activities, that may or may not be exem?t,
with the result that it would not be possible to secure the exemption of say, for
instance, the services of the individuals who are actively and exclusively engaged
in religious, educational, or charitable activities within the structure of the
Supreme Lodge. Consequently, if it Is desired to exempt those services so classified
it would be necessary to exempt the entire organization or corporation.

The thought has been advanced that those scctions of the act, as amended,
could be further amended by leaving out the word “exclusively.’’ It does not
appear that this would he sufficient to obtain the desired results, as that would
s(?emingly tend to permit organizations to be exempt that were not so intended by

ongress,

It would appear that if it is desired to exempt part or all of the services per-
formed for the Supreme Lodge or any of its affiliated units, that it would be neces-
sary to add a complete exemption clause to the proposed amendments similar to
that section of the Federal Internal Revenue Act which si)eciﬂcall,v exempts
fraternal socleties. In other words, section 200 of the Social Security Act and
sections 1426 and 1607 of the Internal Revenue Code would have to have para-
gra})h 10 of these sectlons amended by eliminating sub‘i)amgmph (i) reading:

“The remuneration for such services does not exceed $45.” It would appear
that if this sentence was eliminated it would tend to exempt all employment or
services rendered by Sugreme Lodge or any of its affiliated units.

There is no question but what sueh an amendment would defeat the aﬁ)parenb
intent of Congress in its desire to include those employees of fraternal organizations
either of the grand Jodge or the subordinate lodges, whose entire employment is
with such organizations. >

Also to be considered as a matter of policy is whether the Moose who have been
pioneers in soclal security wish to cf;o on record in seeking exemptions. The em-
ployees, by reason of belmf covered, are creating for themselves sceurity in their
old age, and they, naturally, will be interested and concerned when they better
understand and appreciate what social security means to them.

Tue Cuammman, Mr. Higgins. How much time will you want,
Mr. Higgins?
Mr. Hicains. About 10 or 15 minutes.

.
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The Caamrman. I wish that you would be as brief as you cen,
Did you appear before the House committee?
Mr. Hiaoins. No, sir.

STATEMENT OF ALLAN K, W, HIGGINS, ATTORNEY, BOSTON, MASS,,
REPRESENTING THE BOSTON REAL ESTATE EXCHANGE

Mr. Higains. I represent the Boston Real Estate Exchange and a
number of real estate management offices in Boston who handle real
estate through the medium of the so-called Massachusetts Real Estate:
Trusts. Among this group are Minot, Williams, & Bangs; De Blois &-
Madison; Meredith & Grew; R. M. Bradley & Co.; Sleeper & Dunlop;.
William Dexter; and others.

When the act was first passed, it was believed that these trustees’
would be held to be employers for the purpose of taxing compensa-
tion paid to employees that they might have in the buildings that
they were operating, but it was not held at first that the trustees
themselves were taxable on the compensation which they paid to
themgelves as trustees, because that would put the trustees in the
})osition of being both an employer and an employee themselves,
The Social Security Act is based upon wages paid by an employer to
an employee, and you must have both an employer and an employee:
to have the basis for the tax.

In 1937 the Commissioner of Internal Revenue came out with a
ruling, S. 8. T. 136, which is referred to in the second paragraph of our
brief, i\olding that the trustees of a Massachusetts trust were taxable
. on their compensation to the extent that the compensation was paid
to them separately for services rendered not as trustees.

A similar ruling came out a little bit later in the year, and in 1938
the Commissioner of Internal Revenue ruled that all of the compen-
sation paid to trustees in Magsachusetts trusts by themselves was.
taxable as wages under the Social Security Act.

We filed a request for & hearing with the Commissioner of Internal
Revenue, and the hearing was granted, and a further ruling was made
in April of this year, on the 4th of April, to the effect that the com-
pensation of trustees of Massachusetts trusts was partly taxable and
Fnrtly nontaxable—that is, to the extent that they performed services

ike the officers of & corporation, the compensation was taxable; to
the extent that they performed services such as the directors of a
corporation, the compensation was not taxable.

f course, the trustees’ compensation in these real-estate trusts is
usually based on a certain percentage of the income, 8 percent of the
income of the trust, we will say, and it is not sevemi)le, and it means
that if this present ruling of the Commissioner’s office prevails, that
there will be an argument in every single one of these trusts as to how
much of the compensation is paid for services like the director of a
corporation and how much is peid for services like that of an officer
of a corporation, and every one of these trust instruments differs.
They are not like joint-stock companies that may be set up under an
act of the legifislnture, but they are strict trusts which are created by
geparate declarations, and there is no justification for treating the
compensation of trustees of a so-called Massachusetts trust any
differently from that of trustees or executors under a will. The
powers and the duties of the trustees may vary considerably, and the
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type of service which they perform may vary considerably. It is our
position that these trustees, although they are employers with
reference to the people whom they ask to perform services for them,
they are not employees, and that they should be classed the same as
partners, Partnerships, as you know, are taxed as employers, but
what the individual partners withdraw from the partnership is not
subjected to social security tax.

he difficulty in the mind of the Commissioner of Internal Revenue
is that quite a large percentage of these so-called Massachusetts trusts
are taxed as corporations under the income-tax law—that is, the in-
come as it comes into the trust for purposes of the income tax is sub-
jected to the corporate rate—but the mere fact that that is true should
not be a reason for going contrary to all well-understood law other
than the income tax, namely, that these trustees are individuals and
not entities. The fact that they pay themselves fees or commissions
as individuals certainly cannot mean that they therefore become
employees of themselves.

t has been argued by the Commissioner’s office that these trusts
carry on business enterprises. The very same argument can be made
as to individuals or partnerships. Partnerships carry on businesss
enterprises. The fact that a business enterprise is being carried on
is no ground for saying that everybody engaged in that business enter-
prise is an employee because somebody has to be the emplcgrer.

The provision which we are suggesting is that the definition of
“employes’” in the act be clarified so as to provide, as we have set
forth. in the appendix B, which is the proposeé) amendment to the hill,
that after the part of the definition which says that an officer of a
corporation is an employee, that we go on and state that a trustee
holding title to property in his own name as trustee be not regarded
as an employee within the terms of the act.

I do not think that the amount of tax involved is very material or
very large. I have tried to ascertain, so far as Massachusetts is con-
cerned, how many of these trusts there are, and I understand from the
Massachusetts commissioner of taxation that they have under the
provisions of Massachusetts law about 700 of these trusts in Massa-
chusetts. I understand that that form of holdiniz; of renl estate is
used to some extent in other States, but not as widely as it has been in
Massachusetts, I think that there are some real-estate trusts in
Minnesota and some out in Chicago, Ill., because I have happened
to see cases involving such trusts under the internal-revenue law, and
I think that that form is also used to some extent with reference to
real-estate holdings in the South, but not very widely.

The difficulty of exempting these trustees does not seem to us very
great. Tt was suggested in conferring with the Treasury Department,
and some of the social-security officials, that it might be well to limit
the exemption if it were granted, to those trusts where there are no
more then five trustees, so that the amendment as drawn states that
i trustee holding, either alone or with no more than four other persons
a legal title to property, that their compensation should be exempt an
they would not be regarded as employees. The reason for that limita-
tion is that it was suggested that possibly if thero were five trustees of
a real-estate trust, and they had several persons in their employ, book-
keepers and clerks, and what not, that they might make them co-
trustees in order to avoid the payment of the tex.
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I do not think there is any great danger of that, for the reason that
the average real-estate trust has as its trustee some outstanding
person in the community, These men who handle these real-estate
trusts are usually men of considerable means and well known in the
community, and I do not think that they would take as their co-
trustees a clerk or a secrotary or a bookkeeper in the office; but if it is
felt that there is some possibility of evasion on that ground, we are
perfectly willing to set the limitation to five trustees, because the
usual trust has three trustees, and there are very few that have five,
but I have not seen a Massachusetts trust with more than five trustees;
so I think that provision will be adequate.

Along that line, there is no more danger that these trustees will
take in their cashier or their bookkeeper in order to avoid the payment
of the tax than there is in the case of a partnership. You could argue
the same way that in o partnership you could make two or three
employees speecial partners or junior partners and thereby avoid
pai'mg social-security tax. .

want to assure the committee that the position that we are taking
on this is not because we are attempting to defeat the law or that the
amount of the tax is so gnrticularly‘ onerous. Wo do not not think
that we ought to be subjected to it, because the trustees are not
emgloyees. . . . .
ur first intention was to bring a test case on the subject, but the
amount of the tax involved for any one trustee was rather small, and
also the question of the Social Security Act at the time of this final
ruling of the Commissioner in April was then before the Ways and
- Meens Committee of the House, and we felt that possibly the best
thing to do was to immediately ask for clarifying legislation to make it
clllear that these trustees were not employees within the meaning of
the act,

The CuairmMaN. Was this matter presented to the Ways and Means
Committoe?

Mr, Higeins. We submitted this proposed draft to the Social
Security Board and to the Commissioner of Internal Revenue, and
tried to present it to the Ways and Means Committee, but at that
time they had terminated their public hearings. You see, this ruling
did not come out until the 4th of April, and by the time we had con-
solidated our forces, it was pretty close to the 1st of May, and the
House committee felt that the Social Security Board and the Com-
missioner’s office had not had enough opportunity to study this
amendment nor had they time for further hearings. The Ways and
Means Committee suggested that we submit it to the Senate Finance
Committee, as they were going to send their proposed bill to the
printer within a few days after we first raised the question. That is
the reason that it is being brought up before you gentlemen in the
first instance. .

I think it is important in connection with this to establish some of
the differences botween these trustees and the officers of a corporation,
The Commissioner in his ruling, first says that these trusts are taxed
under the income-tax law as corporations, then foes on from there
and says, that these trustees perform substantially the same duties
as officers and directors of a corporation. We maintain that their
situation is very different. To begin with, in the Massachusetts
trusts, the trustees are usually self-perpetuating, that is, they are

D om el e
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not elected or appointed by the shareholders as are directors. There
is usually a provision in the event of the decease or death of one trus-
tee that the two or three remaining trustees will nominate a succeeding
trustes, so that thore is no control of the trustees by the beneficiaries,
a8 there is control of officers or directors of a corporation by the share-
holders of & corporation. ‘

Secondly, these trustees who are holding legal title to the real
estate—the title is held in their own names as trustees; it is not held
in the name of an entity. That thereby makes them personally
liable for taxes and other things, and under Massachusetts law unless
they specifically contract with everybody, includinig o man who ma
fix a window, that they shall not be personally liable and he will
look only at the assets of the trust, they are personally liable for any
debts which they contract.

Senator BrowN. As a matter of fact, the trust pays those debts,
does it not?

Mr. Hicains, Yes; the trust pays those debts,

Senator BrRown, 'fhey may be liable personally, but the trustees
pay it out of the trust fund?

r. Hicorns, Thatis right; they may reimburse themselves. Iur-
thermore, in connection with liability for malfeasance, they are liable
as fiduciaries for breach of trust, and their liabilities are very much
greater than the liability of a Jirector or the officer of a corporation,
and in situations where they have not specifically contracted them-
selves out of liability and there was not any particular authorization
for them in the trust instrument, they have not been able to reimburse
themselves from trust assets.

The CuairMAN, Is there anything further?

Mr. Hicains, There are one or two other points that T would like
to bring out with reference to the difference between the partnership
end of it and the trust. A partner withdraws money from the part-
nership, and part of what he withdraws is for services, part of what
he withdraws, we will say, is a return on his capital, and he draws it
out as one fund. That part which he withdraws for services is not
subg'ected to the social security tax, and the reason they give for that
is that he is not an employee and he cannot be both an employer and
an employee,

The very same reasoning should apply to these trustees. When
they withdrew their trustees’ fees, there is no reason why this com-
pensation should be taxed on the ground that the trustees are em-
ployees, because they are also the employers. The only reason that
the Commigsioner’s office has taken this position is because of the
income-tax law, and the fact that that income is taxed at the corpo-
rate rate under the income-tax law.

The second point which I wish to make is that if this amendment
with reference to defining employees should not pass and the trustees
are forced to litigate the matter, we feel that Congress should make
some provision for their obtaining the credit for payment to the
State, because Massachusetts has not claimed any tax on this com-

ensation for these trustees, If we should now behsld liable and the
Commissioner has now issued a ruling saying that these trusts are
liable, we would be forced to pay taxes for the past 3 years to the
Federal Government, and once we have paid them to the Federal
Government, there is & vory good chance that that having occurred,
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the State Government will then say that since the Federal Government
is collecting this tax, ‘“We are going to tax the compensation of trus-
tees, 31351 you will have to pay twice as far as the 90 percent is con-
cerned. .

I think if the committee would read the series of rulings that the
Commissioner of Internal Revenue issued on this for the past 3 years,
they would see that we were not put on notice in the first instance
that the compensation of these trustees was subject to the tax, and
not having been Eut on notice, we naturally filed no returns. Even
this spring we asked the Commissioner’s office to hasten a ruling on
it so that we could perhaps lB{ay the tax within the 60-day extension

eriod which terminated on March 31, and instead of issuing a rulin
m March so that we would know where we stood, the ruling was issue
on the 4th of April, so that we have not paid any tax to the State
government. Under the act as amended by the House, we would
gow be able to get our 90-percent credit if we shduld now pay the
tates.

The amendment to the 90-percent-credit provision in the bill as

assed in the House provides that you can get the 90 percent credit
if in fact instead of paying by January 31 you paid before July 1 of
thie year in which the tax was due or if you pay within 60 days from
the passage of the act. The so-called {ibemliz'mg amendment with
reference to the QO-Eercent credit as it has been passed in the House
should be retained by the Senate. If we are not to be granted the
relief on the definition of ‘‘employee,” we request the committee to
uphold the liberalizin% of the ﬁo-gercent-cyedit provigion, We think
it should be %enerally iberalized, but certainly it should be liberalized
in the case of these trustees in view of the fact that they were not put
on notice in the early years, that they might be subjected to this tax,
and by failure to be put on notice they might be deprived of this 90-
percent credit,

We have submitted a brief wbich I think the members of the com-
mittee have, under the title of “Memorandum submitted in behalf
of the Boston Real Estate Exchange in support of certain amendments
of the Social Security Act,” and I have additional copies to give to the
members of the committee if they should wish it,

The CuairmMaN. It will be inserted in the record, and the committee
requests Chairman Altmeyer and the other members of the staff here
to consider this proposition. We want to get their views and reactions
to it,

(The brief is as follows:)

MEMORANDUM SUBMITTED IN BEHALF OF THE BosToN REAL EsTATBE EXCHANGE
IN SUPPORT OF CERTAIN AMENDMENTS OF THE SOCIAL SECURITY ACT

The prosent statutes and regulations: The social-security tax is an exclse exacted
with respect to employment. Title VIII of the original act (secs. 801 and 804)
imposes & tax on emploi'ees and employers with respeet to employment (for sur-

oses of the so-called old-age benefits). Title IX of the original act (sec, 801)
mposes & tax upon each employer with ms{)oct to having individuals in his
employ (for purposes of the so-called unemployment benefits). The pertinent
sections of the original act and regulations and of the aoct as embodied in the
Internal Revenue %odo (Publie, No. 1, 76th Cong., 1st sess., ch, 2, H. R, 2762,
approved Feb, 10, 1939 1) are set out in appendix A to this memorandum.

1 The Internal Revenue Code !5 roferred toas I. R, C.

160883—89-——8



110 SOCIAL SECURITY ACT AMENDMENTS

Construction by the Commissioner: The Commissioner has construed title 1X
a8 purforting to tax trustees of a Massachusetts trust with respect to the com-
pensation or commissions patd to them as fiduciaries under certain cireumstances
apparently on the ground that they are “employecs’’ analogous to officers of a
gorporation. (See 8. 8. T, 136; C, B.—1037—1, p. 377; seo in general to same
effoct, S. 8. 'T. 284; C, B.~1938~1, 474.)

Argument against the Cominissioner’s construction: Trustees of such trusts
almost invariably hold legal title to the trust property and are subjeot to numerous
fiduciary obligations, for the assumption of the risks for which they receive
compensation or commissions, They do not in any real sense “‘employ” them-
gelves. Many such trustees, therefore, have objected vigorously to the Com.
missioner’s eonstruction in 8. 8. T. 136 and similar rulings on the ground that,
sinee no cmployer-employee relationship exists hetween the trustees and thera.
selves, they are not within the terms of the taxing statute, which imposes taxes
with msgeot to employment. Tiqually plainly there is no employer-employeo
relationship between the beneficlaries of the trust and the trustees. It {s sub-
mitted also that the trust cannot properly be viewed as an entity separate from
the trustees in such a way as to make it the “employer” of the trustees.

The duties of such trustees are not different in character, either in 'Aegal theory
or in fact, from those of an ordinary testamentary trustee, who is obvioualy not
“employed” by himself, As tax statutes are to be construed strictly, it is sub-
mitted that, without more specific language than is found in the Social Security
Act, it shonid be held that Congress did not intend to tax trustees’ compensation
which would not normally be regarded as being paid with respect to any employer-

employee relationship.

t is submitted also that the trustees of a ‘“Masiachusetts trust’’ ocoupy
& wholly different legal position from that of officers of a corporation, and

are not employees in any sense.
it themselves under a fiduciary duty.

Trustees are owners of property administerin

(Their position is not unlike that o

partners in a partnership, who are not troated as “ems)loyees” for social-security

tax purposes.

are oleatly employees of the corporation.

See 8. 8.T. 23, C. B, XV-2, 405 (1936).

Officers of a corporation
The many distinctions between such

trustees and corporate officers may be summarized:

TRUSTEE

1. SBubject to no control by the
beneficiaries.

2. The legal owner of the trust
property.

3. As owner subject to the duties
and responsibilities of an owner not
only in framing policy but in protecting
and dealing with the trust property,
subject to an obligation to account.

4. Himself by contract a fiduciary
subject to liabilities of a fiduciary
nature by reason of his trust position
and not as the consequence of any
“employment.’’

5. Personally liable upon the con-
tracts made in behalf of the trust
estate, unless he exempts himself from
1inbilit¥ by contract with persons with
whom he deals.

6. Personally liable for his own torts
and for those of his agents.

7. Liable for taxes upon the trust
property. '

OFFICER OF A CORPORATION

1. Subjeot to control by stookholders
and direotors.

2. In no sense an owner of the cor-
porate property.

3. As an officer merely executes policy
determined by direetors,

4. An employee of o legal entity
created by statute.

5. Not liable for the contracts of the
corporation, exocept in those cases where
he himself acts illegally or in excess of
his authority.

6. Liable only for his individual aots
constituting torts. In general not liable
for those of other corporate a.%ents
unlesy he has participated actively in
them or caused them.

7. Not so llable,

The apparent rulings in 8, 8. T, 136 and S. S, T. 284 that a trustee of & Massa~
chusetts trust is to be treated as analogous to a corporate officer disregards these

important distinotions.

Trustees holdi

ng legal title to trust property, in the

management of which they are subject to fiduciary obligations and personal liabil-
ities, should not be held to be employees of the trust.
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Administrative problem: The Commissioner has ruled that the trustees fees
must be allocated between those services performed like those of an officer of a cor-
poration and those services like those of a director of a corPoration. Officers’
salaries are subjeet to the tax. Director’s fees are not. This ruling involves a
controversy in every case, putting both the trustees and the Government officials
t(; greait trouble and expense to allocate the gross fees paid between these two types
of services.

The new $3,000 Limitation does not give relief. The House bill now limits the tax
to the first $3,000 paid by any one employer to an employee. We eontend no
trustees’ fee should be taxed because no émployer-employee relationship exists. The
$3,000 limitation is not helpful because the trustees are frequently trustces of
several trusts, and rarely get more than $3,000 from any one trust. Corporate
officers on the other hand are almost never officers of more than two or three cor-
porations and thercfore get the greatest benefit.

Necessity of leglslation: Because of the Commissioner’s rulings in 8. S. T. 136
and 8. 8, T, 284, referred to above, many trustees are forced to make contest of
assessments of soclal-security taxes on the trust and on themselves with respect to
their fiduciary commissions. The amounts involved in each of these numerous
cases are small and the expense involved in a multiplicity of protests, claims for
refund, actions at law, ete., is disproportionate. It is an appropriate case for a
congressional amendment making it plain that the Commissioner in 8. 8. T, 136
and 8. 8. T. 284 misconstrued the origina) congressional intent and has acted
erroneotisly. A draft of suitable amendments is anncxed as appendix B. The
amendments relate not only to titles VIII, IX, and X1 of the original Social
Security Act, but also to those titles as incorporated without substantial changes
in the recently enacted Internal Revenue Code.

POSSIBLE AMENDMENT TO AVOID FORFEITURE IN EVENT AMENDMENTS PROPOSED IN
APPENDIX B ARE NOT APPROVED

If the Commissioner’s rulings in S. S, T. 136 and S. 8. T. 284 are not either re-
versed by the courts or by departmental ruling or abolished by the amendments
proposed in appendix B, trustees who have not paid State contributions on their

- trustees’ commissions grior to the date of filing their Federal return under title IX
for 1936, 1937, and 1938 will lose the 80 percent credit agaiust the Federal tax on
employers under title IX, because that 90 percent credit is given by title IX,
section 802, only with respect to State contributions paid by an emgloyer “before
the date of filing his return for the taxable year.” (Italies gupplied. The word
“return’’ refers to the employer’s Federal return with the filing of which the tax
must be paid, and ‘“‘date of filing his return’ is interpreted to mean the date the
return was due.) .

The social-security taxes are novel and fraught with various problems of ¢on-
struction. If the forced construction of the act made by the Commissioner is
upheld, trustees should not be required to forfeit their 90-percent credit against
the tax on their trustees’ commissions merely because they could not anticipate
what the construction of the act would turn out to be. If the amendments sug-
gested in am)endlx B are not adopted, in all fairness, at least, the following amend-
ment should be:

That section 902 of title IX of the Social Security Act be amended by adding
at the end thereof the following:

“In agddition to the credits provided elsewhere in this section, a trust ma
oredit against the tax imposed with respect to employment during 1936, 1937,
and 1938 by section 901 the amount of contributions with respeet to employment
of trustees during 1936, 1937, and 1938 paid by the trust within 60 days after
the enactment of this amendment into an unemployment fund under a State law
ap}f‘roved by the Soclal Security Board, as provided In section 903.”

'he House bill {ncorporated substantially such amendment and extends the
liberalizing provision to all taxpayers. This should be upheld by the Senate.

APPENDIX A,~~!1. PERTINENT PORTIONS OF ORIGINAL SOCIAL SBECURITY ACT

The pertinent provisions of title VIII are:
‘Spc, 801.—~In addition to other taxes, there shall be levied, collected, and
pald upon the income of every individual a tax equal to the following percentages
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of the wages (as defined in sec. 811) received bfr him after December 31, 1036,
with respect to employment (as defined in sec. 811) after such date:
‘1. With respect to employment during the calendar years 1937, 1938, and 1939,
the rate shall be 1 percent.”
* * * * * * *

[Nore.—Codified in substantially the same form in Internal Revenue Code,
(I. R. C.) sec. 1400.]

“Sec. 804.—In addition to other taxes, every employer shall pay an excise
tax, with rexpect to having individuals {n his employ, equal to the following

ercentages of the wages (as defined in seo, 811) paid by him after December
l, 1936, with respect to employment (as defined in sec. 811) after such date:

‘1. With respect to employment during the calendar years 1037, 1938, and 1939,

the rate shall be 1 percent.”
* * * * * * *

{N&'xi%—]—Codlﬁed in substantially the same form in Internal Revenue Code,
sec, X

Internal Revenue Code, section 1420 (a) and (b) (relating to former title VII1
taxes) reads in part as follows:

Skc. 1426, EFINITIONS,— When used in this subchapter;

“(a) Waaps.—The term ‘wages’ means all remuneration for employment, in-
cluding the cash value of all remuneration paid in any medium other than cash;
except that such term shall not include that &)art of the remuneration which,
after remuneration equal to $3,000 has been paid to an individual by an vmployer
with respect to employment during any calendar year, is paid to such individual
by such employer with respect to employment during such calendar year.

“(b) EmMpLoYyMENT.—The term ‘employment’ means any service of whatever
nnturf, performed within the United States by an employee for his employer,
excopt—

* ® * * * * *

(Iixceptions in sec. 1426 (b) are not here pertinent.)

The pertinent provisions of title IX are an follows:

“Src. 901,—O0n and after January 1, 1836, every employer (as deftned in
sce. 907) shall pay for each calendar year an excise tax, with rcsgect to having
individuals in his employ, equal to the following percentages of the total wages
(as defined in sec. 907) payable by him (regardless of the time of payment) with
resPect to employment (as defined in sec. 907) during sueh calendar yesr:

. With respect to employment during the cnlendar year 1936 the rate shall bo
1 pereent; ok
. I. R. C., sec, 1600, which reads:

“Sre. 1600, RATE oF Tax. “On and after January 1, 1939, every employer (as
defined in sec, 1607 (a)) shall pay for each calendor year an exeise tax, with respect
to having individuals in his employ, equal to 3 percent of the total wages (as
defined in sec, 1607 (b)) Fayab]e by him (regardless of the time of payment)
with respeot to employment (as defined in sec. 1607 (0)) during the calendar year
1939 an subse%lent calendar years.”}

‘‘Src. 007, hen used in this title—

“(a) The term ‘employer’ does not include any person unless on each of some
20 days during the taxable year, each day being in a different calendar week, the
total number of individuals who were in his employ for some portion of the day
(whether or not at the same moment of time) was eight or more.

“(b) The term ‘wages’ means all remuneration for employment, including the
cash value of all remuneration paid in any medium other than cash,

“(¢) The term ‘employment’ means any service, of whatever nature, performed
within the United States by an employee for his employer, except L A

(BExceptions in sec. 907 (c) are here immaterial.)

Codified in substantially the same form in Internal Revenue Code, sec. 1607.)

itle X1 of the Social Security Act contains the following provisions which may
be relevant:

“Sge. 1101,  (a) When used in this act—

* * * * * * "

“(3) 'The term ‘person’ means an individual, a trust or estate, a partnership,
or a corporation,

‘(4) “The term ‘corporation’ includes associations, joint-stock companies, and
insurance companies,

*(5) The term ‘shareholder’ includes a member in an association, joint-stock
company, Or insurance company.
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Y(6) The term ’employee’ includes an officer of a corporation.”

[The_definitions of “employee’” and “‘person’’ listed above are codified in sub-
stantially the same form in Internal Revenue Code, sec. 1426 (¢) and {e), respecs
tively, for old title VIII taxes and in Internal Revenue Code, see. 1607 (h) and
(j), for old title IX taxes.|

Regulations 91 (relating to old title VIII taxes), article 2 reads in part as follows:

“Anr. 2, Employment—All services performed within the United States by an
employee for his employer, unless speocifically excepted by section 811 (b) of the
act or section 11 of the Carriers Taxing Aot, constitute ‘employment’ within the
meaning of title VIII of the act. To constitute an employment the legal relation-
ship of employer and employee must exist between the person for whom the services
are performed and the individual who gerfonus them, and the services involved
must be performed within the United States, that is, within any of the several
States, the District of Columbia, or the Territory of Alaska or Hawaii. (See
articles 3 and 4 as to who are employces and employors, respectively, and articles
5 to 13, inclusive, relating to excepted services.)”’

* * * * ® * ®

Regulations 91, article 3 reads as follows:

“ARrT. 3. Who are employees.—Every individual is an employee within the
meaning of title VIII of the act if he performs services in an employment as de-
fined in section 811 (b) (see article 2),

“However, the relationship between the person for whom such services are
performed and the individual who perforis such services must as to those services
be the legal relationship of employer and employee. Qenerally such relationship
exists when the person for whom services are performed has the right to control
and direct the individual who performs the serviees, not only as to the result to
be accomplished by the work but also as to the details and means by which that
result is accomplished. That is, an employee is subject to the will and control
of the employer not only as to what shall be done but how it shall be done. In
this connection, it s not necessary that the employer actually direct or control
the manner in which the services are performed; it is sutficient if he has the right
to do so. The right to discharge is also an important factor indicating that the
person possessing that right is an employer. Other factors characteristic of an
omployer, but not necessarily present in every case, are the furnishing of tools
and the furnishing of & place to work, to the individual who performs the services.
In general, if an individual is subject to the control or direction of another merely
as to the result to be accomplished by the work and not as to the means and
methods for accomplishing the result, he is an independent contractor. An in-
dividual performing services as at independent contractor is not as to such services
an employee.

“Generally, physicians, lawyers, dentists, veterinarians, contractors, subcon-
tractors, public stenographers, auctioneers, and others who follow an independent
trade, business, or profession, in which they offer their services to the publie, are
independent contractors and not employees,

“Whether the relationship of employer and emploree exists will in doubtful
cases be determined upon an examination of the particular facts of each case.

“'If the relationship of employer and employee exists, the designation or deserip-
tion of the relationship by the parties as anything other than that of employer
and employee is immaterial. hus, if such relationship exists, it is of no conse-
quence that the employee is desighated as a partner, coadventurer, agent, or
independent contractor. .

“Tho measurement, method, or designation of compensation is also immaterial,
if the relationship of employer and employee in fact exists.

“Title VIII of the act makes no distinction hetween classes or grades of em-
ployees. Thus, superintendents, managers, and other ausmrior employees are
employees. An officer of a corporation is an employee of the corporation, but a
director, as such, is not. A director may be an employee of the corporation
however, if ho performs services for the corporation other than thoso requireci
by attendance at and participation in meetings of the hoard of direotors.”

Regulations 981, article 4, reads as follows:

“ARrt, 4. Who are employers.—Every person i{s an emplover who employs one
or more individuals in an employment, that is, for the performance within the
United States of services not specifically excepted. The number of individuals
employed by the employer and the period during whieh any suech individual is
so etployed is immaterial. (For definition of employment see art, 2 and for
excepted services see arts, 8 to 13, inclusive.)
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‘‘An employer may be an individual, & corporation, a parwnership, a trust or
estate, a joint-stock company, an association, or a syndicate, group, pool, joint
venture, or other unincorporated organization, groug, or entity. An employer
may be a person acting in a fiduciary capacity or on behalf of another, such as a
guardian, committee, trustee, exccutor or administrator, trustee in hankruptey,
receiver, assignee for the benefit of creditors, or conservator.”

Regulations 90 (relating to old title IX taxes), article 205 provides in part:

“ART, 206. Employed individuals.~An individual is in the employ of another
within the meaning of the act if he performs services in an employment as defined
in section 907 (c). However, the relationship between the individual who per<
forms such services and the person for whom such services are rendered must,
a8 to those services, be the legal relationship of employer and employee.

* *® * * * * *

‘“The words ‘employ,’” ‘employer,” and ‘employece,” as used in this article, are
to be taken in their ordinary meaning. An employer, however, may be an indi-
vidual, a corporation, a partnership, a trust or estate, a joint-stock company,
an associaiion, or a syndicate, group, pool, joint venture, or other unincorporated
organization, group, or entity. ~ An employer may be a person acting in a fiduciary
capacity or on hehalf of another, such as a guardian, committee, trustee, executor
or administrator, trustee in bankruptcy, recejver, assignee for the benefit of
creditors, or congervator.

“Whether the relationship of employer and employee exists, will in doubtful
cases be determined upon an examination of the particular facts of each case.

“Generally the relationship exists when the person for whomn gervices are per-
formed has the right to control and direct the individual who performs the
services, not only as to the result to be accomplished by the work but also as to
the details and means by which that result is accomplished, that is, an employee
is suhject to the will and control of the employer not only as to what shall be done
but how it shall be done.

* * * * Ed * L]

“If the relationship of employer and employee exists, tho designation or de-
seription of the relationship by the parties as anythinf other than that of em-
ployer and employee is immaterial. Thus, if two individuals in fact stand in the
relation of employer and employee to each other, it is of no consequence that the
:mptloyee is designated as a partner, coadventurer, agent, or independent con-
ractor.

* * * » " ] *

“An officer of & corporation is an employee of the corporation, but a director,
as such, ts not. A direetor may be an employee of the corporation, however, if
he J)erforms services for the corporation other than those required by attendance
and participation in meetings of the board of directors.”

APPENDIX B,~—PROPOSED AMENDMENTS OF SOCIAL BECURITY ACT

A BILL To éu‘ovido for the clarifiontlon of certain provisions of the Soclal S8ecurlty Act and of the Interpal
Revenue Code with respect to trustees of Massachusetts trusts and other fiduciaries and for other

purposes

Be it enacted by the Senate and House of Representatives of the Uniled States o
America in Congress assembled, That section 1101 (a) (8) of Title XI of the Socia
Security Act be amended by adding after the word “corporation” the following:
“but a trustee holding either alone or with others legal title to trust property for
the management of which ke is subject to any of the personal liabllities of a
fiduciary is not an employee of the trust, whether or not the trust is an association
taxable as a corporation, This amendment shall apply with respeot to the years
1036, 1937, and 1038.”

And also that section 1426 (c) of subchapter A and section 1607 (h) of subchapter
C of chapter 9 of the Internal Revenue Code be amended by adding after the
word ‘‘corporation” in each subsection the following: ‘‘but a trustee holdinf elther
alone or with others legal title to trust property, for the management of which he
is subject to any of the personal liabilities of a fiduciary, is not an employee of
the trust, whether or not the trust is an association taxable as a corporation, This
amendment shall apply on and after January 1, 1939.”

The CuarrmaN. The next witness is Mr. C. B. Robbins, of Chicago,
I, You reprosent the American Life Convention, Mr. Robbins?
Mr, Ropnms. Yes, sir,
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The CrairMan., How much time do you want?

Mr, Ropeins, I will make it just as brief as possible, Senator.
It will not take over 10 or 15 minutes.

The Crainman, All right; you may proceed. Have you a brief?

Mr. Rosoins. 1 have a formal brief, but I do not want to follow
it exnct(l}y in the presentation.

The CuamrMaN. Proceed in any way that you wish.

STATEMENT OF C. B. ROBBINS, CHICAGO, ILL, GENERAL
COUNSEL, AMERICAN LIFE CONVENTION

Mr. Rosiins. We are concerned with the recent amendment in
the bill as it appears in the House, the amendment being to section
1426 (d) of the Internal Revenue Code. That is the section enlarging
the definition of “employee’ and bringing into the provisions of the
act men and institutions selling various goods on a commission basis,
It is the one that Senator Davis referred to this morning.

The CuairmMaN. What page is that?

Mr. Rossins. That is on page 98 of the bill, and it is section 801
of the bill as introduced by Mr. %oughton. I will read it if you like:

(6) The term “employee’ includes an officer of a corporation. Tt also includes
any individual who, for remuneration (by way of commission or otherwise) under
an a?reement or agreements contemplating a series of stmilar transactions, secures
applications or orders or otherwise personally J)erforms services as a salesman for
a person in furtherance of suoh person’s trade or business (but who is not an
employee of such person under the law of master and servant); unless (A) such
services are perforied as & part of such individual’s business as a broker or factor
and, in furtherance of such business as broker or factor, similar services are per-
formed for other persons and one or more employees of such broker or factor
perform a substantial part of such services, or (I3) such services are not in the
course of such individual’s principal trade, business, or occupation,

That is the amendment of the bill that I am concerned with. While
I'spoke to the Ways and Means Committee on this matter, this amend-
ment was not then before them, and it was after my presentation
that this amendment appeared in M. Doughton’s bill.

The American Life Convention is an association of life insurance
companies, There are 150 of them domiciled in 40 different States of
the Union, For the most part, they are western and southern com-
panies and situated west of the Allegheny Mountains and south of
the Mason and Dixon line. There are a great many companies in this
organization—they are of medium size and smaller companies,

his matter first arose before the Bureau of Internal Revenue some
2 years ago under the original act. The opinion of the Bureau first
was that life-insurance agents selling life insurance on commission
were employees within the meaning of the act. Presentation of the
contracts of life insurance companies was made with the Bureau
during rpractlcully all of the year 1037, and after consideration of
some of the contracts of some 50 or 75 companies in which separate
hearings were held, the Bureau of Internal Revenue ruled that the
agents of life insurance companies writing business upon what is
known as the ordinary plan were not employees within the meaning
of the act, and therefore not subject to the provisions either of the
unemployment compensation or the old age insurance.

I do not want to tire the committee with citations of authorit es,
because those were all made before the Bureau of Internal Revenue

2 - ,ar ®BR - .
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and the thing was thorougbly thrashed out from the legal standpoint
at that time, and in consequence of those hearings, the following
decision was made by the Bureau:

Individuals performing services as independent contractots are not employces.
QGenerally, physicians, lawyers, dentists, veterinarians, contractors, subcontrac-
tors, pubfio stenographers, aucticneers, and others who follow an independent
trade, business, or profession, in which they offer their services to the public,
are independent contractors and not employees-—
within the meaning of titles VIII and IX of the Social Security Act.

Since the ruling of the Treasury Department, 40 States have fol-
lowed that ruling, and at the present time in the 40 States it has been
held that life-insurance agents writing ordinary business are not
employees under various unemployment compensation laws of the
States, There is only one State at the present time in which there is
an adverse decision, thet of North Carolina; the other States that have
ruled on the matter have ruled favorably.

Our contention is that the relation of employer and employee does
not_exist between the life-insurance company and the agent. The
business of the life-insurance company agent 1s his own independent
established business resulting wholly from his own independent ac-
tivity and effort. Life insurance is a profession in its nature and the
life-insurance agent must build up his own clientele. This clientele
usually remains with him even though the agent may sever the rela-
tionship with one insurance company and enter into a contract with
another.

The business of soliciting insurance is recognized in the States as an
independent business, In all States, life insurance agents are placed
under the control of the insurance department and can be licensed by
the department only after the insurance commission has found them
to be qualified and fit persdns to deal with the public in respect to life
insurance. No life insurance edmpany nor any of its a%ents may con-
tract with an agent until he has first been approved and licensed by the
State insurance department. Likewise, the insurance commissioner
may revoke the license of an agent on grounds slpeciﬁed in the law
without the consent and against the protest of the company. The
agent’s activity is an independently regulated occupation,

There is one thing that is particularly bad for the life insurance
companies in this, and that is the almost absolute impossibility of
adininistration in the payment of the tax. A life insurance agent, at
least in our western and southern companies, writes an application for
life insurance, and the first year’s premtum is payable to him and not to
the company. He m&tv take a note for that premium, he may or he
may not be able to collect the note and may lose the entire premium,
but the premium less his commission is charged to him by the company,
and he must settle with the company whether Le collects the amount
from the man who applies for the insurance or not; in other words, it
is a relation of debtor and creditor between the agent and the com-
pany on the collection of the first year’s premium or so much thereof
25 he remits to the comlpuny after deducting his commission. The
comEany has no means of knowing what bis net income is out of that,
He has an office which he pays for himself, he has clerk hire and
stenographer foes, and he hes an automobile in which he pursues his
business, and all of those are expenses of his business which the com-
pany has no means of determining, and the company would not be
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able to determine what they could pay him in the way of a 1 percent
or 2 percent or whatever it was of his old-age pension.

A great many of these men engage in other lines of activities as
well as life insurance, and there are a great many men in the life-
insurance business who spend only a small part of their time of the
year in writing life-insurance, and the company does not care how
much time they spend or do not spend in soliciting business just so
that they produce the business. One man may write as much in a
week as another man may write in 6 months, and it is not the time
that he spends but it is the results he accomplishes that the company
is interested in.

One might ask, what is the agent going to do in the event of old age?
Well, under nem’iy all of the contracts writing ordinary life insurance,
the agent has an interest in the policy which he writes over and beyond
the first year's commission which he colleets at the time he writes
the polic?r. It is what is known as the renewal commissione. That
is a small percentage of the premium paid by the company after the
first year’s business is written and after the first year’s premium is
paid. That frequently runs for 20 years. Take for example a 20-
paynment life policy for $1,000 on which the premium would be $30
a year, and there would be a total of $600 paid in.  Of the first year’s
premium, the agent would get a substantial proportion—perhaps
50 or 60 percent. Of the succeeding premiums, he would get say
5 percent, or even 7% )laercent in some companies—it varies. That
is his protection in old age against unemployment or anything of
that sort. Those run regavdless of whether he stays with the com-
pany or not.

These commissions have been considered a chose in action that
the courts have recognized and are assignable and transferrable and
salable the same as any other chose in action, and in that way of course
differ from wages to be earned in the future,

The entire history of the Social Security Act from the President’s
message recommending the legislation down to the present time,
indicates that the act was intended solely to apply to the relationship
of employer-employee and it was sustained by the Supreme Court
as an excise tax on the privilege of employment. The tax upon com-
missions paid to an insurané¢e agent who is not an employee would not
be a tax on the privilege of employment, but a naked tax on the right
to contract with the insurance agent. Should the amendment stand
in its present languege we would find that it applied to implement
dealers in towns handling farm implements, representatives of auto-
mobile manufacturers who sell automobiles upon a commission basis,
or anyone else whose {n'oﬁts from a business depend upon commissions
he earns upon the sale of any article which he may handle.

8. The Social Security Board in its report to the President of the
United States, forwarded to the Congress through the President’s
message, dated December 30, 1938, said:

Self employment.—The Board has given considerable study to the possibility
of including sclf-employed persons under the old age insurance system, How-
ever, the Board is not prepared at this thme to recommend what it considers a
practicable method for extending coverage to such persons,

We believe that the present proposed amendment to the act should
be so revised that it will not include within its definition of employee



118 SOCIAIL SECURITY ACT AMENDMENIS

one who is not an employee, and we particularly request that insur-
ance agents be excluded from the classes covered by the definition.

We want to be understood so far as the life insurance companies
are concerned that we are not in any way opposed to the Social
Security Act. The whole business of life insurance is social security,
and it has been for years gone by and is now the greatest social security
which the Nation has, There are 64,000,000 policyholders who hold
$110,000,000,000 of life insurance, and the life insurance companies
themselves hold $28,000,000,000 to guarantee their contracts. The
life insurance companies are perfectly willing and %lad to pay upon
their employees and they are doing so, but they feel that the men with
whom they enter into business relations through the agency of contracts
should not be brought in and called employees of the company when
they are in fact self-employed or independent contractors, whichever
use of the name you might make. .

I noticed in the debate in the House on this bill that Mr, Me-
Cormack who was in charge said that the present definition was
defective in answer to o question from Mr. Carlson of Kansas. Mr.
Carlson spoke about the section dealing with outside independent
salesmen and said that they are paid solely on a commission basis and
not furnished with an expense or drawing account. “It is my conten-
tion that this section if adopted will throw thousands of people out of
work,” he said. Then he cites a manufacturer who had outside
salesmen and thought that the market was so low that on the basis
of paying the additional tax it would throw a lot of people out of work.
And Mr. McCormack said:

I agree with the gentleman that there is a question where there are some who

should be included and some who should not be, but it is difficult to define it.
As my friend from Kansas stated, we hope it will be taken care of in the interim
between the time the bill passes the House and the time the conference report Is
agreed to, and the amendment that I have offered is an amendment along the
line we all want.
That is to further clarify the sweeping amendment which I read you
in the first place which would undoubtedly bring in practically every-
one in the United States selling goods on a commission as well as
insurance agents. Fire and casualty agents operate on practically the
same basis as the life insurance agents do.

What we would like to do is have a specific amendment to the
act which would bring within its exemption men who are selling life
insurance on commission.

Now I will be ver% glad to answer any questions.

Senator BRowN. Do you represent the views of the agents or of the
companies?

r. Roseins. This is a company organization, Senator. I think
that some of the agents have some representatives coming on this
matter, but my organization is an orgenization of the companies
themselves,

Senator Browny, What is the attitude of these men?

Mr. Rossins. Of the agents?

Senator Brown, Yes; do you know what it is?

Mr. Ropsins. The attitude of the agents is somewhat divided. I
think the %{rent majority of them favor the attitude of the companies,
anl()i I think that there will be someone here perhaps to speak on that
sybject.
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Senator Herring. I have several petitions from agents organiza-
tions opposing it and tukinE your position,

The Cuairman. They take the same position as the witness?

Senator Herring, Exactly. '

Senator Georae. Do I understand you to say that this would apply
to persons selling automobiles on commission?

Mr, Rossins. This is & good deal the same wuf'. An automobile
dealer buys a car from a manufacturer and he is obliged to pay for the
net cost of that car f. o. b, factory to the manufacturer, and then he is
permitted to sell it at a certain advance figure which represents his
commission on the sale.

Senator Georae. Then he would be under this amendment?

Mr. Rossins. In my opinion he would; yes.

| T%xe CuramrmaN. Has Mr. Altmeyer anything to say in reference to
this

Mr, AurmeyEr. Noj; I think it is a very technical question. I think
the lawyers are in a better position to advise the committee than I am.

Senator Vanpensera. s it your intention to cover life-insurance
agents?

Mr. ALTMEYER. Yes, sir.

The CuairmMaNn. That is, the law stays as written in the House bill?

Mr. AurMeyer. Yes, sir. ‘

The Cuamrman. That would be true whether they were selling on
commission or working for salary?

Mr. ALTMEYER. Yes, sir.

The Cuairman. All right. Now, the next witness is Mr. P. M.
Estes, of Nashville, Tenn., representing the Industrial Insurers
Conference.

STATEMENT OF P. M. ESTES, NASHVILLE, TENN., REPRESENTING
THE INDUSTRIAL INSURERS CONFERENCE

Mr. Estes. The Industrial Insurers Conference is a group of about
45 companies engaged in writing insurance upon the industrial plan,
although all of them also write ordinary life insurance, and the insur-
ance in both cases is written through the same agents, and these
agents have the same character of qualifications and they have to
have the same license and have to pay the same license tax that the
ordinarg life agents do.

The bill as it came from the House under the old-age insurance
(p. 63) includes all classes of salesmen, ordinary life, fire, industrial
as well as those engaged in other vocations. When it comes to the
unemployment part (p. 85) however, there was no such inclusion in
the House bill, but in title VIIL (p. 98), there is o definition that
ap’Y‘hes to all parts of the House bill which mecludes them again,

here is that ambiguity, which should be resolved. Mr, Altmeyer
has stated here this morning, as I understood him, that both ordinary
and all other classes of companies were covered under the old-age
insurance, That is true, and I am not raising any question with
regerd to that inclusion. He said that the ordinary-life agents’ com-
Eensation was not taxed under the unemployment~-compensation part,
ut that it was his opinion that the industrial companies would be
required to pay on their agents’ compensation. I wish to discuss
that feature,
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There is no princi{)le growing out, of the unemployment part of the
bill that could possibly differentiate industrial agents from an ordinary-
life agent. They are engaged in the same character of license and
business; each of them has to have the same character of license and
the same character of training. The industrial business, as the
committee understands is a business that is written upon the industrial
class of people in which the premiums are collected weekly, and it is
necessary that there should be an a;ig(ent to go out eve?' day or during
every woock and collect these weekly premiums, and therefore par-
ticularly with regard to en industrial agent there can be no unem-
ployment. These collections on the part of the agents are designated
as debits, and it may mean that an agent has $100 or $200 in premiums
upon his book, that he must collect weekly. That must be collected
as I say, every week, It is an expensive business to put on, and it
would be very disastrous to the company if during any week there
should be a failure upon the part of their representatives to call upon
these policyholders for these collections,

If a company, for example, has a thousand of these debits, it must
at all times employ a thousand agents. The business is not in any-
wise seasonal, and 1t is not subject to depression hazard. As a matter
of fact, during depressions or during the portions of the year in which
employment should be slack, instead of these industrial agents being
laid off, they have to redouble their efforts, and the company has to
redouble its efforts in order to see that none of the policyholders are
all?.w'ed, through inattention or not being called upon—-to lapse their
policies.

These companies that I represent are nonparticipating companics;
that is, they do not charge any excess premium which might serve as
a cushion against which they could charge a tax or any extraordinary
expense. They have a net premium, and in caleulating i, there has
been no inclusion of any additional tax over those that existed at the
time that the policies that these companies have outstanding were
written. Therefore it is impossible for this tax to be absorbed in
any way by these companies that I represent. They cannot charge
it against any excess premium, they cannot reduce the amount of the
policy that they have to pay, they cannot increase the requirements on
their policyholders.

That being true, we wish to ask that the committee should resolve
the ambiguity that exists in the act by putting in an express pro-
vision excluding from the old title VIIT—that is, the unemployment-
compensation part of the lnw—insurance agents generally. If it
happens that for any reason, by the interpretation of the common-law
definition of ‘‘employer,”” ‘‘employes,” or “independent contractor,”
that industrial agent{s cannot classify themselves as independent con-
tractors, that ambiguity or that question could be settled by oxpressly
excluding them in the law, because there is no more reason for the tax
in one case than in the other,

This situation also exists: In many of the States, Michigan, Tennes-
see, Colorado, South Carolina, Alabama, and Louisiana, for example,
there is an express exclusion of the insurance agent, all insurance
agents, from the unemployment tax. In Tennossee, the companies
are not required by the State law to pay upon their industrial agents.

’I:?he CuamMaN. That is true whether they get & fixed salary or
not
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Mr. EsTEs. Yes, sir; it is immaterial as to the basis of compensa-
tion, I do not think, so far as the principle of the tax is concerned,
that there is any reason for n distinction between a commission
basie of payment and a fixed salary, or a combination of both.

The Cramrman, Do you believe that the traveling salesman on tho
rimd th‘l?lt gets a salary ought to be excluded from the operation of
this act

Mr. Estes, I think so; yes sir; that is, there is no more unemploy-
ment in the one case than the other; they both are self-employed.

The CHalrMAN. In other words, you see no difference in having an
agent working for an industrial concern or these insurance companies,
even if they did not work on commission and got & fixed salary, as
compared to the traveling agent who might be selling groceries or
something else?

Mr. Estis. I see no distinetion as to the principle, so far as this
legislation is concerned. The point that we desire to make, and it

ertains in both cases, it matters not what the basis of compensation
1s, although I will say that the compensation is generally upon a
commission hasis, and if the committes should happen to t{\ink that
the exclusion should be confined simply to agents working on com-
mission, I would have to accept that, and the companies could adjust
themselves accordingly. After all, it is a question of whether there
is any unemployment in the business—not how the agents may be
paid. There is none one way more than the other.

And the further question is as to the possibility of companies pro-
tecting themselves from having their capital stock impaired, and their
financial position impaired by this tax through their inability to pass
it on to the customer. The committee will understand that so far as
the insurance company’s business is concerned, there is already on the
books contracts in many cases that go back 10 or 15 or 20 or 30
years, and it is impossible for them to be varied, so that the com-
pany cannot either increase the amount of the premium or decrease
the amount that they pay out under the policy, or alter any other
provigion of the policy.

What I started to say just now in regard to Tennessce, for example,
that has excluded insurance agents, 1s this—that they are now re-
quylired to pay under the Federal law. The money comes up here to
Washington, and it cannot be returned to the State, because there is
10 provision for it; and those States that I have mentioned, Louisiana,
South Carolina, ’i‘ennessee, and others, cannot get the benefit of
the tax that is being paid by the companies, and there is an injustice
with respect to those States and all others that might desire in the
future to exclude insurance agents; and it could only he made to work
equitably if this committee should adopt the amendment either ex-
cluding mmsurance agents from the unemployment operation of the
tax, or exclude insurance agents in the States in which thoy are
excluded by State lew from the operation of the unemployment-com-
pensation tax, otherwise the companies in those States will have to
continue to Eny the money under the Federal law, although they can-
not get any benefit from it nor can the State get any benefit by reason
of it being returned to those States.

Wae therefore ask that the act be made consistent, that diserimination
not be practiced, where no reason for same exists, and to accomplish
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this we urge that the bill be amended by adding as a new subsection
between lines 15 and 16, on page 90, the following:

(14) Services performed as insurance agents,

This being done the bill is uniform and all companies and agents are
treated alike,

Thank you very much.

The CrHareMaN. The next witness is Mr. C. S. Craigmile, of Chi-
cago, 111, representing the Belden Manufacturing Co.

STATEMENT OF CHARLES S. CRAIGMILE, CHICAGO, ILL., VICE
PRESIDENT, BELDEN MANUFACTURING CO.

Mr. Craremite. Mr, Chairman and gentlemen of the committee,
in appearing before this committee I wish to state at the outset that
I am not one of the so-called experts on the subject of social security.
I am a manufacturing executive struggling to operate a business under
new and complicated legislation.

Senator VANDENBERG. In other words, you are the forgotten man?

Mr. CratoMmiLE. I think so; yes.

We have heard much of “business appeasement” measures in the
past several weeks. Just what is meant by this term is subject to
some debate, but my interpretation is that business, and particularly
employers, might reasonably have expected to receive some assurance
from gongress and the administration that the status quo would be
maintained, and wherever possible some relief from excessive taxation
might also be expected.

Thus far the administration has not materially assisted the employer
but our own representatives in Congress have taken the initiative and
given to employers a measure of tax relief in the proposals contained
i H. R, 6635. So far as the House has gone along this line, only
commendation of the highest is in order. I refer particularly to
freezing employer-employee old-age-insurance taxes. This 1s &
measure of tax relief. I refer also to the employers’ unemployment
tax on the first $3,000 of compensation, This, too, helps.

But along with the good things, we, as employers, are offered, in
the guise of a “‘business appeasement measure,” g $200,000,000 bait.
I refer specifically to section 1602 (a) and (b) of the House hill.

Written with extreme cleverness and great subtlety, and accepting
the statements contained in the House report, it is stated the para-
graphs mentioned—
may save employers between $200,000,000 and $250,000,000 during the calendar
year 1940.

In truth and in fact, the bill as now written constitutes a very
serious threat to all employers paying unemployment-compensation
taxes. Experience ratings will of necessity be abolished and reduced
contributions utterly unattainable. There are enough strings tied to
these “‘estimated potential”’ savings to make & real net for sucker
employers.

he data applied to Congress by the Social Security Board as to
how many States have a sufficient reserve to qualify for reductions
in 1940, relates only to the first years, before the cost of the proposerf
“minimum” standards would be felt. What will happen after that?
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In short, Congress is being asked to exchange permanent and certain
savings in taxes, now permitted under most State laws, for temporary
and nebulous savings.

Now I do not believe the Socinl Security Board is in position to make
recommendations to Congress concerning ‘‘benefit standards,” be
th’oiy “minimum”’ or “maximum.”

he Crairman, May I inquire there: Was that provision written
at the recommendation of the Social Security Board? That is what
is called the McCormack amendment, is it not?

A Voice. Yes, sir.

In the first place, the Social Security Board is not directly in touch
with the administration of unemployment compensation, The
Board acts in a supervisory capacity and as o trustee of each State’s
administrative funds., But the State boards know their problems,
and you have heard or will hear from State agents on this subject.
If you are interested in benefit standards, go not to the Social Security
Board for information, but examine the laws of the several States.
See what they provide and be governed accordingly. But let me
repeat, do not seek your advice from the Social gecurity Board,
because they do not yet know what to recommend. Before the
Byrnes committee, Chairman Altmeyer said [reading):

The Social Security Board considers that this period has been far too short to
provide an adequate basis for determining the proper balances between contribu-
tions and benefit payments, ,

But on Monday, before this committec, he said:

The Board does not wish to be understood as considering the benefit standards
contained in section 610 to be adequate.

Please understand we favor unem{:loyment benefits, but if the
committes is going to considor reasonable benefit standerds, look over
the State laws and {ind what the majority of them contain on this
subject. That is all T want to say on benefit standards, but if you
want to produce an everlasting headache for yourselves, include in
this bill provision for benefit standards. But if you would prefer not
to have this subject rise like Banquo’s ghost and haunt you year
after year, leave it to the State legislatures to reasonably i,ibemlize
unemployment-compensation benefits in the light of local conditions.

The CHairmaN, As I understand, you are opposed to the so-called
McCormack amendment?

Mr. Craamire. I am,

Now I shall discuss another of Chairman Altmeyer's proposals.
In part I agree with him 100 percent. On Monday, Dr. Altmeyer in
response to & question by Senator La Follette, stated that he preferred
no amendment to the unemployment-compensation law except as to
require an average State-wide yield of 2.7 percent of total pay rolls,
I am in complete accord with his recommendation that the Unem-
ployment Compensation Act remain unchanged. But permit me to
show how ridiculous his 2.7 percent-average provision really is.

Suppose, Senator Vandenberg, or Senator George, or any of you,
that your own State offered the perfect example. Let us take Georgia.
Assume that in Georgia there was no unemployment. Everyone has
a job. Consequently, there are no payments made from the unem-
})loymcnt;»compensation fund, because there is no one to whom bene-
its could be paid. Lveryoneis worki]:ig. Would you recommmend that
the employers in Georgia be compelled to pay a tax of 2.7 percent on
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their puy rolls ad infinitum, merely to create a whalo of a fund and
take out of circulation all that capital? Ah, no; your employers in
Seorgin would soon let you know that all was not peaches in that
State.

But with that well-deserved veputation Georgians have for gonor-
osity and ho?ﬁtulit-y, lot’s assume a little further. Suppose the
employers in Georgin wore happy to contribute 2.7 percont of their
pay rolls to this ever-inereasing fund, and suppose further that in
some other State or States, unemployment has been overwhelming,

Roemembor the administrative funds are under the control of the
Socinl Security Board., So what would be the noxt step? It should
be obvious. 'The Social Security Board will come to Congross and
seek permission to throw all State unemploymont-compensation funds
into one jackpot. Then there will ho money available for the dis-
tressod State or States, the cmplovers of Georgia will be hailed as
great benefactors, and everyone will be happy. Or the Board might
not go so far us to toss all funds into a juckpot but merely seek au-
thority to use Georgin’s surplus as insurance against some other
State’s deficiency., Kither way, the Social Security Board rules, and
the States havo no further authority over their funds.

But 1 just gave you the perfect oxnmple. Suppose Georgia em-
ployers are paying the 2.7-percent average proposed by Dr. Altmeyer
and they have only a little unemployment. The fund builds up and
soon the pressure groups are nt work on the State legislature with an
unanswerable argument for more and more benefits without regard
to systom or needs.

But do you know what will happen there in some instances? In-
stead of trying to stabilize employment and koep men at work the
yoar around and also be compelled to pay a pay-roll tax of 2.7 percent,
some employors will be busy figuring out a way to lay off employees,
be relieved of the pay-roll tax with respect to those laid off, and try
to get back in unemployment benefits as much of the 2.7 percont as
possible, In other words, they will lay off men, let them wait 2
weeks without any income, and then use unemployment honefits ns
a subsidy wage.

That's pretty tough treatment, but that’s what the Altmeyer
proposatl will bring about.

ow let us examine this unemployment-compensation law a bhit
further. You will recall when the social-security bill was before this
comtmuittee, in order to reduce employer opposition to the measure,
it was suggestcd that an employer “merit’’ rating be incorporated in
the bill. This provision was adopted in the net and helped reduce
employor opposttion in the States when they first began cousidering
unemployment-compensation laws. And rightfully so.

At that time the employer was justified in opposing « flat tax, just
as he is now justified in opposing the Altmeyer proposal of & State-
wide 2.7-percent yield. The President said the purpose of the enum-
Ployment-compcnsnt-ion system was to aid employment stabilization,

"lie report of this committee on the social-security bill recognized
the principle of lower contribution rates to employers that stebilized
employment. And so the law as enacted recognized “merit” or
oxperience rating, the States enacted similar provisions, and employers
gonerally endeavored to take advantage of this feature of the act.
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Please remember, gentlemen, the law is new, the States are working
out their problems, and if left alone will be able to adapt unemploy-
ment, compensatfon in & manner best suited to State and regional
conditions, Keep in mind always that provisions already required
by the Social Security Act exist in State laws to guard agninst un-
warranted tax reductions and insolvency of State unemployment-
compensation funds.

At first blush the Altmeyer proposal of an average 2.7-percent
frield‘ seems harmless enough, But one must beware of Greeks
hearing gifts, for this proposal is decoptive and misleading.

The proposal would seem to provide for a reduction in the rate of
contribution for employers, individually or collectively, which will be
allowable offsets agninst the Federal tax.

Actually, however, the required 2.7 percent averago yield effectively
destroys experience rating. The 2.7 porcent average is not necessary.
1t cannot be shown that State funds are or will be imperiled by existing
oxperience rating provisions, unless ﬁ)orlmps they are still struggling to
throw off the yoke of the “model bill” forced upon them by the Social
Security Board. The proesont or existing law contains no requirement
for n fixed percentage that must be raised by any State. So if, under
the present law there is no requirement for a fixed percentage to be
raised, and there is no danger to existing Stute unemployment-com-
pensution funds, why now incorporato such & requirement unloess it bo
to dostroy experience ratings?

That experience rating will be destroyed by such a requiroment as
that proposed by Dr. Altmeyer follows ns surely as night follows day
for these reasons:

To maintain o Feuoml State avorage of 2.7 percout, the employer
in an unstabilized industry will be required to assume the burden
caused by his own labor turnover and pay n tax as much in excess of
2.7 []mrcont s the employer in a stabilizod industry, by his consistont
employment of labor, will pay a tax less than 2.7 porcent, .

Thus tax differontinls will be negligible. Interest in exporience
rating will disappear, With its disappearance goes the incentive of
employers to stabilize employment. 'Then you are back to whore the
employer will try to get as much as he can out of the unemployment-
compensation fund.

All this is_just what the President recommended against 4 or 8
yoars ago. So did your committes at that time. Now do you want
to accept Dr. Altmeyer's proposal, upset the cart bofore we have had
an opportunity to give the law o fair trial; or as wo believe, would you
not prefer to abide by the docision you made ouly a fow years ago
when you said:

The States may detormine thelr own compensation rates, waiting periods, and
maximum duration of henefits, Swah latitude is very essontial beeauso the rate
of unomployment varies greatly in different States, belng twice as groat in some
States as in others.

Gentlemen, I sincerely recommend the eliminntion of paragraphs
(a) and (b) in section 1602,

The Cuamman. Thenk you very much, -

The next witness is Mr. John Doesburg, of Chicago, 111, representing
the Lakeside Press. :

Mx;i?Doesburg, do you have o brief that you want to put in the
recor:

160881~ Hi—ef}
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Mr. DoesBura. Yes, sir; ] have handed that to the clerk.

The CuairMAN. Just state your points to the committee and your
brief will be inserted in the record.

Mr. Doessure. Thank you, sir.

STATEMENT OF J. H, DOESBURG, CKICAGO, ILL.

Mr. Doessura. In speaking of House bill 6635, I wish to say that
the authors are to be congratulated on the work which they have done
on technical subject matter in a field so new that there must be very
little source material on which to form a base for the legislation. I
wish to say at the outset that we believe the bill represents constructive
thought on this subject., Our remarks are directed to only one section
of this bill, namely, the unemployment-compensation amendments
embodied in section 1602. We hope to make constructive suggestions
to this committee that will aid in providing a law acceptable to all
parties affected.

In the report of the Ways and Means Committee, page 115, it is
stated that—

Due to the fact that the proposal was not discussed during the public hearing
and that the specific language of the plan has only been available for examination
by State authorities since May 24, it is possible that some adjustment will have
to be made. * * *

As a consequence, this is the onllly opportunity we have to express
our views in connection with this bill. Section 1602, on which we will
center our attention, has to do with the conditions for additional credit
allowances, whereby & mxguyer is allowed full credit against the Federal
tax, despite reduction in his contribution pryments under a State law
purs!mmt to provisions in the State law allowing reduced rates to stable
employers,

hig’principle has been calied “merit” rating or “experience’ rating
in'most State statutes.

President Roosevelt, in his message to the Seventy-Fourth Congress,
stating the objective of the law, said:

An unemployment-compensation system should be constructed in such a way
as to afford every practicable aid and Incentive towerd the larger purpose of em-
ployment stabilization, Moreover, in order to encourage the stabilization of
private employment, Federal legislation should not foreclose the States from
establishing means for inducing industries t» afford an even greater stabilization
of employment.

This was further recognized by the Senate Finance Committee in
their report No. 628 where they said: :

To effeotively oarry out this purpose, we propose, a8 & further amendment, a
provision that the Federal Government shall recognize credits in the form of lower
contribution rates which may be granted by the States to emplogers who have
stabilized their employment. Provisions for such oredits are included in the New
Hampshire, Utah, and Wisconsin laws. In his medsage dealing with the subject
of social security, the President urged that unemployment compensation should
be set up under conditions which will tend towatd the regularization of employ-
ment. All unemployment: cannot he prevented by any employers, but many
employers can do much more than they have done in the past to regularize em-

loyment. Everyone will agreo that it 18 better to prevent unemployment than
ecompenaate it.

This is the principle of experience rating. .

Emglloyem can contribute largely to employment stability by plan-
ning their production; advertising; diversifying their products; pro-
viding a no-work budget; and other types of stability plans.
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The effort to stabilize costs money, and employers and the States
should be encouraged to make these expenditures to stabilize employ-
ment. If, however, it is necessary to pay the maximum tax, then
there is no incentive to cooperate on the ﬁrogram of stabilization,

It is therefore particularly important that employers should be per-
mitted to have some long-time expectation of consistency and uni-
formity in the provisions under which they are to be encouraged to
make substantial adjustments or commitments for stabilized em-
ployment. .

or this reason is is proper to say that there is a burden of proof
against any change in the additional credit provisions of the Social
Security Act, because the confusion and uncertainty resulting from a
policy of frequent or continuous change will reduce any willingness to
make changes or expenditures for the sake of stabilized employment,.

We feel there is scant justification at the present time for making
any change in the additional credit provision of the Social Security
Act which would require any change in the experience rating structure
. of the State unemployment compensation laws. Experience rating
has not become generally operative as yet, and it is far too early even
for the States themselves, the operating units, to attempt to revamp
the entire experience rating structure on any basis of practical exper-
ience. The Social Security Act was by necessity formulated entirel
on_theoretical considerations, applying the best actuarial data avaiK
able, but this does not justify the continued amendment of the law on
the same theoretical basis.

The State laws are now in operation and sufficient data will soon
be available on the basis of which sound practical consideration may
come to the fore, upon which the States may work out provisions
applicable to their requirements while in no way deliberalizing or
negating the purposes of this legislation,

nly In this way can we have immediate constructive progress in
social legislution.

Mr, Altmeyer has said, and the House report contains & statement
that the States would not have to alter their present laws nor abolish
experience rating Proyisio_ns in order to (;omﬁly with the requirements
of section 1602 of this bill. It was said that States which did not
meet the minimum benefit standards or whose reserve was inadequate,
could continue under the present laws, provided they maintained
the contribution rates producing & total amount equal to 2.7 percent of
the taxable pay rolls of the State. In this connection, let us briefly
state our position, :

Any provision which will requive an average yield of 2.7 percent
on State pay rolls would, as. & practical matter, require the abandon-
ment of any system of individual employer experience rating.

This would be so, because, in order to produce an average yield of
2.7 percent, at least 50 percent of the pay rolls would have to be
assessed at & rate more than 2,7 percent, in order to imnt any reduc-
tions to the other 50 percent without regard to the stability of employ-~
ment or the size of the reserves accumulated.

As a result of this arbitrary discrimination between the parties
concerned, no such provision could long withstand attack in any
State legislature. .

Neither is such a requirement warranted. Let us assume an ideal
State in which there was perfectly regular employment, as the pre-
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ceding speaker has called to your attention; and no benefits were paid
from the State fund. In spite of the absolutely stable condition of
employment, this provision would require that each year every
employer would pay a contribution of 2.7 percent of his pay roll into
the State fund. So you can see that there is no correlation between
this requirement and the funds needed to meet the benefits paid.

What, then, is the alternative which has been offered in the bill to
this provision? Section 1602 (b) provides that, in order to have a
yield other than 2.7 percent of the total pay rolls of the State, certain
standards must be met, that'is: - :

. The State fund must equal at least 1% times the greatest amount of
contributions or benefits paid in the highest of the last 10 years; and
the State law must incorporate benefit standards not less favorable
than the 2-week waiting period, $6 minimum benefit, $16 maximum
benefit, 18-week duration, or one-third of the wages paid in the base
period, and so forth,

This we feel represents a Hobson’s choice, because one (the 2.7-
percent provision mentioned above) will effectively prevent the suc-
cessful operation of the experience-rating provision, and the other
for the following reasons: .

First, because the incorporation of State benefit standards would
effectively kill progress of experimentation by the States themselves
to meet their particular needs and we would lose the benefit of new
ideas and tried experience in this legislation.

Second, we are opposed to State benefit standards because they
ignore State difterences and economic needs, For example, while a
$6 benefit rate as & minimum might be desirable and practical and
sufficient in many industrial States, it might impose an unnecessary
hardship and unwarranted burden in cerfain other States. This is
recognized by the Senate Finance Committee in their report No. 628,
where it is stated at page 13:

Except for a few standards which are necessary to render certain that the
State unemployment-comp tion laws are genuine unemployment-compensa-
tion acts and not merely relief measures, the States are left free to set up any
unemployment-compensation system they wish without dletation from Wash-
ington, Likewise, the States meg’ determine their own compensation rates,
waiting perlods, and maximum duration of benefits, Such latitude {s very
essential because the rate of unemployment varies greatly in different States,
being twice as great in some States ag in others.

This, gentlemen, was the last expression of opinion of this committee
on this subjeot.

hird, we are opposed to State benefit standards because we feel
that the incorporation of such standards in & Federal act at this
time would be premature, as Mr. Altmeyer agreed Monday. As you
will remember, he said we do not have sufficient data or knowledge of
the practical operation of unemployment compensation to' sei fair,
just, and equitable standards. . ’

‘Within_the next fow years there will be considerable data available
in most States which may entirely change our concept as to what
such standards should be, . :

Fourth, we are opposed tgxhe-incorporation of State benefit stand-
ards beoause it ‘would place ‘the'power for the determination of com-
pliance and definition of such standards in the hands of a nonoperating
agency, which does not have direct contact experience to form a basis
for such judgments. - We feel at this time the State boards themselves
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are better able to meet the problems which arise because they aré
facing the problems directly in the field and have an opportunity
for rendering their decisions in the light of local conditions. .

Fifth, we are opposed to the incorporation of State standards
because the comglmnce would result in freezing unnecessarily Iur%é
reserves in some States while at the same time these benefit standards
might bankrupt the funds in other States, the inevitable result of
which would be a reinsurance program between the States. For
example, the State of Massachusetts might maintain the benefit
standards and accumulate large reserves. Michigan, in attempting
to comply with the same standards, might exhaust their fund and be
unable to continue payment of benefits. Immediate pressure would
undoubtedly then be brought to bear to transfer surg us funds from
Massachusetts to pay benefits in Michigan through some Federal
reinsuring agency. - .

For all of these reasons, we agree with the preceding speakers that
the incorporation of State benefit standards with which the States
must comply in order to avoid a flat 2.7 percent contribution rate is
undesirable, and the 2.7 percent average yield is undesirable, and
neither should be included in this bill at this time.

However, in the consideration of this subject of such-vital im-
ortance to employers and employees alike, if in sgite of the objections
have stated the Congress stil} believes it desirable that some stand-

ards must be incorporated in the Federal act, such standards should
be reasonable, practical and equitable. On this basis we submit to
you a redraft of section 1602 which we feel meets some of the objections
and clarifies the intention expressed in the draft of the bill presently
before you, - :

The Cuarrman. That will be inserted in the record. |

(The proposed amendment will be found at the conclusion of Mr.
Doesburg’s testimony.) : .

Mr. Doessura. As we have said, section 1602 of the bill contains
the alternative under which the States may adjust contribution rates
without regard to average yield. " The majlor conditions imposed are
an amount in the State fund ns of the calculation date equal to &t
least one end one-half times the largest contributions collected or the
largest amount of benefits paid out from the State fund, whichever is
the %reuter, within any one of the preceding 10 years. . This restriction
is objectionable per se because 1t also would discourage employers
from making adjustments or commitments necessary to stabilize
employment. ‘The uncertainty involved in the status in the general
fund would give rise to fear that any money laid out for the purpose’
of atabilizing employment would be wasted. As little: variation as
$1 might completely destroy any advantage emplogers had antici-

ated on the bisis of their individual record for stable employment,

hat is, the State ‘might have operated on an individual experience
rating basis with the one and: one-half titnes requiremont Mmét for,
geveral years. Er‘ngloye‘n‘s have made adjustments and expenditutes
to' kdep’ their-emplbyees reguliirly 'on the job. “Business ¢onditions
change and benefit:drains on thé furid increase to the point wheére, at
the end of the year, the fund is slightly less than' the one and one-half
times réquirement. Imrhediately ‘the' State. must requiré all em«
loyers to pay the stendard rate of 2.7 percent or it must amend its
aw to conform to the provisions of section 1602 (a) (1) to yield an
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average of 2.7 percent. In either case, it is clear that the employers’
anticipated advantages are lost and likewise their investment in
stabilized employment.

That refers particularly to the no-work budgets which many of
your manufacturers have inaugurated as.a good personnel policy.

Provision should therefore be made which will permit States to
replenish their funds by additional contributions within a reasonable
time in case they fall below the one and one-half times re&ulrement.
This is providedy for in our suggested amendment to the House bill,
as a new section 1602 (b). This, briefly, is a funding provision so that
if there is an excessive drain on the fund in any one year, as the funds
would go up, obviously the balance coming down, you would have
an increase in the measure which is going to caleulate whether or not
you have the one and one-half times and a decrease in the amount of
money that you have to equal it, and as a result, we believe that if
that should happen in any one year, a State should be allowed to
assess 0.5 percent or 1 percent, or whatever may be necessary in order
to bring that fund up to the one and one-half times requirement
without requiring all of the employers to pay 2.7 percent. As an
example, suppose that the average yield in a particular State was
2 percent, and that it fell below the one and one-half times require-
ment, an assessment of 0.5 percent would cover all of the deficiency,
and the State law could continue to operate on the individual em-
ployer experience differentials, but under this provision you would
reguire immediately that the higher employers, regardless of their
individual differences, must pay an average y:el(i of 2.7 percent, and
regardless of the amount necessary in order to build that fund up to
the measure which you have set at the one and one-half times level.

The special conditions governing reducticns in_contribution rates
on the basis of individual experience should be retained as they appear
in the House bill, section 1602 (a) (2), (3), (4), and (5). The rear-
rangement which we suggest as dealing with these sections merely
clarifies the evident intention of the House committee. .

As for the benefit standards as set up in the House bill we feel
that they constitute a contradiction in terms, for so-called minimum
benefit standards to be such standards as few States have ever had
the temerity to adopt. No State has had any experience upon which
to determine the effect on its funds of such a formula. A minimum
standard should be, at the highest, a standard which could be adopted
and conformed to by a substantial proportion of the State unemploy-
ment compensation laws. A practical approach to the problem
demands that amendments requiring State action should be suck
amendments as can be evaluated on the basis of practical experience.

In connection with the requirement for the benefit duration of 16
weeks or benefits equal to one-third of the wages in a base year, we
find that many State unemé)loyment laws now provide for a maximum
period of duration of benefits of 16 or more weeks, and this bill recog-
nizes this practice of the majority, However, there are but very few
State laws which would pay benefits in a ratio equal to one-third of
the employee’s wages for a year, and no State has had any experience
with such-a provision or requirement in their law. Those States which
Have adopted it have adopted it so recently that they have no benefit
experience of the provision.
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In this regard, the proposed bill is not in line with the practice of
the States, nor has such & requirement been tested in actual practice.
Several States have had a ratio of one-eighth of wages, Most States
have had a ratio of one-sixth of wages, and only a few which have
adopted base periods of 1 year instead of 2 years have recently
changed to a ratio of one-fourth or one-third of wages.

In the amendment, we suggest a duration factor of not more than
one-sixth or one-fifth of wages because we feel that States should
not be induced in order to save their experience rating provisions to
comply with standards their fund could not support.

In considering the cost of a change in ratio of benefits to wages,
it is important to look at certain practical considerations which have
apparently been unavailable or have been ignored in connection with
the drafting of these standards. Most of the States started paying
benefits on a basis of one-sixth of the previous 2 years’ earnings,
This bill proposes to re’%uire benefits to be paid on a basis of one-third
of 1 year’s earnings. This appeas to make no change in the benefit

rovisions. Experience shows this to be definitely untrue. It is to

o remembered that this fractional figure of one-third or one-fourth
or one-sixth applies only to workers whose eamin%s in a year are so
low as to not be entitled to a full 16-week duration of benefits. Rough-
ly, only those workers earning between $250 and $750 & year are in
any way affested by this requirement. Generally these workers are
the ones who are unemployed frequently enough so as to exhaust their
benefit ri%hts each year without accumulating benefit rights over a
period as Jong as 2 years, With respect to these employees, benefits
on a 1 to 6 ratio would amount to_just the same on a l-year base
period as on a 2-year base period. ith respect to these individuals
who regularly exhaust their benefit rights, a change in ratio increases
tl;e amount of benefits in direct proportion to the extent of change
of ratio.

For instance, an employee who earns $600 in each of 2 years and
exhausts his benefit right in each year, will receive twice as much on
& 1 to 3 ratio and a 1-year base period, as & 1 to 6 ratio and a 2-year
base period. In this instance, on the 1 to 6 ratio, he would receive
approximately $100 in each year as benefit, or a total of $200 for the

ears. But on a 1 to 3 ratio, he would receive $200 per year, or a
total of $400. Thus, it is evident that the length of the base period
has no effect on this class of worker, but the increase in the ratio
represents a 100-percent increase in the drain on the unemployment
compensation fund of the State. .

Statistics are available in the State from which these costs can be
computed, and it would seem that States should have been asked to
report on this question before standerds so vitally affecting their laws
are adopted. o should not rely entirely on estimates prepared by
an agency only indirectly in touch with operating problems.

Let me, in conclusion, therefore, restate our position: .

First, we recommend that there should not now be inserted any
State benefit standards in the Federal act. .

Second, that if the Congress does adopt some such provisions, they
should be modified to: .

(@) Allow States to require additional contributions over a short
term, making up any deficiency in their fund so as to not eliminate
desirable experience rating provisions; and
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(b) Adopt reasonable benefit standards proved practical in operation
by the States to which they are to be applied. L

Third, a rearrangement of provisions for clarity and simplification.

The Cuarrman. Thank you very much.

Dr. Altmeyer, may I ask you a question in this connection? This
section 1602, the Board did not recommend it, did they?

Mr, ALtMeYER. No, sir; we made no recommendation concerning
unempl(évment compensation. L .

The CnalrMAN. And these provisions in here with reference to
setting standards for States were placed there by virtue of the fact
that they were asking for a oredit from these reserves which had
accumulated in certain States?

Mr. AurMeYER. Yes, sir. .

Senator VANDENBERG., What is your attitude?

Mr, AurMeyER. As I stated yesterday, we think that the benefit
experience to date is insufficient to determine just what the cost of the
benefits will be over a long time peviod. Judzing from the amount of
unemplofyment in the past for the period 1922 to 1933, inclusive, and
judging from what it has cost in Great Britain, we think that adequate

enefit standards cannot he maintained on less than the 2.7 percent
rate, if even on that rate. We therefore recommend that if Congress is
going to legislate on this matter, because of the request of aome States
and jurisdictions which feel that they have excess reserves, that to do
8o on the basis outlined in the McCormack proposal, which briefly is
that the States—well, I should say thst that is the {esser of the two
evils. There may be other proposals alternative to the McCormack
proposal, but I mean as regards the question of vp'ermittin% a flat
reduction in the Federal rate from 3 percent to something less, as
againsy the McCormack proKosal, we think that the McCormack
proposal is less dangerous.  There may be alternatives to the McCor-
mack proposal that have not yet been considered, and as I said yester-
day, the gist of the McCormack proposal is this, that & State may
elect to do one of two things. If it does not believe that it can finance
the minimum-benefit standards set forth, it may continue to operate
as is, with a levy of 2.7-percent average rate. That average rate—that
requirement of a 2.7-percent average does not go into effect until
January 1, 1942, so that until that time there need be no change
whatsoever in the present State laws. ‘It may elect either to do that
or if it believes it can finance those minimum-benefit standards, it
may amend its law so as to permit a genernl State-wide reduction
below the 2.7 percent. : .

Senator VANDENBERG, Do I understand that you would be satis-
fied to do nothing on this subject with the present amendment?

Mr, Au™MeYER. Yes, sir; because we do recommend—we did not
have it in our originai recommendations, but we think one of the
strong points in this change that the Ways and Means Committee
has made is the requirement of a 2.7 percent average rate until we

have more benefit experien¢e than we have now. ‘

The CrAIRMAN. So that recommendation is based on the action of
the House Ways and Means Committee in adopting the MeCormack
amendment? :

Mr, AuvrMevER, It did not come up—-it is not included in our
report, but if you ask our advice now, it would be to the effect that

the requirement of the average 2.7 percent is a desirable requirement.
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Senator VANDENBERG, What would be your advice as to whether
we should do anything at all?

Mr. AurMeyer. Well, we recommended that you do nothing except
put in that 2.7 percent requirement for the time being,

Senator VANDENBERG. Suppose we leave the subject alone entirely
for the present until your experience is more comprehensive, is that
satisfectory?

Mr. Autmeyer. Well, it is not a question of our being satisfied.

Senator VANDENBERG. | am asking your point of view?

Mr. AuruevERg. Isay that we do not know enough about the bens-
fit experience. If you want to be on the safe side, it is best to collect
that 2.7 percent rate so that you do have the funds available to pay
adequate benefit standards. ,

Senator VanpenNBeRG. Still I do not know whint the answer is to
my original question.

Ar. ALtMEY:R. We recommend putting in the 2,7 percent standard.

S:{l{tto‘lr' Vanpensera, Would you be satisfied if we did not do
anything

r. ALtMEYER. I do not know what you mean by “satisfied.” I
just said that I think it would be better to put in the 2.7 percent.

The CuairMAN. But it does not go into effect until 19427

Mr, Aurmeyer. Yes, sir.

Senator Byrnes. Would the effect possibly be that in order to
secure & reduction of the tax or the contribution, there may be a
reduction of the benefits paid?

Mr. Autmpyer, Yes; if you did not have in these alternative
provisions,

Senator Byrnes, If you did not kave the minimum?

Mr, ALT™MEYER. Yes, sir.

Senstor Byrnes, But if a State were paying even more liberal
benefits, if they had a reserve and they wanted to secure reduced
taxation, might they not reduce the benefits, and when they reduce
the benefits 1t reduces the reserve? ‘

Mr. AutMEYER. Yes, sir. An alternative to the McCormack pro-
posal is to put in the required benefit standards which would be more
drastic and take out your average 2.7 percent and merel{ require the
1% times the contribution or benefits, whichever is higher, and the
observance of these minimum benefit standards. The McCormack
proposal is an option lproposnl.

he Cramrman, All right. ‘

(Following is the proposed amendment submitted by Mr. J. H.
Doesburg:) o ) .

. PRoPOSED AMENDMENT )

%m{]; 610. (a) Section 1602 of the Internal Revenue Code is amended to read
”“ga?ffboz. CONDITIONS OF ADDITIONAL CREDIT ALLOWANCE, , :

““(a) State standards: A taxpayer shall be allowed an additional credit under
seation 1601 (b) with respect to any reduced rate of contributions permitted by a
State law, only if the Board finds that under such law—

“1) The total annual contributions will yield not less than an amount sube
stantially equivalent to 2.7 per centum of the total annuat pay roll with respeot
to which contributions are reguired under such law, or .

“Compensation will be paid to any otherwise eligible individual in accordance
with general standards and requirements not less favorable to such individuals
generally then the following ot substantially equivalent standards:
© “(A) The individual wllﬂ‘ be entitled to recelve, within a compensation period
prescribed by State law of not more than fifty-two conscoutive weeks, a total
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amount of compensation equal to not less than sixteen times his weekly rate of
compensation for a week of total unemployment or one-fifth the individual's total
earnings (with respect to which contributions were required under such State law)
during a base period prescribed by State law of not less than fifty-two consecutive
weekas, whichever is less :

"(BS No such individuai will be required to have been totally unemployed for
longer than two calendar weeks or two periods of seven consecutive days each, as
8 condition to receiving, during the compensation period prescribed by State law,
the toval amount of compensation provided in subparagraph (A) of this subsection,

"(Cg The weekly rates of compensation payable for total unemployment in
such State will be related to the weekly earnings (as defined and with respect to
which contributions were required under such State law) of such individual dur-
ing & period prescribed by State law and will not be less than (i) $6 per week if
such weekly earnings were $10 or less, (ii) 50 per centum of such weekly earnings
if they were more than $10 but not more than $30, and (lii) $15 per week if such
weekg earnings were more than $30; and

“(D) Compensation will be paid under such State law to any such individual
whose earnings in any week equal less than such individual’s weekly rate of com-
ggnsation for total unemployment, in an amount at least equal to the difference

tween such individual's actual earnings with respect to such week and his
weekly rate of compensation for total unemployment; and

“(23' The amount in the unemployment fund as of the computation date equals
not loss than one and one-half times the hifhust amount paid into sueh fund with
respect to any one of the preceding ten calendar years or one and one-half times
the hzﬁhest amount of compensation paid out of such fund within any one of the
preceding ten calendar years, whichever is the greater (exoludin% contributions
made by employers now subject to the provisions of the Raiiroad Unemployment
Compensation Act): Provided, however, That when the halance in the Unemploy-
ment Compensation fund as of the computation date is less than one and one-half
times the highest amount paid in to such fund with respect to any one of the pre-
ceding ten calendar years or less than one and one-half times the amount of com-
pensation paid out of such fund within any one of the én'eoedmg ten calendar years,
whichever is the greater, provision is made in such State law for additional con-
tributions designed to yield such an amount as will substantially restore such a
balance within the next successive twelve months from such computation date.

‘(b) Other State standards: Variations in reduced rates of contributions, as
between different persons having individuals in their employ are permitted under
a State law only if the Board finds that—

‘(1) No reduced rate of contributions to a gooled fpund or to a partially pooled
account, is permitted to a person (or grouF of persons) having individuals in his
(or their) employ except on the basis of his (or their) experience with respect to
unemployniént or other faotors bearing & direct relation to unemployment risk
during not less than the three consecutive years immediately preceding the cor-
putation date; or

“(2) No reduced rate of contributions to a guaranteed employment account is
permitted to a person (or a group of persons) having individuals in his (or their)
employ unless (A) the guumr(x?; of remuneration was fulfilled in the year preceding

the computation date; and the balance of such account amounts to not less
than 2?fper centum of that part of the pay roll or pay rolls for the three years
preceding the computation date by which contributions to such account were

measured; and () such contributions were payable to such account with respect
to three years preceding the computation date; or

“(3) Such lowor rate, with respect to contributions to a separate reserve ac-
count, is permitt:d oaly when (A) compensation has been Bayable from such
account througlioat the preceding calendar year, and (B) such account amounts
to not less than five times the largest amount of compensation paid from such
account within any one of the three preceding calendar years, and (C) such
account amounts to not less than 714 per centum of the total wages payable by
him (Plus the total wages payable by any other employers who may he con-
tributing to such account) with respect to employment {n such State in the
preceding calendar year,

“(4) Effeotive January 1, 1942, paragraph (8) of this subsection is amended
to read as follows:

#4(8) No reduced rate of contributions to a reserve account is permitted to a
person (or group of persons) having individuals in his (or their) employ unless
(A).comﬁensatlon has been payable from such account throughout the year pre-
ceding the computation date, and (B) the balance of such account amounts to
not less than five times the largest amount of compensation paid from such ac-
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count within any one of the three years preceding such date, and (" the balance
of such account amounts to not less than 2% per centum of that part of the pay
roll or pay rolls for the three years preceding such date by which contributions to
stch account were measured, and (D) such contributions were payable to such
account with respeot to the three years preceding the computation date.’

The Cuamnman, The next witness is Mr. Orville S. Carpenter,
Austin, Tex,

STATEMENT OF ORVILLE S. CARPENTER, AUSTIN, TEX., CHAIR-
MAN, TEXAS UNEMPLOYMENT COMPENSATION COMMIS.
SION

Mr. CarrENTER. I am also concerned about these benefit standards
for the reason that they do not fit the conditions in our State and do
fit our present State law.

The CHAIRMAN. You mean as written in the House bill?

Mr. CARPENTER. Yes, sir; now the House bill. We have & law
in Texas that provides for what is known as merit rating, that is, in-
dividual tax rates are based on individual employer experience and
on State experience. It will provide for tax reductionsin 1941 accord-
ing to that experience; in other words, it conforms to the present
Social Security Act, and we think it is a good law. The inclusion
now in the Federal law of standards to which a State law must con-
form is most objectionable. First, the condition roequiring that the
contribution rate be such as will yield an average of 2.7 percent of
the pay rolls is objectionable to us because we do not need that much
money, yet we must either collect it or we must reduce tax rates on a
flat basis without any regard for the individual employer experience.
That basis completely nullifies our merit rating, and we think removes
the incentive to the employer for stabilizing his employment.

The second, requiring the payment of 16 weeks of benefits, or one-
third of the wages in the base period will cost us, based on our experi-
ence up to date and an actual study of our expericnce, about 30 percent
more in benefits to be paid to about 10 percent of our actual covered
workers on a basis that is not in accord with the general benefit
structure of our law.

When we go into those minimum benefit standards, we leave our
general relationship of benefits to wages and pay benofits greatly out
of proportion to the wages earned to, as I said, about 10 percent of
our covered workers.

Qur objections are further based on the general J)m osition that the
inclusion of these standards, or any other standards, in the Social
Security Act simply extend the control of the Federal Government
over the administration of the State law. The original idea was, and
it has been expressed here today, that the States were the best judgves
of the details of their laws and the detsails of the administration, [
are supposed to have a Kederal-State administration; actually we
have today an administrative monstrosity. The administration of
our State laws is controlled almost down to the last detail by the
Federal Government. The inclusion of these standards or any other
standards further extends the control of the Federal Government over
the details of the State law and the administration of the State law.

I think that is bad, and that is one basis for my objection to these
standards or any others.
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The conditions under which unemployment compensation is paid
must vmﬁy from State to State, and the kind of plan that fits Texas
may not fit sume other State. We hope that the States will be left free
very largely to determine details of their laws.

The CrairmMan, Has Texas acenmulated & reserve now in its un-
employment insurance fund? ,

Mr. CarrENTER. Yes, sir; our reserve at this moment would be a
little over this 1% times provision.

The CaatrmMAN. You would be able, then, to give relief io the tax-
paK{ers of Texas?

r. CArpENTER. Not if we must turn around and pay it over to the
10 percent of the covered workers through these other standards, Under
this proposed bill, we would be able to give some relief to the taxpayors,
but 1t would be a horizontal relief without any regard to individual
employer experience, leaving out entirely the question of the abilit;
or willingness of the individual employer to do something about stabil-
izi%g his own emplo%ment. ‘ .

'he CHairMAN. Don’t you have hopes that this unemployment
situation under the reorganized plan and the social security agencies
being created, would hermonize some of the differences and difficulties
that you have had?

Mr. CARPENTER. I am a fisherman, Senstor, which is another way
of saying that I am an optimist. ‘

Senator GERrY., Would you rather be left alone to work out your
own personne! rather than have regulations from Washington? Is
that what I understand?

Mr. CarpENTER. Very definitely; yes, sir. Not only to work out
personnel, but also all of the other details of the law and the benefit
struciure.

Senator GeRRy. In other words, you would rather pick out your
own perspnnel rather than have someone come down from Washing-
ton who is not too familier with the conditions there?

Mr., CArPENTER. You did not understand me that this is being done
now, did you?

Senator GeErry, Yes.

Senator BYrNes. Do you have & merit system?

Mr. CarreNTER. For the personnel?

Senator BYrRNEs. Yes.

Mr. CarpENTER. No, sir; we have personnel standards, but our
employees are not selected on the basis of examination. - )

he CHAIRMAN. Do you think it would be wise to have a merit
system invoked in Texas?

Mr, CarpenTER. No, sir, .

The CralRMAN. You did not have any political consideration in
your set-up? ‘

Mr. CarpenTER. Of course there is.

The Cuairman. All right, proceed.

Mr. CarpenTER. I therefore want to urge this committee to take
out from this bill anything relating to benefit standards, and 1 hope
‘that the committee will also consider the possibility of returning to
‘the States the administration of their laws rather than extending the
control of the Federal Government over it. )

That is all T have to say. -

The CHAIRMAN, Are there any questions? .



SOCIAL SFCURITY ACT AMENDMENTS 187

(No response.)
The CrarMaN, Thank you very much.
The next witness is Mr, Sterry R. Waterman of Montpelier, Vt.

STATEMENT OF STERRY R. WATERMAN, MONTPELIER, VT,
CHAIRMAN, VERMONT UNEMPLOYMENT COMPENSATION COM-

MISSION

Mr. WatermMaN. Mr, Chairman; in view of the excellent explana-
tions of unemployment compensation and what the proposed amend-
ments with respect to unemployment-compensation standards would
do to the law, T am going to make a short talk and not make as exhaus-
tive a statement as I had intended to make with reference to what
these proposed amendments would have done.

[, too, appear in opposition to section 610 of the bill, found on pages
70 throu%h 80, being amendments proposed to section 1602 of the
Internal Revenue Code.

These, as has been explained by preceding speakers, set forth stand-
ards for additional credit allowances to employers with respect to the
excise tax of 3 percent originally imposed under title IX of the Social
Security Act, and section 1600 of the Code.

These amendments and their purposes are explained in the report of
the Ways and Means Committee on pages 24 and 25.

The basic objection to the passage of the proposed bill with these

amendments in it as expressed by individual State administrators of .

unemployment compensation arises from the introduction into this
cooperative Federal-State program of this new set of I'ederal standards
which must be complied with before employers contributing to State
funds may obtain additional credit offsets against the payment of the
Federal unem(})loyment excise tax of 3 percent. .

These standards are to be interpreted by, the Federal Social Secur-
ity Board under the provisions of this bill. 'The certificate of the Social
Security Board issues to the Secretary of the Treasury with respect to
whether or not a State law complies with these standards. The State,

therefore, if it desires to experience-rate employers has lost.its right to .

determine for itself the basic or minimum provisions of its own law.

relative to the amounts and kinds of payments of benefits it shall make
to unemployed persons. ° o CL oL
These })roposed -standards are not standards for the proper adminis-
tration of a State lay but are standards of what a State law must be
in order to give an employer an experience rating within that State,
and were evidently designed, or 80 it seems to me, to begin a compres-
sion into one common pattern of all of our respective State approaches
to the theories of unemployment compensation. We do not need to
tell this committee that there are many theories of unemployment
compensation itself, of its effect on industry, of its effect on the relief
load, of its value to society generally, and there are many more theories
as to what is a proper compensation law in & State and what are the
proper methods of payment, what are the proper amounts of payment,
and what are the proper durations of payment of unemployment com-
pensation in order to best promote the obviously good social objectives
of the legislation. - ‘ ‘.
The imposition of these new standards definitely prevents us State
administrators from continuing on in the experimental field which
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this legislation obviously is. It definitely compresses us to within
certain minimum standards which we must comply with, and we
submit that this program is altogether too young at this time to
definitely %attern its objectives and the method of approach to those
objectives by the setting up of these standards. In other words, we do
not admit that all of the good thinking on unemployment compensation
is on the Federal level. A

Senator ConnaLLy. Did you have a State unemployment-compen-
sation law before the Federal law?

Mr. WaTerMaAN. No; we did not, Senator, and I might say that
probably we would not have one were title IX repealed. I mean by
that that title IX and the passage by this Congress of the Social
SecuritK Act was a definite step forward in encouraging the States to
enact this desirable legislation.

Senator ConNaLLY. My question was provoked at your suggestion
that the Federal Government did not know any more about 1t than
the States, and I was just wondering why the States had not adopted
some of these plans before the Federal Act was enacted?

Mr, WaTeErMAN. I mean simply, sir, that good administration——

Senator ConnaLLY (interposing). Oh, there was no offense.

Mr. WarermaN. Thank you, sir. Specifically, I object to the
following standards—the standard set-up in section 1601 (a), sub-
section (1), found on page 70, lines 7 through 10. This standard
requires that each State receive for its unemployment fund for each

ear contributions equaling 2.7 percent of the covered gay roll of the

tate. This means that each State administration, before it may
reduce the employer contribution paid by arflly given employer as a
Fremium to that employer for having stabulized his employment, must
evy taxes upon other less fortunate employers in excess of 2.7 percent
of the pay rolls of those less fortunate employers, so that the texable
yields from these last-named employers In excess of 2.7 percent of
their (fay rolls, equals the amount of taxable savings given the first-
named employer.

Senator ConNaLLY. May I ask you & question there?

Before, you did not have a requirement of 2.7 percent and Fou
fixed the rate yourself; if you gave the man who stabilized his employ-
mt}alnt, ;omething, you would also have to increase the rate on the
others

Mr. WarermaN. Noj; Senator, if I understand your question. The
2.7 percent is basic, the basic or standard tax rate——

Senator ConNALLY (interposing), Sup?ose we did not put that in
at all, what would you do in your State

Mr. WarerMaN. We would merit rate when an employer had 7.5
Eercenb of his last annual pay roll, and we would give him a reduction

elow 2.7 percent,. o .

Senator ConnaLLy. That is just what I am talking about. When-
ever you give him a reduction, in the nature of things that has got to
come out of somebody else paying a higher rate, hasn’t it?

Mr, WarermaN. No, Senator.

‘Senator CoNNALLY. Where are you going to get the money?

Mr. WarermMaN. We submit that 2.7 percent as & standard rate is

high enough to psy unemployment comgensation in my Staté and

also give premiums to some employers under 2.7 percent.

[l
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Senator ConnaLLY. I was going to ignore 2.7 gercent as you wanted
to; and then what would you do in your State? Suppose there were
no requirement in here of that kind, what would you do under the
present law?

Mr. WarermaN. Senator, I am not objecting to the 90 percent offset
section of the law, section 1601,

Senator CoNNaALLY. You can ignore that question. All I meant
was that whenever you give anybody & premium, it has got to come
come out of somebody else, doesn’t it?

Mr. WATERMAN. No, sir; it does not need to.

Senator ConNaLLy. Then it is not a premium, If there is no dis-
crimination, there is no premium.

Mr. WaTErRMAN. There would be a discrimination because those
employers with unfavorable employment experience would have to
continue to pay 2.7 percent.

Senator ConnaLLy. Exactly; that is what I am talking about.

Mr. WATERMAN. But not more than 2.7 percent, which is Dr,
Altmeyer’s suggestion that he just made, that the total should be
2.7 percent.

And this provision obviously penalizes employers in the competi-
tive market who are already penalized in the compstitive market in
their industrial operations by putting an added tax burden onto them,
so that this new standard may be met.

At the same time you give the man with the favorable competitive
position a tax relief.

Now, with reference to the McCormack provision, so-called, I
object specifically to the inclusion of the McCormack provision at
all, although I appreciate that there is a demand for the opportunity
to reduce taxes in the larger States when they have 150 percent in.
I have 150 percent of contributions in my fund, and I could take
advantage of the McCormack provision. If the McCormack pro-
vision had been left alone as they were originally proposed under
the so-called Massachusetts plan, it might have been dangerous to
the fund, but I do think that it would have been perhaps fully as
heultg/}y an experimentation as the present i)roposal of permitting
the McCormack plan to go through and telling employers, as one
State did, that it was a business-apgeasement program, and then at
the same time attach to the McCormack provision such benefit
standards that it will be impossible for us State Administrators to
honestly accord merit rating to employers on that State-wide hori-
zontal scheme, because of the excessive benefit load as pointed out
by Mr, Carpenter of Texas. . .

For instance, in my State I would have no quarrel with meeting the
Federal standard or any other stendard that I should have a waiting
period of 2 weeks, It so hnpf)ens that my law provides for 3 weeks
and I would have to have my law amended to meet this standard, but
I recommended 2 weeks to my legislature and it was turned down.
I would have no '}uarrel with the partial benefit provisions found on
pa%snﬂ, because I already pay them, but I have prepared a slight
technical amendment for the benefit of this committee if you care to
use it tymﬁz to that provision as it now appears in the law the fact
that partial benefits should be paid to people who are working less
than full time. That does not appear in the law, and this law could
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be interpreted therefore to provide benefits for unemployment to
fully employed persons. The House Ways and Means Committee
reﬁort has in it the words which in my opinion should be in the law.
T e_}{ouse Ways and Means Committee report states that it is for
partial—-

The CHAlrMAN (interposing). It is one thing in the report, and in
the bill it is another thing?

Mr. Warerman, That is right, Senator. But the combination of
these things is dangerous. Sixteen weeks of unemployment benefits
with a 2 weeks’ waiting period, with a step-up in the amount of
benefits customarily paid in States as provided on the bottom of page
73, plus partials are & combination which no State at the present time
has. I think a majority of the States perha}l)(s have each of these,
but no State has the combination. I would like, and I am sure that
most of my brother administrators would like, to see all reference to
Federal benefit standards deleted from this bill. One of the gentle-
men who has preceded me made a point, however, that section 610
(2) (2), (8), (4), and (5) should remain as definitions of the types of
funds, and they should remain even though the standards appearing
in the same paragraphs might be deleted by the committee.

As Mr. Carpenter has stated, there is, of course, an extension of
the authority of the Social Security Board in the determination of
the definitions of these standards. Under title IIT with reference
to fiscal control, there is a_tightening of the power of the Board
over the States. With reference to these things, T know that
Congress will legislate wisely and well and uccorging to what you
think proper, but I might say that there is a growing tendency, as
Mr. Carpenter has stated, for the Federal Sociul Security Board to
control our administrations down to the very last details, which we
do not think healthy, because we are the ones who have been on the
frent in this thing, and the ones who have been having the practical
experience, and we feel that we should have some freedom in connec-
tion with our State administrations.

‘The CHAIRMAN. Have you the merit system in Vermont?

Mr, WarerMAN, We have no provision in our law which says that
we shall apgoint our emgloyees on a nonpartisen merit basis. We do
not have what is called by some peo‘}:le a merit system,

The Crair#aN, No examinations

Mr, WarermaN, No, sir; our employees are picked on merit,
however, and, strange though it may seem, politics have extremely
little to do with it, Senator.

Senator Byrnes, What provision in the standards do you object to?
You do not object to the wnit,in% period? :

Mr. Warermav, I object to the combination of standards.

Senator Byrnes. I heard you say that, and I was just wondering
if you would take them separately. .

My, WarerMaN. I would not object to a 2 weeks’ waiting period
in my State. T recommended it to my legislature. .

Senator Byryes. Do you have a minimum provision at all in your
State? A minimum payment of $5 a woek or any other amount?

Mr. WarprMAN. Yes; $5 a week, and if less than that, three-
quarters of the full time weekly wage. ‘
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Senator BYrRNEs. You have that?

Mr. WaTeErMAN. Yes, .

Senator Bynnes. Therefore you do not object to that? That is,
if it was not in here, you would not object to paying $5 as the
minimum? ‘

Mr. WaTerMAN, Senator, I do object to it. The wording is very
unfortunate here and I would correct it. Line 23 at the bottom of’
page 73 states “or will be determined on the basis of such fractional
part of an individual’s total earnings * * * ag will produce a
reasonable approximation of such full-time weekly earnings and will
not be less than $5 per week if such full-time weekly earnings were-
$10 or less,” In other words, under this law it will be possible for a
man with a full-time weekly payment of $3 if he were otherwise eligible:
to receive $5, or $2 more than he would get if he were working,

Senator ByrNus. But so far as the $5 minimum is concerned, you
do not think that is excessive if a minimum were provided?

Mr. WarermaN. In the case that I just stated, I think it would.
be excessive.

Senator Byrnes, What would you fix?

Mr., WarerMaN, $6 a week if such full-time earnings were more
than $5 and less than $10, and at the end of the section I would put.
““and three-quarters of such full-time weekly earnings if such earnings.
were $5 or less.”

Senator Byrnes, What other standard to you objeot to?

Mr. WaterMaN, Sixteen weeks will increase my benefit load. I’
might state that our law was liberalized by the insertion of the 1-year
provision for the base period which has been previously explained,
and my statistical figures show that the State of Vermont itself
liberalized its own law to the extent of 46 percent. Paying 16 weeks
where I now pay 14 weeks, makinf an added 2 weeks, would increase
the amount of benefits that I would pay over the legislative increase,
10 percent more according to the best figures I have available,
and the reduction of the waiting period of 3 weeks to 2 weeks which
was accurately figured would increase payments by $66,000 on
$940,000 or would increase it about 4 Eercenb.

Senator ByrNEs. You have 3 weeks now and you have recom-
mended 2 weeks yourself? '

Mr. WatermaN, Yes, sir. I think, Mr, Chairman, that that.
explains in some measure our feeling. That is what the State Legis-
lature of Vermont desives; and if the{ desire to have 3 weeks’ waiting:
period, certainly, while-this is in the experimental stage, it would.
seem to me that they should be permitted to continued to have a.
3 weeks’ waiting period. And so far as tightening up on the payment.
of benefits in order to take advantage of a 160 percent horizontal
reduction State-wide is concerned, as has been suggested here this.
afternoon, such & postulate is absolutely contrary to proven facts,
because the great majority of the States have without the introduction
of Federal standardg for benefit payments substantially liberalized
their benefits, including my own State. L . .

The Cuamrman. Thank é’ou very much. The next witness is.
Mr. John 8. Stump, Jr., of Charleston, W. Va.

100888—30——10
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STATEMENT OF JOHN §S. STUMP, JR., CHARLESTON, W. VA,;
WEST VIRGINIA UNEMPLOYMENT COMPENSATION COMMIS-

SION

Mr. Stump. Mr. Chairman and gentlemen of the committee, 1
think a great deal of what I had hoped to say to this committee has
slready been said, and where that is true I will try to avoid any
repetition of the positions taken by other State administrators. I
want to say to the committee that the appearance here of a number of
State administrators is not so much a question of the desire to inter-
fere at the Federal level with legislation as a feeling on our part that
we do have first-hand experience of some matters that might be
helpful to Congress in dealing with this question.

s we start out to look at the unemployment compensation in this
country, the original Social Security Act started out on a Federal-
State program with the Federal end of the program excluding the tax
and oredit provisions of the law designed apparently to be supervisory
in a broad sense to insure that, as one of the witnesses this afternoon has
said, that the unemployment-compensation laws adopted by the
States were %enuine unemployment-compensation laws rather than
mere colorable attempts to comply with the credit provision in the
tax and credit feature of the Federal law. We think that the plan
originally adopted was a wise plan; we think that the State adminis-
tration of unemployment compensation is an important element in
what we hope will be the eventual success in this country of unem-
ployment compensation, and we do not think that it can safely be
administered as & Federal program, because of the wide variation in
industrial conditions and other conditions in the different States.

In the bill which you now have under discussion, there is a definite
tendency toward federalization in the sense that the controls accorded
to the Social Security Board are strengthened. I use the word
“strengthened’’~—perhaps that is an unfortunate word-—I should say
that they are extended. That is true both in the addition of subsec-
tions 8 and 9 to section 303 of the act which ap({)ea,g‘s at page 40—at
the bottom of page 49 and the top of page 50, and it is true in the sug-
gestion made by Mr. Altmeyer that the parenthetical language
should be stricken out where it relates to selection, tenure, and com-
pensation of personnel, and it is true in the inclusion of minimum
standards. )

So far as tbe minimum standards are concerned, I have nothing
to add to what previous witnesses have said except to stress the opin-
ion that I think is shared by the Board itself that at the time is
premature to consider the adoption of Federal standerds. This
program has after all onlf had 1 year of benefit-paying experience if
we exclude that State of Wisconsin, and as this committee knows
there is a wide variance between the pattern of the Wisconsin law
and the pattern of the laws that have been adopted following the
Social Security Act, so that in effect with onlg 1 year upon which to
base our calculations and at a time when 48 States in good faith, as
we believe, are endeavoring to fit their own particular laws to the needs
of their own particular State and to liberalize benefit payments as
far as that can be done and to keep the fund solvent, we are now
considering_taking a step which makes & rigid pattern out of a whole
business, I say it makes a rigid pattern out of it, because there is
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always a tendency to make a minimum in effect 4 maximum, There
is always the possibility that when a State will undertake to liberalize
beyond the minimum standards that are put in the Federal law, that
you add great Wel%ht to the arguments that will be advanced against
1t “why if we are already complying with everything that the Federal
Government considers is necessary to have a satisfactory unemploy-
ment-compensation law, and we have done that, and here you would
have us go beyond that and just pass out money without regard to an
established Federal standard and of the proper amount of com-
pensation.” . .

On this minimum standard, there is not so much to quarrel with
with the standards themselves. I do want to point out that the
proposition of the minimum of $5 places every State administration
In o rather embarrassing position. For example, the State of West
Virginia just recently amended the law and adopted a $3 minimum
in place of the old definition of $5 or $6 or three-quarters of the full-
time weekly wage whichever of those two was applicable. We would
like to have had & $5 minimum, but our investigation of our actual
cases of benefit payments during the preceding years showed that
there were thousands of cases of persons who would qualify for a
benefit rate of between $3 and $5 but who would not qualify for a
$5 rate, and our only real objection to paying them the smaller
benefit rate was the administrative problem concerned. Wa felt that
we could get over that groblem and that we could therefore afford to
pay those people the benefit which might be just as important to
;6uy as the larger benefit to those who qualified for a larger amount.

f course, there is the other alternative that instead of disqualifying
persons who were not eligible for a $5 benefit, that we might pay a
$5 benefit to all of those who came in between the $3 and the $5
mark, but the West Virg]inia fund which paid out last year between
three and four million dollars more than it took in—that was between
33} and 40 percent net loss for the year to our fund—hardly warrants
our taking on the additional financial burdens.

It seems to me that while it is certainly desirable that every State
should be able to pay a minimum benefit of $5, that since & great
many of the States cannot pay that benefit of $5, this minimum
standard should not be here even though it is now an optionel standard
in the sense that no State has to take it unless they want to achieve
that flat reduction. .

There is one other proposition in these minimum standards which
I think would meet with almost unanimous disatpproval of the State
administrations, and that'is the provision in C of the weekly rates of
compensation payable for total unemployment in such States as will
be related to the full-time weekly earnings. That gro_positipn of deal-
ing with the full-time weokly wage has proved administratively un-
workable everywhere. The employers do not themselves understand
what a full-time weekly wage is, much less the employess. In most
cases where a full-time weekly wage has been reported, perhaps I am
wrong in saying in most cases, but in a substantial number of the
cases where full-time weekly wage has been reported, it has been a
more mathematical average of the wages in & particular quarter, and
in other cases, tho full-time weekly wa e has been a wage that has
never been reached by the particular individusl at any time. .

By that I mean where there may have been a contract préviding
for & workweek of 35 hours and an hourly wage of so much, even
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though the person may never have achieved the 35-hour week except
in the contract, that will have been the full-time weekly wage as
re)l)orted, with the result that we would be paying benefit on a theoreti-
cal wage on which we never collected contribution,

My attention has just been called to a modification of that benefit

st.a.ngard C which I had not seen, but even the addition of the proposi-
tion “or will be determined on the basis of such fractional part of an
individual’s earnings’’ will cause a revision of a number of State laws
which have recently undertaken—at least West Virginin has—to go
to the annual earning basis as the determining factor in the benefit.
rate.
I do want to say just & word or two about sections 8 and 9 thet are
added to section 303, and in offering a mild objection to those sections
I would like it clearly understood that we are not objecting to proper
fiscal control of our expenditures, nor are we objecting to them being
exercised by the Social Security Board. As the matter now stands,
each State submits a line item budget in advance of receiving a grant.
Under the fiscal regulations which are extremely detailed, if a State
desires to expend any part of that money for a purpese not covered and
earmarked in that line item budget, it may obtain & transfer of funds.
There are occasions in which an emergency has caused the regulations
for transfer of funds to follow the expenditure. Not only that, but
the Social Security Board now makes a post audit of expenditures.
In addition to that, each State, I think without exception, is required
to conform to the laws of the State itself regarding the expenditure of
funds. The more particularity that you put into the control exercised
by the Social Security Board, the more ]lJossibility you have of having
an actual conflict between State fiscal regulations and the Socia
Security Board fiscal regulations.

It may be necessary or a state of facts may exist in some State
without my knowledge that might warrant the inclusion of those sub-
sections 8 and 9 at the bottom of page 49 and on the top of page 50,
but so far I have heard of no showing of any facts that would mﬁlcate
that, and I want to illustrate whet the sivuation is on the basis of our
last post audit in West Virginia, and if that is comparable with other
States, I would submit that this is unnecessary,

We were last audited covering the period ended March 15, 1938,
which included 15 months of operation of the West Virginia law. At
the conclusion of that audit, the only outstanding exception taken by
the Social Security Board to any expenditure made by the State of
West, Virginia is an item of 3.561 which is made up of sales tax, West
Vlrimm sales tax, paid on the expense account of an employee whom
we had discharged and from whom we were not able to recover the
amount, and which was paid by us under an executive order of the
Governor of the State reg(t)liring us to pug sales tax, and prior to a
definite ruling from the Social Security Board that seles tax could
not be paid and allowed as expense in the administration of unem-
K,ltoyment compensation. Of course, we have had a period from

arch 1938 until the present time as to which we have not been
audited. There may be, although I do not think there are, serious
exceptions there, but I know of no State experience that has not been
substantielly comparable to ours, and it seems to many of us that it
is unwige to undertake to make a grant to States in aid or for purpose
of udministration when that grant must necesserily be administered

e~
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in the States in accordance with State law and then to require with
too much particularity that it must be supervised again to an extent
that is not already being done by the Social Security Board.

There is one angle to the flat reduction proposition or the McCor-
mack amendment which may only exist in my own mind, but it seems
to me very clear that a flat reduction in taxes, no matter how desirable
a reduction in taxes, is, that a flat reduction as between States opens
the road to competitive bidding by States for each other’s industries,
and even to an unwise restriction of benefit payment by a State in
order to reach the 1} measure where they could make the flat reduc-
tion.
In West Virginia, for example, we have steel mills in our northern

anhandle that are within just a very few miles, just across the river
rom comparable steel miills in Ohio, just a few miles from the steel
mills in western Pennsylvania. West Virginia, by no stretch of the
imagination, could comply with the McCormack amendment. In-
stead of having 1% times, we have a good bit less than one time as
much as we paid out in benefits in 1938. I don’t know what the con-
dition of Ohio-Pennsylvania funds might be, but if Ohio were able to
qualify and did qua ifg for a flat reduction with all employers, the
plants of the Weirton Steel Co., for example, in Ohio, I think might
very reasonably be expected to fill the orders of the Weirton Steel Co.
rather than the Weirton Steel Co. plant in West Virginia, for the simple
reason that they would have to pay over there but 2 percent theoreti-
cally or whatever rate was ﬁxe(f by the Ohio legislature, whereas in
West Virginie. they would be paying 2.7 percent.

Senator Byrnes. You could do this, could you not—you could
reduce the payments made in West Virginia so as to bring yourself
in to where you could get a reduction?

Mr. Stump. Senator, we could not under the law. We might
change the law. '

Senator Burke. It would be an inducement to West Virginia in
order to protect its industries to change this law.

Mr. Srume. That would certainly be an inducement. But there
would be counter pressure there. I do not think in West Virginia
we _could do it, e really believe in unemployment compensation
in West Virginia, and we really hope to and we paid out more than
$12,000,000 last year, and took in less than $9,000,000.

Senetor Byrnes. The employer in West Virginia would be anxious
to be on the same competitive basis with the employer in Ohio and
Pennsylvania? .

Mr, Srume. Granted.

Senator Byrnes. He would be seeking to have the legislature re-
duce the benefits to put him on the same basis with his competitors.

Mzr. Stume. That would be precisely the kind of pressure and the
kind of action that we would fear if this flat reduction were. there,
If the reduction were on an experience rating, presumably this steel
mill in Weirton, W. Va., and the steel mill across in Youngstown,
Ohio, operating in precisely the same territory and under substantially
the same freight rates and everything else, if one of them could qualify
for the experience rate, the other could also, so there would be no
particular competition as between States for ench other’s industries,
and that point of view was very forcibly expressed by the director of
the Arkansas Commission in a letter which I will send down here by
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another witness tomorrow, but he brought that out to a large extent
the States which would not have enacted an unemployment compen-
sation law by themselves if that had placed them in & noncompetitive
ggsit.ion with the industry of other States had been encouraged by the

cial Security Act to enact these laws under the impression that the
tax burden would be substantially equal throughout the country as
far as the law was concerned, so that no State would be placing
itself in & noncompetitive position with its sister States by enacting
a law, and certainly the possibilty of a noncompetitive Eosxtion exists
in contemplating flat reductions in some States where flat reductions
are not made in other States.

So far as this 2.7 percent weighted average is concerned, section 610
(a} requiring that no merit rating be granted unless the rates are
calculated to yield 2.7 percent, does seem very definitely that that
means no merit rating at all. That does not particularly concern
West Virginia and won’t for several years for two reasons. One is that
our own law already says that we shall grant no merit rating—that
the combined rates of all employers shall be calculated to yield approxi-
mately 2.7 percent, but that is recognized to be a feature of the West
Virginia law that if we are eventually going to adopt a workable merit
rating, it must be amended. We cannot do that now because we do
not have the reserves, but certainly as an administrator in West
Virginia, if an emFloyer having & thousand men, we will say, and an
annual pay roll of $1,200,000 were to qualify for a merit rating and
there was any way that I could avoid granting him that merit rating,
if in order to grant him that merit rating 1 had to go through and hunt
through all our lists of contributors and find another employer or
group of employers whose combined pay roll would yield another
$1,200,000 and raise that employer's rate to 3.6, if wo had reduced the
other to 1.8, I am afraid that it would take a lot more backbone than
I have got to administer that particular feature of the law without
fear or favor. L

It is hard to }ilenalize a struggling industry in order to help another
industry, and when you bear in mind that the merit rating provisions
of every State law that I have seen require an adequate reserve before
the merit rating is extended, it seems to me that the merit rating
should be a reward for employment stebilization rather than merely a
reward to the one employer to be accompanied by an automatic
penalty to another.

So far as the su%gestion that has been made that that parenthetical
expression should be struck out and that the States should be required
to select their personnel in accordance with the affirmative require-
ments of the Board, whether they take the form of objective standards
or what not, I would like to express just mild objection to that, although
I realize that not having the merit system in West Virginia I am on
rather dangerous ground. Our law requires selection of our em-
floyees on a nonpartisan, merit basis. We do undertake in good

aith to select our employees on o merit basis, and T think you will
find thet substantially every administrator who actually has to
administer a law and who is Eoing to either make or break his reputa-
tion by the manner in which his law is administered, is going to be
conscientious and undertake to obtain fmd employees, but it is right
hard for a State department to set itsalf outside of the regular pattern
of the State departments. West Virginia has been working on & civil-
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service law through an interim committee of our legislature. That.
interim committee was not ready to report at our last session on the
civil-service part of its program. It probably will report at the next
legislature, and if we are to become in advance of the comparable
action by the remaining State departments—if we ere to place our
department in the position where we must conform tc an examination
progrem, or anything else that comes to us from Washington, and
that is foreign to the experienco of our people, it seems to us that you
put us in an unfortunate position. . o

T‘lzle CraIRMAN. You do not have any politics in West Virginia, do

ou
4 Mr. Stume. Yes, sir; of course we have politics in West Virginia,
Senator. I do not think that we have any worse politics in West.
Virginia_than at least—
he CuaiRMAN (interposing). You had better not go on and be

specific. [Laughter. .

Senator BYrRNEs. You would not have any objection to selecting:
employees for your organization through a merit system, would you?

Mr. Srump. Senator Byrnes, if a merit system means a formalized
examination personnel, I would. I do not think there is any substitute
for the honest selection of employees on a besis of their personal fit-
ness and particularly their experience and record by investigation
rather than by an examination, .

Senator ByrNes. Can you eliminate political considerations though,
with the pressure that is brou%hb to bear upon you, or any other
official of the State department

Mr, Stume. Not entirely, sir; although I think if you would walk
around some places and hear me cussed in West Virginia for not giving:
effect to Pohtical considerations, you might think we tried to do it.
I am perfectly free to assume that as between two equally qualified

ersons, one a friend of the administration that after all is responsible:
or & program, and another who is an avowed enemy of the adminis-
tration, I would rather have the friend, because this %ogmm as it
now stands is a_program of that edministration, and in West Virginia
also the West Virginia administration.

Senator Byrnes. And when the administration changes, you would
expect considerable changes in your organization?

r. STume. I would expect considerable changes, but not so quickly
as to disrupt it, nor would I expect those changes to be particu-

larly—
S);nator ByrNEs (interposing)., Personal. I hope they will not be.
r. Stump. As far as I am concerned, I would certainly be gone
and would not stay.

Senator Byrxnes, I think Kou have made a very good statement.
And when they make the change, you would be gone? You have
already reached that conclusion? .

Mr, Srump. I do not think it makes very much difference whether
qualified Democrats, for example, or qualified Republicans administer
a program,

Senator Byrnes. It is important that they be quelified, however?

Mr, Stume, Yes.

Senator ByRxges. Dou't you think that experience qualifies them?

Mr. Stume. Experience in this job?

Senator Byrnms., Yes.
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Mr. Stump. Unquestionably experience helps.

Senator Byrnes. You are a little better qualified than when you
first entered it, are you not?

Mr. Stump. I hope so. If not, I am in bad shape.

The CuairMaN. Thank you very much. The next witness is
Mr. James W. Tisdale, of Asheville, N. C

STATEMENT OF JAMES W, TISDALE, ASHEVILLE, N. C,

The Cramrman. Whom do you represent, Mr, Tisdale?

Mr, Tispare, I am just here on my own initiative; I am not repre-
:genting anyone,

The CuamrmaN. How much time do you desire?

Mr. TisparLe. I would probably want about 15 minutes.

The CrairMan. We wanted to adjourn at 5 o’cleck, so be as brief
gs gou can. If you desire something put in the record, that will

e done.

Mr. TispaLe. I have no prepared statement; I am just speaking
from notes.

Lines 13, 14, and 15 of section 102 of House resolution 6635 appar-
ently raise the final limit so as to permit contributions—this is the
old-nge assistance section—up to $20 & month per person should a
particular State match or exceed the Federal contribution. That
section also requires so-called matching of one-half to one-half. There
are two features in that with which Eersoxmlly cannot agree, The
first is that the States should match the Federal contribution dollar
for dollar—I cennot agree with that; and second, that the maximum
TFederal contribution at this time should be increased to $20 2 month.

As to the first, that is the mutching1 I'do not agree because I believe
there should be & minimum monthly contribution by the Federal
Government irrespective of the contribution of the individual Stete.
The reason why I say that is because this is in accord with the social
insurance principle that the range of application of the percentage
bencfits should be between & minimum and a maximum, this being &
partial avem%ing of the benefits of those with more wealth and those
with less, to the end that those with less shall not sink to near pauper-
ism, to avoid which, with respect to the beneficiaries is the objective
of this assistance.

1 am stating that on the basis of 19 years’ experience with workmen’s
insurance. I worked for two of the insurance companies, with one of
which as a claim manager, and 1 have helped to write some of the
insurance laws of North Carolina. I have been on numerous com-
mittees on workmen’s compensation problems, and have written briefs
on the subject and especially on my experience with that, which is

erhaps the oldest form of social insurance. In the State of North

arolina, for example, the minimum benefit under the workmen's
compensation act is $7 a week and the maximum is $18. A man
may make only $7 a week, and if he is injured, he draws $7, wherens
the law says 60 percent of his average weekly wage but not less than
$7. You will note the tax on the pay roll may be paid on a man
that is making $40 a week. Sixty percent of that would be $24, but,
as a matter of fact, the maximum is $18. That principle of social
insurance has been carried along, as far as I know—it is incorporated
in your old-age benefits to the extent that thero is a minimum and a

§
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maximum, ehd I think in the unemployment insurance there is a
minimum and a maximum.

In any event, it has been the old American principle that there
should be & minimum below which you should not go, since social
insurance has its purpose, and therefore I would suggest that on line
15, page 3, after the figure ‘$40”, there be inserted the following:
“and provided in cases of such needy individuals whe.are considered
as being from 75 to 100 percent dependent for financial support upon
old-age assistance, the amount of contribution (o be paid by the
Secretary of the ’I‘reasury to each State on.account of @ach such
neady individual shall in no event be less than $6 for any 1 montkh.”

I would also suggest that $40 be eliminated and that the $30 bhe
retained. The reason that I suggest that is that from my experience
again, I have no doubt thet & maximum in social insurance 1s never
reduced. The entire tendency in social security is always larger and
larger and larger and broader and broader and broader. The work-
men’s compensation laws, for example, are nothing today to what
they used to be. I am not saying that they should not be, because I
favor adding some of the things which were not originally included,
such as ocecupation diseases, but there are other features in connection
with social insurance that undoubtedly will have to be taken up in the
future, and perhaps in the near future, and that being true, I would
think it unwise to raise that maximum at this time until Congress
has perhaps looked into other features which I have no doubt they
will be called upon to do in the very near future.

In that respect, I could cite to you here from the public press of
April 26 that the President urged & broad Federal-State program of
child welfare, warning the Nation that the safety of democracy is in

roportion to the degreo it provides for the health and education of
its children. Usually those speeches are followed by some proposal
within a year or so, and for that reason, as I say, I would recommend
that the $40 be eliminated, and that it should be left at $30, as I
understand it now is.

The Cuairman. That $6 minimum that you suggest, is that out of
the Federal Treasury?

Mr. TispaLe. Yes, sir; that would come out of the Federal Treasury.
In other words, it is possible that a State under those circumstances
might pay only $2 or $3. The State of Arkansas which I think you
heard this morning-—which now pays a total of $6 and something—
without increasing their contribution would give $9 total to an aged
person. .

Senator CoNNALLY. In other words, you would not require matching
on that $6? )

Mr. TispaLe. No, sir. Matching in the sense of not having a
minimum is not exactly in accordance with social-insurance principles.
We have had minimums in the past. You have a range between an
absolute minimum and an absolute maximum, and since the theory
has been that those who have more shall contribute a little bit to
those who have less, and that there shall be an irreduocible minimum,
the whole theory holds true as applied to the so-called wealthy States
as opposed to those who are not so wealthy.

Senator ConnaLry, What would you say to the proposal that on the
first }$l§? the Federal Government should put up $10 and the $5
matche
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Mr. Tispave. I think when you do that, you are just giving to
‘the wealthier State as well as to the poorer, and thus increasing the
-general load, and you are achieving a result by an increase in the
expense greater than by the other method that has been tested.

nator ConNaLLy. Under the present law, you are doing that,
because the State which is able to match a high rate gets a higher
rate from the Federal Government.

Mr. TispaLe. Yes, but you are giving them a larger proportion of
the smaller payment, and 1 judge the object of that 1s to give a larger
proportion of the smaller payment to the poorer States, whereas what
18 proposed here or suggested is the same result based upon social
‘principles used in the past, and not as much expense.

__Senator ConNaLLy. You do not require the matching of the $6.
Would you require matching on any of it?

Mr. TispaLe. Oh, yes; you require matching when you come within
‘the mn%e, the minimum of $6 to the maximum of $30. In other words,
above the $30 you do not match under the present law, and below the
$6 I}l'ou would not match. You have the range in between $6 and $15,
I should say, because $30 is the aggregate total. Which in a sense is
comparable to the $7 and the $18, and I think from workmen’s com-
pensation acts—and I handled quite a few of them in the past—1I think
you will find a relative range of about the same theory of 2 to 5 or 6
to 2 minimum or 5 maximum, and that is that range that has worke
out as practical in that particular form of social insurance.

_ Senator ConNaLLY. Under your plan, suppose the State gut up $10,
how much would the Federal Government have to put up

Mr, TispaLe. The Federal Government would put up $6, and the
State would put up 80 percent—no, it would put up $10. Because
‘that is matching. But if the State put up $4, the Federal Government
‘would put up $6.

The CuairMaN. In other words, you would assure & minimum?

Mr. TispALE. Yes, sir.

Senator ConNaLLY. Regardless of whether the States put up any-

thing? .

M%. TispaLe, On three-ﬁarters——-I am asswning that all of the
‘States are putting up something. I did not have that information as
to the minimum States, but I am assuming that all of the States are
putting up somethini»—wln'le it may be only $2 or $3, after all they are
all putting up something and you will get in the way I say $6 for the
75 percent—

enator CoNNALLY (interposing). I do not get your view. The
Federal Government gives $6 and the State gives $3 and you have $9?

Mr. Tispare. That is right.

Senator ConNaLLY, Suppose the States pay more than $6, would
you match that additional amount? .

Mr. TispaLe. You would match that. When the State contribu-
tion exceeds $6, then you begin to match, which I say is the old theory
of compensation, .

Another thing thet I would like to bring before you is that social
insurance and social security are terms which I think are pretty
broadly used and pretty broadly misunderstood. Social insurance as
1 understand it, is 2 form of financial security for specified groups of
workers within specified limits against losses from specified contingent
events, That is the definition more or less of social insurance. On
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the other hand, social security encompasses the whole economic system,
and socinl insurance is only an adjunct to social security, which is
merely a state where you keep your liberty and are afforded a reason-
able G%pportunity to make your contribution to society and are ac-
corded as a result of such contribution a fair and reasonable income
for the support of yourself and your family in whatever your status of
life may be,

Social insurance is usually invoked only when the effort of the
individual does not avail to cope with the problems in question, and
for that reason you have had compensation and old-age benefits on
the theory that otherwise people would become indigent, and you have
old-age assistance taking care of practically the same theory, and un-
employment insurance and the like.

here are three phases in life, and during each phase in life everyone
would like to have reasonable security. Those three phases of life
are your youth and infancy, when you are economically unproductive,
in your productive adult years, and your nonproductive old age.
There is a type of social insurance for each phase.

The CrairMaN. Are there any other particular features of this bill
that you want to call to our attention?

Mr, TispaLp, Senator, there is one other feature there that I
would like to call to your attention, and that is the fact that on page
11 of House Resolution 6635, that you have child-insurance benefits,
and on page 52, which is title VI, dependent children, you have &
definition of “dependent child.” Those two definitions together—
the first definition under the old-age benefits section defines & depend-
ent child as the minor child of an aged deceased. The section in
“‘dependent child,” title V, defines a dependent child to be one who is
deprived of parental support or care by reason of the death, phgsical
of mental incapacity of a parent or continued absence from home.
In other words, dependency as used in social insurance is broader than
that narrow restricted definition that you have there. It would ap-
pear to me that a certain definition has been arbitrarily picked out for
dependency. A dependent child is one who depends upon his parents
{for support or upon one who stands in loco parentis, or who is sustained
by or relies upon another for support or favor, and in view of the very
statement by the President which I have just read and in view of other
research work, T would also suggest that this committee incorporate
an amendment in this bill to the effect that research be made on the
subject of dependent children in their relationship to social security
in the broad sense of the dependent child. Because, while a child may
depend uﬁon his father for support, if his father is only making $7 or
$8 a week, and especially if there are two or three children in the
family, that child is finencially better off if the father is dead than if
he is living; that is, assuming they are in a State that is giving any
appreciable amount of child benefits, and in that respect while it was
after the public hearings closed in the House, I filed quite & long brief
on that subject, which brief incidentally I had taken up and consulted
with Mr. Leven, of the Brookings Institution, and which he suggested
in a letter to me——— .
| The CnAirmMaN (interposing). We will be very glad to read the
etter.

Mr, Tispaue. The letter is only two or three lines.

The Cuairman, I mean the brief you filed in the hearing with the
Ways and Means Committee of the House.
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Mr. Tispare. Yes, sir. 1 haven’t gotten a copy of the hearings.

The CrAirMAN (interposing). We have the hearings.

Mr. Tispare. I haven’t had a copy of that, and I do have here
what I would like to file with you, though, certain statistical data in
support of that brief, merely for your information, I am not asking
}'ou to amend the act and include the broad terms at this time, because

do not believe that things of serious import should be taken up
quickly, but I do think that it should be gone into. The brief, as I
say, was filed there, and this table of statistics which has been worked
out by me—and the notations are all there-—was worked out from
Consumer Incomes in the United States.

The CHairMAN, Thank you very much. You will file that with
the committee?

Mr. TispaLe. As source materiel, and all of the references are
there, I think you will find, in statistical form,

(foe material referred to is as follows:)

TaBrLe 1,— Distribution of families and of aggregate tncome received by them, by in-
come levels; divided into families not receiving any form of relief and families
receiving relief in whole or in part

[Income given in thousands of dollars, Incoine levol la dollars]

Nuber of families Aggregate Income

Incomo level

Noton | onrelier | NS | on rellet

703,768 469,128 87,970
731, 464
2,818,654 080,501 | 1,761,658 622, 350

to $9,909.
$10,000 and over. . 283,791 |.

24,013,177 | 4,487,123 | 41,516,718 3,102, 520

Notg 1.—Number of famllies not on relfef for each {ncome level is taken from table 8B, p. 97, Consumer
Incomes {n tho United States.

Nore 2—Number of tmilies on relief for each income level computed by subtracting number of families
prer Ineont\e({ovol not ot relief from number of all fumilles in sttnilar income levels as set out In tuble 3, p. 18,
of same study.

Nortk 3.--Ageregate income each income leve! of noirellef families, comnputed by multipiying the number
of such famlies for ench Income level Ly mikdpoluts of corresponding incone levels excaPt 48 set forth in
notes 4, 5, and 6 below.  Aggregate tutal tneome of nonrellef families so computed is pract! mllg the sa11e As
the totul for nonrelief tamilles set out in table 4, p. 21 af Consumers Incomes, the total In that table being 69.4
percent of the total in this table, a varlation of onlyo.mrcen .

NoTE 4—8ince use of midpoing (2,750) of 2,500 to 2,999 income lovel gives a resnlt groator than total for that
level as set out in table 3, p. 18, Cansuiuer Incomes; absolute sverage of thut income lavel (2,715) compuled
from table 3, p. 18, Constmer eoines, was used.

OTE §,~Beginning \with 3,000 to 3,409 incomo level. since that level and the Inrger incoms levels contain
no tamilics recoiving relt f, the thaures wed in this tablo for iteotr v for such Jovels it the un e us s set out
for stch levels in table d, p 18, Consumer Incomes, .

NotR 8.—In this table, ngaregale nonrellof income for the 10,000 and over (ncome level fs the sum totul of
10,000 to 15,000 tncorie levelund all highier Ingetne levels as set aut fn tuble 3, jr. 18, Consumer incomes.

NOTE 7.-~Agerofate incopue this talle each (ncame level for f.miites veceiving rollof Is tho difference be:
tweel) the tot-.l incon:e for & ¢l level asset out in table 3. p. 18, Consumer Inconies, and the Income set cut
{n this table for each such income level for nourelief tamilles.
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Tasup 2.—Estimated number of children and youtha under 16 years of ofd by
income levels; for 8 sizes of families with respect to nonrelief families

[Income levels in dollars]

Nonreliof famil{es
Income lovel Relfet
families | 5464 6106 | 7persons | oot
porsons | persons | and over
$1 08400, ... dmressvneasesnanonans 2, 285, 661 446,477 902, 397 806,448 | 4,590,283
$300 to $609. 1,286,418 | 2,865,362 | 2,541,712 | 9,874,165
21,000 to 81,4 1,358,181 | 2,863,495 | 2,138,876 | 7¥,522,851
$1,500 to $1,9 2,018,735 | 1,363, 4,550,178
$2,000 to $2,499. 870, 59 , 228,07 L0 1 2.7

g.wo to 2,990 824, 307 708, 367 484,052 | 1,542,000

,000 to $3,49¢ 180, 413, 600 271, 84:
43,500 to $3,9 108, 328 , 637 181,078 518, 841
$4,000 to $4,46¢ 54, 432 171,082 103, 652 30,006
$4,£00 to $4,9¢ 34,761 , 465 ), 185, 940
$5,000 anid abov . 101, 402 439, 822 289, 068 920, 352
Total.. 6,740,824 | A 635, 185 | 12,010,044 | 9,078, 332 | 33, 385, 285

Note 1—~Tablo shows that nearly two-thirds of all children are in families with less than $1,800 & year

inconllo; that nearly &8 percent of the children {n nonrelief familles are in fanilies with less than $1,500 B

voar Income. .
¥ NOTE 2.—(a) On nonrolief familics, consldoratlon was given the method, outlined on p. 43 of Consumer
Incomes, which was used in clnsei!{ln% familics by size In the study of consumers’ incomes; an averngoof 3
adults is thon sllowed to each family, beginning with 3 to 4 families and midpoint between the lower limit
of grourlng less 3 and upper lmit of cach grouping less 3, s consldered the average number of children per
family in each grouping. 1or example, in 3 to 4-family grouping, the averago nunber of childron per family
is Idered to be tho midpoint botiwveen 8 minus 3 and 4 minus 3, or 0.5 por family; in 8- to 8-family group-
In% midpoint between 5 niinus 5 and 8 ninus 3, or 2.5; on 7 persons and above grouping, average nuniber of
childron per family Is acbiteatily taken es 4.

‘The respective factors for eaoh Frouplng wero then applied to the rgmgate number of families in the
respeotive groupings and incomse levels as shown in chart 8-B, p. 07, Consumer Incomes, and tho results
are tabulated in this table. (b)) On reliof (nmilles, since the average-sited famliy s given as 4.5 In chart 6,
p. 8, Consumer Incomes, I bave arbitrarily used averago of 1.5 ohildron per reliof family.

The factor fof relief familles Was then applied to total aggro ato niember of relief familles as set out in table
) P , C I no break-down y being glven In Consuirer fncomos for famiites
of rollef workers by sizo groupings. From the viewpolnt of income levet, children of rellef famllics were
divided on the basis of assign “ﬁ to each income class that proportion of the total of all retef children that
the number of rollef families in that incomo Jevel (my tablo 1) bears to the aggrogate total of all reliuf famlles,
Thus there may be some varlation in the number of roliof children, since the number of adults per relfet
family may average more or loss than 3, the number usod.
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TasLe 3.—Income by nonrelief families, for various income levels, of more than
£ persons (such families being assumed to have minor children); beneﬁta by income
levels from family allowances; tax for family allowances by income levels; change
in aggregale income of each income level as result of famdy allowances; percent of
change, each income level and average change per family

(Income, henefits, tax, and aggregate change per level in thousands of doliars}

n tovol 1;10%%0 ltieneﬂts, ’I;‘ax (ra'te Inerease or | pyyoreqge or | Percent g£
come level al T | shown in
applying incomo level decrease of
tax d” D0te8) | (aggrogate) | POr MUY | iroimelavel
1 to $409. 403, 951 230, 432 18,768 210, 674 +131 42.6
to $900. 3 311 801 669, 340 132, 460 836, 880 +123 18,2
1,000 to $1, 708 873 638, 208 228, 347 +92 I7. 1
1,500 to $1,f 590 216, 493 220,007 +70 4,1
42,000 to $2, 257,064 162, 734 404, 330 +51 +2.3
$2,500 to $2, 151,673 113,688 -+37,988 +38 +1.3
000 to zg. 86, 583 81, 699 4,884 +8 2
,800 to 43, 51, 864 3 -8, -22 -6
4,000 Lo $4, 33,003 41,040 8,043 —40 -9
$4,500 to $4,900. . 567, 984 18, 604 30, 126 -11, 532 -78 -2.0
$5,000 to $7,499. , 543, 37,734 98, 506 ~57,832 -170 ~37
$7,600 to $9,099 1,245,008 21, 168 93, 424 —72,256 —388 -58
ﬂb.w) and over. 8,107,817 33,133 522, 922 =489, 789 -1,728 -9.6
Total.. 34,353,338 | 2,662,448 { 1,798,705 -+863,850 |.. -

Nots I—quregate increase to families with under $1,500 & year income, $1,154,471,000; percentage of
In¢rease to fam Ilos wlth under $1,600 & ]year income, 12 percent.

Non 2,—Ag, to Increase to familles with nnder ,800 & year inocome $1,511,770,000; peroentage of

rease to familles wlth under 03,600 [ year, 0.4 &

Now 3.~—~Benefits of 92,035 for 09,080 and 10,000 and over incoms levels (computed by

arp\ylng henefits of 31003 child to total ch'lldren such classes shown in mble 2 hereof) divided between those
roportion that the nu. mbor or famiiles (excluding 2-person fi llee) per income level bears to
lotnl numbero such familles of those 3 levels (computed from chart 8-B, p. 97, Consumer Incomes),

Note4.—It I8 oonsldered that total income of all nonrelief families see mblo 1, hereof) for each income:

level, i3 divided among 2- n famllles and more than 2-person familles in the relative proportion that 2.
n families nnd more than 2-person familles each bear to the total of all nonrelief families for each tncome
ovel, such propon on beln der ved from table 8-B, p. b7, Consumer Incomes

NoOTE 5.—Number of chlldren and youths under 16 years of sge in each Inoome level taken from table 2,

ll.leteor. such number for each level Is multiplied by $100 and product is the aggregate benefit for each income
evel,

Norz ll.—-For tax purposes in lhlu tsbla, no part of income ol nonrelief families has been excluded although
lan from tax men’s mpensation no ts, etc., a total sum of sumn slze. Nelther
AS imputod vatue of rent besn excluded totaling $2,378,000 s0e note 4, p. 38, Consumers Incomes), but

that total may Include Imputed rental valus for B Tallos At s caiof n wholo ot I part, Inoome of State
and municipal employees {who may not be subject to tnx) has also nct been excluded but this is offset to an
extent by the incluslon of the children orsuch emp!

7,—Tax {8 computed on foltowing basls: 4 &emm on income up to $2,409; 5 percont on income from
$2,600 to $2,009; 6 pezcent on income from $3,000 to $3,409; 7 percent on Income from ,500 to $3,000; 8 pereent
on [ncome from $4,000 to $4,400; O percent on incoma from $4,500 to $4,999; 10 pemnt on [ncorhe from $5,000
t0$7,499; 11 percent on incame from $7,600 to $8,009; 12 peteent on income above $10,

"*o
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TasLe 4.—Income by income levels of nonrelief 2-person familics (as defined on
p. 48, Consumer Incomes) and of single persons; family-allowance tax thereon
computed as set out in note 7 of table 3, hereof

[In thousands of dollars]

Income | Number Tax 2 Income, | Nuinber, Tax,
Income leve} 2-person | 2-person person single single single
fam|ties famiiies tamilies persons persons persons

1,084, 284 13,019
1,801, 408 54,807 ... .- .
1,878,267 67,087 | 8,219,645 | 6,605,337 208, 786:

908, 268 , 623 1 65, 145

47,343 | 1,628, 62 945, 53 -
542, 656 48,600 | 1,008,030 463, 751 43,91
281, 036 30, 739 )1 161, 276 17,724
149, 381 20,411 349, 404 ] 14,
80, 307 13,458 27, 4 83,731 ,
46,378 9, 402 164, 458 36, 105 \
&, 720 122,310 25, 491 6.
61,912 21,765 344,315 57,316 21,403
360, 624 41,995 27,069 242,188 28, 582 18, 064
1,816, 682 88,773 122,732 | 1,14), 904 46,040 118,259
Total.eemeeaeceamcaens 10,133,380 | 6, 668,850 508,151 | 10,074,722 [ 8872428 532, 987

Note 1,—(a) Income of 2-person families and (b) number of such families, in each income level, obtatned
(a{) by subtracting 2-person families each income level from total number of families that lovel as shown
table 8-B, p 07, Consumer Incomes and (b) by subtracting from totat nonrelief family incomy warh Jevel:
(table 1, hereof) the income of tnore than 2-person families for such income tevel (table 3, hereof).

Norte 2.—(a) Inoomes of single persons for each income level and () number of single persons each inoome
level, both for abovae 81,800 a yesr income, are taken from table 1.«).43‘ 30, Consumer Incomes.

oTR 3.—8ince all single persons receiving any form of relief (1,485,872 in al}) received annual incomes of

lesa than $1,450 a yenr (table 3-B, p. 95, C I since ull | ug to $1,500 would pay 4

percent tax, from the total number of single persons with income: 1 to 1,460 ftabla 13, p. 30, Consumer

) hias beon sut ] the total of single Iving relle! and the remainder (5,210,648)

rlneed in the table; and, from the ageregate total income of the same income Jevels hag been deduoted the

ncomo of singlo persons drawing rellef in whole or [n part (com puted bdv anflylng arithmetic mean shown

in table 5-B, p. 86, Consumer Incomes to number of slugle persons drawing rellef) and the remainder

($5,219,645 expressed in thousands of dollars) has been entered In the table and a tax computed thereon:
accordingly at rate of 4 percent.

TasLe 5.—Comparison of tncome by income levels of all nonrelief families before
receipl of family allowances and afler receipt thereof; change tn income each tncome
level and percentage of change each income level, botk as result of family allowances-

|In thousands of dotlars)

Aggregate | Aggregate Change Porcentage of changs
income income
before tax after tax

Income level and pay-

and pay«
ment farally | mont fartily | Plus (+) | Minus¢=)| Plus (+) | Minus (=)
allowances | allowances

810,424 | 1,017,070
4,881, 5,163,785
7,388, 7,726,
7,005,808 | 7, 248,680
283,880 | 5 820,301
3,340,887 | 3,547,630
2,385,003 | 2,370, 486
1,625,887 [ 1,603,761
1,048, 368 1,030,

710, 447 699, 105
1,000,001 [ 1,820,505

1, 808,

6,424,499 |  56811,078
44,816,718 | 44,875,217 | 1,225,282 866,783 [eavesennacnc]ovencnnnannn

NoTE 1.—~Aggregate increaso to families under $1,500 & yoar income (in thousands of dollars) is 1,079,858
or average increase of sbout € percont to rproximately 69.3 percsnt of all nonrellef families. N .
NoTE 2.—All Income levals up to $3,000 & year in Income show | , OF 81 ) °f’
90.4 porcent of all nonrellef familles (perceniage of families obtaining increase to total familles oomputaﬁ
mranhuble 5, p. 22, C ¥ in conjunction with In above table to varicus income-
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‘TaBLE 8.—Tax income paid by (a) families with minor dependents, (b) £-person

Jamilies, and (c) ainaiq[peraom-;—gl{ 3 groups being those nol receiving any rel;ﬁf———

and estimated exp g trative exp y to minor children
-of nonrelief families
{In thousands of dollars]
Tncome:
{a) Families with minor dependents (table 3, hereof) $1, 708, 795
?b) 2-person familics (table 4, hereof) ....... PR, 505, 151
¢) Single persons (table 4, hercof) .. u o wmonoaoooncoaacaaaas 532, 957
Total income.......... memtewmeeen———— decemcmacmmmenu———— 2, 836, 903
‘Expenditures:
26,624,461 children of families not on relief (table 2,
hereof) at $100 €Beh - .. o oo $2, 662, 446
1,600,000 births per annum to nonrelief families,
medical allowance of $76 cach oo e iinat 120, 000
Total expenditures...... aemmrmmm i aae R 2, 782, 440
‘Balance for administrative expenses and as offset to overestimation
of Ineome. . avcunnccacaanan e mmmm——aaaa Ammmmeaammaa—. b4, 463

Nortk 1.—Estimated number of birthg, 2,000,000; ratio n?plled of births In nonreble! familics to total births,
1s relatively cquivalent to number of ¢| ﬂlﬁrcn nourellef families to total children (computed from tahle 2,
horeof), namely 80 porcent, Estimated number of births in future is naturally merely an approximation,
howaever, on basis of osti d populat; é M 1035-38 of 128,024,000 (takle 1, p. 4, Consumor Incomes) and a birth
rate per 1,000 of population of 16,7 percent (according to U. 8, Census Burcau eatimates) the ahove figure
seems falr and reasonablo, for while the ahove birth rate ﬂppz:‘@? to the ahove-estimated ?onulst {on would
give an actual total number of 2,138,000 births, It must be barne in mind that the trend of the national birth
rate has been steadily downward sinee 1013, hence, assuming the trend an est] total, natlonal
pumber of births per annum of 2,000,000 seems in lino.

TABLE 7.—Amount and percenlage of annual income of family allowance taxes
(tax rate shown in nole 7 of table 3, hereof) for various incomes

Percentage
Income Tax of tax to
income
$500 820 4
, 000 40 4.
A A
) 3
2,500 100 4,
3,000 125 4,134
, 000 190 4,75
, 000 276 B.
, 000 378 6.25
, 000 475 6.78
7,800 625 7
000 880 7.2
. 000 690 7.67
10,000 800 8,
5, 000 2,600 10,
10,000 3,600 2
100, 000 11,600 1.8

The CramrmaN. Thank you very much. The committee will
recess until 10 o’clock in the morning.

(Whereupon, at 5:30 p. m, the hearing was recessed until 10 a, m.
Wednesday, June 14, 1939.)



[T PRy

N
i
i

W b vt

SOCIAL SECURITY ACT AMENDMENTS

WEDNESDAY, JUNE 14, 1089

UNITED STATES SENATE,
CoMMITTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to recess, at 10 a, m. in room 312,
Senate Office Building, Senator Pat Harrison (chairmen), presiding,

The CuairMaN, The committee will come to order.

Senator Davis. Mr, Chairman, yesterday there were some state-
ments made here with reference to exempting insurance solicitors,
and I would like to put into the record here a number of telegrams,
and so forth, that I received from Pennsylvania along this line, from
some of the mutual societies doing business in Pennsylvania.

The CrarmaNn, Very well.

(The telegrams, etc., referred to are as follows:)

CLEARFIELD, Pa,,
June 18, 1989,

Hon. James J. Davis,
United States Senate:

Whereas amendment to Social Security Act defining “employee’’ makes defini-
tion to include agent. We urgently request your vote and influence to amend
title 8, subscotion 6, of said act to limit employees to salesmen of tangible and
intangible property, thus exempting insurance agents,

Very respectfully,
CLEARFIELD CoUNTY GRANGE Murual Fire INsorance Co.

EastoN, Pa,,
June 18, 1939.
James J. Davis,
Uniled Stales Senator:

Amend title 8, subsection 6, of Social Security Act which defines employees so
as to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.

FIrE INsURANCE Co. o NORTHAMPTON COUNTY,
A. C, RODENBOUGH,
Executive Secretary, Easton, Pa.

PHILADBLPHIA, Pa.,
June 18, 1939,
James J, Davis,
United States Senator:

Amend title 8, subsection 8, of Social Security Act which defines employees
80 a8 to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents,

, B. P. MaNsFIELD,
National Petroleum Mutual Fire Insurance Co.
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PHILADELPHIA, Pa,,
June 13, 1989,
Hon, Jamss J, Davis
Senate Chamber.

In considering amendment, title 8, subsection 6, of the Social Security Aoct,
insurance agents representing a number of companies should not be classified as
employees, inasmuch as th% are independent contractors paid on a commission
basis, I trust that you will use your influence exempting insurance agents as
they are in no sense salesmen of tangible or intangible property.

) Crarues T. MoNE,
President, Philadelphia Insurance Agenis Association.

WiLkEs-BaRRy, Pa,,
June 18, 1989,
Hon, Jaues J. Davig,
The Senale,

Please amend titlo 8, subsection 6, of Social Security Act which defines em-
ployees so as to limit the employees to salesmen of tangible and intangible prop-
erty, thus exempting insurance agents.

PenNNsYLvANIA Mirners MurvaLl Fire Insurance Co.

-

NorrisTrowN, Pa,,
June 18, 1989.
Hon, James J. Davis,
United States Senator.

Amend title 8, subsection 6, of Social Security Aot which defines employees s0
as to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.

Very truly yours,
UnioNn MuruaL Fire anp Storm INsurance Co,

ALLENTOWN, Pa.,
June 18, 1689,
Hon, JamEs J. Davis,
Amend title 8, subsection 6, of Social Security Act, which defines employees so
a8 to limit the employees to salesmen of tangible and intangible property, thus

exempting insurance agents.
TaE JorDAN Murval Fire INsuraNce Co,

BoyerTowN, Pa,,
June 18, 1839,
James J. Davis,
United Stales Senator,
Please amend title 8, subsection 8, of Social Security Aot whioh defines em-
gloyees 5o a8 to limit employees to salesmen of tangible and intangible property,
hus exempting insurance agents.
B. M, FrERD,

Secretary, Boyertown Mutual Fire Insurance Co.

Kexnnz1r BQUaRy, Pa,,
Juns 12, 1889,
Hon, Jauss J, Davis
Senate Chambers
Urge adoption of following amendment. Amend title 8, subsection 8, of
Booial Seourity Act, which defines employees, 8o as to limit employees to salesmen
of tangible or intangible property, thus exempting insurance agents.
Hazixrr INsURANCE SERVICE.
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HuxnTtINGDON, Pa,,
June 18, 1988,
Benator Jamus J. Davis:

In all fairness to insurance companies and agents you should amend title 8,
subseotion 6, of Social Seourity Aot, which defines employees, so as to limit the
employees to salesmen of tangible and intangible property, thus exempting insur-
ance agents who in reality are self-employed and in 80 percent of the cases em-

ployera themselves.
SraTe MercaNTILE MUTUAL FIRE INsURANOR Co,

\ LREBANON, Pa.,
June 18, 1989,
Hon, Jamzs J. Davis,
United Slates Senalor:

Amend title 8, subsection 8, of Soctal Seourity Act, which defines employecs,
80 a8 to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.
LesanoN MuruaL Insgrancs Co.

= —

PRILADELPHIA, PaA,,
June 18, 1839,
Senator James J. Davis,

Dear Bir; Please amend title 8, subsection 6, of Social Security Act, which
defines employees, 80 a8 to limit the employees to salesmen of tangible and intan.
gible property, thus exempting insurance agents.

Very truly yours,
James F, Huanrs,
Secretary, Frankford Mutual Fire Insurance Co.

NxwoasTLE, PaA.,
June 18, 1989,
James J, Dayis,
United States Senator:

Amend title 8, subseotion 6, of Soocial Securlty Act, which defines employess,
80 a8 to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.

' ’ Orive MILLER,
Secretary, Western Pennsylvania Mutual Fire Insurance Co.

Arsunrie, Pa,,
June 18, 1988,
James J, Davis,
United States Senator:

Amend title 8, subseotion 8, of Social Security Aot, which defines employees,
80 ag to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.

Faruprs MuruaL Fire InsuraNor Co, OF PENNSYLVANIA.

Lesanon, Pa,,
June 18, 1989,
Hon, James J. Davis,
United States Senator:

Amend title 8, subxzotion 8 of Booial Security Aot, which defines employees so
as to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.

W. A. Bacaman,
Secretary, Countrymens Mutual Insurance Co.
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Tre Murvuar Fire INsurance Co. or Berks County, Pa,
AND

Tae ScHUYLEILL VaiLey Muruvarn Winp, SToRM, AND LICETNING INSURANCE
Co. or BErks County, Pa,

READING, Pa.,
June 18, 1989,
Hon, James J. Davis,
Washinglon, D. C.

Dzar B1r: May we ask you to support the following:

Amend title 8, subsection 6, of the goolal Security Aot, which defines employees,
80 a8 to limit the employees to salesmen of tangible or intangible property, thus
exempting insurance agents.

Your active support of this amendment will be very much appreciated.

Very truly yours
' (Signed) E. D. Hann, Secretary.

The Crairman. Mr. Daugherty.

,STATEMENT OF PAULJ. DAUGHERTY, DIRECTOR, SOCIAL SECURITY

‘DEPARTMENT, OHIO CHAMBER OF COMMERCE

Mr. DavenerTy. Mr. Chairman and gentlemen of the committes,
I am Paul J. Daugherty, director of the social security department of
the Ohio Chamber of Commerce, which is the oldest and second
largest State-wide business organization in the country. The Ohio
Chamber of Commerce represents all types of business—manufac-
turing, banking, agriculture, public utilities, insurance, retailing, and
so forth, in the great State of Ohio, which renks third or fourth in
industrial production in all the States of the Union. Careful con-
sideration to the proposed amendments to the Social Security Act has
been iiven by our social legislation committee, and its recommenda-
tions have been passed upon by our board of directors.

It is my purpose today to limit my remarks to certain specific
proposals contained in H. R. 6635, which have to do with unemploy-
ment-compensation experience rating. Employers in Ohio, as in most
every other State, have looked upon unemployment compensation as
a twofold program. That is to say, not only as a program designed
to compensate for the loss of wages due to unemployment which is
beyond the individual worker’s control, but also as a program designed
to stabilize employment.

In our opinion, the provisions of section 610, which amends section
1602 of the Internal Revenue Code, will have the effect of disturbing
this balanced program, because the emphasis is placed so much upon
the benefit side of the program that it will seriously limit the effective
use of experience rating in stabilizing employment. This section
places upon the States a series of so-called minimum requirements
which are in reality liberalization provisions. Specifically, I refer to
the requirement that the duration of benefits shall be for 16 weeks,
or the equivalent of 33} percent of the individual’s annual wage, the
payment of partial benefits, a 2-weeks waiting period, the payment
of benefits on a full-time weekly wage basis, or an approximation of it,
end the creation of a minimum benefit amount oF $5,000, It has
been stated by J)revious speakers that these would call for disburse-
ments estimated at from 10 to 40 percent higher than the present
State laws. Since the taxpayers must, in the long run, pay at
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least a8 much in taxes as the disbursements, these State standards
would mean increasing the taxes, over a period of years, by 10 to
40 percent. Certainly, these amendments are no gift to t{\e tax-
ayers of any State. In effect, therefore, this bill says that unless a
tate increases its benefit payments and unless it maintains a fixed
amount in its reserve, it cannot reduce its tax rate.

Present estimates regarding the Ohio unemployment-compensation
fund indicate that this year we will pay out approximately $30,000,000
in benefits, providing business conditions remain at their present
level, We now have a reserve fund of something over $115,000,000,
and in all probability might qualify for the one and one-half times
test which is contained in this bill. The reduction of the State tax
for unemployment compensation would be welcome, but the imposi-
tion of the new minimum requirements is an excessive price to pay
for this appeasement.

For example, the requirement that a State agency must use the
full-time weekly wage theory, or a reasonable approximation of it, as
permitted by the House amendment adopted June 10, will be the
gource of extreme administrative difficulty in all the States. The
situation in Ohio at the present time substantiates this, inasmuch as
we have been attempting in our State to administer the requirement
that the benefit rate be based upon a full-time theory. It has been
unofficially estimated by persons connected with our State bureau
that at least 80 percent of the determinations now being made are
based upon an actual earnings calculation. The reason for this is
that the full-time concept is theoretical. It is not exact. The em-
ployer’s idea of full-time wage may not coincide with that of the
Individual worler, The result can only mean numerous contested
cases, and, in the final analysis, the determination is thrown into the
fiap'qf the State administration or the Social Security Board for a

ecision,

The numerous States which have amended their laws during the
recent sessions of their State legislatures have all been exhibiting a
trend toward the adoption of some method which is truly mensurable;
that is, an actual earnings basis,

An slternative provision of section 1602 will require a State to
collect the equivalent of 2.7 percent of the total taxable pay roll in
eny year. This may be done with a level tax rate or with experience
rates based upon individual employer experience. In plain applica-
tion, however, we believe that this will destroy the effective experience
rating formulas and schedules which are about to begin operating. In
our State the tax rate may vary from 1 to 4 percent, depending upon
the taxpayer’s experience. Weo maintain that there is nothing sacred
about the 2.7 percent amount merely because it is 90 percent of the
Federal tax. 1f, under the present provisions of the Ohio law and the
present Federal act, all employers should secure a reduction in their
tax rates and the gross return to the Ohio fund would not equal 2.7
porcent, we would not be particularly concerned. We believe that
this would mean one thing: That employers were succeeding in stabil
lzing their employment, that workers had jobs and were not drawing
benefits, This is based on the fact that an employer can secure a
reduced tax rate only if his employees have little compensable
unemployment.
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In other words, we do not believe that the 2.7 percent average is
necessary, nor that it will insure the solvency of any State fund.
Furthermore, it places upon every State an arbitrary requiroment
which, in effect, says that a specified average must be collected without
regard to the focal conditions of employment. If in any year sur-
gluses arise under this fund, the tendency will be to unduly liberalize

enefit payments beyond a schedule that can be maintained in a
recession period.

In summary, may I state that we believe that Federal restrictions
should not be placed upon the operation of State unemployment
compensation laws which will induce excessive liberalization of
benefits or unnecessarily restrict the operation of experience rating
and its resultant stimulus to unemployment stabilization. These
amendments to section 1602 have been presented as reducing the tax
load upon cmployers. Actually, the reverse is true. The present
law permits the States to reduce taxes when the State funds or the
employer's reserve accounts are adequate, and nearly all of the States
have such provisions. No further congressional action is necessary
to secure these lower taxes. The States, after all, are the agencies
which are responsible for the payment of unemployment-compensa-
tion benefits, We have accepted this responsibility. Each State is
building up its own experience and can be relied upon to meet the
obligations which it has assumed under its unemployment-compensa-
tion law. We ask that the proposed Federal restrictions upon ex-

erience rating and the so-called ‘‘State standards” be eliminated
rom this bill. ~ We believe that the present experience schedule in our
State, with the preseut additional credit offsets permissible against
the Federal tax, will do more to maintain & proper balance between the
Fa.yment of benefits and the stabilization of employment, and, in the
ast analysis, give jobs to workers instead of benefits,

Senq?tor iNg. Did you testify before the Ways and Means Com-
mittee

Mr. Daveapnry. No, sir; I did not. .

Senator King. Or did your organization?

Mr. Davauerry, No, sir; it did not. .

Senator Kina, This is the first time the views of your orgenization
have been presented during the hearing?

Mr, Daveuerry, That is correct.

Senator Jounson. I would like to ask tho witness a question,

The CHAIRMAN. Go ahead.

Senator JounsoN. As I understand it, you are objecting to the
provisions in title TII? L. . ) .

Mr. Davererty. No; to the provisions in section 1602, sir, which
relate to the State requirements on unemployment compensation.

Senator Jornson. What title is that?

Mr. Davensrty. That is in title IX and in title III.

Senator Jornson. In title IX and title TII?

Mr. Davenerty. Yes. It is an amendment to the Internal
Revenue Act, under the new arrangement of those taxing provisions.

Senator JoxNnson. Are you satisfied with the present law?

Mr, Davanerty, With regard to the unemployment-compensa-
tion provisions, and crediting the offsets against that tax; yes, sir.

Senator Jornson. You do not want any change?

Mr. Davenerty. That is right.
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The CuarrMAN. Some of the views of this witness were expressed
yesterday by about five or six witnesses, who elaborated at length on
that question, .

Mr. DavaHeRTY, Yes, sir.

The CrairMAN, Thank you very much.

Dr. Brown.,

STATEMENT OF J. DOUGLAS BROWN, PRINCETON, N. J., FORMER
CHAIRMAN, ADVISORY COUNCIL ON SOCIAL SECURITY

The CrAarMAN. Dr. Brown, the committee invited you here. We
thought you miﬁlht want to give us some of your views with reference
to this House bill,

Mr. Brown. Thank you, sir.

The CuairmMaN. We will be very glad to hear you.

Mr. Brown. I want to say, first of all, on the part of my colleagues
and myself, that we »:,lpprociat-ed the honor and privilege of serving on
the Advisory Council, which of course was advisory to the Senate
special committee and to the Social Security Board.

Senator VANpENBERG. I would like to interrupt you Professor
Brown, to say the obligation is all the other way. You and your
group did a superb piece of work in a_patriotic and unselfish way,
without compensation, and we are greatly indebted to you.

Mr. BrowN. Thank you, sir,

First of all, I would like to say that I feel the House Ways and
Means Committes has done a very fine job in revising the old-age-
insurance provisions of the act, and while I will raise certain points,
1 do want to say, from my personal point of view—and of course I am
speaking entirely personally—that it scems to me these revisions are
en outstanding contribution.

I would like to emphasize agaiy that the Advisory Council felt
strongly, in my estimation, that it was important to conserve the
contributory principle in old-age insurance, and that in order to do so
it was necessary to make cortain revisions in the program, particularly
in the sale and scope of benefits, to make it a workubfe, attractive
program of old-age protection.

It seems to me that we face a very tangible problem of mountin
dependency in old age on account of the shifting balance of age
groups in our population. There are two methods of meeting that
problem. One is the method of relief which is old-age assistance, and
the other is the method of contributory old-age insurance, I think
these are the only two distinctive methods that are workable,

Now there are, of course, many plans offered which are either
hybrid plans, involving both relief and contributory insurance, or the
method of free pensions, where pensions are awarded entirely because
of being a certain age rather than becauso of need or because of past
contributions. I would like to reiterate, and the Advisory Council
report followed definitely that line throughout, that we must use the
method of contributory insurance, and the method of assistance,
rather then any mixed methods, or any method of free pensions.

It seems to me that the method of contributory insurance is vital
in order to maintain the self-reliance of our people, that men will be
permitted, provided they have the time and opportunity to come
within the scope of the act, to contribute toward their own old-age
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protection, with that old-age protection related to their past con-
tributions.

Senator BrowN. I do not quite see where you can call it self-reliance
where it is compulsory.

. Mr. Brown. In this sense, Senator: It is self-reliance as to the rela-
tion between the amount of work performed, wages earned, and the
benefit received; that is, there are variations, according to what a man
is able to earn, through his own efforts, If he earns, say, $100 o
month for a considerable period of his life, he receives a bettor benefit
than & person who does not earn so much,

feel very definitely that that method is in parallel with the
economic system under which we are working, and that it is likewise
parallel to the political system under which we are operating in this
country. Everything must be done to maintain individual in-
centive and self-reliance under & democratic system, because mounting
dependency is both an economic and & political hazard. .

ow of course we will have many people in old age wha will be
uneble to come within the system and develop edequate benefits,
Certainly for them old-age assistance is absolutely necessary and
should be worked out by such means as to be adequate in meeting
needs, but it is a needs-test proposition and not a matter of free
pensions regardless of need, .

In the revision of the old-age-insurance program there ave bound
to be certain adjustments necessary as time goes on to avoid anomalies
and certain exclusions which may be at the border line between the
right to receive benefits, and the omission of that right. But in my
study of social insurance I have never seen or read about an old-age,
unemployment, or any other system of social insurance in which
anomalies did not occur. The process of administration is one of
gradually and intelligently removing enomalies, Naturally, of
course, it is necessary to remove as many anomalies at the beFinmng
as possible, but perfection is infpossible and there is need for this
evolutionary method of eliminating grievances as they occur,

t seems to me we are bound to have objects ognthe part of individ-
uals here and there, Whenever you are dealing with e method
which involves rights, there will be some persons w o are entitled to
those rights and will be hapﬁ)y. .. There will be others slightly removed,
for some reason or other, who will be unhappy, and as long as you base
it on a matter of right there is bound to be objection from some
quarters, ) .

In regard to the financial provisions I would like to say that the
Ways and Means Committee have followed the recommendations of
the Advisory Council, except for, in particuler, three recommenda-
tions, of which in two there might be an uné)ixed relationship but
nothing definite, 1 will read the recommendation of C-I of the
Advisory Council, which is: :

Bince the Nation as a whole, independent of the benefioiaries of the system, will
derive a benefit from the old-age seourity f)togram, it is appropriate that there be
Federal financlal particlpation in the old-age Insurance system by means of
revenues derivéd from sourees other ti.an pay-roll taxes.

And C-II is:

'The prinoiple of distributing the eventual ¢ost of the old-age-insurance system
by means of approximately equal contributions by employers, employees, and
t the law when tax
provisions are amended,
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Of course, the matter of establishing the principle of Government
contributions in a revised law may be somewhat difficult of drafts-
manship, but as a matter of principle the Advisory Council unani-
mously upheld the principle that there should be Federal contributions
eventually in this system. I feel personsally that that is bound to
come.

The CuairMAN, You did not pass upon the proposition of the prop-
portion that the Federal Government should contribute, did you?

Mr. BRown. Not in any fixed terms, Senator, That is, the recom-
mendation was one of (Frinoiple, and I will read later on recommenda~
tion X, which referred the matter to future study, as to when such
Government contributions would come in, and my purpose is to
emphasize the point that with theviberslisation of the program we
changé the relationship ofewtt tefits. As I see it,

there will eventually negt*to be Federal contributiont,
Senator BRown. L#8ad your report. I understood pu recom-
mended that the @overnment, the ef yor, and empl& oo share

approximately eqglly, one-thirggach. o
r. BrowN. Phat is right,«*I ®ill re&d this gkain, sir.

The prinaiple of distributing’the evedtual cost gfthe old-agminsurance System

léy means of appfoximately oontribu employeryf efployees, anyj the

overnment is Mound and s i orth # the law wheifitax

revisions are anfended. , k

. Senator Bfown. I did not unfiffetand you to &nswerenator H

rison’s quest 4 eg%ér Qu g[l] nite recofn-
b Fedérals o%? ment should contgb-

K

on that a8 ta

mendation ajf to the ap Z:ﬁlbe o )
Iy {s the same as thistis

one-third bykthe Fede ull (}g_ Vemmentz%ﬁ o;xrgé hitd-by_ the emploj
' i 4 % .

S5

ute, and I s %osed ydur recdymendatié

and one-thirdiby the e g
Mr. Browng I made stake. ‘
Senator Lop %.Do ou have a

money should b&yaised? 7 .
Mr, Brown. did not feﬁﬁttmm.gﬁwi hin outprovince t#g

specific taxes, excepByo say “‘other than Pay-roll taxes” I p#
however, X here, whidh,js: A
The groblem of the timing ofiéhe contributions by the Goyeffiment, taking into

-roll-tax {pgen?s and benefit disburse-
aaigh study as information ls

acoount the changing balance bet¥Wsen, pa
ments, is of such importance as to refjtiiress
avallable,
. In other words, while the Council went on record as to the principle
it did not recommend immediate action as to this tripartite metho of
financing, but I do want to say, in fairness to the Council, that the
language in the report says: “Should be definitely set forth in the law
when tax provisions are amended.” :

Senator VANDENBERG. The general taxpayer, the General Treasury,
do make contribution under the existing system, do they net, when
they pay the interest on the bonds in the reserve fund?

Mr. Brown. Provided it is 3 percent.

Senator VANDENBERG. Yes. ) .

Mr. BrowN. Of courss, in the revisions of the Ways and Means
Committee that goes down to an average rate.

Senator VANDBENBERG, That is what I was going to ask you about.
How do you feel about that? L .

Mr. Brown. I do not feel that that is highly important either way
Senator. I have no objections to using the average principle. I fee
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that that is more a question of the planning of the system. That
3 percent constant rate is,vgerha s easier to administer.

Senator VanpENsERG, What I want to know is whether the flue-
tuating rate does not disturb the actuarial stability of the system.

Mr. Brown, Iwould say, as I just mentioned, it 1s an added problem,
because in making forecasts of income cver against disbursements,
interest income is, of course, in a long-range plan like this, an im-

ortant item. As interest income varies you have a greater (iisparit,y
in your estimates, I would say that probably the interest rates would
approximate 3 percent closely enough that 1t would not be a serious
financial difference,

Senator Brown. Private insurance companies are up against the
same proposition.

Mr. BrRowN. Yes. .

Senator Brown. There would not be any difference in a case of
that kind. )

Senator Lopee. Do you think that if Federal taxes had to be levied
to make up the Government share they would be accepted much more
readily if it could be said they were being imposed for the sake of
old-age security?

Mr.f BrownN, I am sorry, Senator, I did not get the very first
part of it.

Senator Lopce. The point is this: If you could say these additional
taxes were being levied for the purpose of old-age security they would
be more readily accepted? .

Mr, Brown. Yes; I understand your question now,

Senator Lobar. Don’t you believe you can get a much more ready
acﬁpmnce of the tax if you do that?

r. Brown, I fool there are dangers there. I would not like to
see the general fiscal policy of the Government affected by specific
taxes, that is, other than pay-roll taxes, for old age. It seems to me
sound fiscal policy would mean that you determine your tax source
according to an over-all program, and that it might be unwise to
establish a new tax specifically to provide additional means for meet-
in% the old age problem. .

T enatox.} Lopae. You want to take it right out of the general
reasu

Mz, gnowm I would like to see the over-all tax policy decided
and the funds taken from the general resources of the government
for supplementing the pay-roll taxes for old-age insurance.

Senator King, Doctor, don’t you think you are undermining the
theory upon which this law is predicated, namely, that the employer
and employee are meeting this requirement of old-age insurance,
when you insituate, or indicate, or prognosticate that probably the
Federal Government, the Treasury of the Federal Government must
be resorted to to meet part of the expense?

Mr. Brown. Sir, if wo had started many years ago when this
problem was small we could probably have relied upon employer and
employee contributions alone, but we are starting in the middle of the
stream, we have many people already in middle age. It is a question
of equity of large groups over against other large groups; as to whether
we should expect the employers and employees alone to meet not

.merely the case of the employee now middle aged, but also that of

many others who are still older. Since we are starting in the middle
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of the stream it seems fair that the public as a whole help bear the
problem of giving adequate benefits to those already old. Ncw should
we be able to start o contributory insurance seheme which, say, takes
only those that are now 20 or 22 and carries them to age 65, it would
certainly be probable that the employer-employee share would be
enough, but since we have many cases already over 40, already over
50, which through their own employer-employee contributions alone
cannot build up adequate benefits, then it seems to be fair that the
public assist in making those benefits more adequate.

Senator King. Haven’t you met the question, in part at least, of
old-n%e assistance by the contributions which will be made directly
out of the Federal Treasury after they have reached a given age and
are in need—that is, the old persons to whom you refer now—as a justi-
fication for intervention of the Government in the pay-roll plan?

Mr. Brown. I will say, sir, I think it would be the belief of the
Council—I em speaking, however, really for myself alone—that the
method of contributory insurance is so desirable as a social mechanism
that it is better to enhance its adequacy and effectiveness by having
benefits more adequate in the early years than to appropriate the
seme, or lesser funds even, to old-age assistance, which 1s still a relief
method. In other words, to get away from the needs test, to %ive people
benefits as & matter of right, to make those benefits regular and to
relate them to past wages and employment, that it is & sound use of
public money, along with the employer and emgloyee money, to
enhance that system rather than have those benefits very small for
long years to come and encourage the growth of the relief method or
of the free pension method.

Senator Kiva. I think that is very sound philosophy. What I
had in mind was that provisions are made in this bill for old-age
assistance, so that those persons that are along farther down the
stream, to which you referred, will get benefits, if not from the pro-
vlilsiog)i;] which we are now discussing then from other provisions of
the bill.

Mr. Brown. Yes.

Senator Kina, So that they are cared for.

Mr. Brown, I feel that we are in agreement, sir. This method of
having the contributory insurance lift out more and more people from
assistance, but at the same time to have the assistance program, the
relief program as a cushion, particulerly in the early years, that that
is & soun hiloso%ly of ol(i—age protection.

Senator Kiva. Well, -you would not encourage, would you, the
thought intimated by my friend from Massachusetts, if I understood
him correctly, that it might be wise to indicate that we intend to
supplement these contributions made by the employer and employee
'liy direct afproprlaplons immediately, or in the near future, from the

reasury of the United States?

, Senator Lopae. I was not muking that recommendation, I was
Inquiring as to whether the witness favored the special tax, if it was
decided to do that.

Senator Kina, Of course any plan would meet with less resistance
if you are going to have the public obtain the benefits out of the direct
appropriation. The employer and emploiee perbaps would prefer
to have Federal subsidies rather than tex themselves.

.
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Senator VanpENBERG. Dr. Brown, in reading your financial recom-
mendations—-unless you are coming to it later—I want to elso ask
{0131 about your fourth recommendation on financing, reading as

ollows:

The financial program of the system should embody provision for a reasonable
contingenoy fund to insure the ready payment of benefits at all times and to
avold abrupt changes in tax and contribution rates.

I wonder if you would be prepared to say what would be a reasonable
contingency fund? )

Mr. Brown. I believe the arrangement in the House bill is sound.

Senator VANDENBERG. You mean the so-called rule of three?

Mr. BrowN. That is three times over the next 5 years, That is,
you need more than just 3 years, you need a 5-year span upon which
to base your three-times rule. Of course any such rule is amatter
of judgment, in relation to the various demands which may be made
on the system, I would say personally thet that rule is about as
sound & rule as I can develop from my own thinking.

Senator VANDENBERG, You think it is necessary to go that far in
the rule of three? :

Mr. Brown. I think, sir, particularly for some years to come, it is
certainly necessary to play safe on a thing which promises benefits to
such a huge number of people, that involves' billions of dollars, and
that that rule is, you might say, as low o figure as I would like to see
1t go.

enator VANDENBERG, I agree with you that we must play safs,
because we must not fool anybody with this legislation.

Mr, Brown. Yes.

Senator VANDENBERG. On the other hand, there is another menace
that I ses, namely, that a sudden increase in pay-roli taxes by 100
percent in 1943 may fall with such an impact on the smaller businesses
of the country that you mi%hb invite a revolt against the whole system.
So it is to the advantage of the system and its perpetuity not to make
these pay-roll tax impaots any heavier than they should be,

Mr. Brown. Of course you are always balancing between the safety
of the system and the reaction of the taxpayers.

Senator VANpENBERG. That is right,

Mr. Brown. I have felt from the belslginning, and do uphold the ma-
jority recommendations of the Council, that it would be safer to step
}rom 1 percent to 1% in January, and then from 1% to 2, making a
decision as to the future progress of tax rates as of 1942,

Now, my reasons for that are several. One is just the reason that
you indicate there. It is o matter of public education gs to & con-
tributory social insurance system. By stepping up gradually, mov-
ing from 1 Porcont. to 1% percent, to 2 percent, it is not as robable that

eople will suddenly wake up_and say, “Well2 now, 1 am f‘lm}pmg
rom 1 percent to 2 percent.” It is a graduel adjustment. I think a
good many industralists have already looked forward to certain tax
changes in regard to old-age insurance. It comes to a question of
economics as to how much stimulus on business % percent of the pay
rolt will bring about. I would say it is probably much more a symbolic
effect than an economic effect, if they feel % percent difference as
an indication that they will not be pressed for any more than is

" absolutely necess:u?'. But, on the other hand, I do not feel that
rolls,

3 percent on pay is of itself, a very strong stimulus to business.
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Senator VANpENBERG. In the investigations which your Advisory
Council made did you inquire at all into the delinquency in the pay-
ments on the existing 1 percent? In other words, to measure the
difficulty that certain sections of American business have had in even
meeting the 1-percent tax? Did you meke any inquiries into that
situation?

Mr. Broww. I know in my own case I have followed that, and I
feel that & good deal of that, Senator, is a psychological resistance,
as would always be the case, perhaps, to a new form of tax.

Senator VANDENBERG. No doubt about that.

Mr, BrowN, To a tax which is not understood. For example, I
could cite the case in my own town of & small building contractor.
He was & man who had come to this country relatively recently, he
did not understand our arrangements, and he was most upset when
he discovered he had to pay unemployment-insurance taxes. There
was an emotional reaction there.

Senator VANDENBERG. On the other hand, there is nothing emo-
tional about the statistical demonstration that literally thousands of
small businesses in this country have had their margin of profit ab-
sorbed by their social-security taxes, and they have been scared to
death over the contem(i)lal;ion of an Increase.

Mr. Brown. I would say, Senator, that this is a case of planning a
way of taking care of old-age security by a device which, in the long
run, I feel very strongly is to the interest of business, It will permit
them to adjust their own private pension plans;it will permit them to
retire persons as they become older; it will avoid the dangers of &
runaway tyse of free pensions; and so on. .

Senator VANDENBERG. I agree with everything you are saying.
The only point I am making is I think it is imfpormnt, at the point
where we are setting aside current revenue for reserve purposes,
while keeping the reserve safely adequate, not to make it any more
burdensome than absolutely safely necessary, so as to avoid this very
impact that we are talking about.

r. BrowN, As to that word “burdensome,” I would certainly not
want to see these taxes any more burdensome than necessary, but
there is one point I would like to emphasize, and that is I think there
is an advantage of itself in a regular program of tax increases. Now
the Advisory Council thought it would be better to go to 1},
and then a8 of 1942 establie’i & future program of taxes. It seems to
me that, by and large, it is better to let businessmen particularly,
and labor as well, but businessmen do more elaborate planning, to
know what their taxes will be over a period rather than to make it
uncertain and to vary it from time to time, either pulling them down
or raising them up. .

Senator VaAnDENBERG. Well, there were some strong voices in the
Council that thought it was all right to freeze the taxes.

Mr. Brown. Yes. . .

Senator ConvaLLy. May I ask you this question? Is it not true
that the newness of the tax was largely responsible for the relative
amount of nonpayments, and as we go on businessmen will become
more accustomed to them and there will be a larger percentage of
taxes actually paid than right at the beginning? Is it not also true
that being new the businessmen had not planned and had not ﬁfured
for the absorption of the taxes, bus if we look forward and gradually
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step them up that they will be in position then to plan their business
with a view to the absorption of these taxes and there will be less
of that thing that the Senator from Michigan calls “‘impact” as we
go along over the program? 8

Mr. Brown. I feel, sir, that is definitely a factor. Of course, to be
realistic, none of us like taxes, per se.

Senator ConnaLLy. No taxes should be any more burdensoms than
necessaxg. The Senator used the word “burdensome.” No taxes
should be any more burdensome than the necessitiés of the case
require, the income tax, corporation tax, old-age pension tax, or any
other tax, that is true, isn’t 1t?

Mr. Brown. Yes.

Senator Jounson, Isn’t it also true as the pensions are being paid
the businessmen paying these taxes will receive the benefits? At the

resent time they are paying taxes and no benefits are being paid

rack,

Mr. Brown, I agree heartily with that, sir, that should this bill be
passed, as of January 1, 1940, as employers not only see their former
employees receive the benefits that these taxes permit but likewise
have an added facility of adjusting their personnel as time goes on,
that that in turn will increase the acceptance of this particular measure.

Senator Jounson. Right now we are in the most difficult time of
the whole procedure.

Mr. Brown. Yes.

Senator JonnsoN. Because we are making the payments and no
pnf'ments are coming back. If we get over this particular period it
will be easier from then on.

Mr. Brown. It is asif you paid your installments in advance before
you got the automobile.

Senator Jounson. That is true.

Senator Kina. Proceed, Doctor.

Mzr. Brown. It seems to me that this added cost over the years in
the future does require conservative planning as to other payments
for old-age protection, and for that reason I do object to raising the
assistance grants, for which the Federal Government will pay 50 per-
cent, up to $40. I feel that that does not do much in the way of help-
ing particular individuals at this time. Of course at the present time
there is not a great deal of money involved. It seems to me that it is
more, perhaps, a gesture than moving any long distance in meeting the
problem. I would prefer, therefore, to see the $30 remain as the
maximum to which the Federal Government would contribute 50 per-
cent, Should there be a necessity of changing the plan of assisting
States in meeting the old-n%:a reliof problem I would certainly rather
see that assistance be at the bottom of the scale rather than at the top.
It seems to me that changing from $30 to $40 is adding at the top,

“where the need is less, and if there is to be any method at all of assist-

ing States, other than the present method, that it should be to assist
at the bottom, However, my own personal position is that I would
decidedly prefer t0 seo the present 50-50 arrangement maintained,
because over the last year I have attempted to study evor{ other
method of providing ratios of Federal to State money and I found

~ objections to every method I studied. I can well see the desire to

have arrangements which would be a benefit to persons of lower
income, or in those parts of the country where there is need, but at
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the same time our financial resources are not as great as may be
desired. So far, at least, I have not discovered any method with
which I am entirely satisfied. .

Senator ConnaLLy. May I ask you a question there?

Mr. Brown. Yes, sir.

Benator ConnaLLy. If I get your viewpoint, you think it is much
more important, whatever we do toward changing this, if we do
change it, that 1t shculd be for the very lowest group that we give
the old-age assistance to?

Mr. BrRowN. Yes, sir.

Senator ConnaLLY. In other words, you would rather see a great
many get $15 than o few get $407

Mr. Brown. I would say, as & matter of principle, sir, that it is
my position, that if the old-age assistance arrangements as between
Federal and State are altered from the present 50-50 arrangement,
that I would prefer to see it arranged to assist in the lower part of
the bracket rather than in the higher.

Senator ConvaLLY, What would you say to this sort of proposi-
tion, that up to $15 of joint contributions the Federal Government
could pay two-thirds and the State one-third, and match from there
on up? In other words, the Federal Government pay $10 and the
State ¥ay $5, and from then on match it even. Wouldn'’t that take
care of a larger number of the smaller brackets, the lower brackets?

Mr. Brown. I have studied that method a good deal and I would
sa{ that, by and large, to my mind it would be preferable to certain
other methods, because it is an exact arithmetic ratio, and I think in
this case that arithmetic ratios are preferable to more complicated
statistical determinations, but there are certain disadvantages there
I would like to raise. :

Senator ConnNaLLY. I was trying to direct your attention to these
variable rules, If f’ou adopt a variable ratio based on any sort of
statistics, will not those statistics change from time to time?

Mr. BrowN. Yes.

Senator ConnaLLy. And will it not be very difficult, really, of
administration?

r, Brown. I would say it would be very difficult, and that there
would be perhaps a great deal of suspicion end uncertainty.

Senator ConnavLLy. That the figures were juggled?

Mr, Brown, That the figures were not thoroughly objective.

Senator ConnaLLy. Would it not contribute toward the formation
of groups and blocks, pressure groups in certain States and indus-
tries to change that ratio and make it higher, to benefit those par-
ticular sections from time to time, in Congress?

Mr, BrowN. I would say there would be a great deal of study of
statistics in order to make recommendations of elements in the
statistical determination which would affect the interest of one State
over against another.

Senator ConnaLLy. That is what I am talking about.

Mr. Brown. Yes.

b Stenator ConnarLy. The States with the most votes would get the
est ratio. .

Mr. BrowN. I would like to say this, that if that method could be
operated with utter scientific objectivity it offers u very attractive
program, but that my reaction is, as I have seid, that 1t would be
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much safer that there be no change. I would like to see the present
lan continued until there has been an improved lplam developed,

if that is possible, but if there is to be a change I would rather see it a

change based on arithmetic ratios than on statistical determinations,

Senator Lopae. Following Senator Connally’s thought one step
further, don’t you think if we were to adopt a statistical variable that
we ought to set forth in the statute exactly what elements go into
arriving at that variable?

Mr. BrRown, Well, sir, as somewhat of a student of statistics, I do
not see how a bill could determine precisely such statistical variables,
In other words, you do get into degree classifications, you get into
judgments at the firing line. For example, take income. Income is
an extremely difficult thing to determine. For example, what is a
farmer’s income? How do you decide how much his produce is
worth? 1Is it at the retail orice or at the Frice at the farm? No
matter what method you use there would still be variables, no matter
how carefully you tied it down in the law,

Senator Lopce. My point. is somebody has got to decide those
moot points,

Mr. Brown. Yes. .

Senator Lopag. In arriving at that formuia,

Mr. Brown. Yes.

Senator Lopge. That somebody ought to be careful.

Mr. Brown. As careful as Congress could possibly be.

Senator Lopae, Then if there were changes In the economic
gituation the next year they could come up here to get Congress to
clmn%e it for them, but we cannot adopt that responsibility by letting
somebody else determine how much you want to give for salaries
and dividends, how much you want to give for the price of crops, how
n}lluch you want to give for the cost of ice in Arizona, and things like
that.

Mr. Brown. That reminds me of the cost-of-living index which
has been developed over the years by the Department of Labor,
where they have had certain rigidities in their determination, and
until relatively recently they had women’s button shoes as an item to
be priced in the cost of living. 1t may be unfair to the Depart-
ment of Labor to mention that, but there are those dangers in all
statutory determinations of elements that are to go into a statistical
computation.

Senator VANDENBERG. You want to stick to mathematics and avoid
metaphysics, .

Mr, BrowN. I would rather stick to arithmetic than to statistics.

Senator King. Doctor, don’t you think we are losing sight of the
fact that we have dual form of government, that there are obligationn
resting on the States? One State might be willing and desirous of
meking a larger contribution for old-age benefits then some other State.
Why should we insist, by the rule which is suggested by my friend, on
imposing upon the Federal Government a larger percentage than that
which is provided in the present law? Why not leave it to the States
to determine what they would like to contribute, but with the under-
standing that the Federal Government, which is in a subordinate
position with respect to the primary and paramount duty of the State
that the Federal Government make a smaller contribution, $15, an

-the State, if it wants to make a larger contribution, do so?

QF S0
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Mr. Brown. Well, sir, I would agree with you that old-age assist-
?nc:ﬂ being & matter of relief, should be determined as to amount
ocally.

Sen);tor Kina, Exactly.

Mr. Brown. Because relief should be administered locally as far as
ossible. Now the problem does arise as to what proportion of a
tate’s income it cares to put into old-age assistance over against the

public-school system, over against dependent children, and many
other things. I do think there is & danger if the Federal Government.
offers very attractive ratios to a State for its old-age assistance group
that it will tempt the State to expand old-age assistance at the ex-
pense of other necessary social services.

Senator ConnaLLy. Let me ask you a question. Senator King
asked you a question as to whether or not it was not the business of
the State to say how much it should put up for old-age assistance.

Mr. BrownN, Yes.

Senator ConnaLLy. Of course it is the State's business as to how
much it would put up. 1t is the Federal Government’s business as to
how much the Federal Government would put up, isn’t it?

Mr. Brown. I would certainly have to agree. ,

Senator ConnaLLy. All right. Here are two men, one living in
Vermont and one living in New Mexico, they are both on old-age
assistance: Why should the Government give the man in Vermont
$15, we will say, and the man in New Mexico $5? That is why I
suﬁgest to your thought, in these lower brackets that you want to
take care of, and ought to want to take care of, why wouldn’t it be
fair for the Federal Government to give a certain fixed percentage,
say two-thirds, up to $15, and the State would give $5, and if they
wanted more they would match from there on? Put the Federal
Government in the attitude of treating every one of its citizens alike,
wherever he may reside,

Mr. Brown, Waell, sir, I would like to raise my particular objection.

Senator ConNaLLy, That is what I want,

Mr. Brown. Istudied that particular method very sympathetically,
not merely to find trouble with it but to find how it would operate.
There are certain Ih blems. Oneis this: There are a good many assist-
ance grants which supplement other income. Say a man has $10:
to $15 of other income, 1t is necessary to give him $5 or $10 additional
to give him adequate income, say for himscif, or whatever the proper
sum is for his wife. This ratio of two-thirds on the first $15 would
tend to help all those cases where it was merely $5 additional or $10:
additional, as well as the man who had no other income which you
wanted to lift up to $18. That means that a great deal of added money
would be going to wealthier States as well as to States that should
receive assistance, let us say, on the first brackets of old-age assistance.
So it would cost a very considerable amount of money, and the ques-
tion is whether your money would be going where you wanted it to go.

If you use the average basis, that is 2 to 1 on the fixst $15 of average,
then there is the danger that State assistance autherities might en-
courage the addition of many of these partial cases, they might go into.
cages where they only need $5, where they only need $3, where they
onlY need $7, and u,dcf them into their total number of eases eovered to-
pull down their average to got the best ratio as between State money
and Federal moncy, because as they can pull down their axerage to

160883—89~——12
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$15 by adding many of these small cases they can get a ratio of 2 to 1
rather than the ratio of 1 to 1, which would be in the next segment.
So it means, sir, as you study the method there are problems which I
think even a person who believed in the principle would have to con-
sider seriously.

Senator ConnaLLy, On the other hand, we had statistics here
yesterday showing that, I think it was New York, or Massachusetts,
one of the big States, the average was $24, I believe it was.

Mr. BrowN. Yes.

Senator VaNpeNBERG. New York.

Senator ConnaLry. In other words, the Federal (Government is

aying to a man in New York in the old-age group $12, and the man
n Arlgansgg who is gotting 86, or something, the Foderal Government
is paying $3.
ow you spoke about more money under this 310 and $5 plan going
to the rich States. What is happening now under the present system?
Here is the grent State of New York that is able to pay a higher rate,
the Federal Go rernment is giving the old-age assistance man in New
York four times: what it is giving the same fellow if he happens to
move to Arkensas. I do not apprehend any of them will move to
Arkansas under that comparison of $12 to $3. Do you think it is fair?
We are extending largess, call it largess, gifts to our citizens, and here
is one American citizen living in New York, he is getting $12 of Federal
money for the same necessitios that you give to another American
citizen in Arkansas $3.

Mr, Brown. A good many times, sir, if you take & case and abstract
it entirely you get the comparison of $4 to $12,

Senator ConNaLny. I took these extremes to illustrate it.

SenaTor Jounson. I believe the Senator from Texas is making the
mistake of thinking the Federal Government is making payments to
individuals. Under this plan the Federal Government is making
gayments to States. As Senator King has brought out, we have a

ual system of government here. These payments are not going to
individuals, they are going to States.

Senator Lopge. Doesn’t a dollar go four times further in Arkansas
than it doeg in New York? )

Senator ConnarLy. It has to, under this system. On the other
heand, talking about the dual system, who gets this $12? Who
spemis it? o buys food with it? The State government or the
man that is on the rolls? The State is merely a conduit through
which we pass this money out to the benficiary, isn't it? .

Mr. Brown. Well, sir, I would like to reiterate the point which
the Senator mentioned, which I was going to state in answer to your
question, It seems to me that you can abstract the individual cases
and say $4 in Arkansas looks very small compared to $12 in New York,
but I think we 1aust keep in mind that we are dealing here with the
Federal system of government. There are both advantages and dis-
advantages to the State in having the Federal Government take over
more and more prerogatives in regard to local arrangements, and the
best method so far worked out, it seems to me, is this 50~50 arrange-
ment, which does give independence, freedom to the State to decide
how far it shall go.

1 would like to just say a few words on coverage. I know your
time is limited, sir.
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Senator King. No, no, proceed. We are very much interested
in your observations.

r. BrowN. As far as coverage is concerned, the Advisory Council,
of course, recommended the coverage of empioyees of nonprofit in-
stitutions, I feel strongly that that will come. I feel the attractive-
ness of the recommended benefit scales are such that a larger and
larger proportion of the emploKees of such nonprofit institutions will
want to come into coverage. My own observation is that the feeling
has shifted very considcmbl?r and that probably now the group
which objects most strenuously are some Protestant churches, that,
by and large, the groups that are in education, in charities, hospitals,
and so on, are coming around to the feeling that the old-age insur-
ance provisions of the Social Security Act are attractive to them.
As time goes on and their own internal old-age problem tends to grow
and they face the cost of meeting the problem I think there will be
encouragemont toward coming under that system,

Senator Kina. Would you favor compulsory legislation at this time
to compel many of those or%anizations to come in?

Mr. gnoww. I feel probably at this time that it is best to let self-
education proceed, but that that time may be relatively short. It
may perhaps be another year or two after these benefits are payable
when you will find that they will want to come in. One oxcoption
that might be made to make the total elimination of the exemption
attractive would be to exclude ministers of religion. I think that is
the one sticking point, the most important sticking point, that there
is the feeling in all churches probably that ministers of religion are
in & class by themselves. I do not know just how far I go along with
their philosophy, but it seems to be a {;mctical matter that that objec-
tion is pretty strongly felt. Farm labor and domestic servants it
seems to me must eventually be covered. One of the means of pro-
viding an adequate total program and to avoid anomalies is to avoid
exclusions. Probably the stamp-book method will be necessary to
doit. As to the self-employed, they will be more difficult to cover, but
there again it is in the wood, it seems to me, eventually.

Senator CoNNALLY. Right there, may I ask you a question? I had
an employer here a few days ago, e was on his way to New York
or somewhere, and he made thet very point that you are speaking o
now. Hoe said that while they paid all their employees, and all that,
that they themselves could not get the advantages of this act. That is
true, isn’t it?

Mr. Brown. Yes.

Senator ConnarLy, What is your view on that?

Mr. Brown. During the last 2 years I have gotten a great many
letters on old-age security., Onse employer in a small town in the
Midwest said he had canvassed every small employer in the com-
munity end they unanimously favored coverage under the Social
Security Act. I think that is rather typical of small shop owners,

arage owners, and so forth. They are paying for employees and
3 gy cannot seo why they should not be protected themselves.
enator VANDENBERG. You spoke about the stamp-book administra-
tion in these particular groups,

Mr. Brown. Yes.

Senator Vannensere. Would there be any advantage, economi-
cally, q?f extending the stamp-book method into some o the existing
groups



176 SOCIAL SECURITY ACT AMENDMENTS

Mr, Brown. Small employers?

Senator VANDENBERG. Small employers.

Mr. BRown. Yes. It seems to me as the method is developed
primarily, let us say, for farm labor and domestic servants, that it
mJ(th well be used for employers of less than 10 or less than 5, pro-
vided they wish to come under it.

Moving along, T would like to say that I do oppose, under the unem-
ployment insu:ance part of the bill, the method of “State’” experi-
ence rating under 1602 (b), that is where the States would be per-
mitted to lower the over-all tax rate according to the amount of
money in the reserve one and a half times, and so on. I feel very
strongly that experience has been too short. We have had about
a year and a half of experience, if we can say we have had that, in the
payment of benefits. It seems too soon to provide arrangements for
reducing tax income to the State systems. It seems to me rather that
further study should be made of making these benefits more adequate,
and that in those States which have adequate reserves particular
measures should be taken to make benefits more adequate.

In my own State, New Jersey, we have a high reserve. That is
artly due to employee contributions. We are one of the relatively
ew States that has employee contributions of 1 percent. It seems to

me that it is entirely reasonable that New Jersey should proceed now
to Yroviding 2 more adequate benefit structure rather than to immedi-
ately cut down on tax contributions, when we have not had adequate ;
exﬂ‘erience. . !

l:g CuairMaN, Now, that is the so-called McCormack amend- ¥
men

Mr, Brown. Yes, sir.

The CHalrmaN., What would you say as to the other part of that
section?

Mr. BrowN, The 2.7 requirement?

The CuairmaN, Yes.

Mzr. Brown. I {eel very strongly, sir, that 2.7 on the average is the
least income that will provide adequate benefits, I was with the
Committee on Economic Security when this act was first being con-
sidered, and I feel that since that time, given the experience in other
countries, and with the wide variations of experience in our country,
that 2.7 18 probably the least average figure that would provide for
adetllua.te unemployment benefits,

The CuairmaN. Would you advocate any change in the present
law with reference to these standards that are prescribed in legislation §
of the States with reference to this problem?

Mr. Brown, May I put it this way: I would rather see the act re-
main unchanged than to bring in both new standards and the “State’
merit rating. The one standard that I would favor is this 2.7, which
I feel in a way fills a gap in the gresent legislation, but rather than see
the State merit rating come in I would rather not see the 2.7, if that
were a necessary quid pro quo. . L

Senator CoNNALLY, I other words, you are in favor of putting in
the 2.7 and leaving out all the rest of the formula?

Mr. Brown. I believe that would be the best position, as far as I
can see.

Senator VANDENBERG. Is there any relationship between the re-
serve necessary for unemployment insurance and the reserve necessary

,
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for old-age pensions? In one instance you are talking about the rule,
of three and in the other the rule of one and a half. Is there any
relationship between the two?

Mr. Brown. I would say you must figure far more closely in the
case of old-age insurance than you must in unemployment insurance,
especially if you have 48 State systems of unemployment insurance.
I would say this, Senator, that if there is an arrangement for cutting
down possible tax income in these various State plans there is a very
definite trend thers, in my mind, toward a national system.

Senator VANDENBEKG, Is there anything inherent in title IT which
requires a larger reserve ratio than there is inherent in the unem-
ployment insurance?

Mr. Brown. I am not sure that I got your question clearly, but I
would say this, that the unemployment insurance risk can be esti-
mated only crudely, and particuiarly in the early years of a system
one must play safe. It seems to me that adequats benefits is the vital
thing here, that in the long rvn will mean the advantages of general
employment stabilization, the stabilization of business, reduced relief
costs, and, for that matter the reduction of industrial unrest, which
we will not have if we do not have an adequate unemployment
benefit program.

Senator VANDENBERG. I just want to get this reserve (}uestion,
which particularly interests me, straight in my head. If 1 under-
atand you correctly, there might be a need for an even greater ratio
for the unemployment reserve than there is in the old-age pension
reserve, is that correct?

Mr, BrowN. There might well be neod for a greater ratio of veserve.
It varies, as long as you are dealing with 48 jurisdictions. Y. 1 might
say in your own State, Senator, the variations of employment are
certainly different than they would be in my State, New Jorsey, with
more diversified industry, therefore the reserve ratio as between what
shall be built up in good times to be available in bad times in your
State over against mime would be differont.

Senator VANpeNBERG. I am spesking abstractly. If you need the
rule of three for old-age ponsions you need more than the rule of one
ond & half for unemployment insurance?

Mr. Brown. But there are othor variables, sir, In the case of old-
age insurance, once & man is on benofit he remaing on benefit contin-
uously for maybe an expectancy of 13, 14, or 15 years. Therefore
when your trends depart one from the other, that is, with contribu-
tions declining and henefits increasing, you have a much greater
volume of money involved, even though the variation is less.

Sonator VANDENBERG. Yes.

Mur. Brown. I would like to emphasize this point as to when do we
got the real bonefits of an unomplovment compensation program. It
seems to me wo get them when we are able to pay adequate benefits
and it is only thon that we get this advantage in the stabilization of
business and in the reduction in reliof costs. The thing which con-
cerns me very definitely is the elimination as fur as possible of in-
dustrial unrest. It seems to me that in those States in which we
have had more serious industrial unrest, that if we had had during
the depression o sound program of unemployment insurance, that
unrest definitely would have beon less. Any intensive study of the
situation, and I have been in it quite & bit, begins to indicate to one
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that this insecurity factor has been one of the things that has led to
more violent attitude, such as toward sit-downs, and things of that
sort. If there is the possibility of adequate protection as a matter of
right, as far as possible, the attitude of men is different than where a
man in desperation has to accept relief over longer periods of time.

I believe that covers the material I would like to bring before you, sir,

The CHamMAN. Are there any questions from other members of
the committee?

Senator ConnaLLy. I just want to say I enjoyed his testimony
very much,

Mr, Brown. Thank you.

Senator Kina. By and large, do you think that the system under
the present law has been vindicated by our experience?

r. Brown. The old-age insurance?

Senator Kina. Yes,

Mr. Brown. The total situation?

Senator Kina. Yes.

Mr. Brown. Very definitely, sir. I have followed it as closely as
it can be followed and I feel very definitely that exporience has
vindicated the advantages of the system,

Senator King, Has it been entirely vindicated in Great Britain?

Mr. Brown. I feel so, sir.  Great Britain, of course, like all other
countries, has made certain mistakes of policy, but in my experience
over there, in talking with various administrators, labor employers,
and so forth, I think every one of them feels that it has been a very
important part of their social-service mechanism. I do not think &
single one would give it up.

enator King. Hasn’t 1t broken down, in part at least, by reason
of the constant assaults which were made to increase the benefits and
a resort to the treasury of Great Britain rather than the contributions
made by the em}i}oyers and employees?

Mr, Brown, There has always been that danger in a democracy,
sir, I think there is always, in & democracy, the feeling that there
must be just a little magic in a social-insurance system, that in some
wag it can pay more out than it takes in. L.

enator VANDENBERG. Quite a standard delusion in these days.

Mr. Brown. I think as Individuals we are all subject to it,

Senator Kina, To delusions?

Senator VANDENBERG. Yes.

. Mr. Brown. So of course England has faced the problem of con-
tinuing benefits beyond what might be called actuarial limits. Now
they have recovered from that and have revised their system. I feel
thgy are on a very sound basis now. .

enator King. They had to vesort to the treasury, however, on &
number of occasions?

Mr. Brown. Yes.

Senator Kinva. The same is true of Germany?

Mr. Brown. Those countries have gone through some protty
serious times.

Senator GErRrY. I do not think I am very clear on this McCormack
amondment. In computing the amount of the reserve for unem-
ployment insurance you must take into account the number of weeks
that are set forth in the statute in which the amount is paid?

el
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Mr. Brown. Yes. Of course, there are certain standards as to
weeks, 16 weeks, and there are certnin standards as to waiting periods,
that is 2 woeks, and so on.

Senator GerrY. That is all defined in the amendment?

Mr. BrownN. Yes.. You might say it is a quid pro quo. That is,
if you want to get a reduction over-all in your average rate you must
have thus and thus standards. I feel that the over-all reduction in
rate is 8o dangerous that even though granting it gives a chance on
the part of the Federal Government to impose certain standards, I
would rather not see either.

Senator Gerry. Even taking into account the number of weeks
that it runs?

Mr. BrowN. Yes. I would naturally prefer to see a liberalization
in the weeks of duration of benefit, but it is a question of what comes
in the same package. In my own State I have been technical ad-
viser to the Social Sccurity Commission there and worked on the
bill and naturally may be interested in the revisions of the bill from
the State side. I think at this time I would certainlg prefer to see
us in the State of New Jersey decide to liberalize the duration of
benefits and shorten the waiting period, rather than to see the package

lanned in Washington, where the package planned in Washington
mvolves the principle of ‘‘State’” ment rating, which I would certainly
oppose.
enator GErRRrY. Thank you,

The CuarrMaN. Thank you very much, Doctor Brown. Senator
King wants to know if business will take you back to Princeton
immediately; otherwise he hopes you can remain,

Mr. BrowN. I can remain here today, sir.

The Curairmaw. Al right, Mrs. Caraway.

STATEMENT OF HON. HATTIE W, CARAWAY, UNITED STATES
SENATOR FROM THE STATE OF ARKANSAS

Senator Caraway. I just desire to make a brief statement to the
committee in support of my bill, S. 1800, a bill to increase the Federal
contribution to States for old-age assistance by &mendingi section 3
of the Social Security Act, approved August 14, 1935, and for other

pur'Yoses._ .
(The bill is as follows:)
[9. 1800, 76th Cong., Ist se8s.)

A BILL To incroase the Foderal contribution to States for old-age assistance by amending section 3 of the
8oolal Securlty Act, approved August 14, 1638, and for other purposes

Be 1t enacted by the Senate and House of Re?reeentativcn of the United Slates of
America in Congress assembled, That section 8 of the Socis™ Security Act is amended
to reed as follows:

“PAYMENT TO STATES

“Spc. 8. (a) From the sums a %ropriat.ed therefor, the Secretary of the
Treasury shall pay to each State which has an approved plan for old-afe assistance
for such quarter, beginning with the quarter commencing July 1, 1939, (1) an
amount, which shall be used exclusively as old-age assistance, equal to $15 for
each month during such %uarter with respect to each individual to whom old-age
assistance of more than £15 is {)aid during such month under the Btate plan (In
part at least out of funds not paid to the State under this clause or clause (2)) and
who at the time of such payment is sixty-five years of age or over and is not an
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inmate of a public institution, and (2) 5 per centum of such amount, which shall
be used for paying the costs of administering the State plan or for old-age assist~
ance, or both, and for no other purpose.

“(lo) The method of computing and g&ying such amounts shall be as follows:

“(1) The Board shall, prior to the beginning of each quarter, estimate the
amount to be paid to the State for such quarter under the provisions of clause
{1} of subsection (a), such estimate to be based on (A) a report filed by the State
containing its estimate of the total sum to be expended in such quarter in aceord.
ance with the provisions of such clause, and stating the amount appropriated or
made available by the State and its political subdivisions for such expenditures
in such quarter, and if such amount is less than the total sum of such estimated
expenditures reduced by the Federal contribution under such clause, the source
or sources from which the difference is expected to be derived, (B) records showing
the number of aged individuals {n the State, and (C) such other investigation as the
Board may find necessurg'.

“(2) The Board shall then certify to the Secretary of the Treasury the amount
80 estimated by the Board, reduced or increased, as the case may he, by any sum
by which it finds that its estimate for any prior quarter wag in error, except to
the extent that such sum has been applied to make the amount certifiod for an
prior quarter greater or less than the amount estimated by the Board for sue
prior quarter.

“(3) The Secretary of the Treasury shall thereupon, through the Division of
Disbursement of the Treasury Department and prior to audit or settlement by
the General Accounting Office, pay to the State, at the time or times fixed by the
Board, the amount so certified, increased by 5 per centum.”

Senator CArRAwAY. The neced for this amendment and the relief
which it would grant, it secoms to me, is so readily discernible that a
long statement 18 not necessary. Under the present law the Federal
Government matches the contributions of the States for old-age
assistance up to the sum of $15 per month, Because of the fact that
somse of the poorer States are unable to raise an appreciable amount,
the qualified aged in those States do not receive very much sagsistance,
My bill would require the Federal Government to pay its full sum of
$15 per month and allow the various States to add to this amount
whatover amount it could raise for that purpose.

I take the position that so far as the Federal Government is con-
cerned each of its citizens is entitled to equal treatment at the hands
of his government, regardless of imaginary geographical State lines.
Under the present law it is possible for two persons living on opposite
sides of a State line but within a few feet of each other to receive
unequal treatment at the hands of the Federal Government.

One of the objections to my plan would be the added cost. T do
not believe it is possible to give anything like an accurate estimate as
to this amount. ~ I do believe that it would be impossible to get these
figures because of the aid which my bill will give. A savings would
result from relief, charity, and other forms of public assistance,

The enanctment of this amendment, I think, would go fer to quiet
much of the present unrest over the old-age pension law, do justice
to the worthy algjed, and at the same time give equal treatment to the
citizens of the United States who qualify under the old-age pension
law. Theamendment is simple, n,m(il 1 think it would be very effective.

The CnairmaN. Senator, I notice it has been put into the record
that Arkansas is one of the lowest States in the matter of contributions,

Senator Caraway. Yes. )

The CramrMAN. Mississippi is low, too, I will say, so I am not

- trying to pick on Arkansas.

Senator CAraway. Yes. . )
The CratrmaN, What is your opinion as to whether Arkensas is
doing its utmost to increase this from a State standpoint?

 nwgpm
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Senator Caraway. Well, the question of whether it is doini; its
utmost or not is rather questionable, I think, We might do a little
more if we had people who were inclined to do more, They cut it
down to $6, and finally raised it to $7, or $8, I think, and that is the
total amount that they get, and it is not, very much heip.

The CrairMaN. The average in your State is $6.25.

Senator Caraway. Yes,

The Cuarrman. Federal contribution together with the State con-
tribution.

Senator CARAwAY. Yes. It has been lower than that, I think it
was $4.50 back a while,

The CrairmMaN. Thank you very much, Senator.

Senator CArRaway, Thank you, Senator. )

The CHAIRMAN, Your bill will be considered in connection with this
bill when we go into executive session.

Senator CAraway. Allright; thank you.

Senator JoungoN. Mr. Chairman, I desire to submit the following
amendments to the pending bill.

Amend section 610 of H, R, 6635 as follows:

On page 69, in line 22, strike out the letter “(a)”.

On page 70, strike out all of paragraph (a) (1) in lines 7 to 10,
inclusive,.

On page 70, in line 17, strike out the words “the three consecutive

cars’”’ and insert in lieu thereof the words “a one-year period,” and
in line 18, after the word “date” and preceding the semicolon insert
a comma and the following words “throughout which compensation
has been payable under such law”’,

On page 72, beginning in line 10, strike out all of subsection (b)
down to and including line 24, on page 74,

. On page 80, strilie out all of pagargaph (b) in lines 11 to 16, inclu-
sive. -

Redesignate sections and subsections and references thereto to
conform with the provisions of the foregoing amendments,

My amendments to the pending measure eliminate the contro-
versial requirement of a 2.7 percent average tax rate and eliminate
elso the alternative requirements that the State law must meet
Federnl standards as to the amount in the fund and meet or exceed
the Federal benefit formulas on waiting period ; minimum of 16 weeks
of benefits or one-third of base year pay; benefits based on full-time
weekly wages or fraction of the high quarter, equivalent to full-time
weekly wages; and weekly benefits for partial employment.

My amendments make no change in the present law, except to
permit States with pooled-fund laws to make their experience rating
})lans effective as soon as the State has been paying benefits for 1
ull year, as to employers who have been paying contributions
throughout that year,

Each State is still required to bave had 2 years of contributions
before any benefits can be paid. All States will have satisfied that
requirement by July 1, 1938, All States but two will have had a
year of benefit experience by December 31, 1939.

Tha change advancing the date when experience rating can become
operative 1iuts a pooled-fund law on the same time basis, for beginning
the variable tax rates provided under experience rating, as reserve-
fund laws have been since 1935, i. o., 3 years of contributions and 1
year of benefits.
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The Federal Act now requires pooled-fund States to postpone the
operation of their “‘experience rating’’ provisions, until after 3 years of
benefit experience. As a result, employer contribution rates cannot be

‘reduced in most States until 1941 or 1942, even where large reserves

are accumulating, .

The proposed change in gection 1602 (a) (2) will permit any such
State to advance the date on which its ‘‘experience rating’’ provisions
may become effective. Under this change most States, through appro-
priate action by their legislatures, could begin reducing employer

«contribution rates in 1940, based on experience during 1938 or 1939 or

both.

This should make possible substantial tax savings for employers
in those States which take advantage of this change.

The CaairMaN. Mr. Teets.

STATEMENT OF BERNARD E. TEETS, EXECUTIVE DIRECTOR, DE-
PARTMENT OF UNEMPLOYMENT COMPENSATION AND EM-
PLOYMENT SERVICE, STATE OF COLORADO

Senator Jorunson, Mr. Chairman, this witness, Mr, Teets, is going
to testify relative to an amendment I am submitting to the committee,
a very brief amendment.

The CHairMaN. You will explain the amendment?

Mr. Teers, Yes, sir.

Senator JounsoN. You have the amendment before you, Mr, Teets?

Mr. Teers. Yes.

The Cuarrman. All right, Mr, Teets.

Mr, Terrs. Speaking in support of Senator Johnson’s amendment:

Subsection (ag) (1) of section 1602 should be deleted because it
does not appear desirable to require that all States should be competled
to collect an average of 2.7 from employers if, as a matter of fact, it is
demonstrated that the States can pay unemployment compensation
benefits without collecting this amount.

Speaking for our own State, we do not have enough benefit experi-
ence to determine whether or not this amount would be required,
and we will pay benefits based upon the standards herein proposed.

With regard to the second portion of the amendments, it is my
olpimon that most, if not all, of the standards are desirable, but can
the several States afford to pay benefits upon the basis of these
standards and at the same time insure the solvency of their funds?
The experience of some States for the past lgf«am‘ clearly indicates
that the{ would not be able to pay benefits based upon such standards,
while other States could adopt if they so desired, even higher stand-
ards, I do not believe that standards of this kind, that are so far
reaching, should be matters of guesswork, but rather we should base
them upon statistics, and, for that reason we do not feel that this
part of the bill should remain,

The CuamrMAN. Do you endorse the views expressed yesterday
by the State directors of other States?

Mr. Teets. Yes; we are all in accord on that point.

Senator ConnNaLvy. Just one question. Do you agree with the
testimony of the gentleman who was on the stand 1ust awhile ago,
that if anything at all is to be retained of the so-called McCormack
amendment that we strike all the standards and retain the 2.7?
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Mr, Tzers. Ishould say at this time they should even strike the 2.7.
It depends upon from whose viewpoint you are considering the 2.7.
Probably experience will show that some States will be able to maintain
the standards herein proposed and still not collect the 2.7. Now
that is my guess. Another guess might be that no State can, but
we do not have the figures, nor does anyone else, to determine it.

Senator ConnaLry. So you would strike it all out?

Mr, Teers. Yes.

Senator ConnaLLY. And leave the present law?

Mr. Teers. Yes, sir.

Senator Connarry. All right,

The CuairMan. Thank you.

The next witness is Mr, Abraham Epstein of New York City.

STATEMENT OF ABRAHAM EPSTEIN, NEW YORK CITY, EXECU-
TIVE SECRETARY, AMERICAN ASSOCIATION FOR SOCIAL SE-
CURITY

Mr. EpgrEIN. I am very glad, Mr. Chairman, to come before you
today for the first time in over 4 years and to feel myself more or
less In unison with the Social Security Board. I have come to say
to you that the House bill has real and genuine possibilities,

enator Kinag. Which bill?

Mr, EpstEIN, The bill that you have before you, For me, I think
that is quite a change, Some of you may recall, I was the first one
to criticize the Social Security Act before you and the entire country,
and I am glad to say that the bill you have before you, especially the
old-age insurance prograin, is something that you may well be proud
-of, because, if you do adopt it, it will be a program of old-age insurance
such as no country on earth has ever had.

The thing that stands out to me from the hearings this morning, and
in the bill, is that we are very intelligent, or we have acquired intelli-

ence in the old-age insurance program. We have not acquired any
intelligence, on the contrary, we are regressing in our unemployment
insurance and also in our old-age assistance program. That, I think,
to me indicates one thing, that the only reason we are inteﬁigent on
the old-age insurance and not on the others is because you, this com-
mittee in the Senate, Eponsored an advisory council composed of some
of the best people and representative of all groups that spent over a
year’s time studying the question of old-age insurance.

Congregsional committees are harassed with a thousand and one
thin%s. In the same month you have to act not only on this bill but
you have to act on the tex bill, and a thousand other things. You
cannot be expected, and I do not expect it of you, to go in deteil
into all these technical problems and really formulate o constructive
program. So before going any further I would plead with you that
if you cannot do anything else 1g'ou should contmue with what you
have done before—the Senate Finance Committee should sponsor
another advisory council to study the question of unemployment
insurance. Senator Vandenberg, you who introduced the resolution,
I could not urge gou more strongiy to introduce & similar resolution to
create a similar body to study unemployment insurance and old-aﬁe
assistance. Only then will we have an intelligent apprecintion of the
problem and act right as we are doing today in old-age insurance.
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Senator ConNaLLy. May I ask you there, don’t you think we have
done pretty well? We have approved the bill; it 18 working.

My, Ers1miN. I approve the old-age insurance program, Senator.

Senator ConNaLLy, You sterted out by saying we made more
progress and had a better social-security bill then any nation on
earth today. .

Mr, ErsteIN, I refer to the old-age insurance amendments. 1 did
not mean on unemployment insurance. May I correct the record?

Senator Kina. That is what he said, we made more progress on
old-age insurance.

Senator ConnaLLY. If we have done good on that might we not
also do good on this?

Mr, ErsTEiN. You are not now, Senator. That is what I am
saying.

)éengator ConnaLLy. You are here to help us fix it up?

Mr, EpsTEIN. Yes.

Senator Coxvarry. If we adopt your views don’t you think we
would do a good job?

Mr. EpsteIN. If you adopt my views you will do a good job.
What you are doing in old-age insurance is really adogt'mg my views
of 4 years ago. I told the House committee if they had listened to me
4 years ago they would have spared themeelves all this trouble.

I would like to get to the concrete things on o few of these great
changes. First as to old-age assistance, section 3 (a) page 3 of the
bill. "Dr. Brown touched on that point and I want to touch on the
same point with a little more emphasis, The basic change you are
making there is to raise the Federal grant from $15 to $20, permitting
& $40-a-month pension in some States,

Now it is very difficult for me to speak on the subject without
being misunderstood, although I am fairly convinced that after my
22 vears in this work nobodﬂcnrn accuse me of not being interested
in the wolfare of the aged., ore than any other person I have been
concerned with their welfare for over 20 years. ) )

What you are doing in that change, if you adopt it, will be nothing
of fundamental social value. You will be making nothin% but a
gesture, a political gesture, and it will bring us nowhere, for that
change will solve none of the existing problems.

Now what are the existing problems? I heard Senator Connally
making the point about the States, and he is correct; I agree with that
point.

Seréator Connarry, Thank you very much. Put that in the
record.

Mr., EpsteiN. That is in the record. The point is that the problem
today is not the inadequac% of $30 monthly pensions. The fact is
there is only 1 State in the Union that pays over $30. The problem
lies in the fact that most of the States, 47 of them, do not take ad-
vantage even of the $15. Now what is the use of being generous about

iving them $20 when they do not even teke advantage of the $15?

ou cannot tell me that a State that will not take even $10 of the
})resent $15 is going to take $20 just because it is there. In other words
rom the point of view of social accomplishments, you will accomplish
nothing except the political gesture by transferring the pressure from
the Congress to the States, There is only one State that can take
advantage of it today, and that is California, and that is the last
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State that I think needs higher pensions, The pension in California
is not bad today. They are paying $70 to a couple. That is equiva-
lent to at least $100 in Washington. That isn’t o bad old-age as-
sistance, :

Now it seems to me that the problems of the poorer States can be
met somewhat along the line that has been suggested by the Senator
from Texas and the Senator from Arkanses, but in a little different
way. The program we suggest is embodied in the Collins bill (H. R.
1643) and the Bilbo bill (S. 750). We say you can overcome this
whole problem of the poorer States, but not so much by Senator
Byrnes’ proposal on tlie basis of economic measurements of the State,
I am urging a%ainst it, because it seems to me to involve dangerous
precedents. If you are going to set up certam econoinic standards
God knows what Congress will consider economic standards next

ear or 2 years from now. You may consider economic standards to
Ke judged by telephones, or radios, or any kind of a thing, which I
think is dangerous. .

I think the Collins proposal has the possibility of accomplishing
the thing that you want to accomplish without any danger, and this
is what we suggest: We say that the Federal Government should give
on an average $10 or §15 to every State in the Union, not to each
pensioner but on the average of all pensioners, whatever it is, provided
that the State contributes at the same time at least an amount equal
on the average to that they paid, say, in the last 3 months of 1938.
We are assuming that in 1938 or the first 3 months of 1939 the State
has done about what it could. By freezing it at that you will have
gotten out from the States the best they can do. At the same time
they would not be able to reduce their share, the wealthier States
would not be able to reduce. By this method you will raise the level
of all State pensirns and you will not endanger yourself with any
formula of one-third or two-third ratio, because you will have estab-
lished at least & definite relationship to the exact possibilities in the
State and the actual achievement in the State. It seems to me that
is by far superior than any formula that you have before you.

ow the problem lere is really a double one. There is also the
roblem of the wealthier States. The point has already been made,
or instance, that even wealthy New York does not take advantage
of the Federal 315. New York State pays an average of about $24
and still has $3 to EO as far as the Federal Government is concerned.

Now it is, I think, a valuable thing to boost wp the average ants
paid by the richer States. You can do that by changing only one
phrase in the present bill, and I am very sorry to say the House did not
change that thing. At the present time the Federal Government pays
up to $15 for each individual pensioner. That is, if o State gives any-
body over $30 a month the State must pleiy the money by itself, with
the result that a State like New York or Massachusetts does not want
to pay too msmﬁ pensions where the need is for more than $30, If you
would change the present words to say that the Federal $15, up to $15,
should be paid on the average rather than upon each individual
pensioner, it would mean that New York would not hesitate to raise
1ts average from $24 to $30. In other words, New York would
raise the present standaerd by $6, and the States in the country could
raise it by almost $11 today. This will essentially give you a system
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of $30 o month on the average. To my mind, as the result of my
many years’ study, I am convinced that when we reach a pension of
$30 & month qn that average in this country we shall have done as
much for our dependent aged as any country has ever done, and that
is probably the most we can do under the present conditions, When
we get richer we may do better, but it seems to me just this little
change in formula can meet your problem in the wealthier States
without adding any new difficulties and creating new problems.

The CrairMaN. What is the maximum New York pays to the
individual?

Mr. EpsTEIN. New York has no maximum under the law, so there
are a lot of $40 and $45 pensions in New York, but the average is
still $24. My suggestion would just enable New York to raise that
up from $24 to $30. Indeed, even if you make it to $40, that will
still not meet the {)roblem of the wealthier States. In the cases
where New York will have to give $45 it will still have to pay the $5
alone, and therefore will not give them as much as the need will be,
but uqd%xi the average of $30 New York could raise the standards
appreciably.

F he CaairMaN. You mean the $30 including the Federal con-
tribution with the State contribution?

Mr. EpsTEIN, That is right, attaining an average $30.

Senator ConNaLLy, Wouldn’t that involve a larger Federal outlay
to New York?

Mr. EpsrEIN, Yes.

Senator ConnaLry, The average now throughout the country, the
uversage contribution, as I understood yesterday, was $9, and $10
wouldn’t change that very much, .

Mr. EpgreiN. I would change it rather to $15, you see. Under our
suggestion it would be possible for more States to take the full $15.

nator CoNNaLLY. Your plan would very substantially raise the
Federal outlay of money.

Mr. EpsteIN. Not substantially.

Senator ConnaLLY. And the rich States would get more advantage
from that than the smeller States.

Mr. EpsTEIN. To some extent, yes; but all States would gain.
Onge you get the Federal $10, let us say, in_your State, or Arkansas,
ordMississippl, you have got more than the Federal Government gives
today.

Senator ConnaLLY., Don’t compare my State with Mississippi or
North Dakota or Arkansas. .

Mr. EpstEIN. Your State average contribusion also is not as high
88 $9. The average total Federal-State payment is less then $15
altogethier in your State. Under any conditions, that is the problem
you have got to meet, and you have got to meet it in some way by
making it possible for the poorer States to iive an average grant
which is more adequate to meet the actual problems of the aged than
is possible today. )

enator CoNNaLLY, Wait & minute. What I mean is by giving
these larger Federal contributions to the States that ere rich, that
are able to pay more out of their own treasury, which New York is
doing, say above the $30 average, gou are thereby not leaving as
much Federal money for the poorer States,
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Mzr. ErsTEIN. On the contrary, Senator; no. This is what happens
today: New York gets $12 from the Federal Government, which:
leaves the Federal Government only $3. I should like to see New
York take the full $15, you see, and New York will take the full $15.
under these changes. On the other hand, Arkansas, which now takes.
only $3 from the Federal Government would, under my plan, take
$10 or $15 from the Federal Government, at ieast. .

Senator ConnaLLy, Your plan would involve a very large increase-
in the Federal contribution.

Mr, Epgrriv. Not more than about $75,000,000 & year.

Senator ConvaLry. Well, that is $75,000,000. That is a lot more
than $50,000,000, _

Mr. ErsTEIN. You realize you are spending about $400,000,000-
today on that phase alone. )

Senator Kine, The Federal Government, is?

Mr. ErsrrIN. No, all together. Perhaps it would not be $75,000,000-
of the Federal Government, it would be less than one-third. What
we need is to bring up the Iederal average from about $9 to the-
average of $15, which would be just about one-third.

Senator ConNaLLy. Half of what we are spending now..

Mr. Epgrein. You have got to raise it from the present $10 to $15,.
that is about one-third,

Senator Jounson. The $9 is State and Federal contribution com-
bined, isn’t it?

Mr. EpsTEIN, No; that is what the Federal Government pays on:
the average. The real problem, gentlemen, is that you. must meet.
the present problem of the differences in pension grants.in. the differ--
ent States. For what is most essential today is. the fact that while
Cge]ifozgxia pays a monthly pension of $33, Arkansas pays only
about $6.

That is the thing you have to eliminate—no matter which. way you
are going to do it you have to be ready to pay mors money, and that:
seems to me certainly a worthwhile effort, because it is a:plan where-
you can spend less money than on other things, and.it has less danger:
of going further, ) .

or instence, I am convinced that the bill before you, the present
$40, is dangerous for a lot of reasons. While it will relieve thie pressure-
from you and Congress, it will incrense the prossure in States, and it
will raise the pressure especially in those States which have had the-
best organized pressure groups and which have already gone beyond.
their abilities to pay. I don’t want to mention any States here, but I
think everybody knows them.

Senator Kina. Mr., Epstein, you are net in: favor of a policy, are-
ou, of coercing the States by promises of additional. grants from the-
ederal Government? Don’t you think the States ouglit to be per-

mitted to make such contributions as they desire?: .

. Mr. Epsreiv. I would not coerce them, Senator King, for anything
in the world. But Federal grants-in-aid are not coercive measures,
and only by doing so will you make possible the elimination of the-
very evil which everybody points to today, that: you have such
Injustices as between Arkansas, Mississippi, and California, and
Colorado, and so forth, )

Senator Kine. You realize, do you not, that there-are-climatic and.
other physical conditions in the United States that determine the cost.
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of living and thovefore ought to be fuctors in dotermining tho contribu-
tions to be made by the State and contributions to bo made by the
Foderal Govornment?

Mr, Eesruin, Under my suggestion we would be doing that very
thing bocanse Now York would take tho full $15, wherens Arkansas
and Mississippi would continue only the $3 and the Federal Govern-
mont $10. 'ﬂu\y would onty have $13, and that is where the difforence
would be.

Senator Kina. You make the Federal Govornment pay tho diffor-
onco.  That is, you reliove the State and incrorse tho burden on the
Fedoral Government,

Mo, Besrviin, To that extont; yes.  The point i, though, how are
you going to answer the argument made by Senntor Caraway, and
tho argument mado by evorybody else?  What are you going to say
to the States? lere you are trying to provide n system of old-ngo
yrotection and you give $6 a month to u follow in Arkansas, You
wvoe got to answer that argumont.  That is the kind of argument
that gives you the Townsend erackpot notions.  If anything cone
tributes to the Townsond erackpot notions it is this kind of injustice.
You ean roliove yourself groatly from a lot of these panaceas if you
do the thin&r right.

Senator Connarny, You show us how,

Mvr, Evsriin, T am showing you, Senator. That is what I am
doing. 1 have been showing vou that on old-ngo insuranco—it
took you b yours to accept it.  You might as woll accopt my prosent
suggestion now, beeause 5 voars from now you will,

Senator ConnNaLLy, You eannot guarantooe it,

Mr, Bresrein, I will gusrantee it.

Senator Kina, Who will underwrite it?

Me, Evserin, Senator King, I do not think 1 can be uceused of
being loose with Foderal money, or with anybody’s moenay. 1 have
fought in the last 4 yours more than anybody in this country for the
sake of preventing the throwing out of money. As 1 come to discuss
tho old-nge insurance program you will {ind aguin 1 am about tho
only one that still cares about money. So when 1 am talking about
this thing T am not asking you to spond money, 1 am asking you to
do somothing that is fundamentally and basicully right. do not
want 1’,0 bo aceused as standing hers and saying “Throw your money
awav.”

1f you keep the change to raise tho Fodoral grant to $20, you will
not raiso the pension level but you will moerely inform all and sundvy
that all you have to do is to organize anothor crackpot group and

Jongress will raise it to $50, or $680, or $70, or $80. When are you
going to stop on this thing?  Waell, thoy will say “It is Dr, Townsond
that did the job,”” and the Dr. Townsend movement will grow,

Sonator Jonnson. Isn’t tho way to stop it by putting the rosponsi-
bility on tho States to mateh it? 1sn’t that the way to stop it?

r. Besrrin, But if Avkansas and Mississippi say-—oand I think
they have a good case~—~“Wo cannot do more t&mu we have done,”
and tho fact is they haven't done more——

Senator Jounson (interposing), That is up to them,

Mr. Epsruein, 1sn’t Congress responsiblo to the people of the
United States in general?

Senator Jounson. 1t has responsibility to tho Statos.
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Mr, Eesrein, Not to tho people?

Sonator Jounson. It has responsibility to the Statoes; yos.

Mr. Epsruin. And to the puo})lc. too.  Congress is responsibloe to
the people of the United States, if 1 read the Constitution right, rather
than to the States.

Senator Hunriva, Under your plan woulin’t you find more States
like Arkansas and Mississippi?

Me. Erstrin. What do you mean?

Senator Hermina, Would not the tendency bo that way then?

Mr. EesrmtN, No; bacause thoy could not——beeause 1 am providing
that no State could reduce what they have contributod during the
Inst 6 or 3 months.  You see, they could not possibly reduce,

Senator Hernrinag, Thay are going to benofit by neglocting to pass it.

Mur. Epstiin, Well, you can put it that way.  You know thore is
always a way of saying why a man is poor, why o man is this and that,
You ean interpret it in different ways. 1 do not want to put myself as
a defonder of Mississippi and Arkansas; 1 am from New York; but
still 1 am willing to defond States whose economie ability is simply not
there to earry-out o certain progiam,

Senator NewiNa, You would not includo Texas in that elass, would
you? 'That is a big State,

Mr. Epgrrin, 1 would not include Toxas,  The Serator is right,
The point is this: In the old-nge assistance propram Congréss is
sotting up a soeial program to proteet the Amaerican pecple. Now it is
cither going to protect them or it isn’t.  If you don’t protoet them
you are going to have Townsendisim, you are goiug to huve crack-
Pn(‘ism to doomwday, and you are fming to have a worse problem,

ue hundred men in the House voted for the ‘Tow nsend plan, und that
is not a sl thing,  That is a real danger,

ISmmtor Hunning, They promised to do that before they came
down, . S .

Mr. Bprsrin, True, more promised than voted, but nearly 100 re«
mained, and that is bad enough,  You have to seo that menace, you
have to take awny the basic danger that lies there today in this faet
that people sny “You only got $6 n month in the States.”  So long ns
you have that, the poor people of this country are sturving and we
have got to do smnot‘\ing }or them, or they all will flock to Dr. Town-
send’s or other movements,

Senator Kina, Why do they have to pay $73, $80, and $100 in New
York? Many of the citizong m New York huve o little house in which
to live, and thoy can get the same accommodations in Arkansas or
some other States for $56 or $6, or $7.  You have got to take into
recount climatie, physical, and other conditions in various Statos,
Tho States can botter doternine what thoy can do than Congress,
I wouldn’t foreo the States to pay somoething thoy do not want to pay.
We have got a dual form of Government, It scoms to me your
phitosophy is to throw tho States into one great protoplasmic mass
T from Wagshington rather than from their own organizations and
their own State governments,

Mr. Epgrrin. Senator, 1 agroo with you 100 percent, 1f you ean
devolop a formuln, if Congress ean dovelop a formule where you can
actually difforontinte and know the exact proportion that the cost of
living 18 below in certnin southern States as ngeinst Now York, as

100RSH - 3 e 1}
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against’ California, then I would go along with that, but I do not
think the difference is between $6 and $32, like California, Arkansas,
ond Mississippi. I do not think we can justify that. If you are
going to apply your reasoning, the same argument applies to the
present $15. Congress said we will pay $15 2 month. What was
the chief reason, Senator, why Congress went up to $15? Becauss it
thought $30 a month would be about an equitable pension in the
United States. That is exactly my reasoning. That is what I sey.
The problem is that today we do not have such a pension system,
and the duty of Congress remains still undone until it has accomplish-
ed that purpose. e did think it would work theoretically, but it
doesn’t work practically, I agree with you it isn’t a good thinls, but
I think it is o far better formula then the formula suggested before
of changing the ratio of the Federal grant; I think it is far less
dangerous.

ow on the old-age insurance, this program is, frankly, too good
to be true. I never dreamed that we would have a social-insurance
program, an old-age insurance program as good as the one before you.
As T said before, 1t will give us the best system of old-age insurance
that any country in the world has ever had. I, as one who has been
more critical of this program than anybody else, cannot but hail
it as destructive. ‘

At the same time, however, I do not think I would be true to myself
if T did not caution, standing here as one who has advocated this
program all his life, that there are limitations in sociel insurance
28 well as advantages. My stand on social insurance is like that of
a doctor with the medicine bottle, He preseribes three teaspoonfuls
at & time every 3 hours, but when the fellow takes & bucketful at
breakfast, he just does something that isn't right. Now, Ihave the
same feeling about social security.-

The old-age-insurance 'pro%mm now proposed is one of the best in
the world, Whether we will be able to afford it, however, whether
we have calculated all its ?ossibilities, is another, I could not, of
course, remain true to myself and say that this is not the right pro-
gram, but T could not again remain true to myself without saying
that we are biting off & tremendous lot and we have got to be very
cautious as to what we can do and what may happen in that program.

Senator Kina. You foresee some governmental and economic
problems in carrying out the program, as I interpret your remarks.

Mr. EpsTEIN. The problem, &I see it, is primarily an economic
problem, whether we will be able financially to do it without hurting
ourselves. There is such a thing as over-eating, isn’t there, even
though eating is good? There is such a thing, as I said, as teking
nllledicilne too much, although medicine in the proper proportion is
all right. Y .,

I want to especielly point out to you that this program represents
the most revolutionary change in this country’s attitude and con-
gressional attitude. In this program you are literally attempting to
abolish insecurity in old age. You are abolishing insecurity not
only in old age, but you are saying that wives, widows, dependent
chiidren, dependent parents are to be secured to &t least a minimum
of security, That is as much as any government can possibly do.

But I want also to call your attention to the fact that in (ﬁ;ing £0
you will be throwing out millions of dollars on people who are not



SOCIAL SECURITY AC'I' AMENDMENTS 191

social problems, and at the same time you will be stingy with those
who will be social problems, For instance, under this act the next
year we will pay pensions to people that are of the Rockefeller type
just because they are insured and we will pay annuities to their wives,
their widows, and to their children, and so forth.

Now, nobody knows how many there are of these people. I am
assured by the Board that there are not so many, but nobody knows.
When it comes to getting {ree money there usually pop up many
more peoplo than there seemed before. I do went to caution, you,
therefore, that this program is an enormous underteking, it is a
bigger one than that undertaken by any country in the world. Tt
is socially worth while, it is socially desirable, but we must not lose
our heads, we must face the realities of the extent of our possibilities
and see what we can do.

Senator Kine. What particular feature of it, if there was to be
some modification, under o cautionary and precautionary plan, should
be modified?

Mzr. Ergremv. There is only one way of doing it, and that, I fear,
you will not accept because of the emotionalism that springs into this
question and the {)oliticn‘l complexities, The best way to do it is
to eliminate from this program people with high incomes and salaries,
who will be getting pensions at 65, and their wives and their
widows, who do not need it. After all, this is a program
to gt'ovide security, but John D. Rockefeller has not come
to Congress to ask for his old-u%e security, has he? Nor do
people of his type come to you. The problem of security is the
security of the wage-earner, not the rich,

Now it is troe there has been a stilement made here about the
small employers that want it, and they probably need it, and some
day when there is & way of discovering how to do it we ought to do
it, but certainly the man with $100,000 income, or even with $50,000,
or even $10,000 does not need a governmental pension of $30 a month,
does he? You will be throwing out $30 a month to him and takingit
away from a man whose family is starving. That is a crime.

Senator ConnaLLy., You say a man with $10,000 does not deserve
taking out the old-age insurance, excluding Congressmen and Senators,
I suppose.. We might get beat, and then what happens? We might
not have that income always. We might lose the money.

Mpr. Ersrrin. That is the story. A few of you will actually become
poor in old age.

Senator ConNaLLy. I am already poor. .

. Mr, EpsTEIN. At least you have got your $10,000:while you stay
in Congress,

Senator ConnarLLy. But I might not stay in it very long. Y

Mr, Eparein, I think Congressmen ought to be excluded fron¥ that

- classification. I have never considered Congressmen rich. I mean
Beoplc that really have larger incomes. Of course some of them will
ecome social problems. :

But as I said the other day to the House Ways and Means Commit-
tee, why not let future Confresses solve some of the problems? Why
solve nﬁ’tho problems for all Congresses to come?

Senator ConnaLLY, There is nothing ever solved. We are tinker-
ing with it, and the next Congress will tinker with it. Whenever you
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solve anything it never needs attention, but this needs attention as
long as 1E(;Ople live.

Mr. Eparrin. With reference to the old-age insurance system,
Senator, you are taking on something that will be going a long, long
way towards the solution of the problem of old age. I think I would
leave some problems for the future to be solved. If this Congress
and the next Congress will solve all the problems our children will have
nothing to do but just read the Congressional Record.

fSenator GuorGE. They might be reasonably busy in undoing some
of 1t.

Mr. ErsteIN. They may have to. That is the thing I am worried
about, and that is why I am cautioning especially since we are under-
taking the biggest system of old-age insurance without a penny of
contribution frem progressive taxation.

Now one provision that I would like to ask you to cut out in this
section is the one which deals with receipts for employces. That
is something new in the section which provides that employees
should get a receipt from the employers, showing their wages, their
contributions, and so forth.

Now I am against it, for this reason: That it can do no good, and
it will do a lot of social harm. One of the most important things in
social security is not to overload, overburden the employers and the
people. Any tire you can climinate an administrative difficulty,
do it, even though you have to sacrifice certain things. While this
will not affect the large employers, it will harass the small employers
and you will have a hundred thousand employers, or half & million
of them, cursing you and saying, ‘““The damned Government wants
me to do this and wants me to do that and the other thing.” What

"good will it do?

They say the employee wants to know. Waell, the employee that
wants to know his record knows it, I can guarantee you that, but the
employee that doesn’t know is the one that will throw the envelope
away as soon as he gets it. I do not see any use in instituting that
kind of annoyance; it has absolutely no social value and at the snme
time creates antagonism and hatred to this program, which is surely
uncalled for and unnecessary. For the big concerns there will be no
problem, they will do it anyway, but it does bother the small fellows,
and they are the ones that shout the loudest.

Now I just want to say a few words on the unemployment insurance
charges. I think I am pretty much in agreement with what Dr. Brown
has said on this question. I am appealing to you to cut out, or to
throw out the McClormack amendment for pretty much the same
rensons, except again I' mant to make it more emphatic. No one today
can defend our unemployment insurance laws as laws meeting any
gocial problem at all, These are strong words, but I said them before
and T am going to continue to say them. The present benefits under
unemployment insurance are geared in & social vacuum, they have no
relationship to the problem of unemployment. The fact is that
although this system seeks to do something better than relief, and
to substitute for relief, in not even 10 percent of the cases has it
affected the relief rolls, because our beunefits ave based not on the
actual needs of the unemployed, but on the wages that they earned
before. So the fellow who earns most get most, even though he may
not need it, and the fellow who earns the least gets the least, and he
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does need it. If that is a social system I do not know what an unsocial
system could have been.

So at this time when we haven’t gotten the first fundamental
understanding of unemployment insurance, we could do nothing more
foolich than to gear our system in addition to reserves accumulated
thereby adding error upon errors. The reserves that exist in the
States today are not due to the fact that the money that they get is
sufficient for the benefits to be paid, the fact is that the benefits are
worthless, the fact is that the laws do not accomplish anything.

So what should be our first consideration? Shall we make the law
work in some place to meet actual conditions, or shall we gear it to
something new and irrelevant, such as the reserve fund? Take the
District of Columbia. The needs here are not met, because the relief
rolls in the District have not declined. The same is true of any other
State in the Unton. What we want, therefore, is to have the system
act as something better and in place of relief. But if vou are going
to continue relief and then gear this thing to a completely unsocial
and irrelevant thing, you are just simply making it worse than it is
todny. So I would agree with Dr. Brown. T would say if you cannot
do better retrin at least the requirement of 2.7 percent of contribu-
tions, and if you cannot do that keep it at least the way it is todny
and let us have a committee or a council appointed, the same kind
you had before for old-age insurance to study the problem for a year,
or two. We will then understand the problem of unemployment
insurance as we understand today the old-age insurance question.

The McCormuck amendment came in the last day. Nobody ever
Leard of it before. The hLearings did not touch upon the problem.
All of a sudden somebody in Massachusetts discovered an idea, and
they came to Congress and in it goes into this bill. Nobody had time
to discuss it, This is the first time that this issue has been raised by
anybody before any committee of Congress.

All the present errors are due to the fact that we haven’t a basic
understanding of what we are after in unemployment insurance. 1
think if you cannot do anything else, gentlemen, leave the present
act stand as it is and let us have a committee to study the problem
and to enlighten you as to what really should be done.

I do not need to say much more, I think, on that, because Dr.
Brown has covered most of the issues and we generally agree.
would, just in conclusion, like to make & few suggestions. I know
that they will not have mucl effect on your committee, because you
are not going to do very much more than what this bill says, and my
suﬁgestions involve basic changes. .

still believe that the whole present tax-credit system of unemploy-
ment insurance is o silly system. It is an administrative monstrosity.
I think that the tax ought to be collected by the Federal Government
at the same time when the old-age insurance tax is collected. It
should be one tax. The emBlo er should pay the same tax to the
Government, and then the ‘e(ﬁ;ral Government could pay to the
States the money as they are paying today. Nothing seems to me &
greater insanity than for ever){ employer in the country to carefully
divide his tax d’:)lln.r for unemployment insurance so that 90 cents-of it
goes to the State fund and 10 cents to the Federal Treasury and
then for the States to ask the Treasury for the 90 cents and the
Social Security Board for the 10 cents. I do not see angthing more
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monstrous udministmtively than this kind of a proposition. There
is no resson why the Federal Government could not collect the money
and give it to the States on the basis of proper standerds. The
standards, by the way, thet are proposed in this bill are good; I am
for them, except they are meaningless anyway.

1 see there is quite an opposition to the standards. I do not see
why people fight about vacuums. Even if you should accept all the
new standards they will really not mean anything. For there will be
no fundamental improvement in our unemployment insurance system
until the benefits are graded in scale so that the man’ with seven
children can get more than the single man. There is no use fooling
ourselves. For the same man to get both unemployment insurance
and relief is just silly and stupid.

You must meet the problem that you set out to meet., The fact
whether a man gets $5 1 week or $3 a week means very little. If the
man in New York City, or in Massachusetts, is getting $5 a week
and he has got 10 children, that standard doesn’t mean anything. A
period of 18 weeks at four or five dollars a week doesn't mean any-
thing if he has got a family. .

I am raising this matter merely, gentlemen, because I am mmp}{
showing you the problems that still underlie this program. It will
not be corrected until & council like I suggest will be created, because
the same problems, gentlemen, the same issues I raised before you
on old-age insurance 4 years ago, confront us today with reference to
unemployment insurance. Everyone called me every name on earth
in the last 4 years, but today you are accepting the very suggestions
I made in old-age insurance, largely because a committee of represen-
ta%l.ve t(}:ltizems, responsible people, was able to give time to study the
subject. :

After all, social security is entirely new in this country. Until 4
years ago tﬁen;e was not a university in this country that gave a course
on that question; there wasn’t anybody that knew anything about it.
We are just beginning to learn, and we can learn only by very com-
prehensive and t.horomugh studies. ‘ R

Senator Kina, It might be a good idea to continue this committee,
the committee that hes been making this study? =~ = =

r. EesteiN. Perfectly. I think Dr. Brown made a reel and
genuine contribution. ~ I'would not want anyone better as & chairman,
_.,J am-not going to %o into the minor standards, because I hope I
will be able to talk sbout it to the committee that you will create.
After all, these are technical things and ought to be discussed thor-
oyghly. I do want to urge upon you, in conclugion, merely . that,
ofter all, the old-age insurance issue 4 years ago was asﬁobfus‘dat.ed
a8 the issue of unemployment insurance is now. That the citizens’
committee. was created to récommend changes. I am seying to you
that the bill before you today creatés the same obfuseation in unem-
ployment insurance, and creafes dangerous trends in its agsistance
program and only a thoroughly responsible group which éan give the
time to study the subject, can really enlighten éongreiss as to what
should be the right step. ' i ’ '
- There is also t%xs: When you do something everybody jlu‘mps at you
and says this and that, but when a thoroughly responsible cominittee
recommends something, it silénces everyhody. ol

ki
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~ Wehave all noticed one of the most astounding things regarding the
advisory council report. I read at least a thousand editorials on it.
I have to do'it, not for pleasure—and the most astounding thing was
the unanimous acceptance of that report, and yet that report was the
most revolutionary thing. For 4 years I preached the very recom-
mendeations and everybody called me names, and even a sell-out to
the Republicans, [Laughter.| Then the advisory council endorsed
it, and Dr. Brown and the advisory council even endorged a Govern-
ment contribution, which has been one of my mein contentions, yet
the country accepted the council report with almost one voice.

I am saying to you Congress could not do better than get a cor-
rected understanding by having a committee like that. Let them take
the responsibility, and I am syraswespesaihle committee will be able
to really make genuine ¢t itng,.s

Thank you very myg.

The CHAIRMAN, P
this afternoon, 4

{Whereupon, g
until 2 p. m. offt
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I have been traveling th¥

NN A GwtBd - States for several
months past and contacting hundreds of laundry owners at State
conventions, both in the East and the Central States, and in the Woest,
and the ideas that I shall put forth today. are ideas that I have
ga.thered, oand are endorsed by the industry covering the entire United

-States.

I will présenb first n brief pictﬁré of the standing of t;he"la;lxlx‘dv

-industry ‘as compared with other industiies, and particularly as. it

relates to the standpoint .0f workers involved compared to other
industries, and how our profits have declined over the past several
years, and how our industry is affected by the unemployment taxes,
and particularly how the assessment of the unemployment taxes on
the present basis in our opinion ‘is unfair to all high-pay-roll

-industries.

v e e

Senator Kixa., You mean Jarge-pay-roll industriest

"
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Mr. WiLsox. Yes; large-pay-roll industries. I called it “high”
and thought it would be the sume. By “high,” I mean a large or
high percentage of sales paid out in wages. .

And finally to offer a suggestion as to how that could be elimi-
nated partially at least to assist those industries having a large pay
roll in proportion to sales,

My nnme is Fred S. Wilson. T operate the Red Star Laundry of
San Joge, Calif. As president of the American Institute of Launder-
ing with headquarters at Joliet, Ill., I am speaking for the commer-
ctal or power-lwundry industry of the United States,

Senator Kixe, What do you mean by “power laundries”?

Mr. Wirson. Laundries operated by machinery, other than hand
laundries.

The American Institute of Laundering was originally organized
as the Laundryowners’ National Associntion in 1883. Its active
membership is made up of more than 2,100 power laundries located
in every State in the Union and in every city large enongh to support
a Inundry.  Individually, its units for the most part may be regarded
as small, but collectively they represent an indvrstry employing move
than 200,000 workers regularly. The 1938 sales volume of power
laundries is conservatively estimated at $420,000.000. Of the more
than 200,000 workers employed by the power-laundry industry, 75
percent are women. From an annual sales revenue of $420,009,000,
approximately $231,000,000 are distributed as wages and salaries,

t is the considered opinion of the power-laundry industry that
the purposes to be accomplished by the Social Security Ael are sound
and should be provided for by legislation, We furthermore arve in
sympathy in principle with the old-age-benefit sections of the sct.
However, we do contend that the present basis for collecting wnem-
ployment-compensation taxes is inequitable for the power-laundry
and other higg- pay-roll industries.

I will not read the rest of this brief, but I would like to submit it
for the record.

The Cramax. Very well,

: (T])le remainder of the brief submitted by Mr, Wilson is as fol-
ows:

INEQUITY OF UNEMPLOYMENT-COMPENSATION TAXES

This contention of inequity is borne out by statistical information
compiled by the Department of the Census. In the 1985 Census
of Manufacturers, covering 280 manufacturing industries, it will be
found that the total pay roll of these industries nverages 21.5 percent,
The 1085 Census of Power Laundries shows that the total pay roll
for the power-laundry industry averaged 55 percent. With wage in-
creases that have occurred within the industry since that time, as
reported in a survey taken in 898 laundries in all parts of the United
Stntes,"in 1938, 68 cents of each dollar received was expended in
pay roll,

‘The unemployment-compensation tax imposed on industry is a pay-
roll tax. It is measured solely by total wages. The act fails to recog-
nize the well-known and accepted distinction between a service in-
dustry, like laundering, and a manufacturing industry. A service
industry sells labor; wages are definitely its raw materinl. A manu-
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facturing industry buys and sells goods; commodities are raw ma-
terial. Because laundries by the very nature of their work, buy and
sell labor, a much larger percentage of their revenue doliar is con-
sumed by pay roll.

Since pay roll in the laundry industry is such a high percentage of
revenue, and inasmuch as unemployment compensation is based on
pay roll, it is a fact that the tax burden is greater for laundry owners
than for the vast majority of other employers. For example, if the
1939 unemployment-compensation tax rate of 8 percent paid by the
employer is applied to total pay rolls as shown by the 1935 census
reports for manufacturing m\& laundering, it is found that while the
uverage unemployment-compensation taxes paid by 280 manufactur-
ing industries amount to only 64 cents of $100 of revenue received,
the taxes paid by the laundry industry amount to $1.65 for each $100
of sales, more than 214 times the average percentage paid by all
manufacturers., This is the inequity which we believe should be
corrected,

A LOW-PROFIT INDUSTRY

For the 10-year period of 1928-37, the average profil of the power
laundry industry averaged 1.2 percent. The 1938 profit of the laun-
dry industry from statistics just compiled was 0.51 percent, When
the total social-security taxes for employers reach their maximum of
6 percent, they will amount to an increased cost of more than 8 per-
cent of sales, or 1.8 J)ercent more than the industry’s average profi
over & 10-year period. If the effect of such taxes will be to increase
the number of nonprofitable laundries, the result will be to the detri-
ment of the industry as a whole. Laundries forced out of business
will add to the already serious unemployment problems.

PRICES CANNOT BE INCREASTD

Peculiarly, this tax discrimination cannot be passed on to the con-
sumer by means of increased prices. Ixperience has taught the laun-
dry industry that increased prices result in drastically decreased vol-
ume. It should be realized that laundering can Le done in the home,
and when prices reach a level that consumers feel is too high, they do
the laundering themselves, In other words, the major competition of
our industries is not other laundries but rather the home itself.
Laundries cannot recover increasing tax costs by increasing prices.

UNEMPLOYMENT IS A GENERAL PROBLEM

The fact that service industries have a higher ratio of employees is
no justification for the unequal tax levy now being paid. To hold
otherwise is to penalize an employer because e chose to sell service
rather than goods,

As far as the proceeds of the tax are concerned, no attempt has been
made to earmark them for any special group. The funds collected go
into a general fund to furnish compensation to the unemployed of all
industries. There is no theory behind the general law that each
industry should be required to care for its own unemployed. If
there were, then the Federal law would have to recognize many fac-
tors other than total wages or number of employees. In the laundry
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industry, for example, there would have to be a compulsory recogni-
tion of its remarkable record of stabilized employment. Accordin,
to the 1935 census, employment by power laundries for the pea
month of Aungust was only 2.8 percent above the average for the en-
tire year andg employment for the low month of January was only
2.5 percent under the yearly average.

The law, however, recognizes unemployment as a general problem.
For this reason, no one type of industry should be required to bear an
unequal burden. The measurement of taxation should be such as to
require each employer to contribute fairly equally to the general fund,

THE REMEDY

The laundry industry believes that the remedy is fairly obvious.
The statute should reflect the universally recognized distinction, be-
tween & service and a manufacturing industry. There is ample prece-
dent for this distinction. The tax messurement should either be
changed to recognize this distinction, or the tax rate on unemploy-
ment compensation for high pay-roll industries should be reduced to
wipe out such a serious discrimination as now exists, This Intter pro-
posal can be accomplished by amending paragraph (8) of section 901
of the act to read substantially as follows:

‘With respect to employment after December 81, 1838, the unemployment-com-
pensation tax rate shall be 8 per centum, except that where the total wages paid
by any employer are in excess of 30 per centum of his gross sales the rate on
such excess shall be 1 per centum.

Mr. Wirson. I think it is well to know something about an industry
if we are going to talk about it, and speaking of the laundry industry

. from » standpoint of employees, from a list of 280 industries, a list
taken from the United States Bureau of the Census, we stand eighth
in number of employees. That is, taking into consideration 5,981
sepzi{rate plants, the average plant doing a%msiness of about $1,400 a
week,

We have here [referring to charts] the cotton manufacturing in-
dustry, 388,000; steel and rolling mills, 859,000; women’s apparel,
259,000; lumber, 285,000; printing and pui)]ishing, 245,000; knit
{;oods, . 219,000; bakery products, 218,000; and laundries, power

aundries, and that does not include the Orientals and small hand
Iaundries, 208,000, TFor instance, in New York City, I think there
are three or four thousand small hand laundries, and many of them
are the Orientals. So we stand eighth with 208,000

Now, part of our trouble is due to the fact that our profits have
been continually decreasing]. The trend of the laundry profits has
been downward. In 1928 they were 9.5 percent; in' 1930, at the be-
gﬂnnmg of the depression, they decreased to 2.23 percent; and in 1932,
the degressxon caught up with us and we took a loss of 4.81 percent;
in 1934, 1.44 loss; and in 1936, with a little increase in volume, and

higher, perhaps, efficiency in some of the plants, due to the necessity,

1.9 profit. In 1937, o drop again, perhaps due to increased taxation,

and it was 1.38; and in 1988 we only made a' half cent out of each
dollar of income,

. To explain that further, that half cent on each dollar of sales or

income is more than on the invested capital, because the last figures
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that I know of, the invested capital is about 1,16 for every dollar
of business that we do.

This is a graph [indicating] which shows the rapid decline of the
profits, social-security taxes alone for laundries, exceed the average
10-year 1.12 percent profits of our industry.

eginning in 1928 we have that 9.5 cents profit on each dollar and
that immediately dropped to 8.5 in 1929; took a very fast drop to
2.5 in 1930, and down to practically zero or 0.1 cent on each dollar in
1981. Then we took e big drop in 1932 and 1933, It shows a loss,
as I showed on the other page, of 4.8. Then we started to go up with
an increase in the volume and more efficiency, and now we are going
down again until we arrive here at a loss, or rather a profit in 1938 of
only one-half of a cent or 0.51 out of each dollar of business.

his chart [indicating] shows a loss in profits or the decline in
profits compared to the decline in the volume of our business. Start-
mg in 1929, over a 10-year period, we finally land here, and the
serions part here is the fact that our volume is down only 26 percent
in 1988, but our profits have dropped 98 percent. In other words,
with a decreased volume of only 26 percent, we are only able to make
a half of 1 percent, where 10 years ago we made 9.5 cents out of each
dollar of business, '

Now, what do these taxes mean to our industry? If you will ques-
tion the philosophy of old-age-beneflt taxation paid by workers and
employers alike, and certainly we do not, we are perfectly satisfied
that old-age benefits and help ‘to the needy is rbsolutely all right, and
wa have no contention whatever, but it is all based on unemployment
insurance that I am talking about tdduiy. .

Since unemployment taxes are based on pay rolls, high pay-roll
industries are taxed ineruitably. The tax is on the pay roll, so if
you have & high pay rcll, naturally your tax is *vore,

This contention of tax inequity was stressed before the House
Ways and Means Committes on March 7. At that time we_ fur-
nished them with a statement of our contention, and we also had this
statement, extra copies of it, and we will be very glad to submit it to
the members of this committee if they so desire.

Senator Kine. What do you seek to indicate by that red circle?

Mr. Wrison, That is a little dramatics to bring out that paper.

In proof of our contention of inequity, let us examine the record.
First, what is our record of emll;;loyment, and second, what is our
tnx compared with that of the other fellows?

Government census figures of 1985 show first: Our lowest employ-
ment month was 97.5 percent of the average month’s employment of
100 percent. In other words, the employment for the entire yeor,
taken ag 100 percent, at no time did we drop more than 2.5 percent
below the average for the year.

And secondly, our highest employment month wes 102.8 percont
of the average, which means we only had a variation of 5.3 during
the entire year of 1985, demonstrating clearly that we run a business
of very stable employment, and therefore do not need, of course, or
do not congume, at least, so much of the relief money as some other
businesses do that have a big variation in their employment record.

The laundry industry is a high pay-roll industry. Over a 10-
year period 85.1 percent out of every sales dollar was expended for
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pay roll. Out of every dolar that we took in from the sale of our
service we spent 55.1 cents to the worker.

The percentage out of every sales dollar expended for pay roll by
laundries during the past 8 years has been:

1938, 55.3 percent; 1987, 55.8 percent; and 1938, 57.7 percent.

‘And that is why we are worrying at the present time, it is con-
tinually going up.

Now, this is where I want to bring out, Hartially, at least, the
reason for the point I am trying to make. The totel pay roll for
351 manufacturing industries in 1937 was only 21.1 cents on every
snles dollar. While in the laundry, as I said before, and as shown
in this graph, it was 55.8 cents, against the average of 851 manu-
facturers, large manufacturers, and these manufacturing industries
are taken from the Census Bureau figures, 21.1 against 55.8.

Thus, a 8-percent unemployment compensation tax for 361 manu-
facturing industries, averaged only 0.68 percent of the total revenue.

That 18, in the class that had a 21.1 average pay roll.

Power Taundries pay an unemployment compensation tax in com-
parison to the one you just looked at of 1.65 of total revenues, and
this is definitely a case of inequity and is the basis for our contention
today that the tax, insofar as the laundry industry is concerned, is
applied unfairly, or other high pay-roll industries. This is 2.5 times
the tax of 351 manufacturing industries.

Senator Kine. Will you explain, before you conclude, why there is
this discrimination or, rather, how it arises, this disparity ?

}Mr. }Wuson. I think that will be cleared up by the time I get
through,

Social-security taxes paid in 1938 by laundries amounted to two-
thirds of their total taxes. All our taxes represented by the circle
and the red lines here [indicating] represent what we pay for social
security. So it is to us becoming a very serious matter.

Profits of laundries in 1938 amounted to 0.51 percent of the sales;
laundries paid social-security taxes in 1938 amounting to 2.32 percent
of the sales, or 4.5 times the amount of our profits.

T ought to make this clear: Your first thought might be, why not
raise your selling price. Well, to speak plainly, we are between the
devil and the deep sea on that subject. If we raise our price, our
volume drops immediately because we have definitely uncontrolled
competition in the home and in the small hand laundry by Orientals.
If we raise our price to offset these increased taxes, our volume drops
immediately, and we don’t get anywhere. So that on that account
we cannot collect it from the consumer, we have to take it out of what
we are already getting, and it is becoming too burdensome to stand,
and certainly it is becoming burdensome on the entire industry, and
it is a question whether the industry is going to survive very well in
the next few years if it continues in that way.

But we seriously question the ability of high pay-roll industries to
sun]rlive if the existing schedule of taxes is permitted to remain
unchanged,

In g(ﬁ?}dg through the country, I know the condition that exists it
our business, I have visited many plants and falked with many
thousands of laundry owners, and I know that the condition of their
plants is becoming very alarming; in other words, they have been
consuming their depreciation set-up to pay taxes, and other new
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expenses, increased labor and all that, and when our volume goes
down, naturally our overhead goes up in proportion. So these
plants have been at a standstill, and when the time arrives when
rep}{ncements must be made, the money won't be there with which to
make it,

Unlike most industries, power laundries cannot pass such a tax on
to their customers, Our customer is our own competitor. I com-
mented on that o few minutes ago. That is the housewife, the maid
home equipment, the Oriental. The minute we reach a certain level
in the charge for our service, it doesn’t come in.

Now, the American Institute of Laundering, the national trade
association of our industry, recommends amending the unemployment
compensation provisions of the act, and this 18 the recommenda-
tion.

The CuamrMaN. Before you get to that, may I ask you if, in the
Iast 10 years there has been any increase in the services rendered
by laundries on the articles that they have laundered?

Mr, WirsoN. Do you mean different kinds of services?

The Cramman. Did they increase the prices charged?

Mr, WiLson. Noj the prices are less,

The CrammaN, Today?

Mr, WiLgon. Yes,

The CuarrmaN, There has been no increase then?

Mr. Wison, Noj no increage in prices; the price is down 15 to 20
percent. We recommend applying the present 8 percent tax to the
first 80 percent of gross sales to total pay rolls, and reduce the tax
to 1 percent for any pay roll pefcentage in excess of 80 percent of
gross sales, This would apply to every industry.

In other words, if (frou had a pay roll over 80 percent, anything
over 30 percent, to reduce from 8 percent to 1 percent. I would like
to make a few figures on this paper.

Take the present weekly laundry sales in both of these cases of
$1,000. Now, then, our pay roll today is 57 percent of our total
income. So, we will take a pay roll at 57 percent, and we get $570.
Now, then, according to the recommendation we are making, we take
30 percent of the $570, which equals $17.10. Now, that is the ;]m:sont
tax we are paying, unem]p]oyment tax. Now, again, we will take
the same $1,000 and we will take $570—I won’t write this all out,

SJnat;)r Connarry. You mean 8 percent, don’t you, instead of 30
percent

Mr. Wirson. Yes; that is correct.

Now, then, we will take the same $1,000, but a 57 percent pay roll
will again be $570, and 3 percent on the first 30 percent would be
$800: 30 percent of $1,000 is $300, which would be $9. Our sales are
$1,000, and we take 3 percent on the first 80 percent of sales. Then
we take 1 percent on the 57 percent, which would be $2.70, or $11.70
against $1’£10, or a difference of $5,40, or a reduction of 81 percent,

That is the recommendation that we make for high pay-roll
industries. .

Senator Kina, What industries would be included in that category ¢

Mr, Wison. Well, that is one thing I can’t furnish you with—a
very lar%e list. One is the coal industry, and that runs us), I think,
close to 68 percent, or something like that, I think I do have some
here, not the highest, however. o
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Clay products are 39 percent; foundries are 46 percent; furniture
is 83 percent; hardware is 37 percent, machinery, not classified
elsewhere, 84 percent; printing and publishing, 35 percent. Conl
products are 68 percent, I think. I can’t think of any more at the
present time.

Senator Kina. I have had a number of letters, several hundred, I
think, from the lithographers, and what not. Would they come
within this classification ?

Mr. Wison, They come under printing, I think, as 85 percent;
that is, printing and publishing, 35 percent.

Senator Kina. Your suggestion, then, applies not to your industry
alone, but to all of those that you have included in that last
statement?

Mr. Wison. That is right, those who have a pay roll in excess of
30 percent of their total sales would be the benefactors, and that
would be quite a list, but we haven’t got that list here, we haven't
really referred to it. .

Senator King. Wouldn’t that be rather an uncertain and fluctuat-
ing standard to write into » law, and to apply in the ascertainment of
the taxes which will be paid, and the benefits which will be received?

Mr, Wison, I don’t ]mow about the benefits, but I don’t think it
would be cumbersome to assess it on that basis because we f)ay the
3 percent on a certain figure, and we know what our pay roll is. If
it is 57 percent at the present time, it is 8 percent of that 57 percent.
If we pay 8 percent and 1 percent, it is 8 percent on the $30 and 1
percent on the $27. That is how simple it would be.

The CaammaN, Have you anything elge to add, Mr. Wilson?

Mr. Wnson, No; I think that is all I have, If there are any
questions I would be glad to attempt to answer them,

On behalf of the industry I wish to express our appreciation for
being able to appear here today.

Senator Kinva, Did you make a similar statement before the Ways
and Means Committee, Mr, Wilson?

Mr. Wuson, No, sir; our vice president, Mr. Warren, did, though.
His brief is on file.

Senator XKiNa. Did he utilize the charts to which you have invited
our attention?

Mr. Wirson. No; he didn’t have charts, he read briefs very similar
to the one that I have filed here for the record.

The CramuMaN, Thank you very much,

Our next witness is Mr. Walter D. Fuller, representing the Na-
tional Association of Manufacturers.

STATEMENT OF WALTER D. FULLER, CHAIRMAN, ECONOMIC
SECURITY COMMITTEE, NATIONAL ASSOCIATION OF MANUFAC-
TURERS, AND PRESIDENT, CURTIS PUBLISHING CO.

Mr. Furier, I speak as a businessman speaking for a business or-
ganization. I have appeared before the Ways and Means Committee
on this same subject, and I touched on certain matters in connection
with the Social Security Act in that testimony which I shall only
touch on very briefly here, in order to congerve your time.

It seems to our nsgociation and to most businessmen that one of the
major problems that we all face is the problem of unemployment;
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the getting of people back to work., Almost everyone agrees with
that; I don’t think there is any argument about it. Business makes
jobs; that is one of the things that business has to do in society, to
make jobs, and everything ought to be done to make it just as easy
for business to make jobs as possible.

Obviously, the more business, the more jobs, and therefore anything
that can be done to stimulate business makes more jobs, such an
accomplishment is better for all of us, while anything that affects
disadvantageously the creation of work, works to the detriment of
our economy as a whole.

In that connection, of course, the whole question of taxation arises.

I am not goinﬁ to go into that matter today because you gentle-
men are in it, I know, all the time, but I do want to point out the
importance of taxation as a factor in our present business economy.

1 appear before you today in my capacity as chairman of the
economic security committee of the National Association of Manu-
factarers. It is my Yurpose to comment very briefly on certain
items in the pending legislation which were considered during the
public hearings before the House Ways and Means Committee and
to then discuss some important items in the pending bill which were
not discussed during the previous public hearings. .

We believe that the bill enacted by the House of Representatives is
a distinet improvement over the present one in at least two important
respects. In the first place by freezing the old-age annuity tax
at 1ts present level untilp1943 it definitely abandons the theory that
an eventually huge reserve should be built up out of which old-age
benefits would be paid and likewise avoids an increased tax next
year which would amount on the average to an estimated 15 percent
additional tax burden on industrial taxpayers. The second distinet
improvement over the present act which appears in the House bill
is the provision limitingz1 the unemployment compensation tax to the
first $3,000 of individual salary. This tends to bring uniformity by
putting the old-age and unemployment compensation taxes on the
same basis,

Besing our opinion on the statement of the Social Security Board
that the changes proposed in the old-age benefit structure over the
long period will cost no more than the original schedules, we feel
that such changes are a step in the right direction.

I may say, gentlemen, if you are not already aware of the fact,
that I was n member of the Social Security Advisory Board. I
signed the report of that committee, although I disagreed on certain
points, as is outlined in the actual report,

Senator VANbENBERG. You were one of the minority that favored
the freezing immediately of the pay-roll taxes?

Mr, Fouter, That is correct.

I now propose to present to this committee criticisms concorning
some provisions of the pending bill and definite suggestions relating
thereto which we hope will prove helpful to this committes in its
deliberations, Permit me to say, as positively as I can, that .the
sug%estlons we make are designed to be fair to the taxpayer, to the
employee, and the public. Certainly we have no desire to reduce in
any way the existing or subsequent rights of eligible persons to either
old-age annuities or unemployment benefits.
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Before I go on with my comments in connection with the unemploy-
ment portion of this act, I would like to say that the comments which
were made this morning by one of those who testified, with relation to
the maintenance of the present 1-percent rate for several years,
is not included in any statement which I have made herg becaunse it
was covered in my statement before the Ways and Means Committee,
I only mention it because I totally disagree with the gentleman who
made the statement. I think it is most important to business as a
whole that we should maintain the f)resent rate during the present
days of stress. As a matter of fuct, I would have covered this in the
statement which I am making today, if T had not supposed that this
change was accepted by Congress. 1 only mention the matter because
my reasons are outlined in the statement I made to the Ways and
Means Committee.

Senator VanbeEnBErG, Of course, I entirely agree with that atti-
tude I am just wondering when, in 1943, we are suddenly confronted
with a 100-percent increase in these taxes, what happens to your psy-
chology then.

My, Furier, I think we have to face that condition in the light
of what may happen to our business economy in the next year
or two, As a matter of fact, I am hopeful that there will be a con-
dition which may make it possible for us to look at that situation
quite practicably when that time comes along. I don’t know the
answer, I do know that the increase in 1941 might throw us back
into a business decline again,

The statement was made this morning that the amount of money
involved was small. Well, it is about, $300,000,000, and $300,000,000
in this day is a very serious factor in the business picture. You have
just heard a gentleman from the laundry industry tell you some-
thing of the profits of that business. I could tell you a lot more
about other businesses if you gentlemen wanted to hear them,

Senator Vanoeneere, The rate of tax inevitably is related to the
amount of reserve which we conclude is necessary.

Mr. Furuer. That is right, sir, and you have very adequate reserves
at the present time to handle your needs.

Senator Vanpensere, Do you agree with the suggestion that the
rate ;)f reserves should be three times the maximum %oad in any one

ear

Y Mr. Fower. I wouldn’t want to answer that, Senator; I haven’t
studied it. I do know this, we will have by Janunary 1941, probably
somewhere in the neighborhood of a billion and a half dollars re-
serve; in addition the annual income will probubly be somewhere in
the neighborhood of half a billion dollars a year. The cost of

nsions in the earlier years will probably run well under that

50,600,000, Under the circumstances, it seems to me foolish to

talk about an incrcase at a time when we have adequate reserves,
when our annual income is more than we are going to need, and
when we are in a serious depression, and perhaps just beginning
to pull ourselves out of it. : S
. Why take a chance on throwing ourselves back again when we are
in that position? However, this is impromptu, I hadn’t expected to
even talk on the subject.
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Senator Kina. Your contention is that increased taxes, whether
through the social security or through the operation of our revenue
laws, ure deterrents to business revivals?

Mr, Furter. Senator, I can prove that to you backwards, for-
warde, and around the corner, if T had time to do it. There is no
doubt about it. It is the principal reason for the present unemploy-
ment situation, However, that is another subject.

I direct your attention to the fact that in section 1426 the definition
of “employee” in connection with the old-age annnity tax has heen
changed so that ontside salesmen are included even though no cn-
ployee relationship actually exists. This is made very clear in the
report of the Ways and Means Committee which says concerning
this prticular section :

In the case of salesmen, it is thought desirable to extend coverage even where
all of the usunl elements of the employer-employee relationship are wholly
tacking, and where accordingly even under the liberal application of the law,
the court would not ordinarily find the cxistence of the master and servant
relntionship.

We believe there can be no justification for inserting in the Social
Security Act a provision imposing taxes on employers with respect
to individuals in cases where it is specifically recognized that there is
no actual relationship of employer and employee,

I would like to step out of my character as representing the Na-
tional Associntion of Manufacturers for.a moment at this point. and
present myself as vice president of the National Publishers Asso-
ciation, because this is of very serious importance to the publishers of
this country. It is n long story and it would take too much of your
time to %\wtify my going into 1t in full detail, but in the early days
of the Social Security Act, there were many problems that were
presented to the pnblishers of this country in conncction with this
very type of definition. The matter was taken up with the board,
and nltimately an agreement was reached as to who-were employees
and who were not. It took several years to do it. Toduay it is oper-
ating successfully and is satisfactory, The change which is sug-
gested would immediately upset that whole situation once more.

It is not alone in the publishing business that that is true, but
in others; it is particularly true in the publishing business where we
have large groups of commissioned employees who work for very
small commissions, A housewife takes two or three subscriptions
during the year and sends them in, perhaps, around Christmas. She
gets o small return for that, perhaps n goilm' or two a year. The
record keeping, if it were necessnry to record these persons as em-
ploved would be far in excess of the value of the work done.

As far as we can tell, in_a very hurried computation, there are
about 500,000 people in the United States who get some very small
income in that fashion. Probably 400,000 of them run only a few
dollars n year, It is impossible for us to go back to those people
and find out whether they also take subscriptions for another maga-
zine, let’s say, becanse if they do, they are agents and not employees.
On the other hand, if they take subscriptions only for one publisher,
then under this interpretation, they are employees, It is an exceed-
mgly complex situation, one I am sure you don’t want to take time
to go into, but if some arrangement could be mnde by which this
could be adjusted, in conference, as we have adjusted it in the past,

100883 —-30-——14



206 SOCIAL SECURITY ACT AMENDMENTS

I am sure it would result in satisfaction to everyone. We have no
desire to do anything except that which is best for all concerned.
We believe the present arvangement is in that capacity. .

Senator Kiva, I received a number of letters and telegrams this
last week protesting against this modification or this change in the
law, and two or three of the persons I know. They are employed
during the day for 6 or 7 hours, Then at night, or in the evening,
or after their dinner, they accept some sort of a commission to go
out and sell soap or sell this or that, or write insurance; they may
work 1 day a week, or 2 or 3 or 4 days. -

My, FuLLer, Or a few hours once a week, .

Senator KiNa. Yes; it would seem very difficult to classify them,
name them as employees and subject them to the provisions of this
act.

My, Furuer. That is exactly my point, sir, plus the fact that it
isn’t even as much as you speak of. At times they spend only an
hour or 2 a month, If they sell something else, they automatically
become an agent, If they only sell that one thing, they are an
améaloyee. |

enator ConNaLry, Wouldn't the test be more of the character of
the relationship, rather than whom they worked for or how many
they worked for$

Mr, Furrer. Well, the rule, as I understand it, would be: If they
worked for more than one person they would ‘.o an agent.

Senator ConnNarvy., Suppose they are working on a commission
basis, they ought to establish a standard, if they are on a commission
basis or a sularg’. If they are on a commission basis, they are more
or less of an in ?endent operator themselves,

Mr. Funier. Yes, sir. Senator, I am sure there iy no question
about this, but I would be sorry to see a rigid rule in there that
couldn’t be handled flexibly by the attorneys or representatives of
the Government, because I know it could be easily adjusted and yet,
on the other hand, if it is made rigid, we might be in a position that
would be exceedingly awkward.

Now, I will step back as the representative of the manufacturers.
There seems to be considerable sentiment in Congress for further
relief for the employer in the way of additional tax reductions as
ns regards social-security taxes. )gleciﬁcally, an attempt has been
made in the House bill to afford the taxpayer some relief in the
payment of his unemployment-compensation tax. While we nat-
urally would welcome any reduction in the present unemployment-
compensation tax, nevertheless, we do not feel that a reduction
should be made in such & way as to endanger the ultimate suc-
cess of the program. The amendments to section 1602 provide
two alternatives: (1) That the State tax should be an average 2.7
percent or (2) that a State could by action of its legislature make.
a reduction in its unemjwlo ment tax providing it adopted certain
minimum Federal standards regarding benefit’ payments. In re-
gard to. the first of these it is our feeling that we have not yet had
enough experience to know just what average rate of tax ‘will be
necessary to finance a reasonable schedule of benefits, It would be
unfortunate, if not disastrous, to have the law require a 2.7 average,
if adequate benefits could be financed at a cost of 2 percent. 8(:1
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the other hand, if a greater amount than the 2.7 were required it
would again need the action of the legislature to increase the tax.

As to the second alternative, on the face of it, it would seem that
this would provide for a reduction, which both the majority and
minority members of the House Ways and Means Committes have
estimated might amount to $250,000,000 annually in those States
which now have the required reserves, This reduction, however,
might obtain for only 1 year in view of the fact that it is based upon
experience under the present schedule of benefits. This alternative
provides a Federal standard of benefits which must be adopted by
the individual States before such tax reduction can be made. It is
our feeling that if the individual States in order to avail themselves
of this supposed tax reduction adopt the standards set out in the
bill as reported by the House, that after a very short time increased
cost certainly will result which would offset or possibly more than
offset the supposed reduction.

It is reported that the Social Security Board’s own estimate of
the average increased cost of the benefits in the several States under
the Federal requirements would approximately be 20 percent. The
Board’s estimates would mean between $1060,000,000 and $200,000,000
additional annual cost, thus offsetting the alleged and widely ad-
vertised tax savings. Estimates made in some States indicate an
extra cost of 80 percent, rather than the Board’s estimate of 20
percent. The intent of the original act was to leave the question of
enefits entirely to the States, It is our feeling that it should be
left there,

Either of these alternatives would effectually endanger the free
operation of experience mtin% which is definitely provided for in the
present act. At this point I would respectfully call attention to
the statement.of your committee which accompanied the original
bill referred to the floor of the Senate:

Everyone will agree that it is much better to prevent unemployment than
to compensate it.

And gentlemen, again I say what T said before your committee
last spring, that the incentive principle is of vital importance in this
whole affair, and just so far as that can be established and carried
forward the plan will be successful,

In other words, the underlying purpose of such acts is to regularize
or stabilize employment and only secondarily to pay benefits, We feel
that this can best be accomglished by giving experience rating a fair
triul. In the State which first began the payment of benefits it has
been definitely demonstrated that sound experience rating operates
to the advantage of both the employee and the employer,

Agnin may I say what I know you will all agree with, that our
major ?roblem is to get the people back to work. In my State of
Penngylvania we have still got 900,000 people looking for jobs; it is
deplorable. I have spent much of my spare time for the last E,'ear,
in trying to help in that situation. I think I have done something,
but we have ﬁgt to get people back to work, gentlemen, there is just
no question about it.” It is the fundamentally necessary thinfg. If we
can just get people working, so many of our problems will vanish;
they just won’t be there if we have people holding jobs,
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In addition to the objection that such Federal standards would
result in increased cost to the various States we feel that there is an
even more fundamental reason why such standards should not be
included in the act. The Ways and Means Committes reports that
only 22 States and the District of Columbia have had benefit-paying
experience for more than 1 complete year. On this basis alone, it 18
in our estimation too early to say which of the various plans in the
different States is better.

In fact, it may well be that one standard or plan may be best for
one State and an entirely different standard or plan may be best for
ancther State, It is highly questionable whether there is sufficient
uniformity and similarity in the employment, social and economie
conditions in the several States to justify nationally imposed stand-
ards. As a matter of fact, the intent of the original act was that
it wasg felt advisable to have 48 State laboratories in which to test
out these various benefit schedules in the hope that as experience was
gained that eventually several “best” formulas might be discovered
which could be applied in the various States, By setting up Federal
benefit standards this prerogative would be taken away from the
States and a long step be taken toward the nltimate federalization of
the plan. Moreover, it is our feeling that the proponents of longer
and larger benefits—who seek to turn a cushion against the shock of
unemployment into a feather bed—have lost sight of the fundamental

urpose of this legislation to provide regular jobs, So that there will
he some regard for the ultimate cost of an enhanced program, they
should continue to plead their case in their individual States, based
upon conditions and requirements in those States. If Federal stand-
ards are imposed, then the full responsibility for the added enst must
b accepted by Congress. Any standards now adopted would be only
the beginning of an unending urge for larger and more expensive

.standards, It is obvious that under either of these alternatives expe-

rience rating cannot operate freely. Any tax-saving incentive to the
employer to stabilize his employment is lost.

Gentlemen, clearly we want standards in many places, we want
standards of product, standards of method, standards of routine, but
there is one place we certainly wili all agree that we don’t want an
standards, and that is in people’s minds, and people’s thinking, We
want as much indetpendence as we can have, and one of the tremen-
dous advantages of our American system, has been the fact that we
have these 48 laboratories in which to test these things. It would
be unfortunate if we were to take away from the institution which has
given us our freedom of thought in this country, and attempt to
standardize thinking. We don’t’ want standardization in that regard,

There has seemed to be a fear in some quarters that the original
act was not sufficiently strict in its protection of funds against in-
solvency. In order to meet this objection we suggest that the basic
standard provided in section 1602 (b) be retained for experience
rating in a pooled fund, Experience rating of whatever type a
State desires, with its resultant tax credit, should probably be opera-
tive only if the amount in the State pooled fund as of the computa-
tion date equals not less than one and one-half times the highest
amount of compensation paid out of such fund within any one of the
preceding 10 calendar years, whichever is the greater. There is thus
climinated any need for the 2.7-percent average limitation ag pro-
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vided in the amendments contained in the House bill, page 70, lines
7 to 10. . ‘ -

It has been suggested that Federal standards are needed to pro-
tect the employees from State reduction of benefits, During the past
4 years, when there have been no Federal standards, States have
passed many amendments. The net effect in every State that has
come to my att@ition has been to liberalize the benefits. I haven’t
been able to find a single one that hasn’t liberalized the benefits.
There may be some, but I haven’t found them. Experience thus
shows no need for Federal standards to protect.

It is obvious that if your committes accepts the suggestion made
with reference to amendment of section 1602 ﬁb) that this would
necessarily imply the rejection of the proposal for imposition of
Federal standards contained in the Byrnes bill or any of the other
proposals in the Byrnes bill which would affect the unemployment-
compensation provisions of the Social Security Act.

The Cuammman, Thank you. .

Senator King. Generally speaking, Mr. Fuller, you subscribe to
the report of the Advisory Council ¢

Mr. FuLrer, With the exceptions that are taken, which are rela-
tively minor, and which I have already covered.

The Crairman. We think you did a great job on that Council.

Mr. Furrer, Thank you, it has been a great pleasure.

: _Ser;ntor KiNg. Is the committee defunctus officio, or are you still
alive

Mr, Fureer, I think it has been discharged.

The CuammanN. Mr. Raushenbush, director, unemployment com-
pensation department, Industrial Commission of Wisconsin,

STATEMENT OF PAUL A. RAUSHENBUSH, DIRECTOR, UNEMPLOY-
MENT COMPENSATION DEPARTMENT, INDUSTRIAL COMMISCION
OF WISCONSIN, MADISON, WIS.

Mr. Rausuenpusi, Mr, Chairman and members of the committee
I want to add my voice to those who have opposed the enactinent of
the so-called McCormack amendment.

In the first place, I need hardly remind this committee that when

“the Social Security Act was passed, this committee, the President, and
everybody concerned promised that the States would have wide lati-
tude to adopt such benefit systems and such contribution rates and
the like as they might see fit. That is all spelled out in detail in
the report that this Senate Finance Committee made on the original
Social Security Act. On that promise the States have gone ahead
and have tried to use their own best judgment. They have had a
lot of good advice from the Social Security Board, and that advice,
I think, is very mwuch in point. Advice is one thing, gentlemen.
However, coercion is another,

I might say in that connection that the advice originally was to go
slow on enacting laws which would be too liberal and which the
States could not in fact live up to. You have heard objections that
some of the laws in the field of unemployment compensation do not
now pay adequate benefits, they are too modest, they started out on

low a scale,
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Well, I think the primary reason for that—if it is true, and it is
ceasing to be true rather rapidly—the primary reason for that was
that the Committee on Economic Security and the Social Security
Board said : “Now put in an adequate waiting period. Don’t promise
too many weeks of benefits; whatever you do, start this program out.
on a conservative basis that we can be sure to pay out on.”

You will find abundant evidence of that in the publications of the
Social Security Board at the time when States were being urged to
enact laws, So the States started off conservatively. Now mind you,
gentlemen, there has been very little experience in this field aside
from Wisconsin, Aside from that State there is no State that has
been paying unemployment benefits for as much as & year and a half
yet. There are about 18 States that only started this year, 1989
to pay benefits, There are 2 States which have not begun yet, and
at this stnge of the game the bill H. R. 6635 proposes to completely
change the picture and say: “Now we know enough about this, and
we are satisfied that all these State laws are inadequate, or many
of them are, and we are going to impose new Federal standards;
we are going to put the Federal Government in this business, and we
ave going to have Congress sitting on this in the future.” If you
follow this general lJine or general lead, you are ﬁoing to have the
whole problem of who shall be eligible, and for how long, and all
the complicated conditions that the State legislatures are now discus-
sing, and that the advisory committees which function in many of the
States are now discussing, with labor and employers jointly sitting
down together and threshing this thing out for months,

I can speak for my own State on that, and I know many other
States follow the same or similar procedure. We have had an
advisory committes representing employers and labor functioning for
a pex’ioc{ of about 5 months, on our 1989 amendments. We have had
about 15 all-day meetings in which every angle of the possible amend-
ments to our law has been taken up.

Mr. Altmeyer, who comes originally from Wisconsin and can sa
unkind things about it more than he can about other States, too
oceasion on Monday to tell you he didn’t think much of our law.
What he didn’t know was that our State senate was considering our
amendments last Friday and adjourned before taking action. They
came up Tuesday morning at 9 o’clock and went through the senate,
by a unanimous vote, and went over to the assembly, end were con-
curred in by unanimous vote; so that our law, I should say, has been
liberalized between 20 and 28 percent by the passage of those amend-
ments when they become effective.

Senator Kine. Then they were changed in accordance with Mr.
Altmeyer’s ideas$

Myr. RausaensusH, Hardly that.

Senator ByrNes, What you do mean is that the legislature had the
same opinion about the prior law as Mr. Altmeyer had?

Mr. R usurxpusi. Let me say that the employers themselves held
the same opinion in some respects, but not universally, because some
features of the Wisconsin law will stand favorable comparison,

Senator Byrnes. All Mr. Altmeyer said was that your legislature
said that it ought to be chanﬁed?

Mr. RausuennusH. Then he is in a

greement with our Wisconsin
Legislature; let it go at that. S BB TR 00



SOCIAL SECURITY ACT AMENDMENTS 211

But my point is that State after State, so far as it believes that its

experience will justify, is proceeding to liberalize,

ou heard Mr. Waterman, of Vermont, yesterday, who said they
had proceeded to liberalize somewhere in the neighborhood of 40 per-
cent, here recently, as near as they can estimate. That is the picture
as long as you leave this in the hands of the States, They have the
interest in liberalizing benefits, and I think—I don’t need to tell any
member of this committee, surely—that the history of this type of
legislation over a period of years is that each successive State legis-
Inture tends to liberalize a little at least.

That is the trend, rather than moving downward. I don’t believe
that anybody here need worry about the States deliberalizing their
laws; I think they are bound to liberalize them as time goces on.

As it now stands, cach State has a direct responsibility to its people,
both employers and workers, not only to liberalize benefits to the

oint where they think they safely can, but to see that the accumu-
ation of reserves is not unreasonable, that they are not imposing pre-
mium rates or contributions or pay-roll taxes, whatever you choose
to call them, beyond what is genuinely needed.

You have left that responsibility with the States, and you will
find that State after State has provisions not required by the Social
Security Act, in the absence of any Federal standards, under which
they attempt to protect the solvency of their funds,

Not only State agencies but State legislators and State administra-
tions are necessarily and properly councerned with the solvency aspect,
with the liberal aspect, with the attempt to keep reservves from ac-
cumulating unduly so that you do not charge excessive contribution
rates. There is a matter of balancing those various considerations.

I think it would be sound and proper for the Congress of the
United States to say, at least in this field, although it isn’t practical
in the fleld of old-age-retivement insurance, but in the field of unem-
ployment compensation, where the employment occurs locally, where
the pay-roll records are kept locally, where the man lives locally,
where he becomes unemployed locally, where you can deal with the
problem of unemployment compensation, to leave that field for the
direct contact that is possible on a State scale that you will never,
in my opinion, get on a Federal scale. A Federal agency just
wouldn’t hear from the folks back home as directly as we do,” If
anything goes wrong we get it from the employers and from the
workers, and the State legislators get it directly,

It seems to me that you might stop and think two or three times
before you decide that the Congress is ready to consider the stand-
ards and the eligibility conditions and a lot of other things that are
to apply in the field of unemployment compensation. In my opin-
ion, gentlemen, if you start on the McCormack amendment line, and
you try to put in substantive standards as to benefits, that immedi-
ately has an effect, then, on the eligibility conditions; and these
things are complicated, because any little change in one direction is
going to affect something else, and you can really spend s lot of
tt,!me trying to figure out just what the best combination of condi-

ions is,

Furthermore, if you take that line, Senator, you are going to dis-
courage the States who now feel some responsibility sm(iz some degire
to initinte what they regard as desirable changes; you are just going
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to virtually discourage that; you are going to say, in effect, to the
States, to employers, to workersz to State federntions of labor, to
State associations of employers: “This is going to be handled by the
Congress from now on.” : )

True, these standards don't go that far, but that is the trend in-
volved in this bill, as I see it. .

Senator King, Do you think that the States, including your own,
have been sufficiently resistant, as they should be, to the encroach-
ments of the Social Security Board itself, here in Washington, and
to the Congress of the United States?

Mr. Ravsuensusn, Well—-

Senator King (interposing). I think that you haven’t been re-
sistant_enough, )

Mr. Rausunensusa. Well, I am willing to accept eriticism on that
score, Senator, but you have seen several of the State administrators
here at least raise the question: Do you really want to turn this into
a straight national program, and take all the consequences that go
with that?

Do you believe in a regimented, centralized system of government
in every field, whether national action is necessary or not? I would
be the first to concede that there are many fields where the National
Government has got to act. The fact that the Social Security Act
was passed with encouragement to the enactment of State laws was
excellent, but that doesn’t necessarily mean that you have got to
dictate ail the details.

Senator King. You don’t want to Hitlerize our Government and
have the Federal Government take over the States and their functions
and deprive them of their responsibilities?

Mr. RivsHENBUsH. Not where the States can properly and efficiently
function. Now, that is a matter of different fields, I mean in some
fields the Federal Government has got to do it, and in other fields it
can properly and effectively be left to the States. Here, it seems to
me, is a field where it can properly he left to the States,

Iiven if you made the decision that the Federal Government ought
to do more about this field of unemployment compensation, there isn’t
enough experience available, it seems to me, and to my fellow State
administrators almost unanimously as far as we have heard from them
in the brief time we have had, Action at this time would be prema-
ture and not based on adequate experience, and might properly be de-
{erred, even if the eventual decision was to federalize or nationalize
the program.

I would like to make that point in passing, that there has been
such little experience that even the estimates that are made arven't
mtch good a8 to what the effect of these standards will be. In other
words, you wouldn’t know, if you passed this, what the effect would
be. Nobody in this room could tell you, as far as I know, The Chair-
man of the Social Security Board admitted that it was a pretty rough
estimate, and he couldn’t break it down by States; and I will go on
in a moment to indicate that at least a few of the estimates that have
come from the Board, with the best of intentions and figures avail-
able, don’t seem to be terribly accurate in this field, because it is so
new, And it is difficult to make calculations in it,

Let.me come to the principal idea behind the McCormack amend-
ment as I understand it. I think it was a degire to afford some
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measure of tax relief or reduction to employers in this field, on the
ground that maybe the balances and surpluses and reserves were build-
ing up undnlly.

I would like to make clear that the present act as it stands on the
books now, the present Federal Socinl Security Act, and over 30 State
laws are going to take care of that problem tf you leave them alone.
In other wor(ﬁ’s, the proposed amendment is not offering a new type
of tax reduction where there is no tax reduction in sight at present.

On the contrary, the proposition is really this: That instead of the
tax reduction that is already permitted under the Social Security Act
as now on the books, and that is permitted in over 30 State laws as
now on the books, to become effective within the next few years
gradually as the States feel their way along, you are going to wipe
that out in effoet or make it very much more difficult, much more
problematical and uncertain, and you are going to substitute for that
something else that is perhaps still more uncertain—namely, a flat
rate-recuction plan; I mean a State-wide lowering.

Now, let me take time out, gentlemen, to say that the State adminis-
teators, T think, would be almost unanimous—T can’t speak for every
one of theni—but I think they would be almost unanimous in saying to
this cemmittee or to the House Ways and Means Committee, 1f t%ley
had had the chance, which they didn’t, that we are o )pose(i to any
lowering of the 8-percent Federal tax against which State contribu-
tions or premiums for unem{zloyment compensation can be offset. We
don’t want that level lowered,  Why not?

Because we feel that experience 1s much too limited, that perhaps
2.7 will be needed, and perhaps more than that might be needed, in
maybe a dozen or more States. Aside from the 13 gtntes or so whose
experience has been pretty unfortunate in the year 1938, it may be
that there will be additional States, half a dozen or a dozen—we can’t
tell yet—who, as they arve liberalizing their laws wiil find that they
need pretty close to 2,7. In view of the fact that there may be a very
substantial group of States, I think it would be very unfortunate for
Congress to try to drop that Federal tax rate. But Congress has
already made provision that if and when experience demonstrates, and
the State so chooses, it may muke reductions based on the actual expe-
rience of its individual employers in preventing unemployment, and
therefore not, needing to pay so high a premium rate for unemploy-
ment protection.

Now, that is in the present law, that is the Federal law, and over
80 State laws so provide, and the effect of the McCormack amendment
would be to try to wipe out all of that, which, by the way, is one of the
things that sold this whole program to employers the country over,

I am speaking not as an emploi'er representative but as a State
administrator, in good standing with both sides, as I have to be.

The Crairman. What do you mean by “both sides”?

Mr. RausnennusH, Both sides, labor and employers, directly affected
by this legislation. I mean I try to be a public representative.

Senator Kina. And a good one,

Mr. Ravsuexpust, And I happen to be chairman of our joint ad-
visory committee, and my job is to see that they. do, if possible, after
understanding the whole thing, reach an agreement eventually which
we can take to our legislature.  We have had some success. We have
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gussetli our bills, usually by uranimous votes. But that is just inci-
ental,

I sny that this whole program has in part been sold to employers
because of the experience-rating features, In a great many of these
‘States the laws were originalgr passed becruse even representatives of
the Social Security Board said :

Well, here is a law which perits eventual rate varintion between employers
based on their actual cxperience,

Not that they were urging experience rating. I wouldn’t accuse
them of that for a moment. But they did say, when a State was con-
sidering this type of law, that employers would eventually be able to
look forward to rate variations based on their individual experience
and that these laws would offer some inducement and encouragement
to private industry to provide more regular employment for their
workers,

The laws were accepted on that basis, and employers have coop-
-erated with their administration. I don’t need to tell any member
of this committee that those laws would break down if the em-
plo,yers ceased to cooperate with their administration.

This type of law touches very closely the employment of workerd
by industry. A certain minimum amount of reporting is necessary,
and it is something of a burden. Cooperation is essential to the ad-
ministration of this type of legislation, both by employers and by
workers. A large reason why employers in many States have coop-
erated is because of the experience rating provisions, under which
they could look forward, after a period of years and g little experi-
ence, to rate variations and a reduction, if their record justified it.

Now, if you are going to wipe that out, I think you will hear a
howl from all over the country, and I wouldn’t blame the employers
for howling, if you bresk foith in that respect, by wiping out, in
effect, the experience rating provisions in over 30 State laws. You
would not wipe them out at a stroke of the pen, but you wonld dis-
courage them and make them very much more difficult.

You would remove, in large measure, whatever emphasis is now
placed on more regular employment by private industry, on a more
nearly year-round basis, oF people who constitute the bulk of our
‘wage earners and citizens,

ow, by way of comment on the McCormack proposal, as agninst

a differentiated reduction based on the actual record of the individ-
ual employer in terms of stability of employment, the McCormnck
roposal moves in exactly the opposite direction. T personally would
eel that it is just about as bad a type of reduction, as compared to
what we have got now, as anyone could propose. In other words
you merely take the State-wide experience, and then say, well, if
there ig any possibility that this reserve is adequate, make a flat-
rate reduction. And how are we foing to do it? We are going to
do it by a lot of ballyhoo that if all the States acted that could pos-
sibly do it, all but five, I think. is the basic of the caloulation, $200.-
000,000 to $250,000,000 might be saved. How do you get at that
estimate? You say, “Let’s assume that all but five States could reach
the one and one-half times, and that they would hastily call special
gessions under pressure to get tax reductions right away by special
sessions.” If they all acted, all but the five, and dropped their rate
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from 2.7 to a flat 2 percent for everybody, regardless of whether this
employer had a bad experience, and this employer had a good ex-
perience, then perhaps there might be some such savings. Well,
those are speculative savings. .

I hope the States would Lave sense enough not to call such special
sessions, I can say, for myself, frankly, I certainly won't recom-
mend it; and I don’t believe Wisconsin will do it, because we have
got something better, which is actually operating. We, as you know,
started a year and a half before the other States, So we have ex-
perience rating in actual operation. We have at the present time
about 2,700 employers in Wisconsin who have gotten reduced rates,
and we have also got about 600 employers who are paying more than
the standard rate because of their experience not being so good, so
that their premium went up just as it does in accident compensation,

In the other States experience rating will be coming along, There
are about four or five of them who may be in this picture in 1940,
Then there are a dozen or more of them, about 20 or so, who will be in
the picture in 1941 or 1942.

This committes might hasten that process, which seems to me to
be on the constructive side. Rather than any flat rate reduction for
a whole State, which then doesn’t give an employer the advantage of
his own record at all, you could hasten State experience rating varia-
tions, and thereby reduce unnecessary collection of contributions. If
you want to hasten that in States which do not need to collect the full
amount, you cen, instead of the McCormack amendment, perhaps
clmn%e, on page 70 of this bill, line 17, the words “3 consecutive
yoars” to “2 consecutive years,” which I think would not be unreason-
able, especially in view of the fact that in some States the keepin
of the necessary records has been made impossible by the inability o
the Social Security Board to provide any necessary funds for that
type of record kee){)ing.

o that is a possible suggestion, If you do want to achieve a closer
timing, I mean a nearer timing, in the more immediate future, of
some of the experience rating provisions, let them come into opera-
tion if the State sees fit after 1 or 2 years of experience instead of 3,

The Cuatrman, You made a statement that no one appeared be-
fore the House Ways and Means Committee with regard to this mat-
ter, It had not been proposed, had it, until the hearings closed ¢

Mr, Ravsuensusi., So I understand, and I would like to raise the
question whether Massachusetts itself, from where the proposal came,
is really in favor of the McCormack amendment, with all the condi-
tions that were then attached in the course of the executive sessions of
the Ways and Means Committee by the Socinl Security Board, if
one is to believe the report of the Ways and Means Committes, With
all those conditions attached, I question whether Massachusetts wants
the proposal,

The Cramman. We haven’t time to take a Gallup poll,

Mr, Ravsuensuss, All right, I think there is falr doubt about it,

Let me go on to a faw of the specific provisions.

Senator Kine. Generally speaking, would the provisions of the act
which you have been directing your attention to, as they are now in
force, meet with your approval
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Mr. RausnensusH. Yes; but let me say specifically that there are
some clarifying amendments and some very good changes in this bill,
I am not against the whole business by a long shot. I would say that,
on page 70 of the bill—and I think I Liave the same form that you have
before you, as passed by the House—if, on page 70, you strike out
section 1602 (a) (1), that is lines 7 to 10, inclusive, on page 70; that
is, I think the same proposition that Senator Johnson made this morn-
ing—strike out lines 7 through 10. That strikes out the first subsec-
tion there, which is completely new. 'That is a restriction on experi-
ence rating that is not now in the act. It is a vestriction, I regret
to say, that the Special Committee on Unemployment and Reliet also
advocated, The effect of it would be, if you let that stand alone as
2.7 percent weighted average requirement, that you then requirve in-
stead of discourage the buillding up of unnccessary reserves in some
States at least.

So that proposition, taken alone or in conjunction with anything
else, scems to me thoroughly vicious and undesirable.

Then I would skip over to page 72, and on page 72, starting at
line 10, strike out the balance of that page, strike all of page 78,
and all of page 74.

The CuairmaN, I hope the legislative draftsman is making notes
on those propositions so we can consider them,

Mr. Ravsuenpusu, Anticipating, Senator, even if this committee
shows its wisdom by striking these, you still have a conferonce com-
mittee ahead of you. If it won’t impose too much on your time, I
would like to make specific comments on the specific wording of these
provisions. .

Senator Kine. You suggest the complete elimination of this,

Mr. RavsHENBUSH, Yes,

Senator Kixa, Some of us haven’t had a chance to fully analyze
tho ¢ provisions which you are striking out.

Mr. Rauvsunensush, That is all new material, Senator, and none
of it is in the present law.

Seir(ia‘t)gr Kina. State in a word what the effect of this new material
wou .

Mr. RausuennusH, As to the effect of the new material, let’s start
with the 2.7 weighted average requirement, which has been suggested
by several individuals here within the last day or two ag a sufficient
standard unto itself. Just leave that in and you can forget—they
don’t say forget all about experience r&tin%l-— ey say that you can
forget all about benefit standards because the effect will be that the
State will kesp on collecting 2.7 on the average, whether it collects
b percent from some employers and 1 percent from others, At any
rate, it will get 2.7 on the average, and throw that into the pot, and
if you build 133 your reserves hlgh enongh in the various States the
States will find some way to hand out the money,

Now, of course, the practical effect of that is, regardless of the
whole experience of a given State, you are just going to say that you
must collect 2.7 percent on the average, whether or not you need it to
pay a reasonable and comparable benefit in your State, as compared
to other States, I mean you have got to collect 2.7 percent under that
proposition. Such a change would make the present experience
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rating provisions much more difficult, and would hold the tax yield
up instead of permittinﬁ the possibility of reduction, o

Such a change would make it very uncertain for any individual
employer, whether he can count on a reduced contribution or premium
rate under his State lawv. Why? Because it doesn’t depend solely on
his record, but it has got to depend on the bad record of other
employers, too. Whether he goes at the top or bottom of this shuffle,
in order to come out with a 2.7 average, he cannot bank on the
certainty that his good record or fairly good record will yield him any
recognition at all, because he doesn’t know what other employers
have done. He can’t safely invest in capital improvements which in
some cases are necessary, warehousing facilities, for instance, if he
is building to stock in order to keep his men steadily employed. He
can't count on that. He just hasn’t got any certainty in the picture,
arid certainty is one of the things he néeds it he is going to make long-
range plans,
bSo the 2.7 average, taken alone, seems to me thoronghly objection-
able. ,

Now, I would like to make clear at this time that I don’t happen to
be one of those who believe that the rates should only go in one direc-
tion, I believe that the employer should pay a lower rate than
the standard 2.7 premium rate in the State, he should pay a lower
rate if he has a good experience, and he might pay a higher rate if
he has a bad experience, letting the State adjust that as it sees fit and
within what limits it sees fit. “As a matter of fact, as I think I men-
tioned, under our Wisconsin law the rates do go up. There ate about
600 employers now paying more than the standard rate.

But there is no assurance in any given State that the group of em-
ployers' who sheuld pay Hiore Will exuctly equal the group who should
pay less. And yet what does the 2.7 average do but require, regardless
of your individual experience and your actunl experience in paying
out benefits, that you just freeze that whole thing. In other words,
what that provision does is to veto any possibility of reduced aver-
age rates for employers, even where their experience and the State-
wide experience would otherwise permit a reduced average yield.

I mean it would make that reduction virtually impossible, and it
would sound a _death knell to the whole idea of experience rating in
this country. Perhugs not, theoretically. I can see where Mr. Alt-
meyer can make a theoretical argument that you don’t discourage
egi)erlence rating, you just say the average has got to be 2.7, and you
will have some above and some below, and theoretically you don’t
discourage it. Practically, I think, it is perfectly clear ‘from the
reaction you hive heard here in the last couple of days, the reaction
I heard before I came down here, that if that 2.7 weighted average
requirement is passed, you have killed off experience rating just as
effectively as if you had said that there shall be none, That is for
practical purposes, I could make a theoretical argument that you
wouldn't kill it off, but I think I know better on tﬁe practical side.

So that is the effect of the 2.7 weighted average requirement. It is
new, different from anything that is in the Socinl Security Act now.
It i3 an additional standard, which would make experience rating
more difficult,

" Senator Kina. It is compulsory standardization?
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Mr. RausuHensusH. It would be compulsory standardization of
rates or of averages, regardless of differences in State experience,

It is putting them all into one identical category, though you your-
selves, gentlemen, at one time said that there are wide variations in
the experience of the States, they may vary as much as three times
in the rate of unemployment they have,

So I think you might wisely leave that whole question to the
States to adjust under the law as it now stands.

Then when we get to pages 72 through 74, we get into these other
State standards, Heve is where you are offered an alternative to this
2%, It says you can have a flat-rate reduction for all the employers
of your State under the McCormack or Massachusetts plan. But
may I say right now that these other State standards are a{)p]ied
not only to a State that takes a flat reduction for all its employers
but they apply equally to every experience-rating State there is, an
there are more than 30 of them. The effect of these standards is that
you can’t escape from that 2.7 weighted average unless all these other
standards are met. Otherwise you can’t have a lower average yield
under an experience-rating system which does differentiate between
employers; you can’t have a lower average Yiel(l, under experience-
rating systems now authorized by the Federal act and by State laws;
you can’t do it unless you do these things.

So these are new standards to strait jacket the States, For all prac-
tical purposes, they are snymf;, “Now somebody here in Washington
knows well enough exactly what all this amounts to, and has got the
answers,” Now we are not sure of that out in the States. We think
we have got a lot to learn, but we are the fellows who are doing the
actual operating of all these laws.

Senator King. I may add that Wisconsin had a progressive Gov-
ernor and a progressive government for some time, and they did
develop, and many of the States and the Federal Government ought to
be taught by some of the experiences and activities of your State,

Mr. Ravsaennusa. Thank you, Senator, that is very kind of you.
We aren’t always right, but we do try to go ahead sometimes.

May I say on these other State standards, the first standard is a
fund-balance requirement, one and a half times the highest amount
paid into such fund with respect to any one of the preceding 10 years,
one and one-half times the highest amount of compensation paid out,
whichever is greater. I am not reading that in full detail,

Let me point out a few peculiarities in that provision. If it comes
down to any consideration, which T hope it won’, of these specific
standards, then T would like you to be aware of one or two points,

In the first place, what would that do? Let’s take—I fm e the
State of Illinos isn’t represented on this committee—let’s take the
State of Illinois, adjoining the State of Wisconsin, I don’t think
they would object to being used as an illustration,

Illinois starts paying unemployment benefits in July of this year.
They start after accumulating 814 years of contributions, partly
through the generosity of Congress, which gave them the 1936 tax
collections they didn’t make themselves because they didn’t pass this
law very promptly. Here is Illinois, with 814 years of accumulated
contributions, and benefits not yet payable, There is nothing in that
standard, as T understand it, which would prevent the State of Illinois
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from saying, “All right, we have a flat rate reduction now under this
McCormack proposal, at this time, before we have any benefit experi-
ence at all,” This provision does not say that there must be a certain
amount of benefit experience, .

In contrast, if you are going to bring an individual employer's rate
down, you do have certnin standards, = Benefits must have been pay-
uble o certain length of time, If you have a reserve law, the em-
ployer's account must equal 744 percent of his last year's pay voll,
and 500 pereent of his hu'{;est. benefits in any of the lust 3 years,

But under this flat-reduction proposal, Illinois, with no benefit
experience at all, would be in a position, presumably, to go ahead und
ro(lluce its rate for all emplo%'ers. That is & theoretical possibility, I
don’t think Illinois would IP ay the game of cricket that way.

Senator Connarry. Could it do that under the present law?

Mr. Rausuexnush. No, sir; this bill would make possible this.
flat-rate reduction scheme, with a lot of pressure for special sessions,
not only in Illinois, I took that as an extreme case, Senator—-but
there are about 18 States that only began the payment of unemploy-
ment benefits in 1839, whereas others acted more promptly, passed
their laws early, and began pa in;f; benefits, about 23 of them, in
January 1938, nearly a year nndyn wlf ago, The States that acted
more promptly, and met that drain in 1938, wonld be in n less fa-
vorable position ta take advantage of this one and a half times prop-
osttion, than the States which (S{idn’t pass their Inws promptly. and
which postponed the start of benefit payments.

] So that there arve grave inequities mmvolved in that proposition, as
see it.

There are two other minor points I would like to make in con-
nection with that particular standard of one and a half times. The
first change secems to me, in justice to some of the far Western and
Southern States which have & large volume of railroad employment,
the least you can do, after snying to the States that they have got
to say goodbye to the money they have collected from railroad em-
ployers, because you have set up a national system for that one indus-
try. The States must take that money out and pay it over to the
Railroad Retirement Board; so the least you could do, if you were
really seriously considerinpir) any of these detailed standards, which
T hope you are not, would be to say, “We will exelucle from the cal-
culation of contributions and beuefits, the amount of railroad con-
tributions and payments to railroad workers.”

Now that latter item in some States might have to be estimated;
but it is unreasonable, where 20 or 30 percent of the total receipts
of a State constituted railroad contributions, to figure one an({ a
half times on the basis of those contributions and those benefit pay-
ments,

_Another point is that it might be a lot simpler to take contribu-
tions paid within a year, instead of contributions Emi(l‘ with respect.
to o year, the same idea as your present change from wages pay-
able, to wages paid, for administrative simplicity.

Let me take the next point.

Paragraph No. 2 there, under (b?, starting at line 22 on page
72, That purports, at least, to give the Social Security Bonrd rather
wide discretion in approving various types of State provisions in
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order to leave some little vestige of flexibility in the picture. As a
niatter of fact, there are three words in there which just negative
completely any such intention, because they say, “requirements not
less favorable to such individual” It is singular; each individual
must be as favorably -treated. That means that you take these
standards and have no flexibility at all. That may be a typographical
error, but my information is that it is not. I would suggest that you
strike the words “to such individual” in line 24, because if there is
oing to be any such imposition of standards, 1f you are going to
ive any variation or experimentation in the States with different
administrative methods, then I am afraid the Social Security Board
will have to be given more discretion than this clause gives them.

The next point I would like to take up is standard (A}, on the top
of page 73, that whole first amﬁraph. Now this is one of the
most important in the lot, and I will read it:

(A) The individual will be entitled to recetve, within a compensation period
prescribed by State law of not more than 52 consecutive weeks, a total amount
of compensation equal to not less thnn 16 times his weekly rate of compensation
for a week of total unemployment or one-third the individunl’s total-earnings
(with respect to which contributions were required under such State law)
during a base perlod prescribed by State law of not less than 52 consecutive
weeks, whichever is Jess.

Well, 16 times, as a maximum, is not an unreasonable requirement
certainfy. Most of the States meet that. I think in time probably all
of them will who can afford to. And I think it is commendable that
in this bill there is no attempt to impose a flat duration requirement
that every individual who qualifies at all must receive any given
number of weeks. You have an alternative here, which says one-
third—I am coming back to that particuler. fraction in a moment—
but at least you do give the States an alternative, other than barring
large numbers of people who have only limited earnings, and whom
they-might be tempted to disgualify entirely, You were talking the
other day about the high hurdle that may be set up, and if a person
just gets over it he gets all the benefits there are, and if he just falls
under it, he gets nothing. That is the kind of & thing we would like
to be able to avoid in the States. If there were a flat duration
requirement, that everybody who qualifies must receive, that would
be inviting the States to disqualify. The individuals who now, at
least, get some benefits are certainly, from our point of view, admin-
istratively worch bothering with, We should not disqualify all
people who have only limited benefits coming. )

ow as to that one-third proposition. That fraction of one-third
of the individual’s total earnings in the base period of 1 year. That
is one of the most important grovisions in here, it is one of the most
important provisions in any State law, that particular ratio or frac-
tion,

It may interest you to know that the majority of State laws pro-
vided for one-sixth, I think maybe the majority still provide for
one-sixth, as against this one-third proposition. In other words, on
its face it might appear that this was doubly as liberal as the ma-
jority of State laws, a '100-percent increase, I don’t know whether
these purport to be minimum benefit standards or whether the at-
tempt is now to say, “We will raise the whole level of benefits”—I am
not sure which is intended.
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True, most of the States that have a one-sixth provision take a
2-year base period, and some months ago the Social Security Board
put out some material siying that now if you shift, in order to sim-
plify the administration of your law, from a 2-year base period, to
a l-year period, then in order to get exactly the same results, you
must change your fraction from one-sixth to one-third,

In other words, they did a nice piece of arithmetic for the States,
and told them that that would give them the exact equivalent, and
some of us said, when we first snw that, “What do you mean, equiva-
lent? Are you trying, under the guise of equivalence, to liberalize
this?” And they acted surprised, and I think they were surprised.
Algmrently it hadn’t occurred to them that there was one factor they
had forgotten, and that is, that the people who exhaust their rights
every year, who are unempioyed each year long enough to draw what-
ever rights they have got, would get just double the Lenefits on the
one-third for 1-year basis that they would on the one-sixth for 2

ears,
y In slight support, perhaps, of that statement wh'ch was spelled out
I think, in My, Doesburg's testimony yesterday, I would like to call
your attention to what a student of unemployment compensation

Snys,

‘Mr. Matscheck, in a study of “Problems and Procedures of Unem-
ployment Compensation in the States,” and within the last few
months, in a publication published in 1939, on pages 42 (0 43—for half
a ¥age or so he discusses this thing, this particular point I was just
referring to, and he comes out with this conclusion :

Consequently, the change from onc-sixth of egynirgs in an eight-quarter base
period to one-third of enrnings in a 1-year base perlod wounld involve an Increased
drain on the unemployment compensation fund which might exceed its capacity.

Skipping down, he talks about the possible use of a fraction between
one-fourth and one-fifth of 1 year’s earnings, one-fourth and one-fifth,
not one-third, not as liberal as that:

Whether so generous a formula is actuarially possible wouid seem doubtful.

Well, he wrote that before this whole question come up. I think
it is entitled to a little weight; and you remember Mr. Waterman, of
Vermont, said the other day that they fizured that their change
from one-sixth to one-third—and there are a few States that have
changed, Vermont among them—that that change would probably
cost them around 46-percent increase, not double, because not every-
body exhausts every year, but that would be about a 46-percent
step-up, or some such matter. That was my impression of the figures
T heard him give.

Senator Kina, Was there a consultation with the various States
before that change was recommended ?

Mr, Ravsupnsusk, Before this simplification——

Senator Kine (interposing). No; from one-sixth to one-third.

Mr. RavsupNsusu, I don't recall whether that particular proposi-
tion was referred to us. If it was, we objected on the groun(i) that it
wasn’t so, that it was not an exact equivalent.

Now, I am not objecting to reasonable liberalization. I happen to
believe in unemployment compensation, both on the benefit side and
perhaps even more strongly on the side of encouraging steadier em-
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ployment. I worked my head off to get the Wisconsin law passed
originally, so I think I can fairly cJaim to have been in on the ground
floor of trying to push unemployment compensation in this country,
I do believe in reasonable liberalization, but let’s be sure we know
what we are doing and move no faster than we can safely move, because
I would rather not increase the benefits in a whale of a hurry and
have the States go broke in a year from now, This program is going
to be with us for a long time to come,

The next standard on waiting periods—this is not an unreasonable
standard, in my opinion. I think it is rather desirable to_shorten
waiting periods and it gets down to 2 weeks per year. I have no
personal objection to that particular standard, but let’s not deceive
ourselves that that is going to be inexpensive, either. .

Senator Byrnes, befors your committee you hod o representative of
the Socinl S‘écurity Board make some estimates as to what the cost
of lowering waiting periods would be. I have here the hearings of
your Specinl Committee to Investigate Unemployment and Relief,
held early this year, and on pages 147 to 148 there is a table inserted
there by a representative of the Social Security Board estimating the
increased cost resulting from changes in waiting periods. They make
a separate estimate as to the reduction to a 1-week waiting period,
which was, I believe, included in the bill that you had under con-
sideration,

Now, mind you, that is a reduction to 1 week, not to 2; and the
estimate seems to average, for all States, about 2 percent. Just &
Q-Fercent increase in the cost by dropping the waiting periods from
what they were, some of them having been amended in the last couple
of months, Some States have dropped to two, but I am going back to
the situation as it was when these estimates were made, and the esti-
mated increass was around an average of 2 percent; and T notice that
there isn't a single State, as far as I can see here, in which the estimate
was more than 29, Noj; here is a 8.2 figure. All right, 8.2 percent
was kthe top increase estimated, to drop the waiting period down to 1
week.

Now, it happens that the Social Security Board, along about the
same time-—a little earlier I think—put out a social-security bulletin,
this monthly publication. I borrowed this from their library, so I
guess it is an official copy. They put out & study on the possible effect
of reducing waiting periods and they made some estimates there, and
they made some estimates which indicated a change from a 3-weck
walting period to a 2-week waiting period increased the cost for a
period of years, on the average, of about 7.6 percent.

Now, then, there were some other figures over here, but the point I
am coming to is that they also say that it would be higher, relatively,
in good years than in ba. Y{enrs,i I am not mistaken.

At all events, they make an estimate in this publication as com-
pared to what they put in these hearings, which is at variance at least
& hundred percent. I was a little f)uzzled by that, and I thought
maybe it might be interesting to check the figures for Wisconsin,
where, after all, I have more figures available as a result of a recent
study than the Board had in making those estimates.

Senator Conwnarvry. Irrespective of cost, don’t you think that 2
weeks would be preferablet
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Mr. Ravsuennusit I tried to say that at the beginning, Senator
Connally, that I personally believe in 2 weeks, but not by Federal
legislation. . .

Senator CoNNaLLY. Aside from the cost, don’t you think that it is
well for & man that loses his job to have o little realization of it, and
have a little time; if he goes on this unemployment right away, it
relaxes him? [Laughter.]

Mr. RausuenpusH. I would say, Senator, 2 weeks ig long enough—
jou know he has got to relax for another weel after that, because the
hird week would be the weelt for which his first benefit check is émy-
able, and he can’t give the evidence on that until the beginning of the
fourth week, and then it takes a day or two to get a check to him,

Senator Connarry, I am talking about most men; they will have
a little bit of leewny to live a short period of time, and I think it is
desirable for a fellow, from a philosophic standpoint, that he have 2
weeks rather than 1.

Mr, Ravsnensusn. I am not advocating 1 week at this particular
time. I think 2 might be more reasonable, but at any event I wanted
to make clear that there are some problems, of course, that when you
reduce your waiting period you may cut short your duration. You
have got to weigh different objectives against each other. This com-
mittee has got it on your doorstep if you are considering these stand-
ards, I amsorry to trouble this committee about it. You are getting
involved in the complications of unemployment compensation if you
go along this path.

The CuamrmaN, I have promised two gentlemen who are going to
leave, one of them to catch a plane, that they might be heard, I
wonder if it would bother you to desist for a moment,

My, Ravsuenpusi, I would be glad to, and if you are willing to
hear me further later on, I would be glad to come back.

Senator Kina. I insist that he shall come back. {Laughter.]

The CHairmaN. Is General Ansell in the audience?

Genera] Ansell, you represent the American Federation of Musi-
cians, and I understand that you want to make & brief statement?

General Ansern, Yes,

STATEMENT OF GEN. SAMUEL T. ANSELL, WASHINGION, D. C,
REPRESENTING THE AMERICAN FEDERATION OF MUSICIANS

General Axsrrr, Mr. Chairman and gentlemen of the committee, I
am and have been for 15 years the general counsel of the American
Federation of Musicians, which is a labor union affiliated with the
American Federation of Labor. Its membership is about 140,000
aid consists of all or very nearly all American musiciuns who get
their living by playing commercial music. Now, that is music for
hotels, cafes, clubs, radio, and like entertainment.

All the members of this organization must be American citizens
or must have taken out their first papers, and only a few members
now are of this latter class.

These musicians are covered by the Social Security Act, that is by
its letter. 'They wish to remain covered because this committes and
everybody knows the attitude of labor, certainly the American Fed-
eration of Labor, upon social security, and the president of that
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organ(:iization that I represent was upon the advisory commitiee of
r. Green,

But the musicians are really, as I see it, worse off than if they had
been exempted. They are denied the benefits of employess. Worse
than that, they are made in large numbers to pay taxes ns employers.
The purpose of the act, as it applies to musicians, is really turned
upside down. As to unemployment compensation, they have suf-
fered terribly by reason principally, however, of the transient or
multi-State character of their employment and, of course, by reason
of casual labor exemptions or exemptions of like character they are
performing very much casual labor.

And musicians who are taxed as employers are burdened with such
taxes, but musicians classified as employees really got short shrift as
to benefits. . .

Now, as to these matters just mentioned, they are inherent in the
existing structure of the act, and the present is regarded as an inop-
f)ortune time for a discussion of them, but I need only say that we
have about 38,000 musicians engaged in traveling ovchestras, in multi-
State employment. We have many thousands more who may play
part time in multi-State engagements,

The orchestras don’t play in any one State long enough to mnass
enough credits to receive any benefits, If musicians’ unemployment
had been no worse, and we think we know it was much worse, than
that obtaining in general among those covered b{ the act, 14,300
should have received unem;l)lovment compensation last year, and ag
a matter of fact only about 1,680 did receive benefits. In any typical
8-week period during the year, there were about 22,000 musicians
totally unemployed for the entire period. .

Now, gentlemen, the employer-employee relationship is the very basis
of thisact. Upon its correct determination, as to who is employer and
who is employee, depends on who pays the employers’ taxes, and who
receives the benefits. Congress, in the act, has used the terms “em-
{)loyer,” “employee,” and “employment,” and administrative agencies
ave proceeded to inject into the employer-em{;loyee relationship the
concept of independent contractor standing between the employee
and he who otherwise would have been the employer,

In the very beginning the Bureau of Internal Revenue did a
Corrigan, It held, ex parte of course, in the case of orchestras play-
ing in a hotel, that the leaders were the employers of the men in the
orchestra, not the hotels. When apprised of this, the union—I mean
the Federation—fought this ruling which we then regarded, and now
know to be absurd.

After long reconsideration the Bureau turned back but it went
only a part of the way back. It then held, first, that in cuse of
ordinary orchestras—it called them “nonname” orchestras—the em-
ploying establishments, called the Purclmsers of the music, were the
employers, but that in the case of “name” orchestras, the leaders and
not the purchasers of the music were the employers of the other men
in the orchestra.

The Bureau admitted the great difficulty of distinguishing between
name and nonname orchestras, but nevertheless it insisted upon the
concept which it took, and undertook to put what we regard as the
impossible distinction into practical execution.
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The American Federation of Musicians is a labor union, Like
other labor unions it has no employers, it recognizes no status of
employer, it recognizes only this, the status of the employee.

he union makes no distinction whatever between name and non-
name bands. It knows of no such distinction, and it is the opinion
of the union, as it is mine, that no such distinction can be made either
in fact or in law.

Certain it is that if such a distinction ever becomes firmly estab-
lished in the law, this union will be destroyed, and such economic
secumfy as the union has obtained for its members over a period
now of more than 50 fyem-s, will be converted into chaos and disaster.

Now, gentlemen of the committee, the Bureau ruling does not
employ the term “independent eontractor” in its ruling, but the
ruling nevertheless is to the effect that the Jeader of a name orchestra
is an independent contractor. Ths Bureau probably meant those
better-known orchestras, identified in the public mind at least with
a relative degree of stability, relative fixedness of personnel, and of
such actual standin% that the Bureau presumed that the purchaser
would, in practice, hardly deign to exercise over the orchestras the
right of control that he might actually and legally does possess.

But the constitution and bylaws of this uaion do not recognize
these uncertain and ephemeral distinctions, All orchestras are
treated alike, all are subject to the same union laws, all are required
t? malke the same kind of contracts with the purchasers who employ
them.

Such elements of distinction as the Bureau had in mind as a matter
of fact are not substantial enough to create or suggest to the union
any union distinction, because, according to the long-existing union
law, any musician may be n leader; he may lead for a thousand

erformances, or only one; he may be & leader one night and back
in the ranks of the orchestra the next. A leader is simply necessary
as o foreman of any group or crew; he is but a musician.

Even if the uncertain law of independent contractor—I wish to
stress “uncertain law of independent contractor”—has any place in
socinl-security legislation at all, none of the myriad conﬂlctm% and
unsntisfactor%judicial tests can place that concept in the field of
music. The Bureau’s ruling strains to grasp some conception of an
independent contractor’s place in the field of musical employment,
and strains even harder to select as applicable some of the uncertain,
varying, constantly fluctuating judicial tests, but it only succeeded in
confusing u situation which, to the common-sense mind, would seem
to be as clear as daylight, that the purchaser of the music is the em-
pl(ﬁrer of the performing musicians.

ow, the Bureau, as I said, did not use the term “independent con-
tractor,” but used the term “name band,” synonymously, and that
was n distinction that was extremely unfortunate, indeed, to us;
indeed, it is disastrous. Nearly all orchestras have names for pur-
poses of business identification or perhaps personal pride.
. Now, revenue agents and collectors in the field know what a name
is, of course, but they do not know anything about the law of inde-
endent contractors, Consequently, our leaders are, as a matter of
act, held and continually harassed and try to fight themselves free
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of Government fetters imposed by the collectors and these field
agents, )
g&ow, after o long contest up to and in the Bureau, they usually sue-
coed, but it is only at great expense to the union and very great general
confusion to the Federation, )

Now, gentlemen, I wish to make this declaration to the committee,
on princlﬁle, as I see it, as T have undertaken to make it from the begin-
ning, to the administrative agencies executing this law, and also to the
Ways and Means Committee,

I'say that on principle—and I think it will be shown in practice—
that the Jaw of independent contractor has no place in the master-
servant or employer-employes status in social-security legislation,

The law of independent contractor was, as every lawyer refreshin
his memory knows, & judicial creation in the field of tort, and it is o
rather modern origin, It was, I think, never heard of untif the English
case of Loughen against Pointer in 1826. It wasmade, as we all know,
to place the guilt for a tortious act upon him who was really responsible
for it by reason of his immediate control of the servant who committed
the tort; that is, upon the one who in all conscience and justice should
be made to answer in damages, And it has never been, to my knowl-
edge, extended beyond the field of tort.

ow, I have tried to hammer home this point, but I confess to the
gentlemen of this committee, so far without much success. I observe,
as I understand the report, that the Ways and Means Committee in
effect in its report cautions against the injection of this tort principle
into the master-servant status of the Social Security Act. T vegret that
the committee of the lower House failed to carry through even this
t{mid suggestion and, sadly enough, the bill carries no construction
clause.

Senator Kinag, It wasn't even an admonition; is that what you
contend ¢

General ANsgLr, It was a timid admonition,

Now, I say it was a mistake for the Bureau of Internal Revenue to
erect the independent contractor between the actual common-sense pur-
chaser of the music and the musicians, including the leader, perform-
ing for that purchaser’s benefit. It should have gone all the way in the
right divection. After holding that the purchaser was the employer,
reversing its first view, it should have stopped and not added that the

urchaser was the employer up to the point where hie could shift his
urden to an imaginary independent contractor,

Two orchestras performing for the same entertainment place, the
same purchaser, the same hotel, for the same purpose, and in one case
the purchaser ig the employer of the Jeader, and all the men in the
orchestra, and in the other case the leader of the orchestra is the
employer of the men in the orchestra, and, of course, is not himself an
emlployes; but an independent contractor,

say it is my view, expressed with all deference, that it is a diffi-
cnlt maiter to construe and to excente an act of this kind, and we all
kuow it, but I say common sense concurs with legal principles in say-
ipg that there is no rational ground for such au attempted distine-
on.
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The mechanics of the act that are before you now, gentlemen, it
seems to me are rather disconcertingly artful, more so than the sub-
stance which seem to require.

Senator KrNa. You mean the whole bill or just this particular
subject.?

deneral Awnsere, I will have to confine myself to this particular
subject, the master and servant relationship. I myself wish to sub-
mit to this committee, and pray with all deference respectful con-
sideration of it, an amendment which in my opinion simple justice
requires to be placed in this act, and that amendment is this:

That any person who for remuneratton plays instrumentul musie or otherwise
performes in or with an orchestra or other group of musicians, including the
leader thereof, shall be deemed the employee of the purchaser as such term is
11135;’(11 fu the ruling of the Commissioner of Internal Revenue dated August 81,

On behalf of the president and executive council of the American
Federation of Musicians, who are engaged in n convention at Kansas
City, whither I go now, and who can’t be here, I desire to thank the
committee, and for myself I desire to thank the committee for their
courtesy and especially the chairman in letting me come on while
another gentleman was being heard, and I thank the other gentleman
for his courtesy in giving way to me.

The Craman, Thank you very much, General.

Mr. Hutzler, of Baltimore, chairman, social security committee,
American Retail Federation. o

STATEMENT OF ALBERT D. HUTZLER, BALTIMORE, MD., CHAIR-
MAN, SOCIAL SECURITY COMMITTEE, AMERICAN RETAIL
FEDERATION

My, Hourzeer. I am here individually because the American Retail
Federation has a unanimous-consent rule, and although the commit-
tee met, we hadn’t a chance to get out a questionnaire between the
time the committee met and this hearing.

I am going to make this very brief. The committee—and I am
representing my own views which are in consonance with the indi-
vidual members of the committee—wishes to-approve these features
of the amendment:

L. The beginning of old-age benefit pnyments in January 1940.

2. The retention of 1 percent old-age msurance tax through 1942,

8, The provision which limits the unemployment-compensation tax
to the first $3,000 of individual wages,

4. The elimination of some of the unemployment-compensation
tax penalties, which bore pretty heavily on some of our members.

Now, the one tliing that we are opposed to is the proposed State
standards as a condition for experience rates, the thing that Mr,
Raushenbush was talking about, and he is talking about that at such
great length that I do not want to go info anything except the
reason for it.

The CuammanN, Generally you approve his views?

Mr. Hurzuer, On that particular feature, yes; and, as you know,
I appeared before this committes some years ago, when the original
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act was in, and approved of unemployment insurance and approved
the experience rating, and I think the reason for that is very evident,

We approve of both experience rating and unemployment insur-
ance because it will keep a level of purchasing power. We are not
anxious to just })ay a man who is unemployed some money; we are
anxious to get the employers of the country interested in stabilizing
employment. -

ow, the minute you put into effect provisions, ns Mr, Raushenbush
has shown, which prevent the States from clecting merit rating, then
nt once you take away from the individual employer the finaneial in-
centive, and that is, I am sorry to say, often the biggest incentive,
to stabilize employment.

Now, we are not interested only for what lenefits we might get
from stabilizing our own employment, but we have an interest along
with the rest of the country in trying to stabilize purchasing power
and not have big years one year and small years another. We be-
lieve that if you put a financial incentive onto the employer to sta-
bilize employment, you have given a big help to the \\'Slole economy
of the country over a long pertod.

Now, it is remarkable what can be done in those directions.

I was comparing the other dav, with someone in a Milwaukee
stove, and there in Wisconsin they have experience rating longer
than anyone, and the effects of it are already being felt. We in Bal-
timore thought we had a very well-run establishment, but under this
financial incentive they have discovered methods of stabilizing em-
ployment that we never thought of. We are going to try to put
them into effect, beeause we hope to get merit rating for our estab-
lishments some day. Now don’t let us just throw that right out of
the window by putting in minimum standards which are so high that
ne State will elect them,

The whole question of minimum standards of payment (under the
different stnngnrds in every State) ought to be investigated, as well
as the whole question of merit rating. This investigation should not
only be from an administrative standpoint. I know the adminis-
trative question is a difficult one, but if we want to get that obj‘eth
of stabilized employment, we must overcome these difficultics, We
should get a committee within the next year to do just a little study
of this project (a committee with not only administrative, but labor
and employer representatives on it) and make a very thorough de-
tailed study of it. If we get the better leaders throughout the coun-
try on this committee, I think we could do a real constructive job for
the country as a whole, because what we really want and need is
stabilization of employment.

b Thank you very much for giving me the opportunity of coming
ere,

The Cuammman. Mr. Raushenbush, will you continue?

STATEMENT OF PAUL A. RAUSHENBUSH—Resumed

Mr. Rausuensusn. I was speaking on the difficulty of estimating
the costs of changing waitin é)erio s. Now I realize that the two
figures I quoted from two different sources, from Social Securit
Board staff members, are not 100'percent comparable, but yet I thin
it is very difficult to explain a 100-percent variation, and I was saying
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that in order to check these figures we made a little S{)ecial study in
Wisconsin, Qur figures, on the basis not of theoretical estimates, but
an actual count of waiting period weeks by individuals and the like,
indicated that the seven-and-a-fraction-percent estimate was about
half of what we ﬁ%ureg},.it to be.

S6 you have got quite a variation there, from the lowest figure
which was used before the Special Committee on Unemployment and
Relief, taking that as 100 percent, with another estimate of the Board
about 200 percent, and our own estimate for Wisconsin about 400
percent. So that is a pretty wide range,

It indicates that there are some difficulties in making estimates as to
what these standards would really amount to, when actually apglied
to specific State laws, and I mention it merely for that reason, I am
not blaming the Board at all, I am sure they did the best they could,
but the figures aren’t available to make adequate estimates as to these
various standards at this early stage of the game.

I was speaking to specific standards on page 73 of the bill as passed
by the House, and I want to skip over now from the waiting period,
which I have just briefly touched on, to the proposition that weekly
rates of compensation in the various State Inws should be related to
full-time weekly earnings, or in the alternative—and this was a provi-
sion put in on the House floor—be based on some fractional part of
an individual’s total earnings with respect to which contributions
were required under such é‘tate law during that calendar guarter
within such period in which such earnings were highest. Well, I
have two observations to make about that suggested full-time
standard.

In the first place, we tried it out ourselves for 2 years, a lot of the
other States have tried out something along the full-time weekly
earnings idea, Some of them have had, fortunatel{, an alternative
escape to a fraction of a high quarter or the like. T think they are
pretty nearly unanimous, with perhaps one or two exceptions. I
think almost all State administrators would say that the full-time
weekly earnings standard, however theoretically perfect and ideal
it may be, i unworkable, and that no such standard ought to be
written in, even if Congress decided it wanted to write in a standard
of some sont,

I think you might reasonably say, instead of that, if you do get
down to any standards at all, weekly earnings as defined by the State
law, and then quit there, instead of saying “full-time weekly earn-
ings.” Nor is this fractional part of a high quarter an entirely satis-
factory alternative. I might ;ust note that this fractional part is
by no means deflned, but is left to the Social Security Board’s dis-
cretion. Much though I admire members of the Board, and many
of its staff, I think that is pretty wide discretion to give them over
State laws, by saying, “You roll your own fraction, and if you
change your mind from one year to the next, then that is it, and all
the State laws must conform.” .

The use of a high quarter in itself doesn’t appeal to me as being the
last word in this field. There are some States that are now using a
fraction of the year’s earnings. I gersonally don’t favor that, and
Yet I wouldn’t deny to the States that have already got it in their
aws the possibility of experiment with it. In Wisconsin we use still
a different basis. We realize that if you take any fraction of a high
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quarter earnings, whether that is_fair and equitable depends on
whether the man’s.peak earnings did happen to fall, all within a
calendar quarter, and you have to use the calendar quarter. Not all
industry conforms to calendar quarters, Their season may spread
over the middle of two calendar quarters, and then you have only
got 8 weeks in one and 7 or 8 weeks in the other, and you divide by a
fraction that assumes it is g or 3, or something, and you get wide
variations as to individual cases.

We think a man’s earnings, divided by his workweeks, is a better
standard than that. I think that some further experience along these
various diffevent and possible lines that the States are now following,
might well be permitted, and that angv suggestion of full-time weekly
earnings, or such fractional part of a high quarter as the Board
thinks 1s all right, isn’t a very satisfactory standard.

Jt certainly doesn't permit State experimentation, and it leaves
awfully wide discretion as to what that fraction ought to be in order
to §>1‘ uce a reasonable approximation of full-time weekly earnings.

enator Kina. Your conclusion is that these matters with respect
to standards are for the States to determine?

My, RavsnensusH. Exactly.

Senator Kine, What would suit one case would be unsuitable by
reason of many conditions in another?

Mr. RavsuennusH, Precisely.

Senator Kine. One State is an agricultural State, one a mining
State, and one & manufacturing State, and there are (iiﬂ’ex'ent factors
to be considered ¢

Mr. RausneENDUsH, Yes; but even in addition to that, and apart
from that, I would say that the different States are trying out some-
what different approaches, different ways of getting at the same
thing. Nobody knows which is the best; but if and when experience
demonstrates that one is better, then I say it might be the proper
function of the Social Security ﬁoxu'd, if the States'don’t do it among
themselves, to persuade the various States, here is experience demon-
strating that this would be & good standard, why don’t you consider it
in your State? They have %lot some very perstasive salesmen, and I
think their salesmanship perhaps ought to get a little better workout,
rather than saying, “You must.” They don’ usually use their con-
trol over grants as an argument, but lots of States are very much
aware of 1t, and I think education is better than just putting your
foot down and saying, “You must,”

There is a difficulty here in connection with this proposed minimum
weekly benefit rate, $5 per week if such full-time weekly earnings are
$10 or less. Now it has already been called to your attention that
that means that you pay $5 even where the person normally earns
three or four dollars, and I think that is at least of questionable wis-
dom, as & universal, country-wide requirement.

Oh I know that none of these standards are required of any State,
they can all ignore them and just collect 2.7, but that is not a satis-
factory answer either. I'or practical purposes these standards would
apply to a great many States, and I Tlestion a $5 minimum regard-
less of the earnings of the individual, and I give you one specific
illustration for questioning that. ‘ .

Aside from the States which have rather low wage rates as
compared to thig $5, which would be bothered by it, and 1'think there
are quite a number of those, aside from that every State, even those



SOCIAL SECURITY ACT AMENDMENTS 231

with higher wage levels, have a great many thousands of dpeol)le who
work part time in stores, say on Saturdays, so-called part-time
extras. I think there is a fair question, under the language of this
bill, as it stands, whether they could be disqualified from eligibility
for partial unemployment benefits or total, because it is otherwise
eligible individuals who have wages or earnings of $10 or less, There
is at least a question as to how that fits in with eligibility and partial
unemployment,

On the partial unemployment, of course, we have always been for
it in Wisconsin, most of the States have got ity but New York, for
three successive legislatures, has postponed the enactment of it, one
time because they thought it might bankrupt their fund. I don't
think it would, but they, after all, know better than I do as to what
their conditions are, and I would hesitate to prescribe; and I think
they will eventually come to it, even without any Federal compulsion,

o that I say there are things about these particular standards,
if you are going to enact any standards at all, that ought to be gone
over very carefully, indeed, to make sure you are not imposing
standards that are prohibitive or administratively unworkable,

But T urge you again, to make my position clear, that you delete
the whole Eusmess and leave the law the way it stands in respect
to State and Federal standards and relationships and experience
rating,

I \%ant to come back again to the 2.7 suggestion. I think that is
just as vicious as anything, and I want to conclude by two things.

One, I want to read you just one letter from a Wisconsin employer
to give you a little idea, Of course, most of the States haven’t gotten
wlong this far, but they are just moving toward the date when they
can hold out a variafion in contribution or premium rates as an
inducement to employers, .

Just to give you one employer’s letter, vecently written to an
employer member of our advisory committee, who showed it to me,
and I cottoned on to it long enough to at fenst give you some of
these figures and comments,

The letter is from Cudahy Bros. Co., Cudahy, Wis., and is dated
June 12, 1939.

I will skip the first paragraph which is irrelevant.

The percentages of lay-offs to the average num Y
thronghpthe ﬂrstg § months of 1039 are as foll(%\vs: ber of employces for 1026

Averige by
otal Iny. | Percent of
g#,’:,‘lggm offs 1ay-offs
1,032 018 88,98
1,018 003 80.34
1,050 820 49.10
1,322 612 48,29
1,102 879 BM
850 70,31
0:0 B4, T8
1,098 857 82,30
1038 }. ‘1’9: 86,59
1630, 6 month 1. 1,000 261 Sy
1936, 6 months 1. 1,138 1 .00
1937.. 1,190 58 4.84
1038, 1,184 138 11,
1039, § months. . 1,313 33 2.6

1 Bonefits became payable July 1, 1638,
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All right, for quite a long period of years, they happen to have
records, and they give the figures year by year. I am not going to
cover them all, but T will comment on several of them.

In 1926 they had an average number of employees of 1,082, and
they had a total lay-off within that year of 918, or a percentage of
la{;&)ﬁs compared to average number of employees of 88.95 gercent.

ell, it went along that way, not quite that bad. In 1928 they
had 49 {)ercent, of Iny-offs, and it varied along, in 1931 and 1932
they had a smaller number of employees, but about the same per-
centage of lay-offs, We come along to the first 6 months of 1936,
ghey split that year for us, happily. Their figures permit them to

0 80

The first 6 months of 1936 they had 1,009 on the average, em-
ployees, and 261 lay-offs for a percentage of 25.87. Now, at that

oint, on July 1, 1936, Wisconsin started to pay unemployment

enefits, and the experience rating of this employer was going to be
involved in his future operations and conduct. Well, at that point
he has this kind of a record for the last 6 months of 1936. He has
about 100 more employees, an average of 1,135 during the last 6
months, and he has one lay-off, as compared to 261 the first 6
months, and he comes out with a lay-off percentage of less than 1
percent.

It hasn’t stayed quite that low, I‘or 1937, 1938 and 5 months of
1939 the lay-off percentage was 4,84 and 11.56 and 2.51 percent. At
ang rate a very substantially improved picture,

Senator Kina. The word “lay-off” connotes an indefinite period?

Mr, Ravsnensusu. Probably for some period of time, they don't
exglain what they mean by that.

enator Kina, Tt might be a week or 2 weeks or a month?

Mr, RAUSHENBUSIL. ft might be a short or a long luy-off.

They note that benefits beeame payable July 1, 19%6, because they
realized that anybody who lookec{) at these figures would be struck
by them. They go on to say:

We believe these figures speak for themselves as to whether or not the Wise
consin merit rating plan has played a Inrge part in the regulnrizing of em.
ployment in our plant. When the Wisconsin law went into effect, we thought
it impossible to stabilize employment in the packing indusiry due to its
scasonal nature.

The figures above Indicate what can be done and the merit-rating system
under the Wisconsin unemployment compensntion law deserves all the credit,

Not every employer can furnish that type of figures. We don't
begin to have figures, but we have got here, if you care to have
them for the record, selected excerpts on this particular point, from
a couple of dozen employers, again written to an employer member
of our advisory committee.

I wouldn’t attempt to read those all to you, but they all tell about
the same story, the various efforts they have made in view of the
experience rating provisions of the law.

y the way, a previous witness talked about the laundry indus-
try. Some employers who have gotten reduced rates mm Wis-
consin under our experience rating system, laundries where they
have in fact provided steady employment, and the experience rating
provisions of the State laws should presumably give them some
recognition.
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On the other hand, if they have got larger numbers employed,
which is what they mean by high pay roll, and they really need
lots of people to do their services, then there has got to be some pro-
fection for those, whether under old age or unemployment compen-
sution. But if they have a steady record of employment, then they
are apt to get, in the experience rating States, a recognition of that
in terms of recuced State premium or contribution rates,

T merely wanted to add to that testimony, and I cannot urge you
too strongly that you do not discourage the emphasis that State laws
are now able to give to steadier employment by a direct monetary

inducement to private industry to employ their people more stendily
and therefore by creating less unemployment benefit costs, permit-
ting a reduced contribution rate in those cases. I would like to file

these letters, ) .
The Caamman, They may be filed with the committee.
(The letters nre as follows:)

EXPERIENCE RATING ENCOURAGES STEADIER EMPLOYMENT

[Excerpts from April 1039 letters by Wisconsin employers]

The Falk Corporation (heavy machinery), Milwaukee, Wis,, by Harold S. Falk,
vice president-works manager !

“Since 1836, the Fulk Cornoration has fnnugurated a complete plamming and
productfon department for the purpose of sccuring better production control
and for the climination, as mueh as possible, of annurl peaks and valleys in
our shop employment,  Quite naturalty, one of the primary incentives was the
reduction of unemptorment comjrensation insurnnce costs, All of onr employ-
ment activities have been centralized with a view to lUmiting excessive hiring
and ty-offs,

“Durlng the ently part of 1938, a number of employces were transferred from
departnients experieneing slack working conditions to departments where work
was avallable.  As a result, we have developed a squad of workers wlo can he
transferved from one department te another, thus reducing uncmployment to
an appreciable degree,

"Our foremen have been given considerable training in the proper methods
of spreading work and hours, with the result that when reduced business forces
us to work short hours, the distribution is made in an equitable manner. The
existence of a pooled fund in Wisconsin wonld nullify all of our previous cfforts
beeause the ineentive to stabitize employment conditions would be removed.

“We feel that perhaps by next year, granting that business conditions are not
too unfavorable, we will he able to reduce our contributlons to 1 percent, and
in that manner benefit from our previous stabilization efforts.”

The Tuttle Press Co,, Appleton, Wis, !

“Ever since this law has been in effect, we have been changlng our policles
and bending our best efforts to stabilize employment and keep our plant run-
ning as steadily as possible; and as a result of these cfforts and expenditure of
money, we have accomplished a fair result,

“This company is in a highly sensonnble business, We manufacture tissues,
holly papers, and gift wrappings for the Christmas hollday trade. One can
rendily understand that there i3 no sale ordinarily for our product of this
nature for the flist ® months at least of a year, Heretofore our Christmas
orders would begin to come in along in August and September, aud upon
receipt of those orders we would begin to produce, which meant that we would
put on a lot of extra help for 8 or 4 months,

“Since this lnw hns been in effect our entire program has been changed.
We now start producing Christmas papers as early as January 2. Our press-
men are hugy steadily from January 2 on, Instead of belng lald off for 6 weoks
to 2 months ang then 1a the fall of the year working 10 and 12 hours a day as
was formerly the case, In order to accomplish this it has been necessnry for
us to rent two additional warehouses, which we use for our Inventory; and.
by the snme token, it means o large expenditure of money to bulld up these
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Inventories in antielpation of the Christmas trade. The benefits to us, how-
ever, have been better relatlons insofar as our skilled workmen have had
steadlier operation and all of our employees are naturally much better satisfied.

“Thig has, in turp, given us & very much better cxperience rating. We have
been abte to reach the 73 percent this year and feel well rewarded. However,
if the experience or merit ratings were dropped, there would certajuly be o
incentive for us to carry these inventories and rent additlonal warehouses to
carry our stock,

Truesdell Fur Coat Co., Inc,, Berlin, Wis,, by C. W, Smith, president:

“We have a very seasonnble business. It starts in May, rises to n peak In
Aungust, and tapers to December 1. December to April iy practically blank as
far as the factory employees are concerned. However, with the exception of
a few of the women, we have made work for them. In the case of the men,
they have been employed 44 hours per week, This is how it was done:

“We started a mink ranch, and have been able to take the men Into this
work from December to March. We ecan get short-time help, perfeetly able to
do this common labor at & much lower wage, but by using the reguiny factory
employees, they have not drawn from the uhemployment fund.

“Pool tho fund and there would be no incentive to keep our people employed
during the slack period. If we are to pay a fixed rate regardless, we might
ns well go on the policy of letting them get all that they can from the fund, as
it would make no difference to us, and it I8 our hellef that t' i3 attitude would
be general and the fund would stagger under the load.”

C. Starkweather & Son, Inc., Beaver Dam, Wis, by C. A, Starkweather,
president :

“We operate a retall lumber and fuel yard and in the last few yenrs have
put in a contracting department for the building of complete homes and barns,
which necessitates the employing of approximately 50 men.

“Of course, contract work s seasonable and spasmodic. We have attempted
to provide regular work for the employees by planning our contracts and thelr
expiration dates, thus spreading the work over ns long a period as possible
without the necessity of employing additional men.

“During the winter 1037 we took on the constructlon of milk houses for
Kraft-Phenix Cheese under Chicago inspection. Most of this work could be
done under cover, bullding them in sections and erecting them on the building
site, This method of procedure wag costly and we realized little or no profit,
but we felt that it would enable ug to keep our fund up so that we might
obtnin a better experience rating.

“Had it not been for the provision of the law which provides for the reduc-
tion of a rate based on this experience rating, we wounld have Inid the men off,
turned down the contract, and let our fund become depleted. Of course, you
realize that with from 20 to 28 carpenters unemployed over a 3- to 4-month
perfod, {t wouldn’t take very long.”

Oslgnrtunyer & Co, (meat packing), Madison, Wis, by A, C. Bolz, vice
president ;

“We belicve these experience-rating provisions constitute the most con-
structive features of the law, holding forth for the employer the greatest of
{ncentives for eliminating lay-offs and unemployment—that of a reduction in
tax on his annual pay roll from 2.7 to 0 percent, holding forth for the employee
in turn the maximum expectancy of realizing one of his greatest desires—that
of job security and continued employment (far more satisfactory than any
unemployment compensation), and hence In turn holding forth a real promise
for sound economic and soctal stability—a thing so frequently lacking in similar
leglslation of the past few years.

“Although our industry 18 definitely scasonal due to its fmmedtate dependency
on agriculture as a source of supply for raw materlals, we are making every
egor; lt&level our annual work curve and maintain continual employment of
our force,

“We have expanded and are continuing to expand those phascs of onr Lusiness
which will increase plant operations during our normally slack periods. This
expansion has not only furnished more stendy employment for our older em-
ployees but has required the hiring of additlonal new help as well,

“We have algo undertaken a program of educating andp training our foremen
and supervisors to the desirabllity of maintaining continuous work for our
employees. This has brought about better planning of work, better cooperation
between departments in transferring help, and as n result more steady work for




SOCIAL SECURITY ACT AMENDMENTS 235

employees. This program has also glven employees an opportunity to lenrn
other jobs, to become more flexible In occupational ability, and hence mote
valuable to us.

“As a result of this program not only are more of our employees being glven
stendy and continuous employment each year but labor turn-over has been
reduced. We also know that our program has helped in reducing labor costs
and that our general employees' morale has improved apprectably.”

The Van Brunt Manufacturlng Co, (agricultural implements), Horlcon, Wis.,,
by F. H. Clausen, president:

“This company has endeavored from the first to take full advantage of this
part of the Wisconsin compensation law, In the employment of men we have
given full consideration to the possibility of making that employment regular
and avolding lay-offs.

“For nearly 2 years we were able to do this without incurring liability and
only a pronounced falling off in demand for our product overcame our efforts
in that direction.

“We have adopted the following means to promote continuity :

“1, Do not hire men when there is little likellhood of continuing them on the
pay roll indefinitely.

“2, Reduce the penks and valleys of operation by bullding for stock and stor-
age in warehouse during perlods of lenst demand.

“3, In the selection of new employees try to get the kind of men who will
be able to take up work in different departments.

“4 Continue our efforts to round out our line of goods to promote stles In
different seasons of the year.

“Based on the above program we are satisfled that we have made substantial
progress and that the existence of the experience rating provision in the Wis-
consin law has been one of the principal incentives.”

Neenah Foundry Co., Neenah, Wis.:

“Weo are most pleased to state that the provislons of the experience rating
have greatly benefited our employees. Since this company has become lable
for benefits under the law, we liave had only one case where beneflt payments
were made to an employee and this only due to a misunderstanding. However,
the above was brought about due to careful placements of the employees to
the various divisions in the plant; and after thefr work was completed for the
current week rather than lgy them oif work was found for them In another
department, R

“By placing these employees in the varlous departments it gave them a full
;veeks pay check rather than the amount of what thelr beneflt check would
\ave been.

“From the above you will clearly determine that it has been to our best’
advantage to have experience ratings because we have stabilized our employ-
ment and have not had a single case of lay-offs. We belleve that it Is only
through a medfum of the experience rating that an employer can honestly he
compensated for hls effort in trying to stabilize employment.

“During the years of 1837 and 1938 we had numerous occaslons to lay off
workers due to lack of work, but instead have kept them on our pay roll for a
lfinger period until such time as they could be permanently placed as an em-
ployee.

“There is no posgsible incentlve in doing this except for the fact it will have
an effect on our experience rating.”

The Whiting-Plover Paper Co., Stevens Point, Wis,, by J. H. Miller, general
manager :

“We have arranged to plan our production much more carefully than ever
before in order to make employment more regular, and we have very definitely
succeeded {n accomplishing this. .

“Furthermore, there have been several occaslons during both 1937 and 1088
where we have kept employees at work on special jobs which were not entirely
necessary rather than mar our record. Many of our employees, both infor-
mally and at committee meetings, have commented favorably upon the greanter
regularity we have achieved.”

a Thilmany Pulp & Paper Co, Kaukauna, Wis.,, by Karl B. Stansbury, presl.
ent N

“s« # & In order to conserve reserve funds and decrease the rate of con-
tribution, it is our practice to arrange for transfer of employces between de-
partments with the end In view of reducing lay-offs to a minimum. In this
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way we have been able to schedule many jobs so that surplus employces can
be utilized in slack perlods to equalize unemployment.

“This policy hus resulted in keeping employees on the pay roll during 1938
and thus far in 1939, who otherwise would have been laid off.”

Malleable Iron Range Co., Beaver Dam, Wis, by H. I\ Burrow, president

“Althcugh business was none too good during 1988, we did not lay off a nun
or a woman in our entire organlzation during the year, and all of them were
glven 8 days or more of work per week for at least 40 weeks during (he year,

"It was not an easy matter to carry out this program and it would have been
much more convenlent to have laid off some of our employeas or to have worked
fewer duys some weeks or to have shut down entirely for some weeks duving
the year.

“The busy season in our different lines varles samewhat and, therefore, we
shift employees us much as possible from one line of production to another.

“When all available warehouse space was taken up, we Kkept as many em-
ployees as possible busy on plant repair jobs.

“It was very difficult to keep everybody occupied at thmes and very likely
we did not receive full value for gome of the work which we had done, hut
we believe that the experience we gained in carrying out this program was
worth the cost, and as time goes on we should be able to learn from experience
and eventually be ahle to work out a plan whereby we can keep all emiployees
busy and secure full value for all work which we schedule,”

American Excelsior Corporation, Chicago, Ill, by BE. A. Mavis, treasurer:

“During ‘peak times' we have held our crew to a minimum, and during duil
perlods we have staggered our crew in an effort to give the newest employees
at least sufficient work to equal their benefit rate,

“We have trained our employees for interchangeability in different depart-
ments,

“Employees in the low senlority rights bracket apprecinte that they have been
given employment during dull times,

“We have practically no labor turnover at any of our plants, and while it
is difficult to measure the results gained therefrom, we do know that we huve
a stendy crew of apparently contented employees, and we count this a very
much worth-while asset.”

Chiengo Rubber Clothing Co., Racine, Wis., by F, F. Sommers, president

“Due to a difficult situntion existing In one department which works only about
8 months of the year, we are one of that group of employers whose rate was
rafsed at the first of this year. This has served to bring home to us the incentive
featurc of the Jaw, This has caused us to redouble the efforts which we have
made during the past few years along the following lines,

“Better plunning of preduction has enabled us to operate two departments
of the plant for over 2 years now without any lay-off of regular help, Cen-
tralization of employment control has permitted us to transfer from one
depurtment to another Instend of laying off ax might have been the case if
we had not heen watching the situation so carefully.

“Several of our people have been trained in two departments with the result
that some of them have had steady work the year around for the first time in
several years,

“The favorable impression among the employees In the departments where we
have been able to offer steady employment has just recently heen the cause of
some splendid employee cooperation in an effort to obtain the same results in
another department which has heretofore been subject to seasonal lay-offs.

“In the department firat menttoned above the prolonged lay-off for 6 months of
the year has resulted in a high labor turn-over with a correspondingly high
Jabor cost a8 compared with the low labor cost and low turn-over which we
enjoy from the departments operating steadily, This combined with the fact
that the lny-offs In this department have been the direct cause of the increase
fn our compensation rate {s causing us to make every nossible effort to keep
thiy department running more regularly and eventually offer year around
employment.”

Curtis Cos,, Inc., Wausau, Wis,, woodwork, by W. B.. Curtls, general manager:

“At the outset we recognized the need for carefully watching the varlous
angles of this problem and two of our very good men having to do with the
employment problem have spent much of their time to see that things ‘worked
out to the best advantage for the employees as well as the company under the
law, and the results have been very satisfactory, especially to the employees
who have remalned on the pay roil much more steadily than in past yenrs
when the regularization of employment was virtually no problem.
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“By planning our productfon and training many of our men for interchange-
abllity on several diffevent jobs we have very greatly reduced the labor turn-over
and more equitably arranged for the spreading of work among the employees
on the pay roll during the several difficult perlods since the law went into effect.

“While actual figures are not avallable and In our business it would not be
eastly possible to make a comprehensive statement to demonstrate the point,
there is no room for doubting the fact that as the result of more careful
planning of production and the other things which have been done as an
indirect result of the way the Wisconsin law is set up to work, our labor costs
have been less, while at the same time the individual employees have been much
betier satlsfled with the way matters of this sort have been handled.”

Tomahawk Kraft Paper Co., Tomahawk, Wis, by H, L. Fitze, assi:tunt
secretary-treasurer :

‘. % » he flrst 2 years served as a perfod to get our house In order.
This was done and, consequently, our rate was dropped on January 1, 1039,
from the normal 2.7 to 1 percent. In these critical times we are truly grateful
for any lowered expenditures. Our alm I8 to build the reserve to a figure, and
hol@ it, sufficient to eliminate the State tax entirely.

“Of course, it has not been easy. Everyone knows that in practically every
lne of endeavor the past 18 months have been most trying, Planning of opera-
tion was necessury and the versatility of individuals was called upon in order to
regularize weekly earnings. The result is apparent. Not one cent has been
drawn from our account to pay partial benefits. Unfortunately, due to circum-
stances beyond our control, during the latler part of 1937 a few lay-offs could
not be avoided, and some total unemployment beneflts were pald accordingly.”

Wisconsin Agriculturist and Farmer, Racine, Wis.: “* * * Even though we
are an agricultural magazine operated upon a bhweekly basls, we have curned
a rate reduction due to our efforts to provide work for our employees in our off
weeks,

“In 1037, instead of working 26 weeks each year to publish our own magaz ne,
we were able to obtain outside printing work for 15 extra weeks ; ~nd for 1938, 18
extra weeks, thereby reducing beneflts and increasing our reserve to a point
wlere we earned na rate reduction, This proceeding also materially innred to
the benefit of our employecs, becaunse their earnings durlng these weeks which
ordinarily would have been idle were in excess of what their beneflts would have
amounted to.

“Because of our printing and publishing a biweekly magazine, It would appear
we would welcome n ‘pooled’ type of compensation, whereby the more fortunate
employer would carry some of our burden of benefits. In our opinion, the pur-
pose of the law might be defeated under those circumstances, as we would have
no incentive to reach out for more work to keep our workers employed. The net.
result, also, would be that our employees would not earn as much in 52 weeks
a8 they do now.”

Badger Malleable & Manufacturing Co.,, South Milwaukee, Wis,, by C. M.
Lewis, secretary-treasurer:

“At the outset we might state that we are a jobbing foundry, and desplte our
sincere efforts to keep a uniform flow of business in our plant it is practically
impossible to do so. Therefore, if anyone would benefit by the pool system of
unemployment compensation, it would be companies in a line of business such as
our own. Yet, despite this fuct, we feel sure that if any type of unemployment
insurance is economically correct, this (experlence rating) is the best plan.

“We know that we have made an effort wherever there was anything we could
do to keep our employees at work rather than to put a strain on our unemploy-~
ment-benefit fund, Many times we have found odd jobs around the plant at re-
pair work or maintenance work, or in cases where we have antleipated that our
customer at n future date might need certain castings we have provided this
work rather than allow the employees to be laid off.

“Also we have trled to develop some Items of our own that we could build
up & stock on when the jobbing business was siack. However, it ia difficult to
find enough items of this nature that produce volume enough to be of help when
there fa a violent curtailment of purchases, such as occurred during the latter
part of 1937 and the Arst part of 1938,

Brillion.Iron Works, Inc,, Brilllon, Wis., by R. . Peters, general mannger:

“Txperience rating, in general, I8 an incentive for every employer to improve
his own working conditions, and there Is no question but that it causes him to
prevent or try to prevent unemployment. :

16088330 —'0
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. “Our own experlence reveals we have crented additional employment hecause
of this feature. Up to approximately a year ago we operated on a very good
schedule and had not paid out any benefits for unemployment. Unfortunately,
conditions were such that It was necessary for us to reduce our operating sched.
ules, One of the large manufacturers we had been serving suffered a sharp cut
in sales, which, in turn, caused us to reduce our employment, and we paid out a
sgz&?lletmm in benefits. This experience Is now causing us to pay 8.2 percent
a ] e.

“Referring to the conditions mentioned above, together with our experience
rating, it has caused us to develop further products and to diversify In an attempt
to avoid heavy unemployment during certain periods of the year. With a pro-
gram of diversified and varled items to manufacture, we are trying to maintain
an even employment throughout the year. Even though we do manufacture
different kinds of equipment, we are checking into new articles to manufacture
which will offset the seasonable items we make,

“We might also relate that about a year ago we built additional factory space
and had approximately 80 more employees whom we expected to employ gain-
fully in the manufacture of our regular product after the building program was
completed, These men were kept on the pay roll approximately 60 days while we
walted for business conditlons to change and thus avold paying benefits If things
should Improve., Furthermore, we carried them over for this period to give these
particular employees a chance to obtaln work on farms or Some other occupation,

“Because of experience rating, we in turn provided additional work for those
employees whom we maintained on our pay roll in order to avold partial bene.
fits. In general, without this experlence rating, there would have been no
incentive for us to take steps of this kind. It would have been well for ug to
accept unemployment as soon as the work dropped off and things did not look
favorable for continued employment. At the same time, it would have had its
ill effect ; but in the event of an unexpected spurt in business additional employees
could be put on, but not for any great length of time, whereas now we seek to
carry additional inventory and try to protect the laborers we have by providing
continued employment.

“Kven though we are penalized at the present time, we greatly favor the expe-
rience rating, and we naturally are looking forward to correcting our own condi-
tions in order to avoid similar eircumstances. If we had to pay into a general
fund and there was no incentive in general for industry to maintain steady em-
ployment, we could readily see that the entire motive in mind with reference to
stabllizing employment would be cast off.”

Phoenix Products Co., Milwaukee, Wis., laundry machinery, by G. B, Larson,
secretary-treasurer:

“Phe old saying ‘Charity begins at home’ is equally true as regards an em-
ployer’s responsibility to his employees.

“An employer’'s first duty as to workers' welfare is toward those that he employs
and who are fully dependent upon his management for their well-being.

“The experience-rating provision or merit-rating system gives an employer
an opportunity to discharge that duty, by so planning his operations that a
minimum of involuntary unemployment is experienced. After all, what the
employee wants is work and not unemployment benefits,

“We have made every effort to keep our people employed by interchanging
and spreading of work and have had very few lay-offs durlng 1037 and 1088.

“Contrary to expectations increased wages and lower selling prices have not
increaged our labor cost, which is no doubt due in a large measure to small
labor turn-over.

“It would seem only fair and just that the individual employer’s effort to
‘keep his employees recelving regular pay checks merits some recognltion, and
that 1s what the experience rating provisions glve by effecting a nice saving in
unemployment contributions as we are now In the l-percent bracket” -

The Burdick Corporation, Milton, Wis,, by G. B, Crosley, secretary-treasurer:

“ & w Jt {g no longer & question In Wisconsith whether or not ‘merit-
rating’ wil stimulate regularizing of employment. It does, as anyone of
average Intelligence would expect. It is not only ‘possible’ it has been done.

“It i3 reasonable to expect that the additlonal expense involved in unem-
ployment insurance without merit-rating wonld be many times the small addi-
tional expense experience shows fnvolved in record keeping under nierit-rating.”

The Stsgon Co., La Crosse, Wis,, wholesale grocers, by C. P. Galligan, secre-
tary-treasurer:
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“During 1937 and 1938 we employed several employees every week of the year
that ordinarily we would have laid off during the slack periods, for the reason
that we were trylng to bulld up our reserve fund so our contribution rates would
drop to 1 percent.

“If the pool fund was in effect we would have laid the employees off when
not neaded, as we would not have been interested in building up a pool fund
that would be drawn on by other employers.”

Yerly Conl Co., La Crosse, Wis,, by F, B. Yerly, secretary:

“Our experience has been we have kept our men employed at periods of time
when we could far easler have laid them off and allowed them to draw unem-

loyment benefits, We have had possibly only two cases of unemployment
geneﬂts being drawn from our fund, and I doubt if the withdeawals thus far
exceeded a total of $50.

“¥f our contributions went into a general pool I know personally that the
withdrawals would without doubt be over $500. It would be far e:sier for
us to lay our men off 2 and 8 months at a time between April 1 and October
1 and allow them to draw unemployment benefits from a general pool than to
carry them as we have on our pay roll in order to protect our own fund.”

Marathon Battery Co., Wausau, Wis,, by B. D. McEachron, assistant secretary
and treasurer:

“In 1934 our nonproductive labor cost us about 50 percent as much as the
productive labor. In 1938 it was but 40 percent. The reasons for this are
various, not the least among them being regularization of employment, causing
smaller labor turn-over,

“We enclose some figures which will perhaps be of interest showing how in
4 years we have been able to level employment, The figures shown are the
percentage of productive capacity :

' Sop- No- | De-
Jan- | Feb (noroh( Apri) | May | June | July Au';g' fom- ‘3b°;r vem- | come

uery i ruary ber ber
42 46 30 18 12 16 21 43 a2 83 3 61
] ] 38 33 35 60 80 84 100 89 46
78 80 [ 5 52 &1 54 60 76 ”

“We are very much interested in our own fund, but we doubt very much If we
could contrive the same interest in a pooled fund, .
“We have succeeded * * * {in bringing our rate down to 1 percent. We
feel that if last year's experience 18 typical, we will continue at this rate or less
despite the fact that we are in a highly seasonal industry. We are competing
with firms located in States where labor is considerably cheaper than in Wiscon-
sin, and a 1.7 percent saving on labor will enable us to compete. Any saving that
a manufacturer can make s always reflected in a better pay roll and a cheaper
product. We feel that this result will be achleved under the Wisconsin law.”

Jung Shoe Manufacturing Co., Sheboygan, Wis,, by Otto Jung:

“* ® & We wish to state that the ‘merit’ rating provision in our law has
been an ncentive to us to provide steady employment by carefut production plan-
ning and spreading of work to attain the reduced contribution rate, with the
result that by making a comparatively small additional payment we arve now
enjoylng a ‘zero’ ‘merit’ rating.

“Providing steady employment has resulted in definitely less labor turu-over,
benefiting not only our employees but also ourselves through a reductlon of
operating figures.”

Holt Lumber Co., Oconto, Wis,, by D, R. Holt, vice president :

“In July 1936, when unemployment-benefit payments started in Wisconsin, we
immediately set up a more centralized employment control, based upon the policy
that it 1s better to prevent unemployment than compensate it.

“The merlt rating was the Incentive, as wag the desire to have our firm secure
the reduced rate. .

- “Whenever productlon was consldered, unemployment Insurance was likewlse
considered. Employment records were centralized. Weekly summarles of
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unemployment experience, partial and total, were given to every department
foreman, which enabled interchanging of iabor at the time, spreading of work,
and an unemployment mindedness on the part of our entire organization, We
understood the advantages of experience rating and had our policies work to
that result, We did this with the thought to provide more regular work and
more regular weekly wages for our employees and to be compensated by a redue-
tion in future tax rates. It enlisted our thoughts to careful attention of our
individual reserve and not toward a careless or wasteful dissipation of our
accumulated unemployment funds,

“This actually worked. In 1836 we paid out no unemployment benefits, In
1037, with a summer lay-off, we pald out less than 10 percent of our contribue
tions, In 1938 we were forced to lay off, by the exhnustion of raw materinl,
over which we had no control.”

McNeany’s Department Storve, Beloit, Wis, by A. F. Reesman:

“Iver since the passing of the unemployment-compensation law in the State
of Wisconsin we have very diligently attempted to stabilize our employment,
and we are very proud of the fact that since the beginiug of paying of benefits
we have had a very low withdrawnl from our account. Even though at times
we should not have maintained our employees on reguinr employment, we have
attempted to glve our regular people regular full-time work.

“We employed a personnel director, something entirely unheard of previous
te this time, hopiug to make our people more productlve and flexible so that
they could be pluced In other positions during dull periods in their partlenlar
department.”

dison Wood Products, Inc,, New London, Wis,:

“Stiuce this law becnine effective, we have gone out of our way to try and
level out our production and in that way create steady employment for our em-
ployees. The results of our efforts spenk for themselves, and while not as
favorable as a lot of other employers that we know, yet at this writing we have
only one person drawlng unemployment insurance, ‘This employee will not be
rehived, and that is the reason he is drawing unemployment insurance today.

“The present Wisconsin Iaw hax resulted in less labor turn-over, making our
employees more experienced, reliable, and consclentious, and this hus resulted in
lower costs for us,  Our financial statement will bear out this fact,’

Gatewny Grocery Co., La Crosse, Wis.:

“We would dislike very much, after making consclentious efforts to keep our
men employed the year ‘around, to he pennlized by paying the high rate cach
nf)?nth !’\'hich we are now saving, and which we belteve is a just reward for our
efforts.’

The Union Dye Works, Kenosha, Wis,:

“Fad we not stabilized our employment with this incentive of a lower rate in
view, we possibly would now be in the higher hracket of contribution.”

Kramer Sheet Metal Works, Milwaukee, Wis,, by Frank Kramer:

“Our firm 1s on the basis of keeping employces on a full-time basis, or very
near so0. In glack periods, work such as repairs to the building, Improvements,
and stocks are built up. This was not a practice for a period of 12 years
previous.”

Allon Edmonds 8hoe Corporation, Belgium, Wis,, by K. W, Allen, treasurer:

* * Since this law has been In effect, 1636, we have not used any of the
f\lnds to pny unemployment benefits, Just as goon as this lnw was enacted we
rearranged our plans and working details so as to balance our production
throughout the year, maintaining a continnous run of employment.

“Sometimes, of courre, this caused an inervense in ouwr finished stock. Never-
theless, we have been able to maintain a elear record insofar as paying unemn-
ployment benefits are concerned, and the writer cannot speak too highly of our
present State law as to its merits In providing an inceutive both to the employer
and employee to plan the work and exceute these plans in a eooperative manner.,
And. of course, this has practically entively eliminated labor tarn-over.”

Andis Clipper Co., Racine, Wis., by M, Andis, JIr., secretary :

“Since July 1, 1836, when benefits were first payable from the fund, will state
that on account of stabilization only two persons have recelved benefits which
have been charged up to our acecount.

“We feel that where an employer stabilizes his employment and keeps his em-
ployees working throughout the year that he is entitled to a much better rate than
one whosg employment s not ste:\dy or where there exists a continual labor
turn-over,
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wit:iite Rock Mlineral Springs Co., Waukesha, Wis, by R. O. Cumpton, vice
president :

“e * * Weare entirely in favor of merit rating, since this plan is of substan-
tlal benefit to the individual employer and to soclety as a whole, .

“Brer since the inauguration of the Wisconsin unemployment insurance plan
we have made every effort to keep our employment uniform. We build up a large
stock of finished goods during slack-sales periods so that temporary help will not
have to be taken on during the busy season. Furthermore, we have taught our
employees to do more than one job, so that If there Is no work in bhe type of
buslness the employece can be given another job. When production needs are low,
]‘J\'eduse )the surplus help to do maintenance work which ordinarily would not

e done.”

Scaninn-Morris Co,, bospital furniture, Mndison, Wis,:

“We have muintained a distinet pride In not having to call upon this fund.
That it has been a stabllizing Influence, goes without question. Time and again,
bhiring and lay-offs would have taken place, were it not for this stabillzing
11 fluence.

“In other words, we have trled consistently during that length of time to see
that regular employment was made available for all the employecs which we
have, This has been possible so far: but what the future holds, no one can
foretell, At times we have been sorely tempted to Inercase the number of em-
ployees considerably, but other times our force was ured in bulldlug up stock,
which was a surplus of finished products to be sold later.

“Unfortunately, our product does not permit the building nhead of quantities
of finished articles beeause of the engineering reguired in connection with our
sterllizer Installntions, This requires speeiul butlding to meet the individual
Jobs. This I8 true In many instances of our operating tables, our operating-
room lights, and all that, so that we have all of these uncertalnties to contend
with, It has meant that when we were slack In orders we would make an
effort to get additionul business, even though the margin was mnch smaller,

“In other words, the Incentive is to have sufficient volume of work In the plant
to keep the force going, Our employees do apprecinte and benefit by this plan.
ning, and especlally so when overtime is paid rather than putting on a greater
number of employees.”

- Tlf)e Paramount Photo Shop, Reynolds & Hoeft, Ln Crosse, Wls,, by IHelen Mae
oeft

“We have been subject to this act from the very heginuing; and this Iast year,
by building up our fund, we have reduced our contributions to 1 percent, We
have also by planning extended the employment over our dull perlod and have
kept at least 25 percent more employed than we did {n the penk and the low of
b years ago. This is reflected in our cmployees being more efficlent, more satis.
fled that their employment is steactier thun it was before nucwployment {nsur-
ance came into effect.”

Appleton Woolen Mills, Appleton. Wis., by A, II, Wickesborg, treasuver:

“In centralizing our control of cemployment and productton, we are able to
know in slack tites to whom employment should be given and how much, both
in hours and in value, This provides a steadier income, averaging much higler
than the sprsmodie employment plus henefit pnyments,

“Witlout merlt rating there would be no fncentive to spread or stagger labor,
In season or cyclical industry employers wounld have no Individual respousibility
to reduce uvemployment to a minlmum., Unemployment would fncrease and
benefit pnyments would exceed contributions in a very short time.”

Wisconsin Machinery & Manufacturing Co., Milwnukee, Wis.:

“* % * We do all we can to cooperate to make the law accomplish the
purposes for which it was originally enacted. Holding the job means more
than recelving just temporary beunefits for the job that has been lost. Job
holders are happler and better off than people on rellef. Our Inw compensates
the employer who spreads his available hours of work, thus keeping more men
In thelr jobs, even thongh on reduced hours and less pay.

“* * % If our law lacked its present fentures and if instead we had a
pooled account system we would probably be forced to resort to the old hire-
und-fire methods for we would have a higher tax on our pay roll to maintain
the pooled account at its proper level and also the additlonal expense entuiled
in spreading the work,

‘e * * Since our law became effective (1) we have not caused a single one
of cur employees to lose his job, (2) we have not pald one cent in benefits, (3)
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we have built up our reserve fund to a point where our contributions have now
reached the zero point, and (4) we find the reporting so simplified that the
amount of work required is almost negligible, for whereas we formerly made
weekly ‘low earings’ reports we now make such reports only four thues a year.”

H, 'C. Prange Co, department stores, Sheboygan, Wis, by H, Carl Prange,

resident :
P “We have heen able to avold lay-offs by transferring our help from one depart-
ment to another wherever it was possible, This problem is probably most acute
in January and February in cur lne of business. During these months we have
transferred men from regular departments to the muaintenance department for
a general store house cleaning.

“Before dismissnl of an employee, a thorough study is made of the partleular
individunl to be affected. If at all possible several transfers to different work
are arranged for this employee before actual aismissal. This has naturally kept
a good many people on our pay roll where otherwise they might have been dis-
missed if they were found unsuited for the work in which they were placed.

“We have not found It necessary to contest the payment of benefits to any
employee who was dismissed,

“We believe that any chavnge in the merit-rating provisions of the Wisconsin
Unemployment Insurance Act would discourage the type of operation that we
have tried to carry out.”

Century Photo Service, La Crosse, Wis. ¢

“This last year, by bullding up our fund, we have reduced our contributions
to 1 percent. Moreover, during 1937 and 1038, by careful planning, we have
extended the employment over our dull period, keeping at least 25 percent more
workers on our pay rollg than we had previously.”

West Bend Aluminum Co., West Bend, Wis, by W. B, Malzahn, treasurer:

“While we always gave some conslderation to the matter of stabilizing em-
ployment, it 1« most certnin that the Wisconsin unemployment compensation law
provided ndded incentive for stabilizatlon. In order to bring about greater
stabilization of employment we adopted the following practices which we felt
had made for stabllity: '

“1. Tried to build up off-season demand for our products,

“2. Tried to secure advance customer commitments.

“8. Tried to learn enough about a customer's business so that we could antiei-
pnlte our customer’s requirements if our customer did not give us a definite com-
mitment,

‘4. Develop new {tems and new Hues in order to produce a move steady flow of
busines<. Attempted to develop new lines in every fleld of distribution,

“5. Accumulated inventorles during slack perjods,

“Gi During slack seasons utilized production employees for renovation and
repatrs.

“7. Have a number of employees who durfng our slack periods take n leave
of absence to engage in their regular occupatfons in building trades, golf-course
majntenance, farming, ete,, who return to their employment with us when our
busy season starts,

“8. Development of a large group of employees who can be shifted from one
department to another, who are trained to do work in several different depart-
ments 5o that production bottlenecks can he eliminated without the addition of
extra hands and the subsequent laying off of such help.

“Since the adoption of the Wisconsin Unemployment Compensation Act we
have continually glven thought to the matter of glving employment rather than
laying off any employees. The result of all this will naturally be not only the
ultimate elimination of the tax, but we have definitely found a substantlal
reductifon in production costs.”

Fey Publishing Co., Wisconsin Rapids, Wis,, by M. R. Fey:

"We were able to reduce our contribution rate to 1 percent for 1989 and also
kept employment at such a level that no employee suffered any lay-offs {nvolving
financinl distress.

“This method is an fucentive for the employer to spread work, and our case
will resuft fu an opportunity to reduce our contribution rate to 0 percent for
1840, and at the snme time will benefit the employee with better assurance of
steady employment.”

Moritz & Winter Co., Milwaukee, Wis., clothing manufacturer:

“It 18 strange that some should clalm that the only purpose of unemployment
legislation i3 to pay out the Jargest possible benefits to unemployed workers,
when it {8 so clear that one of the purposes of legislation for the unemployed
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was to create a steady employment situation, Such concerns who @o not care to,
spread their work, it 1s no more than right and just that they should pay for.
this in unemployment compensation, without trying to throw this burden upon
such concerns who are endeavoring to give steady employment.

“Durlng the past years that we have been working under our unemployment
compensation laws we have made every effort to spread our work as much as
posgible, which resulted in more steady employment by our help. In many in-
stances we have kept quite & number of employees at work, which otherwise
we would have laid off had not experience rating provided the inducement.

“We are very firm in the opinion that it is unjust and unfair to burden such
industries who are gradually working toward steady employment of their help
with a burden which should be rightfully assumed by industries who prefer to
rush their work through in the shortest possible time and sldetrack their
responsibilities to their help.”

The Lincoln Natlonal Life Insurance Co., Fort Wayne, Ind.:

“T know that merit rating has encouraged us to plan work well in advance
of its performance in such a way as to keep our staff at a uniform level. If
there were no fncentive in this respect we would undoubredly have a tendency to
do our work as it arlses even though it means constderable hiring and firing
that {8 not now necessary.

"Several times during the last 2 years we have been confronted with claims
for unemployment benefits that we felt were lmproper and we went to consid-
erable length to see that they were not pald. I doubt very much if we would
have done so in the absence of a merit-rating provision.”

The Frank Pure Food Co., I'ranksville, Wis,, by E. G. Sheriff, treasurer:

“x * * e have been able in the pasi several years to provide more work
ma wages for our regular employees for a greater perfod during the year.
This has been done by adding new products to our line and attempting to level
off the peaks and valleys in our operating schedule. This is particularly hard
for us to accomplish innsmuch as the major portion of our work is seasonal.
However, we have made some strides forward, and we feel that as each year
appears we will be able to accomplish more toward creating additional work for
our employees.

“We feel that the merit-rating provislon is an essential part of our unemploy-
ment compensation set-up ;. without it there could be no incentive for industry to
attempt more regular employment. As each industry accomplishes this regula-
tlon]l pt employment, they are rewarded in compnrison to their own effort to that
end.’

Mr, RavsuensusH, I wanted also to indicate the final point, that
we did send out a hasty questionnaire to all the State administra-
tors on unemployment compensation, just over the week end. We
haven’t heard by any means from all of them; about a dozen or more
have replied, and virtually all of them are in favor of the elimination
of all the McCormack amendment, the 2.7 and these other State
standards. I mean there seems to be a nearly unanimous reaction of
those State administrators we have heard from. I don’t know
whether the committee wants to be burdened with these summaries
of replies or whether you want to burden the record with it, but I
will be glad to have any members of the committes who care to
examine the indication of pretty general Stete sentiment by the
responsible State administrators look these over.

enator Kina. I suggest that you leave them with the secretary
of the committee.

Mr. RausuenpusH, These are the only copies we have, but I would
be glad to make them available in that way.

The CuairmMan, We thank you. :

. Mr, Ravsuenpust, I am sorry to have taken so much of your
time, but you are dealing with a problem that covers 600,000 em-
plgfyers and 25,000,000 workers,

he CaammaN. Mr. Edwin E, Witte, Madison, Wis., former Ex-
ecutive Director, President’s Committee on Economic Security.
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STATEMENT OF EDWIN E. WITTE, MADISON, WIS.,, FORMER EXECU-
TIVE DIRECTOR, PRESIDENT'S COMMITTEE ON ECONOMIC
SECURITY

Mr. Wrrre. Mr. Chairman and gentlemen of the committee, at this
late hour I am going to be very brief. I had hoped to discuss with
you some other features of this bill, but I will confine my remarks at
this late hour to the old-age insurance features. .

My general position on this bill is the same as I took on the Social
Security Act in 19385,

I then, as Iixecutive Director of the President’s Committee, ap-
inenred before you to urge the passage of that bill. I stated that the
bill was not perfect, that in the course of the years it would undoubt-
edly have to be amended on numerous occasions, that in many respects
it (ﬁdn‘t incorporate my own ideas, but that I thought that it was a
proposal with which a beginning should be made, because unless you
make a beginning there never can be improvement,

I think Congress was correct in passing that act by an almost
unanimous vote. Circumstances have shown that improvement can
be made, but it stands as one of the great acts of recent years that
have been enacted by Congress.

On this bill I have the same general attitude. I have had much
less to do with this measure. I was a member of the Social Security
Advisory Council, and some recommendations of our Council are in-
corpornted in this bill but about an equal number have not been
incorporated.

The bill as a whole, I think, represents under present conditions a
forward step. There are many features of the bill that I would like
to see changed. There are some features that I think are bad, but
under existing circumstances, and having in mind the alternatives that
are really presented at this time, I think that the enactment of this
bill, with amendments, will promote social security and the further
development of social security.

Old-age insurance is the part of the Social Security Act in which
the changes arve the most extensive. Many of the changes I most
heartily approve, but some of them seem to me to be very unsound.
These are the changes proposed in the bill which serap sound social-
insurance principles, and substitute therefor the unsound financin
methods of private assessment insurance, and the restrictive an
illiberal provisions of group contracts of private insurance companies
and of many industrinl-pension plans,

The advocates of these changes have claimed that the present law
is based too closely on private insurance company principles, but what
they are actually proposing is to substitute for social-insurance prin-
ciples, the policies and practices of group insurance and of many
industrial pension systems, which are almost diametrically opposite
those of social insurance.

Specifically, I believe the reduction in the title VIII taxes to be
unsound; also, that the net effect of the qualifications for retire-
ment and other benefits, combined with the new benefit formula, is
antisocial so far as the younger workers are concerned, unless the
coverage of the system is broadened to include all workers.
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1, of course, strongly recommend extended coverage to protect agri-
cultural workers, domestic workers, self-employed people, and others
who are now excluded.

Let me first explain my criticism that the bill as it now stands is
unjust to the younger workers. My objections center in the defini-
tions of “average monthly wages,” “fully insured individuals,” and
“currently insured individuals,” which occur on pages 24 to 44 of
the bill,

These definitions are significant because benefits hereafter ave to
be bused on “avernge monthly wages” and retivement benefits are to be
paid only to “fully insured individuals”; and widows’ and orphans’
alowances only to feurrently insured individuals,” Collectively, these
new definitions, while much more liberal for those now approach-
ing age 65, will deprive many millions of prospective beneficiaries in
future years of all benefits in the Federal old-age insurance system.

Senator ConwnaLLy. Your complaint is, as I see it, that this is
more on the plan of these private msurance plans rather than a large,
comprehensive social legislation plan that would take in those that
were less fortunate and less able to pay under the private system?

Mr, Wirre, If T may summarize what I mean, Senator: Izrivute
industrial pension systems have been characterized by very liberal
benefits to the people who remain with the employer until retire-
ment age, but, generally, they give no surrender values whatsoever
to the 90 percent or more of the employees who do not remain with
the employer until they reach retivenient age. AsI see it, much the
same result is produced through the changes in the dofinitions that
are included in this bill. They will have the net effect of greatly
liberalizing the benefits for those now approaching age 65 and for
the regularly employed younger employees who meet these qualifi-
cations, but also the result of denying benefits to many employees who
under the present law would get benefits,

Senator La Forrerre. Despite the fuct that they mey have paid in, .

in many instances, taxes, both on their own behalf and also the em-
ployers may have paid in taxes?

Mr, Wirre. That is very clear,

Collectively, these new definitions will deprive many millions of
prospective beneficiaries in future years of all benefits in the Federal
old-age system, although they will continue to have to pay the title
VIII taxes.

To make clenr what I mean, I must first correct a popular mis-
impression as to the coverage of the Federal old-age insurance system
as 1t now stands.

It is loosely said that the present system does not include employees.
in agriculture, private domestic service, public employment, and so
forth, That is correct to the extent that no one is taxed upon his
earnings from such excluded employments. What must be under-
stood, however, is that benefit rights in the Federal old-age insurance
system rest, not on industry, but on an individual basis. This differ-
ence has significance because most people do not remain in either
covered or uncovered employment all their lives, and under the present
law benefit rights, once aequired, are never lost,

Agricultural workers, ﬁ)rlvate domestic servants, public employees,
and so forth, in almost all cases will work in covereg employments at
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some times during their lives. Even proprietors and self-employed
people usually are employees for a part of their lifetime,.

illions of people work both in covered and uncovered employment
each year, The Census of Agriculture reports that one-third of the
owning farmers have some income from wages, to say nothing of the
tenant farmers and the earnings of agricultural laborers in covered
emf)loyments. .

t was a failure to understand the basis of benefit rights under the
present law which led the actuaries to greatly underestimate the cost
of benefits under the present system and to grossly overstate the future
reserves. The imaginary $47,000,000,000 reserve, which is not pro-
vided for in the present law but which has been concocted by its critics,
was based on the assumption that people remain in covered and un-
covered employments, respectively, all their lives, It was based on
an estimate that there would be less than 26,000,000 individuals in
the old-age-insurance system at the outset, and a gradual increasing
number thereafter, reaching n peak of 85,000,000 individuals in 1980,

Actually there are now 44,000,000 Social Security accounts, and more
than 32,000,000 individuals had wage credits by the end of 1087, the
first year of tax collections. The truth of the matter is that under
the present law, within 10 years, we will have more people with some
rights in the old-age-insurance system than there are gainfully oceu-
pled persons in this country.

The ultimate number of individuals with benefit rights is likely to
be 75,000,000 or more, not 35,000,000 as the actuaries who estimated a
Teserve of $47,000,000,000, forecast.

Another important feature of the present law which the great ma-
jority of the crities have missed is that everybody who is employed in
covered employment, even for one day, is entitled to some benefit,
and that benefit rights, once acquired, are never lost.

Poople not entitled to retirement benefits, get lump-sum benefits,
‘which, in the average case, are approximately equal to the taxes they
pay, with interest.

Moreover, the conditions governing retirement benefits are ex-
tremely liberal. To qualify for a retirement allowance, an individual
that has paid taxes under title VIIT must be 85 years of age, retired
from his usual occupation, have earnings in covered employment on
at least one day in 5 different years, and total earnings in covered
employment of $2,000. These conditions are so liberal as to render
it_certain that practically all of the younger workers of today,
whether now primarily in covered or uncovered employment, will be
entitled to some retirement benefits when they reach the age of 65,
So will the great majority of all the middle-age workers.

" The new definitions and the benefit formula will increase the num.-
ber of people entitled to retirement benefits in the early years, but
will decrease their number very greatly later on.

*, The full effect of these definitions can best be appreciated if the
situation of a worker who is now 21 years old is ronsidered. Such a
}\'oykefgggll not be entitled to a retivement benefit until he iz 65, that
is, in .

Under the definitions as they stand, he will not get any retirement
benefit unless in at least each of 15 years, he has earnings in covered
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employment of at least $200. Such a worker may have paid taxes
on a total of more than $15,000, or even $20,000—I think the absolute
maximum, theoretically, is something like $45,000 that a man might
have paid tuxes on, without becoming entitled to retirement benefits
or to any lump-sum payment whatsoever.

A man who was 63 in 1937, under this bill, can retire in 1940 on a
monthly annuity of $10.20 if he has had total taxable earnings of $600.
An executive, who has earned $3,000 pexr year for 3 years, can retire
for life in 1940 with a retirement allowance of above $40 a month,
but a younfer worker in many instances, unless the coverage is broad-
ened to include all workers, will get no retirement allowance although
he pays taxes on amounts vastly in excess of these sums.

I call your attention particularly to the inequity of these provi-
sions in relation to women employees. Women employees custom-
arily are married after having been in employment for 5 or 10 years.
They pay taxes, of course, under this plan, but if they are the young
women of today, the women who are becoming murried in these years,
unless they can show the required years of earnings in covered em-
ployment, they get neither a retirement allowance in their own right,
nor any iump-sum payment. This is also very inequitable to the
people like farmers, for instance, who in their younger days work
in covered employment, or partly in covered employment, then be-
come self-employed people. '

I grant that when you have in mind only the older workers, these
provisions are extremely liberal, but if you take into account the
younger workers of today, the formulas work out in such a way that
gross injustice will be done in many instances unless the coverage is
greatly broadened.

Senator La Forrrrre. That happeus, too, doesn't it, as far as the
older poople are concerned? I mean, these arbitraries necessarily
must exclude certain people$

Mr, Wrrre. The eligibility requirements for some years are more
liberal than under the present law, liberal as those are. This is a
plan which treats the present older workers extremely liberally.

The point I want to make, why I am urging you to enact this bill
in any event, is this: For quite a few years to come there won'’t be
any trouble with this formula. I think you must not deceive your-
selves, as I am sure the Senators do not, with your vast experience,
that this is final legislation on social security. As in all countries
of the world, social-security legislation is subject to constant change.
This legislation, despite the unanimity with which it has been ap-

roved, will be found to have at least as many defects a3 have come to
dlgfht, t;n the original act. Subsequent Congresses will correct those
defectd. ‘

I think that these definjtions, so far as they concern younger work-
ers, follow practices which are contrary to sound social-insurance

rinciples, adepting the practices of the private insurance companies
In writing group insurance and group annuity contracts and of the
less 1iberal private industrial pension systems.” Of course, as T have
alg':.a(jy stated, & broadened coverage would largely overcome this
criticism.
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I think that these definitions will have to be changed in the course
of time to be fairer to the younger workers, A system in which, in
many instances, the person who has contributed longer, paid more in
taxes, will, when he reaches the retirement age, either get no benefit
at ull or a lesser benefit than people who have contributed only for o
few years, is not a system that can endure,

But while you will have to change the formula in the course of
the years, for the immediate future the effects, I think, are not harm-
ful. " You do take care of a great many people who, in the early years
of this system would not be eligible under the present formula,

Coming to the other major objection to the changes in the old-age
insurance provisions that T have, and I am talking—let me now dis-
cuss financing, On this connection T want to make quite elear what
Senator Vandenberg suggested in a question today, that the Social
Security Advisory Council did not recommend that the increase in
taxes in 1940 should not take effect. The Council made the contrary
recommendation. So did the Social Security Board in its report to
Congress and the President. In the Council of 25 members, only 5
members voted for the propaosal that the tax increase in 1940 should
not tuke effect, Only 2 members noted their dissent on the record.
All the Iabor people, a majority of the employer and public groups,
favored the report of the Council, which was that the tax increase
should not be disturbed. I believe that the change is unsound, pri-
marily because even the present taxes do not cover the entire accruing
cost of the future benefits,

Were the ‘)resent system financed as insurance companies are, by
law, required to finance annuity contracts, the actuaries figured in
1935 that taxes of 5.06 percent would have to be collected from the
outset. Because the actuaries underestimated the number of bene-
ficiaries, overestimated the average wages, and because life expec-
tarcy has already improved very great%y beyond the estimates that
the actuaries made, this original estimate is now recognized by all
actuaries to be an understatement of the future cost. Some of the
actuaries’ estimates now run as high as 7.88 percent. That amount
of money would have to be collected in taxes from the very outset
each and every year to pay the full costs if the Social Security Act
followed the method of financing which private insurance companies
must adopt.

Of course, the Social Security Act has never provided for full
reserve financing, despite the statements of critics to the contrary.
If it did provide for full reserve ﬁnancin%), it would have required
payments of at least 5,06 percent from the beginning, on the basis of
the original calculations, and of 7.88 percent on present calculations.

I will acknowledge that it is theoretically possible to finance an
old-age insurance system on the assessment or “pay-as-you-go prin-
ciple.” The term “pay as you go” in relation to old-age pensions
means exactly the same thing as assessment insurance meant in life
insurance and in industrinl pension systems, and in other types of
insurance. “Pay as you go” means disregarding your accruing lia-
bilities and taking account only of your current disbursements,

In any old-age insurance system, you cah meet the costs of the cur-
rent disbursements for many years at a very low figure. You can meet
the current disbursements under the present act at a good deal less
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than 1 percent for many years to come. By 1980, on the original cal-
culations, however, you would have to have 10 percent, and on the
newer cafculations, 12 to 13 percent.

Senator CoxnarLy. Was that the experience of all these assessment
companies, or insurance companies, that in the earlier years they were
prosperous, and easy going, and later on they had to increase their
rates and some of them went broke? .

Mr, Wrrre, That is my understanding, and that is my fundamental
objection to the system of financing that we call “pay as you go”
which is a most peculiar sort of a concept of pay as you go that we
have ever had-—a concept of “pay as you go” in which you disregard
your liabilities and take account only of your current disbursements,

I am conceding that it is possible to have assessment insurance in
theory. But I call your attention to the fact that this bill involves
the same sort of an increase in costs as does the })resent act. In that
connection, I hope you will look at the table which was inserted in
the report of the Ways and Means Committee on this bill, page 8.
If you will examine that table, the cost under the revised plan in the
first year, 1940, is $88,000,000. ~ In 1054, which is only 15 years hense,
it will be $1,843,000,000, or 21 times as much. And this table very
significantly ends with the year 1954, Increnses in costs continue there-
after. The person who is 65 years old in the year 1954, is 49 years old
now, and the situation of the persons who are less than 49 years old now
isn’t depicted in these tables, unlike the tables on which the mis-
leading caleulation of a $17,000,000,000 reserve was arrived at in
1935. "Those tables earried the younger workers of today through to
age 65. These tubles end in 1955 and don't show the picture of any-
body who is below 49 now,

Senator La Forierre. Have you made any caleulations to show
what that would be?

Mr. Wrrre, I am assuming that the actuaries are both honest and
competent. I haven’t the slightest doubt about it. T recognize that
an]y calculations as to what the costs will be in 1954 or 1980, in-
volve many assumptions that may prove wrong. I recognize that
costs have to be recalculated at intervals of 8 or 5 years, but the point.
I want to make is that the assumption, which apparently underlies
the present proposal, that all you have to do is to look ahead 5
years, 1s an unsound assumption as applied to old-age insur-
ance. It is my belief that assessment insurance will prove a
failure in this field as it has proved a similar failure in life insur-
ance, as it proved a failure i private industrial pension systems,
that you must take into account accruing liabilities as well as cur-
rent disbursements.

There is no trouble for quite a time ahead. By 1943, if you adopt
this financing principle, you are apt to conclude that the 2-percent
rate isn’t needed. It won’t be needed if you are only meeting cur-
rent disbursements. But, as the Wuys and Means C.mmittee points
out, by 1955 this system, as proposed to be financed in this bil , will
run into a deficit.

.But what happens when there is a deficit? There are four possi-
bilities, as I sce them.

. One is further increase in public debt—and I presume that has a
limit at some time,

[ S,
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The next would be governmental contributions. In that connec-
tion I again want to call attention to the fact that there is a great
departuare in tliis bill from the recommendations of the Social Security
Advisory Council in this bill. Mr. Epstein, who has championed
governmental contributions to old-age insurance funds, apparently
wa. under the impression that because the Social Security Advisory
Council recommended governmental contributions, they were incor-
porated in this bill, There is nothing of the sort; there is not cven a
mention of it in the Ways and Means Committee report, and as far
as I have been able to i}:)llow the debates, no Member of Congress
has yet stated that he believes that when deficits occur in this system,
general taxes should come in to meet those defleits.

The third possibility is, of course, increased contribution rates
and undoubtedly the Eeop]e who advocate thiz new method o
financing, expect contribution rates to be increased. They must be.
Iiveryone who is honest knows that you can not run this system
indefinitely on 1-percent contributions. If you build up no substantial
reserve you will have to increase the rates within the next 45 years,
from the present combined 2-percent. rate to a 12-percent rate. Can
that incrense be made? If it isn’t made, the younger workers of today
are f;roing to lose at least part of their promised benefits.

That is the fourth alternative, decreased benefits.

As I view this entire matter of financing, the question isn’t settled.
I think there is going to be a very serious conflict within the next
10 years over this issue. Shall general governmental conributions
be brought into the picture, not merely talked about but actually
made? How high shall contribution rates be stepped? And as an
alternative, shall the promised Lenefits to the present younger work-
ers be reduced?

That is where the conflict is going to come. I won’t predict what
will1 happen. It is an issue that future Congresses will have to
settle.

But, while I do not like this slight recognition of the pay-as-you-go
prineiple that you have in the present bill, I am willing to recognize
that there nre able, honest ]PGOIﬂe who hold contrary views to those
that X do. _There are people who believe, and they are just as com-
petent as I am, that it is possible in a national old-age insurance
system, to operate on what Is essentially an assessment principle. I
don’t helieve it, but they may be correct, T will concede that,

Next T recognize that there is need for a stimulation to business
and investment at this time, and it may be that businessmen in mak-
ing investments are more concerned with the profits of the next
2 or 8 years than with the prospect of greatly increased taxes in the
future. I am not sure that it will work; it may be worth trying.
That is for Congress to determine.

Also, I am of this opinion, that it may be necessary in old-age
insurance for us to have some experience with assessment insurance
before we are willing to apply the experience we had in life insur-
ance and in private industrial pension systems to a national old-age
insurance system. We incidentally also had it in public employees”
retirement systems. But until we have experience, it is probably
true that the word “pay-as-you-go” is so attractive that the public
can’t apply the lessons of life insurance and realize that they apply
also to this type of insurance.
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The present bill only postpones payment for 3 years. As it has
developed, due to the underestimates of costs and benefits, the pres-
ent system isn’t fully financed. The postponement of the tax in-
crease to 1043 operates merely to bring the crisis a little earlier than
it would come under the present law,

Now let me say that as an offset to the points that I don’t like
about this bill, there are very distinet improvements in the old-age
insurance provisions in this measure.

Mr, Epstein said that it gives us the best old-age security sgrstem in
the world. That may be covering a lot of territory, but, if I were
satisfied that the promised benefits are fully financed, and if the

rovisions were such that so many of the younger workers would not
Ee excluded in future years, I would endorse what Mr., Epstein said.

Certainly the principles of paying widows and orphans of the one-
third of all workers who die before age 68, widows’ and orphans,
benefits, in lieu of a small lump sum, is n great improvement, It is
these families that need protection, perhaps, more than any other
group in society—normal families with young children, in all re-
spects like other children, but with the great misfortune that the
father died young. When the wage earner dies young, we know
from experience that in the great majority of cases, it means an un-
provided-for family, The Frovision in the present law under which
you give that family a small lump sum certainly doesn’t take care of
that situation, and I call your attention to the fact that of all wage
earners of age 20, one-third die before they reach age 65. It is a
very large group; it is a group that needs protection and which, nnder
this bill, will get & much better typs of protection than we have been
nffordin%)ét heretofore.

Then, beyond question, it is good sense to give an additional allow-
ance to the man that has a wife when he reaches old age. He has
additional responsibilities. That holds true, too, of the dependent
children, and we know now from experience that even men of 65 often
have dependent children under 16 or 18, Many of them are supporting
the grandchildren of a daughter that died, many of them married or
remarried late in life and have children of their own. They are
responsible for the support of these children, and this bill makes it
possible for them to supfmrt those children in decency when they
can no longer work. I also think there is everything to be said for
widows’ allowance. A man tries to make provision not merely for
his own life but does, and rightly so, bear in mind the wife and the
dependent children who nlso must live from what he gets.

Above all, I urge enactment of this legislation because I feel that
Congress, in this session, must pass some type of old-age security legis-
lation, and of all of the likely alternatives, this alternative which pre-
serves the contributory principle, this alternative which emphasizes
that people get protection in old age, indeed as a matter of right, but
also by reason of the fact that they have borne part of the costs, is a
sound one.

The only alternatives to this hill really are these. One is the alter-
native which I think Mr, Egstein suggested today—although I may
not be correctly stating his idea—that in o0ld age we should take care
only of the people who are in need, In other words, tax all the work-

ing people for the benefit of the people who, in old age, need assist-
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ance, and in that manner shift from general taxes to pay-roll taxes
the burden of old-age assistance.

This seems to me & very unsound in'oposnl. There may be people
who think that all that we should do is to take care of the people
need, but if that is the right principle, then certainly we should
continue to make that a charge upon all of the taxpayers of the
country, and not get the money for old-age assistance out of pay-roll
taxes.

The other alternative is a universal pension. I am not discussing
merely the Townsend plan. I submit that any universal pension
whatsoever, of any amount that you may concede, in all probability
will Yrove financially impossible and will also very likely mean a
complete overturn of our economic system.

There are 8,200,000 men over 65 years of age today. There will
be 22,000,000, on the best estimates we now can make, in 1980, Above
60 there are 12,500,000 people, and by 1980 there will be over
30,000,000 people, Give these people, give everybody over 60, $60
a month, and assume that 500,000 of the 12,500,000 that you now have
are rich people; whom you might exclude from pensions. If you
do = little multiplying, you wiﬁ find that the cost is $8,400,000,000
per year. That would be the cost today, and the number of old
people is increasing in this country at a rate between 2 and 3 percent
each year,

There is still another aspect that I want to emphasize. You may
want to start under very severe restrictions, I submit that no mat-
ter where you start, pressure upon Congress to increase the amount
of the free pensions will be so great that ere long, even if you start
conservatively, you will have a system in which yon eanant possibly
find the governmental revenues to meet the cost. There are a very
large number of old peo[)le, they are politically important, and
rightly so. The pressure that large numnbers of old Feople can exert
for increased pensions is going to be many times the pressure that
the veterans have exerted.

There is one further factor. No matter how liberal you make this
pension, there always will be some old people for whom the pension
1s not a sufficient amount. If you make the pension on the basis of
the individual, as you would be very apt to do, you run at once into
this situation. Seventy percent of the men at age 63, or approxi-
mately that number, are marrvied. In the average case the wife is
7 years younger than the husband. Where the husband is 65, the
wife is 58. She is not entitled to a pension for 7 long years after
the husband gets a pension. It follows that for 70 percent of the
total number of the men this pension must support not one person, but
two persons,  In many cases it will have to support more than two
persons—children and grandchildren and other dependents as well
as the pensioner and his wife,

No matter how liberal you make the pension, you will always have
{his problem that there will be thousands of people for whom the
pensions are not sufficiently liberal; and the pressure that can be
exerted hecause in some cases the persinns are not liberal and are
not sufficient will be such that Congress will not be nble to resist that
pressure.

The danger of a break-down of the economic system—the possible
threat of a break-down of the economic system—if we provide for
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universal pensions, lies in the fact that the pension becomes not a
matter of payment of an insurance contract, but a hand-out. I
think you gentlemen have had enough experience to know the dangers
of the hund-out. If you put pensions to old people on the basis of a
hand-out, there will be other pressure groups that will also be asking
for hand-outs, and with at least equal claim to that which can be
made by many of the old people, i

I think that we must preserve the insurance principle, the essential
iden that the recipient of the pension must consciously realize that
he bears part of the cost. If that is not the case, I am afraid you
will have a runaway system that cannot possibly be financed, that
will mean a break-down of our economic order.

In conclusion, because the alternatives are exceedingly dangerous,
beeause this bill has many good features, and because most of the
features that I consider bad are not immediate in their effects nor
irremedial, I urge approval and passage of the bill, with amendments
correcting the weakest points.

I thank you for this opportunity,

Senator Kina, Have you suggested any amendments that you de-
sire to offer?

Mr. Wirrre. My suggestions for amendments with rveference to old-
age insurance, concern primarily the matter of coverage and financ-
ing. T have stated that even if you do not see fit to adopt my sug-
gestions I still support the bill. T think that it has good points,
despite the fact that this bill is unjust to the younger workers and
is unsoundly financed. T am willing to let the future decide whether
I am right that the assessment principle doesn’t work in old-age
insurance any more than life insnrance, and the injustices to younger
workers in the present bill can be corrected by extending the cov-
erage of the act.

In old-age assistance, I very much doubt the wisdom of the increase
in the maximum Federal aid to $20 per month. I believe that there
is a strong case, a just case, for varying the Federal aid in accordance
with the financial need of the States, “That is again, I acknowledge,
a matter of controversy, but, as I see it, the principle on which we are
paying aid to the States is that the States cannot themselves finance
the entirr - ~st of old-age assistance. If that principle is sound,
then we also much take into acconnt how much of the cost each
State can bear, and certainly the States differ immensely in their
ability to bear the cost of old-age assistance.

I want to conclude with just one more observation which I hadn’t
at this late hour intended to make, Senator.

I want to urge stron%ly that the changes made in title IV of the
Social Security” Act, relating to dependent children, be left in the
bill—particularly the incrense in the Federal aid to a one-half basis,
in Heu of the present one-third basis. There never was any logical
reason why the aid for old-age assistance and blind pensions should
be one-half, and for aid to dependent children, one-third, ¥ think
the main explanation, if T may be pardoned for making the sugges-
tion, is that the dependent children have no organization that speaks
for them, Even Mr. Epstein’s Association for Social Security in-
terests itself in the aged but not in the dependent children. There
are at Ieast a million dependent children in this country, entitled to

160883—39——17
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aid under our laws, that are now not getting aid. Increasing the
Federal aid may do something to improve that situation for this
very large group whom I hope you will not forget, although they are
not clamoring at your doods.

Senator Kino. Thank you very much., Senator Wiley.

STATEMENT OF HON. ALEXANDER WILEY, UNITED STATES
SENATOR FROM THE STATE OF WISCONSIN

Senator Wirtey. I am not a member of this committee. I want to
say that the contributions made by Mr. Raushenbush of our State,
in" which he suggested the amendments striking out paragraph 1 to
section A of section 1602, and striking out paragraph B on gage 72,
and 73, and 74, agree with the amendments that I suggested to the
Byrnes’ bill. I can say that I have had wires from practically every
section of our State, from employers, and none object, but rather insist
that something be done along the lines suggested by this gentleman,
and that is simply my contribution at this time, and I am very much
in favor of the amendments as suggested.

Senator Kina. Senator Wilejy, if you desire to submit any further
observations tomorrow, you will be given ample op{:ortunity.

. The committee will stand in recess until 10 o’clock tomorrow morn.
ing,

{Whereupon, at 5:25 p. m., a recess was taken until the following
day, Thursday, June 15, 1939, at 10 a. m.).
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THURSBDAY, JUNE 15, 18390

UniTep STATES SENATE,
ComMITTEE ON FINANCE
Washington, D.o.
The committee met, pursuant to recess, at 10 &, m,, in room 312,
Senate Office Building, Senator Pat Harrison (chairman) presiding.
The CuairmMaN. The committee will be in order.
Mr. Iglauer.

STATEMENT OF JAY IGLAUER, CLEVELAND, OHIO, CHAIRMAN,
TAXATION COMMITTEE, NATIONAL RETAIL DRY GOODS AS-
SOCIATION

Mr. Iaraver, Mr. Chairman and gentlemen of the committes, I am
here substituting for Mr. Hugo Kuechenmeister, of the Edward
Schuester Co., Milwaukee, who is the chairman of the social security
committee, ,

Before I Fresent, the formal part of my talk, I hope it will not be in
bad taste if I make & few comments concerning some of the matter
that came before you yesterday, because I, too, together with Pro-
fessor Witte, was & member of the Advisory Committee of the Social
Security Board, and I gave up my time to him, and therefore lost my
chance to fly home this mormn%. I think he might just as well have
gone home, because I do not think there wes much contribution in
what he had to say. 1 take issue with him in the matter of the aceuracy
of the figures that were quoted by him. He quoted from memory,
and I regret that there is at the moment not & written record by which
we could check with some of the figures supplied to us by the actuaries
to the Social Security Board.

The CuairMaN, I think we requested the Chairman of the Social
Security Board to 1f;’ive us those figures,

Mr. Ieraver. Yes; I think it is important that you should get
them, because of the fact that a wrong inference can be drawn from
the statement concerning the young people coming into the system,
because a great majority of these young people are going to marry
and get into the married status under the act, as it is proposed to be
amended, and will actually receive more than they would have re-
ceived under the former act, and to even intimate that the benefits for
single persons are inadequate I think is stretching the fact a little bit.
Of course, we recognize that the benefits for the single man are scaled
down somewhat, but that, I think, is good social legislation,

Professor Witte also spoke of the inadequacy of the care for children.
I think a pretty good case can be made by the relief agencies, public

258



256 SOCIATL SECURITY ACT AMENDMENTS

and private, in the country with respect to the care of children
" throughout the country. It would be pretty difficult, and perhaf)s )

little unfair, to attempt to prove that there are as many as a million
or more children that are inadequately nourished and inadequately
clothed. As a matter of fact, there may be instances where the family
may have enough money but foolishly may spend more money in
paying tho interest on the mortgage than taking it out in necessary
clothing and food for the children. That has happened in families
above the subsistence level. One of my side lines in my home town is
social works, and I am familiar with some of the problems connected
with them. Desides that, we had the relief directors of a number of
States in our conferences in the advisory committee, and they had
some first-hand information concerning the relief situation,

From Professor Witte’s comments, I believe he was sincers but a
bit inaccurate in his quotation of figures. He was a member of the
committee which approved the suggestions which we are very happy
to suy are pretty largely- embodied in this measure.

Now, one word with respect to the representative of the laundry-
meon’s organization. I suggest that before we attempt to have a
serics of tax rates by classifications, which I think would be unwise,
in the statute, that it would be well for the Laundrymen’s Associa-
tion to have some actuarial calculations made to determine whether
under an experience rating the Laundrymen’s Association, with 90
to 95 percent regularization of employment, would not actuaily obtain
a lower all-around rate than would be the case with the 3 percent on
the first 30 percent, and 1 percent on the excess over 30 percent.
I think it is very important for them to study that beforo they arrive
at the conclusion that they ought to have a special classification.

One word more about Dr. Epstein’s suggestion that there be an
advisory committee on unemployment compensation similar to that
which studied the old-age benefit scheme. I suggest that that
should be carefully considered; but I also suggest that it would be
better for that committes to be working about a year hence than it
would to start working now, because there are so many States that
have had absolutely no experience in payment of benefits. That
committes, if it wants to act intelligently and does not want to de-
pend upon actuarial estimates, should have the benefit of perhaps
1 year more of the payments of unemployment benefits.

Senator JomngoN. Would you also recommend that the Congress
should go slowly in making changes in the unemployment law,
pending further experience by the States?

Mr. Ieraugr. I would as to bonefits and rates of tax, because we do
not have enough experionce on which to base anything intelligently.
It is a guess at best, It would be better, and T think it is very wise, to
have an advisory committee. If the committee will have its sug-
gestions a8 carefully listened to as the suggestions were listened to

y this committee of the Senate and House, I am sure they would be
encouraged to do a constructive piece of work, because I know from
my own knowledge how thoroughly, how deeplgv and how expertly all
qu_ttai;tions on old-age benefits were studied by the advisory com-
mittee.

Senator Jounson. You know that many serious changes are pro-
posed in the bill?

Mzr, Igraver. Yes.

Senator Jounson. And you suggest that we go a little slowly?
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Mr. IeLaver. We are perfectly willing to see some of the changes
that were made, but there are other changes that we think are some-
what dangerous in their effect upon the adoption of adequate acts in
the States, and which I shall present in this formal paper. Boing the
representative of a committee, I, therefors, have put this in writing,
so I will not go beyond the confines of the dictum given me by the
committee.

The National Reteil Dry Goods Association, composed of 5,700
member stores throughout the United States, was one of the first trade
groups to recommend the adoption of & comprehensive social-security
program, including old-age security, and unemployment compensa-
tion, A resolution to this effect was unanimously adopted in 1935 at
the January convention, which, it should be noted, was considerably
Y)rior to the passage of the Social Security Act. The National Retai

ry Goods Association, through its committees on social security and
its staff, has always endeavored to keep itself and its membership
informed on major developments in this field.

Speaking for the association and its social security committes, I
desire to express our views on H, R. 6635, which is the measure to
which you referred, Senator, which amends the provisions of the Social
Security Act, and which is now before the Senate for consideration.

Addressing ourselves first to the provisions affecting title IX and VIII
of the present act, dealing with old-age benefits we are gratified that
the House of Representatives voted for the earlier operation of the
monthly benefit provisions, the payment of increased benefits in earlier
years, and the provision for supplementary benefits to aged wives,
widows, and dependents.

This association approves the provision of the bill which would
delay until 1943 the increass in the taxes for old-age insurance, which
emqe oyeo and employer are required to pay. L.

he provisions for setting up a trust fund are indeed meritorious
and, we believe, will also meet with the general approval of business,

The administrative changes, particularly those that bring about
uniformity of definition between various terms used in the section of
the act referring to old-aI;e insurance and unemployment compensan-
tion, we are confident will solve a number of administrative problems
and lessen the burden of reporting.

It is our sincere desire to see all of tho provisions of H., R, 6635,
upon which we have commented above, enacted.

Unomployment compensation:

With respect to the requirements of H, R. 6635, which affect the
operation of the unemployment-insurance system, we desire to make
various critical statoments; particularly to voice our oYposttion to
cortain sections of title VI of tho bill. Wae refer specifically to section
610 of the bill (or 1602 of the Internal Revenue Code).

Requirements for merit or exporience rating plans:

This section, in our opinion, will entirely defeat the purposes of
merit, or experience rating. The proposed requirements are such
that it would be practically impossible to meet them and permit an
exporionco rating plan to operate. The proposed standards fix a
rigidity of requiroments which prohibit States from making such
adjustments as would be available to meet local conditions.

ection 1602 (a) (1) of the code sets up the condition that total
annual contributions of a State must yield 2.7 percent of pay roll.
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This would seem to imply that after the short experience which the
country hes had with unemployment compensation, 2.7 percent is
definitely the required and fixed rate to meet all conditions; whereas,
in fact, we are still in the experimental stage with much to learn.
That bears it out.

Senator JounsoN. Yes. I offered an amendment to delete section
(a)l\'fl)’ to which ﬁou just referred.

r. JaLauERr. Both sections (a) and (b).

Senator JounsoN. Yes; I have an amendment in to delete (b) also.

Mr. IaLauer, The original act was designed to allow individual
States to experiment; the program should be continued in that way
until more definite data are available upon which to base conclusions
for legislative action. Who can say that 2.7 percent is the correct
rate of tax? In Wisconsin, where experionce rating has been in effact
since January 1, 1938, the fund remains large compared with benefit
payments, yet no over-all or average contribution of 2.7 percent is
mandatory by law; nor does it appear to be necessary.

Each State has its own peculiar problems and since State lines are
followed for other legislative purposes, it is recommended that the
rights of States to legislate on unempfoyment, insurance matters be
Kontinued as was originally contemplated by the Social Security

ct.
Section 1602 (b) of the code sets up additional standards under
which States may continue experience rating without a 2.7 percent
over-gll requirement, or may grant n State-wide reduction in the
contribution rate, generally.

These standards, however, are, in our opinion, an almost perfect
deterrent to the operation of any type of experience rating—and it
must be agreed that a State-wide reduction is equivalent to merit
rating by States,

Reductions in the tax are permitted, provided the State fund equals
one and a half times the largest amount paid in or withdrawn from
the said fund in any one of the previous 10 years, Because of the
bigher requirements of other standards in the bill, which must also be
complied with, it is doubtful whether a State fund can ever reach such
o height after the second or third year of the systems operation. Of
course, we do not know any more a\gout that then the rest of the coun-
try, or than you do. Moreover, it is entirely possible that business
conditions may be so good within any 1 year that the contributions
paid into the fund, because of large pay rolls, will automatically serve
to make compliance with this j,rovision more difficult for a considerable
period thereafter.

Furthermore, & provision making the red.ction of the individual
em{)loyer's tax contingent u{)on the basis of Suote-wide performance
will act as a deterrent to employers who, under individual merit rating,
would otherwise expend considerable sums to maintain their staffs in
employment during slack periods. Adjusting personnel and operating
programs to insure a definite individual tax saving to offset the cost
of such adjustments is one thing; making similar adjustments in the
hope of realizing & saving on the basis of a State-wide reduction would
be regarded as a hazardous gamble.

The bill contains no standard of requirement respecting eligibility
for benefits, such as a minimum amount of annual earnings, in order
thet an individual be qualified for benefits. It does say, however,
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that unemployed workers shall receive 16 weeks of benefits or one-
third their annual wages, whichever is Jower. Are we to assume that
workers who are not regularly attached to the labor market, and who
have small annual earnings, are to receive 16 weeks of benefits or one-
third of their earnings? Are benefits to be paid to employees who, of
their own accord, work only now and then, or workers who, because
of home conditions do not wish and would not take full-time employ-
ment? For example, suppose that a former employee wishes to work
as a sales person in a department store for 6 weeks of work before
Christmas, Assume that her salary for this period is $20 per week;
her total earnings $120. Are we to understand that this person
would be entitled to benefits of one-third of the total compensation
received—that is, an additional $40 as unemployment benefits?
There are many individuals of this kind who wish work only at Christ-
mas time, but who, by reason of household duties, could not accept
full-time jobs. These same individuals would not refuse the unem-
gloymenb benefits under the proposed plan. These payments could
e considered unwarranted and discriminatory, and lead to justified
convv)laint on the part of regular employees.
ith regard to the waiting period, we believe the States have had
insufficient experience with the system and should not be required to
make any changes in their Stato Iaws at this time. However, if study
and statistics reveal that the reduction of the waiting period to 2
weeks, where 3 weeks is now established, will not place an excessive
burden upon the fund in any individual State, there would be no
objection to such reduction. We are opposed, however, to a reduction
of the waiting period to less than 2 weeks because we fear this would
without doubt place an excessive burden upon the State funds. It
appears to us that those who normally are attached to the labor mar~
ket should be able to care for their needs for the initial period of 2
weeks’ unemployment, without drawing upon the fund.

Calculation of benefit rates, based on full-time weekly earnings, as
provided for in this bill, has been abandoned by all or most States
which had alternative methods provided for in their State laws. In
Ohio, where I come from, where they have tried to operate under this

rovision, a great deal of confusion and difficulty have resulted.
at, it may be asked, are full-time weekly earnings? In depart-
ment stores: there are any number of different groupings of full-time
weekly hours. I think there were 40 classifications in the Allis-
Chalmers Co., for example. Our sales people are on one basis; our
drivers, another; our carpenters and painters on another; porters on
still another, and so forth. Often employecs are transferred from one
classification to another. What is full time? The provision will
involve complicated calculations, further delay in benefit payments,
many disputed payments, and countless errors, The language of the
bill 18 not clear as to just the right relationship between full-time
weekly earnings and the benefit rates. It leaves to interpretation
and controversy the intention of Congress as to the meaning. If a
State’s interpretation of a full-time weekly wage was not satisfactory
to the Board, the latter could refuse credit for contributions paid by
employers to a State because of failure to meet Federal standards
and require full contributions of 3 percent of pay roll to the Federa
Government.
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If any provision is to be put into the Federal law for a basis of
Fodoral rates, we believo the simplest, fairest, and most satisfactory
way of determining the amount of benefits would be by establishing
& benefit rate based on average annual earnings. Such a principle
takes care of ‘regular’” wages, commissions, bonuses, and so forth,
Furthermore, the old-age benefits section of the bill recognizes average
enrnings as the basis of calculating benefits. That was a great im-
provement in the old-age section.

With respect to partial unemployment benefits, we do not object
to the payment of partial unemployment benefits by the States, pro-
vided funds are available and the administrative procedure can be
developed to handle the payments. Most State laws already contain
provisions for the payment of partial benefits, but administration is
difficult, However, attention is called to States, such as Pennsylvania,
where the State law does not provide for partial benefits and where,
during 1938, for every $1 collected, $1.02 was paid out. Now, if one
adds partial benefits of 10, 20, or 30 cents, where is the additional
money coming from?

In New York the advisory commission and an employers’ organiza-
tion have, for 2 years, been studying various partial benefit plans but
have been unable to arrive at any procedure that seems capable of
being fairly and expeditiously administered.

The requirement that payment of partial benefits be included in the
State unemployment systems in order that merit rating, without a
2.7 percent over-all requirement, be permitted, or in order to allow
State-wide reductions, is an element of great {orce, which will effec-
tively sabotage the whole principle of exporience rating.

Because of peculiar conditions in many States due to the type of
local industries resident therein, partial payments will prevent the
accumulation of funds to the extent required in order to permit lower
rates to become operative.

Experience rating:

This association is a firm believer in the principle of experience
rating. We are of the definite opinion that granting an incentive
in the way of a lower tax rate to employers who stabilize employment
is a most effective way of reducing unemployment.

Experience rating nids in the development of desirable personnel

olicies, within an organization. With effort on the part of employers
inspired by the incentive it can be made to accomplish a great deal
even in so-called instable industries. IExperience rating provides
security for workers on the job, and in turn, permits the State or other
social agencies to provide more precise planning for the others, who
in a period of business recession, may become unemployod for a
period of time, long or short. Under a system of experience rating
this group will be simaller in numbor than otherwise. It thus cr'ysml-
lizes the social problem, growing out of unemployment. These
unemployed may more casily be separated from the mass, and thus
be given a special consideration, such as a course of training that
would make them suitable for new work, after they become per-
manently detached from their previous jobs.

We might draw an analogy betwoen experience rating under unems-
ployment compensation laws and experience rating under accident
compensation. I do not recall that anycne has made this comparison
in the hearings I have attended. Can anyone deny that industria
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accidents have decreased over the past 25 years? Cean anyone argue
that the inspiration for the development and installation of accident
prevention programs in industries has not been stimulated by the
reduced rates to compensate for good accident experience? It is true
wo know very little about the causes or fluctuation in the general
business cycle. However, experimentation and incentives are neces-
sary, particularly, if we hope to minimize the effect of peaks and val-
leys of employment within any one industry. Let us take pattern
from what has happened in the field of industrial accidents and give
industry and trade a chance to study the causes of and the remedies
for fluctuations in employment.

Senator VANDENBERG. You can use the same analogy in connection
with fire insurance.

Mr. Iovaver, Exactly. That is perhaps a better analogy, but not
quite to the point, bacause it does not involve human beings so much,

The insurance companies have made possible the construction of
buildings and the use of sprinkler equipment and protection, which
has greatly reduced the cost of the insurance.

Senator VANDENBERG. Tt is the incentive of the reduced cost which
invites the cooperation of the property owner.

Mr, IeLauer. We never consider a new type of insurance, or in-
surance on & new structure without making a comparison of full
sprinkler protection, full supervisory protection, to see whether we
would save more by taking the rate than we would by not doing the
particular thing,

We believe that the standards set up in section 1602 will sound
the death knell of stabilization and experience rating by “changing
the rules in the midst of the game.”

In conclusion, we are opposed to the new State standards contained
in the unemployment section of this bill because they are not timely.
The period of experimentation implied as necessary by the present act
shouid not be terminated. The States have experienced a great deal
of difficulty in setting up the administrative machinery to collect
the employors’ contributions, and to pay promptly the benefits to
eligible inﬁividun]s. In <pite of this known situation, the proposed
provisions fail to simplify any of the existing complexities. In fact,
they tend to inereese the administrative diffieulties and to make
ineffective the operation of experionce rating. We earnestly urge the
rejection of the proposed State standards as addition to or modifica-
tion of present requirements,

Thank you.

Senator VanneNsera. I would like to ask you, if I may, just one or
two brief quostions as to your experience on the Advisory Couneil,
with respect to the changes that are being made in title II.  You are
aware OF the fact that instead of fixed 3 percent investment in the
trust fund we are now to have a fluctuating rate of return which
follows the rate of general Government securities?

Mr. Tanaver. Yes.

Sonstor Vanpexsrra. Does that affect tho actuarial stebility of
this system?

Mr, IgLaven, T think that cannot now be determined, because the
rate might bo 2% now, it might be 2, but it mey later be 3% or 3% or
3y, if tie situation was changed as to the roturn on money, on the
use of monay, and it is too early to say whether it woukl actuully
affect the stability of the fund.
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Senator ConNnaLLY. Let me ask you right there what kind of
investment you would have to put this money in?

Mr. IaLauER. I would confine it to self-liquidating business.

Senator ConnaLLY. Stocks and bonds?

Mr. Iorauer. Yes. I have written out and published & mono-
graph that illustrates it. I got some support, but not very much
support, from the economists.

Senator ConnaLLy. What stocks and bonds? Do you know any
bonds that are better than the Government bonds?

Mr. IcLauver. Government bonds only produce interest from
income derived from the people, from taxation.

Senator ConnaLLy. Certainly.

Mr. Ieraurr., But the interest on industrial, railroad, and real-
estate bonds produces income, which would be incoms to the govern-
ments not from taxation. .

Senator ConnaLLy. How much are railroad bonds producing now
in interest, do you know?

Mr. IaLaugRr. I am not snough of an expert financially to say how
much they are producing now. Some of them are producing and
some are not. I would not investin the ones that are not producing.

Senator ConNNaLLy, Do you favor toking the money that wo
collect by taxation from unemployment insurance, and this old-age
insurance, and putting it in industrial and commercial, and other
bonds? Are you ity favor of manipulating on Wall Street?

Mr. Iaraver. 1am in favor of this, since it has many of the aspects
of a private insurance plan. We have ample experience with respect
to private insurance systems in this country, and this fund could be
put into the hands of trustees, as provided in the new amendments,
and they could have such expert investment counsel as is available
in the country, perhaps as good as any that there is in any of the in-
surance companites today. A part of that money, of courss, would be
invested in the Government bonds, as part of the portfolio, the bal-
ence would be invested in self-liquidating public grojects, would be
invested in real-estate bonds, in transportation bonds, in various kinds
of industrial bonds, all meeting certain very high standards, just as
they do with respect to life-insurance investments, and that would
produce an income to the Government coming from industry itself, in-
stead of from interest on bonds, Government bonds, which is produced
out of taxation, and I believe that it would be just as safe, practically
as the financial structure of the country permitted, which means it
the Government bonds wore good, they were good, and if Government
bonds proved to be bad, the rest of the country would suffer like-
wiso. 'The advantage of it is this, that if such a system were adopted
and we should come into a period of great depression, and the market
rices of such bonds were greatly depressed, still we would havo the

fovernmont security behind those bonds, they would not have to be
gold to pay the benefits until such time as the market had resumed
A more normal situation, and then they could be disposed of, if it
{)vere ﬁnecessary, if there were not enough taxes comitig in to pay the
enefits,”

Senator ConnaLLY. You know good and well if the depression
came those bonds would go flooey, don’t you. You anticipate that.
You say if we did have a depression then we would fall back on the
Government again, .
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Mr, IcLaver. The mere fact that a depression happened, a com-
pany has had » long history of excellent earnings, it would not affect
the earning power of that particular company, except to a very minor
degree, The depression in the prices, in the stock or market prices
of those bonds, would, of course, affect their liquidity—that is, in
order to sell them~—but the Government would not have to sell them.

Senator ConNaLLY. Somebody would have to get some money out
of them some time if the old-age and unemployment compenssation
people %ot any money. )

Mr. [oLavuER, Yes; that is right. Might I answer that question in
more detail? .

Senator ConnaLLY., Just a moment before you come to that. I
was not here when you started. What business are you in?

Mr. IoLavuer, Department store in Cleveland, Ohio, the Halle
Brothers Co. AmeRe
Senator ConNaLLY. Y ?
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Mr. Ieraver. They went down at some time during the period.

Senator ConnNaLLy, T am talking about some comparable period.

Mr. Iaraver. I cannot answer that without looking at the records.

Senator ConnaLLy, You know they did not go down to 85 sinve
the depression started, don’t you? .

Mr. Taravugen. Of course, not since 1933 or 1934,

Senator ConnaLLy, The other bonds did violently go down, did
they not, the industrial bonds, when the depression came?

Mr. IeLaugr, Some of them, yes; most of them.

Senator Connarry, All of them. Do you know any that did not?

Mr. IaLaven. Oh, yes; I know some that never went below par.

Senator ConNaLLY. But they went, down?

Mr. Icraver, Two or three points, but never went below par.

Senator ConnaLvy, All right.
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Mr, IeLavkr. What we did was this: Our company stepped into
the picture, paid every cmployee his full deposit plus interest at 6
percent and kept those bonds and mortgages, and I am very happy to
say that after 6 years, or 7 years, considering that this was a liquidating
period for that particular portfolio, we came out something like
$25,000 to the good. In other words, we were able to sell those bonds,
dispose of them without loss o ourselves or to our employecs. That
was quite an accomplishment. As I say, it is of great advantage to
the Government to have access to some income from industry through
the investment of part of the portfolio in a portfolio of industrial,
railroad, transportation, and utility bonds,

Senator VANpENBERG. I just want to ask you one other question.
Out of your experience on the Advisory Council, do you approve of the
proposed rule which fixes the essentinl limit of the reserve fund under
title IT to bo three times the necessities in any 1 year over a 5-year
period?

Mr. IcLaver. I think that is a fair temporary arrangement, until
we have accumulated more data. The committee had in mind that
perhaps in 1942 or 1943, when you have 5 years of taxes, we will say,
and 3 years of benefits paid, that you will have accumulated sufficient
information on which to base definite actuarial caleulations for 10,
20, or 30 yoars in advance, much more definitely than any of the in-.
formation we have.

Professor Witte's endeavor to show how poor these calculations
were I think was a bit unfair to the Treasury Department and Social
Security Board, because they were actuaries who came out fully
trained, out of their fields—insurance fields, Their actuaries did a
perfectly splendid job, Every time we had a meeting we had full
actuarial calculations based on the 20 or 22 assumptions that were
originally set up, when the calculations were first made. It was the
best which would be done, they could not have done any better.
When you have 5 years of taxes and 3 years of benefits hehind you,
ﬁou can then call together another committeo, such as ours was

efore, and have the same thing studied with the view of making
calculations for the next 5, 10, or 15 years, and you will have much
better data to look at.

Senator VANDENBERG. During this temporary period, do you think
it is necessary to 50 as high as the rule of three in order to be safe?

Mr. IgLavgr. Oh, yes.

Senator VANDENBERG. All right; that is all.

The Cramman. Thank you very much, Mr, Iglauer.

Mr. Igrauer. Thank you.

The Cnamman. Senator Hayden, did you desire to present some
amendments for the considerntion of the committee?

STATEMENT OF HON, CARL HAYDEN, UNITED STATES SENATOR
FROM THE STATE OF ARIZONA

Senator Havypen. I would like to have the benefit of the attention
of the committee for a few moments, I want to discuss an amend-
ment to add & new title to the bill in regard to aid to Indians,

From the beginning of the Government Indians have been considered
to be wards of the United States, When the original Social Security
Act was passed I am sure few Senators from States having a large
number of Indians realized that an effort would be made to trans-
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fer the care of old and dependent Indians from the Federal Govern-
ment to States.

When it was determined that the enactment of the Social Security
Act might have that effect I took up the question with the Buresu of
Indian Aflairs and the Social Security Board. If you will look at
page 21 of the President’s messege transmitting the recommenda-
tions of the Board you will find this recommendation:

A number of States have a considerable Indian population, some of whom
are still wards of the Federal Government, The Board believes that in cases
where such individuals arc in need of old-age assistance, aid to the blind, or aid
to dependent children, the Federal Government should pay the entire cast. If
this provision is made, the Board should be authorized to negotiatc cooperative
agreements with the proper State ngencies so that aid to these Indians may be
given in the same manner ag to other persons in the State, the only difference
being in the amouni of the Federal contribution, The Board belicves that it
should also be given authority to grant funds to the Office of Indian Affairs for
this purpose, if that appears more desirable in certain circumstances.

The text of the amendment which I am now submitting specificall
carries out that recommendation made by the Social Security Bour(f,’
as contained in the President’s message.

I want to be frank with the committee by saying that the Bureau
of Indian Affairs has nover been enthusiastic about this proposal.
The Indian Office takes the position that an Indian should have all the
benefits that come from being a ward. That is, his land should not
be taxed, his livestock should not be taxed, his home should not be
taxed, and at the same time he should have all the privileges and
immunities of a tax-paying citizen.

Let me show how the existing law aflacts my own State, Arizona
has the largest full-blood Indian population in the United States. It
comprises a little over 10 percent of our (}opumtion. We have 435,673
people in Arizona of whom 43,726 are Indians, Indian reservations
comprise 19,000,000 acres, or 26 percent of the avea of the State.
We simply cannot take care of 1 Indian out of every 10 persons by
State taxation, when the cost hag always heretofore been borne by
the Federal Government.

The situation in Arizona is extraordinary. The other extreme is
the State of New York, where the Indian population is less than one-
twentieth of 1 percent, 6,900 Indians out of 12,500,000 people. In
New York it would make little or no difference one way or the other
23 to what plan is followed.

Therefore the amendment leaves it optional with any State, as to
whether or not it is to care for Indians the same as any other citizen.
If the State cannot afford to do so, then an arrangement can be made
whereby the Federal Government would carry the burden, as it
always has. That is the sum and substance of the amendment,
By either method the Indians entitled to assistance would receive the
same benefits,

Senator King. Senator, may I ask you a question?

Senator HaypeNn. Certainly.

Senator Kina. You recall that the Indians, for a number of years,
have been receiving approprintions, that is, the Indian Bureau, for
distribution among the Indians, of very large sums, ranging from
$25,000,000 to $37,000,000 and $38,000,000. There has been a con-
stant increase, notwithstanding the expression by the Indian Bureau
that they would reduce the expenses. Now, the Indians are gettin
approximately $38,000,000 out of the Treasury now. Part of it, o



266 SOCIAL SECURITY ACT AMENDMENTS

course, is pursuant to treaties which have been entered into, but it
does seem to me that they are receiving very large gratuities. Schools
are being maintained for them I think independently of grants, and
they are receiving many other advantuges. Large appropriations
have been made for the building of reservoirs for them, and the acqui-
sition and reclamation of lands.

Senator Haypen. The point is, Senator, that the Constitution
itself recognizes that Indians are not taxed. Arizona would have
two Members in the House of Representatives instead of one if
the 43,000 Indians were counted. Indians can not be taxed and
never have been taxed. Their aged and sick have been cared for,
but whatever is done for them has always been done by the Federal
Government., The Social Security Act transfers practically one-half
of the cost of such care from the Federal Government over to the
States., This was not realized when that act was passed, but if you read
the act the way it now stands, you will see that it must be amended to
shift the burden back to the Ifederal Government whore it has always
belonged. Where the Indian population, as in iny own case, aniounts
to 1 out of 10, the State simply cannot do it, and should not be re-
quired to do it. Ceortainly the original Social Security Act never
would have been {)asserl with the consent of the Senators and Re{)m-
sentatives from the West if any considerable number of them had
fully realized that it would be interpreted in that way. But it has
been so interpreted, and to correct the mistake the Social Security
Board recommends the enactiment of this amendment, which is in
the exact form as they have approved it.

Senator Kina, Would it not be wise to treat the Indians sui
genoris, outside of the operation of the bill, and let Congress deal with
them as it has been dealing with them, by making the direct approprie-
tions and gratuities amounting to $38,000,000?

Sonator Hayprn. Of course Congress would not have to appropri-
ate money as it has been doing for a long period of years, for the aged
Indians, the care of dependent children, and so on.  Such appropria-
tions could be eliminated and the payments under the Social Security
will be substituted.

That is all I care to say with respect to the Indian matter, except
I would like to include in the record the text of the amendment and
s memorandum that gives an explanation of what is sought to be
accomplished by it.

(The amendment and memorandum are as follows:)

{H. R. 6638, 76th Cong,, Ist sess.}

AMENDMENT Intended to be proposed by Mr. Hayden to the bill (FH, R. 6635)
to amend the Social Security Aot, viz: At the end of the bill insert a new title

as follows
TITLE X
The foclal Security Aot is amended by adding at the end thereof a new title as

follows;
“TITLE XII—AID TO INDIANS

“Sge, 1201, The Social Security Board shall not approve any State plan under
titles I, IV, or X of this Act, nor, for any quarter after the last quarter of the
calendar year 1039, certify any amont for payment to a State under said titles
or under this title, unless such plan applies to and includes Indians upon the same
conditions as other persons covered by the plan.
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“Sgc. 1202, (a) From the sums apﬁ:ropriated for titles I, IV, and X, respee-
tively, the Seeretary of the Treasury shall pa{ to each State which has, under any
such title, an approved plan that includes Indians, for each quarter, beginnin,
with the quarter commencing July 1, 1939, (1) an amount, which ghall be use
exclusively as aid to Indians, equal to the total of the sums expended during such
quarter as aid to such Indians under such State plan, such amount to be in addi-
tion to the amount paid the State with respect to suma expended for other persons,

¢ The Board, in making the estimates and certifications provided for in
sections 3 (b), 403 (b), and 1003 (b), respectively, shall in¢lude therein the amounts
to be paid the State under subseetion Ja) of this scetion; and the Secretary of the
Treasury, in making the payments provided for in said sections, respectively, shall
include therein the amounts so certified.

“Suc. 1203. In the case of nni/ State plan which has been approved by the Board
under titles I, IV, or X, if the Board, after reasonable notice and opportunity for
hearing to the State agency administering or supervising the administration of
such plan, finds that in the administration of the plan there is a failure to apply
the provisions thereof to Indians under the same conditions as other persons
covered by the plan, tho Board shall notify such State agency that further pay-
ments will not be made to the State under this Act with respeet to such plan until
the Board is satisficd that there is no longer any such failure to a!:ply the pro-
visions of the plan to Indians, Until it is so satisfied it shall make no further
certification with respect to such plan to the Secrctary of the Treasury with
rospect to such State.

“Sre, 1204, The term ‘Indiar’, as used in this Act, ghall include (1) all persons
of Indian blood whose permancnt home is on land owned by the United States or
held by the United States in trust for Indian use or on tax-exempt land owned by
such persons or bf an Indian tribe or pueblo, and (2) all other persons of one-half
or more Indian blood, including Eskiinos and other aboriginal peoples of Alaska.

“Sge, 1205, The amounts paid pursuant to this title shall, excopt for the per~
centage, be determined upon the same basis with respect to individual awards
paid by a Staie as though such assistance were paid to persons other than Indians
under plans approved pursuant to titles I, IV, or X,

“Skc. 1206, The Commissioner of Indian Affairs of the Department of the
Interior is hereby authorized to enter into arrangeinents with any State agenoy
charged with the administration of a State plan apgroved by the Board ander
titles I, IV, or X to use any a%ency or agencies of tho Office of Indian Affairs in the
administratjon of any such plan with respect to Indians.”

MEMORANDUM BY SENATOR HAYDEN roR THE COMMITTEE ON FINANCE

The attached amendment proposing to amend the Social Sceurity Act to

rovide aid for Indians was drawn more than a year ago jointly by the Social
gecurit Board and the Office of Indian Affairs and provides that in States where
tho Indian population is so large as to make their care a burden upon the white
population of such State, the I'ederal Government shall pay the entire cost of
social-seourity bonefits for such Indians, The amendment earries out the recom-
mendations of the Social Security Board as ¢ontained in the President’s message
to the Congress dated January 16, 1939, The administration of the plan is in
the alternative, and benefits may be paid directly by the State, or by an appro-
priate Fedoral agency such as the Office of Indian Affairs.

The amendment is designed primarily to assist reservation Indians in the
Western States and properly places the care of such Indians in the hands of the
Federal Government, whose wards they are.  In a State like New York, where
the Indian population is only 0.0653 porcent of the total population &6,073 fndians
out of a total of 12,588,086, 1930 census), the problem of caring for Indians under
the Social Security Act is not acute and coulc easily be continued to be handled
by the existing State agencies. The extreme situation, however, can be illus-
trated in my own Stato of Arizona, According to the 1030 consus, the population
of Arizona was 435,673, of which more than 10 percent, or 43,726, were full-blooded
Indians living on vast and isolated rescrvations occupying a total land area of
10,039,984 acres, or 26.14 percent of the land area of the State.

It is obvious from these figures that only the Federal Government can be
gropcrly charged with the care of these Federal wards and that to require the

tate to make provision for them would be an unwarranted burden. Because
of their isolation on their remote reservations, penetrated only by representatives
of the Office of Indian Affairs, it is further obvious that in Arizona the Office of
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Indian Affairs and not the State Soclal Security Board would be the proper agency
to administer the proposed plan,

Arizona is, of course, an extreme example but the situation in other Western
States is different only in degree.

Senator VanpeENBERG. How much money is involved in that
contemplation?

Senator Haypen. Frankly, I do not know. I am more concerned
about the principle than I am about the money. It depends upon
the number of Indians.

Senator Vanpensera. I agree with that. It is not inappropriate
to inquire as to how much it costs, I hope.

Senator HaypsN. We have in Arizona, as I stated, 43,000 Indians.
Certain numbers of them are old, dependent, or cri{)pled children,
whatever it may be. The cost of taking care of the Indians who come
under the Socinl Security Act is a burden that the Federal Government
always had, and should continue to bear.

Senator VANDENBERG. Why should they be under the Social Secu-
rity Act at all, since they are in a class by themselves? Why should
they not be continued to be cared for by the Government under the
original program?

Senator Havpey. The only tlninﬁ I can say to the Senator is that
the act, as it now is on the statute books, has been construed to mean
that Indians are entitled to the snme benefits as any other individual
living in the United States, If that is to remain the law then the
whole burden of that expenditure should be borne by the Ifederal
Government.

| Sc‘;m‘tor VANDENBERG. You are proposing one method of correcting
that

Senator HaypEN. Yes.

Senator Vanpenserae. I agree it should be corrected. Would it
equally correct it if you lifted the Indians entirely out frém under
the Social Security Act?

Senator Haypey. The Indians have always been cared for at the
expense of the Iederal Government. I do not think you could get the
Indian Bureau to agree to deny them the benefits of the Social Security
Act, because they figure they get more money this way than was
obtained before.

Senator VanprNBERG, We would probably face it both ways,
Would not that be about where we would wind up?

Senator Haypen, I do not see how the Bureau of Indian Affairs
can ask for an appropriation by Congress to care for indigent Indians
when at the seme time Congress appropriates money to take care of
them under the Social Security Act.

Senator VanpENBERG. Would you be satisfied with the alternative
that lets them come out from under the law entirely?

Senator HaypeN. I would be satisfied with any arrangement that
this committes may make, which leaves the Indian in the same logal
status that he has been in since tho beginning of Government. .

Senator VANDENBERG. Your answer would be “yes’ to my question?

Senator HaoypeN, Yes, the committee can follow either route that
it chooses.

Senator ConNaLLY, Mr. Chairman, may I ask the Senator a
question?



SOCIAL SECURITY ACT AMENDMENTS 269

The CuairmMan. Yes.

Senator CoNNALLY. As long as they are inclined to be wards of the
Government why not appropriate money to feed them, take care of
them, look after them? I think the Government ought to do that.

Senator HaypeN., When the original Social Security Act was passed
but few, if any, of ug from the Weost contemplated anything else, but
when you read the law the way it now stands, Indians are clearly
ontitled to all the benefits of the act, and I have no objection to that.
My entire contention is that it is an obligation of the Federal Govern-
ment and not an obligation of any State.

Senator BARKLEY, bBoing entitled to the benefit of tho act, hns that
in any way changed their status originally in the fund they have gotien
heretofore, or is this an additional allowance that they get?

Senator HaypeN. I have not followed it through, but obviously the
Indians will not get money from both sources. In some States, like
New York, where they have a few Indians, it would not make much
difference, but in my State it would make a great deal of difference.

Senator ConnNaLLy, If you exempt them entirely, put them in the
same status, that would satisfy you, would it?

Senator Haypen. It might satisfy me by relieving my State from
2 heavy burden but whether it would satisfy the friends of the Indians
who would lile to get as much money out of the Treasury as possible,
is something else,

Senator ConnaLLy. If your plan is adopted, the Government puts
up what it would cost, anyway. It is six in one and helf a dozen in
the other.

Senntor Haypen. I would not want to pass on the absolute merit of
such a proposal without knowing all the facts, that is, whether it
would be best to care for the Indians under the Social Security Act,
or whether they would be better off in the end to have Congress ap-

ropriate suras of money to take care of them, as it has in the past.
})cnnnob make a positive answer to the question as to which method
is best for the Indians.

The Cuainman, Senator, has the Commissioner of Indian Affairs
passed on this amendment?

Senator Haypen, When I took up the matter about a year ago I
had a ‘conforence with representatives of the Indian Office, and the
Sociel Security Board. None of them liked the way 1 had it fixed
and they joinily drafted a provision to covor this matter. The text
of the bili was agreed upon by the two agencies I have montioned.
I want to make it clear that when this was done the Indian Office
said, “If you are going to do it, this is the way to do it, but wo profer
that the States pay one-half.”

Senator La FoLLerTr. Senator, may I ask you if this amendment
intended to be proposed to H. R. 6635 is identical with S. 17?7

Senator HaypeN. Noj; the amendment contains changes suggested
by the Social Security Board, which are not in S, 17,

The Cuamrmawn, Without objection, I think there ought to be in-
serted in the record at this time a letter received April 13, 1939, from
the Secretary of the Interior touching this matter.

100883~-39——18
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(The lotter referred to is as follows:)

‘Tue SECRBTARY OF THE INTERIOR,
Washington, April 18, 1939.
Hon, Par HARRISON,
Chairman, Commiltee on Finance,
United States Senale,

My Drgar Mg, Cuatrman: This Department has given consideration to the
grﬂ)oscd bill 8. 17 which would amend the Social Security Act to provide that the
federal Government reimburse to the several States the total of all sums expended
by the States under this act for aid to Indians, plus an additional 10 percent for
administrative expense. This bill would relieve the States of their obligation
under existing law to extend the benefits of the Social Security Act to the Indians
under the same conditions as to all other citizens. It would, in effect, sanction
the right of States to withdraw fromn Indians the benefits which the States oxtend
to their other citizens, ‘This Department is opposed to such legislation,

Those who favor this bill argue that the Indians are wards of the I'ederal
Government, and are the sole responsibility of the I'ederal Government. T do not
believe any solution of the problems of the Indians can be worked out upon the
theory that the Federal Government alone has a financial responsibility toward
them and a concern for their welfare. White the IFederal Government admits a
special obligation to Indians, the States, too, have an interest not merely altruistio
in the fair treatment and development of the Indians who reside within their
borders and are their citizens, voters and taxpayers. The future of a State which
has a large Indian population is in a considerable degree bound up with the
welfare and progress of its Indian population, and any contribution, financial or
otherwise, which it makes to their welfare is a contribution to its own enlarged
future. An cnlightened and successful Indian program cannot be left cither to
the Federal Government or to the State Government, but must be the outcome of
cordial cooperation and mutual assumption of responsibility on the part of both.

The guardianship over the Indiaus which the Iederal Govermment has exercised
has een chiefly directed toward supervising his restricted property and protecting
his rights from infringement. The Government has not assumed, by virtue of its
guardianship, to provide for all the needs of the Indians and is under no legal
obligation to do so. Tt is of doubtful henefit to the Indian to he extended the
protection of the Federal Government if he is thereby deprived of the intorest
and help of his State and local governments, When citizenship was conferred
upon the Indians the States necessarily assumed a share of tho obligation toward
these people and a respounsibility to accord to them rights equal to those enjoyed
by other citizens,

It is no now thing for the States to spend money for the benefit of Indians, In
varying degrees, many States have extended educational, health, modical, welfare,
and other sorvices to Indians for years. Naturally the States are not averse to
being relieved of these costs, and if the Federal Government takes over the total
cost of Social Svcurity assistance to Indians, tt may be assumed that the, States
will look upon this as a declaration of policy, and they may l'e expected to with-
draw services heretofore d;i\'en to Indians without question unless they are reim-
bursed by the Federal Government. Unless Congress is propared to carry out
such a policy \)f{ making lar%cr appro*)riations to meet increased demands, the
Indians, in the long run, are likely to be more harmed than benefited by such a
policy. ~ This prospect should be considered in relation to the hope of this ad-
ministration that the policies now being carried out by the Office of Indlan Affairs
will ultimately result in the transformation of that office from an admivistrative
bureau to a gerviee agency. The tribal corporations being established under the
authority of the Indian reorganlzation and other acts should devolop.over a
period of yoars until thoy control and administer tribal affairs with & minimum
of Federal suf)ervision. or with perhaps no supervision whatever, If this ultimate
goal is desirable, the Congress should give consideration to the possibility that tho
policy inherent in the {)ropused 1ill may retard or prevent this development,

From the point of view of the States, the problem of cost of Indian assistance
is not. insurmountable. States that want to work out this problem in an equitable
manner can make provision, through legislation if neccssary, to relieve poor coun-
tics upon which an undue ghare of the cost of Indian assistance may fall. This
reliof to counties has been provided, for example, in Minnesota and Montana.

T'he objection that Indians do not pay a real ?roperty tax is a weak argument
indeed in States where the major or total cost of assistance is from sources other
than property taxation, An examination of the enclosed multilithed tablo on
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social-securlty assistance to Indians will show that the States with the highest
percentage of nontaxable Indian land are Arizona (26.17 peroent), South Dakota
(11,26 percent), New Mexico (8.43 percent), Montana (6.76 percent), Washington
(6.22 percent), Oklahoma (5.81 percent)., Of these only in Washington and
except for Indian assistance, in Montana, are the assistance programs finance

in part by the counties from revenues raised by taxation upon property. Taxa-
tion upon real ;I)‘roperty is hecoming increasingly less important as a tax base in
this country. The nced to find other more productive and more equitahle forms
of taxation is not confined to States having large areas of nontaxable Indian land.
It is equally pressing in States with large areas of taxable land belonging to farmers
and other individuals unable to bear the tax burden imposed upon their lands,
To look upon this problem of publie finance as directly related to the nontaxation
of Indian lands is to fail to recognize the core of the dilﬁcultj'.

Nor should the ability of the individual to pay taxes be a determining factor as
to the State’s contribution. Indians usually contribute to sales taxes, and if
they do not contribute appreciably to luxury taxes and severance taxes and the
like, it may be asked whether the needy, dependent whites, Spanish-Americans,
or Negroes recciving assistance are contributors to these taxes from which the
funds for their assistance are derived. In all classes of citizens who receive
assistance under the Social Security Act are large numbers who are not tax
payers except in an indirect way. The truth is that huge sums of Federal money
are being granted to the States to assist in the various programs which should
and must of neeessity include its Indian citizens, and theroforc any amount ex-
pended for any ono class or group {in this instance Soeial Security assistance for
the Indian) or the failure of any one class or group to pay taxes is no justification
for requiring reimbursemont to the State for any such sum expended for the one
class or group of its citizens. A comparison of the figurcs on the enclosed tabu-
Iation, which shows the total of certain I'ederal grants to the States during the
fiscal year 1938 and, in an adjoining column, the estimated cost of Indian assist-
anco, shows how myopi¢ is the point of view of the States which base their objec-
tion upon the cost to the States without reference to or acknowledgment of the
assistance given their programs by the I'ederal Governinent.

In this connection it should not be overlooked that certain Federal grants to
States (vocational education, vecational rchabilitation, Federal aid highways,
and, under the Social Security Act, maternal and child welfare and public health
work) are allotted wholly or in Jpnrt on a basis of oFuIMion, and that this popu-
lation fncludes Indians, who often enough benefit little or not at all from the
allotments. Furthermore, the aroa of nontaxable Indian lands and other public
lands. exclusive of forest reservations, i8 made the basis for an allotment of
$2,5600,000 for publio lands highways to the States with an appreciable acreage of
nontaxable Indian lands. To be wholly logical, States that find thoir Indian
population & burden when [t comes to the needs of Social Security assistance
should not profit by their numbers when it comes to receiving Federal grants
based upon population,

There is enclosed a copy of each of the tabulations referred to: ““Federal con-~
tributions to States, which may be Considered Offsets to State Contributions for
asgistance to Indians, fiscal year 1938” and ““Social security assistance to Indians.”

The latter study shows that 11,162 Indians were rccelving Social Securit};
asslstance as of November 1, 1938,  The figures in red pencil indicate that 6,41
Indians were recelving this assistance a year previously. This is a gain of 4,745
Indian reoipients. Although this increase shows progress, it will be noted that
the States of New Mexico, Colorado, and Arizona are not assisting Indians (except
for 15 recipients in Arizona) although neither Arizona nor New Mexico finances
its programs through property taxation. It will be noted further that the esti-
mated total of Indians in need of assistanco is 17,046, An estimated 1,347 of
these are dependent children and blind living in States without approved plang
for these groups. This leaves an estimated 5,437 Indians in States with approved
plans who are presumably eligible for assistance, who have not yet been included
in the State programs.

In the eircumstances, therefore, it is recommended that this bill be not enacted.

The Acting Dircotor of the Bureau of the Budget advises that there is no objec-
tion to the presentation of this report to the Congress.

Sincerely yours, Harowp L. Iokws,
Secretary of the Interior,
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The CuairMan, This amendment should be referred to the Depart-

ment of the Interior for a report.
Senator HavypeN. Yes, and it should also be referred to the Social

Security Board.

The Crairman. The Chairman of the Social Security Board, and
other members of the Board, are here, I believe. We will ask for a
report on the amendment so that it may be considered in executive

sesslon,
(Subsequently the following letter was received from the Secrotary
of the Interior regarding the amendment offered by Senator Hayden.)
JuNE 23, 1939.
Hon. Par HaRrigonN,
Chatrman, Commitiee on Finance, United States Scnate.

My Dear MR, CuairMaN: Your committee, through its secretary, has made
an oral request for a report on an amendment intended to be proposed by Senator
Hayden to the bill, H, R. 6635, to amend the Social Security Aect.

This proposed amendment is substantially identical with 8. 17 introduced
January 4, 1939, and disoussed by me in my letter to you of April 13, last. My
views upon the subjeot have not changed since that date. The question, however,
is one of policy for the Congress to decide. Should the decision by the Congress.
be adverse to the recommendation in my letter of April 13, the language of the
proposed amendment would effectuate the policy. I suggest, however, that
aeetg,iﬁn 1204, defining an Indian for the purposes of this act, be amended to read
a8 follows:

“[or the purposes of this Aot the term ‘Indian’ shall include all persons of Indian
blood who are members of a tribe, pueblo, band, community, or other group now
or hereafter recognized by the Congress or the Sceretary of the Interior: Provided,.
That ell such porsons at the time of filing their applications shall reside on a
regervation or on other lands set aside or established for Indian use and occupancy,
and shall mcet such other residence requirements as are provided for by the laws
of the State in which they reside: Provided further, That the term ‘Indian’ shall
2lso fnclude all Indian and Eskimo natives of Alaska who are of one-half or more
Indian or Liskimo blood, certified as such by the Secretary of the Interior or by
any other officer duly designated by him; Provided further, That the amounts paid
under this section shall not include any sums with reepect to payments to Indians
who reside in any State created out of the area embraced within the Original
Thirteen Colonies unless there has been n reacquisition of Indian lands or reaf-
firmation of title to Indian lands within such State by tho United States. The
records of the Department of the Interior and of the Indian Service shall be prima
facie evidonce of the facts shown thercon as to tribal membership, age, sex, and
degree of Indian blood.”

Whether the Congress deoides to aceept this amendment, or prefers to leave the
law affecting Indians as it now stands, I urge that social sevurity benefits for
Indians be administered as a part of the general plan for the citizens of the United
?tatiem“ 1 should regret any changes which would lead to a special pension system

or Indians.

Sincerely yours, Harowp T, Tokms
4y I3

Secretary of the Interior.

Senator Hayprn. The only point I am concerned with is the prin~
ciple involved, and how we can come to a solution.

TEMPORARY RELIEF TO CERTAIN STATES

Another matter I want to bring to your attention is that the Railroad
Unemployment Insurance Act of June 30, 1938, provided that the
Social Security Board shall withhold the certification to any State
of grants for the administration of State unemployment compensation
laws, unless such State, prior to July 1, 1939, shall have, by legislative
action, directed the Secretary of the Treasury to transfer from its
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account in the unemployment trust fund to the railroad unemploy-
ment-compensation account an amount equal to the moneys heretofore
collected from the railroad employers under the unemployment tax
provisions of the Social Security Act. The law, in effect, directs that
the money so collected be taken out of one column of the accounts of
the Treasury and put into another column. Such change must be
agreed to by the State legislatures, because it is a trust fund.

Unfortunately, as Mr, Latimer of the Railroad Retirement Board
can tell you, a few of the States will have failed to enact the necessary
changes in their laws by tho first day of next July, and everything
will be tied up. That affects my State and a few other States.

I submit that the amendment should be adopted, and call the
attention of the conunittee to the fact that it is approved by the
Railroad Retirement Board, the Social Security Board, the Treasury
gcgm‘tmcnt, the General Accounting Office, and the Bureuu of the

udget.

.Tﬁe ?CHAIRMAN. Was it presented to the Ways and Means Com-
mittee .

Senator Haypen. Noj; it was not in shape to be presented to that
com]mittee. The amendment was only drafted and agreed to last
week.

The CHairman. So it was not considered by the Ways and Means
Committee?

Senator HavpeN. No; the Governor of Arizona came to Washing-
ton very recently and stated his difficulty. Governor Jones seid that
if he wero compelled to call a special session of the State logislature
before the first of July, a burden of at least $60,000 would be placed
upon the State, which he considered unnecessary. 1 understand
there are some other States in o similar situation, particularly linois.

The text of the amendment is rather involved. One Senator can
draw a provision that is perfectly clear to him, but if five Senators
help him to draw it the language is generally expanded. This amend-
ment is approved by five different Federal agencios, and each one of
them has put into 1t everything deemed to be necessary. Nothing
more is actually involved than simply moving some figures from one
column in the account books of the Treasury Department to another
column. The money is now in tho United States Treasury. The
States are: penalized for the delay at the rate of 2} percent. I shall
submit the amendment and the text of a memoradum regarding it
for the record.

Tho Cuarman. Without objection it may be put in the record.

(The amendment and memorandum are as follows:)

[H. R. 6635, 76th Cong., 15t 8ess.}

AMENDMENT Intended to be proposed by Mr. Hayden to the bill (H. R, 6635)
to amend the Social Security Act, and for other purposes, viz: At the end of the
bill insert & now section, as follows:

Sec, 004, If the Sooial Security Board finds with rospect to any State that the
first regular session of such State’s legislature which began after June 25, 1938,
and adjourncd prior to thirty days after the ennctment of this Act (1) had not
made provision to authorizo and dircet the Secrctary of the Treasury, prior to
thirty days after the close of such session or July 1, 1939, whichever date is later,
to transfer from its account in the Unemployment I'rust Ifund to the rallroa
unemployment insurance account in the Unomployment Trust F'und an amount
equal to such State’s “preliminary amount”, or to authorize and dircet the Seo-
retary of the Treasury, prior to thirty days after the close of such session or
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January 1, 1940, whichever dute is later, to transfer from its account in the Unem-
{:jloyment Trust Fund to the railroad unemployment insurance account in the
nemployment Trust Fund an amount equal to such State’s “liquidating amount’”
or both; and (2) had not made provision for financing the administration of its
unemployment compensation Jaw during the period with respeet to which grants
therefor under section 302 of the Social Security Act are required under section 13
of the Railroad Unomploe’mont Insurance Act to be withheld by the Social Secu-
rity Board, notwithstanding the provisions of gection 13 (d) of the Railroad Unem-
?loyment Insurance Act the Social Security Board shall not begin to withhold
rom certification to the Scerctary of the Treasury for gnyment to such State the
amounts determined by it pursuant to section 302 of the Social Security Act and
to certify to the Secretary of the Treasury for payment into tho railroad unemploy-
ment ingurance account, the amount so withheld from such State, as provided in
section 13 of the Railroad Unemployment Insurance Act, until after the thirtieth
day after the close of such State's first regular or special session of its legislature
which begins after the dnte of enactmont of this Act and after the Social Security
Board finds that such State had not, by the thirtioth day after the close of such
legislative session, authorized and direocted the Secretary of the Treasury to trans-
for from such State's account in the Unemployment Trust Fund to the railroad
unemployment insurance account in the Unemployment Trust Fund such State's
“preliminary amount’’ plus interest thereon at 234 por centum per annum from
the date the amount thereof is determined by the Socinl Sccurity Board, and such
State’s "1i‘ci|uidating amount”’ plus interest thereon at 244 per centum per annum
from the date the amount thereof is determined by the Social Security Board.
Notwithstanding the provisions of scotion 13 (e} of the Railroad Unemployment
Insurance Aot, any withdrawal by such State from its account in the Unemploy-
ment Trust Fund for purposes other than the payment, of compensation of the
whole or any gart of amouuts so withheld from certification with respect to such
State pursuant to this Act shall be deemed to constitute a breach of the conditions
set forth in scctions 303 (a) (5) of the Social Security Act and 1603 (a) (4) of the
Internal Revenue Code. The terms ‘preliminary amount’’ and ‘“‘unliquidating
amount’, as used herein, shall have the meanings defined in scetion 13 of the
Railroad Unemployment Insurance Act,

MEeMORANDUM BY SENATOR HAYDEN FOR THB COMMITTEE ON FINANCE

The attached amendment has been drafted and lnforma&li/ agproved by the
following Federal agencies: Railroad Retirement Board, Soclal Scourity Board,
Treasury Department, General Accounting Office, Bureau of the Budget,

Section 13 (d) of the Railroad Unemployment Insurance Act of June 1038
grovidcs that the Soclal Sccurity Board shall withhold the ccrtification to any

tate of grants for the administration of State unemployment-compensation laws
unless such State, prior to July 1, 1939, shall have by leglslative action directed
the Secretary of the T'reasury to transfer from its account in the unemployment
trust fund to the railroad wnomployment-compensation acecount an amount equal
to the moneys heretofore collected from railroad employers under the unemploy-
ment-tax provisions of the Social Sccurity Act.

For one reason or another several States, white porfectly well inlentioned, are
likely not to have complied with this provision of law by July 1, 1939, and if such
States have not complied as of that date, then the Social Scourity Board will have
no option but to withhold administrative grants to such States.

My amendment is designed specifieally to relieve this situation and to allow
the orderly payment of unemployment compensation in the several States after
July 1, 1939, without in any way juoi)ardizin ¢ the Fecderal Treasury or either of
the Federal agencivs concerned, the Railroad Retirement Board and the Social
Security Board,

The Cuairnman, Senator Byrnes,

STATEMENT OF HON. JAMES F. BYRNES, UNITED STATES SENATOR
FROM THE STATE OF SOUTH CAROLINA

The CuairMaN. Senator Byrnes, the committee has no desire to
keep you here all the time, although we are very glad that you end
other members of the Unemployment and Rehief Committes have
found it convenient to be here. %o you desire at this time to presont
your views on this matter?
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Senator Byrnes, If the committee would permit me to do so, I
would like to.

First, I wish to thank the committee for its kindness in inviting
the members of the Unemployment and Relief Committes to sit with
this committee during its sessions, Last your, when the Committee
on Unemployment and Relief was appointed, we were charged with
the duty of investigating the subject of relief, ns well as unemployment.

In tho consideration of that question we necessarily considered many
of the matters contained in the pending bill. There was no desire
on the part of the Committeec on Unemployment and Relief to usurp
the jurisdiction of the Committee on Finance. We simply found that
in investigating the question of unemployment and relief, we neces-
sarily had to consider all of the acts of the Congress pertaining to
em(floyment or relief, and we found that during the last 5 years we
had made many appropriations for various types of assistance, as well
as appropriations to provide work. These acts were necessarily
passed hurriedly, without relation to each other. We dotermined that
the picture should be considered as a whole.

We approached the subject from the standpoint of determining
the effect these various appropriations would have upon the number
of people secking employment upon public works, Our appropria-
tions for public works had reached more than two billion dollars
last year. Wo concluded that unemployment compensation had to
be considered our first line of defense against unemployment and
that if it was to be effective it had to be adequate enough to remove
people from the field of work relief. Contributing to the same result
would be the grants made through the Social Security Board to States
for old-age assistance, old-age insurance, for the dependent children
and the blind.

When the committee reported and incorporated in o bill its recom-
mendations, we learned that the House took the position that it
affected revenue, and that the legislation should be introduced first in
the Houso.

We had specifically refrained from making any recommendation
as to taxes, but we found anyway that the gentlemen on the other side
of the Capitol were sincorely of the opinion that it affected revenue,
and rather than have any dispute about the matter, we determined to
abandon any effort to secure action by the Congress upon that bill
and look to this conmmittee Lo act upon amendments when the bill
came over hero.

I might say that before we oven drafted the bill, we increased the
membership of the committee, and I specifieally asked that memboers
of this committee be added to the commiitee, and five members of
the Iinance Committee were added. Now, I do not intond to ask
you to cousider all of the views of that commitice upon the varicus
provisions of the bill, technical as thoy are, but T do wish to comment
upon a few questions.

We found &mt tho question of old-age assistance was a controversial
one. Now, I think, I can say that so far as the action of the House is
concerned, it has taken the same position that the Senate Committes
on Unemployment took with roference to assistance for the blind, and
for tho dependont children.

In the case of the dependent children wo recommended last January
that the contribution of the I'ederal Government be increased from
one-third to one-half, and I think it is rather generally agreed now
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that there is no good resson for having the contribution one-third
while the contribution is one-half for other purposes.

In the case of the old-age insurance benefits, we recommended that
the payments commence as of January 1, 1940, I think the House
hasg done a very splendid job in the determination of the payment of
benefits under that section. It will, in my opinion, relieve to some
extent the demands upon W. I, A., and when we think of how expen-
sive the public works program has been per individual, I think it is
well that, inasmuch as these taxes have been paid by the employers
and empioyees of the country, that the payments should begin at
an earlier date.

I think the definition of “dependent child’’ adopted by the House,
i3 n splendid forward step. By extending assistance to the dependent
child not over 18, attending school, the effect will be that many women
who are now employed upon W. P, A, projects will have adequate
assistance to permit them to remain in the home and take care of the
children. Whether it be right or wrong, we know that sympathetic
officials of local government who certify persons for jobs upon W. P. A
projects, when confronted with the case of & widow with dependent
-children, even though she does not possess the quelifications to per-
form the particular work, will often certify her for a job upon W, P, A,
becauso of her need. The result has been that the citizen seeing her
at work and not performing her work in an eflicient manner would
criticizo the W. P. A. and the Congresss for making appropriations
for work relief, Therefore, this more adequate provision for depend-
-ent children will serve a splendid purpose, as will the more adequate
provisions of the old-age insurance section,

Now, when we got to the appropriations for old-age assistance——

Senator Barkrey (interposing). Senator, do you include in your
remarks about dependent children, ecrippled children, or is that
separate?

Senator Byrnes., That is a separate section in the bill.

Now, as to the old-age assistance, while many men of 65 years and
over possess the physicul qualifications for efficient work, many others
do not. Because of the inadequacy of the amount paid in some
States for old-age assistance, men and women over 65 and in need,
have been certified by local officials for jobs on W, P, A, Whilo the
number is not very large in the cases of the persons over 65 it, never-
theless, is one factor to be considered when we are considering the
effect; upon the relief load of these various provisions.

In enacting the social-security law, the Congress determined that
providing assistance for the aged who are in need was not the problem
solely of the State, but was a national problem, or at least a dual
problem of the United States and of the States. Because we did not
regard it as the problem solely of the State, we provided that the
&pprogrmtxons should be based upon a 50-50 basis, with the maximum
contribution by the Federal Government not to exceed $15. Now,
under this provision the amounts paid in the States vary all the way
from $32.43 in California, to $6.15 in Arkansas. The number of per-
sons being aided varies from 54 percent of the population over 85
yoars of age in the States with the highest proportion to 7 percent in
the States with the lowest proportion.

When a State pays an average of $6.15 to an old man, it means 20
cents a day, and 1t means that the contribution of the Government of
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the United States to the assistance of that old man is a dime a day,
If no more than a thin dime is to be paid, so far as my opinion is con-
cerned, we might just as well withdraw and save the administrative
costs necessary in that Stote to contribute a dime to the old man or
the old woman in need.

Now, we considered what was the best thing to do about this
problem. No one is satisfied with the existing conditions. We con-
sidered whether the failure to pay a larger sum in so many States in
the Union was due to inability or unwillingness. My own opinion,
and the opinion of the majority of that committee was that while in
some few gtates the legislatures may not have provided all the funds
possible for this specific purpose, that there could be no doubt that
the failure was due to inability and not to unwillingness,

Senator VanpenBera. May I ask you a question there, Senator?

Senator Byrnes. Yes,

Senator VaAnpenBERrG. What is the experience in these same States
in respect to matching other Federal funds in connection with other
Federal activities, like roads? Have they all followed through?

Senator Byrnes. In the endeavor to match appropriations by the
Federal Government, the States have been increasing taxes. The
argument is made by candidates for the legislature that if the State
fails to raise sufficient revenue to meet them the State will be paying
to the Federal Government and getting no benefit. As a result we
have about reached the limit of State cooperation. I cannot say that
a State could not raise an additional dollar a month, but the additional
dollar & month may be just about the last straw. Confress has pre-
empted in great measure the field of taxation. You gentlemen, having
framed the tax bills are far more familiar with them than I am. We
have in great measure restricted the States, the counties, and the
cities to taxes upon real estate. They have income taxes, taxes upon
intangibles, and sales taxes, but, after all, our cities and our counties
have come to rely in great measure, upon taxes upon real estate. In
most of the States they have been contributing to the funds for roads
and other purposes. Now they have reached the stage where they
are unable to match on a 50-50 basis additional appropriations by
the Federal Government. .

Senator VANDENBERG., I am not quite clear that I understand your
answer, Senotor.

Senator Byrnes. I know of no State that is not securing the funds
appropriated for roads by matching the 50 percont. I cannot spocifi-
cally answer your question because I have not investigated it, I
understand that in some instances States have doclined to make the
contributions to match the Federal contribution as to dependent
children, because that matter was before us. Still I think that was
due, in great measure, to the fact that the Federal Government was
not contributin% one-half, but was contributing one-third, When we
contribute one-half I believe the sentiment in favor of caring for
depondent children, will cause those States to come in, But I cannot
answer your question.

Senator CoNnNaLLY. 1s not one of the reasons for matching the road
money that some of the States have a special gasoline tax which goes
in your through roads? .

enator Byrnes, Of courso that is true. It is as high as 7 cents in
some Statos, that is 1 cent Federal and the other 6 cents State. As
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we drive through the States, we know how high the Federal and State
tax is on gas. That is the reason we are able to keep up the road
contribution.

Senator Lopae. May I ask you a question, Senator?

Senator ByrNes. Yes.

Senator Lopae. Is it not true that many of the States with the low
per capite income do not have an income tax?

Senator Bynnes. All of the low-income States have income tax
laws excopt Oklahoma and Texas, and Oklahoma has what is called a
gross income tax, a tox upon intangibles.

Senator Lonan. Thank you.

Senator Brown. In some of the low-income States is the inability
of the State to raise sufficient money based upon the constitutional
amendment, the constitutional provision in the State constitution
whichi prevents the imposition of higher toxes?

Sonator Byunes, State constitutions have made provisions restrict-
ing taxes, restricting the tax upon the homestead, and other things,

Senator BrowN. There would be more sympathy, I think, on the
part of the committee in the case of those States that were unable,
because of financial difficulties, to raise the money, than in the case
of the State whore some constitutional provision prohibited them.

Senator Bynnes, There would be no question then about the will-
ingness at all. It is interesting, in connection with it, gentlemen, to
note that when you look at the list of States with tho low per capita
income you find that it includes the States with tho very small appro-
priations for old-age assistance. I looked at it with some interest,
to soe how many of them there wore. It follows very generally.

Senator Lober, May I ask you a question there, Senator?

Senator Byrwes. Yes,

Senator Lopas. I have got this list, and thore aro some exceptions
to the statement. A State like Utah, that is thirty-first in per
capita income is eighteenth in old-age assistance; Colorado, twenty-
first in per call)itn income and second in old-age payments; Arizona
is twenty-third in per capita income, and sixth in old-age payments;
Dolaware is thirty-ninth in old-nge assistance payments and fourth
1n per capita income.

Senator Byrnrs. Yes, I noticed about a half dozen out of the
entire list. I did not want to mention the States, to single them out
but I will put into the record a statement of the per-capita income o
the various States as determined by the Depeartment of Commercs in
its recent bullotin dated May 1939 and follow it with the statement
of the amounts of old-age assistance paid by the various States.

The Cuamman. I think that is in the record, Senator.

Senator ByrNes. I was only wondering if the committes had the
ﬁgures as to the income of the States, as published by the Department
of Commerce in its recent bulletin, or whether it was the table that
appeared in the Congressional Record of last week.

he CuainmaNn. The last was of December 1938,

Senator Bynnes., I am familiar with the figures the Senator is
looking at.

The figures to which I refer nre later figures and are contained in a
publication of the Department of Commerce.
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Senator Looae. I did not quite understand, Senator, whether you
were %oing to comment on these discrepancies that I referred to. Is
that the statement you plan to put in?

Senator Byrnes. I say the statement will show that there are five
or six States that are exceptions to the rule which I have stated. I
was not singling out the various States at this time,

Senator Kina, Senator, if you will pardon me, I do not want to
lead you into & bypath, but is it not true that in the South there is
remarkable industrial development, many factories are moving from
the New England States to the South, and there is a remarkable activ-
ity there in industry, in trade, and in commerce, and the people of the
South are manifesting those fine qualitics which they have manifested
in the past, and which have led to the formation of strong, independent
communities, and strong, independent States?

Senator BYrNEs. For many yoars there has been an improvement
in the industrial situation in the South. I was not discussing the
matter, though, as affecting the Southern States alone, because I
would prefer not to do it. Under this proposal if the per capita
income of a State increased, its contribution would increase.

The States of the Union having a per capita income less than the
national per capita income number 28, Therefore if you speak of
the South as the 13 States, which were included in the figures of the
economic council, when the South was described as economic problem
No. 1, there are 15 States outside of the South in the low-income group.

Senator Lionae. As of what year is that, Senator?

Senator Byrnes., The bulletin is as of May 1939, based upon 1937.

Senator Lobgr. These figures of the Department of Commerce
show very considerable fluctuations from year to year. The number
out of the average may vary a great deal.

Senator Byrnes. There were 20 States and the District of Columbia
in which the average income per man, woman, and child in 1937 was
above the United States average of $547. That is how I arrived at .
my figures that there are 28 States below the average.

Senator Lopar. For that particular year?

Senator Byrnes. Yes; for 1937. T think it ought to be considered
on the basis of 3 years. I would not think 1 year would be fair.

The Social Security Board recommended to the President, as a solu-
tion of this problem, that there should be a variable grant based upon
the economie capacity of the States, and the President, in submitting
that report to Congress, likewise urged variable grants to the States,
stating:

I particularly call attention to ihe desirabilit% of aﬂ'ordin‘g greater old age
seourity, ‘The report suggests a twofold a}) roach which I believe to bo sound.
One way 18 to begin the payment of monthly old age insurance benefits sooner,
and to liberalize the benefits to be paid in the early years. The other way is to
make proportionately larger Federal grants-in-aid to those States with limited
fiscal capacitics, so that they may provide more adequate assistance to those in
need. 'Fhia result can and should {)e accomplished in such & way as to (nvolve
little, if any, additional cost to the Federal Government. Such a method em-
bodies a principle that may well be applied to other Federal grants-in-aid,

I admit that in considering this mattor, although we are all agreed
as to the desirability of doing something, we found it difficult to agree
upon what should be done. I have no conviction that this is the last
word and that there is no bettor plan. T am entirely open-minded on
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it, but I am of the opinion that this committee should give careful
consideration to 'this proposal at this time,

Wo rocommenuled this, that where the per capita income of a State
was less than the average national per capita income, that the con-
tribution of the State should be proportionately reduced but that in
no case should the contribution of a State bo less than one-third, or
the contribution of the Federal Government be greater than two-thirds,
Few States would contribute only one-third. Quite a number would
contribute between 45 and 50 percent. We provided that the
determination of the per capita income of the State should be based
upon the figures for 3 years and not for 1 year.

Because of the fact that many of the States would contribute
between 45 and 50 percent, othors between 40 and 46 percent, the cost
to the Federal Government of this variable formula would not be very
hlih. The representative of the Social Security Board testified, when
asked by the committee for an estimate, that the increased cost should
range between $20,000,000 and $34,000,000, the variance being due to
tho difficulty of determining how many additional persons would be
granted aid as a result of the more liberal grant,

I must say, in justice to the representative of the Board who
testified before our committee, that he said that necessarily it was a
difficult estimate to make,:as we can all readily see, but his estimate
that it was $20,000,000 to $34,000,000, and I prefer to discuss it, there-
fore, as the outside estimate, an addition of $34,000,000.

Senator VanpeNseERG. That is $34,000,000 as compared to what the
total figure now is for this particular program?

Senator ByrNEes. The total is now $250,000,000. It would add
$34,000,000 to that sum,

Senator Kina. That is, we are appropriating now $250,000,000 for
the needy?

Senator Byrnzs, My recollection is that the amount is approxi-
mately $250,000,000. Mr. Altmeyer can correct me. .

Mr. Avrmever. That is correct, about $500,000,000 being paid by
the combined Federal Government and States.

Senator Byrnes. Our contribution was approximately $250,000,000,
as I remember it, .

I am of the opinion that if the Congress granted this additional aid
to the low-income States, that we should demand in return for that
increased relief, that they pay to tho aged persons in need an average
of at least $15 per mont‘l}l'.

It should be stated as an averege for this reason: Grants are made
by the Stato of a supplementary nature. There is & man who has got
a son working and he, therefore, can stay in the house with his son,
but the old man hasn't got any money, he has great difficulty in
securing enough for food, and $5, or $7.50 would be of great assistance
t0 him, when it would be entirely inadequate to another man who has,
to pay rent. \ ) .

f course, we meet the argument that if we requite & minimum
payment it would force a larger contribution by some of the States,
oven under this variable formula. That is true. 1 dislike to single
out the State of Arkansas, and I do so only beeauso it is at the bottom
of the list, as we single out California, it being at the top of the list,
Arkansas is $6.15. Now that would mean the contribution of
Arkansas would have to be increased to $5, in order to got $10 and
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reach the average. Immediately it is seid, “Well, if you say they
are unable to pay any more, how can th? Ka,y the $57”

Senator JounsoN. The Senator from Arkansas testified yesterday
that they were not paying all that they were able to pay.

Senator Bynwves, I think that could be true. I think there could
be an argumont as to many States. It will be a controversial question
in many States.

Senator Jounson. She said it was partly unwillingness on the part
of Arkansas,

Senator Byrves, That may be true. In some States it was due to
an unwillingness, because of lack of sentiment in favor of it, We
had in mind that fact. But while it may be true in one State, we had
to take the rule, and when you take the States as a whole and com-

are the States with small benefits with those having a low per capita
income it ig surprising how it dovetails, In some States there would
be a lack of desire on the part of the State,

Senator VANDENBERG. Senator, would it be possible, on this ques-
tion of capacity versus willingness, to obtain a table to put in the
record showing the experience of the States and Government in connec-
tion with other matching grants for the last 5 years, say?

Senator BYrNEs, Yes;% will try to get that. I will make a mem-
orandum of it,

Senator VanpenBere. If you will, it will be a very valuable con-
tribution,

Senator BArrLEY. It is difficult to arrive at a definite conclusion
as to the ability, I mean the two equations of ability and willingness
of any particular State, unless you take tho tax rate, value the property
and a whole lot of elements that go irrto it. As a member of the com-
mittee, I felt that more of the States were failing because of their
unwillingness than because of their ability, I think that is true. As
to the exact number, it is hard to figure it out. T still entertain that
opinion. .

Senator ByrnEs. I tried to consider the matter in a judicial way,
and I went to the trouble of seeking information sbout the States
ti:glt are in the low-income group, and I found some very interesting
things.

I said I dislike to discuss the thing from a sectional standpoint, but
one is forced to do so, because while there are 28 States that are low-
income States, less than the average, it is a fact that every one of
the 13 southern States is in that class. Therefore I tried to chock up
on the accuracy of the figures as to low per capita income and I found
some very surprising figures on that subject. I took the deposits in
the banks of the State, the dividends received in those States, in
order to get at the income. I took the wage of the tenant farmer of
the 13 States, and the wage of the sharecropper, I took the assessed
value of the property of the States, and other factors, and with the
permission of the committes, I will insert it as part of my remarks,

Senator Lonage. May I ask, Senator, whether you took the farm
income not in cash, did you attempt to evaluate it?

Senator Byunes, No.

. Senabgr Lopag. Itis a very big part of the farmer’s income, though,
18 1t not

Senator Byrnus, I realize that it amounts to something if a man

has his own vegetable garden, but when it comes to his ability to pay
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taxes it is not material. The tenant farmer and share cropper cannot.
well pay taxes out of annual cash income of $100. It matters not
what he gets in the way of vegetables, so far as the taxable capacity
of the State is concerned. You cannot get much in taxes from a man
whose cash income per year is $75 or $87. From the figures published
by the National Emergency Council I quote the following:

The 13 Southern States had an average income of $314 while in the rest of the
country it was $604.

In determining the amount of revenue that can be raised by taxes upon roal
cstate, we must realize that tho assessed value of the taxable property in the
South in 1935 averaged $468 per person, while in 9 Northeastern States it averaged
$1,370, or three times as much as in the Nation.

When we consider the ability of the people of the Southern States to pay either
income taxes or excise taxes, we must realize that in 1929 southern farmers received
an average gross income of $186 as compared with $528 for farmers elsewhere,

T{\e average tenant ferm family received in cash $73 per person for the year’s
work,

Sharccroppers’ cash earnings ranged from $38 to $87, a recent survey showed.

The average wage in industry in the South was $865, while it averaged $1,219
in other sections. ~Although the South containg 28 percent of the Nation’s popu-
Jation, its banks in 1937 held less than 11 percent of the Nation’s bank deposits or
only $150 per capita as compared with $471 for the remainder of the United States.

avings Danks deposits in the South were less than 6 percent of the Nation's

totg%. the 66 banks in the United States having deposits of $100,000,000 or more,
only 2 are in the South and they barely gualify.

Southern insurance compantes hold 2.6 percent of the $28,418,000,000 of assots
held by the life-insuranco companies of the Nation.

These figures only confirm the figures of the Department of Commerce as to the
]s)cr capita income of these 13 States. There are 15 other States outside of the

oith where the per capita income is less than the average national income and'
where the raising of additional revenue is equally as serious a problem,

As long as 1 have been drawn into a discussion of conditions in
the South we must realize that we have in most of those States, a
difficult problem. Take the State of Mississippi, the State of the
chairmen. It has, as I recall, & population divided betwoen the
races about 50~50. They have a compulsory education law. I am
glad to say that is true In overy one of the southern States. They
must secure, by texes upon real estate and other direct taxes sufficient
revenue for educational purposes. When you have one-half of your
people who have little or no cash income, and little property upon
which you can draw for taxes, it is exceedingly difficult to raise enough
revenue for the ordinary activities of government without trying to-
match Federal appropriations.

1 cannot agree with the statement that it is unwillingness on the
part of the States to tax themselves. The States can levy sales taxes
and they will he paid. The poor people will pay and will doubtless.
live, but there comes a time when it is existence and not living.

Senator Lopae. May I ask you another question?

Senator Byrves. Yes.

Senator Lobae. Take the case of a State which contains a financial
center. Massachusetts contains Boston, Michigan contains Detroit,.
they get a lot of dividend payments in checks, and so on, coming into
the financial center. There are just a few big ones, replf , but In the
computation of per capita income the poor people in those States are
credited with those dividends that they never got, and consequently
the poor people in the States with the financial centers are being given
the rating as being rich, without ever having any of the advantages
of being rich. Isn’t that true?
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Senator ByrNes., Yes; in a way. I will discuss that in & moment.
Insofar as the poor in the States with the so-called high income is
concorned, this provision recommended by the committee on unem-
g}oyment and relief would not in any way affect the right of that

tate with the high per capita income to provide a contribution of
$15 and thereby receive the Federal contribution of $15, making the
total amount paid $30; it would in no wisge affect the right of the State
to contribute more than $15 to add to the $15 contribution by the
Federal Government. It would simé)lg give assurance that in every
State the average contribution would be at least $15.

It is nr%led that this variable grant would be unfair to the States
with a hig er per capita income. Let me discuss that a minute. The
only justification that I see for that statement is that the additional
cost estimated at somewhere between $20,000,000 and $34,000,000
would be paid out of funds collected by the Federal Government from
all of the people, and therefore from the States with high incomes as
well as those with low incomes. I think that would be a fair argument.

The funds in the Iederal Treasury, come from the people of the
entire Nation. T not only egree to it, 1 assert it. It has been regrot-
table to me that it has not been more uniformly appreciated. It
matters not whether the tax is collected on %%s by the Standard Oil
Co. of New Jersey, or upon cigarettes by the R. J. Reynolds Tobacco
Co. of North Carolina. The tax is pa,idv not by New Jersey or North
Carolina, but by the individuals who buy gas or cigarettes in Massa-
chusetts, Mississippi, and every other State.

Senator Lopae. That is my point.

Senator Byrnus., The price of & manufactured product is fixed to-
provide not only cost but to earn & profit, after allowing for taxes and
depreciation. '}l,‘he corporation tax paid in New York is collected by
the corporation from New Mexico as well as New York.

Twenty-eight States hayve a per capita income less thun the average
pcr_cas)itu income of the Nation. hese States would benefit by the
variable grant, some very slightly, some materially. But today, when
the person in Arkansas or in New Mexico pays the same taxes upon
gas, cigarettes and beer, that money goes into the Federal Treasury,
and by that Treasury is paid out in the form of grants to the aged.
The Federal Government from these taxes contributes $12 to an aged
person in New York and $3.07 to an aﬁed person in Arkansas. The
State with high per capita income benefits at the expense of the State
with the low fwr capita income, The objective is to assist those in
need, and seek to attain that objective by providing thet the more
money & State has, the more assistance will be given for its needs.

In considering the fairness of it, we must remember that even if the
variable grant is provided and the State of Arkansas, for instance
should increase its contribution to $5 and thereby socure a Federal
contribution of $10, making the payment to the heneficiary $15, the
taxes collected from the people of Arkansas by the Federal Govern-
ment, together with the taxes from all other States, will still be paid
to the States with high income, and California would still receive,
from the Federal Troasury, $15 2 month instead of the $6.30 received
by Arkansas, The man, however, who buys gas and cigarettes in
Arkanses, will pay just the same tax as the man in California, or
Magsachusstts,
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. The CuammmMaN. You have a limit of two-thirds percent?

Senator Byrnes, Yes; two-thirds. The relief bill was reported to
the House yesterday. In the discussion it was stated that if o man is
entitled to social-security benefits ho cannot get a W, P, A. job, If we
are going to do that, we should not say to a man, “We are passing
something to help you, we will give you $3.15 for old-a§c assistance,
and becnuse you ave eligible for that, you cannot get o W. P. A, job
that will pay $30 or $40 a month.”

Senator Barxrey. If I understand it, he does not have the option of
deciding which he will take. e cannot, and come under the pro-
visions of the bill,

Senator Byrnes, No. I read it this morning, and I know it has
been the thought that a man should not be permitted to receive any
more,  Where a man recoives $30 a month, I agree, but I cannot agree
that the United States Government will take the position that if a
man lives in a State where the legislature is unable or is unwilling to
raise more revenue to pay old-age benefits of more than $6 or $7, that
he must accept one-half or $3.50 from the United States Government
and because he is eligible for this $7 he cannot get & W. P. A. job.

Senator Jounson. Why bother about State participation? Why
don’t you make it all come out of the Federal Treasury?

Senator Byrnes. That, of course has beon argued?

Senator Jonnson, Is it your argument?

Senator Byrnes., Oh, no. I have been an advocate of requiring a
State to match. You must require them to match, As long as they
administer it, it is our safeguard to assure that it is going to be wisely
and economically admiristered. I think you should make a State pay
to the extent of its full capacity.

Senator Jounson. Doces the statistical records show that the States
are contributing more and more as time goes on, or less and less?

Senator Byrnes. I am unable to answer. I would assume, with
the agitation on this subject in the States, that some of them may have
increased, It would be the natural tendency even in these lowor-
income States, to seek to divert funds from other purposes to this
old-age assistance in order to secure Federal funds,

Senator Jounson. Was not that the purpose of Congress in making
this r‘;rovision in the first place, to encourage the States to pay pen-
sions

Senator Byrnes. I think so. I repeat that only by requiring the
States to match to the greatest possible extent can you insure the best
administration. It is only a question, when we get to the matching
whethor we will take into consideration the ability to pay. We all
know some States are more able than other States to levy additional
taxes. Now shall we say that we are going to administer something
for the needy by providing that the greater your neod, and the poorer
you are, the less you get? ,

I will call the attention of the committee to one thing that we
discussed, and that was whether we could ascertain, with any degree
of accuracy, the per capita income of the States.

Senator Connarry, May I ask a question, Senator?

“Senator Byrnes. Yes.

Senator ConvarnLy. Along the line of Senator Johnson’s remarks,
he said “why should the States contribute anything to it; why not
moke it all o Federal contribution? If the Federal Government



SOCIAT SKECURITY ACT AMENDMENTS 285

hasn’t got an interest and an obligation with regard to this matter,
why pass the Federal law? Why not let the States do it themselves?”’
I agree with the Senator. This is Federal money. These are all
American citizens, whether they live in Arkansas or Maine. It seems
to me the Federal Government, as far as its own contribution is con-
cerned, ought to strive to arrive at something that will be fairly
equitable and just as between the citizens in those ages.

Now, as far as the State contribution is concerned, that is a matter
of its own, If the State cannot or will not contribute. that will not
relieve the Federal Government of doing it.

Senator ByrNrs. That is really the viewpoint that many of us
have on it. If you say we have a dual responsibility, can we dis-
charge our responsibility to the aged in these 28 States by paying
$4 or $5 per month?

Senator VanpensErRe. Do I understand your formula would
increase the Federal payments in 28 States?

Senator Byrnes. Yes; it would incrense the Federal payment.
And it would decrease the State payment by the percentage which the
State per capita income.was less than the national income.

Senator VANDENBERG. And that, under your calculation, includes
28 States?

Senator BYrnes, Yes.

Senator VANDENBERG. And that includes all of the Southern States
to which you referred? Does that include States like Virginia, Texas,
and North Carolina?

Senator Byrnes., Yes; I am sure that it includes North Carolina and
Texas. Texas is slightly below the per capita income average.

Senator VANDENBERG. The Senator from Texas violently com-
plained the other day when he was listed with Mississippi and
Arkansas,

Senator Brryes., I must say the State of Texas is not quite as low
in the list as the States of Arkansas and Mississippi, but I do remem-
ber that it was below the average per capita income,

Senator LA FoLLerTe. He is closer to the surface?

Senator BYrnes. Yes; he is closer to the surface, as the Senator
from Wisconsin said.

Senator Lopae. May I say that I have some figures that I would
like to put into the record later showing that 24 States——

Senator ByrNus (interposing). I never quarrel with anybody about
figures, because I am liagle to be wrong if I make them myself, but
in this case I want it to be understood I am referring to this Depart-
ment of Commerce bulletin issued 3 weeks ago. It impresses me as
peing a most comprehensive document. I think it was prepared at
the instance of the Senator from Wisconsin,

Senator LA FouLerrr, I was the one who introduced the resolution
which started that work. It has been carried on since.

Senator Byrnes. I think if the Senator has not seen the document,
if he will read it he will feel well repaid for his efforts, because it is far
better than the figures we had before our committee when we were
congsidering this question, - .

Senﬂ.torgVANDENBERG. Without regard to the statistical result, it is
rather startling to me to think abstractly why great States like
Virginia, North Carolina, and Texas were not competent to meet the
situation fully as well as chhigan or any other State.

100883 —30—-—10
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Senator Byrnes. I could not agree with the Senator that any one
of them has the ta.xpayin%cupacity of Michigan, and as long as they
continue to buy automobiles from Michigan you are going to be
better off than the three of them put together. You can levy taxes
directly upon the corporations they support.

Senator VANDENBERG, Still they cannot buy these automobiles
unless they have something to buy them with,

Senator Byrves., You make it 90 easy for the fellow to buy on the
excitement ﬁlan {(lnughter), that it is a painless transaction. They do
not know what is happening to them.

Senator Liopgk. genator, in_a very interesting colloquy yesterday
between Senator Connally and Professor Brown from Princeton, the
point was brought out.that any kind of variable based on statistics,
whether it is based on per capita income, the cost of living, or whatever
it may be, is open to the objection that arbitrary decisions have got to
be made, and that there is always a tendency to manipulate and
change things around. Of course, that might react unfavorably to
the very States you are trying to help, with the kind of administration
that may come around some time in the future. They may in the
future have somebody in there who was prejudiced against certain
sections. I would like to ask whether you have any objection,
assuming this formula is adopted, to have & definition right in the
statute of what per capita income is,

Senator Byrnes. Not at all. Of course I will say to the Senator
I have been in the Congress, with the exception of 6 years, since 1911,
and I have not the slightest fear, regnrdﬂass of the party in power,
that the officials in the Department of Commerce, would deliberately,
because of %rejudice against the '28 States, change that. If the
Democratic Party is not in power the Republican Party would be,
and I would not have the slightest fear of their having such prejudice
against & whole section, as to affect these figures,

I think a study of this document by the Department of Commerce
would interest you. I asked the chairman to call before the committee
the gentleman who compiled it, and after the Senator has interrogated
him T think you will reach the conclusion that this man is not only
able but can be trusted to utilize the best thought of the experts of
the country on this question.

Senator Lopee. I did not think there was going to be any skull-
duggery, but Professor Brown made the point you have got to make
arbitrary decisions on statistics. It seems to me when arbitrary de-
cisions have got to be made, we ought to make them, it is our
responsibility.

enator Byrnes, It might be well to do it, so as to remove it from
doubt. It could be done very easily.

Senator Lobge. Then it could be amended from year to year?

Senator ByrNes. Yes; it could be done,

Senator La ForLerre. I would like to interpose thers, Senator.
I think we ought to hear from Mr. Nathan before you determine that
we are going to write a statistical formula upon which this complicated
statistical work is to be done, .

Senator Byrnes. It should be done only after hearing.

Senator Lopagk. Oh, yes.

Senator Byrnes. I realize I cannot argue in favor of this variable
grant without having many persons sey that I am making the argue
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ment merely because my own State happens to come within the
States that are affected. I have to ask this committee to believe that
the conclusion I reached was reached only as the result of my study
as to how we could bring about more equitable action on the part of
the United States Government in distributing this fund for assistance
to the aged citizens of the Nation,

The House bill provides for an increase of the Federal contribution .
from $15 to $20, where the State provides an equal amount. I
think it would be exceedingly unfortunate if the needy aged people
of the Nation were led to believe that this meant the payment to
them of $40 per month under the present system. With only one
State now paying as much as $30, there is no justification for the
belief that this legislation will result in increasing the amount of old-
age assistance in any State unless it is in the State of California.
Certainly, it is evident that, as to most of the States, the Congress
might just as well provide that it will pay $100 per month when that
amount is matched with $100 by a State. When we provide, as is
done in the House bill, that we will pay $20 when the State puts up
$20, it is absurd to believe that the State that cannot match the $15
is going to be able to match the $20.

Today the old people in the low-income States are reading that
Congross is increasing the assistance for the needy aged from $15 to
$20 per month, I (ﬁslike to think of the disappointment of these
people in a State like Arkansas when next year, because of the in-
ability of that State to raise revenue, the United States Government.
will continue to pey them a dime & day, instend of the $40 about.
which they read in the newspapers. If 1t should result in increasing
the Federal contribution in any States, certainly it would be only in
o fow States with a high per capita income. This increased Federal
contribution will come from Fe(ﬂeral taxation levied upon the people
in the poor States as well as those in the wealthy States, and the only
result will be to‘make the rich State richer and the poor State poorer.

Senator Loper. May I ask you a question, Senator?

Senator Byrnes. Yes.

Senator Lopae. Would you object to having a variable added onto
this proposal of yours so as to give extra amounts to States where the
cost of living is above the national average?

Senator Byrnes, No. I heard the Senator ask that question yes-
terday, and, of course, we did give considerable study to that. We
did not do it because we did not see how it was practical,

During the consideration by our committee of this question, I
avways knew it would be difficult to agree upon a formula.

Now, the Senator referred to some figures by the W. P, A. Isecured
those figures some months ago, when they were published, a very
interesting document. The cost of living, according to that survey in
59 cities of the country was about 12 percent difference between the.
highest and lowest, It is interesting to note they had two levels, the
maintenance level in normal times, and the average emergency level,
the amount that in an emergency, a man could get along with,

The cost in Boston, Mass,, per year was $1,352.77, The cost in
Little Rock, Ark., the State at the bottom of the list of benefit pay-
ments was $1,139.06.

I looked at the statistics iiom the Department of Labor because
I'must say I thought there was o greater difference in the cost of living,
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but I found that the figures of the Department of Labor, the National
Iﬁiustrial Conference Board, and other agencies are all very much
alike.

I was not surprised to find, in going into the factors, that rent is the
chief factor in the increased cost of living, and the city of Washington
is the highest in rents of any place in the United States.

1t is an interesting study, and I think the committee might well put
this table into the record.

The Cuairmaw. If there is no objection, that may be included.

Senator Lonar. Fuel is & big factor,

Senator Byanes. Yes.

Senator Brown. Don’t you think, Senator, that the figures, in
order to be intelligible to us, the effective set-off's should be based not
upon cities, but upon the cost of living in the cities and rural com-
munity?

Senator Byrenes. The Senator is exactly right.

Senator Brown. Massachusetts probably has an urban population,
ofthand, of something like 60 percent, while Arkansas would have a
rural population of probably something like 80 or 90 percent.

Senator Byrnes, The Senator is exactly right. As soon as I
looked at those figures, I saw how absolutely useless they were in
ascertaining the taxpaying capacity of a State. I haven’t the slightest
doubt that the cost of living in Boston is greater than in the smaller
cities and the rural districts in Massachusetts. The difference is
greater than the difference between the city of Boston and the city
of Little Rock, Ark. The same is also true of the city of New York,
and the rural districts,

I am more familiar with the conditions in my own State, and I
see the city of Columbia, S. C., one of the 59 cities, and the cost there
was $1,192.60 as against $1,352.77 in Boston. Columbia has a popu-
lation of about 85,000, as against the very large population of the city
of Boston. There is a vast difference between Columbia and the
rural towns,

I say to the Senator from Massachusetts, that I have no objection
to considering that factor at all, but I know we could not arrive at it
fairly for the reason the Senator from Michigan suggests. If the
appropriation or grant is to a State and you take the cost of living
factor into consideration you would have to ascertain what would be
the cost of living in the entire State, and not in one section or one city.

Senator Lopae. In the State?:

Senator Byrnes. Yes. Iinquired to see if I could get any figures
a8 to cost of living by States, and I could not.

Senator Lopae, But it can be done, of course, can it not?

Senator Byrves. I asked that. An official of W. P. A. said it could
be done, but I did not know whether we wanted to have another
statistical project. It would take, they said, about 2 or 3 years to

o it.

1 will say to the Senator from Iowa that I was interested in seeing
that the cost of living was rather high it his State. At Cedar Rapids,
Towa, the cost is $1,186 per yeor as against $1,352 in Boston. The
statistician has endeavored to give the reasons for some of those high
figures in sections where ordinarily cost of living is not assumed to
be so high.
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Senator, Lopae. That section of the country is higher than the
average?

Senator Byrnes. I was rather surprised to find Cedar Rapids was,
because I had not thought of it as having such a high cost of living.

Senator Herring., They live pretty well out there,

Senator Byr~yus. I am speaking of the high cost of living, not the
cost of high living. [Lauglter,]

Senator LopgE. Senator, you would not be opposed to doing some-
thing for the needy aged in the 28 States on the basis of high cost of
living, if it is shown that the high cost of living is equally a factor
with the low per capita income?

Senator Byrnes. No; on the contrary, I would not change this.

From California to Caroline, we pay a tax of 1 cent u gallon on gas,
When a little farmer whose annual cash income may be $150, rides up
to the filling station, he is properly told he must pay 1 cent tax to the
Federal Government and he pays tho tax. He is not allowed any dis-
count or a reduction because he comes from a low-income State. But
when it comes to paying him old-nge assistance we tell him we will

ay him only one-fourth of what is paid in Californin because he lives
m a State that is poor and cannot pay $15 to match our contribution.

Senator Lopcr. T am clear in my mind on the poor msan in the poor
State and the rich man in the rich State, but how about the poor man
in the vich State? There are poor men in rich States, millions of them.

Senator Byrves, Yes; all of us must have that in mind.  The poor
man in the rich State will not, by this formula, be hurt, except insofar
as the $34,000,000 additional cost would come out of the Federal
Treasury, and the man in the rich State, whether he be rich or poor,
by paying taxes to the Federal Government would contribute alon
with all the taxpayers in the poor States to that $34,000,000. Anc
the same way thé man in the poor State is going to pay to the Federal
Treasury taxes which will be used to pay $15 to the aged in California
or Massachusetts instead of the $3 paid to the aged in Arkansas, We
can all agree on that.

Thank you very much.

The CammmanN, Thank you.
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(The table heretofore referred to is as follows:)

TasLe 4.—Costs ! of living

worker’s family, 69 cities,

er year, per monthﬁ and per week, j-person manual

farch 1936

Matntonance level Emergency level
City

Per year m‘;ﬁ';h Por wook| Per year mﬂg‘;h Por weok
Average, 89 cltlos. . _...cavenanns $1,200.62 | $108,08 $24. 24 4903, 27 $78.27 $17.37
Albuttuorguo. N. Mex.t , 200, 14 108, 20 4,98 047,67 78.08 18,22
Atlanta, Ga...... , 268,22 105,09 4, 39 811,28 75.94 17,62
Baitimore, Md.. + 300, 6 108, 38 25, 01 928,71 77,23 17,82
{inghamton, N, Y 243,10 103, 6 3,01 878.10 73.18 16,89
Biemingham, Ala.. . 168,88 a7, 4 22,48 835, 8L 89,65 16,07
ston, Mass.... 1,352.7 112.73 26,01 088, 40 79.87 18,43
ridgeport, Conn 1,206.35 | 108,0 24.93 020. 39 78.70 1.7
ato, N, L,281.21 [ 105,10 24,25 901,72 5. 14 17,34
utte, Mont. 1,283.60 |  106.07 24,69 032, 11 7,08 17.93
Cedar Rapid: , 189,18 98, 22.81 849, 38 .78 0. 33
Chleago, 1110, , 356, 11 113,01 0, 08 072, 50 ,08 8,0
Cnnclnnati,oﬁ , 311,74 109, 3% 5. 23 035, 84 .00 7.08
Clarkshurg, W, Va, , 190,02 o), 17 2, 89 852,87 N7 6,40
Cleynland, Ohlo ! , 348,33 112,36 5, 83 064,71 , 39 R, 58
Columblia, 8, C.... , 102,60 00, 38 22,03 B4, 02 , 41 6,36
C bus, Ohfo ! ,178,70 8, 23 22.07 840,08 70.00 16,17
Dallas, Tex. ... , 188,97 )0, 08 22.88 883,08 71,17 10.42
Donver, Colo.1, 1, 218,07 103,84 23,96 888.2 w7 7.02
Dotroit, Mich,!.... 1,317, 53 109, 7! 25,34 044, 78,07 38, 15
B Paso, Tex. ... 1,183,858 8 1 22.18 832,08 . 34 0.00
Fall River, Maas. .. 1271, KL 105. 24,45 808, .84 727
H ox L2906 | 10083 | 2327 899,23 44 L 72
di olls, Ind 1,198 08 39, 23.04 869, 04 . 89 1. 52
anksonville, Fla, 1,217.27 101, 23.41 808, 87 , 38 . 70
a3 M 1,248, 42 103, 23,98 800, 83 .89 7.30
1,180, 75 s 22.44 844,37 70.36 . 24
1,130 X 2591 819,97 . 33 .77
1,308,11 09, 26, 16 035,868 .99 . 00
1 220,20 1, 24,47 871,62 . 64 . 76
, 284,03 . 50 24,12 889,61 74,13 1L
221,40 . 23.49 877,27 11 , 87
, 363,34 X 26,03 070. 80, 80 , 67
,387.79 15. 26,89 1,013.88 , 490 ., 80
, 129,81 04, 21.73 H14,92 67.01 . 67
, 300. 86 08, 28 920, 78.1 L 70
. 233, 08 02,7 8.7 8302, 73,87 L 98
,378, 13 14, & 26. 982, 81,84 18,89
281, 04, 28 24,07 891, 74. 30 17,18
,217.80 01. 48 23,42 874, 72.85 16.81
288, 04. 24,20 908, 78.73 17.48
1274, 30 106, 24, 84 013, 39 0. 12 . 87
, 207,60 108, 24. 00 924, 7.08 T8
Pa. 1, 310. 82 108, 25.20 030, 48 . 84 .89
Portland, Malne.. . ,275.48 | 104,20 24.53 021, 94 L 89 ,73
Portland, Orog. . ,221.72 01, 81 2.4 884, & 7, 02
Providence, R. . . 218,20 03.77 23.98 838,17 T .02
Rich d, Va. . , 398,08 08. 67 24,30 010. 3 3 . 81
Rochester, N, . 287,63 07. 30 24.78 9251 1 79
t, Louls, Mo, . ,330, 88 11,63 25,76 954, 4 7 , 39
alt Lako . , 243,07 03, 50 23.91 800, & , 2 , 13
an Franol - , 389, 87 18,82 26,73 10011 , 4 . 25
Scranton, Pa.. (312,30 109. 37 228U 082, 21 . 68 . 93
Seattle, Wash . 293,33 102.78 23,72 836,58 . 8¢ , 05
{oux Falis, 8 , 290, 107, 85 24,82 038,27 1 . 04
Wash. jemea | 102,30 23.03 K94, 02 . B 119
, 287,28 07. 27 24,78 620,08 4. 9 , B0
1414, 84 17.88 27.20 1,013.98 . 80 , 50
, 131, 80 94,28 21,76 800, 04 4 , 87
,222.18 101,88 123,80 873.04 |. 2, T 6.70

t Includo sales tax where lovied (appendix tables 18 and 16),
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(Subsequently the following letters were incorporated in the record

at the request of Senator Byrnes:)
JunE 19, 1939,
Re variable grants.
Hon. Par HARrRIsON,
Chairman Senate Finance Commillee,
Senate Office Building, Washington, D, C.

Drar SENATOR HARRIBON: Some time ago I sent copies of H. R. 6763 to the
ublic-welfare directors of 48 States and 100 of the largest ofties and counties.
"his bill, to grant Federal aid to States for general public assistance, included the

following pro vison relative to variable grants:

“That in any case in which the average Per capits income of any States is
less than the average per capita income of the United States, as found by the
Board, the amount to be paid b ratmnmefubhg, T reasury to such State for
general public assistanc’ for eachasffiFter during a perlo¥uef 24 months, beginning
on July 1 of the year in which,m#h finding is made, shall be aifgount which bears
the same ratio to that pa f the total sum so expended whicMjs derived from
State sources as such gyffage per capita income of the United SWates bears to
8 income of such St ,““but%n no event shall'{y)

he

such average per capij

%w.ld under this provig8 to any State for any quarter ore than two-thixds of the
otal sums 8o e,\'s)e fled in such State*for such quarter, 9

Enclosed are thgfreplies recei'}'fd? hey indjcate tiiat 81 percent of theégpublic-
welfare directorsffavor this bill. Ndpe of themsexpresse Bf the
variable grants t o Wl of

this feature, fo:

Srovision, ghd some hoxa
xample: 4
, commissioner o Py
)

“We feel that § | ipr -xgriable grants togthe
States on the bigs Y Spatag ,. g
Miss Pear] SKs irq g Jelfs awali, stafes: ‘“Thalbar-
ticipation on thdihasis of papita income itk a two-fhirds mafimum seghhs to
me exceedingly st j ts of the sociapsecurity pggramn
would bring granti needs.’ J
incerely, %, y § . &

Re merit system

Hon, Par HaRRisoN, 8
Chairman, Senate Finance Co .é@W ing,

¥ aghinglon, D, C.

Drar SeNaToR HaRRIsON: The Washington News Letter on Soclal Legislation
has been conduoting a serles of polls of expert o{ainion un social legislation cur-
rently before Congress. Because of the fact that State administrators of unem-
ployment compensation and public assistance, seem to be the group mest directly.
concerned we have asked them for their evaluation of the recommendation of the
Sooial Security Board, that the Soclal Security Act be amended to require that
State plans for the administeation of unemployment compensation and public
assistance be administered in accordance with merit systema.

Replies réceived to date indloate that 86 percent of thuse State officlals favor
such an amendment,.

Voting in favor of this.requirement are:

Miss Loula Dunn, commissioner of public welfare Montﬁomoré, Ala,

Harry O. Page, commissioner, department of ublio welfare, Conoord,

E. A, Willson, executive direotor, public welfare board of North D
Bismarok, N, Dak. , ‘

Nell C, Vandemoer, director of assistance, Lincoln, Nebr.

J. W. Williams, exeoutive director, unemployment compensation, Cas;t)er, Wyo.

William J. Eilis, commissioner, New Jorsey Department of Institutions and
Agenoios, Trenton. : . . o
Mg Milton Pattorson, director, State department of public welfare, Baltimore,

N. H.
akota,.
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'l“homus J. Daniel, State director, department of publie welfare, Columbia,

Braswell Deen, director, department of public welfare, Atlanta, Ga,

Howard L. Russell, sceretary of assistance, Harrishurg, Pa,

P. D. I'lanner, director, public welfare department, Mudi.ﬂon, Wixe.

.Da. \\\[lillium H. Stauffer, commissioner, department of public weltare, Rich-
mond, Va,

Charles F'. Ernst, director, State department of social security, Olympia, Wash,
David C. Adie, commissioner, departtnent of social welfare, Albuu{, N. Y.
UtJ'l W. Gillman, director, State department of public welfaro, Salt Lake City,

all. .

George W. Leadbetter, commissioner of health and welfare, Augusta, Maine.

W. E. Bond, commissioner, department of public welfare, J’ackson, Miss,

Voyta Wrabetz, chairman, industrial commission, Madison, Wis.

Il{)'i B.SWétters, administrator, unemployment compensation commission, Col-
umbia, 8, C.

1 H. G HNoﬁmnn, exocutive director, unemployment compensntion commission,
"renton, N. J,

Dr, Charles M. Wharton, executive dircctor, unemployment compensation
cominission, New Castle, Del
N}};m}-‘urd S. Myster, acting director, unemployment compensation, Bismarck,

. Dak.

Amos N, Kirhy, chief of unemployment compensation and employment service,
Montgomery, Ala,

J. W. Beckwith, scerotary, unomplo?rment compensation, Aherdeen, 8. Dak,

Peter J. Kies, commissioner, unemployment compensation, Des Moines, lowa.

The one administrator votling against this proposal is Charles G. i’n\vell,
chairman unmn})]oyment compensation, Raleigh, N. C.

These State offieials made the following comments on this proposition:

Miss Loula Dunn, commissioner of public welfare, Montigomery, Ala.: “‘Public
assistance has always been administered in Alabama under a merit systom, Ity
present merit systom is being integrated into the new State-wide merit system,

ublic-welfare officials are unalterably committed to the administration of public
assistance in Alabama on a merit basis.”

Harry O. Page, commissioner, department of publie welfare, Concord, N, H.:
‘1 would weleome the inclusion of a requirement that State plans must be ad-
ministered in recordance with a merit system,  If pubtic-assistance programs arc
to be administered effieiently and cconomically, and if people’s needs are to be
adeqguately met, then qualified workers must be employed.”

William J, Ellis, commissioner, New Jersey Department of Institutions and
Agencies, Trenton, N. J.: “I, of course, belleve that this should endorse certain
safeguards as to the nonpartisan control of a merit system,”

J. Milton Patterson, director, department of public welfare, Baltimore, Md.:
“Maryland already doces.”

Thomas H. Daniel, State director, department of public welfare, Columbia,
8, C.: “I do favor the requirement that State plans must be administered in
necordanco with o merit system, with the proviso that such merit system be
established by the State, in such form as may he generally acceptable to the
Federal Seourity Agency.”

Dr, William H. Stauffer, commissioner, department of publie welfare, 