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RESERVES UNDER FEDERAL OLD-AGE BENEFIT PLAN--
~ SOCIAL SECURITY ACT

MONDAY, FEBRUARY 22, 1037

Untren Srares SENATE,
Commrrres oN I'INANCE
Washington, h. o.

The committee met in execitive session, pursuant to call, at 10
2, m., in room 312 Senate Office Building, Senator Pnt Ilarrison
(chairman) presiding.

Present: A, J. Altmeycer Chairman, Social Security Board; Mur-
ray W. Latimer, member of the Social Security Board ; I'rank Bane,
Ixecutive Director, Social Security Board; John J, Corson, Asgist-
ant Director, Social Security Board; W. R, Williamson, Chief Ac-
tuary, Social Security Board; L. J. Calhoun, Assistunt General
Counsel, Social Security Board,

The CHattmMAN. The committee meets this morning to consider pri-
marily Senate Concurrent Resolution No, 4, introduced by Mr. Van-
denberg, and then probably some of the other members will wish to
ask some questions with reterence to the other features of the Social
Security Act. At this point I will insert in the record Senate Cuon-
current Resolution No. 4, ag follows:

) L8, Con, Res, 4, 76th Cong., 1ut sess.]

Whereas Congress has adopted the Socinl Security Act to insure greater eco-
nomic seenrity for certatn groups against the hazards of old age, unemploy-
ment, und other disabilities, and these objectives meet with common approval ;
and ' '

‘Whereas there are certain major defects in the Act which, if uncorrected, will
impede the full attaimment of these objectives; and

Whereas the operation of tho contributory old-age pension plan wpon a so-
cnlled full-reserve basis (totaling $47,000,000,000 by 1980) needlessly creates
a flseal and economle menace, and needlessly reduees the average pension
payable in 1042 to less than $20 per month (compared with nn ostimated $46
per month in 1880), thereby needlessly pennlizing both the penstoner and
the youth of the lund who must make up the difference from their private
funds in supporting thelr elders; and ‘ .

Whereas the full reserve plan makes it necessary to inerease from 2 por centum
10 6 per centum in twelve years the supporting pay-roll taxes pald equally by
employer and employee, with the result that the lowest incomoe groups of
American labor are taxed for national debt retirement (through Government
bonds acquired for reserve account) instend of the traditional debt-retirement
method of imposing taxes on those best able to puy 3 and

Whereas it 18 now generally recognized that thiy so-called reserve plan is
unuecessary in a compulgory, tax-supported system; and

Whereas the contributory old-age pension plan discriminates against large
groups of cltizens, including famn labor, domestic servants, and the sclf-
employed ; and . :

' 1

. oo . . .
'



2 RESERVES UNDER FEDERAL OLD-AGE BENEFIT PLAN

Whereas the Social Seceurity Board has a large research staff of upwards of
one hundred and forty members, with annual appropriations approximat-
ing $400,000, which is available to develop prompt studics to correct these
sttuations : Therefore be ft
Resolved by the Senate (the House of Representatives concurring), That the

Hoclal Security Board is directed to report to Congress not luter than May 1,

1987, the necessary plans, with s recommendations thercon, to abandon the

full reserve system In yespecet to contributory old-uge penslony, and-—

(1) Mo Incerease pensions to these retiving within the next ten to twenty
yours, without, however, Inereasing pensions for those rétiring in later years,
and to commence payment of pensions to those retiving In 1989 {nstead of 19425
and to provide that pay-roll tuxes (equally divided hetween employer and em-
ployee) remain at the present level of 2 per centmu for ot least five years and
thereafter until Congress flnds an inerease necessary to meet requirements and
maintain a reasonable contingency reserve, thus avolding the early and arhi-
trary inerensie in these tuxes 10 6 per centum within twelve years;

(2) Alternatively, to leave benefit. pnyments as now provided by law and
to provide that pay-roll taxes (equally divided between employer and em-
ployee) shall remaln at the present level of 2 per centum for at jenst ten yenrs
and thereafter until Congress finds an luerease necessary to meet requirements
and maintain o reasonable contingeney resorve ;

(3) To provide for tho extension of the contributory, old-nge pension sysfem
to large groups, such as domestic servants and furmers, now exclnded from
the benefits of the Act, and to provide the simplifieations necessary to make
this powstble, '

Who, from the membership of the Board, will give us some infor-
mation with reference to this concurrent resolution?® I might say
that I submitted the resolution to the Board when it was introduced,
and T understand that a letter has been prepared for transmittal to
the comnmittee. I do not think we have received that letter as yet.
1t had to go through other channels, probably.

Mr. Aurmeyer., Yes. I have the letter with me and I would like

to submit it at this time, .
The Craikman. Suppose you just read the letter, Mr, Altmeyer,

to the committee,

STATEMENT OF HON. A. J. ALTMEYER, CHAIRMAN, SOCIAL
SECURITY BOARD

Mr. Aurmever (reading) :

We are In recelpt of your letter of February 2, relative to Senate Concurrent
Resotution 4. While the Introductory paragraph of this resolution refers to the
Shazards of old uge, anemployment, and other disabilitics”, it deals entfrely with
the Federal old-ago benetits plan,  As regards the Federal old-age benefits plan,
it deals only with certain aspects thereof,

In substunce, the resotution dirvects the Soctal Security Board to report to
Congress etther a plan to start the payment of Federal old-age benefits svoner
and in more Hberal amounts during the next 10 to 20 years--without, however,
increasing benefits for those retiring In later years—or a plan to leave benefit
payments as now provided, but to reduce pay-roll taxes. The resolution also
divects the Soclal Security Board to report a plan to extend the coverage of
the Federal old-age benefits plan.

Inasmuch as the resolution is specifically related only to the Federal old-uge
benefits plan, the Board assumes it i8 desired that the Board's comments be
}h;n]ltod to that phase of the Soclal Securtty program, These comments are as

ollows :

1, Every worker, no matter how young he is when he enters taxable employ-
ment nor how much he is pald, will always recelve in benefits more than he has
pald in taxes. Moreover, the monthly benefit payable will always be more than
any worker could purchase from a private Insurance compnny at present rates
with the amount of money which he will have pald in taxes, It is true that a
larger proportion of the employer’s tax which i« levied upon the total pay voll
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may be constdered ay offsetting the payment of benefits to workers now nearing’
retirement,  This iy aldo true of all private-pension plans and of all Govern-
ment retirement plans, : ’

2, Under any old-age retlrement plan like the plan established by the Socin)
Security Act which expeets to he self-supporting, unless funds are collected dur-
ing the early years over and ahove the amounts payable in henefits each year,
eventual finanelal provision-—--in the ease of the Soclal Securtty Act, eventual
tax rates—will have to be increased radically, This s beeause the number
drawing penslons starts at zero and increpses indefinitely, both because of a
steady galn in the proportion of the aged qualifying for benefits and becnuse of
the gain in the total number and proportlon of the aged., Moreover, under an
old-age vetirement gystem providing pensions bearing some proportion to past
onrnings, the average pension payable to thoge retiring in successive yeurs will
inerease each yeur for an indefinite period.. Thus, under the present Federal
old-age benefit plan It is thought that the total amount of monthly henefits
])‘Dl.\‘!ll)](: onch year will lucrense up to a figure of at least $3,000,000,000 in.
1680,

Senator King, That is, that amount. will be required to be paid
out? .

Mr. Avrmeyer. Yes, sir,

Senator Kina. $3,000,000,000¢

Mr. Aremuyer, Yes, sir; in 1980, )

Senator Kina, Of course, you will not have that amount in the

fund.
Mr. Aurmuyer. Ob, yes, much more, we hope [continuing]:

3. The Government would have to levy approximately 5 percest on pay rolls
from the very bagluning if it wished to fix a rate that apparently would offset,
without. ¢chunge for g conslderable perlod into the fulure, the cost of benefits
ay they come due withont recourse to any other tunds exeept sums collected
to pay interest upon the aceumulated reserve at the rate of 3 percent.  Under
the present plan the equivalent of this O-pervent rate s presunmbly present in
the present 2-percent tux rate which fnerenses tvienplally by 1 percent, until
the maximum of 6 percent is reached in 1949, To counteract the inndequacy
which would be present fn early monthly old-nge henefits, were they based upon
a0 constant. relationslifp to earnings, a higher rate of henefits i allowed for
the enrly wages than lafer wages, I thig more lheral allowance for earvly
wiges were recognized ag it would be fn group annuity fnsuance as “acceruing
Hability” the present value of tuture benefits arising from current wage pay-
ments would exceed the expected tax colleetions under title VIIL over a long
period of time. It 13 estimated that during the first yenr of operation alone
this acerulng labllity would amount to $5,000,000,000 against probable tax ¢ol-
lectlons of $600,000,000, By 1846 this aceruing Hability woukd probably amount
to $26,000,000,000 whereas it s antleipnted that the residue of tax collections
over benefit payments und administrative expenses, with interest at 3 percent
compounded annually, probably will amount to hut $0,000,000,000, an apparent
deficiency of $16,000,000,000.

Senator Kine. Who is to meet that?

Mr. Aurmever. That is met eventually, Scnator, by the incrense in
the rates of taxes now provided in the act.

The Cramaax, That is why you let the rates rise thronghout the
feaLS,
) Mr, Avrmever, Yes, Senator.  [Continuing reading:|

4. The present scule of taxes wuas deetied to he suflleiently lnrge so that for
w consfderable perfod into the future the smm of the expected tax collections
Tess administrative costs plus intevest on the aceumuatated funds would be sub-
stantinlly in excess of the total bhevneflt puyments, By 1080, according to
estimates of the progress of the program there might be a fund of $17,000,-
000,000 which would be about {wo-thirds of the reserve which a private in-
surance company probably would expect to accumulide, 1f no Interest-hearing
regerve is accumulated and no other revenue is provided the pay-roll taxes
required would probably have {o be increased to 10 percent by 1080, .

‘5. One of the assumptions entering into the estimated cost has héen that *
before 1980 a stable populution would be reached, a rather dubious assumption,
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Many other assumptions entering into these cost estimates are extremely crude
and have not been made with any belief that they can possibly foretell what
future beneflts will be in a time so far removed from the present. Thiy yome-
whut arbitrary estimate of a maximum reserve of $47,000,000,000 may be con-
sidered as representing $14,000,000,000 collected fn puy-roll taxes In excess of
canh benefits already paid, the balance of $33,000,000,000 representing interest
and compound interest thereon.

6. Had the interest on the reserve account been compounded at 2% percent
(about the present average rate of return on IFederal obligntions) instead
of 3 pereent as provided in the law, the amount of compound interest contrib-
uted to the reserve would he $25,000,000,000 Instend of $33,000,000,000, The
excess of $8,000,000,000 through estimating 3 percent instend of 214 percent
could be consldered as a Governient, subsidy,

Senator Kina, That $8,000,000,000 GGovernment. subsidy, how do
you calculate that?

Mr, Aurmeyer, Tf we caleulatod the interest at the present rate
of 214 percent instead of 3 percent provided in the law we would
have $8,000,000,000 less collected in interest. So that since we cal-
culated it at 3 percent, assuming the average rate stayed at 214
percent, one might consider the excess $8,000,000,000 as a Govern-
ment, subsidy.

]Sméutor Kiva. Supposing the Government does not pay it, then
what

Mr. Aurmeyer. My next senience answers that:

Similarly, if it 18 recognized that a concelvable method would call for no
interest payments such a Government subsidy wonld be $33,000,000,000.

7. It Is possible to develop a plan to start Federal old-age benefits sooner
and to pay such henefits in mora lberal amounts during the enrly yenrs
without increasing benefits for those retiving in later years.

Senator Kine. That would mean incrensed subsidy by the Federal
Government, would it not?

Senator Vanpexpine, Not necessarily.

Mr. Avurmeyer. It would mean either increased pay-roll taxes or
increased general taxes.

Senator VanpuNsera. We will come to that later.

Mr. Avrmever (reading):

8. It I8 also possible to develop a scheduie of redaced pay-roll tuxes. How-
ever, the present, tax rate, which the resolution indicates Is satisfactovy, Is nol,
fncrensed tor 8 years, so this is not an immediate problem.

9. Reduetion in tax rates or increase in beneflt rates under the Federal old-
age-benfits system would reduce the reserve below the amount estimated to
bo necessary to keep the system on a self-sustnining basly,  ITowevoer, the ad-
vantage of the self-gustaining principle is lessened ag the proportion of {he
gainfully occuplied persons protected by the system s inereased, At present
that. proportion iy about 50 percent and most of the cost of the benefits 18 met
by the benefleturios, wherens the abandonment of the self-xustnining prineiple
would transfer an undue proportion of this cost to the 50 percent not covered
by the system.

10. The problem of extendlng the coverage of the Federal old-nge-benefiis
system iy lurgely o problem of developing approprinte administrative processes
(particularly tax-collection techniques) in the case of such large excluded
groups as domestic servants and farmers. Moreover, the type of leglslation
and the kind of administrative procedures to be developed depend to n con-
siderable extent upon (he deflnition of Federal powers by the courts, Sinee
very little administrative experience is yet avallable and the courts have not
yet passed upon the constitutionality of the Federal powers involved, if legis-
lative action is taken at thls time to extend coverage to groups now excluded,
such ag domestic servants and farmers, such action should be made coffective
not earlier than January 1, 1939,

11, It i highly desirable that, as soon as practicable, provision be made for
paying monthly henefits to those permanently disabled and to survivors of
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beneficlaries under the Federal old-nge-benefits plan, However, some of the
problems involved require extended study and consideration, .

In accordance with the duty placed upon it by seetion 702 of the Social
Security Act, the Board hag been studying the problems tonched upon by this
resolution ag well a8 a number of other problems intimately related {hereto.
Some information has already been assembled and more will be assembled as
quickly as possible,

The Board will be glad to be of us much service ng possible to the committee,

Senator Vanonnsere, Now, Mr, Altmeyer, let me follow through
some of these things ta see how the full reserve system works. Of
course, I am dealing exclusively, as your letter indicates, with the
contributary old-age-pension problem. Now, vour pay-roll taxes
start this year on the 2-percent basis divided equally, do they not,
between employer and employee?

My, Aurmever. Yes, sir.

Senator Vanoensere. When do the contributory old-nge benefits
gtart in 1942

Mr. Aurmgyes. The monthly benefits start January 1, 1942,

Senator Vanpensere, The pay-roll tax will be 3 percent in 1940
is that right ?

Mr. Avrmever. Yes, gir,

Senator Vanpenperg, And 4 percent in 1943 ¢

Mr. Aurmever. Yes, sir,

Senator Vanpunnera, So the whole pay-rolltax-fund proceeds will
accumulate until 1943 without disbursement; is that correct?

Mr. AvrmEeyer. No, sir,

Senator Vanpensere, Fxcept for administrative expenses?

Mr, Avrmeyer, No, sir.

Senator Vanpeneera. Tell me about that.

Mr. Avrmeyer. There are two other types of benefits, If a man
becomes 65 years of age before having carned wages in cach of 5
years since December 81, 1936, he will receive w lump sum of 3% per-
cent. on his wages during that time,  Also, if a person dies before 1942
his estate will get 814 percent of his total wages,

Senator VaNpeNpera, But speaking generally, the bulk of the col-
lection up to 1942 goes under the reserve?

Mr, Aurseyer, Yes, siv.

Senator Vanpensere. Kach year after 1042 you collect more in
taxes thun you pay out in benelits, do you not, in order to build up
the continuing reserve?

My, Aurmeyer, That is vight,

Senator VanoeNsrre, And this exeess of collections which goes
into a reserve, finally that is a reserve of $47,000,000,000 in 19804

Mr, Aurmeyer. The bulk of the amount appropriated will be ac-
cumulated in the reserve.

Senator Vanpensera, All right,  Now, let us go back again. How
much in pay-roll taxes will you collect this year, estimated ¢

Mr, Aurmeyer, A little bit over $600,000,000.

Senator Vanpennserg, Now, that $600,000,000——

My, Avrmeyer (interrupting). Pardon me. That is the calendar
year, not the fiscal year. :

Senator Vanoenpera, That is right; the calendar year. Now, that
$600,000,000 goes into the general fund of the Treasury, does it not,
in the first instance$ o

Mr. Aurmryer. Yes, sir, ) '
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Senator Vannunsere. Without any earmarks whatever?

My, Avrmever, Yes, sir.,

Senator Vanvennere, How does it get out of the Treasury and
over into the Social Sceurity fund; by an act of appropriation

Mr. Avemeyen. By an act of appropriation. There has alveady
been appropriated in advance of lLe collections $255,000,000,

Senutor Vanpenpkre, Now, is that for the whole year{

Mr. Avemsver, That is for the present fiscal year ending Jine 30,
1937,

Senator Vanpenserg. Iow much will it be for the calendar year?
How much do you understand they arve asking to have appropriated?

Mr. Avemeyrr, $540,000,000 for the fiscal year 1938,

Senator Vanoenperd, In other words, you expeet to appropriate
$540,000,000 out of a collection of $600,000,000?

Mr, Avrmueyer, Yes. There is going to be a difference for admin-
istrative expenses. '

Senator Vanoensera. What happens to (he other $60,000,000 that
18 collected from the pay-roll tu.\'os%

Mr, Avemeyer, It stays in the general fund. Money must, how-
ever, be appropriated out of the general fund for administrative ex-

enses, both for the Social Sceurity Board and the Treaswry
epariment.

Senator Vanoensere, Tn other words, all of the pay-roll taxes will
not necessarily go into the Social Secnrity set-up?

My, Aursyieyer. You mean into this veserve?

Senator Vanvennera. 1 mean you are collecting a certain amount
of money on pay rolls for social-security purposes. Thogse funds go
into the 'Treasury without. being earmarked, and they get out of the
Treasury by an act of approprintion, If you up!)rnpriuln Tess than
you take in, the difference goes into the General Government operat-
ing deficit, does it not.?

r. Aurmuyer. No, sir. ‘

Senator Vanvunpera, What does happen to the difference?

Mr. Arraever, All except amounts equivalent to the adminixtra.
tive expenses to be incurred by the Social Security Board and the
Treasury will probably be appropriated to the reserve,

Now, if Congress did not appropriate all of that difference then, of
course, you are corvect, but in view of the fact that Congress has
already, in advance of actual tax collections, made the appropriation
which it estimates will about cover the balance of the puy-mh taxes,
after administrative expenses are dedueted, it is reasonable to suppose
that Congress will do so in the futnre.

Senator Vanoennira, All right, 1t is entirely up to Congress?

Mr, Arrmrexer, Yes, sir,

Senator Vaxpensere. In other words, the integrity of the Social
Security Act and the integrity of (he use of these pay-roll-tax collée-
tions will always be at the mercy of Congress, from year to year?

Mr, Avemeyer. I would say its integrity will be just as strong as
our Gtovernment and of the Congress,

Senator Vanppnnere, That is right.  How much of this $560,000,-
000 will be reserved that you are going to get this year?

Mr. Avrmeyer. You arve spoaking of the calendar year now?

Senator Vawpennera. Yes; the calendar year.
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Mr. Aramuver, The estimates have not been made on the calendar-
year basis, Senator; they have been made on the fiseal-year basis. I
am just guessing, .

Senator Vanvensera. Well, approximations will do.

Mr. Arameyenr, 1t is estimated that there will be appropriated to
the reserve during this present fiseal year $540,000,000.

Senator Vanoensrre, Now, what are you going to do with that—
invest it in Government bonds? '

Mr. Avpmpyer, That is o Treasury function; it is not a funetion of
the Social Scenrity Board.

Menator Vanpensere, Do not they have to invest it in Government
bonds, under the terms of the act?

Mr, Aprmuyer. They have to invest in one of two types of Gov-
ernment obligations; yes, sir.

Senator Vanpensera, They have to draw 3 percent; do they not?

Mr. Aurseyer, Yes, sir,

Senator Vanpensera, Where are they going to get these 3-percent
Government securities, $540,000,000 of them at 3 percent this yeart

Mr. Arrmever. You will have to ask the Treasury. That is not
our function, I do not think they anticipate any difficulty, though,

Senptor Vannensere, Will they issue special obligations?  Hasn's
there been some discussion of how this is going to be donef

Mr. Arrmever, Yes,

Senator Vanpunpera. It is entirely o Treasury function?

Mr. Avesmeyer. Yos.

Senator Vanounnera. You did not discuss it with them at all?

Mr, Avrmever. Not formally,

Senator VanpenNnere. We will have to ask the Treasury about
that ?

Mr. Avrmever, Yes,

Senator Vanoensera, And the Treasury is confronted with the
problem this year of getting $511,000,000 United States securities
on g 3-percent-yield basis, under the terms of the nct?

Mr. Arnrmever. Yes, sir,

Senator Vanpenpere, And you have not any information as to
where they could get it, or how they could do it

Mr. Avrmever. Perhaps T misunderstood your question. I do not
menn to suy they will have to discover outstanding Government
obligations having a net yield of 3 percent. Of course, that is im-
rossible, becnuse there are not ontstanding Government obligations
ll)emring that net yield.

Senator VanpeNerra, Kxactly, So what would you do?

M, Arraveyer, I do not know what they will do.

Senator Vaspensera, There is not but one thing they can do, is
there? They have got to issue special securities for the benefit of this
fund on the 3-percent basis, do they not, and put them in the fund?

Mr. Avrsever, Yes; Timagine so. ,

Senator Vannunsere, So that that difference between the 3 percent
and the going rate of interest on Goverument bonds becomes a direet
subsidy Lo the fund, us far as the general tax burden is concerned?

Mr, Avymever. Yes, siv, T pointed that out in n.y letter.

Scenator Vanornnera, All vight,  Now, whon we get up to the cli-
max with $£7,000,000,000 in the reserve—let us call it 50 billion
for ronnd numbers becanse it is eagior to fignre, and what is $3,000,

126590—87~—2
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000,000 between friends when we are up in this astronomical bracket—
now, we have got, $50,000,000,000 in the reserve fund ; it has been in-
vested in 3-percent Government securities; of course, you have got to
have a national debt of $50,000,000,000, in the first place, in order to
accommodate the [)llun, haven’t you?¢ .

Mr. Aurmeyer. Yes.

Senator Vanpensere, Sure,  So in 1980 we have got this 50-billion
reserve at 3 percent, that would yield a billion and a half dollars,
and suppose the billion and a half dollars, as you pointed out in your
letter, is a necessary contribution at that point to supplement the
pag{-roll taxes to pay the necessary benefits——

r. Aurmever, Y es, sir. : .

Senator Vanoenegra, All right.  Say in 1980 Congress has got to
tax the American people a billion and a half dollars to pay the in-
terest on the bonds that are in your reserve fund~-—

Mr. Aurmeyer, Yes, sir.

Senator Vanpenpera. All right.  What is the difference between an
appropriation of a billion and a half dollars to pay the interest on
the bonds so that you can get the proceeds, or a direct appropriation
of a billion and a half dollars by act of Congress?

Mr. Avrmever. No difference.

Senator Vanoenpere. Then what is the use of all this accumulation
of $50,000,000,000, and all the grief and burden that has gone with it?

Mr. Aurmeyer. The significant thing is what happens between now
and 1980. When you reach 1980 as you yourself state, whether Con-
gress appropriates a billion and a haif dollary for interest or whether
1t appropriates a billion and a half dollars for deficit makes no dif-
ference, Congress hag to appropriate a billion and a half dollars.
But in the meantime Congress has been collecting more in taxes, and
the important thing to be decided is what effect does that collection of
those taxes in the interval have upon the entire tax structure and
entire financial operations of the Federal Government.

Senator Vanpensrra. I may be terribly dense about it, but I am
totally unable to see how there is any more confusion in the tax
situation, or in the heavier burden upon the taxpayer in making a
branch, direct-subsidy appropriation into the fund instead of detour-
ing through a reserve, : o

r. Arrmeyer. Well, it makes this difference, Senator, that in the
one case, if you build up a reserve your pay-roll taxes will be higher
during the interval, so that the beneficiaries of the plan will be
taxed sufficiently to cover their future benefits; whereas, under the
pay-as-you-go system, the potential beneficiaries under the plan are
not taxed sufficiently to cover their future benefits, so that the general
taxpayer will be required to finance their benefits. ‘ ‘

Senator Vanpenserg, Cannot you dramatize this for me iu the
fiscal 1980 bracket? Now, in 1980, when you have got your $50,000,-
000,000 reserve~—of course, I, for the life of me, cannot tell how it is
%oing to be invested or how it ig ever going to be kept sacred in the

ace of the transient political vicissitudes of the Congress of the
United States over a period of three-quarters of a centur{-—bmt just
assuming that God isigood and virtue runs, and you still have got
your $50,000,000,000, 1" cannot understand why it costs any more,
and you, see that it does not, to pay the billion and a half in a
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straight subsidy rather than the interest on the reserve. That does
not make any difference. You say so yourself. C

Mr. Avrmeyer. In 1980,

Senator Vanpenerra. In 1980, What is the difference in 1979,
when it is a little less than that? '

Mr. Aurmeyer. ' Well, because in all the intervening years you have
been collecting less in pay-roll taxes than is necessury to pay the
benefits under the Federal old-age benefit plan. ‘

Senator Vanpuneera. Yes.

Mr. Arrmeyer. So that when you reach 1980 it is true you have
the billion and a half to meet, either way, but now, under the one

Ian, in the meantime you have been collecting sufficient taxes which
.1t is estimated will cover the benefit for all time in the future. Under
{}(‘)ur system you will not have collected enough pay-roll taxes to do
at.

Putting it in another way, in one case you will be getting in more
current revenue than you will bergettimg.jn the other case. Now,
the real question is: What#¥ill Congress do Wil that greater cur-
rent revenue ? oy,

Senator Vanpeng#re, Well, if you had a frank subydy from the
Treasury each ing# i P,

Mr. AvrmevgR (interrupting). the"maneral taxpayer would
be paying instgs puyin?-the pay-roll t

Senator Vg 1 ayer each intégvening
year is payigig the int #that yop'lire accum@lating
n the reserye. o o [

Mr. Avry ppre-
sented by M

Senator

Mr. Avopreyer. $

Senator piys
that. %

Mr. AvrMpyer. Y Y, SO
to speak. ¥

Senator V 4 during
all this period

Mr. ArrMey# is justthe pointgtinder the

pay-as-you-go plity,
' Senator VANDENB
trying to find out how thig L o
.- Mr., AurmeyeR. Under tHeugyres n thetix rates vary from a
combined beginning rate of 2 percéfitto't imum of 6 percont.
- Senator VANDENBERG. Yes. Suppose we leave them just as they
are, in the course of the intervening period you have raised $33,000,-
000,000 by general taxation to supplement these pay-roll taxes,
haven’t you? . o e
:Mr. Avimexer. You do not necessarily raise that by general taxa-
tion, ' . i )
Senator Vanpensrra, Well, if you get it from interest on reserves,
the only way you can collect your interest is out of taxation?
Mr. Aramever. You do not necessarily collect the cash of $47,000,
000,000 and put it out at Fort Knox; you issue Government obliga-

g Y.am just

tions, it is true, to represent the accumulnted interest, but that does .

not necessarily mean you have levied general taxes,
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"~ Senator VaNpensErg, You mean you might pay it with I O U’s?
Mr. Arrmuyer. Well, if you call the Government obligations
I O U’s, that is correct.
Senator Hurrine. Isn't that a large part of the carnings on the
money? That is not the tax, that is earnings upon the money.
Senator Vanpenperg. That is the point of the whole thing. It is
earnings on the money.
Senator Herrine, Yes.
Senator Vawpensere. But the earnings on the money have to be
a tax on the people in order to get them into the interest fund.
S_enlator Huyrrine. But they get the money put out during that
period. '
. Senator Vanpensera, Who gets it4
« Senator ITerriNg. Whoever borrows the money.
Senator Vanvrxpera. The Government gets it, but the taxpayer
has had to pay the interest on the bonds.
Senator Herring. Sure, sure,
Senator Vanpensera., There isn’t any fancy system under which
you can get $33,000,000,000 without taking out the same amount.
Senator Heering. But the Government needed the money and had
to have it.
Senator Vanpeneera. That is right.
Senator Herring, It is presumeﬁ that the Government got value
received,
Senator Davis. Where will they invest it, if they are not able to
invest it in Government bonds? ‘
. Mr. Aurmever. They can invest it in either negotiable or nonnego-
tiable Government obligations,
Senator VanpeNsrre. At 3 percent, and nothing else.
Senator Herrina. Nothing else.
Mr. Aurmever. That is right,
Senator Byrp. The present Government debt is 35 billion?
Mr. Avrmever. That is right, '
Senator Byro, You said it will inerease to 50 billion dollars?
© Mr, Avrmerer. It will be increased to 47 billion dollars, the esti-
mated reserve accumulation.
. Senator Byrp. Instead of having a reduced Government debt, we
can look forward to an increased Government debt ? :
Mr, Avrmeyer. You have to distinguish between a Government
debt outstanding in the hands of private individuals and a_Governs
ment debt represented by the obligations placed in the old-age re-
serve account. ’
* . Senator Byrp. You just stated now the Government can hire the
money. In hiring the money they can use the money naturally, and
geot the benefit of it. In that case we will have an outstanding Gov
ernment debt of approximately $50,000,000,000. .
. Mr. Atameyer. The Government could retive, conceivably, every
single cent of the $35,000,000,000. .
Senator Byrn. Even then there would be $15,000,000,0007
Mr. Aurmever. Yes; but that might be represented in nonnego-
tiable obligations in the old-age reserve account.
Senator Byro. That would be a straight subsidy.
Mr., Avmmeyer. No, sir, '



RESERVES UNDER FEDERAL OLD-AGE BENEFIT PLAN 11

-Senator Byrp, If they did not use the money, it would certainly
be a subsidy. . L

Mr. Atrmeyer. They might use it for public.purposes of one kind
or another, .

Senator Byrn, Then you would have a public debt of $50,000,000,-
000, In other words, 1f they borrowed the money from this fund
and used it to construct public works, or add it to the general debt
of the Government, then you have increased your debt to $50,000,000,-
000, '

Mr. Aurmeyer. ‘There is no question about that.

Senator Byxn. Then there is not going to be any reduction in debt,
but there is going to be an increase, is that right?

Mr. AurmEeyer. You have to distinguish between the two kinds
of Government debt. The one that we have been familiar with
in the past is the Government debt in the hands of private individ-
uals, and the other is a Government debt in the hands of this old-age
reserve account. .

Senator Byrn., Mr, Altmeyer, you have got to take one end or the
other of this argument. You have got to assmme the Government
gets $50,000,000,000 to retire its obligations—the subsidy in that event
would only be the difference between the rate of interest that the
Government would have to pay to the public and the 3 percent that
they would have to pay to the fund—you have ‘either got to take
that end of it or you have got to assume the Government has got a
debt of $50,000,000,000, otherwise a part of it will be straight subsidy.

© Mr. Aurmeyer. 1 do not deny ihere will be a debt of $50,000.000,000.

Tt secrs to me, however, that the Government debt. is of a different
character than the Government debt to which we have been accus-
tomed in the past. .

Senator Byrp, In other words, the Government. owns this reserve
fund and the Government holds the money, and therefore you think
it is a different character of debt?

Mr. Avrmever. Yes, Senator; I do.

Senator Bygp, I suppose it owes a moral obligation to that fund,
so I think it is just as much a debt as any debt it has got to meet.

Mr. Avemever. Yes, sir. o R
- Senator VAnpENBERG. If it is not just as much of a debt then it
is dishonest, immoral, and a subterfuge, ’ ar

Mr. Avrmever. That is right. - L

Senator VANDENBERG. And it is even more burdensome than the
ordinary national debt we now speak of, because it has to yield
8 percent. T Dol

Senator Byrp. Suppose you had a depression in 1945, a great unem-
ployment occurs, as it did in this recent depression, would not that
diminish this fund that you have accumulated ? . L

Mr. Avrmeyer. Somewhat; yes, sir. - - :

Senator Byrp. Have you taken that into consideration?

Mr, Arrmever. Well, Senator, the various unknown factors that
are likely to arise between now and 1980, are so numerous that this
figure of $47,000,000,000 which has been mentioned so often is prob-
ably subject to a margin of error of at least 25 percent.

Now, you have mentioned the cyclical changes that are likely to
oceur between now and 1980. There are many others.

i
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Senator Byrp. After what date, under your estimate, before pay-
ments from the fund exceeds the receipts that come into the fund,
including the 3-percent interest on the money invested in Govern-
ment bonds?

Mr. Avrmexer. Never. Under the reserve plan they never do.
That is the point.

Sennt;)r Byrn. Well, do you anticipate steady prosperity from now
to 1980

Mr., Arvrmeyer. No, Senator.

Senator Byrp. Weli, you must have made some estimate as to when
the unemployment would increase at certain periods. We certainly
have depressions from time to time.

Mr, Avrmuyer, Yes; but cyclical unemployment, between now and
1980 is much less important a factor than a change in the mortality,
average wages, and the age and sex composition of our working
people. If you want to go into the actuarial end of it, T have two
actuaries here who are more competent than I am to discuss the
question.

Senator Bysn. What I mean is the unemployment, feature of it. I
just wanted to know when you thought the unemployment would in-
crease, for example, as compared to today. Have you assumed that
there 1s going to be a steady amonnt of unemployment from now to
19807 ' Because, if you have a large unemployment, naturally this
fund is going to be drawn upon very heavily. ‘

Mr. Aurmever. In order to be conservative, it was assumed that
the rate of unemployment compared with the employable population
would be about as it was in 1930, on the average, throughout the
entire period.

Senator Byro. What percent would that be?

Mr. AutMEYER. About 10 percent.

Senator Byrp. In other words, you estimated more or less a perma-
nent unemployment equivalent to 10 percent of those that were em-
ployable in 1930 ¢
. Mr, Avrmeyer. Yes, Senator.

Senator Byro. How many would that be in numbers?

Mr. Aurmeyer. About 214 million.

Senator Byrp. I understood we had between 40 and 50 million
employable people in the country.

M. Aurmever. We are just mentioning the covered group?

Senator Byzp. You do not include the farmers?

Mr. Aurmeyer. No, sir.  The covered group in 1930 was about
26hnll)ifllion. Ten percent of that would be about two million and
a half,

Senator Byrp. You expect the unemployment to be more or less
on a steady basis of 214 million in these productive clagses?

Mr. Arrmeyer. Yes, sir; possibly so.

Senator Byrp, Have you given any consideration to including
farmers and those that are not exempted ¢

Mr. Aurmeyer, Yes, sir,

Senator Bysp. What do you plan with respect to that?

Mr. Avrmeyer, The difficulty there, Senator, is to develop appro-
priate administrative procedures. We haven't gotten far enough
along in our research so we are confident we can make worth-while
suggestions as to the extension of coverage to this excluded group.
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Senator Byrp. Have you investigated it?

Mr. Avrmeyer. Yes, )

Senator Byro, Is it likely you will make some recommendation
including the exempted classes?

Mr. Avrmever. It is very doubtful whether we could make worth-
while recommendations this soon, at this session of Congress.

Scnator Byrp. I do not mean this session, but have you got in
mind making recommendations as to the farmers and thoge that are
now exempted ¢

Mr. Avrmeyer. Yes, Senator,

Senator Byro. About when?

Mr. Avrmuyer. We ought to be able to make worth-while sugges-
tions within a year or 2 years from now.

Senator Byrp. You think they should be included?

Mr. Auvrmeyer. Yes; definitely so.

The Cnamman. Have you any expression to give this morning
about the private pension systems continuing?

Senator Vanpensera. Before we get into that, before we leave the
thing I am chiefly interested in, if you do not mind—-—

The CHARMAN. Yes.

Senator Vanpensera. It seems to me that the crux of the whole
roblem is whether or not we are to continue on that full reserve
»asis or whether we are going on the pay-as-you-go basis with the

contingent reserve, and it is all dramatized in this $5¢,000,000,000
atrocity that I have been discussing,

Senator Gerry. Atrocity?

Senator Vanorssere. Yes. Now, Mr. Altmeyer, has not Sweden
swung over from the full reserve to the pay-as-you-go basis?

Mr. AvTMevER. Are you intervested in mz discussing Sweden?

Senator Vanpenserg. I am very much interested in knowing
whether I am correctly informed that Sweden has swung over, and
Sweden is one of the far-looking countries with substantial ex-
perience.

Mr. Arryever. I must tell you, Senator, just exactly what sort of
a plan Sweden has, so you can determine whether it is comparable
with our plan or not.

Senator Vannenpere, I do not want to take the committee’s time
to go into the whole thing.

Mr. Arrmuyer. It will only take me a minute.

Senator VanveEnsera. I was going to suggest that you put a
memorandum in the record on the Swedish parallel.

Mr. Auvrmeyer. Now, Sweden has a revised plan that went into
effect on January 1 of this year. Sweden has a population of a little
over 6,000,000, with about 4,000,000 insured persons.. The plan that
Sweden has put into effect provides very low benefits, but to a great
proportion of the population. That is one distinction I would like
to draw. By “small” I meah monthly pensions which vary from
$1.62 to $3.76, if a person has $10.30 or more per month of other
income, If a person has no other monthly income the monthly pen-
sion payable in Sweden ranges from $7.35 to $9.50. Moreover, there
is comparatively little variation in the amount of pension pa,i(i, ‘

Now, I also want to point out that Sweden has a means and a
morals test in its system, If you want to compare Sweden with this
country you probably should compare title I of the old-age assist-
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ance plan rather than title I, the Federal old-age benefit plan, which
we have been discussing. F n'.st because there is no tax on employers;
second, because the amounts are 50 small; third, because they vary so
little; fourth, because it involves the means test, Lhe cost of p paying

eneﬁth under title I is borne through geneml taxes levied by the
Federal Government and by the respective States; whereas in Sweden
the costs are raised by an income tax on beneficiaries and general
‘taxes, Of course, title I is already on a pay-as-you-go system, and
no one has ever suggested otherwise. Tn fact, in many of tho States
the amounts paid under State old-age assistance plans are much
higher than in Sweden, and the property and income exemptlons
allowed to individuals much more liberal.

Scenator Vanpenserg,. Well, then, would you say there is no anal-
ogy between the Swedish and "American systems ?

Ir. Aurmeyer. No analogy.  When we speak of Sweden going on
a pay-as-you-go plan we are spenking of something that is not
analogous.

Senator Vanneneera. For the sake of argument, let us admit there
is no analogy and let us turn to the pmp(mt ion as to whether or not
Sweden has switched from the full reserve to the pay-as-you-go.

Mr. Aurmever. My understanding is it has, but with this signifi-
cant ditference, that it has incr ased at the same time the contribu-
tions. The pay-as-you-go suggestion in this country is directed
toward decreasing the rate of taxes.

Senator VANDENBFRG. Now, I want to offer for the record, Mr.
Chairman, a list of 60 of the leading presidents of life-insurance
companies of the United States, from each one of whom 1 have a
letter emphatically recommending the abandoument of the full ve-
serves system in connection with our contributory old-age pensions
%nd the substitution of the contingent reserve on a pay-as-you-go

asis.

(The document referred to is as follows:)

Thomas A. Buckner, president, New York Life Insurance Co.,, New Yolk, N.Y.
)\iVi]lIl’nm H. Kingﬂlny, president, Penn 'Mutua! Life Insurmwe Co.,’ Phila(lol-
L3 .

! F‘t:l‘wallld D. Duflield, president, Prudential Life Inﬁumn('e Co., Newm‘k N. J.

M. B. Brainard, plesi(l(*nt. Aetna Life Insurance Co., Hmtf(n(l Conn,

w‘i\d. J. Cleary, proslﬂent, Northwestern Mutual Iife Insurance (}0., Milwaukee,

8,

M'B J. Perry, president, Massachusetts Mutual Life Insurance 00., Springfield,
ass,

Guy W. Cox, president, John Tancock Life Insurance Co. .y 'nuqton Mass.

Y.. B. Zacher, president, Travelers Insurance Co., Hartford, Coml.

. ‘?rthur ¥ Hall. pwsment, Lincoln National Life Insurance Co., Fort Wayne,
nd

John R. IInrdm president, Mutual Benetit Life Insnrance Co, Newark, N. J

George Willard Smlth, presideut, New England Mutual Life Insurance Co.,
Boston, Mass.

Carl Hays, president, Guardian Life Insurance Co.,, New York, N. Y.

M. A. Linton, president, Provident Mutual Life Insuraunce Life Insurance Co.
Philadelphia, Pa,

John €. Hill, president, Standard Tife Tnsurance Co., I'mql»m oh, P,

M, Clark Terrill vice president, Phoenix Mutual Tife Insurance Co., Hart-
ford, Conn.

T, W. Appleby, president, Ohto National Lite Insurance Co., Cincinnati, Ohio.

AdC%x'leton McKenney, vice president, Life Insurance Co. of Virglniu, Rich-

.

:cil)antorth . Ball, prenldonr Colmnhns Mntnm Li‘fo lmnrmwo (‘o, Columbnq
hio. -
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Hemry Molr, chairinan, finance committee, United States Life Insurance Co.,
New York, N, ¥, "
Fdwin A. Olson, president, Mutial Trust Life Inswance Co, Chicago, Il
A, 6& Rydgren, president, Continental Ametican Life Insurance Co., Wilming-
- ton, Del.
W. W. Putney, president, the Midwest Lite Insurance Co,, Lincoln, Nebr.
C. O, Criss, president, United Benefit Life Insurance Co., Omaha, Nebr,
W. . Tallman, president, Great Western Insurance Co., DDes Moines, Iowa.
W. P. Stevens, president, Scranton Life Insurance Co., Sceranton, Pa,
Arthur ¥. German, president, Baltimore Lite Insurance (o, Baltimore, Md.
John K. Reilly, president, Old Line Life Insurance Co., Milwaukee, Wis,
Clarence J. Daly, president, Capitol Life Insurance Co., Denver, Colo.
Ralph ¥, Lounsbury, president, Bankers' Natlonal Life Insurance Co,, Mont-
clair, N. J.
H. M. Merrian, president, Franklin Life Insurance Co., Springtield, 1il,
C. I, Little, prestdent, Provident Life Insurance Qo., Bismarck, N, Dak,
Walter L. Fallet, president, Fidelity Mutual Life Insurvance Co.,, Philadel-
phia, Pa,
A. L. Key, chairman of board, Volunteer State Life Insurance Co., Chatta-
nooga, Tenn.
¢ W. L. Mood, Jr,, president, Ameriean Life Insuvance Co., Galveston, Tex,
¢ James L. Loomis, pregident, Connecticut Mutua) Life Insurance Co,, Huarttord,
Jonn,
A, O, Swink, president, Avantic Life Insurance Co., Richmond, Va.
John V, Hanna, president, United Life Insurance Co., Concord, N. H.
N Raymond F. Low, president, American Reserve Life Insurance Co., Omaha,
Nebr.
H. G. Royer, president, Great Northern Life Insurance Co., Chiengo, 1L
Robert K. Sweeny, president, Stute Life Ingurance (o., Indinbapolis, Ind,
Cornelius A, Oraig, chairman of the board, National Life Insurance Co.,
Nashville, Tenn.
- K. B. Wilde, president, Connecticut General Life Fusurance Co., Hartford,
Conn.
L. J. Dougherty, president, Guavanty Life Insurance Co,, Davenport, Iowa.
Crawford ¥. Hllis, president, Pan-American Tife Insurance Co., New
Orleans, La.
Charles A. Harrington, president, Massachusotts Protective Life Insurance
Co., Worcester, Mass,
8. B. Coley, president, Durham Life Insurance Co., Raleigh, N. C.
Henry H. Kohn, president, Morris Plan Insurance Society, New York, N. Y.
J. J. Cadigan, president, New World Life Insurance Co.,, Seattle, Wash,
E. 0. Burget, president, Peoples Life Insurance Co., Frankfort, Ind.
T, A. Phillips, president, Minnesota Mutual Life Insurance Ce,, St. Paul, Minn.
George W. Steinman, president, Midland Life Insurance Co., Columbus, Ohio.
p Yilfctor Ettienne, Jr., president, West Coast Life Insurance Co., San Francisco,
alif.
Chandler Bullock, president, State Mutnal Life Insurance Co., Worcester,
Mass.
K. B. Richardson, executive vice president, Montana Life Insurance Co.,
Helena, Mont. '
W. T, Grant, president, Busi 's Assurance Co,, Kansas City, Kans,
C. ', O'Donnel, president, Southwestern Life Insurance Co., Dallag, Tex.
w?' R. Beardman, president, Wisconsin National Life Insurance Co., Oshkosh,
8. o
C. W. Young, president, Monarch Life Insurance Co., Springfleld, Mass,
H. C. Green, president, Pllot Life Insurance Co. Greensboro, N. (V,
" Clem B, Peters, president, Conservative Life Insurance Co.,, Wheeling, W. Va.

Senator Vanpensere. I desire to ingert in the record a joint state-
ment by myself, Senator Townsend, and Representatives Reed and
Jenking, in explanation of Senate Concurrent Resolution 4.

JOINT STATEMENT OF EXPLANATION BY SENATORS VANDENBERG AND TOWNSEND
AND REPRESENTATIVES REKD AND JENKINS

We are completely sympathetic with the objecttves of the Social Security Act.
Any changes in 1t should be strengthening ¢hanges. It was passed hurrioaly 1
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year ago, and all informed persons agree that it needs substantinl correction.
We raise the basic’ point and ask for a report thereon, that most of its mis-
takes and weakunesses attach to the fact that its contributory old-age pensions
are based on the full reserve systemn. We submit that such a reserve is un-
necessary in o compulsory, tax-supported system; that its ultimate accumula-
tion of a $47,000,000,000 reserve is a positive menace to free institutions and to
sound finance and that it is a perpetual invitation to the maintenance of an
extravagant public debt; that it will, in effect, transfer the burden of debt
retirement from the shoulders of geueral tuxpayers to the shoulders of the
lowest income group of the country in the form of a grosy income (ax on lahor;
and that it involves a neediessly high pay-roll tax in the Immedinte years to
come and a needless postponement of carlier and more adequate henefit
payments.

Sweden, probably the most progressive country in the fleld of social legisin-
tion, furnishes strong evidence against the use of the principle of the rescrve
fund. After trying it for years, Sweden dropped it and is now on a pay-as-yon-
£0 basis.

There is no analogy between the nced of private insuvance companies for full
reserves and the need of the Government system for full reserves. The former
are at the mercy of uncertain and fluctuating revenues, The latter is com-
pulsory and is guaranteed a continuous flow of revenues.

It seems desirable, therefore, to provide for the repeal of the full reserve
plan and the substitution of a direct pay-as-you-go system with only a small
contingent reserve,

This will achieve geveral heaithful results. The progressively fncreasing piy-
roll taxes in the present Social Security Act assessed on both employer and
cmployee--2 percent to 1940, 3 percent to 1943, 4 pereent to 1946, 5 percent to
1949, and 6 percent thercafter—are largely necessary only to build up the forty-
seven billion of reserves. We are advised by competent authoritics that with
this latter moustrous burden curtailed, it will be possible for at least 5 years
to rest on the present 2-percent tax and at the =ame time to improve social
security under the act.

We believe, for example, that benefit payments can commence within a
year or two instead of wailting until 1942, as the law now provides. We
believe that increased benefit payments are possible for workers now in middle
age who will, if existing law be not changed, receive only o pittance at the age
of 63. Thus the average benefit payment in 1942 will be about $18 a month as
against an average of $46 per month in 1980, unlegs the former is corrected, ns
we believe to be possible. This would not mean increased benefit payments to
the younger workers of today when they arve old. But it would mean that {hese
younger workers will be relieved of a large purt of the burden which otherwise
would be imposed upon their private funds for the cave of their clders.

We also ask the Social Security Board to formulate plans for the extension
of the old-age benefit system to certain groups now excluded, such as agricul-
tural workers and domestic servauts., These groups now can receive old-nge
assistance only on the humiliating basis of a pauper test. . .

We gubmit these suggestions for the expert study of the Social Security
Board, believing these objectives to be sustained by the best available experts
in the field of soclal secuvity and social insurance. The Bourd has a research
staff of 150 experts and a rescarch fund of about half & million dollars. It is
equipped to explore all of these possibilities. We are asking Congress 1o
authorize and direct the exploration.

The basle question is the reserve system. If it be deemed wise to Jeave
benefit payments at existing levels, we are confident that the abundonment
of needless and often menacing reserves would make it possible also to
abandon increased pay-roll taxes on cmployer and employees for at least
10 years to come. The ultimute decision whether to increase benefits or to
reduce pay-roll taxes for a longer period will be for Congress to make in the
light of the facts that will he developed by this study. Bither objective is
infinitely worth while,

MEMOZANDUM SUPPORTING RESLTLUTION ON SOCIAL SECURITY

The Tocial Securlty Act provides for a plan of old-age benefits financed
toough the use of a so-called reserve account. Money collected by pay-roll
taxes levied on both the employee and the employer 18 supposedly deposited
in a reserve account. These taxes, now 2 percent, will by 1949 have increased
to 6 percent. The idea of the reserve account Iy founded upon the use of the
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invesiment analogy transferred from the fleld of private insurance, which
does not apply to a wsoclal-security plan financed through the use of the
Federal taxing power, According to the act, money collected through pay-
roll tuxes, insofur as it is in excess of funds needed for making current
benefit payments, is to be invested in Government bonds paying 3-percent in-
terest or more, These bondsg can be bought in the open market or can be new
issues paying this rate.of interest.

Most of the money collected in taxes based on pay rolls will not be used
for current payments to benefielaries of the nccount when payments begin in
1942. But by 1980 all of the receipts from pay-roll taxes plus $1,406,000,000 in
wo-called interest will be required. Consequently, people now in middle age
will, on retirement, reccive much smaller benefit payments than those now
starting work who are covered by insurance, For example, the average rate
of benefit in 1042 will be approximately $18 per month, whereas the average
rate of benefit payment in 1980 will be approximately $46 per month. As a
consequence of the low rate of benefit payments for those who are now in middle
age or older, an unusual burden will be placed upon the young people of the
present generation for the care of their parents when they reach old age.
This burden will not be placed upon the young people of the next generation,
because by that time those retiring will have been insured for practically all
their working years.

This situation results from the use of the reserve principle as a basis for the
old-nge benefits, As previously indicated, the funds in the old-age benefit-reserve
account must be invested i Government bonds. These may be either out-
standing issues now held in private hands paying 8-percent interest on the pur-
chase price or they may be merely newly issuc bonds bearing 8 percent interest.

Certain important results follow from these provisions, If bonds now privately

held are purchased for the account, the Government will be huying up evidences
of its own indebtedness. Nominally these bonds will be held In the reserve
account. But actually this will constitute a retirement of the debt. Certainly
it is not loglcal to speak of the Government's being indebted on its own obliga-
tions when held by itself. 1If the bonds for the account are obtained through
this method, then the public debt will be retired by means of taxes levied on the
gross earnings of the lower-income groups—groups least able to carry this type
of regresslve taxation, The payment of such tuxes reduces the purchasing
power of a large portion of the population whose standard of living is already
much lower than is desirable. It never has been the policy of the National
Government. to retire the public debt through taxes on the lower-income groups,
Money for the retirement of the public debt has in practically all cases been
drawn from the general-fund revenues, and the general fund has been primarily
rafsed through taxes on those who are more able to pay than those people who
will now be paying the larger part of the pay-roll taxes.
. If. on the other hand, the Treasury issues new bonds for the reserve account,
the cash position of the Treasary is thereby inereased, although the obligations
of the Federal Government are increased by an equivalent amount. Now, what
<an the Government do with the money received from the taxes based upon pay
rolls when new bonds are issued? One possibilily is that these funds could
1emain unspent in the Treasury. Another possibility s that the money could
he uged for meeting current expenditures of the Government, This might en-
courage a higher level of Government expenditures than wonld exist if such
funds were not placed in the Treasury. A third possibility is that the Treasury
could use these funds for the purchase of sutstanding Government bonds paying
interest of less than 8 percent. This would have the same consequences ug out-
tined previonsly. In any event, there will be uo money left in the Iublic
Treasury to actually earn interest for the account. The money will have been
spent.  Money spent cannot earn interest.

I'rom figures contained in reports of congressional committees on the sociul-
security bill it is evident that by 1080, 40 percent of the old-age benefit pay-
ments will come from the so-called interest on the honds held in the reserve
account.  But one cahnot correctly speak about the bonds in this account enrning
interest. If outstanding public debt is brought up by funds in the account, it
would not be logical for the Government to continue to pay interest on its own
obligations when it holds them itself, If, on the otuer hand, new bonds were
issued for the account, the money will actually have been used for current ex-
penditures or for debt retirement, and money that does not exist cannot earn
interest. What renlly happeus is that by 1980 the old-age benefit reserve account
will require a subsidy from general-fund revenues of 40 percent of the total
benefit payments. No one opposes granting a subsidy. where necessary for the
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payment of old-age benefits, We should not, however, hide the fact that the
Federal Government is paying such a subsidy and we should not finance old-age
benefits in such & manner that the subsidy is more than is necessary for this
purpose, But under the pregent plan that i8 actually happening., As a result of
veing the reserve account, more money i8 being collected from employers and
employees in insured occupations than is actually necessary for current benefil
paymenty, The excess funds will be spent for the purpose of debt retirement or
for meeting current expenditures of the Government.

A large portion of the people of this country are excluded from the operu-
tions of the old-age benefit provisions of the Social Security Act. Among these
excluded groups are agricultural laborers and domestic servants. These people
cannot come within the terms of the act and consequently in thelr old age they
can receive only old-age assistance us provded in title » of the Nocial Security
Act. Thig assistance is not given as a right but is given as a privilege. It is
given only where there is a showing of need, 'Thus the people in these non-
insured occupations can recefve such assistance only after they have undergone
the humiliating procedure of a needs test.

There is a marked incompatibility between the old-nge benefit plan provided
for in title II of the Sociul Security Act as it now exists and the system of
old-age assistance provided in title I of the act. In 1942 the average man in an
insured occupation and his wife will receive only an average benefit payment of
approximately $18 n month. But a man who had been employed in a noninsured
occupation will with his wife be able to receive up to $60 a month for old-age
aspistance. It should also be noted that panyments for old-age assistance under
title I of the Socail Security Act began in 1936, but payments under the con-
tributory old-age benefit plan will not begin until 1942.

It seems desirable, therefore, that the Soctal Security Act should be so
amended as to provide for the repeal of the full reserve plan and to substitute
in ity place a direct pay-as-you-go system with a small contingent reserve. The
adoption of thig plan will permit the continuance of the present 2-percent tax—
1 percent on the employer and 1 percent on the owployee—for a aunmber of
years beyond the period now provided for in the act. This plan will avoeid the
imposition of a heavy tax upon lower income g oups for the purpose of vetiring
the public debt or for providing current revenues,

Some contend that if we do not have the fall veserve plan a 10 percent pay-roll
tax will be required to meet payments by 1980, A Government subsidy bearing
part of the cost of the plan will make any such pay-roll tax unnecessary. Such
a subsidy i8 already provded for in the Sociul Security Act. Therd it mas-
querades under the tiftle of “interest.” The Federal Government can afford to
pay such a subsidy since it will not have to pay out of the general fund interest
on the $47,000,000,000 old-age benefit reserve account.

Sweden, a progressive country in the fleld of social legislation, furnishes
strong evidence against the use of the principle of the reserve funds. The
original plan set up in Sweden provided for the existence of a vegerve fund
based upon the private insurance analogy. A few years ago a special royal
commission was get up in Sweden to study the whole problem of finnneing the
old-nge benefits, After long study this commission submitted a report advoceat-
ing the abolition of the reserve and substitution of a pay-as-you-go plan, The
recommendations contained in this report were adopted. This year Sweden began
a pay-as-you-go plan.

If we adopt a pay-as-you-go plan, we can begin benefit payments within a
year or two-—say, in 1939, Without raising the normal level of benefit payments
we can inerease the benefits to those retiring in the next few years. This will
not increase the benefits paid to people who will have been insured during most
of their working years. But it will relieve the present younger peneration from
a large part of the burden imposed upon their private funds for the care of
thefr aged parents. This will tend to bring the amounts paid as old-age benefits
more into line with amounts paid as direct old-age assistance.

Holding down the tax to 2 percent temporarily, increasing immediate benefit
payments, and starting them earlier appear feasible. There is very good
reason to belleve that the Soclal Security Board can formulate workable plans
to accomplish these objectives. A 2-percent tax would in 1950 yicld $625,000,000.
Benefit payments as required by the present act would amount to $5085,000,000.
This would leave a margin of $120,000,000 to finance the increased cost of
benefit payments as here suggested. This takes no account of any interest
which may be credited on possible reserve accumulations, '

It 18 algo desirable to formulate plans for the extension of the old-nge bene-
fit system to certaln excluded types of employment, such as domestic servants
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and agricultural laborers, Many of these people desire to come within the
{erms of the act but find it fmapossible. 1t is not fair to people who pay taxes
for their old-age benefits to have others not in insured occupations receive
old-age assistance without direct cost.

The regolution asks & study not only of all the foregoing considerations, but
also of an alternative which would leave beneflt payments at their levels as
now estyblished in the present Socinl Security Act and toke full advantage
of the abandonment of the full reserve basis in the formm of a longer postpone-
ment of any increase in pay-roll taxes on employer and employee. It Is sug-
gested that the 2-percent tax-—instead of increasing 1 percent each 8 years
until it reaches 6 percent——can be held at 2 percent for at least 10 years if the
full reserve be abandoned. The question whether it is preferable to use a
portion of these savings, incident to the abandonment of a needless reserve, in
hastening benefit payments and leveling off some of their more immedinte
inequities, or in using all of these savings to posipone an inerease in the pay-
roll taxes, will be a policy question for Congress to decide in the light of the
full facts as reported by the Social Security Board. )

Senator Vanpenprra, I want to ask you why this unanimity of
opinion among the snasoned insurance experts of the country should
be so at variance with the Federal law if the Federal law is right?

Mr. Aurmeyer. Well, Senator, I wonld say that the question of
whether you go on a pay-as-you-go or veserve system, as considered
by those Insurance )_resir)ents, is largely a question of the effect upon
the investment markets. 'The insurance presidents are thinking par-
ticularly of the effect upon their investment.

Senator VANDENBERG. Are you saying that their answers to me
in connection with this desperately important public problem are
entirely selfishly grounded? ,

Mr. Aurmeyer. I am only saying that they are thinking primarily
of how it affects their business. 1 am not saying that is not legiti-
mate. I do not criticize them for a minute for thinking in that
direction, It is a very important problem to consider. I say, how-
ever, Senator, that there are social and economic questions involved
here other than the question of the effect upon the investment market.

Senator Vanpeneere, Well, I cannot concede that there is any
social problem involved in the actuarial contemplation, the mathe-
matical. contemplation of whether or not you are going to pay as
you are whether you are going to accumulate a reserve, \k’hy is
that a social question? R

My, Arrmeyer. Because the reserve is only a means to an end.
The end is to attain o self-sustaining system. So long as we have
only 50 percent. of our gainfully occupied in this system it is unwise
and unfair, in my opinion, to ask the uncovered group, the excluded
group to pay any part of the cost of benefits to the covered group.

- You and I are not far apart as regards the long-time future. To
the extent that we can develop ways and means of bringing about

order coverage and get to & more inclusive coverage, thu% is the de-
sirable gonl. To that extent we can consider going on a'more of a
pay-as-you-go plan than we have now, becauso obviously if we have
the whole gainfully occupied population in this system then there is
no question of injustice to the excluded group involved.

Senator Vanpenpere, Well, man after man in this to me very
impressive list of insurance executives makes the spontaneous argu-
ment that while a private insurance company has to operate on a
full reserve plan, because it has to amortize each premium it gets,
inasinuch ag’'it is not sure of its future income, that a Government
insurance policy is a totally ditferent thing becnuse it can rely
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upon a compulsory tux~supdported revenue-year after year, and since
there is that fundamental difference in the two situations the differ-
enco carries over into the problem of reserves, and when you build
your reserves on a full reserve basis you are doing something that
15 absolutely unnecessary and desperately burdensome. Now, 1 can-
not dismiss the testimony of men like President Buckner of the
New York Life Insurance Co., President Kingsley of the Penn
Mutual Life Insurance Co., President Duflield of the Prudential
Life Insurance Co., President Brainard of the Aetna, and President
Cleary of Northwestern Mutual, and all the rest of them. Here is
a file of the unanimous opinion of the great insurance executives
of the United States who are a body with a century of experience
behind it saying to us that we are on the wrong basis. Now, is
that to be dismissed without a very careful study?

Mr, Arameyer. No, sir.

The Crarman. It is my recollection, Mr. Altmeyer, that when we
were considering this legislation there were two lines of thought with
reference to this reserve. I think the committee reversed itself, in
other words, but there was no question that was more debated than
this one, and that was given more consideration. It seems to me that
it has got to be studied and continued to be studied. The additional
tax is not imposed until what year$?

Mr. Avrmeyer, Three years from now.

The CuairmaN. Three years from now. No one suggests chang-
ing the present tax on the proposition?

r, ArrmeyEer. No, sir. ‘

The Cuairman. So we have got some time to study on the propo-
sition at least.

Senator Vanpenpere, Well, is it not a fact that when this plan
wag first born in the President’s Advisory Group it was born on the
basis of merely a contingent reserve and pay-as-you-go planft

Mr. Aurmeyer, As I recall the rates and benefits payments in the
original bill introduced into the Senate, it would have provided a
smaller eventual reserve than the one that is provided under the
tax rates and benefits payments of the present plan,

Senator Vanpensera. Do you know why the change was made?

Mr. Avrmeysr. Senator, the Secretary of the Treasury appeared
before the House Ways and Means Comunittee to argue very ¥orcibly
for going on to more of a reserve plan than originally contained in
the bill introduced in the two Houses of Congress,

Senator Vaxoenpere., Was not his reason the fact that by main-
taining the full reserve he was able to look forward to a ren({ -made
market for continuing obligations of the Government of the United
States and that, as the result, he could from year to year finance his
deficits out of pay-roll taxes? :

Mr. Avrmeyer. I do not know what was in his mind, i

Senator Vanpexeera. I want to say that I can see no excuse what-
soever for the full reserve system which, in my judgment, for the
time being, is a pay-roll tax in the nature of an income tax on the
low-earning labor groups of this country for the immediate purposeé
of doing nothing except making it easy to finance Federal deficits.
"That is the only defense that T know of for the full reserve, ' -

Mr. Avrsexpr. May I make another defense? The whole question
is whether we have lJower or higher pay-roll taxes. The present pay-
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roll tax is now 1 percent. No one has snggested less than 1 percent.
That tax rate remains in effect for the next 3 years. As regards its
relation to benefits it is possible for an individual who retires in 1942
to draw out 72 times as much, by way of benefits, as he has paid in
taxos. Now, it certainly does not seem to me that we ought to re-
duce tax rates still further in relation to benefits until we have gone
farther down the road in including a greater proportion of our
population. As I see it, the chief difference between us is 8s to when
we should consider going on & pay-as-you-go system.

Senator VanpeNsEra. Let me interrupt you. Please do not mis-
understand me. I am not trying to tear down your Social Insurance
Act in any degree. I am in complete sympathy with it. I voted for
it. The suggestions that X have offered in tlis resolution hopefully
address themselves to hastened benefits. There is nothing hostile to
the scheme itself in anything I am proposing. I am trying to make
it better and stronger, but it seems to me that unless we rather
promptly set up the mechanism to study out this reserve problem we
will find ourselves drifting into 1940 with the increased pay-roll tax,
and then we will drift into the next difficulty, unless we recognize it
as a major problem and attack it as such. Could not it be recognized
as_a major problem?

Mr. Aurmeyer. It certainly should, Senator,

Senator Vaxpensere. How should we attack it?

Mr. Avrmever. The point T wish to bring out, Senator, is that
going on to a pay-as-you-go plan should be after we have inclusive
coverage, rather than before we have inclusive coverage.

From the standpoint of immediate rates there is no problem in-
volved for 3 years, certainly.

From the standpoint of benefits your resolution indicates that you
do not think it wise to start payment of benefits prior to 1939, so
that gives us until then to discuss and determine a sound—I do not
mean sound——

.Senator VANDENBERG. “Sound” is a good word.

Mr. Aurmeyek.——a different, perhaps more liberal, benefit plan.
That is tied up, as I indicated in the letter, with the question of
whether we would not pay benefits to people who are permanently
disabled even though they haven’t reached the age o? 65 and to
survivors of beneficiaries under the old-age benefit plan.

We could work out a plan for you in a very short time for chang-
ing the present rate of benefits but I think the big problem ig how
fast we can extend this plan to the present excluded groups.

The Cramman. I do not believe it will be very soon, ~ As I recall
the committes voted unanimously to exclude farmers from the origi-
nal act. I have not heard of any movement to include them. ,

Senator Vanpenperg, That is probably so. Are you now saying
thait until this thing happens which the chairman says is never going
to happen——- ‘

The Cuamrman (interrupting). I did not say it is never going to
happen. I said in the past it has not happened.

. Senator VaNpenNBemrG. Are yon saying this thing must happen
which the chairman says probably will never. happen, that it has
obdto }?mppen before we start studying release from the full veserve
urden o : ¢
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Mr. Aurspyer. No, siv. 1 say that we should, if we pass {from the
reserve to the pay-as-you-go, we should pass as, if, and when we
extend the coverage of the law. :

Senator VanprNpEra, And if we do not extend the coverage we
should not pass it, is that right? .

My, Arrmryer. No, sir,

Senator Vaxpensrre. What is the reason?

Mr. Avraeyer. Becavise I do not think it is fair to the excluded
groups to pay the cost of benefits to the included groups. You
would not ask the general taxpayer to pay the cost of workmen’s
compensation.  If a man is hurt in a factory you pay out of premi-
ums based upon the pay roll.  You certainly would not ask the
g;ieneml taxpayer to pay his compensation. That is exactly the saine
thing.

Senator Vanpensere, Of course, I cannot see the analogy, because
it seems to me when you accumulate your full reserve you are not
only asking the taxpayer to pay the direct subsidy, but you are also
asking him to pay the accumulation of the subsidy.

Mr. Aurmeygr. Let us assume that we took these revenues and
retired the present Government debt, and, as Senator Byrd indicated
a while ago, en%uge in some useful public works and increase the
public debt so that the total, in round figures, is $50,000,000,000 in
1980. If we did not collect the money to retire the oufstand-
ing debt in the hands of })rivate‘ individuals and place that in the
ol(T-age reserve account, when we get to 1980, if we did not reduce
the Government debt we have now and in addition engaged in the
same useful program that I mentioned a second ago, we would reach
1980 . . '

Senator Vanpensere (interrupting). What do you mean by “use-
ful program”¢ o ‘ ,

Mr. Aurmever. Define that as you will. T will Jeave that to you
for definition. o
——-we would reach 1980 with a current charge upon the taxpayer of
a billion and a half for interest payable to the private holders of Gov-
ernment, obligations, and another billion and a half to cover the cur-
rént deficit under this Federal old-age benefit plan. So you would
have exactly double the eurrvent tax bill on the taxpayer in 1980.-

Senator Vanpvensere, Now, let me confess t,lmt,}i haven’t even re-
motely the necessary equipment to discuss this thing intelligently, but
let me ask you for a suggestion as to how we can start definitely worl-
ing toward an effective study of this problem in a fashion which will
take advantage of the experience and the views of these 60 witnesses
that T have just handed down in that list, and the other thought of
the country which pretty generally is opposed to the full-reserve
system.” How can we go at it to-seriously make a job of this study
and start now? How can we do it? " L

Mr, Auvrmeyeg. The Board is authorized under the act to make
studies of the problems of social security. _

Senator Vanpvexnere. With great respect to the Social Security
Board, I am not willing to leave the investigation solely with them,
because I think it is prejudiced in favor of the existing system. »
© Mr, Aurmeyer, We do meet quité frequently with advisory groups,
both from labor and from employers. We are also in contact with
other groups. , :
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Senator Townsenn. Is that outside of your employees?

Mr. Avrmever. Yes, outside of our employees. We propose to
continue to meet with these and other advisory groups. 1 think it
would probably be well to create an advisory group cousisting, per-
haps solely, of these life-insurance presidents. One of the advisory
groups we met with is the Social Security subcommitiee of the Busi-
ness Advisory Council of the Department of Commerce, On that
subconnmitiee is Atbert M, Linton, president of the Provident Mutual
Life, who, L understand, assisted in the drafting of this coneurrent
resolution. We have great vespect forr Mr. Linton’s views, and they
will continue to be given the consideration to which they are entitled.

Souator Vanpexsere, You arve quite right in identifying Mr. Lin-
ton as one of my advisers, hecunise I will tell you he convinced me
completely that you are all wrong,

Mr. Arrmeyer, Perhaps he ean convinee us,

Senator Vaxpeypere. I would just like to give him a chance.

Senator Davis. Mr. Altmeyer, should any of the present coverages
be excluded?

Mr., Avrmuyer. No, sir. I think rather than exclude any of the
present groups we ouglht to proceed to cover more groups.

Senator Davis., Do not you think we ought to bring in the maritime
workers and the general public employees of this country into this?

Mr, Avrmreyer. T think we ought to include the maritime workers
on the vessels documented under the laws of this country. Now they
are excluded, as well as the workers on vessels documented under
the laws of other countries, but T think we could very well tuke them
in. I understand that the Tuternational Seamen’s Union is urging
that they be included.

Senator Davis, Should one of the employees be requested to retire
he receives any benefits?

Mr. Avemeyer. By whom do you mean? By the employer?

Senator Davis. The employer, yes; request his employees to retive
before they receive their {)eneﬁts.

Mr. Avrmeyer. I should not think so. because until they reach 63
they will not be entitled to a monthly benefit. .

Senator Geriy. I would like to ask one question that T am not
clear on. 1 think you said that in the calendar year you expected
to receive something like $600,000,000 from these special taxes, and
you expected the cost to be paid out of the benefits mmounting to
about $550,000,000. ‘

Mr. Avemeyer. Noj the appropriation to the reserve account will
be made by Congress out of the general revenues,

Senator Grery, What? :

- Mr. Aresmeyer. The appropriation to the resevve that T am speak-
ing about will be made cach year by Congress out of the funds in the
Federal Treasury. :

Senator Gerry. That is what L was not elear about. I wanted to
wet, that clear. ‘ :

Mr, Arrmeyer. 1 was speaking of the appropriation to the reserve.
Before 1942, benefits payable are Iimited to the lump-sum payments
in the case of men and women who become 65 years of age and ave
not qualified for monthly benefits, and to the estates of people who
die during the year. Theso sums are relatively small, very small |
during the early years, of course. :
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Senator Gerry. Now, does not that leave $15,000,0002

Mr, Avrmeyer. I am spenking from memory. I think the differ-
ence between the estimated receipts and estimated appropriation to
the reserve is about $40,000,000. ,

Senator Gurny. Well now, what do you do with the $40,-
000,000, You said part of it went into operating expenses. Kor
example, I suppose it is the pay roll of the Social Security Board?

Mr. Avrmeyer, Yes; and the Treasury.

Senator Gerny, And the Treasury. Now, is all of that used u{:?
Does it take $40,000,000, for example, for %rour pay roll and the
Treasury pay roll? What is the amount in all?

Mr. Arrmeyer. In the early years we estimate that the percent-
age of administrative cost to taxes collected will probably be eight-
and-a-fraction percent. Am T right?

Mr. Larouer. That is the estimate; yes, sir.

Mr. Aurmeyer. As we get into production, so to speak, and as the
tax rates are increased so that the revenue is increased, that per-
centage probably will drop to about § percent,

Senator Gesry. Yes; but I am taking this illustration because you
have mentioned it. T am taking the figures as $40,000,000. I just
want to get the picture clearly in my mind. How much is the ad-
ministrative expense, for example, of the Social Secnrity Act at the
present time?

Mr. Corson. The administrative expenses during the eurrent fiscal
year would approximate—

Senator Gerry (interrupting). I did not say fiscal year, because
the witness stated the calendar year. You have got $40,000,000.
Now, how much of that $40,000,000 goes into the Social Security
administration, all their expenses and everything else?

Mr, Corson. Administrative expenses of the Social Security Board
during the calendar year 1938 will approximate $18,000,000. The
Treasury’s administrptive expenses incident to the collection of taxes
the pay-roll taxes, will approximate $8,000,000, which makes a total
of $26,000,000,

Senator Gerry. What happens to the other $14,000,000?7 Is that
left to go into the general fund? 'That is just velvet then, for gen-
eral apKroprintions - :

Mr. Aurmeyes. Well, you cannot make an oxact adjustment like
that year by year, Senator. Next year the appropriation for ad-
ministrative expenses may exceed the difference between what is
appropriated to the reserve and what is collected in taxes. You see

-you are dealing in such large figures that it is difficult to estimate.

Senator Grrry. $18,000,000 of appropriation, considering figures
of this size, iy very small. What stands out is that this $14,000,000
is left in the general fund instead of going into the social-security
fund to meet the expense. '

Mr. Aurmeyer, I want to point out that in advance of the collec-
tion of a single cent of taxes Congress has already made appropria-
tion for reserve. ‘ :

Senator Gerry. It is up to Congress, I understand that.

- Mr. Avrmexer. Under the plan, I presume Congress will over a
eriod of years appropriate every single cent over and above admin-
1strative expenses to the Federal old-age reserve account,
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Senator Vanoenpeke. If that is true then why should not these
ay-roll taxes, when collected, go into a special (rust fund in the
"reasury for the Social Security Board instead of the general fund
of the country?

* Mr. Avrmeyer. My understanding is it is not possible under the
Constitution as it has been interpreted.

The Cuamman, Under the decision in the A. A. A. case.

Senator Vanvenpere. In other words, that is an arrangement
necessitated by the constitutional situation.

Senator Townsenp, Mr, Altmeyer, what percent of this fund
which will amount to $47,000,000,000 in. 1980 will be paid by the tax-
pai/fler that is not covered in this act?

- Mr, Avrmever. In 1980 it is estimated that the interest on the
reserve will amount to $1,400,000,000, and that will have to be met,
as Senator Vandenberg pointed out, through general taxes. There
will be a current appropriation during that year to the reserve of
$2,180,000,000. . .

Senator Townsenp. Yes; but as you have accumulated the fund
of $47,000,000,000 you have placed it with the Government at 3 per-
cent and the taxpayer that is not covered, that is outside, will have
paid a portion of this in these years up to 1980, will he not?

Senator Davis. That is paid in interest.

Senator Townsenp, Yes, -

Mr. Avrmeyer. That is paid in interest; yes. On money that was
collected through pay-voll taxes. :

Senator Townsenp. What do you estimate that to bef?

Mr. Avryeyer. $33,000,000,000.

Senator Towwsenp, The texpayer that is not covered will have
paid $33,000,000,000 of the $47,000,000,000%

Mr. Auemeyer. Yes; that is right, but he would have gotten value
for his money. : '

Senator Davis. If there are Government seenrities to invest this
money in we will invest, it, and if we cannot invest it it will have
to come from the taxpayers. -

Senator Byro. I want in compliment Mr. Altmeyer for making a
clear statement. ,

'Mr. Avrmeyer. Thank you. .

Senator Byro. I want to carry it a little further. .The operation
of this reserve fund, let us take the next fiscal year, I think it is a
little easier to answer, my recollection is that the Budget carries an
item of $860,000,000, Am I correct in that?

Mr. Avrmever. For the reserve account alone, Senator, it is
$140,000,000. ‘

Sex}m;or»‘]}mn. I mean the total is $860,000,000, is it not, approxi-
mately? '

Mr. Aprmever, $846,000,000.

Senator Byrp. Now, let us take the reserve fund of $500,-
000,000 -

Mr. Avrmeyer. $540,000,000, -

Senator Byrp. $540,000,000; now, will that $540,000,000 that is
c}ollict‘ec?l from the tax-—you estimate that that is the receipts from
the tax ‘ ‘ '

‘ l\.Ir. Avrmeyer. Approximately.



26 RESERVES UNDER FEDERAL OLD-AGE BENEFIT PLAN

Senator Byrp, Will that $340,000,000 then be invested immediately
in United States bonds? ‘ .

Mr. Avrmeyer, Well, I read the testimony of the Budget Director
before the Senate Appropriations Committee, I think a week or 10
days ago, and he stated then, as I recall, that it would be invested
in monthly installments.

Senator Byep. It would be invested within the year’s periodt

Mr. Arrmeyer. Yes,

Senator Byrp. Now, the next year how much will be invested?

Mr, Avrmever. These figures I have, Senator, are on the calendar
year basis instead of the fiscal year.

Senator Byrp. It does not make any difference.

Mr. Arrmeyer. For the calendar year 1939 it is $521,000,000,
Apparently these are the old figures.

Senator Byrp. You can use the calendar year.

Mr. Avrmever. I do not have anything except the old figures, and
I imagine you want the increase in the amonunt per year.

Senator Byrp. That is right.

Mr. Avrmever. The old figures run from $5311,000,000 in 1937,
$515,000,000 in 1938, $521,000,000 in 1939, $803,000,000 in 1940
when the additional one-half of 1 percent on the employer and em-
ployee goes into effect; in the next year, 1941, it goes to $5311,000,000;
the next year, 1942, it goes to $818,000,000; then in 1943, when the
next step up in rates oceurs, it goes to $1,121,000,000.

Senator Byen. I would like to have you, Mr. Altmeyer, put the
entire table in the record, if you will. :

My, Avrmeyer, T will put into the recovd the table which has heen
made up on the fiscal year basis. ‘

(The document referréd to is as follows:)

tistimated appropriations, benefit payments, and reserres under title I of the
Social Sceurity Act
{In millions of dollars]

-

APPIO- | 1ntorest | Douefit | Bulance
on pay- in

Fiscal year ending Juno 30— priation pay "
or .
rosorve | 16SOrVe | ments | rosorve
1.9 253.7
7.2 767.6
14.8 1,200.5
22,0 1,073.6
93,7 2,810.3
52.8 3,656,
94.2 4,042,
142.9 5,766, 1
101.2 6,
249.2 8,312.7
9, b

20035 | 41,366, 7
2872.1 | 45,308.3
85103 | 460427

! Revised estimates for the years 1937 and 1038 have besn made since these tables were fiist prepared in
1035, T'he appropriation for the recerve for 1937 Is $225,000,000 and for 1038, [$640,000,000. The rvevised esti-
mate for benfli payronts are $903,000 and $7,701,000 respectively. See House hearings on the Tréssury
Department approprintion bill for 938, pp. 68-73. : . .

Source: , e{n. No. 828, 74th Cong., Ist sess. (May 13, 1035) from the Conunittee on ¥innace, &n the
social seeurity bill (H. R. 7200), p. 8. :
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Senator Brrp. In 1943, in other words, $1,000,000,000 of the Gov-
ernment’s own bonds will go on the market, even though they are
paying 214 percent interest, or whatever rate it may be at that time,
the Government will hold that money then in this reserve fund,
which is just as much of a debt and even more sacred an obligation
than if they owed it outright, because they are custodians of the
money that is collected from employers and employees. Of course,
this may be a little foreign to the operation of your department, but
don’t you think that if the Government has a fund that it must buy
bonds, so to speak, from that that would be an incentive to increase
the public debt rather than reduce the public debt through the years
to come?

Mr. Avrmeyer. T really do not know, Senator.

Senator Byrp. In other words, assuming in 1943 yon have got a
billion dollars and the Congressmen say, “All right, we will take that
bitlion dollars and we will spend it, we get the interest on it anyway
and we might as well spend it”, and you are creating just the same
debt as you created when you borrowed money from me or any other
citizen of the country. So it scems to me incvitable that the public
debt finally will reach the point, if it oes not do it in the ordinary
course of events, to the extent of this reserve at least. I am one of
those that look forward to a reduction in public debt.

Mr. Aurmreyer, Of course, it may be that that would lead to Con-
gress increasing the Government debt. On the other hand, the argu-
ment may be made that the very fact you are creating an old-age
reserve account here, a definite liability, with definite interest
charged thereon, that will be an ever-present reminder of the accru-
ing liability which you are assuming under this system.

Under the pay-as-you-go plan your liability is likely to creep up
on you unawares, and we would reach a period 30 or 40 years from
now perhaps without a reduction in the debt in private hands and
with a large current charge to meet the deficit,

Senator Byrp. Well, that finally gets down to the question of
interest because, as I understand it, you do not propose to pare this
reserve no matter what happens. We may have another depression
like in 1929. You expect to keep the reserve accumulating, as you
now expect it to do. Then it comes down to the question of how
much intevest you pay, because that is the actual cash that comes ont
of the Treasury. Now, would not it be better to pay the interest
rather than to give an easy opportunity, so to speak, for the issuance
of bonds, thereby increasing the public debt to a point way beyond
what anybody now anticipates it may go to? .

Mr. Avrmeyer, If you pay interest m actual cash you would have
to accumulate a larger go{d reserve, I presume. Where you get that
la]xlvgerl;iold reserve I do not know, because we already have most of
the gold.

The Cramax, Mr. Altmeyer, in that connection, in a study of
this proposition it seems to me you ought to give thought to the
matter of whether or not out of this fund, when Government bonds
are purchased, they onght to apply to the current rate of interest
or the 3-percent rate of interest. Do I make myself clear?

Mr. Aurmever, Yes, Senator.

The Crairman. Are there any other questions of Mr. Altmeyer{

Senator Towwnsenp. Mr. Altmeyer, how do you set up the State
organizations to cooperate with the Bureau$
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Mr. Aurmeyer. This title we have been talking about, Senator, is
the only title under the jurisdiction of the Social Security Board
which is wholly federally administered. Title I, which is the com-
panion title to title IT, relates to State old-age assistance, is admin-
istered by the States, and 50 percent of their ex&)ondltures for old-age
assistance, which is usuaily termed State old-age peusions, comes
from the Federal Government. The State is required, under the
statute, to submit a plan which includes not only the text of the law,
but the administrative organization and procedures that ave intended
to bo followed. 1f that plan mesets the standards prescribed in title
I it is approved by the Social Security Board. As I say, the expendi-
tures thereunder are met 50-50 by the Federal Government,

Senator Townsenp, Then is the State required to put up its 50
percent and show its good faith before you put up anything

Mr. Aurmever. We make the grant on the quarterly basis, Sen-
ator, so the State would not have to collect al(} the money for the
whole year in advance, but it would have to show it had revenues in
prospect sufficient to meet its share during the quarter for which the
grant was requested.

Senator Towwsenp, Well, it has been reported—I am just asking
whether that is true or not—that the diﬂ&'ent States come to the
Social Security Board and say they need $40,000, $50,000, or $L00,000,
that you give themn that amount. Is that correct?

Mr. Aurmeyer, For what purpose?

Senator Townsenp. For the purpose of their State organization.

Mr. Avtmeyer. You may be referring to the unemployment-com-
pensation title. Under title IIT the whole cost of the administration
of State unemployment compensation laws is borne by the Federal
Government,

Senator Byrp., Have you got any idea as to the appropriations
that will be required, exclusive of the unemployment insurance for
the Government?

Mr. Aurmever. You mean for the present fiscal year?

Senator Bymp, Yes; the direct appropriation in excess of the
amount collected from the tax for the years to come. :

Mr. Aurmeyer. 1 think, Senator, you want the estimate of the total
pay-roll taxes:collected ? C " ‘

Senator Bymp. I just want the difference. For instance, in the
next fiscal year you just said it is $320,000,000 difference. In other
words, there is over $800,000,000 appropriated, and you collect: $540,-
000,000,  So, then, there 15 a net loss to the Government for the next
fiseal year of over $300,000,000. ‘ :

Mpr. Avzmeyer. No; we are using the wrong figures. You used a
later-year figure in the $800,000,000. . ' ‘ ‘

Senator Byrp. Wait a minute. What is the appropriation in the
next fiscal for Social Security? I am spesking of the year be-
ginning July 1 next, the budget that has just comein, - -~

Mr. Avrsryer. The budget recommended $540,000,000 for the old-
age reserve account, and $296,000,000 for other Social Seccurity
expenditures. : o S

enator Byrp, That is what I mean, then. - Then the GGovernment
ig appropriating approximately $300,000,000 in the next fiseal year
in excess of what they will receive from the taxes? oo

‘ .
vy

L
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er. Avrmuyer. That is right, taking the Social Security Act as o
whole. : '

Senator Byro. I would like to have you put into the record the
actual cost to the Government as gou estimated for the years to come
up to 1980, per year, for these different activities in excess of this
sum of money that we collect in the form of taxes.

Mr. Aurmeyer. I think it is impossible to do that.

Senator Byrp. Can you give us some estimate ?

My, Aurmeyer. 1 have an estimate up to 1945.

ﬁenator Byrp, What is 1945 then? Deduct from it the taxes you
collect.

Mr. Avemeyer, This is entively a personal estimate that 1 prepared
for my own use, but. in 1945 I estimated that the pay-roll taxes goin
to the credit of the Federal Government would be $1,340,000,000, an
probably we would disburse altogether under the Social Security
Act, including not only the titles which we administer but the titles
that are administered by the other departments of the Government,
$654,000,000, leaving an excess in cash receipts over cash disburse-
ments of $686,000,000, ' )

Senator Byrp. You have involved the reserve fund in that. What
I want to know is the cost to the Government, year by year, so fa: as
you can estimate it, of those features of the Social Security Act,
Which are not included in the reserve, and which are not included in
the form of taxes,

Mr, Avrmever. All right.  Giving you the probable disbursements
year by year, exclusive of old-age benefits which is paid out of the
old-age reserve account, and the cost of unemployment insurance,
which is fully offset by tax collections, it would run to $280,000,000
for 1988, approximately $320,000,000 for 1939, $345,000,000 for 1940,
and by 1945 that would total $388,000,000.

Senator Byen. And then to that must be added, of course, the dif-

ference between the 3-percent interest which you paid on the bonds

that were purchased and the current rate of interest$

Mr. Arrmeyer. I have been speaking of cash disbursements.

Senator Byrp. 'T'o that though, as a matter of bookkeeping, must
be added, for instance, if the current obligations of the Govern-
ment are 215 percent and thig has gone up to 3 percent, that must be
added. T understood you to say, in response to a question by Senator
Vandenberg, that in 1980 there would be a billion and a half dollara
spent for these other activities. : S

Mr. Avrmayer. Noj a billion and a half, Senator, for the interest
on the reserve, k

Senator Byrp, Then you said another billion and a half, as T un-
derstood it, making three billion, :

Mr, Avrmever, No. T said if you did not have a reserve built up

drawing intevest of a billion and s half, and if you had that amount
of Government obligations in the hands of private holders, you would
have an interest charge of a billion and a half dollars and you would
have an annual deficit in your Iederal old-age benefit plan of a
billion and a half dollars, making a tolal of $3,000,000,000. :
. Senator Byro. Is that the amount which it would cost the Gov-
ernment in. 1980, $3,000,000,000 a year? - Assuming that the Gov-
ernment owned these $50,000,000,000 of bonds on which they paid 8
percent, is that the amount it would cost the Government?

A
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Mr. Avrmeyer, No. The cost of the Government in 1980 for the
Federal old-age benefits plan would be nil, if you de not consider
the interest charge. If you consider the interest charge which must
be paid out of general taXes it would be approximately $1,400,000,000
or $1,500,000,000. Now, I have not'made the estimate for State old-
age assistance and these other items in the Social Security Act
through to 1980.

Senator Byrp. Have you got the old-age pensions in there?

Mr, Arrmeyer, Kverything is in here. I think, Senator, however,
that that will taper off, because the whole idea of this Federal old-
age henefits plan is to diminish the cost of State old-age assistance.
So you would reach a peak, my guess would be about 1960, at which
time the expenditures would probably decline.

Senator Byrp. Do not you think, with the political conditions that
confront us in this country, that the rate would be increased ¢ We
have got a rate now of $30 a month, $15 by the I'ederal Government
and $15 by the State for old-age pensions. What reasons have you
to think, in view of the conditions whereby you are elected to office
on the proposition that you will pay so much in pensions if you are
electod, and that opportunity exists not only in the Federal Govern-
ment but in the States, where it is a joint proposition—why do you
think it will be retained at $30 a month

Mr. Avrmeyer. I do not know what the average amount is likely
to be, because it would depend upon many factors, the cost of living,
the revenues available, and the social views of the time.

Senator Byxp. I think you are optimistic in stating that there is
going to be a reduction. I think there is perhaps going to be an
ncrease. '

Senator Towxsexp. What is your judgment as to the portion
given to the Siate? Would you advocate increasing it?

Mr. Aurmeyek. Lnereasing the State old-age assistance!

Senator TowxseNp. Yes,

Mr. Arvrmeyer. I would advocate increasing it in some States.

Senator Davis. What States? '

Mr. Avrmeyer, Some of the States that are paying rather small
amounts, ranging from $5 or $6 to $10 or $11. T think it would be
socially advantageous if those amounts were increased,

. Senator Vanpenpere. You mean you would discriminate between
States and the amount of the Federal payment?

Mr. Arrmeyer. I thought the Senator was asking me about the
over-all increase in expenditures for individual cases in an individual
State. :
Senator Towwsexp, No; I mean general, You advocate increas-
ing the amount gencrally? :

r. Aurmuyer, As Isay, you have to take it State by State. I
think in some States it is not necessary or desirable to increase the
amounts beyond what they ave now. In other States I think it is.

Senator Byxp. Increasing the $15 appropriation from the Federal
Government, as I understand it. It is now limited to $15, and the
State would match it up $15. :

Mr, Aurmeyer. I think I would leave the $15 maximum in there.
It does not have much practical effect at the moment, but it might
be important in the future. : -
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Senator VanprnNsera. 1 would Jile to address just a final state-
ment to Senator Byrd’s inquiry. I would like to trace what happens
to the $1,000,000,000 the year that you reach it.

Senator Byro, In 19431

Senator Vanoensera. It is 1943 that you put a billion dollars into
the reserve; is that right?

Mr. Avrmeyer. Yes, sirv.

Senator Vaxpensere., All right.  Now, the Secretary of the Treas-
ury takes in a billion dollars i cash from pay-voll taxes, Congress
makes an appropriation of a billion dollars to the Social Security
Board trust fund; the Secretary of the Treasury gives the Social
Security trust fund a billion dollars of 3-percent bonds; that leaves
him with the billion dollars of cash that he got from the pay-roll
taxes, and he uses that billion dollars to pay current expenses with,

Mr. Avrveyer, He might use it——probably would have used it—
to retire oustanding obligations in the hands of the banks, insur-
ance companies, or other private institutions.

Senator Vanpennera. Or it has a billion dollars available against
the current budget, if it is so used.

Mr. Aurmeyer. Well, the bookkeeping arrangements are such that
it is shown very clearly that it is not available for general purposes.

Senator Vanpensere. I rather think it is available for general
purposes, inasmuch as the act says that—
purposes for which obligatlons of the United States may be lssued under the
Second Liberty Bond Act, as amended, are hereby extended to authorize the
issuance, at par, of special obligations exclusively to the account.

When you follow that down I think you will find yourself at a

oint where you can use this money currently. The Treasurer
‘hasn’t got to use this billiou dollars to retire other outstanding Gov-
ernment obligations, has he?

Mr. Avrmeyer, That is true.

Senator Vanpensere. He could use it on the current operating
deficit of the Government, could he not?

Mr. Avrmeyer. He could; but it would show we had not balanced
our budget. ‘

Senator Vannensere. That would not embarrass auybody, as far
as I ean discover. '

Senator Byro, Of course, the billion dollavs that he borrows from
this fund and issues bonds for shows as an addition to the debt.
As I understand it, he could use it for current expenses. '

Mr. Aurmryer. Yes.

Senator Vanpensere. And that makes it a billion dollars easier
to keep on spending and to increase spending. ‘ ‘

Senator Byrn. In other words, he does not have to go out to the
open market and sell at all; he sells it to a branch of the Govern-
ment, which makes it that much easier to do. :

The Cramman. Gentlemen, it is near 12 o'clock. Getting back to
this resolution, I think you have given a full explanation of 1t in your
letter, Mr, Altmeyer. The letter will be put in the record, I will
%éi{ S(elmator Vandenberg if he will put it into the Congressional

cord. :

Senator Vanpensera. I would like to put it in. I would like to
make a few personal observations. o s
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The. Caamman, That is perfectly all right, I think we are all of
ong mind, that this is & major problem in {he social-security program.
Sinceé it 1s 3_years, in 1989, before any change will be made—have

you got a right to name the advisory board ¢

Mr. Aurmeyee.: Yes, sir, . .

The Crarman, I thiuk if such a board is created it ought not to
be one that has scttled convictions on the matter, but it ought to be
one which would give a free study to the proposition. No one onght
to go into it with a prejudiced mind. At the same time, this com-
mittee—and, I imagine, the Ways and Means Committlee—would
want to look into this proposition. There ought to be a study
started on it. ‘ ‘

Senator Byrp. Of course, Mr, Chairman, while it is true that it
is 3 years off, the Secretary of the Treasury starts buying these bonds
immediately; he has probably already bought $5350,000,000 of them,
under the appropriation that is available-—~that has been made.

The Cmamman, Of course, everybody must agree that this
money ought to be working; 1t ought to be earning some interest,
rather than staying there, o S C

Senator Byrp., Lt seems to me we can look forward to 8 years from
now, because the larger this burden of the bonds becomes, the more
difficult it is to change. P O B PP PR

The Cramman. I do not mean we will not take any action, Bena-
tor: I mean so far there is no immediate necessity. The proposition
ought to be studied very cavefully. "~ . . =~ ... .

Senator Byrpo, I would like very much if Mr. Altmeyer, alongside
of the other investigation that may be made, would make an.investi-
gation of his own and give the ¢ommittee the benefit of it, in some
way, if it is possible to do it, to avoid this tremendous accumulated
issnance of Federal bonds. e Co

The Cuamman. Well, every question that is related fo this major
question ought to be studied in connection with it. . ,

Senator Vanpensera. It seems to.me, Mr, Chairman, that it is not
so much the responsibility of the Social Secnrity. Boam{; I think it is
primarily the responsibility of Congress. I am sure Mr. Altineyer
will have no objection to have a concurrent inquiry by a congres-
sional commission into this fundamental question. ., That would be
helpful, would it not? . . ‘

" Mr, Avemiyer, Well, that would be within the discretion of Con-

gress. I think we could make probably as good progress if Con-
%x'esg would suggest persons to serve on advisory committees to the
Social Security Board. o .

Senator Vanpensere. 'Mr. Altmeyer, you see the position T am in,
Here. I have with me these letters from 60 leading life-insurance
presidents of the United States who-say that the accumulation of
this reserve is unnecessary.  Now, I cannot, fust pass that off as a
casual subject. 1t seems to me it is utterly challenging. Except as
I know_that they feel their opinions are going to be probed and
analyzed, I am not satisfied to leave the investigation of this terrific
thing solely in the hands of your own advisers, .. .- e

The Cramman, Well, you intend to go into the matter—survey
it from every angle? e e e

I .

r. Auvrmeyer, Yes, siv; 0 U0 L Ly
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The Crmamman. These names have heen placed into the record.
You have the proper people to confer with.

Mre, Avrmuyer. I will be glad to confer with them on the com-
position of of committees and method of investigation.

The Crxatrman. There is nothing else you can add to your letter
in _answer to these questions in this concurrent resolution?

Mr. Avemeyer., No, sir,

Senator Vanpenpera. Can we agree that you will undertake—let
us sny, in consultation with the chairman of the Finance Com-
mittee—you will undertake to create an advisory group to study this
problem and to report both to you and to us?

My, Arrmpyer. Yes, sir.

The CHAIRMAN. Weil, I would be very glad, if it meets the approval
of the committee, to appoint Senator Vandenberg, and I would be
glad to have the cooperation of Senator Byrd.

Senator Vanpenerre, That is fine.

The Ciamrman. Are there any other questions? You are going
to have some amendmonts later which you will present to the
committee?

Mr. Aurmeyer. Yes, sir.

The Cuamman, We will take this up at that time.

(Whereupon, at the hour of 11:45 a. m., the hearing on 8. Con.
Res. 4 was concluded.)



