SOCIAL SECURITY ACT AMENDMENTS
HEARINGS
BEFORE THE

COMMITTEE ON FINANCE
UNITED STATES SENATE
SEVENTY-SIXTH CONGRESS
FIRST SESSION
ON

H. R. 6635
AN ACT TO AMEND THE SOCIALISECURITY ACT,
AND FOR OTHER PURPOSES

JUNE 12, 13, 14, 15, 26, ANDS.29, 1939

REVISED PRINT
Printed for the use of the Committee on Fitnance

*
UNxIrED STATES
GOVERNMENT PRINTING OFFICE
WASIIINOTON: 1030

COMMITTEE ON FINANCE
PAT HARRISON, Mississippi, Chairman
ROBERT M. LA FOLLETTE, i., Wisconsin
WILLIAM H. KING, Utah
ARTHUR CAPPER, Kansas
WALTER F. GEORGE, Georgia
ARTHUR H. VANDENBERG, Michigan
DAVID I. WALSH, Massachusetts
JOHN C. TOWNSEND, J3., Delaware
ALBEN W. BARKLEY, Kentucky
JAMES J. DAVIS, Pennsylvania
TOM CONNALLY, Texas
HENRY CABOT LODGE, Js , Massachusetts
JOSIAH W. BAILEY, North Carolina
BENNETT CHAMP CLARK, Missouri
HARRY FLOOD BYRD, Virginia
PETER 0. GERRY, Rhode Island
JOSEPH F. GUFFEY, Pennsylvania
PRENTISS M. BROWN, Michigan
CLYDE L, HERRING, Iowa
EDWIN C. JOHNSON, Colorado
GEORGE L. RADCLIFFE, Maryland
FuLTONM. JOHNSeTON,
Clrk
it

CONTENTS
(Indez will be found beginning on p. 517)

Statements ofAltmeyer, Hon. Arthur J., chairman, Social Security Board ._.

Page

Ansell, Gen. Samuel T Washington, D. C., representing the American
Federation of Musidans ------------------------------------Brown, J. Douglas, Princeton University, Princeton, N. J., former
chairman, Advisory Council on Social Security ---------- ------ByrneslHon. James F., United States Senator from the State of South
Caroina..-----------------------------------------------Caraway, Hon. Hattie W., United States Senator from the State of
Arkansas -------------------------------------------------Carpenter, Orville S., Austin, Tex., chairman, Texas Unemployment
Compensation Commission ---------------------------------Craigmile Charles S., Chicago, Ill., vice president, Belden Manufacturing 6o-------------------------------122
Dalrymple, Sherman H., acting chairman, social security committee,
Congress of Industrial Organizations, and president, United Rubber
Workers of Amorica ---------------------------------------Daugherty, Paul J., director, Social Security Department, Ohio Chamber of Commerce ------------------------------------------Doesburg, J. H., Chicago, I
....................
Downey, Hon. Sheridan, United States Senator from the State of
California ----------------------------------------------307,
Eliot, Dr. Martha M., Assistant Chief, Children's Bureau, Depart-

ment of Labor ---------------------------------------------

1,49

223
103
274
179
135

334
160
126
469

436

Epstein, Abraham New York City, executive secretary, American
Association for Social Security -------------------.............
183
Estes, P. M., Nashville, Tenn., representing the Industrial Insurers
Conference
--------------------------------------..........
119
Fuller, Walter D., chairman, economic security committee National
Association of Manuiacturers, and president, Curtis Publishing
Co
on. Carl.United.States.Senator.from.the.State.of.A...on.
202
Hayden, Hon. Carl, United States Senator from the State of Arizona264
Higgins, Allan H, W., attorney, Boston, Mass., representing the
Boston Real Estate Exchange
--------------------............
105
Hutzler, Albert D., Baltimore, Md., chairman, social security committee American Retail Federation -_---------------_ -------- 2,27
Iglatier, Jay, Cleveland, Ohio, chairman, taxation committee, National
Retail Dry Goods Association -------------------------------255
Leach, R. W., Milwaukee, Wis., president, Unemployment Benefit
Advisers, Inc -------------------------.
--......... 349
Lenroot, Miss Katharine F., Chief, Children's Bureau, Department
of Labor ------------------------------------------425
McCormack, Hon. John W., Representative in Congress from the State
of M assachusetts -------------------------------------------447
Murphy, Ray, representing the Association of Casualty and Surety
Executive, and the National Board of Fire Underwriters ---------- 8 14
Murray, Hon. James E., United States Senator from the State of Montana ....................................................... 423
Parran, Dr. Thomas, Surgeon General, United States Public Health
Service --------------------------------------------------456
Pepper, Hon. Claude, United States Senator from the State of
Forda -.......................................
478, 495
Pillon, Herbert, Washington, D. C., representing the Shopping News
Managers Club
..------"----------------------------37
Priestley, T. J., Jr., Philadelphia, Pa., president, the Priestley Printers.
326
III

IV

CONTENTS

Statements of-Continued.
Paso
Raushenbushd Paul A., Madison, Wis., director, Unemployment Coinpensation epartment Industrial Commission of Wisconsin ..... 209, 228
Reed, William T, Jr., Washington, D. C., representing the National
Association of Insurance Agents ---- _----------------------823
Rice, Millard W., Washington D. C., representing the Veterans of
Foreign Wars of the United States- ------------------------ 344
Rice, Roland, Washington, D, C., assistant counsel, American Trucking Associations Inc----------------------------------- 360
Robbins, C. B., Chioago, Iil., general counsel, American Life Convention --------------------------------------------1 15
Scharrenberg Paul, Washington, D. C., legislative representative,
American ederation of Labor--..
....................
341
Seversen, Russell New York City, representing the National Associar tion of Direct Selling Companies ----------------------------352
Stump, John S., Jr., Charleston, W. Va., West Virginia Unemployment Compensation Commission ----------------------------142
Teets, Bernard E., Denver, Cole., executive director Department of
Unemployment Compensation and Employment Service, State of
Colorado ............
C................
182
Tisdaie, James W Asheville N. C ------------ --148
Wgn
ry
Ron.
Robert
F.,
-United
States
Senator
from
the
State
of
IN w York ----- ----- ---- ----- ---- ----- ---- ----- ---300
Walter, M. M Harrisburg, Pa., representing the National Rehabilitation Assoiaion ------------------------------------------310
Watermai, Sterry R., Montpeller, Vt., chairman, Vermont Unemployment Compensation Conmission------------------------137
Wiley, Hon. Alexander, United States Senator from the State of Wisconsin
----------------------------------------...
254
Wilson, Fred S., San Jose, Calif., president, American Institute of
Laundering, Jollet, Ill -------------------------------------195
Witte, Edwin E., Madison, Wis., former executive director, President's
Committee
on
Economic
Security
-----------------------244
Articles, letters, telegrams, and extracts:
Economists, writers, and nongovernmental educational, religious,
research, or welfare agencies:
Caldwell, Dr. Bert W., secretary of the joint advisory committee,
American Hospital Association Catholic Hospital Association,
and Protestant Hospital Assoefation:
Letter to Hon. Pat Harrison .............................
365
"The Social Security Act of 19 5-Proposed Amendments
That Would Affect Nonprofit Charitable Hospitals"
366
General Advisory Committee on Maternal and Child-Welare
Services) membership of--......
--..........
.....
426
Ketchum, Phillips, telegram to Hon. Henry Cabot Lodge-------296
Leet Glen:
" etter to Hon. Pat Hairison:
Re merit system ....................................
291
oRe
variable grants .................................
291
390,
Letters
to
Hon.
Pat
Harrison------------.."State Welfare Administratots Unanimously Favor Amending 406
Federal Aid to Dependent Children Law"------------- 399
Newbert, W. Edward, letters to:
Hon. Pat Harrison --------- L..... &........- .........
390
Hon. Virginia Jenokes ---- _----------_---.........
391
- 395
The President_ . ---------------------------.
"Progress Party Plank" ..............................
891
Ready, Michal J., general secretary, National Catholic 'Welfare
Conference, letter to Hon. Pat Harrison ------------------3683
Wells, Marguerite M., president, National League of Women
Voters, letter to the Senate Finance Committee ---- _-----883
Employers or employer associations:
American Drug Manufacturers Association, brief with respect
to certain provisions of H. R. 6635 ---------..
.
---889
Bachman,
W A.io secretary,
Cotntrymhens
Mutual Insurance.
•Co., telegram
Hon. James
J, Davis-----------------.
159
Boston Real Estate Exchange memorandum in support of
certain amendments of the Social Security Act .........
109

CONTENTS

V

Page
,
4Aricles-Continued.
Economists-Continued.
Employers or employer associations-Continued.
Breed Abbott and Morgan, attorneys for the California
Perfume Co., Inc.: "Memorandum on Behalf of California
,Perfume Co., Inc., Seeking, Clarification of Proposed
Amendments Contained in H. R. 6035, Title VI, Section
74
600, and Title VIII, Section 801 ,(B) ' ----------------Cammock E E, chairman Association of Insurance Companies Writing Group Insurance, letter to 'the Senate
884
Finance Committee ..----------------------------Carey, W. Gibson Jr., president, Chamber of Commerce of
the United States, H. R. 6685, Amendments to Social
Security Act"........----------------------------878
Chamber of Commerce of the United States, "Resolution
ual Metfihg . . ."..
879
-Adopted at th
range Mutual
urance Co., teleClearfield C
gram t
hn. ames . Davis .......... -----------157
y Paul--A.Wis.,
Cudas enbush
ros. Co.,
.. ...Cudaiy,
----. letter
.. . ..fi .
--......-8
Is, John E., Assocf e
stries of Ma
usetts,
e-------------- 206
legram to Ho
enr
about
I' ropos
amen, ent to the I rnal
oesburg, J.
-.
1383
Revenue
e, se 1602.
-----------------lfecurit
remlttee, ew
lberfeld, . F., ch irman, _ s
o ram to
n,
onre
Jrse
tat Ch

D

uran
C,. of ennaylvan
Farmer Mutual
telegram to Hon
mes , Davi-------------------159
Br era Associ
r
ation
Fiebback, Paul, sr
to n at8
tion,
ort
Mutual Fire Insuran
'Freed;
a
18
vi"---------------on. Ja
Co.
anization Coun 1
iend,, eram
oward
rta
, e I
- .
. 8,
668 . .
t
Sena'o.R.
R. a
ere ry, L 1 Order of
M
J.me
o
0 Pe,letter to ----: ngos
papers..
....
--o

United

Gils

880
100..

~

Shuylkll. Valley
utual
rs Countyi
A
0'
Storm
an
ig Isurane-Co '
Berks
0tLl
Ptor, Ind
i on Jameis
Davi
mJ. . .....
'

es J. Davis.
Hazlett
rance Service, telegram to Hon.
utual Fire InHughes, Ja
F., secretary, Fankfo
Davi
D
----------- urane Co,
o 0o
Jordanr MutualFire',
iteleram to' Ron. James
...........
J. Davis-.---..-_...--.-..Lebanon Mutual Insurance Co., telegram to Hen. James J.
---------------Davis -------------------------McKee, S. E., assistant manager, The Texas Co., Now York,
.
N. Y., "Social Security Act Amendments".. . ....Mahoney, Timothy J., chairman, New York State Employers Conference "Memorandum Relative to. Conditions of Additional credit Allowance, H. R. 6035 . . . "..
Mansfield, B P National Petroleum Mutual Fire Insurance
Co., telegramio Hon. James J. Davis -----------------Miller, Olive- secretary, Western Pennsylvania Mutual Fire
Insurance Co. telegram to Hon. James J. Davis ---------Monk, Charles T., president, Philadelphia Insurance Agents
Association, telegram to Hon. James J. Davis ...........
Murphy Ray, Agency agreements of insurance cornpanieso.
National
Association of Direbt Selling Co
fpniee, . .
Why Independent Outside Salesmen Should Net Be
Covered Under The Titles Of The Social Security Act, Or
The Internal Revenue Code, Relating To.Old Age Benefits
............
-..
And Unemployment Compensation"-

158
159

158
159
870
384

157
159
158
19
1

85

VI

CONTENTS

Page
Articles-Continued.
Economists-Continued.
Employers or employer associations-Continued.
New England Cranberry Sales Co., telegram to Hon. Henry
Cabot Lodge -------------------------------------296
Pennsylvania Millers Mutual Fire Insurance Co., telegram
to Hon. James J. Davis ------------.---------------158
Pillen, Herbert, brief of Shopping News Managers Club.. - 45
Rodenbough, A. C., executive secretary, Fire Insurance Co.
of Northampton County, telegram to Hon. James J.
Davis --------------------------------------------157
Seversen, Russell, representing National Association of
Direct Selling Companies, letter to members of the Senate
Committee on Finance -----------------------------353
State Mercantile Mutual Fire Insurance Co., telegram to
Hon. James J. Davis -------------------------------159
Union Mutual Fire & Storm Insurance Co., telegram to Hon,
James J, Davis ------------------------------------158
White, R. B., Western Union Telegraph Co., letter to Hon.
Pat Harrison -------------------------------------418
Government officials or agencies:
Bureau of Internal Revenue, statement on delinquency in
payment of Social Security Act taxes-----------------8
Caraway, Hon. Hattie W., Bill to increase the Federal contribution to States for old-age assistance by amending
, . . the Social Security Act . . . (S. 1800, 76th Cong.).
179
Children's Bureau, U. S. Department of Labor, Application
of the child-labor provisions of the Fair Labor Standards
Act to children engaged in the distribution and delivery
of newspapers ---------------.---------------------41
Ernest, Charles F., letter to Hon. Horner T. Bone --------417
George, Hon. Walter F., proposed amendments to title VI of
the Social Security Act ---.------------------------456
Hayden, Hon. Carl:
Amendment intended to be proposed . . . to the bill
(H. R. 6635, 76th Cong.) to amend the Social Security
Act . . . by adding . . . title XII-Aid to Indians
266
Amendment intended to be proposed to the bill (H. R.
6635, 76th Cong.) to amend the Social Security
Act . ' [relative to transfer from unemployment
trust fund to railroad unemployment insurance
account] --------------------------------------273
Herring, Hon. Clyde L., suggested amendments to H. R.
6635------------------.------------------------363
Ickes, Hon. Harold L., letters to Hon. Pat Harrison ---- 270, 272
Jackson, Clarence A., "'Merit Rating Versus Pooled Fund".
382
Murray, Hon. James E:
Letter to Hon. Pat Harrison ---------------------423
Suggested amendments to title V of the Social Security
1 c t ............................................
445
Parran, Dr. Thomas, statement re public health----------464
Pepper, Hon. Claude, "Disability Assistance" ------------490
Raushenbush, Paul A., "Experience Rating Encourages
Steadier Employment," extracts from April 1939 letters
by Wisconsin employers ----------------------------233
Senate Committee to Investigate Unemployment and Relief, recommendations on amendments to the Social Security Act -------------------------------------------28
Wagner, Hon. Robert F. Amendments intended to be proposed . . , to the bill (fl. R. 6635) to amend the Social Security Act ... [relative to disability Insurance] ---------206
Labor organizations: Dalrymplo Sherman H., Congress of Industrial Organizations, memorandum on H. R. 6635 -----------39
Veterans' organizations: Hormel, Jay C., telegram to Hon. Pat
Harrison ---------------------------------------------306

CONTENTS

VII
Page

Articles-Continued.
Economists-Continued.
List of tables:
Costs of living:
Annual costs of living, by major budget groups and principal subgroups, In 9 geographic divisions, four-person
293
manual worker's family, 59 cities, March 1935 -----Costs of living per year, per month, and per week, four290
person manual worker's family, 59 cities, March 1935.
Indexes of cost of living of a wage earner's family, by
295
geographic region, March 15, 1938 ---------------Relative costs of living, by major budget groups and
principal subgroups n 9 geographic divisions, for294
person manual worker's family 59 cities, March 193559 cities included in the study of costs of living, March
1935 ------------------------------------------- 295
Annual Pederal expenditures required
Disabilltv assistance:
491
under 8. 3475 -------------------------------------Employment:
Carrier employment experience of the 18 publications
45
composing Shopping News Managers' Club, Inc----Increase in employee production in proportion to increased production and sales-aggregate of all man333
uifacturers ------------------------------------Increase In employee production in proportion to increased production and sales, printing and publishing
industry --------.----------------------------333
Percentage of lay-offs to average number of employees
231
(Cudahy Bros. Co.) ------ ---------------------Record of carrier employment ----------------------40
Income:
Amount and percentage of annual income of family
allowance taxes for various incomes --------------1I56
Comparison of Income by income levels of all nonrelief
families before receipt of family allowances and after
receipt thereof; change in income each income level
and percentage of change each income level, both as
result of family allowances ----------------------155
Distribution of families and of aggregate income received
by them, by income levels; divided into families not
receiving any form of relief and families receiving relief..
152
Estimated number of children and youths tinder 16 years
of age by income levels; for three sizes of families with
153
respect to nonrelief families ---------------------Income by income levels of nonrellef two-person families
155
and of single persons; family-allowance tax thereonIncome by nonrelief families, for various income levels,
of more than two persons; benefits by income levels
from family allowances; tax for family allowances by
income levels; change in aggregate income of each
income level as a result of family allowances; percent
of change, each Income level and average change per
154
family --------------------------------------Percapita income by States, 1935 -------------87-88, 97
Tax income paid by (a) families with minor dependents,
(b) two-person families, and (c)single persons-all 3
groups being those not receiving any reief-and estimated expenditures excluding administrative expenses,
to minor children of nonrelief families -------------156
Old-age security:
Average old-age assistance payment per recipient (title
I), December 1938, by States --------------87-,
97
Estimated economic status of persons 65 and over, Jan22
uary 1,1940 -----------------------------------Estimate of number of persons age 60, number eligible
for aid under various eligibility requirements, and cost
of assistance to such persons at $60 per month to each
individual and $90 per month to each married couple.
341

V'ill

CONTENTS

Articles-Continued.
Economists--Continued.
List of tables-Continued.

Page

Old-age security-Continued.
53
Variations in old-age insurance benefits --------------Illustrative cases of variations in amount of primary insurance benefits under proposed amendments to the
61
Social Security Act ----------------------------Public-health services:
State and local funds available for public-health work
.----------458
January 1, 1935, and January 1, 1939- Total budgeted for fiscal year 1939 under provisions of
title VI of the Social Security Act ---------------459
Maternal and child-welfare services:
Distribution of funds for maternaland child-health services for fiscal year 1939 and tentative distribution
under proposed amendments to title V, part 1, of the
434
Social Security Act ----------------------------Distribution of funds for services for crippled children
for fiscal year 1939 and tentative distribution under
proposed amendments to title V, part 2, of the Social
435
Security Act ----------------------------------Number of crippled children on waiting lists of State
442
agencies as of May 15, 1939 ---------------------Proportion of annual Federal allotment for services for
crippled children matched by States in fiscal year
441
1939 -----------------------------------------States which included in State plans for services for
crippled children (fiscal year 1939) private funds for
444
matching purposes --------------------------Survivors' insurance: Illustrative cases of variations in
amount of survivors' benefits under proposed amendments'
60
to Social Security Act ------------------------------333
Taxation: Taxation percentages on gross sales -----------Veterans:
Comparative study of World War veterans by State of
348
residence ----------------------------------347
Number of World War veterans age 65 in certain years.
List of charts:
Percentages of annual Federal allotments of maternal
and child-health funds matched by States in the fiscal
429
years 1937 and 1939 ---------------------------Percentages of annual Federal allotments of funds for
services for crippled children, matched by States in
.-----------------430
the fiscal years 1937 and 1939-

SOCIAL SECURITY ACT AMENDMENTS
MONDAY, JUNE 12, 1939
UNITED STATES SENATE,

COMMITTEE ON FINANCE,
lWashington, D. C.
The committee met, pursuant to call, at 10 a. m,, Senator Pat
Harrison (chairman) presiding.
The CHAIRMAN. The committee will be in order. Dr. Altmeyer,
will you come forward, please?
STATEMENT

OF ARTHUR J. ALTMEYER,
SECURITY BOARD

CHAIRMAN,

SOCIAL

The CHAIRMAN. Doctor, the House has passed 11. It. 6635, certain
amendments to the Social Security Act, and the committee would
like to have an explanation of the bill and what changes have been
made in the law, and the committee will be glad to have any suggestions that you may wish to offer,
Mr. ALTMIEYER. Yes, sir. I have a stateenClit that probably will
tefke three-quarters of an hour, but 1 would be glad to be interrupted
at any point rather than wait until the end, if you prefer.
Senator CONNALLY. Doctor, preliminarily, there was another bill
introduced in the House originally. Now this bill, as I understand it,
H. R. 6635, was the later bill which carried the modifications and
amendments which you suggested; is that right?
Mr. ALTMEYER. Yes, sir; this is the House Ways and Means Committee bill.
Senator CONNALLY. This is the amended bill?
Mr. Aurim-in. Yes, sir. In addition, there were three minor committee amendments made on the floor Saturday afternoon. I do not
know whether they are incorporated in the coly you have, or not.
Senator CONNALLY. No; they are not in here.
Mr. ALTMEYER. They are very minor amendments.
Before discussing bill H. R. 6635 and the recommendations of the
Board, I should like to suimnarize briefly the present provisions of the
act and the experience which has developed up to date.
As you know, the Social Security Act was finally passed on August
14, 1935. However, appropriations did not become available until
February 11, 1936. If you recall, there was a filibuster, and we did
not receive any appropriations until Congress reconvened.
Senator VANDENBEIR. You need not look at me.
Mr. ALTMEYER. It was on that date that the first grants were made
to the States for public assistance.under
So the
it isact.
only slightly more than
3 years since we began operating
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In May 1937 the United States Supreme Court upheld the socialinsurance provisions of the act. Consequently, every State now hias
an unemployment-compensation law and over 44,000 000 persons
have been building up benefit rights under the Federal old-age
insurance system.
Two fundamental approaches to the problems of economic insecurity and dependency were embodied in the Social Security Act.
One was to alleviate' present needs, the other to forestall future
dependency by building advance protection against the economic
hazards causing dependency. The assistance method was chosen as
the best method of attaining the first objective while the second was
to be achieved on an insurance basis. Accordingly the assistance
titles of the Social Security Act provided for Federal grants for the
extension of State programs of aid to the needy aged, dependent
children, and needy blind. The insurance method was applied to the
problems of unemployment and old age by providing Federal grants
for State-administered programs of unemployment compensation and
by establishing a Federal system of old-age insurance. The Social
Security Act also made available Federal funds for the extension and
development of certain welfare and health activities, which are not
under the jursidiction of the Social Security Board.
PUBLIC ASSISTANCE

As regards public assistance, considerable progress has already been
made as a result of the Federal aid provided i*n the assistance titles
of the Social Security Act, All the States, the District of Columbia,
Alaska, and Hawaii now participate in the Federal-State programs of
old-age assistance.
The CHAIRMAN. Let me interrupt to make one suggestion, please.
There was a special committee created by the Senate known as the
Byrnes Committee on Unemployment and Relief. That committee
has given consideration to and has recommended certain amendments
to the Social Security Act, with a view of helping the unemployment
and relief situation. It is my thought that this committee ought to
express the sentiment that i any of the members of that committee
desire to sit in with this committee, to listen to these witnesses, and
to ask questions we would be very glad for them to do so, I think
we ought to have the chairman of that committee, Senator Byrnes, who
made the report of that committee, to sit in with us. So, without objection Senator Byrnes and the other Senators on the special committee will be invited to sit in with us and the clerk will notify them.
Senator CONNALLY. Dr. Altmeyer, you used the terms "old-age
insurance" and "old-age assistance" there. Do you distinguish between those two? Are they two different things?

Mr.

ALTMEYER.

Yes, sir.

Senator CONNALLY. That is right, is it?

Mr.

ALTMEYER.

Yes, sir,

Senator VANDENBERG. One is title II and the other title I?
Mr. ALTMEYER. Title I is old-age assistance, sometimes called State
old-agepensions.
The CHAIRMAN. That is where the Federal Government assists the
State to take care of the old-aged?
Mr. ALTMEYER. Yes.
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The CHAIRMAN. And the other is where the employees are taxed
together with the employer to provide for old-age insurance?
Mr. ALTMEYER. Yes. The first old-age assistance, usually called
State old-age pensions, is on the basis of need. The second, the oldage insurance, is on the basis of right, irrespective of need, based upon
past earnings and contributions of the participants in the program.
All of the States and the Territories are now participating in the
old-age-assistance program, but only 40 States, the District of Columbia, and Hawaii, are receiving Federal grants for aid to dependent
children and an equal number have approved programs for aid to the
blind. Under these cooperative Federal-State assistance programs
some 2,600,000 needy persons are receiving regular cash aid related
to their need. The total Federal, State, and local expenditures for
these assistance programs amounted to more than $495,000,000 during the calendar year 1938. Of this total, $391,000,000 was spent
for old-age assistance, $93,000,000 for aid to dependent children, and
$11,000,000 for aid to the blind. A cumulative total of $1,177,000,000
in Federal, State, and local funds had been expended in connection
with these approved assistance programs up to the end of March 1939.
UNEMPLOYMENT COMPENSATION

Now with regard to unemployment compensation, Wisconsin
was the only State which already had an unemployment compensation
law in operation when the Social Security Act was passed. As a
result of the Federal act, all the States, the District of Columbia,
Alaska, and Hawaii now have such laws. All but two of these jurisdictions are now paying benefits. When Illinois and Montana begin
on July 1, 1939, this Federal-State program will be fully operative
throughout the United States. It is estimated that the 51 unemployment compensation laws together cover more than 27% million wage
earners. During the calendar year 1938, benefits amounting to almost
$400,000,000 were paid to some 3 800 000 workers temporarily unemployed in the States then paying benefits. Another $145,000,000 was
paid in unemployment compensation benefits during the first 4 months
of this year.
OLD-AGE INSURANCE

The Federal old-age-insurance program will not be fully operative
until monthly benefits become payable. In the meantime, small
lump-sum benefits are being paid. By the end of April 1939 such
lump-sum benefits had already been paid to or on behalf of almost
345,000 persons who reached age 65 or who died. These lump-sum
payments, based on 3X percent of accumulated earnings, amounted
to a total of about $17,200,000.
Senator WALSH. Doctor, I wanted to ask you a question, before
you left unemployment compensation. My attention has been
called to the existence, in some quarters, of collusion between the
employers and employees in laying off a great number of employees
for the purpose of giving them an opportunity to get these insurance
benefits. Has that matter been called to your attention? Have you
observed that practice?
Mr. ALTMEYER. I think that possibly exists in some instances.
It is a matter of State administration. I think, perhaps, it exists in

4
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our State chiefly because you are not paying partial unemployment
enefits. i do not know whether you would call it exactly collusion.
Senator WALSH. I think perhaps that is too strong a word, but
there seems to be an understanding to let them off for a few weeks
rather than postpone the time, and they really send them out in order
that they may get this insurance.
Mr. ALTMEYER. Yes. Well, the reason that there may be some
arrangement between the employers and employees in your State
is this, that if a man is just partially unemployed, lie does not get any
benefits since he must be totally unemployed; and so some employers
stagger their weeks of unemployment. They put a man on full
time for this week, or for 2 weeks, and then lay him off completely
for I or 2 weeks, rather than just giving him partial employment all
the time. My understanding' is that an advisory committee of your
State has recommended that partial unemploynont be compensated
within a reasonable time, in order to avoid that anomaly.
Senator WALSH. That does cause that sort of practice. Is that
a situation to be dealt with by the States or through the Federal law?
Mr. ALTMEYER. It must be dealt with entirely by the States.
Senator WALsH. It is a matter over which the Federal Government
has no control?
M11r.
ALTMEYER. That is correct, Senator.
The CHAIRMAN. Does that situation come up also in California?

Mr. ALTMEYEn. I'm not sure, Senator.
Aside from the anomaly of need for partial unemployment benefits,
you do sometimes have arrangements and understandings between
employers and employees so that employment is provided in such a
way that there is some supplementation through unemployment compensation benefits. Great Britain has'had that sort of experience in
the operation of its law, and it is hard to correct.

However, as you

may know, most of the State laws do provide for what is called
individual employer experience rating, so that employers with unfavorable benefit experience have to pay a higher rate than employers with
favorable benefit experience.

The CHAIRMAN. In how many States does that situation exist?
Mr. ALTMEYER. In all except 11.
The CHAI M AN. That was originally the Wisconsin system, was it
not?
Mr. ALIMEYERI. Yes, sir.
Senator KING. Referring to the condition in Massachusetts to
which you have referred, whatever was done was done with the consent of the employer and employee, was it not?
Mr. ALTMEYER. Yes.

Senator KiN. To stagger tile employment?
Mr. ALTMEYER. Yes, sir.
Senator KING. And not with the purpose of punishing the employer?
Mr. ALTMEYER, No.

The CHAIRMAN. The money that comes from the funds is accumulated in the State?
Mr. AIJTMEYER. Well, it is deposited with the Federal Treasury,
but it is entirely State money.
Senator LA FOLLETTE. Dr. Altmeyer, do you treat further on in
your statement with the so-called MeCormack amendment?
Mr. ALTMEYHU. Yes, sir.

SOCIAL SECURITY ACT AMENDMENTS

5

The machinery for paying these lump-sum benefits is functioning
successfully and will be ready to meet the load of monthly claims
when due. Wage-record accounts have already been set up for about
44,000,000 persons, and wages were reported for more than 32,000,000
of these individuals sometime during 1937 or 1938.
Before I discuss in detail bill H. R. 6635 and the Board's recommendations, I shall very briefly summarize the main provisions of
H. R. 6635.
TAXES

With respect to taxes the bill freezes the old-age insurance at 1
percent on tl)e worker and the employer for the 3 years 1940, 1941,
and 1942. The bill does not disturb the scheduled step-ups in the
tax rates in 1943, 1946, and 1949.
Senator VANDENnEUG. So what would be the rate in 1943?
Mr. ALTMEYER. Two percent each, and in 1946 it becomes 2%
percent each, and in 1949 it becomes 3 percent each.
Senator VANDENBERG. So without intervening legislation the tax
would be double in 1943?
Mr. ALTMEYER. Yes sir
Senator CONNALLY. Tlwo percent in 1943?

Mr.

ALTMEYER.

Yes, sir.

Senator KING. Do you think it wise for us to anticipate just what
the situation will be in 1943, 1946, and 1949?
Mr. ALTMEYER. Well, the present law does that. I think there is
considerable advantage in doing that, Senator, because this old-ageinsurance program is a long-range program, and unless you have the
financing laid out the relationship between the benefits and the
contributions is likely to become confused.
Senator KING, Well, I had in mind the fact there has been considerable complaint, and justly, that we have been building up too
large a fund.
Mr. ALTMEYER. Yes.
Senator KING. I was wondering if, by trying to anticipate what the
conditions will be 4, 5 or 6 years, or 7 years from now, we may not be
shooting in the dark.
The CHAIRMAN. Well, we do not change it until 1943. We go up
to 1942. WVe do not affect, by these amendments, anything up to that.
Is that right?
Mr. ALTmEYBR. Yes, sir.
The CHAIRMAN. We merely freeze the present tax rate.
Mr. ALTMEYER. For'3 years.
Senator K ING. In 1943, 1946, and 1949 you have those increases
to which you have just referred?
Mr. ALTMEYER. Yes.
Senator VANDENBERo. Are you going to discuss this tax question
in greater detail later?
Er. ALTMEYER. Yes, sir. This is a very brief statement. I will
be very glad to discuss it in detail. In fact, I have the material here
to discuss it in detail.
The Federal unemployment-compensation tax is modified so as
to apply only to the first $3,000 of wages. That is the old-age insurance tax now, which just applies to $3,000. So it puts the two taxes
on the same basis.
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Provision is also made for the reduction of unemployment-insurance
contributions under State law when States have a certain reserve
fund and have met certain minimum benefit standards.
OLD-AGE-INSURANCE BENEFITS

As to old-age-insurance benefits, the old-age-insurance system has
been revised to start the payment of monthly benefits 2 years sooner,
to liberalize the monthly benefits, to provide supplementary monthly
insurance payments for aged wives, and to provide survivors' benefits for widows, orphans, and dependent parents.
COVERAGE

As to coverage, certain additional employments are excluded by
the bill, such as Student nurses, hospital interns, services for college
fraternities, fraternal, agricultural, horticultural, and voluntary
employees' beneficiary associations. Services of employees earning
less than $45 per quarter for nonprofit organizations are also excluded.
The term "agricultural labor" is broadened to exclude at least
270,000 additional persons ena ad in the commercial harvesting of
crops and the processing and delivering of agricultural products.
These additional exclusions apply to both old-age insurance and
unemployment compensation. About 1,100,000 additional persons
are brought under old-age insurance (seamen, bank employees and
employed persons 65 and over) and about 200,000 persons (ciiiepy
bank employees) under unemployment insurance.
FEDERAL GRANTS TO STATES

As to Federal grants to States, the Federal grant per aged individual
is increased from 50 percent of not more than $30 per month to 50
percent of not more than $40 per month, This means that the maximum Federal grant per person is increased from $15 to $20 per month.
The CHAIRMAN. You put a tax now on the unemployment-insurance compensation which ordinarily comes to $2,000 a year, and he
pay 3 percent, is that right?
Mr. ALTMEYER, Yes.
The CHAIRMAN. Now, in the House bill, you have limited it to the
first $3,000, and that is all?
Mr. ALTMEYER. Yes, sir. That is the maximum that already
exists in the case of the old-age-insurance tax title,
Senator GERRY. Doctor, do understand your position on this bill
to be that in 1943 you would jump to what tile present law calls for?
Mr. ALTMEYER. Yes.
Senator GERRY. And then you would increase it two-thirds?
Mr, ALTMEYEiR, It would double.
Senator GERRY. It would double?

Mr. ALTMEYVE. Yes; because it is 1 percent each now, and it would
be2 percent each in 1943.
Senator GuFFY. The 3 percent ordinarily would give you more
than it would now?
Mr. ALTMEYER. Yes.

Senator Gurrny. It would limit it to 3 percent.
Mr. ALTMEYER. It just takes care of the first step-up.
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Senator VANDENBERG. It does not make any difference what the
experience ib.
Senator GUFFEY. At the same time, 2 percent is more than you
need?
Mr. ALTMEYER, Yes.
Senator GUFFEY. Before you leave the subject there, I wonder if
you
could give me one or two figures. What reserve do you contemplate will have been accumulated in 1943?
Mr. ALTMEYER. You will find that figure on page 15 of the House
Ways
and Means Committee report, table
of 1942 is estimated to be $2,441,000,000. 6. The reserve at the end
Senator VANDENBERGO. Does that figure contemplate the benefit
this bill?
contemplated in
Mr. ALTMEYER. Yes, sir.
Senator VANDENBERG. Is there anything in the bill which ap lies
to Secretary Morgenthau's suggestion of the reserve which shall be
three times the benefits paid in 1948?
Mr, ALTMEYER. Yes; that is what this bill does; it applies that
yardstick.
Senator VANDENBERG. Is that in the bill itself?
Mr. ALTMEYER. The bill provides for a board of trustees to report
to the Congress each year as to the actuarial status of the fund, and
to give particular attention to the question of whether the fund is
likely to exceed this three times the highest benefit payments during
the next 5 years, and also gives attention, of course, to the question
of whether the fund is likely to be unduly depleted.
Senator VANDENBERG. What would be three times the largest pay.
ment in the subsequent 0 years?
Mr. ALTMEYER. Well, if you take 1942, for example, the benefit
payments 5 years hence are nearly $1,000,000,000. So three times
that would give you about $3,000,000,000, and the actual reserve
estimated at the end of 1942 is $2,441,000,000.
Senator VANDENBERG. Under the rule of three, what would the
reserve finally become at its maximum in the course of the years?
Let me change the question. Go up to 1980, where we previously had
the figure, of $47,000,000,000. What would be the figure in 1980 under
the rule of three, instead of $47,000,000,000?
Mr. ALTMEYEn. In 1980 it might get up to as much as $15,000,000,-

000-thirteen to fifteen billion dollars. That is an outside figure.
I do not mean that the benefit estimates would be that in that year,
but the three times would amount to that.
Senator VANDENBERG.' That would be under the rule of three?
Mr. ALTMEYER. Yes.
Senator VANDENBERO. I do not think that is unreasonable, What
I am trying to get at is that we now contemplate a jump of $15,000,000,000 instead of a jump of $47,000,000,000.
Mr. ALTMEYER. Yes; and I might add that the figures show that up
to 1955.the reserve that will be built up will be $7,700,000,000 by
that time, and unless, the contribution rates were increased, or unless
there was a Government subsidy of some kind, it might decline from
that level. We have only estimated costs up to 1955.
Senator VANDENBERG. Now let me ask you one other question
about taxes. You have stated the amount collected. Have you
figured what amount of that is delinquent and uncollected?
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Mr. ALTMEYER. No.

The taxes, you know, are collected by the

Bureau of Internal Revenue.
Senator VANDENBERG. Is that a substantial figure?
Mr. ALTMEYER. I do not think so. I think they have had very
great success in collections.
Senator VANDENIERG. You have not been impressed with the fact
that the pay-roll taxes have been a matter of great embarrassment
to small business, and in many instances have practically put then
out of business?
Mr. ALTMEYER. I have not seen any evidence to that effect.
Senator VANDENBERG. And you have not any figures about the
delinquencies?

Mr.

ALTMEYER.

No.

Senator VANDENBERG. Are those available?
Mr. ALTMEYER. I think the Treasury could give you some estimate
on that?
Senator VANDENBERG. I wonder if I could ask you to have your
staff get them and put them in the record?

Mr.

ALTMEYER.

Yes.

(The following statement was submitted by the Bureau of Internal
Revenue:)
No reports are received in the Bureau of Internal Revenue with respect to
those taxpayers who file their returns but who do not voluntarily submit remittances in payment of the tax. In order to develop this information, it would be
necessary for the collectors to make a, check of all of their assessment lists since
the Social Security Act became effective. However, a cheek of the records of
one of the large metropolitan collection districts disclosed that better than 95
percent of the old-age insurance taxes assessed have been collected leaving less
than 5 percent outstanding. Of that 5 percent outstanding it is reasonable to
assume that a large portion will eventually be paid by the taxpayers. It is
reasonable to believe that the situation in other districts is as good.
Senator CONNALLY. Mr. Chairman, before the doctor leaves this
line, lie testified about the $3,000 unemIl)loyment-compensation taxes
modified so as to apply only to the first $3,000 wages. That is because
of the fact that regardless of a man's salary lie cannot draw over
$3,000 benefits; is that right?
Mr. ALTMEYER. Both for the reason you cite and for administrative
reasons, so that you can get the two tax titles on the same basis.
The employers can make reports much more easily. There are
other changes to bring the definitions in the two tax titles in uniformity, too, and we recommend in our report that consideration
might even b given to combining the two taxes so that the employer
may make only one report.
The CHAIRMAN. Do you think that is possible?
Mr. ALTMEYER. I think it is safer, first, to get the definitions in
uniformity and to see then whether it would be possible to take a
further step.
The CHAIRMAN. The States make one of the collections?
Mr. ALTMEYER. Yes; except, Senator, on the unemploymentcompensation-tax title, 10 percent of that is collected directly by the
Federal Government and 90 percent by the States, so there are Federal
collections both under the unemployment-compensation-tax title and
old-age-insurance tax title.
The CHAIRMAN. The 10 percent is collected direct from the taxpayer?
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Mr. ALTMEYER. Yes; it is collected direct from the taxpayer, and
h1e furnishes the Bureau of Internal Revenue a certificate from the
State which he can use to offset the 90 percent.
The CHAIRMAN. Now, you have got one provision in this House'
bill where, before the States had set up the machinery under the
first collection that they had paid to the Federal Government, we
give them a right to refund the taxes for 1936, 1937, and 1938?
Mr. ALTMEY ER. Yes; there are a number of provisions in the bill
to take care of delinquencies in payment of taxes, and to forgive, or
to modify, the penalties that are involved.
Senator VANDENBERG, May I ask you one further question? Is
it necessary to take the pay-roll tax up to 6 percent in 1948 in order
to maintain the rule of three?
Mr. ALTMEYER. Yes, sir. As I pointed out, in 1955 it is possible
that the total amount of benefits paid may exceed the total amount
of collections. There is a wide range in the estimates as to whit the
benefit payments will be. Senator Connally, I think, suggested when
we actually start paying benefits and have'iore datt we will be able
to give you more exact estimates of future cost. Now it is pretty
much guessing regarding many factors.
The CHAIRMAN. It is the recommendation of your Board that after
1943 we do not tamper with the rate?
Mr. ALTMEYER. Definitely.
The CHAIRMAN. That we leave it open for study, and so on?
Mr. ALTMEYER. Yes, sir,
Senator VANDENBERG. What does the AdvisoryCouncil recommend
on that subject?
Mr. ALTMEYER. It, of course, recommends that you not tamper
with the set-tip next year.
Senator VANDENDERaG. That is the majority. The minority agreed
to this freezing, did it not?
Mr. ALTMEYER. There tre 3 or 4. There are 25 members on the
Advisory Council, and with the exception of 3 or 4 they recomniended
that the step-up next year go into effect, because of the uncertainty
involved in making estimates.
Senator VANDENBERG. Did not they recommend something else?
Mr. ALTMEYER, They recommended a study and that we report

to the Congress as to the 1943 step-il) accordingly. Now, this bill
does provide, as I mentioned a few minutes ago, for taboard of trustees
consisting of the Secretary of the Treasury, the Chairman of the Social
Security Board, and the Secretary of Labor to make a specific report
to the Congress on the status of this trust fund.
Senator VANDENBERG. Prior to 1943?
Mr. ALTMEYER. Every year.
Senator VANDENBERG. You think it is essential, do you, to maintain the set-ups in this statute and not abandon the set-tips and
provide for subsequent congressional action de novo in regard to
these pay-roll taxes, after we have had our experience?
Mr, ATMnYmqR. I think that even the conservative estimates indicate the need for those set-ups if you are going to keep this old-age-

insurance system on a self-sustaining basis, Of course, if there is
going to be Government subsidy out of the general fund then you
night do otherwise, but if you want to keep it on a self-sustailing
basis I think it is essential that you retain the )resent contribution
rates.
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Senator VANDENBERG, As you know, in the course of all this controversy I never wanted to disturb the actuarial integrity of the
system. I simply thought that the full reserve was not necessary
to the actuarial integrity.
Mr. ALTMEYER. #es.
This large reserve, which really never was
what the insurance companies would call a full reserve, is the result to
a considerable extent of the pattern of benefits that is provided in the
present law, where you start out with a very, very small annual cost
and end up with a very large annual cost. Now the provisions of
H. R. 6635 provide a different pattern of benefits, where the benefits
payable' in the early years are much more adequate than under the
present law, but are tapered off in the later years, so that there is not
such a steep increase in the benefit disbursements. That cuts down
the excess collections in the early years and automatically cuts down
the reserve.
The CHAIRMAN. The action of the House carries out the recommendation of the Board with respect to that?
Mr. ALTMEYER. Yes, sir.
Senator VANDENBERR. The only thought I had was this 6-percent
pay-roll tax in 1948, which scares about half of the little-business men
in America almost to death, in view of their experience to date in
their difficulty to pay their part of the 2 percent, and while I would
not want to delude them regarding the future, it seems to me, if there
was any chance in regard to our experience in the next 9 years that
is going to permit any alleviation of that tax, the most'seemingly encouragement that we could'give them now would be'to suspend the
subsequent schedule pending our experience and subsequent congressional action before the time comes to apply the tax.
Mr. ALTMEYER. I think that would endanger the entire contributory insurance idea. It' would throw your whole financing into a
state of uncertainty. Every Congress would be confronted with the
question then of: Shall we or shall we not? Yohi would not be sure
that you would have anything like a contributory insurance on anything like a self-sustaining basis.
Senator CONNALLY. Your idea now is to suspend it for 3 years, to
leave it under the existing law, and if we need to change the'existing
law we have got several years in which to do it. That is correct, is
it not?
Mr. ALTMEYER. Yes, sir.
Senator GERRY. You are not in favor of suspending it now?
Mr. ALTMEYER. You mean suspending the step-tip next year?
Senator GERRY. Yes, ' ,.
...
Mr. ALTMEYER. We think it endangers'the contributory principle.
Senator GERRY. I thought I understood your testimony correctly.
Mr. ALTMEYEIt. What I mean to say, "Senator,' is thit it is riot
entirely an expert question, it is a question of the public reaction.
You'see, we are making recommendations which will greatly increase
benefit payments in the early years, and at the same time coitribiP
tirns are' made less; Well, that seems strangely. It seems as though it
is' smethint likb' a 'miracle that you can increase the benefit' paynefits6and redicei thb tax pay'ments at the same time. '. If the public,
if the contributors and beneficitiries, got the notion that there was not
really much connection hetwe6n contribtitins and benefit payments,
then the whole idea of the c&ntributory 'sst6ni would siifet 1t'
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The CHAIRMAN. Doctor, let me get clear on this question that I
asked you. It is the recommendation of the Board to freeze the
present tax up to 1943?
Mr, ALTMEYER. No; that was not the recommendation of the Board.
The CHAIRMAN. That was not the recommendation of the Board?
Mr. ALTMEYER. The Secretary of the Treasury submitted four
different alternatives to the House Ways and Means Committee, and
one of those alternatives provided for the freezing of the tax, and that
is incorporated in this bill. As I say, it is not a matter so much of
psychology involved in the idea of the conas public
expert
opinion
principle.
insurance
tributery
The CHAIRMAN. But your desire and the desire of the Board is
that if we accept the philosophy of freezing it to 1943, that we do not
disturb the law at this time?
Mr. ALTMEYER. Yes, sir.
The CHAIRMAN. That is to go into effect in the present law for
1943 and the years following?

Mr. ALTMEYER. Yes.

Senator GERRY. What would the 1943 rate be?
Mr. ALTMEYER. Two percent each, instead of the present 1 percent
each.
Senator VANDENBERG. You simply clip the 1%percent set-up; that
is, you go from I to 2 percent?
Mr, ALTMEYER. Yes.
Senator KING. Dr. Altmeyer, I read carefully all of your testimony,
which came in several volumes, in the House hearings. After the
discussion there, and in further consideration, if you needed any
further consideration, you still adhere to the views that you expressed
in your statement'before theHouse Ways and Means Committee in
the general discussion on the bill?

Mr.

ALTMEYER.

Yes, sir.,

Mr.

ALTMEYER.

No, sir,

'Senator KING. Aid the testimony which you give this morning is
in harmony with the statementwhich you made before the Committee
onWays and Means?
Mr, ALTMIfYER, Yes, sir;'so far as I can recollect. You may find
some inconsistencies,
Senator KING. You have referred to the paradox of increasing the
benefits and reducing the contributions. In increasing your benefits
have you not compensated for the increase by a decrease in the
ultimate benefits?
Mr. A1TMEYER. Yes.
Senator KING. So the grand total of benefits remains the same?
Mr. AVTMYiR.' Yes, sir; that is right; over 40 or 45 years.,
Senator KING. That does not make it quite so much a paradox?
Senator KING. In your statements in the hearing before the House
Committee on Ways and Means you confess that some of the, views
were almost guesses,: as to the effects of the,'different, rates and the
'
"
'
. .
'
'
,'.
future rate.'
Mr. ALTMIDYR. Yes, sir.
'Senator, iIaG. So tht the actuarial experience was not such as'to
enable you to determine, with any degree of certitude, just whatthe
. '
'
I
situation would be in a,giveni year?:
, ,,
Mr, ALTMEYER. Yes.
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Senator KING. You still adhere to that view?
Mr. ALTMEYER. Yes, sir.
Senator KING. There is very much uncertainty when you attempt
to fix rates and determine what the result will be?
Mr. ALTMEYER. Yes.
The CHAIRMAN. The law is filled with uncertainties.
Senator KING. Human nature is filled with uncertainties.
Mr. ALTMEYER. I was discussing the old-age-insurance benefits.
The House bill revises the old-age-insurance system to start the payment of monthly benefits 2 years sooner, in 1940 instead of 1942, increases the monthly benefits that are payable in early years, provides
a supplementary monthly insurance payment for aged wives, so that
a married man would receive more than a single man when lie retires,
and provides for a survivor's benefit for widows or for dependent
areats. If a man (lied there would be certain benefits payable to
s widow, orphans, and if there were not a widow or orphans, to
dependent parent, or parents.
Tle CHAIRMAN. That is not based on need, that is paid as a matter
of right and principle, that they have acquired this fund?
Mr. ALTMEYER. Yes.
The CHAIRMAN. And these dependents are entitled to it?
Mr. ALTMEYER. Yes.
The CHAIRMAN. It applies to children below 18 years of age, does it
not?
Mr. ALTMEYER. Yes sir.
The CHAIRMAN. And it does not make any difference if the wife has
plenty, she gets one-half of whatever the husband gets, is that right?
Mr, ALTMEYEII. Yes sir. In the case of widows and orphans it is
probable that need exists. Now in the case of dependent parents,
because it is not so probable that all parents will be dependent upon
these persons who die, the committee proposes that only parents who
are totally dependent at the time of death shall share, but if the total
dependency exists at the time of death then the right to a benefit
continues without any subsequent reinvestigation of need. That is
the same as it is under most workmen's compensation laws.
The CHAIRMAN. To what extent do they share?
Mr. ALTMEYER. The same as a child would, namely, 50 percent of
the basic benefits.
The CHAIRMAN. Suppose that the father and mother are both living
and dependent?
Mr. ALTMEYER. The dependent parents share only if there is not a
widow or an orphan under 18. The committee felt concerned about
the case of the unmarried person who would die and leave no widow,
no orphans, and might leave a dependent parent. They wanted to
take care of that situation, and they therefore put in dependent parents,
but only in the event that no widow or orphan under 18 was left by
the deceased.
The CHAIRMAN. Well, suppose the deceased left no dependent
father or mother, no dependent children or no wife, what becomes of
the funeral expenses?
Mr. ALTMEYER, Well, there is a provision for a small lump sum to
take care of funeral expenses.
The CHAIRMAN. Any of the kin, if they get the money, would
pay it?
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Mr. ALTMEYER. Yes, sir.
Senator KING. The administrator of the estate, possibly.
Mr. ALTMEYER. There is a provision that you can pay to a close
relative instead of going to the necessity of probate.
The CHAIRMAN. What is the amount?
Mr. ALTMEYER, Six times tile basic monthly benefit of the deceased.
Senator KING. Did you experience some difficulty in reaching the
conclusion in respect to the depreciation of any funds that might
inure to the benefit of an employee, in view of the multitudinous
questions that may arise as to whether the children or the mother,
or the estate should receive the sum?
Mr. ALTrMYER. There is a specific line of descent put into the bill,
so you do not have to turn to the various laws of the States to determine who gets it, and under what circumstances.
Senator KING. Did you discover whether in Great Britain and in

Germany-I will not comment on the kind of government they have
now, but soon after they had established this system-did you ascertain whether they followed the same method of disposition of the
fund as you have attempted to follow here?
Mr. ALTMEYEn. Most of the foreign systems follow the same
ideas expressed in this House bill, and in our recommendation,
namely, that provision is made for benefits to the aged person when lie
becomes a certain age, and benefits are provided for survivors in case
of premature death and no benefits are payable to estates, the whole
idea btving to furnish the maximum protection at the minimum cost.
The CHAI RMAN. Under the present law the lump sum is paid?
Mr. ALTMEYER. Yes, it is, and the lump sums paid to the estate
eventually would amount to a considerable figure.
The CHAIRMAN. You think that there would be a saving in this
treatment?
Mr. ALTMEYER. Yes; it would not be possible to provide these
supplementary benefits and these survivors' benefits that I have
mentioned, at the same cost unless there were savings in other
respects-this lump sum to the estate, for example, and the shaving
down somewhat of the benefit to the single person in the distant years.
The CHAIRMAN. Have not you changed it in this House bill to the
amount of payment that will be made by virtue of the average wage
they have received over a certain period?
Mr. ALTMEYEI. Yes, sir; we recommend changing the base from
the total cumulative earnings to average wages. That enables us
to pay benefits related to the average wages in the early years and
not, get out of line in the later years. Or, putting it in another way,
the benefits in relation to average wages are constructed in such a way
that they bear a reasonable relationship in the early years, and then
for each year that the man is in the system he gets 1 percent increase
in his benefit, so that every person does benefit the longer lie is in the
system. The effect is that the average monthly benefits in the early
years are higher, and the monthly average benefits in the later years
are lower for the single person, but with the supplementary benefits
for the aged wife, for example, the married man will get more even in
the later years than lie would under the present system.
The CiAIRMAN. Don't you think, Doctor, that this system that is
recommended in this House bill would help relieve the unemployment
situation, or the W. P. A., as I will put it.
160883-39-2
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Mr. ALTMEYER. I think it would help greatly. For example, we
now have, on W. P. A., thousands of mothers with children who are
dependent because of the premature death of the father. We have
hundreds of thousands of mothers with dependent children on what
we call mothers' pension in the States. Our figures show 42 percent
of the children who are now being aided in the States under mothers'
pensions laws are being aided because of the death of the father. As
this insurance system gets into operation and a young man dies
leaving a widow and children there will be benefits payable until the
child becomes 18 years of age. It ought to remove a largo proportion
of these dependent children from the State mothers' pension rolls, and
also ought to remove some of them from the W. P. A. rolls.
The CHAIRMAN. Could you tell this committee if there is any plan
on foot of removal from the W. P. A., if the W. P. A. should be continued at that time?
Mr. ALTMEYFR, I do not know.
The CHAIRMAN. Or give us any assurance that any order will be
expresed to that effect?
Mr. ALTMEYER. No, sir; I could not.
Senator CONNALLY. That would be a question to be put into a
W. P. A. bill, would it not?
Mr. ALTMEYER. Yes.
Senator LODGE. Dr. Altmeyer, could you give the committee some
idea as to how many people of 65 years of age and over, as of 1940,
would come under these provisions, just roughly?
Mr. ATrMnYxn. Yes. The number in 1940 is not so very large,
even with the revision.
Senator LoDGE. Well, is it about a million?
Mr. ALTMEYER. I have not got the figures. I think it is probably
about a couple of hundred thousand.
Senator LODGE. A couple of hundred thousand?
Mr,ALTMEYEE. Yes,
Senator LODGE. Do you know what the proportion is of people
over 65 who are single?
Mr. ALTMEYER. A relatively small proportion of men over 65 are
single.
Senator LODGE. A very small proportion who are single?
Mr,ALTMEYER. Yes.
Senator LoDn, It is true, is it not, that these increases, or is it
true that these increases are made to some extent at the expense of
the single people?
Mr. ALTMEYER. Yes, sir.
Senator LoDGE, What would be the percentage of single people?
Would it be over 10 percent or 20 percent?
Mr. ALTMEYhR. By "single" you mean the widower?
Senator 'LoDGE. Yes.
'
Mr. ALTIEyER. The widowed as well as the single?
Senator LODGE. Yes.
of all men, age,65 and
Mr. 'ALTMEYt. I think that about one-third
.
I I .
over, 'are single.
'
Senator LODGE. One-third?
Mr. ALTMEYER.' Yes.
Senttor LA FOILRTTE', I have' sonie specific and detailed questions
that I would like to ask you, concerning the effect 'of these arbitrary
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dates which must be set up under this present approach. Would
you prefer that I wait until you finish your statement?
Mr. ALTMEYER. Under old-age insurance, you mean?
Senator LA FOLLETTE. Yes.
Mr. ALTMEYBR, Yes; I would. I think there will be a great many
questions that you would want to raise of that character.
Senator CONNALLY. Mr. Chairman, don't you think it would be
well for the Doctor to go ahead and finish his regular statement?
Senator LA FOLLETTE. That is agreeable to me, but inasmuch as
every other Senator questioned him I did not want to preclude my
right to come in under this general questioning.
Senator CONNALLY. My suggestion was not suggested by the
Senator from Wisconsin's questions, but by what the Doctor himself
said. I will promise not to ask any more questions.
The CHAIRMAN. This is a peculiar situation here. The House has
had this bill for two or three months and this committee is not familiar
with it, so we have got to ask questions all the time.
Senator CONNALLY. Mr. Chairman, let me interrupt you there.
Don't you think, though, if he goes ahead and presents his statement
he would answer a lot of things that would be asked now if they do not
know what is going to follow? When he gets through we will put him
on the griddle and ask him anything we want to. He probably will
answer a lot of things if we just let him alone.
Mr. ALTMEYER (resuming the reading of his statement):
Aid to dependent children is increased from one-third to one-half
and the age limit raised from 16 to 18 if the child is regularly attending
school.,
Vocational rehabilitrtion grants are increased by $1,000,000 per
year from $1,938,000 to $2,938 000.
Puerto Rico is made eligible for grants for maternal and child
welfare, vocational rehabilitation, and public health.
OLD-AGE INSURANCE

In considering the old-age insurance system, it should be borne in
mind that it is separate and distinct from the Federal-State program
of old-age assistance. Under Federal old-age insurance, benefits are
payable as a matter of right irrespective of individual need, and in
relation to past earnings. Under Federal-State old-age assistance,
payments are made only on the basis of individual need as determined by the State. .
Our present system of old-age security thus embodies two principles:
The insurance program related to the individual's past earnings and
the assistance program related to his present need.
The basic program of old-age insurance is to make the system more
immediately and fully operative without destroying the reasonable
relationship which must exist in such a program between benefits
payable and past earnings. For the protectionof future beneficiaries
and future taxpayer, it is essential that this. reasonable relationship
be maintained; just asin the case of old-age assistance it is necessary
to maintain a reasonable relationship between assistance granted and
the needs bf the individual.
The present old-age-insurance system, while maintaining a reason,
able relationship between past earnings and future benefits, provides
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proportionately greater protection for the low-wage earner and the
short-time wage earner than for those more favorably situated. In
other words, it recognizes presumptive need as an essential consideration in any socially adequate old-age-insurance system. But the
presumptive need toward which social insurance is directed must be
distinguished from the specific need, as established by investigation,
which public assistance is designed to meet. To allow for presump.
tive need, the old-age-insurance system gives much greater weight to
the first $3,000 of accumulated earnings than to subsequent earnings.
It is thus possible for a person retiring in the early years of the systein
or for a low-wage earner retiring at any time, to receive very liberal
benefits in proportion to his past earnings.
But every worker, regardless of his level of earnings or of the
length of time during which he has contributed, will receive more
by way of protection than he could have purchased elsewhere at a
cost equal to his own contributions. In other words, the system
recognizes the principle of individual equity, as well as the principle of
social adequacy. It has been possible to incorporate in the systemI am still speaking of the present system-both these aspects of
security by utilizing a larger proportion of employers' contributions
to pay benefits to those retiring in the early years, and to low-wage
earners. A similar procedure is also followedin private pension plans.
Such plans recognize that the employer must contribute more liberally
in behalf of older workers if they are to have sufficient income to retire.
The Board's recommendations with regard to revision of old-ageinsurance benefits are as follows:
1. Monthly benefits should begin in 1940 instead of 1942.
2. Supplementary benefits should be provided for aged wives.
3. Benefits should be based upon average wages instead of total
accumulated wages.
4. Benefits should be provided for widows and orphans instead of
the 3-percent lump-sum payments now provided.
These recommendations of the Board with respect to benefits have
been embodied in H. R. 6635. In addition, the Ways and Means
Committee has added two other provisions. First, benefits are payable to the dependent aged parent of a deceased individual who leaves
no widow and no unmarried child under age 18. Second, upon the
death of an insured person who leaves no one immediately entitled to
a monthly benefit, a small lump sum is paid to a surviving close relative, or if no such close relative, to the person assuming responsibility
for the funeral expenses of the deceased to the extent of his
responsibilities.
Senator GERRY. What page is that of the bill?
Mr. ALTMEYER, Page 17.
Although the committee added these two types of benefits to the
bill the total over-all cost of the system-that is the cost ovi'.r the
next 40 years or so-is still within the over-all cost of the present
system. Moreover, while it was necessary, in order to accomplish
this result, to eliminate the large lump sums to estates of deceased
workers that eventually would have been payable and to scale down
somewhat benefits payable in distant years to single persons, the tax
and benefit plan under the old-age-insurance provisions of H. R. 6635
are so formulated that every worker will receive more in protection
for at least the next 40 years than he could purchase from a private
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Even in an extreme

case of a single person earning $250 per month, that is the maximum,
for the next 45 years the annuity purchaseable elsewhere would amount
to only 30 cents per month more than the $58 per month such person
would be entitled to under the revised plan.
COVERAGE

The Social Security Board is of the opinion that it is sound social
policy to extend old-age insurance to as many of the Nation's workers
as possible. It believes that it is administratively feasible to provide
this protection for large numbers of people who are not yet covered.
Even with its present limited coverage-estimated to include at
any time only 50 percent of the Nation's gainfully occupied population-at least some small measure of protection is already being furnished by the old-age-insurance program to two-thirds of those
gainfully occupied. This is due to the fact that a great many persons,
usually in excluded occupations, work in covered employment from
time to time. However, since the adequacy of this protection depends
to a considerable extent upon the length of time the individual actually works in covered employment, it is highly desirable that coverage be extended as rapidly as administratively feasible.
AGRICULTURAL LABOR

As regards a agricultural labor, the Board believes that the "agricultural labor" limitation on coverage should be modified. It is, of
course, apparent that the problem of covering the independent farmer
cannot be finally solved, except as part of a general program to cover
the self-employed. It is also recognized that the complete inclusion
of employees engaged in agricultural labor is fraught with great
administrative difficulties, However, the Board believes that the
inclusion of large-scale farming operations, often of a semi-industrial
character, would reduce rather than increase administrative difficulties.
At present it is almost impossible to delimit the field of "agricultural labor" with anything like the certainty required for administration and for general understanding by employers and employees
affected. The extent of the exception is shadowy indeed where the
producer also engages in processing and marketing.
The Board recommends that the language of the present exception
relating to "agricultural labor" be modified to make it certain that
this exception applies only to the services of a farmhand employed
by a small farmer to do the ordinary work connected with his farm.
The Board further recommends that, with a reasonable time allowed
before the effective date, the"agricultural labor" exception be elim-

inated entirely.

The Board's recommendation in this respect is not

in accord with the changes made by H. R. 6635. As already stated
H1. R. 6635 considerably expands, instead of contracts, the definition
of agricultural labor.
DOMESTIC SERVICE

The Board recommends that thie exception of domestic service be
eliminated with a reasonable time allowed before the effective date.
It is believed that the principal administrative difficulties with respect
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to domestic service will be overcome, just as they will be in the case
of agricultural labor, when the individuals affected become generally
informed as to the benefits and obligations incident to coverage. The
House bill expands the definition of domestic service to include service for a college fraternity, so that service performed by commercial
agencies might even be excluded.
The CHAIRMAN. Explain that a little better there. I do not
understand it.
Senator CONNALLY. That is the exemptions?
Mr. ALTMEYEI. That is the exemptions. The present, law provides
for exemptions of domestic service in private homes. The amendment in R. R.6635 would provide for exemptions of domestic service
in college clubs, fraternities and sororities as well and it does not
restrict that service to the service in the employ of the fraternity or
sorority, or the college club, and so these large catering and servicing
organizations that deal with fraternities, sororities and college clubs,
and do all the work for them, might be exempted under this language.
Senator VANDENBERG. I judge you are opposed to that?
Mr. ALTMEYER. Yes, sir.
Senator CONNALLY. You would not exempt them if they did
exclusively, fraternity college work, if they did not cater to anything
else?
Mr. ALTMEYER. I am speaking of when they do the work for these
fraternities.
The CHAIRMAN. Did I understand you to say you oppose this provision in the bill?
Mr. ALTMEYER. Yes,
Senator VANDENBERG. Are they in turn
I employing college boys for
partly commercial purposes?
Mr. ALTMEYER. It is partly a commercial matter. They pay
them a lump sum, or a certain percentage, and the fraternity is relieved of that part of its affairs.
Senator DAVIs. Would you say that even though they employ
students to do the work in these college clubhouses?
Mr. ALTMEYER. We recommend in these cases of nonprofit organizations that the first $45 of wages that are earned during a given
quarter not be considered. If we make that $45 cash, since most of
these students who are working their way through (working in the
fraternities, and so on), get far less than $45 in cash in addition to
their board and room, that sort of proposal would exclude these
students working in these fraternity houses.
Senator DAvs, Even though they are working for the caterer?
Mr. ALTmEYER. No. This $45 only applies to employees of nonprofit organizations, It would take care of these fraternal organizations that have the people scattered throughout the country,
handling the collection of dues, who probably do not earn $45 per
quarter. We have had considerable complaint from a number of
fraternal organizations that it is a nuisance, that the amount of benefits built up through the coverage of these agents, or members, who
have taken care of the dues collections is not worthwhile. We have
no objection to excluding that, but when it comes to full-time employees then we think, unless there are administrative difficulties
involved,' they ought to be given the protection of the Social Security
Act.
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Senator DAVIS. Does not the caterer himself, within these college
fraternity clubs, base his service charge on the help that he has to pay
within the club, and if he gets the student to do the work and pays him
lust probably for the time being, while he is there-would he get under
it?
Mr. ALTMEYER. Under the present law the student, if his employer
is a commercial caterer.
Senator DAvIs. If he is employed by the caterer?
Mr. ALTMEYER. Yes; just like the people down town who hire
student help have to contribute on that asis.
Senator BRowN. Dr. Altmeyer, it is your reconmendation to actually, under the House bill, excuse such employees?
Mr. ALTMEYER. No, sir.
Senator BROWN. All domestic labor is excluded by the bill which
passed the House Saturday?
Mr. ALTMEYER. Yes, sir.
Senator GERRY. Doctor, did you make an exemption there raising
the age limit from 16 to 18 on dependents?
Mr. ALTMEYER. Do pndent children.
Senator GERRY. What is that limitation? You said something
about if they were in college.
Mr. ALTMEYER. If they are regularly attending a school.
Senator GERRY. For example, if a boy was studying a trade, would
he be exempted, or would the boy who is going to college get the
benefit?
Mr. ALTNEYER. Of course, it is up to the age of 18. That usually
just carries him through high school.
Senator GERRY. You have raised it from 16 to 18, haven't you?
Mr. ALTMEYER. Yes; but I say that the age limit of 18 would only
carry him through high school.
Senator GERRY. But you are making a distinction between the
boy who is studying a trade and the boy who is going to school.
That is what I was getting at.
Mr. ALTMEYER. Under the aid to dependent children, that is the
State mothers'-pension laws, the action of the House was to match,
in the case of children between 16 and 18, if the child was regularly
attending a school, and the question whether lie is regularly attending
the school is loft to the determination of the State administration.
Senator GERRY. If the child who is regularly attending a school
gets the benefit, while the child that has to go out and work does not,
is not that a discrimination in favor of the child who is attending the
school?
Mr. ALTMEYER. You are speaking now of aid to dependent children,
are you not?
Senator GERRY. Yes.
Mr. ALTMEYER. That is because if the child is going to,school the
mother is obliged to take care of the support of that child, and the
aid to dependent children is all on a needs basis.
Senator GERRY. Suppose a child is learning a trade, or something
like that, then that child would not get the benefit?
Mr. ALTMEY R. That is right.
I
.
...
Senator GERRY. That child would be really discriminated against?
Mr. ALTMEYER. You mean if the child is really learning a trade.
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Senator GERRY. If he is learning to be a skilled mechanician, lie
would be at a disadvantage with the other child?
Mr. ALTMEYER. Yes; that is right.
The CHAIRMAN. Have you any comments to make on that suggestion?
Mr. ALTMEYER. I think that that is a good point that Senator
Gerry makes. I do not know whether it could be worked out administratively to take care of that situation, because the line between
the bona fide apprentice and what employers call "learners" is very
shadowy, and if you try to write it into law I think you would find
a great difficulty in doing so.
Senator VANDENBERG. How could you hire anybody like that under
the Wages and Hours Act?
The CHAIRMAN. The Wages and Hours Act permits apprentices
to be employed?
Mr. ALTMEYER. Yes.
Senator GEORGE. But you cannot get them in under that?
Mr. ALTMEYER. I think the Senator was inquiring about learners.
Senator VANDENBERG. Yes.
Mr. ALTMEYER. I do not recall what the provisions are about that
in the Wages and Hours Act.
The CHAIRMAN. Go ahead, Doctor.
MARITIME EMPLOYMENT

Mr. ALTMEYER. As regards maritime employment, the present
exclusion of maritime employment has been eliminated by H. R.
6635. The Board recommends that employees of American air lines
outside this country also be brought, under in the same manner.
The recommendations of the Board with respect to Federal and
State instrumentalities and the employer-employee relationship, as
well as with respect to allowing benefit credits for wages earned after
65, have been incorporated in H. R. 6635.
NONPROFIT ORGANIZATIONS

The Board recommends the inclusion of service performed for
religious, educational, charitable, and similar nonprofit organizations. The Board foresees no serious administrative difficulties in
such inclusion. The House bill somewhat expands the present
exclusion of service for nonprofit organizations, by excluding services
for college fraternities, fraternal, agricultural, horticultural, and
voluntary employees' beneficiary associations.
Senator BROWN. Dr. Altmeyer, I notice on page 100 of the bill the
bill excludes railroad employees. That is because they are included
in another act?
Mr. ALTMEYER. Yes.
Senator BRowN. On the Great Lakes the sailors of the large bulk
carriers have a provision for social security, such as the Pennsylvania
Railroad, for example, has.
Mr. ALTMEYER. Yes.
Senator BROWN. Now how do you work in the social security plan
with a private employment plan that is already set up and has a large
fund actually operating? How do you dovetail the two?
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Mr. ALTMEYER. We do not dovetail. The private pension plan
must adapt itself to the basic old-age insurance plan, and practically
all of them have done so. The private pension plans that were in
existence have adapted themselves, so they are superimposed on the
basic Federal old-age insurance system. There have also been a
great many new ones that have been set up that have done so.
Senator Bnowx. Was there any objection indicated in the House
hearings on the part of the Great Lakes sailors as to the compensation
plan that they have?
Mr. ALTMEYER, No, sir.
Senator BROWN. So far as this idea is concerned?
Mr. ALTMEYER. No, sir.

Senator BROWN. No objection?
Mr. ALTMEYER. No, sir.

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

Mr. ALTMEYER, No, sir.
Senator GEORGE. It excludes it?
Mr. ALTMEYER. It excludes it.

Senator LODGE. Doctor, before completing the topic called old-age
insurance I wonder if you can confirm certain fundamental figures
about the old-age picture e. As I understand it, in 1940 there will be
8,000,000 people 65 years of age; is that about right?
Mr. ALTMEYER. No.
Senator LODGE. Is it not estimated that one-third of those are not
in need of any form of public assistance?
Mr. ALTMEYEn. No.
Senator LODGE. That leaves about five or six million that will be
taken care of. Title II, with these changes, would take care of about
how many?
Mrn A.rLTMEYEI. About a couple of hundred thousand. I am just
giving the aged, because, you see, we have widows and orphans in
addition.
Senator LODGE. That leaves, roughly, about 4,000,000 to be taken
care of by old-age assistance?
Mr. ALTMEYER. No, no. There are about one-third that probably
are in need of public assistance, one-third of that 8,000,000.
Senator LODGE, One-third that are in need?
Mr. ALTIEYER. Yes.
Senator LoDms, I think the statistics reveal one-third thal were
not in need.
.Mr. ALTMEYER. There are about two-thirds that are either being
taken care of by their children, relatives, or by public assistance but
only about one -third who are in need of public assistance, that have
no means of supl)ort of their own and have no children who are able
or willing to take care of them.
Senator LODGE. What I have ill mind is the table showing the
number of people of 65 years of age who do not need any form of
public funds, who can maintain themselves, or who are being taken
care of by the family, and then have the table show the provisions
that have been nmde for the remaining two-thirds, so that we can
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have the entire picture regarding the people o 65 years of age and
over before us. Can you furnish that?
Mr. ALTMEYER. Yes.
Senator LODGE. Thank you very much.
Mr. ALTMEYER. That is as regards old-age assistance.
The CHAIRMAN. I will ask you to furnish that for the record.
Mr. ALTMEYER. Yes.
(The material submitted is as follows:
Estimated economic status of persons 66 and over, Jan. 1, 191f0

-.

Economic status of persons dependent on specified means of support

Number

Total estimated number of persons 65 and over in the United States, Jan, , 1010. 8,370,000
A, Dependent on selfor on spouse ..............................................

_

1. Dependent on sell by reason of savings, earnings, annuities, and pen.
sons ........................................
.....................
2. Wives dependent primarily on husbands in (1) above (also includes
husbands dependent primarily on wives in (1) above) ...............
B. Dependent on children or other relatives ....................................
C, Dependent, wholly or partially, on public or private social agencies .........
1 In receipt of old-age assistance or aid to the blind ......................
2: In receipt of public institutional or noninstitutional care (other tha
(I) above) .............................
.........................
3. In reoelpt of private institutional or noninstitutional care ............

Percentage
distrLbu.
tlon
100

3,t50,000

42

3,100,000

37

100,000

6

2,220,000

27

2,

,-0W

- 31

2,00,000

25

440,000
70,000

5

Senator BROWN. Dr. Altmeyer, in line with the question that Senator George asked, there is serious opposition on the part of the religious, educational, and charitable organizations coming within the Social
Security Act, is there not?
Mr. ALTMEYER. Yes,
Senator BROWN. For instance, the college organizations?
Mr. ALTMEYaE. Yes,
Senator BROWN. You want to bring them in?
Mr. ALTMEYER. From the administrative standpoint they can be
easily brought in, but from the standpoint of public understanding
there may be a question as to bringing them in. We are not passing
upon that. I might say, so far as the educational institutions are con
corned, the Association of College Presidents voted that they wanted
to come tinder the old-age insurance but not under the unemployment
compensation. As regards most of the religious organizations, I think
they do not want to be under either.
The CHAIRMAN. What are your views of a fraternity such as the
Moose organization?
Senator DAVIS. You better ask me about a hundred others that
I belong to. Let me ask you this: A number of these fraternal
organizations, since the honorable chairman called attention to it
many of them have their homes for children, their schools, educational
facilities, and one or two that have educational facilities that are
equal to high-school education. They have religious staffs on their
schools that are composed of many different religious organizations.
I cannot quite understand why a religious society is exempt and yet
a branch of a fraternal society, which has religious service and religious
instructors, is not exempt from it. The same might apply to an
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educational institution. This particular society that I have reference
to has a school that gives education equal to a high-school education
and it has a trade school as well, in which they teach a trade, as well
as giving them an equivalent of a high-school education. It is considered one of the great high schools. That is under the supervision
of the educational director of the State. Now, why is it that you
exempt educational institutions and yet in these fraternal organizations that have a school equal to a high school you do not exempt
that part of the fraternal work?
Mr. ALTMEYER. You always ge those border-line cases whenever
you have categorical exclusions. Some fall within the category and
sonic fall just outside of the category, although they may be very
much analogous to those within the category.
Senator DAVIs. The same thing aapplies to religious education.
For instance, they have a church there for the many different denominations, yet everybody in the community I have in mind, or several
communities I have in mind, have a church. They have the largest
church school probably in that particular neighborhood, and yet they
have to pay unemployment insurance on the priests, the preachers,
and the Sunday school representatives. TheI pay unemployment
insurance and they pay the old-age annuity, Ithink, and yet they
are excluded on the outside. In addition to that I know of one that
has a farm of more than a thousand acres, that they have to pay
unemployment insurance and old-age insurance on the people that
are employed on that farm.
Mr. ALTMEYEit. They will not under this bill any more.
Senator DAvIs. They will not under this bill?
Mr. ALTMEYER. No.
Senator DAVIS. Are you sure that the religious side, the educational
side or agricultural side of those schools will be exempted from the
bill?
Mr. ALTMEYER. No; I am just sure about the agricultural, because
the agricultural definition exempts now any person doing work on a
farm, whereas under the present language this organization you speak
of, running a farm, might not be considered to be engaged in agriculture.
Senator DAVIS. Why discriminate against a fraternal organization
that is in educational work and that probably has 700 or 800 in the
school? Why discriminate against them?
Mr. ALTMEYER. I think the ones being discriminated against are
the ones that are excluded.
Senator DAVIS. Why bring them in? While you are exempting
them why should you not exempt them if the fraternal organizations
conduct religious services? Why bring them in under that if they
have educational facilities?
Mr. ALTMEYER. It is a matter of definition. You can solve all
these anomalies by bringing them all in, as we have recommended.
Senator DAVIS. Yes; you can; but you have not yet given exemption to the church. You give exemption to agriculture and you give
exemption to education, and yet because a fraternal organization
is involved, you bring them in. if you aire going to exempt one you
should exempt them all, or if you bring one in you ought to bring
them all in.
Mr. ALTM yER. I get your point.
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UNEMPLOYMENT COMPENSATION

As regards unemployment compensation, the Board has recommended the placing of a $3,000 limit in unemployment compensation
as in old-age insurance, which will save employers about $65,000,000
a year. Furthermore the provision for refunds and abatements to
employers who paid their 1937, 1938, and 1939 contributions late to
the States will save employers about $15,000,000. So when added to
the changes made in old-age insurance tax rates which will save employers $415,000,000 in the next 3 years, it is clear that 't substantial
reduction in employers' tax liability has been achieved.
The CHAiTIMAN. Did not we pass once before a resolution that
gives them that right?
Mr. ALTMEYEH. That was for 1936. This takes care of 1936, 1937,
and 1938.
Senator GEORGE, Doctor, was there an effort made to reduce this
$3 000 to $2,000 in the House?

Mr. ALTMEYER.

No, sir.

The Board believes that any proposal for reducing the tax rate foco
unemployment compensation should be examined in the light of the
fundamental purposes that are sought to be accomplished by unemployment compensation. Congress is now confronted with the
problem of developing a long-range program to take care of unemployment. The only long-range approach to the unemployment problem
which we have on the statute books today is the Federal-State system
of unemployment compensation embodied in the Social Security Act.
The purpose of unemployment compensation is to provide some
minimum protection when those persons who are ordinarily employed
become unemployed. It is not relief nor is it intended to meet all
unemployment under all conditions. The prime objective of unemployment compensation is to provide benefits to persons who become
unemployed in normal times due to the ordinary changes in busness
conditions and also to provide the first line of defense during periods of
unusual unemployment and severe business depression,
Unemployment compensation is a iictliod of safeguarding individuals against distress for a certain period of time after they become
unemployed, It is designed to compensate only employable persons
who are able and willing to work and who are unlemployed through no
fault of their own. Instead of making the individual got along on a
steadily descending level of living until lie has exhausted the last
shred of his savings, credit, and the generosity of his relatives and
friends, thus reaching a point of destitution at which he is eligible for
relief, unemployment compensation sets aside contributions during
periods of employment and provides the individual with benefits as
a legal right when he becomes unemployed. During the periods of
employment the fund is built up to be available for the payment of
benefits in the' periods when industry fails to maintain employment.
Senator GEnny. Have they changed the time limit on that, Doctor?
Mr. ALTMEYER. There are no benefit standards in the present
Social Security Act at all. As regards unemployment compensation,
it is left entirely to the State, but there are certain .optional benefit
standards put into the House bill in ease a State wants'to reduce its
unemployment compensation rate.
The CHAIRMAN. That is known as the McCormack amendment?
Mr, ALTMEYHn.
That is known as tie McCormack amendment.
I
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The estimates made by the President's Committee on Economic
Security on the basis of available data for the 12 years 1922-33, inclusive showed that in the best year (1929) there were 5Y percent
unemployment and in the worst year (1933) nearly 42 percent. Even
in such fairly prosperous years as 1925-28 the average rate of unem.
ployment was about 8 percent. On the basis of this experience the
actuaries of the Committee on Economic Security estimated that a
3-percent contribution rate would provide for the Nation as a whole
12 weeks of benefits with a 2-week waiting period.
These estimates of the Committee on Economic Security may seem
very conservative when consideration is given to the fact that $1,300,000,000 is now available in the unemployment trust fund to the credit
of the various States for making benefit payments. However, the
very purpose of unemployment compensation is to build up reserves
during periods of employment to be paid out during periods of unemployment. A reserve of $2,000,000,000 at a time of serious unemployment might last only a year.
Senator DAvis. Do all of the States have a reserve?
Mr. ALTMEYER. Yes, sir. You see, the Social Security Act provided that no benefits could be paid for the first 2 years during which
time these reserves were being built up in order that there would be
a reserve for every State.
Great Britain operates on about a 4-percent rate at the present time.
The contribution rates were slightly higher several years ago, but
because of the increased employment due to rearmament the contributions were recently dropped to an average of about 4 percent.
Despite this contribution rate Great Britain accumulated a deficit
of over $500 000,000 during the depression.
Only 25 states have had 1 year or more of experience in benefit
payments. This is insufficient to make any valid prediction that the
present contribution rate of 3 percent is too high and should be
reduced. If all the States had started the payment of benefits in
January 1938 they would have paid out $225,000,000 in addition to the
$540,000,000 paid out so far. This would have reduced the reserves
by the same amomt. Benefit payments would have increased
further, and the available reserves reduced to the some extent, if the
system had been in operation for several years so that workers could
have built up larger wage records.
However, whie the reserve funds of most States are in a stronger
position at the present time than when benefits were first payable, this
is not true for all States. There were 13 States in which benefit payments during 1938 Were equal to, or in excess of, the -amounts collected
in contributions from the date benefits were first payable. In one
State the benefits paid out were nearly three times the contributions
collected during the period benefits were paid. That is Michigan.
In two States, if they had begun to pay benefits in January 1938
instead of July 1938, their unemployment-compensation funds would
now be entirely exhausted,
The year 1938 was a year of substantial unemployment, and most
States are now rebuilding their reserve funds for future benefit payments. Yet the uneven character of unemployment is shown by
the fact that three States paid out benefits during the first 3 months
of 1939 in excess of the contributions collected.
The data compiled by the President's Committee on Economic
,Security shows that for the 4 years 1930-33, inclusive, the percent
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unemployed in the State with the highest unemploy ment was almost
twice that of the lowest State. It is obvious, therefore that the
same contribution rate cannot finance the same level of benefits in
both States. If the contribution rate in the State with the most
favorable employment experience is used to determine the national
rate in the Social Security Act, the small benefits payable in the States
with unfavorable employment experience would not justify the
administrative cost involved in paying them.
. All our experience points, therefore, to the fact that a 3-percent
contribution rate is not sufficient to pay reasonable benefits over a
long-time period. In any case, there is certainly not sufficient experience at this time to justify a general downward reduction in the
contribution rate. Moreover, there is not a single State unemployment-compensation law that should not be liberalized to afford more
adequate benefits. The benefit, at the most, is 50 percent of the
week wage loss and is usually limited to not more than about $15
a week. The period of time over which benefits are payable is usually limited by the States to about 14 to 16 weeks, with some States
having as low as 12 weeks. There is a waiting period before any
benefits are payable at all--usually 2 or 3 weeks.
In Great Britain benefits are paid after a waiting period of 3 days
and for a duration of 26 weeks. There is no State at the present time
which even approximates these provisions.
Senator VANDENBERG. How about the amount he gets compared
to ours?
Mr. AL ME YER. Tn a small fraction of the cases, it is more than he
would draw in wages, because they have a different plan; they have
dependents allowances as well. The District of Co umbia has, but
none of the States have any dependents allowances. In general
the rate in Great Britain represents a higher proportion of the wage
loss than the rate in this country.
Senator GERRY. Under the Social Security Act is there not a requirement for a long period of Federal aid, that the Federal Government
will contribute to the State?
Mr. ALTMEYER. Under unemployment compensation?
Senator GERRY. Yes.
Mr. ALTMEYER. No. It is purely a State-financed proposition.
The Federal tax rate of 3 percent is imposed on all employers having
eight or more employees during 20 or more weeks. Then such an
employer may claim an offset up to 90 percent of that 3 percent.
Senator GERRY. I think that is what I had in mind. They have to
be employed for 20 weeks?

Mr. ALTMEYER.

Yes.

Senator GERRY. That is the Federal regulation, is that right?
Mr. ALTmEYER. That is in order to be subject to the tax.
Senator GERRY. That is in order to be subject to the tax?
Mr. ALTMEYER. Yes.

Senator GERRY. But lie does not go any further than 20 weeks.
It leaves it to the State then to decide now long they want to pay?

Mr. ALTMEYER.

Yes.

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

Senator BARKLEY. Yes; State employees paid by the Federal Gov-

ernment, every dollar of whose salaries is paid by the Federal Government. Don't you think the Federal Government ought to exercise
some restraining jurisdiction over the selection of these people?
Mr. ALTMEYER. Yes.
Senator BARKLEY. Have you recommended any change?
Mr. ALTMEYER. Yes.
Senator BARKLEY. Is it in the bill?
Mr.
The

Mr.

ALTMEYER. No, sir.
CHAIRMAN. Did they adopt a merit system
ALTMEYER. No, sir.
CHAIRMAN. There is nothing in it at all?

for each State?

The
Mr. ALTMEYER. In fact there is a parenthetical expression in there
that says that the State pian shall provide such methods of administration "(other than those relating to the selection, tenure of office
and compensation of personnel)" as are necessary for the proper and
eff.,ient operation of the plan.
Senator CONNALLY. That is existing law?
Mr. ALTMEYER. That is existing law. They left it unchanged.
Senator CONNALLY. They left it as it is?
Mr. ALTmEYER. Yes.
The CHAIRMAN. What does the Board recommend?

Mr. ALTMEYER. We recommend the exclusion of the parenthetical
expression and the substitution of a positive statement that the State
shall establish a systematic merit system for the selection of personnel.
Senator BARKLEY. Following my inquiry, I think it is utterly ridiculous for the Government of the United States to put up all the money
that is to be expended in the compensation of unemployment without
even setting a standard, without having any jurisdiction or any checkup, or any restraint, or any say-so at all, as to who is to spend it, as
to what their activities shall be, without in any way being able to
curb the political activities of State employees who are paid out of
the Treasury of the United States, The Federal Government, as a
matter of decency, certainly ought to exercise some jurisdiction over
that sort of thing.
Senator HERRING. Dr. Altmeyer, I think you misunderstood Senator'
Gerry's question. It did not relate to the time during which the
benefits were paid. His question did relate to that, but your answer
related to the qualification of the 20 weeks.
Mr. ALTMEYER, Probably there was confusion there. There is no
requirement in the Federal law as regards the standards for benefit
pa~rments in the States. There is this definition of who is an employer.
Senator GERRY, I think that is what I was confused about. They
had to employ them for 20 weeks in order to come under the benefit.
I do not remember whether there was any limitation on that as to
how long they had to contribute, but that is left entirely to the States?

Mr. ALTMEYER.

Yes.

Senator GEORGE. They vary, Doctor?
Mr. ALTMMYER. Yes; very much.
Senator GEORGE, The State laws do vary?
Mr. ALTMEYER. Yes.
Senator BYRNES. Mr. Chairman, may I ask a question?
The CHAIRMAN. Yes.
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Senator BYRNES. Dr. Altmeyer the House committee changed the
language relative to the system ot selecting employees by adding the
word "proper."
Mr. ALTMEYER, Oh, yes.
Senator BYRNES. What did they mean by that?
Mr. ALTMEYER. Well, the language in unemployment insurance
reads "proper" and in public assistance reads "efficient." So we
thought the language ought to be consistent throughout and therefore
it was made consistent throughout.
Senator BYRNES. Does the addition of the word "proper" affect in
any way the manner in which you will operate in passing upon the
various methods of selecting employees?
Mr. ALTMEYER. Right now I do not know what effect that change
in language has, if an
Senator BYRNtES. What opinion do you have of the recomniondation of the unemployment committee as to the provision carried in the
bill?
Mr. ALTMEYER. 'We endorse that wholeheartedly.
Senator BARKLEY. I move, if it be feasible, to hiclude that language
in the bill,
The CHAIRMAN. Without objection, at this point of the testimony
that will be included as the recommendation of the Byrnes committee.
(The Iikatter referred to is as follows:)
ClAuse (5) of section 2 (a) of such Act is amended to read as follows: "(5)
provide such methods of administration, including methods relating to the selection and number of personnel and the establishment and maintenance of personnel standards on a merit basis, as are found by the Board to be necessary for
the proper and efficient operation of the plan;".
Clause (5) of section 402 (a) of such Act is amended to read as follows: "(5)
provide such methods of administration, ineliding methods relating to the selection and number of personnel and the establishment and maintenance of personnel standards on a merit basis, as are found by the Board to be necessary for
the proper and efficient operation of the plan; and ".
Clause (3) of section 503 (a) of such Act is amended to read as follows: "(3)
provide such methods of administration, including methods relating to the
selection and number of personnel and the establishment and maintenance of
personnel standards on a merit basis, as are necessary for the proper and efficient
operation of the plan;".
Clause.(3) of section 513 (a) of such Act is amended to read as follows: "(3)
provide such methods of administration, including methods relating to the
selection and number of personnel and the establishment and maintenance of
personnel standards on a merit basis, as are necessary for the proper and efficient
operation of the plan;".
Clause (5) of section 1002 (a) of such Act is amended to read as follows: "(5)
provide such methods of administration, including methods relating to the
selection and number of personnel and the establishment and maintenance of personnel standards on a merit basis, as are found by the Board to be necessary for
the proper and efficient operation of the plan;".
Section 303 (a) (1) of such Act is amended to read as follows:
"(1) Such methods of administration, including methods relating to the selection
and number of personnel and the establishment and maintenance of personnel
and the establishment and maintenance of personnel standards on a merit basis,
as are found by the Board to be reasonably calculated to insure full payment of
unemployment compensation when due; and."

(The pertinent portion of the report on S. 2203 is as follows:)
One of the most important safeguards for the Social Security program, in both
its Federal and State aspects, Is an adequate and well-equipped personnel, The
Social Security Board operates under Federal civil service. The committee feels
that State agencies administering public assistance plans, including plans for
maternal and child-health services and services for crippled children, should be
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administered under adequate provisions for selection of personnel and maintenance
of personnel standards on a merit bails. •The bill, therefore, includes as a condition of Federal participation, that the State have such requirements in this regard
as are neeessary for the effiplent and proper operation of such plan.

The CHAIRMAN. You may proceed, Doctor.
Mr. ALTMEYER. Of course with only a 3-percent rate we cannot
liberalize our State laws to the same extent as Great Britain. However, some States are able at the present time to liberalize their laws
and should do so rather than reduce contribution rates.
The Board believes that the entire problem of unemployment compensation needs further time before we can make an intelligent dcision with regard to the Federal law. Over 30 States have alreaily
passed legislation affecting unemployment compensation at this
session of the State legislatures and bills are still pending in other
States. Some of the States have liberalized the benefit provisions of
their laws, but only in a very cautious and conservative manner. In
view of the fact that the States do not feel that their reserves are in
excess of their future liabilities, the Board is very reluctant to endorse
any proposal for the reduction of contribution rates at this time.
However if the Congress believes it desirable to take some action
toward reducing contribution rates, the Board believes that the
approach in section 610 of H. R. 6635 is less dangerous than a flat
reduction in the present 3-percent rate. Briefly, section 610 provides that a State may reduce the contribution rates below an
average of 2.7 percent, and the employers in that State would still
be able to claim 2.7 percent offset against the Federal tax, provided
such a State maintained the reserve and observed the munimumbenefit standards set forth in section 610. States which did not
meet these conditions would be required to levy contributions at an
average rate of 2.7 percent so that they could finance benefits approximating in some degree the minimum standards set forth in section
610. The Board does not wish to be understood as considering the
benefit standards contained in section 610 to be adequate.
Senator LA FOLLETTE. What comment, if any, have you to make,
Dr. Altmeyer, on the apprehension with the States that have a benefit
rating provision, in regard to 610?
Mr. ALTMEYER. I think you have to look at what you are attempting to accomplish under unemployment compensation. In my judgment the benefits that are being paid now are utterly inadequate to
meet any sizeable portion of the problem of unemployment. Certainly until we know that 2.7 percent is too much-I do not think it is
too much-we should .not permit the operation of an individual
employer experience rating system, such as Wisconsin has, to result in
an average over-all yield of less than 2.7 percent. Wisconsin ought to,
if it believes that 2.7 percent will result in the building up of an excessive State reserve, liberalize its law, because Wisconsin is one of
the most illiberal of the States today. It is among, I would say, the
lowest 10 percent or 20 percent of the States, so far as adequacy of
the benefit schedule is concerned.
As I look at this new requirement that an average of 2.7 percent
be maintained, it would operate this way, that if a State could pay
these minimum-benefit standards provided in the McCormack pro.
posal, they could reduce below the average of 2.7 percent, but if they
could not meet those minimum-benefit standards then they would
1scss3-so----s
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be required to maintain the 2.7 percent, so that they would have funds
to pay benefits approximating in some degree those minimum benefits
set forth in the McCormack proposal. As I said a minute ago, the
Board does not want to be interpreted as believing that those minimum
benefit standards are adequate.
Senator LA FOLLETTE. As I understood your statement, you said

you were reluctant, in view of the short time of experience which
you have, or which we have had under this title, to state what your
position is. Is it to be inferred from that that you would prefer to
leave the law as it stands now rather than to go into this question of
changing these provisions?
Mr. ALTMEYER. Yes, sir; except that we would recommend, as an
additional requirement in the law, which is not in the present law,
that no individual employer experience rating system shall operate
so as to yield less than 2.7 percent. The effect of that would be that
employers could have variations in their rate depending upon their
employment experience, but employers with bad employment experience, would have to pay more than 2,7 percent in order to offset
the reduction in rates granted to employers with favorable employment
experience.
Senator LA FOLLETTE. If I understand you correctly, and in order
to get the Board's position on the record, it is this: rather than take
the provision which is contained in the so-called McCormack amendment the Board would prefer to see the law stand as it is with the
provision that we have just outlined?
Mr. ALTMEYER. Yes, sir.
UNEMPLOYMENT COMPENSATION COVERAGE

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

Under the present Federal law, before a grant to a State for unem]gloyment compensation administration may be certified, the Social
security Board must find that the State law includes provisions for
"such methods of administration (other than those relating to selec-

tion tenure of office, and compensation of personnel) as are found by
the board to be reasonably calculated to insure full payment of unemployment compensation when due." In another section, the Board is
required, in making such grants, to determine the amount "necessary
for proper administration" of the State law.
The Board believes that proper administration must necessarily
include adequate provision for the selection, tenure of office, and
compensation of personnel. Therefore it may be argued that a conflict- exists in the present Federal provisions. The Board believes
this should be resolved by repealing the parenthetical language quoted
above.
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In the opinion of the Board it is sound policy for the State uoemployment compensation agencies to have entire authority and responsibility for the selection, tenure of office, and compensation of individual employees.
Senator CONNALLY. Doctor, right there, don't you think instead of
merely striking out the parentheses if those are your views, that the
language in the present law should be elaborated somewhat?
Mr. ALTMEYER. Yes, sir. I am saying that in the next sentence.
Senator CONNALLY. You are?
Mr. ALTMEYER. Yes, sir.

But this authority and responsibility should be exercised in accordance with a systematic merit system for the establishment and maintenance of desirable personnel standards. The Board therefore recommends that for the parenthetical language already quoted, there be
substituted language requiring that methods of State administration
shall include procedures for the establishment and maintenance of
personnel standards on a merit basis.
Such merit systems shall include, as does the Federal civil service
law, prohibition against political solicitation and political activity,
since the salaries of State unemployment compensation personnel are
paid entirely out of Federal funds.
Senator CONNALLY. May I ask you, Doctor, has the Board ever
reconsidered its views, as to why the Federal Government should pay
all the administrative expenses?
Mr. ALTMEYER. Well, it is a somewhat anomalous situation where
the Federal Government pays 100 percent, but until we have the system operating longer we are not prepared to make a definite recommendation of an alternative.
Senator CONNALLY. Would it not be wise to require at least some
percentage of contribution by the States, say 20 or 25 percent, which
would be quite an inducement on the State to maintain an economical
system, even though it is a small contribution? As it is now it is easy
to spend other people's money when that results in the employment of
your friends.
Mr. ALTMEYER. Then the question would arise, Senator, as to

whether that proportion which the State would bear of the administrative expense could be paid out of this unemployment compensation trust fund which is to their credit here. If it could be paid you
would be put in the same situation as you are put now, unless you
required also that the legislature follow the same budgetary procedure
as regards that proportion as are followed in the case of their State
expenditures.
Senator CONNALLY. I commend that to your future consideration.
I think there might be some very good reform right in there.
The CHAIRMAN. Has the 10 percent been adequate to take care of

the administration?
Mr. ALTMEYER. Yes, sir. It has averaged a little over 8 percent.
The CHAIRMAN. Who gets the additional 2 percent?
Mr. ALTMEYER. The Federal Government gets it. Part of this

difference is used to pay the costs incurred by the Social Security
Board and the Treasury Department involved in the Federal administrative responsibilities due to unemployinont insurance.
Senator LODGE. As to my request in regard to the table that Dr.
Altmeyer has agreed to prepare, I wonder if he could also include thi.
estimate of people over 65 who are single.
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Mr. ALTMEYER. Yes, sir.

Forty State unemployment compensation agencies already operate
under a general State civil-servicelaw or in accordance with a merit
system established for or by the agency itself. The effect of this
suggested amendment would simply be to make personnel practices
already put into operation by a large majority of States more general.
The Board believes that requiring the State agencies to establish
a merit system would place Federal-State relations on a more stable
and automatic basis. In actual experience the result of establishing
an adequate State personnel system has been to eliminate the necessity for detailed Federal scrutiny of operation, and the possibility of
misunderstanding and conflict in Federal-State relations. The suggested requirement thus constitutes not an encroachment of Federal
authority in State operations, but rather a protection to the States
against undue interference with their administrative functioning.
The establishment of a merit system also protects taxpayers and
beneficiaries within the State, inasmuch as it materially reduces the
hazard that administration will become so unsatisfactory that the
State law can no longer be certified by the Board as meeting the
administrative standards of the Federal act. Such inability to certify
means that employers in a State would be required to pay to the Federal Government 100 percent instead of 10 percent of the Federal tax,
in addition to paying their full tax under the State unemployment
compensation law, Up to the present the Board has not found it
necessary to withhold certification in the case of unemployment compensation, although it had been necessary to take' such action regarding public assistance grants, Effective safeguards should be set up,
in order to eliminate the possibility that the derelictions of their public
servants may bring such a penalty upon innocent citizens of a State.
PUBLIC ASSISTANCE

The Board recommends no fundamental change in Federal-State
relations as regards public assistance. It believes, however, that certain substantive and procedural changes can be made which will
greatly strengthen and improve the protection now afforded.
OLD-AGE ASSISTANCE AND AID TO THE BLIND

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

TO DEPENDENT CHILDREN

The Board has strongly recommended that grants-in-aid to the
States for aid to dependent children be placed on the 50 percent
matching basis already in effect for the other two assistance programs.
The Board's recommendation in this respect has been incorporated
in H. R. 6635. At the present time the Federal Government contributes only one-third of the payments made by the States to dependent children. As a result, fewer States are participating in this
program, and in many of the States that are participating the level
of assistance for dependent children is lower than that for the aged
and the blind. The number of old people now being aided through
Federal grants is three times as large as the number of dependent
children. But the actual number of dependent children in need of
assistance and eligible under Federal and State standards is probably
fully as large as the number of needy aged now receiving assistance.
The Board has also recommended that the age limit for dependent
children should be raised in the Federal law from 16 to 18 years
when the child is regularly attending school. This would recognize
the present desirable tendency for children to finish high school before
seeking permanent employment. This recommendation has been
embodied in H. R. 6635.

The CHAIRMAN. Tomorrow morning when you take the stand
the committee will have some questions that will be propounded to
you with reference to this H. R. 6635, in regard to matching it to $15
and matching it to $20, the Federal Government and the State, and
you wiU also discuss the recommendations of the Byrnes committee
with reference to the Federal assistance to the States, and the various
proposals that were offered there in the House.
Senator GERRY. I would like to ask the Doctor what the definition
of the Board is in regard to dependent children.
Mr. AL'rMEYER. There is a definition in the law on that.
Senator GERRY. In the original Social Security Act?
Mr. ALTMEYER. Yes sir.
Senator GEORGE. The House made no change whatever, Doctor,
with respect to the 50-50 matching in the case of old-age assistance?
Mr. ALTMEYER. No sir
Senator GEORGE. It just raised the maximum of the Federal
Government contribution?
Mr. ALTMEYER. Yes, sir. The definition as to the dependent child
ison page 52. It reads:
The term "dependent child" means a needy child under the age of 16 or under
the age of 18 if found by the State agency to be regularly attending school, who has
been deprived of parental support or care by reason of the death, continued absence from the home physical or mental incapacity of a parent, and who Is living
with his father, mother, grandfather, grandmother, brother, sister, stepfather,
stepmother, stepbrother, stepsister uncle or aunt, in a place of residence maintained by one or more of such relatives as his or their own home.
Senator GEORGE. What page is that?
Mr. ALTMEYER. Page 52, section 403.
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The CHAIRMAN. I wish, Doctor, if you can, you would give us an
estimate of the Byrnes committee report as to Federal assistance to
States up to 66% on their individual say so, in the needy States. If
you put it at $20 what would be the additional cost? Give us an estimate on that.
Mr. ALTMEYER. Do you mean the Byrnes proposal of a variable
grant running from 50 to 66% percent?
The CHAIRMAN. Yes.
Mr. ALTMEYER. And a standard put in the law that the average
must be $20 instead of $15?
The CHAIRMAN. Yes; for the consideration of the committee.
Mr. ALTMEYER. Yes.
Senator BYRNES. The alternative, what it costs as it is written in

the bill reported by our committee and what it would cost if the same
formula was applied to the $20 contribution provided by the House.
Mr. ALTMEYER. Yes. You also have a minimum standard there
of $15. Do you want that figured out?
Senator BYRNEs. Figured on the $15 minimum and on the $20
minimum.

Mr. ALTMEYER. All right.
Senator CONNALLY. You mean figured on the $15 minimum on
your formula?
Senator BYRNES. Yes.
Senator CONNALLY. And the $20 as carried in the bill?
The CHAIRMAN. Yes; $20 on his formula, too.
Mr. ALTMEYER. Yes; figured on $15 as now contained in the Byrnes
proposal, and then tinder the Byrnes proposal with $20 instead o7$15.
Senator CONNALLY. Yes, sir.
The CHAIRMAN. That is right.
Mr. ALTMEYER. That $20 would be an average. It is not the same
as the $20 in the present House bill.
The CHAIRMAN. It is on an average basis?
Mr. ALTMEYER, Yes.
At present the maximum amounts which may be taken into consideration in making Federal grants are $18 for the first child and $12
for each additional child in the family. The Board recommends that
these maximum limitations be liberalized, since in most cases the
mother must also be supported.
VARIABLE GRANTS

Federal grants-in-aid tinder the three public-assistance provisions
of the Social Security Act will total approximately a quarter of a
billion dollars during the current fiscal year. These grants are made
to all States on a uniform percentage basis, regardless of the varying
capacity among the States to bear their portion of this cost. The
result has been wide difference between the States, both in number of
persons aided and average payments to individuals. Thus in the
case of old-age assistance the number of persons being aided varies
from 54 percent of the population over 65 years of age in the State
with the 1iidhest proportion to 7 percent in that with the lowest proportion. Similarly State averages for payments to needy old people
range from about $32 per month to $6. While those variations may
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be explained in part on other grounds, there is no question that they
are due in very large measure to the irarying economic capacities of
the States.
The Board believes that it is essential to change the present system
of uniform percentaaegrants to a system whereby the percentage of
the total cost in each State met through a Federal grant would vary
in accordance with the relative economic capacity of the State.
There should, however, be a minimum and maximum limitation to the
percentage of the total cost in a State which will be met through
Federal grants. The present system of uniform percentage grants
results at best in an unnecessarily large amount of money flowing
in and out of the Federal Treasuir, and at worst in increasing the
inequalities which now exist in the relative economic capacities of
the States.
As regards the principle of variable grants, the Board wishes to
make it clear that it is not recommending any plan that will result in
an increase in the total amount of Federal funds available for matching State expenditures. Neither is the Board suggesting any change
in the Federal matching ratio which would increase the Federal
matching ratio for the first $15, $20, or $25 of expenditures per case
(with a lower ratio of Federal matching for expenditures above such
specified amount) or which would provide a flat minimum Federal
grant per person. The Board believes that if the principle of variable
grants is adopted the variations in matching ratio should be related
to the varied economic capacities of the States as established by an
objective standard such as per capita income. The Board further
believes that the variations in the ratio matched by the Federal Government should average 50 percent. This would necessarily mean
that in some States the Federal Government would match at a lower
ratio than the present 50 percent and in some States at a higher ratio
than the present 50 percent.
STATE PERSONNEL

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

Finally, may I observe that in discussing bill H. R. 6635 and the
Board's recommendations I trust that I have not given the impression
the Board is questioning the judgment of the Ways and Means Committee or the House of Representatives because some of the original
recommendations made by the Board were not incorporated in this
bill. The Board fully appreciates that it is the function of legislators
to weigh the recommendations of technicians and reject such recom-
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mendations as appear to them to be untimely, impracticable or
undesirable.
The House Ways and Means Committee, as you know, devoted
more than 4 months to the consideration of the proposals contained
in this bill. During that time the entire membership of the committee,
both majority and minority members, gave the most careful consideration to the data and the views presented by the Board, as it did to
all the other testimony presented. Bill H. 1 6635 as finally drafted
represents a reconciliation of many originally differing views. In the
opinion of the Board it constitutes a tremendous stop forward in
providing security to the people of this country.
The CHAIRMAN. Doctor we will appreciate it if you will be here
in the morning and be ready to answer any questions that members of
the committee might ask you. The committee will recess until
tomorrow morning at 10 o'clock.
(Whereupon at the hour of 12 m. the committee recessed until
10 a. m. of the following day, Tuesday, June 13, 1939.)
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TUESDAY,

UNR 18, 1989
UNITED STATES SENATE,
COMMITTEE ON FINANCE

Washington, b. 0.

The committee met, pursuant to recess, at 10 a. m., in room 312,
Senate Office Building, Senator Pat Harrison (chairman) presiding.
The CHAIRMAN. The committee will come to order. Mr. Herert
Pillen.
STATEMENT OF HERBERT PILLEN, WASHINGTON, D. C., REPRESENTING THE SHOPPING NEWS MANAGERS CLUB

The CHAIRMAN. Mr. Pillen, you represent the Shopping News
Managers Club?
Mr. PILLEN. Yes, sir.
The CHAIRMAN. You may proceed.
Mr. PILLEN. Mr. Chairman, and gentlemen of the committee.
Until recently I had the pleasure of being associated here with
Senator Bulkley. I am now associated with him in the practice of
law. Since he is in New York, I have the privilege and pleasure of
coming here to meet with you on this subject.
This is a proposal to amend titles VIII and IX of the Social Security Act in order to exempt those carrier boys of advertising papers
who work after school hours. They are primarily students but under
the law, the employers pay the tax on their wages while the boys,
so far as unemployment compensation is concerned, can receive no
benefits. In this connection we represent the 18 merchant-owned
shopping news located in Boston, Buffalo, Chicago, Cincinnati,
Cleveland, Dayton, Detroit, Grand Rapids, Houston, Long Beach,
Los Angeles, Milwaukee, San Francisco, Seattle, Springfield, Mass.,
Washin ton, and Youngstown.
The CHAIRMAN. This is not in the bill, it is in the act, as I understand it?
Mr. PILLEN. The bill does not go as far as we hoped it would.
Chairman Doughton referred to the additional exemptions provided
by H. R. 6035.
The CHAIRMAN. Is there any change made in the House bill from
the present law, with reference to ti.is?
Mr. PILLEN. It provides an exemption for college students, but it
does not cover these grammar-schoolboys or high-school boys who are
employed part time in the afternoon.
Chairman Doughton, on page 18 of his report, said that they provided certain exemptions onpart time, intermittent employment
where the total earnings are only nominal and where the benefits are
inconsequential and a nuisance. We believe, so far as title VIII is
concerned, we should come within those terms.
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So far as title IX is concerned, we believe it is entirely an over-

sight that these charges are made, since no benefits at all can be paid
to these boys. This request is not inade with the idea that we are
not sympathetic with the law, we are entirely sympathetic with it so
far as full-time employees are concerned, but this has reference only
to those boys who work during the afternoons.
Senator VANDENBER.O How large a group is it that is involved?
Mr. PLLEN. What is that?
Senator VANDENnEG. How large a group is it that is involved?
Mr. PILLEN. About 10,000 boys throughout the country. They
paid yi average of $2 a week, 52 weeks a year, or $1,040,000
salary during the year.
Senator VANDENnERO. Are they any different from the newsboy
who works for the regular newspaper?
Mr. PILLE.N. I believe the newsboys are exempted because of the
fact that they become little merchants under certain interpretations.
They buy the papers from the newspaper office and then sell them
and thus become their own employers, and thereby avoid the tax.
I represent here these advertising newspapers. For instance, in
your State of Michigan there is one at Detroit and one at Grand
Rapids.
Senator VANDENBERG. I know about them.
Mr. PILLEN. They, of course, are controlled by the merchants who
advertise in them. These merchants own the stock in them, and
employ a manager. The manager has a very small office staff, but
lie does employ 400 or 500 carriers. Now lie pays more for his carriers
than lie does for his office staff, and he pays a tax on all salaries, and as
the result he accumulates three or four times as much as he can ever
hope that his particular field of employment will recover.
So far as these boys themselves are concerned, they can never get
unemployment benefits, because under the laws of the various States,
the primary requisite to secure benefits, is that the person be "available for employment" and a schoolboy who goes to school all day is
not available for employment.
The Ohio law contains that provision. For instance, it says "No
individual shall be entitled to any benefits unless lie or she is capable
of and available for work."
The District of Columbia law, which was written by the Congress
here, says, in section 10 (a) (4), that one of the first requisites is that
he is available for work, that lie has registered and inquired for work.
Of course, the school boy would not be available for work.
I discussed this fact with the District Unemployment Compensation
office and was told that there is an additional reason why these
carrier-boys cannot be beneficiaries, and that is they cannot be totally
unemployed because most of their time is consumed in going to school,
and they cannot, therefore, receive benefits.
Now, the employers do pay the tax. Some of the States have
recognized the fact that since these boys cannot get any benefits out
of it, the employer ought not to be taxed. Those States are Ohio,
Illinois, Michigan, New Jersey, Oregon, Rhode Island, Wisconsin,
and New York.
The Ohio statute states:
Employment as a short-time worker of a minor, whose principal occupation is a
student actually attending public or private school, shall not be deemed an
employment within the scope of this act.
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New York has a similar provision, and Wisconsin has that provision. In fact, these States recognize the fact that since the boys
cannot get the benefits they ought not to be taxed for it, but under the
Federall aw, even though the State does not collect the tax, the Federal
Government takes the full amount of the tax, because the law says if
you pay a State tax you are entitled up to a 90 percent drawback, but
when you do not pay a State tax for unemployment, you pay 100
percent of the tax to the Federal Government, rhe Federal Government, in effect, says:
While it is true you boys cannot get the benefits, and it is true your State
recognizes it is unjust to take the tax from your employers because you cannot get
the benefits, yet the Federal Government will take the money and not give any
benefits for ii .

I shall not. take the time of the Committee to quote the various
State laws proving this point, but with your permission will include
these quotations in the brief which I shall file herewith.
Senator GERnY. Don't you construe that as a coercive force on the
States by the Federal Government to make them do this?
Mr. PILLEN. It was intended to include, of course, as many as
possible of the people who may become unemployed, but, as I understand the background of the law, it was to stabilize employment
throughout the country. The tax was to "coerce" employers to so
operate as to eliminate the valleys in employment levels, wherein the
unemployed become a public problem and great relief burden,
Now the amount of employment of these boys has no relation to
the stability of employment elsewhere. We cannot employ anyone
but schoolboys, because anyone seeking regular employment is not
interested in 2 or 3 or 4 hours a week in which le gets an average of
from 60 cents to $1.10 an afternoon, or $2.10 a week.
Senator VANDENJIEIIO. Your boys are comparable to regular newspaper carriers, the only difference is that your boys cannot use the
escape clause which the regular carriers use?
Mr. PILLEN. That is right, exactly This is a vital part of their
overhead. For instance, in Senator L Follette's State, I went over
the figures with Mr. Barnett there, lie pays about $29,000 for officeforce salaries, about $79,000 for his carrier boys, in a dollar or two
dollars apiece over the course of the year, and he pays 3 percent to
the Federal Government on both. The State of Wisconsin says, "No
one will get any benefit from the larger payment so we will not take
your money for it," but the Federal Government does take the full
amount.
In connection with title VIII it is, of course, possible that these
boys may receive some benefit 45 or 50 years later. The average age
is 16, so it will take 49 years until they could get this old-age insurance.
Senator BROWN. You are paying fo± old-age-insurance benefits?
Mr. PILLEN. Under the old-age-insurance provision, we have to
collect a penny from the schoolboy and contribute a penny ourselves,
1 percent of everything, even of a dollar or less.
In this connection it might be well to say that the Wages and Hours
Division has exempted these boys, all newsboys. I have here the
release of the Labor Department which I hope may be made a part of
the record, showing that the Wages and Hours Division recognizes
this fact.
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(The release referred to is as follows:)
UNITED STATES DEPARTMENT OF LABOR, CHILDREN'S

BUREAU

WASHINGTON

[Immediate release Wednesday p. m. papers, April 12, 19309]
APPLICATION OF THE CHILD LABOR PROVISIONS OF THE FAIR LABOR STANDARDS
ACT TO CHILDREN ENGAGED IN THE DISTRIBUTION AND DELIVERY OF NEWSPAPERS

With the approval of the Solicitor of the United States Department of Labor,
the Chief of the Children's Bureau announced today [Wednesday) that in ad-

ministering the child-labor provisions of the Fair Labor Standards Act in relation
to the work of minors under the age of 16 years in the distribution of newspapers,
she would proceed on the basis that producers and manufacturers of newspapers

and dealers In newspapers who ship newspapers or deliver newspapers for Shipment in interstate commerce are subject to the child-labor provisions of the act if
the work of minors under the age of 16 years engaged in the distribution of such
newspapers requires them to come in or about the establishment in which the newspapers were produced.
Mr. PILLEN. We also looked into the possibility that there may be

survivor benefits, under the old-age-insurance sections, which should
not be taken away.
We checked the boys and found less than 4 percent of them combined this work with other employment. The shopping news organiztions ask that the carriers be not otherwise employed, so that they
will be available to deliver the Shopping News, with any other special
advertising matter which the various merchants in the organization
desire to distribute. They are encouraged not to accept outside employment, and so less than 4 percent of the boys combine this work
with other outside employment.
I have here a chart which gives certain data in regard to the various
shopping news which I hope will be made a part of the record, which
shows exactly Low many boys combine this work with other employment. About 7 percent say they help their parents; and, of course,
under the act, it seems almost impossible that they could get any
material amount for survivor benefits; because certainly the youngsters
are not likely to have wives or children surviving them, since they
are all 16 or 17 years old, some of them as young as 14. This chart
will show that the boys earn on an average of $2.10 a week, or $27.20
quarterly; their average age 16; and average period of employment
21 months. This information was gathered together just a fei days
ago from the various shopping news organizations involved.
(The chart referred to is on facing page.)
Senator BROWN. Mr. Chairman?
The CHAIRMAN. Senator Brown,
Senator BROWN. Might I ask a question of the chairman?
The CHAIRMAN. Yes.
Senator BROWN. It seems to me the witness makes a pretty good
case. What is the attitude of the Board on that question?
Mr. ALTMEYER. We think it would be unfortunate to exclude these
Shopping News organizations. They are in competition with newspa pers.
Senator BROWN. All I want to know is whether you oppose it or
not.

L
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Mr. ALTMEYER, That is one thing. The other thing is if the wages
of these children are exempted from the tax it creates an incentive to
employ child labor instead of adults.
Mr. PILLEN. If it were possible to employ grown people for this
work we would do it, but obviously no man who is seeking regular
employment is going to take work 2 hours a week or 4 hours a week if
it would interfere with his seeking regular employment, and it is
necessary that we have persons who are able to deliver the papers on
the days that they come out.
Senator BYRNES. What percentage of the employees engaged in
tiuis work are adults?
Mr. PILLEN. I cannot tell you exactly. Of course, the adults in
the plant are employed full time and would not be exempted in the
amendment we suggest. There are no carrier boys employed, that I
can find on this report from the Shopping News managers who are beyond 19. The youngest is 14 in every instance except Houston, Tex.,
and Youngstown, Ohio. The oldest boy is 19. (See exhibit A.)
The average age is 16. They are all schoolboys.
The CHAIRMAN. You say there are five States that, by law, are not
charging this tax?
Mr. PILLEN. More than five, Senator, and more States are being
added to that number all the time, New York just the other day.
The CHAIRMAN. I understood you to say something about the
Federal Government collecting this 3-percent tax.
Mr. PILLEN. Now, we are talking about unemployment?
The CITAIJMAN. We are talking about unemployment.
Mr. PILLEN. That is true.
The CHAIRMAN. But the States do not get the 90-percent benefits?
Mr. FILLEN. That is correct.
The CHAIRMAN. Is that right, Doctor?
Mr. ALTMEYER. That is right. I mean, in those States they do not
tax. They have a perfect right to tax if they want to, however.
Many States do.
Senator CONNALLY. And if they did tax they would get the benefits.
Senator GE.nY. That is the idea of the statute.
Senator CONNALLY. They are supposed to level it out.
Mr. PILLEN. I think, Senator, the boys would never get the benefit.
The State would get the money, but the boys for whom it is collected
would never get the benefit.
The CHAIRMAN. Go ahead, Mr. Pillen.
Mr. PILLEN. To show you the bookkeeping difficulties of the situation, these 18 publications employed, at the time this chart was made
9,576 carriers who re'-ivo, an average wage of 86.7 cents per issue.
w, you can see no grown person is going to accept that as regular
employment. Any time he got any other employment he would take it.
Senator DAVIS. Is the business profitable enough so that they can
use adults exclusively in this work?
Mr. PILLEN. No, because adults will not report regularly. It is
only 2 or 3 hours a week after school that the papers are delivered.
They will not promise to be there every Tuesday or Friday, or every
Tuesday and Friday in some cases.
Senator DAvIs. .s not the promise of an adult equal to that of a
young child?
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Mr. PILLEN. We cannot say to him, "You cannot accept any other
employment on any afternoon because we may need you."
Senator DAVIS. What I would like to know is: Is the business profitable enough to employ adults?
Mr. PILLEN. No, it is not. To be certain that adult carriers would
be available when needed a wage all out of proportion to the hours
employed would be necessary. These merchants who own these
papers feel that there is a great pressure on them by what amounts
to a 5-percent tax, 3-percent unemployment, the I cent for employer's
contribution, and, of course, where it is less than a dollar they do not
take the penny away from the newsboy, they pay that for him, so
actually they pay 5 cents for each boy who works for them for each
dollar or less.
Senator VANDENBE;RO. As a practical proposition you cannot have
men for carriers of shopping news any more than you can have men as
newsboys for regular newspapers.
Mr. PILLEN. That is correct.
Senator VANDENBERG. It is simply out of the question.
Mr. PILLEN. Yes. Now, I started to say there are 9,576 of these
carriers. We find, by actual study, that 93.6 percent of them have
to be replaced some time during the year. Because of illness, or for
some other reason they do not show up. In other words, when these
carriers are replaced, either temporarily or otherwise they have got
to get someone else. During the year it was shown that tiey needed
to employ substitutes 18,546 times.
Now, it is not practical to get alternates in these various districts,
because if 93.6 percent of the boys who are promised regular employment do not show up during the year at some time or other, it is
obvious that more than 93.6 percent of the alternates, who have no
particular reason to be available, would not be available when they
are needed.
Senator CONNALLY. Right there, the reason for that is that you are
giving them such short employment, just this little employment of
once a week, it is not attractive to them, and if they find anything at
all they do not show up, is that it?
Mr. PILLEN. That is true. We cannot give them any more employment.
Senator CONNALLY. Of course you cannot. This is a cooperative
concern?
Mr. PILLEN. That is right, Senator.
Senator CONNALLY. It is run in order to keep them from paying
the high advertising rates that they pay in the newspaper?
Mr. PILLEN, I would not say that, Senator. It is operated chiefly
on the demand of housewives who want, in a concise form, all the
sales that are going on in a specific day.
Senator CONNALLY. I know I get them, I step on them at my door
once in a while, but I have not made any demand for them.
Mr. PILLEN. I cannot state very well in your case that Mrs.
Connally would be interested, but 17 do believe most of the Senators'
wives, the Senators who have their wives here, find them of interest.
The CHAmMAN. The newspaper would be for this proposition,
would it not?
Mr. PILLSN. The newspapers I think would be entirely favorable
to the amendment we propose, because in those cases where the news-
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apers actually own the routes instead of the boy owning it, they would
e exempt. We do not try to make this class legislation at all.
I would like to have you understand, too, that when you employ
one boy for one delivery, you have to get a social-security number
and have a couple of weeks' correspondence with the State board,
or tell them why you haven't a number for them, until ou finally
get your number, and then you may never employ the toy again.
You pay him 75 cents and the Government 5 cents.
Now, the college students are exempt, even though they go to
institutions that are not exempt from the income tax and other taxes,
if they work for the college and earn up to $45 a quarter. We feel if
college students should be exempt in earning this small amount that
high-school boys ought to have that same opportunity to earn it
without the impediment and nuisance of tax collection.
I do not have the numbers of the pages of the bill as it passed the
House, but the amendment we propose, and we give it in the alternative to the bill as reported in the House, would be as follows:
Add a new section in three places:
Page 40, line 23; page 62, line 23; page 90, line 1, adding a new
section (14) saying:
Service performed by a short-time worker 18 years of age or under, whose
principal occupation Isa student actually attending a regular daytime public or
private school, provided such service is not of a hazardous nature, is not in or
about the plant or factory, and is of no more than 8 hours on any schoolday or
more than 15 hours in any one weekwould be exempt from the unemployment and old-age tax provisions:
Or, in the alternative(14) Service performed by a short-time worker 18 years of ae or
under, whose principal occupation is a student actually attending a
regular day-time public or private school, provided such service is not
of a hazardous nature, is not in or about the plant or factory, and the
income from which is not more than $45 per quarter.
We have offered it in the alternative rather than by including both
provisions in the one amendment, for fear that if you made a salary
imitation and an hourly limitation you might have certain persons
who would work the maximum hours but try to drive down the wages,
to get under the limitation. So we tried to do one or the other.
Either one of them would be satisfactory. We would prefer the $45
minimum, because then there could be no chance that Shirley Temple
or anyone else who makes a lot of money an hour would try to work
out is schedule so he would go to school regularly and still earn his
salary.
The Shopping News have always paid good wages. They have to.
For instance, here in Washington the carriers work about an hour and
50 minutes each delivery. This check-up with the publications shows
that the boys earn 75 cents for that hour and 50 minutes, or 40 cents
an hour. So there is no possibility of conflict with the minimum-wage
law.
These employers pay reasonable rates in order to get and keep
courteous and dependable delivery boys.
Before I close I would like to submit for the record a chart of
carrier employment experience of the 18 publications composing the
Shppin News Managers' Club, Inc.
The CHAIRMAN. Without objection that may be included in the
record.
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(The chart referred to is as follows:)
EXHIBIT B.-Carrier employmenl experience of the 18 publications composing
Shopping News Managers' Club, Inc.
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1Average wage per delivery.

(Mr. Pillen submitted the following brief and communication:)
BRIIEF OF HERBERT PILLEN I REPzSBENTING THE$SHOPPING NEWS MANAGERS
CLUB
A proposal to amend the Social Security Act to exempt from title VIII and
title IX persons 18 years of age or younger who attend school as their primary

occupation but who are in part-time or intermittent employment.
In referring to certain additional exemptions provided by H. R. 6635 Chairman
Doughton, for the Committee on Ways and Means, states (H. Rept. No. 728,
76th Cong., p. 18):
"The intent of the amendment Is to exclude those persons and those organizations inwhich the employment is part-time or intermittent and the total amount
of earnings is only nominal, and the payment of the tax is inconsequential and a
nuisance. The benefit rights built up are also inconsequential * * . This
amendment, therefore, should simplify the administration for the worker, the
employer, and the Government."
This appeal for exemption of the boys who deliver Shopping News, once or
twice a week, requiring less than 3 hours on the days employed, is entirely In line
with the reasons for the exemptions to which the committee report refers.
This request is not to be construed as rising from lack of sympathy for the
fundamental principles of the law. Each publisher heartily subscribes to these
principles and complies willingly insofar as it applies to employees working full
time and earning wages or salaries in an amount which makes it worth while.
We also are complying with the law at present in the collection of pennies from our
school boys. But we hope your body will see the inequalities which exist in this
case.
So far as the 3-percent tax which Is imposed under title IX for unemploymentcompensation purposes Is concerned we can find no one who Justifies this tax,
since it is obvious that the boys in whose behalf it is paid cannot be beneficiaries.
Since these workers are primarily students they cannot be totally unemployed
'On behalf of the 18merehnt.owned Shop ing
News located InBoston, Buffolo, ChIc Io, Ohlcinnat,
Clovebrid, Dayton, Detroit Orand JRapids, Houston, Long Beach,
Los Angeles, Milwaukee, San Fran.
eiate, Seattle, Springfied, Mass.,
Washington, and Youngstown,
160883-1D--4
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within the meaning of the State laws, and therefore when they lose their delivery
jobs, or get out of this part-time employment, they cannot obtain unemployment
benefits. In other words, their employers pay a tax on their wages for which no
benefits can go to the employee, or to anyone. A full-time student incidentally
doing part-time work cannot become "unemployed" by losing that part-time work,
because he cannot become "available for work" and retain his primary student
status.
For instance, the Ohio law provides: "No individual shall be entitled to any
benefits unless he or she is capableof and available for work."
The Wisconsin law reads: 'Eligibility for benefits. (1) Availability for work.
No employee shall be deemed eligible for total or partial unemployment benefits
for any week, i such employee was with due notice called on by his employer
or by the employment office to report for work actually available within such

week and was physically unable to work or unavailable for such work."
This "availability for work" requirement Is contained In all the State laws

providing unemployment insurance benefits. And of course it is a logical and
necessary requirement.
Now, obviously, a fulltme school boy or girl cannot be available for work within
the meaning of these laws. The District of Columbia Unemployment Compensa-

tion Commission so holds as do all the others.

Under the District ofaolumbia Unemployment Compensation Act, there are

two provisions either one of which is sufficient to prevent payment of benefits to
carrier boys as unemployed, If they are full-time students: Section 10 (a) (4)
they be available for work, and section 10 (a) (5) requires that they
requires
be totallythat
unemployed.
In Wisconsin, for Instance, the unemployment compensation department of the

industrial commission furnishes a form letter to employers of school boys and girls,
which reads:
employee:
"To --------------------------"Since you are a student, working outside of school hours for not more than 4
hours on any full school day, you are not entitled to benefits for partial or total
unemployment from your employer tinder the Unemployment Compensation Act.
"At any time, however, that you are no longer a student (that is, if you worked
more than 4 hours on any day which was not a customary vacation day from your
school; or if you have stopped attending school regularly), let your employer know
immediately. In that case you would be entitled to benefits if you became unemploved.
IlDate ---------"Employer"
So it Is apparent that the part-time employment of school boys and girls can
result in no unemployment benefits to them.
But the tax applies just the same. Some States recognize the injustice of collecting special-purpose taxes where the benefits cannot follow, and specifically
exempt such employees from the tax. These States are: Ohio, Illinois, Michigan,
New Jersey, Oregon, Rhode Island, Wisconsin, and New York.
For instance, the Ohio law provides:
"(6a) Employment as a short-time worker of a minor, whose principal occupation is a student actually attending public or private school, shall not be deemed
an employment within the scope of this act."
The New York Statute reads:
"Employment as a part-time worker of a minor under the age of 21 years who
is actually in regular attendance during the daytime as a student in an institution
of learning."
In Wisconsin for several years the law provided no benefits to these student
employees but collected the taxes. However, an amendment has been added as
follows:
"The term 'employment,' except as a given employer elects otherwise with the
commission's approval, shall not include: * * * 4, Employment as a newsboy, selling or distributing newspapers or magazines on the street or from house
to house * * *,"
More States are likely to follow, but this does not help, since under the Federal
law full payment must be made to the Federal Government, if there Is no State
tax for unemployment insurance, by virtue of the fact that the tax must be paid
to the Federal Government, less 90 percent of what is paid to the State. If the
State collects no part of it, the entire amount is payable to the Federal Government.
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In other words, the Federal law in effect says that even though these part-time
employees can receive no benefits, and an Increasing number of States recognize
this fact and therefore exempt their employers froa the tax, we shall collect the
entire amount of the tax-but of course there won't be any benefits.
Nor is this 3 percent a small part of the overhead of these concerns: The Shopping News are owned and controlled by the merchants who advertise in them. A
manager operates the enterprise and has a modest office staff, but employes
about three or four hundred boys--i, 2, or 3 days a week for 2 or 3 hours In the
afternoon. The composition and printing is done usually by some local newspaper or printer, so that the total salaries for the permanent staff amount to
one-third or one-fourth of that paid to the carriers, and It is therefore difficult
to absorb and of course distasteful because the employer paying it realizes that
the employees on whose wages it is paid cannot hope to benefit from it,
In connection with title VIII I shall show why it is not possible to employ
other than school boys for this work, but so far as title IX is concerned, we are
convinced that the tax exists only because its injustice was not heretofore called
to the attention of the Congress, and we are confident that this inequality and
injustice will be eliminated at this time.
As to title VIII, the old-age-insurance provisions, it is true that some slight
benefit might go to these employees 47 or 48 years later, since they are under 18
years of age when employed, but it is our contention that this exemption is justified because the existing provision is a nuisance to the Government, and to the
employer, to keep the records during all these years, and the possible benefits are
too inconsequential to justify it.
At the outset let me say that it is necessary to employ school boys for this
work; since it is part-time several hours a week, it is not possible to secure persons
who are regular workers Interested in full-time employment. The boys do not
go near the plants, but the papers are delivered to their homes while they are in
school, and they start their deliveries from their own homes. The boys always
come from their own neighborhood and are representative of the neighborhood.
Some newsboys are exempt from the law at this time, because they buy their
papers and sell them to their own customers and are therefore considered little
merchants.
The Wage and Hours Division has exempted newsboys, provided they do not
go to the plant or factory, and in their definition of newsboy the boys delivering
shopping News are included.
The attached chart (exhibit A) shows that less than 4 percent of these boys
combine this work with other employment, so that there is little chance that the
amount paid would be helpful in building up an old-age insurance account of
value. About 7 percent help support their parents, though an additional 35
percent help support themselves, by buying books, enjoying hobbies, etc. The
average amount payable to these boys is $2.10 per week, or $27.50 quarterly.
Their average age is 16, and the average period of employment is 21 months.
This comes from information gathered within the past 2 weeks from the 18
merchant-owned Shopping News involved in this appeal.
The realities from the side of the bookkeeping difficulties ahead of the Internal
Revenue Department and the 18 Shopping News composing our association, Is
revealed by the following analysis of the statistical report that is attached
(exhibit B):
1. These 18 publications employ a total of 0,576 carriers.
2. These 0,576 carriers receive an average wage of 86.7 cents per Issue (some
Shopping News publish twice weekly rather than just once a week, and occasionally an additional circular may be distributed). Individual rates per delivery
range from 60 cents to $1.10.
3. The report shows that annually 93.6 percent of this total of 9,576 boys leave
the service and have to be replaced. This means 8,970 more individual entries
in the bookkeeping responsibilities of the Government and us. But that is not
all4. Carriers have to be replaced, not permanently, but for particular deliveries,
because of illness, authorized absence, etc. The substitutes employed have to be
paid for the occasional emergencies for which they are employed. The report
attached shows in columns 5 and 6 the extent of such emergency employment of
substitutes per week and per year. This shows that during the year, these 18
employers have to employ such substitutes 18,546 times. We must report for
each one of these substitutes even though he might only be employed for one
single delivery and after that have no further employment with us.
We are sure you will recognize the nuisance involved in securing a Social Security
card for a boy to fill the place of another boy who has suddenly taken Ill or other-
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wise cannot fulfill his undertaking. In this Instance it is usually the first employ.
ment of the boy under the act so that he does not have a number. In other fields,
where older persons are employed, there is considerable chance that the person
already has his number. Here a card must first be secured in nearly every instance, at considerable cost in time and expense to the prospective employer,
since he Is in a hurry to fill the emergency vacancy and must undertake securing
the number to be certain it is available.
In view of the excessive turn-over among these delivery boys, it is not practical
to arrange for alternates in each district. Undoubtedly more thin 93.6 percent
of such alternates would not be available when called upon, since so large a percentage of the regular carriers must be replaced annually.
Since college students who work around the college or other institution are
exempt up to $45 quarterly, we fee! the same exception should apply to the high.
school student who seeks part-time employment. Certainly these boys should be
encouraged In this effort-work of this kind is character building and in no sense
harmful.
To this end we suggest an amendment in the three pertinent places in the bill,
as follows:
Add a new section in three places: Page 40, line 23; page 62, line 23; page 90,
line 1:
(14) Service performed by a short-time worker 18 years of age or under, whose
principal occupation is a student actually attending a regular day-time public or
private school, provided such service is not of a hazardous nature, is not in or
about the plant or factory, and is of no more than 3 hours on any school day or
more than 15 hours in any one week.
Or
(14) Service performed by a short-time worker 18 years of age or under, whose
principal occupation is a student actually attending a regular day-time public
or private school, provided such service is not of a hazardous nature, Is not in or
about the plant or factory, and the income from which is not more than $45 per
quarter.
It is felt that either the time limitation or the wage limitation should be included, but that both limitations should not be included, since that may encourage
"chiselers" and those not In sympathy with the act to try to get the maximum
of hours with the minimum of wages. We prefer the latter.
The Shopping News have always paid good wages. They pay these boys about
40 cents an hour. They must pay such wages to get and keep courteous, dependable carriers.
MuNsEy BUILDING,
D. C., June 1, 1989.
7Wahington,
HARRISON,
Hon. PAT
Chairman, Senate Finance Committee,
United States Senate, Washington, D, C.
DEAR SENATOR HARRISON: At the committee meeting this morning, when I
appeared in behalf of an exemption for schoolboy carriers, some of the questions
indicated that the committee would be interested in knowing whether the various
Shopping News are published because the rates are lower than those for regular
newspaper advertising.
I have checked the rates on the newspapers in the District of Columbia, and
find that the rate for a page a week for a year, or 150,000 lines, In the Washington
Post is 14.44 cents per line; the Times-Herald is 15.9 cents per line, and the Star
is 17.9 cents per line. The News is 11 cents per line on a 175,000-line basis. The
cost for the Washington Shopping News, Including engraving, is 14.5 cents per
line for 122,300 lines, or, higher than the Post and News, and lower than the
Star and Times. I presume this Is representative of the Industry and I believe
is sufficient to show that these Shopping News were organized by thel merchant
owners because of the results achieved and the demand demonstrated. It is a
business proposition of proved value to the merchants involved, which merchants
do not discontinue advertising in the regular newspapers, but advertise in both.
The Shopping News is of value because it gives to the housewife shopping
news only. She finds all the Information she wants concentrated in one paper
without extraneous matter. And she gets It free.
Respectfully yours,
H ERrT PILLEN.

The CHAIRMAN. Thank you very much, Mr. Pillen,
Dr. Altmeyer, will you come forward, please?
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STATEMENT OF ARTHUR 3. ALTMEYER-Resumed
The CHAIRMAN. There will be a lot of questions, I imagine, that
will be propounded. Senator La Follette, you had some questions
that you desired to ask.
Senator LA FOLLETTE. Dr. Altmeyer, I would like to go through
some questions with you with the objective of bringing out, if possible,
some information on the effect of the arbitraries which have been
necessary.
Now could you tell me what qualifications a person who is 65 or over
before January 1 1940, must possess in order to be entitled to receive
the old-age beneAt, or the primary insurance benefits, whichever you
prefer to call it?
Mr. ALTmEYER. Yes, sir. You will find on page 13 of the report
of the House Ways and Means Committee the definitions of "fully
insured" and "currently insured" individuals. I might explain, first,
the reason why it is necessary to make a distinction between "fully
insured" and "currently insured." You will have young men in
only 2 or 3 years, perhaps, who die leaving a widow and orphans.
Now if you had the same definition of an insured individual to cover
these younger people who die in nddcareer, so to speak, as you have
for the person who retired at ago 65, it would be too stringent and
exclude the very people to whom you want to furnish protection.
Therefore we are suggesting a difference.
Take, Arst the "fully insured" definition on page 13. Because
of the fact that we are recommending that these monthly benefits
commence 2 years sooner, it is necessary to make a considerable
modification in the eligibility rquirements. Especially is that so
because you have men and women who have reached age 65 since
January 1, 1937, when this law went into effect. Those people,
after they have reached age 65, have not been able to build up any
benefit rights, because as the law is written now, when a person
reaches age 65, both ie contributions and the benefit rights cease,
and they receive a small lump sum. That is another reason why it
is necessary to liberalize the eligibility requirements for those retired
in the early years.
Senator LA FOLLETTE. Now taking this person at 65 or over before
January 1, 1940, what must have happened to him in order that he be
entitled to these primary insurance benefits?
Mr. ALTMEYER. He must have lad 2 years of coverage ("coverage"
is defined as earmngs of $200 or more in a given year) and earned a
total of $600 in wages.
Senator LA FOLLETTE. Would that mean that wages received by a
person when 65 or over before January 1, 1940, do not count?
Mr. ALTMEYER. The wages?
Senator LA FOLLETTE. Yes.
Mr. ALTMEYER. The wages after age 65 do not count, and that is
why it is necessary to be so liberal. You have the 3 calendar years
1937, 1938, and 1939, and it is hoped that by making it only 2 years
those persons who have had some employment experience during
those years and can establish that they are really suffering a wage loss
by retiring, will be covered.
So, as I say, for those who have become 65 years of age before
January 1, the qualifications are 2 years of coverage and a total of $600
of earnings.
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Senator LA FOLLETTE. From the covered employment?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTrE. Now it is a fact, is it not, as I understand
it and found under the experience, that there is a great deal more going
in and out of covered employment, going out and then back again,
than was anticipated?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. And who also must file an application?
Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. What are the qualifications required by a
person who attained the age of 65 in 1940?
Mr. ALTMEYER. Well, you will find in the table that a matt
attaining the age of 65, or a woman attaining the age of 65, in 1940,
would have to have 3 years of coverage and $800 of earning s. Then
if the person attained the age of 65 in 1941, it is 3 years of coverage
and $1,000, or $200 more of total earnings. In 1942, it is 4 years of
coverage and $1,200 of total earnings; in 1943, it is 4 years with
$1,400; in 1944, it is 5 yearns with $1,600 total earnings and in 1945,
it is 5 years with $1,800 total earnings. Thereafter it is one-half of
the years since 1936 plus 1 additional year and earnings of $2,000.
In other words, you have to move into your permanent eligibility
requirement gradually in order to make eligible in these early years
persons who have some degree of earning history to warrant paying
them a retirement benefit.
Senator LA FOLLETTE. Now, as I understand it, these changes in
requirements as between persons who were 65 before and those who

were 65 in 1940 take effect on January 1, 1940, do they not?
Mr. ALTMEYEI. Yes, sir.
Senator LA FOLLETTE. So that dinder this proposal the eligibility
requirements for a person who attained the age 65 on December 31,
1939, would differ from those applicable to a person attaining the
age 65 on January 1, 1940?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. Is this example correct: Employee A, who
attains age 65 on December 31, 1939, let us assume that lie received
$400 from wages in 1937 and $200 in 1938 and does no work of any
sort thereafter, what would he pay in taxes as provided in the Social
Security Act and in these amendments?
Mr. ALTMEYErI. You said $000 altogether?
Senator LA FOLLETTE. Yes.
Mr. ALTMEYEt. Iie would have paid only $6 in taxes, and his
employer paid $6.
Senator LA FOLLETTE. And if he had filed an application on January
1, 1940, he would be entitled to benefits, would he not?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. How much would his monthly benefit be?
Mr. ALTMEYER. $10, the minimum.
Senator LA FOLLETTE. And if lie had a wife over 65, who was not
entitled to a benefit in her own right, and a dependent child under 18,
what would the benefit with respect to his wages be?
Mr. ALTMEYER. It would be still pretty close to the minimum.
Senator LA FOLLETTE. $13.34, would it not?
Mr. ALTMEYER. $13.60.
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Senator LA FOLLETTE. Now, how much will be paid out on the

average to a mal aged 65 at $10 month on the expectancy of his life?
Mr. ALTMEYER. Well, the life expectancy is about 12 years.
Senator LA FOLLETTE. So that would be around $1,400?
Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. Now, take another example. Suppose a

man received $3,000 in wages in 1937, $3,000 in 1938, and works no
more after the end of 1938, how much would lie pay in insurance
taxes?
Mr. ALTMiEYE.
le would pay 1 percent. You say the total is
$6,000?
Senator LA FOLLETTE. Yes.

Mr. ALTMEYE . Ile would pay $60 and his employer would pay $60.
Senator LA FOLLETTE. If lie attaied 65 on January 1, 1940, would
lie then be entitled to benefits, if he filed an application?
Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. If lie attached that age on January 1, 1940,

lie would not be entitled to it, would lie?

Mr. ALTMEYEE. I did not remember when you said lie became 65.
Senator LA FOLLETTE. le attained the age of 65 on January 1,

1940. He would not be entitled to any benefits, would he?
Mr. ALTMEYEi. And lie was in only 2 years?
Senator LA FOLLETTE. That is right.
Mr. ALTMEYER. No.

Senator LA FOLLETTS. He would not be entitled to any, as I under-

stand it because of the fact lie attained the age of 65 in 1940. Ie
can be eligible only if there were 3 calendar years in which lie received
wages of at least $200.
Mr. ALTMEYER. That is right. If lie earned $200 after January 1,
1940, he could then become eligible.
Senator LA FOLLETTE. If lie had the good fortune to become 65
ears of age before the date in this example he would be entitled to
benefits, would lie not?
Mr. ALTMEYEI. That is right.
Senator LA FOLLETTE. Therefore, even though employee B re-

ceives 10 times as much wages aid pays 10 times as much in taxes
as employee A, employee B gets nothing while employee A can look
forward to receiving as much as $1,400, over 200 thnes as much as lie,

himself, paid in taxes; that is correct, is it not?
Mr. ALTMEYER. That is right.
Senator LA FOLLETTE. Employee B could still qualify, however, if

he had the good fortune to earn $200 in the third year?

Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. You would say the chances for employment
at 65 or over are rather slim, would you not?
Mr. ALTMEYEE. Not if the person has been working up to age 65.
Senator LA FOLLETTE. Now, if employee B received $200 in wages

from covered employment in 1940 lie would be eligible, would he not,
on January 1, 1941, if he applied for it?
He would be eligible immediately after lie earned
Mr. ALTMEYER.
the $200. If he earned it in the first month he would be eligible on
February 1.
Senator LA FOLLETTE. And his primary benefit would be $28.76,
would it not?
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Mr. ALTMEYER. I have not made the calculation. I imagine that is
what it would be.
Senator LA FOLLETTE. And if he had a wife aged 65 there would
have been a benefit of $14.38 more payable to her if she was not
entitled to more in her own right; that is correct, is it not?
Mr. ALTMEYER. Yes, sir.

Senator LA FOLLETFE. Now, even if there were no benefits payable

to a dependent child, the total benefit in respect of employee B's
wages would be $43.14 per month, would it not?
Mr. ALTMEYER. Yes, sir.

Senator LA FOLLiqTE. Now, if the wife of employee B survived him

after he became entitled to these benefits would she be entitled to
benefits thereafter?
Mr. ALTMEYEB. Yes.
Senator LA FOLLETrr. She would get three-fourths of her husband's primary insurance benefit, or $21.57 per month, is that right?
Mr. ALTMEYER. That is right.
Senator LA FOLLETTE. What is the value of a benefit of $43.14
payable for the combined lifetime of a husband aged 66 and wife
aged 65 with $28.76 payable during the after lifetime of the husband
if the wife should die first, or $21.57 during the after lifetime of the
wife if the husband should die first?
Mr. ALTMEYER. You mean the actuarial value?
Senator LA FOLLETrE. That is usually computed on the combined

annuity table at 3 percent, is it not?
Mr. ALTMEYER. Yes.
Senator LA FOLLET E. Which would make $5,677.
Mr. ALTMEYER. I would think that is correct.
Senator LA FOLLEnE. Now, the value of the $28.76 per month of
employee B at 66 on the same basis would be $3,322, would it not?
Mr. ALTMEYER. I would imagine so; yes.
Senator LA FOLLETSE. And the average payments would exceed
$4,000 during the lifetime?

Mr.

ALTMEYER. Yes.

Senator LA FOLLETTE. In other words, for an additional $200 in
wages after January 1, 1940, and $6 in taxes paid by him and $6
paid by his employer, employee B, under this example, could get a
benefit worth at least $3,322, and if he has a wife 65 years of age,
$5677.
Now, would it not obviously be to great advantage to get $200
more in wages, and would not there be an inducement created there
for a lot of subterfuge for persons to fall into the category of this
employee B that I have given in this example?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLIETTE. Do you see any way in which that could be
corrected?
Mr. ALTMEYER. No, sir. We will have to recognize, when we
start a social-insurance system, that we are going to have these
anomalies that you pointed out so well, and that we are going to
have benefits payable in the earlier years far out of proportion to
the contributions that have been made by the insured person himself.
If you will turn to page 14 of the Ways and Means Committee
report you will see the difference between the benefits payable under
this proposed revhion and the benefits that would be purchased from
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a private insurance company. Take, for instance, a man who had
been earning $50 a month, even after 20 years of coverage he could
only get a monthly annuity of $1.55, on a strictly insurance basis.
A man could draw, even under the present law, 72 times as much as he
has paid in, and under this proposed revision he could draw still
more in proportion to what he has paid in.
Senator LA FOLLETTE. Would there be anything to prevent a man
in the situation of employee B from organizing a company and
paying himself $200 end thus getting this tremendously increased
benefit?
Mr. ALTMEYER. We suggested putting in language to provide
penalties for collusion for the pairpose of obtaining the benefits.
That is on page 33 of the bill, section 208. We have some language
there, but there will be a considerable temptation for collusion.
Senator LA FOLLETTE. Now, there are other times when the requirements generally show that small differences in the case of
obtaining age 65 may produce very large differences in benefits; are
there not?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETE. I want to have incorporated at this point a
table, which I would like to have you correct if it is not correct.
You can see it later.
Mr. ALTMEYER. Yes, sir.
The CHAIRMAN. Without objection, it may be put into the record.
(The table referred to is as follows:)
A. The changes can be shown in tabular form as follows:

Attained age 05-

Number of
calendar
years in Minimum
,which at
aggregate
least $200 waes to
Date of
ho re.
must be
echange,nh
require,
received
oeved
1eant
in wage
covered
from
employcovered
ment
employ,
ment

Prior to Jan. 1, IM .............................................................
In1940......................................................... Jan. 1,190
In 1941.......................................................... Jon. 1 1941
In 1942........................................................... Jan.
1942
In 143 .......................................................... Jan 1,1943
In 1944........................................................... Jan, 1,1944
In 191 .........................................................
Jen, 1,1948
In 1940........................................................... Jan, 1,140
1 1047
In 1947.............................. ........................... Jan
In 1948.......................................................... Jan: 11948

2
3

a
4
4

8
6
6
7

WOM
800
1,000
1,200
1,400
1, 00
1,800
2 000
2000
2,000

Thereafter the $2,000 remains unchanged but the number of years
in which $200 or more of earnings is required rises by 1 year on
January 1, of 1950, 1952, 1954, 1956, 1958, 1960, 1962, and 1964, to
15 years.
Senator LA FOLLETTE. Now, as I understand it, these calculations
are on a calendar-year basis, are they not?
Mr. ATMEYER. Yes, sir.
Senator LA FOLLETTE. IS it true that no year counts toward
meeting the qualification requirement at less than $200 wages received
in it?
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Mr. ALTMEYER, That is right.
Senator LA FOLLETTE. I would like to bring out what may happen
on account of this slight difference in amount received by taking
two examples. Take employee C and employee D who attained the
age of 65 in the early part of 1938. Both earned $3,000 in wages in
1937 and employee C received $200 in 1938, before he attained age
65, but the prorata part of employee D's wages before 65 was only
$190.99. Now, suppose they both ceased work before January 1,
1940. As I understand it, employee C would be entitled to benefit
and employee D would not; is that correct, under the bill as it stands?
Mr. ALTMEYER. I do not know whether I got all of the conditions.
Senator LA FOLLETTE. There is a difference of 1 penny in the
amount of wages received in the calendar year. So because he got
1 cent less he would be out, but the fellow who got 1 cent more would
be in?
Mr. ALTMEYER. Except, of course in making the statement that
these earnings do not count, I should correct my statement to say
that they do count toward these total earnings that are mentioned
here.
Senator LA FOLLETTE. No; but assume that these two people, in one
of the years for which they must have wages under covered employment one of them got a cent less than $200, lie would be out of any
benefits, would lie not?
Mr. ALTMEYER. That is correct; however, by earning $200 in 1940,
or later, lie could qualify.
Senator LA FOLLETTE. And the person who got a penny more would
be in?
Mr. ALTMEYER. That is true. Under the present act if a man
earned $1,999.99 he would be out with no possibility of qualifying
later, and a fellow who earned $2,000 would be in.
Senator LA FOLLETTE. Now, employee B, in this example, would
have a primary insurance benefit of $24.37, would lie not?
Mr. ALTMNYR, I imagine so.

Senator LA FOLLETTE. So the difference of 1 penny in wages might
make a difference of many thousands of dollars in benefits?
Mr. ALTMEYER. Yes, sir; if the person suddenly quit working for
all time.
Senator LA FOLLETTE. Now, if an individual worked in December
of 1938 and January of 1939 and was paid $195 in wages in each month,
but worked in no other month in either year, would he have a year of

coverage under these amendments?
Mr. ALTMEYER. No, sir.
Senator LA FOLLETTE. Have you any estimate on how many employees will pay taxes under the Social Security Act, or these amendments,
who will fail to receive as much as $200 in a calendar year?
Mr. ALTMEYEE. Yes. About 15 or 20 percent.
Senator LA FOLLETTE. In 1937 there were 6,661,000 employees
according to the Social Security Bulletin, for March of 1939, and
arcording to table I on page 3. Records for about 1,500,000 employees
are not included in the tabulations, either because no report was
received or because certain other data were missing. That is correct,
is it not?
Mr. ALTMEYER. I imagine so.
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Senator LA FOLLETTE. And what proportion is that 6,600,000 persons of the total number included in the tabulation?
Mr. ALTMEYER. 22.1 percent.
Senator LA FOLLETTE. Now, what proportion of employees paying
taxes in 1937, in the age group 60-64, earned less than $200?
Mr. ALTMEYER. A small proportion.

Strangely enough, the older

workers eated higher wages on the average than the younger.
Senator LA FOLLETTE. According to table VI on page 8 of the same
bulletin there were 15.8 percent.
Mr. ALTMEYEn. That is right.
Senator LA FOLLETTE. What were the proportions in the higher
ages?
Mr. ALTMEYEn. You mean 65?
Senator LA FOLLETTE. Yes; above 60 to 64. From 65 to 69 there
were 29.9 percent.
Mr. ALTMEYER. They are not taxed, so we do not have any reliable
record of those.
Senator LA FOLLETTE. There were 29.9 percent, according to the
bulletin, who received wages which were creditable of less than $200,
and for ages 70 and over 53 5 percent of those reported had wages
of less than $200 during the year. Wages received by a person after
65 were not supposed to be reported, so these figures are not comparable with those for the younger years.
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. They do indicate, do they not, a very large
proportion of those at ages over 65, who received wages, earned less
than $200 in 1937?

Mr. ALTMEYER. Yes; but that is not for a full year, of course.
That is because of that in-and-out movement that you mentioned in
the beginning.
Senator LA FOLLETTE. We have got to take that into consideration,
do we not?
Mr. ALTMEYER. Yes, sir,
Senator LA FOLLETTE. In considering the impact of these arbitraries
under these amendmeDts?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. Now, in 1938 employment and wages, it is
generally known, were lower than in 1937. Ts it not probable then
that some persons nearing 65 who were employed and received more
than $200 in 1937 were wholly unemployed or got less than $200 in
1938?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. Is it likely that any appreciable number of
persons nearing age 65, who did not receive wages in 1937 or got less
than $200, would get $200 or more wages in 1938?
Mr. ALTMEYER. I did not get the first part of the question.
Senator LA FOLLETTE. Well, in view of the fact that employment
is down, is it likely, I ask, that any appreciable number of persons
nearing age 65, who did not receive wages in 1937, or got less than
$200 in that year, would get $200 or more in wages in 1938?
Mr. ALTMEYER. You say i it not unlikely?
Senator LA FOLLETTE Is it not likely.
Mr. ALTMEYER. Yes; that is right.
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Senator LA FOLLETTE. Now, so far as the year 1939 is concerned,
although employment is running above 1938, would you think that
many of the men 65 or over, or nearing 65, would fare any better as
to wages than they did in 1938?
Mr. ALTMEYER. Some would.
Senator LA FOLLETTE. How many persons is it estimated will attain
age 65 by January 1, 1940?
Mr. ALTMEYER'. During what period?
Senator LA FOLLETTE. How many persons is it estimated will attain
age 65 by January 1 1940?
Mr. ALTMEYEInR. You mean how many persons would become eligible, or what?
Senator LA FOLLETTE. Who will attain that age of 65.
Mr. ALTMEYER. During the 3-year period 1937, 1938, and 1939?
Senator LA FOLLETTE. I will put it this way: Prior to or on January
1,1940.
Mr. ALTMEYER, During this 3-year period of 1937, 1938, and 1939,
I take it you mean?
Senator LA FOLLETTE. Yes; with creditable wages.
Mr. ALTMEYER. I cannot give you an estimate on that now.
Senator LA FOLLETTE. Will you furnish that, please, for the record?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. I mean an approximation. I know you
cannot give the exact figures. Could you give me the figures as to
how many surviving persons 65 or over on December 31, 1940, excluding those over 65 before January 1, 1937, will have had some creditable
wages at that time?
Mr. ALTMEYER. I will have to put that in the record, too.
Senator LA FOLLETTE. It is very difficult to get any precise estimate
on that, but my information is it will run to some substantial figure,
will it not?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. It might be 500,000?
Mr. ALTMEYER. Yes.

Senator LA FOLLETTE. Now, can you tell me how many persons
there will be alive on January 1, 1940, who will have by that time
received wages from covered employment, irrespective of the fact
that some or all of such wages were received when the person was
over 65 and therefore were not creditable?
Mr. ALTMEYER. You say you want an estimate of that number?
Senator LA FOLLETTE. Yes.
Mr. ALTMEYER. I can give you that.
Senator LA FOLLETTE. My information is that the figures would
be somewhere from 1,000,000 to 1,200,000, or 1,300,000.
Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. Have you any estimate on the corresponding
figure for December 31, 1940?
Mr. ALTMEYER. No, sir.
Senator LA FOLLETTE. You can furnish that?
Mr. ALTMEYER. Yes; I will try to furnish all that.
Senator LA FOLLETTE. How many of these will have ceased working
by January 1, 1940 Would you say around 300,000 to 400,000?
Mr. ALTMEYER. You mean during the course of a calendar year?
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Senator LA FOLLETTE. Now, how many of these people I have been
discussing is it estimated will have ceased working by January 1, will
retire or lose their jobs?
Mr. ALTMEYER. 1940?
Senator LA FOLLETTE. Yes.
Mr. ALTMEYER. I do not know, offhand.
Senator LA FOLLETTE. Now, most of those who have not ceased to
work, then, will not be able to qualify on January 1, next?
Mr. ALTMEYER. I would want to go over the figures. I could try
to make an estimate of the proportion.
Senator LA FOLLETTE. Will you do that, please?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. Have you made any estimate on how many
persons you would expect will qualify for these benefits by the end of
1940?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. What is that number?
Mr. ALTMEYER. You mean of the old people, themselves?
Senator LA FOLLETTE. Yes.
Mr. ALTMEYER, We estimate that about 400,000 will probably
meet the qualifying requirements of the amendments, Many of
these, however, will continue working. About 200,000, not counting
the wives, parents, widows and orphans will probably receive benefits
during the year. If aged wives, widows and parents are included
the total would be more than 265,000.
Senator LA FOLLETTE. Now, as I understand it, the wages received
by persons over 65 would become creditable in 1940 will they not?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. So that in addition to the numbers which
have just been brought out, that will be inserted in the record, which
have been brought out in these previous questions, can you tell me, or
furnish for the record how many persons who were 65 or over 65 on
January 1, 1937, will receive creditable wages in 1940?
Mr. ALTMEYEE. Yes; I will furnish that for the record.
Senator LA FOLLETTE. Now, in your estimate do you calculate that
those who are qualified for old age benefits are likely to retire or not?
Mr. ALTMEYER. It all depends upon the conditions of business.
Senator LA FOLLETTE. NOW, exclusive of the wives or widows over
65 who might receive benefits by reason of rights acquires by virtue of
their husband's wages, how many persons with creditable wages do
you estimate will actually be receiving old-age benefits or primary
insurance benefits by the end of 1940?
Mr, ALTMEYER. As I say, I do not have those figures.
Senator LA FOLLETTE. Well, now, subject to the correction of these
figures, in which I may be erroneous, as I understand it, by the end of
1940 from 1,150 000 to 1,400,000 persons of age 65 and over will have
received wages from covered employment. Not all of these will have
had creditable wages. That is, some will be 65 before January 1, 1937
and cease work before January 1, 1940. The total number who will
have had creditable wages by the end of 1940, and will then be 65 or
over will be from 1,000,000 to 1,200,000. Of these 300,000 to 350,000
will be eligible for benefits and 200,000 will actually be getting benefits. Therefore, only from 15 to 20 percent of the persons in the occu-
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pational groups covered by this bill who are 65 and over on December
31, 1940, 1 year after the amendments have gone into effect, and who
have worked in those covered occupations at some time on or after
January 1, 1937, will be actually benefited. It should be said, however, that more will come in as the years go by. That is correct, is
it not?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. Now, it has been stated that these amendments would probably add a very large number of people; I have seen
some statements up to 1,000,000, older workers to be covered. Would
it not be more accurate to say that the amendments will consider persons up to 65 in covered employment and many thousands of them will
not receive anything in return for those taxes?
Mr, ALTMEYER. It is possible.
Senator LA FOLLETTE. Is it not probable?
Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. Now, the aggregate wage requirement is
going up to $800 as distinguished from $600, is it not?
Mr. ALTMEYER. I did not get that question.
Senator LA FOLLETTE. I say, the aggregate wage requirement will
be raised to $800 instead of $600?
Mr. ALTMEYER. For flose age 65 on January 1, 1940, or later.
Senator LA FOLLETTE. And on January 1, 1942, the years hi which
$200 must be earned increase from 3 to 4, and the aggregate wage
requirement will be raised from $800 to $1,000, and these requirements
increase over a period of years as shown by the table to which you
have referred, is that right?
Mr. ALTMEYER. Yes.
Senator LA FOLLE'TTE. In fact, it increases until 1946 and then it

becomes $2,000, and the years of coverage, $200 per year in wages,
rise until 1964 when it will become 15 years?
Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. Now, as I understand it, the purpose of
these increases in earning requirements is to hold down the number
of beneficiaries, in order to keep the system in some sort of control;
is that correct?
Mr. ALTMEYER. Rather to assure a reasonable relationship between
loss of earnings and benefits.
Senator LA FOLLETTE. If you cannot furnish it now, will you furnish
for the record how many people these requirements you estimate will
exclude from the system?
Mr. ALTMEYEn. I think it would be impossible to make an estimate
of that kind.
Senator LA FOLLETTE. Can you give any approximation?
MR. ALTMEYER. No, sir. We hope, of course, that long before
you reach these distant years there will be more extensive coverage than there is now, and many of these anomalies you mentioned will disappear, because the earnings during the course of years
will be enough to qualify, whereas now it is 20 percent, for example,
as has been mentioned, that wouid not have $200 earnings, largely
due to the fact that they have been in covered employment only a
fraction of the year. Unless we knew what the coverage is going
to be hi these later years we could not estimate the number of persons
who would be excluded.
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Senator LA FOLLETE. How many persons is it estimated will

attain age 65 in 1941, after having had some wages from covered
employment?
Mr. ALTMEYER. I do not have those figures.
Senator LA FOLLETTE. My information is from 150,000 to 160,000
during the year, and from 400 to 430 a day. Now, you could not
give us any estimate on how many of these will not be eligible for
old-age benefits at the end of 1940, could you?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. Now, taking into account the fact that in
1937 one-sixth of them failed to receive wages as much as $200, and
that conditions were much worse in 1938 and not too good in 1939,
and men approaching 65 have great employment handicaps, would it
not be reasonable to expect that from one-fourth to one-third would
not be qualified at the end of 1941?
Mr. ALTMEYER. I would not hazard a guess.
Senator LA FOLLETTE. Might we not have cases such as this: Employee C who attained age 65 toward the close of 1940 had total
wages of $600, and wages of $200 or more in 3 year getting the
benefit, and employee D attained the age 65 a few days or weeks
later, with more wages, and having paid a larger amount of taxes
than C, still not receiving any benefit?
Mr. ALTMEYER. Yes, sir, but he could qualify by later earnings.
Senator LA FOLLETTE. And is it not true that later on, when the
years of coverage as well as the aggregate earnings requirements
change, as on January 1, 1942, one man having a sum of $800 in
wages getting benefits, while the man who got as much perhaps as
$1 000 gets no benefit because he was born a few days too late?
Mr. ALTMEYER. Yes, sir, but he also could qualify by later earnings.
Senator CONNALLY. Doctor, is it not true that you have got to
have some dividing line in all these things, the dates and amounts?
Mr. ALTMEYER. Yes, Senator.
Senator LA FOLLETTE. All I am anxious to do, Senator, is to develop
the fact for the benefit of the committee and any others who may be
interested, in order that we may not have any exaggerated hopes
aroused as to what this measure is going to do. Newspapers have
carried stories that it is going probably to bring in a million new
people, and that sort of thing, and I think these facts are of great
interest and should have the consideration of the committee.
Now, would you say that it was any exaggeration to say that every
ear for many years a large number of persons who attain age 65 will
e disqualified even though they have earned creditable wages?
Mr. ALTMEYER. That is right.
Senator LA FOLLETTE. And that many of them will fall short by a

very little?
Mr. ALTMEYER. That is right.

Senator LA FOLLETTE. Would you say that the disqualifications

which will result because of these arbitraries would be similar in all
sections of the country, or would be different?
Mr. ALTMEYER. No; they would be different depending upon the
wage levels in the various parts of the country. They would exclude
more persons in the South than in the North, for example.
Senator LA FOLLETTE. I would like to bring out the discrepancies
of the impact of these arbitraries in different sections of the country
by taking the proportions earning less than $200 in 1937, and what
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proportion of those persons for whom wages were reported earned less
than $200 in 1937.
These figures are computed from table 13, on page 80, of the Social
Security Bulletin for March 1939, as follows:
Wisconsin, 20.9 percent.
Mississippi, 49.9 percent.
Utah, 30.7 percent.
Georgia, 35.5 percent.
Virginia, 29.3 percent.
Texas, 35.9 percent.
Massachusetts, 16 percent.
Connecticut, 13.9 percent.
California, 23.7 percent.
Iowa, 29.1 percent,
New York, 15.8 percent, and the country as a whole, 22.1 percent.
Now, also, I would like to ask you to furnish, if you will, for the
benefit of the committee, estimates if you can give them by States
and by these specific standards which are set up in the unemployment
compensation amendments to the act, required as a condition prece.
dent to reduction of cash.
Mr. ALTMEYER. Would you like to know how they would affect
each State, you mean?
Senator LA FOLLETTE. Yes; the increased costs to each State for
each one of these conditions precedent to cash reduction.
Mr. ALTMEYER. I would hesitate to put it on a State-by-State
basis, because of the great many unknowns that are involved. I
think I could give you an estimate for the country as a whole.
Senator LA VOLLETTE. You could not give it by States?
Mr. ALTMEYER. It would be just a guess, and I would not want to
underwrite such a guess. I think it is a considerable guess when you
make an estimate for the country as a whole, for the reason, as I stated
yesterday, that the benefit experience has been so brief, but our best
guess for the country as a whole is an increase of about 20 percent.
Senator LA FOLLETTE. I desire to place in the record certain tables
illustrating the effect of certain amendments in the pending bill.
Illustrative cases of variations in amount of survivors' benefits under the proposed
amendments to the Social Security Act
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Senator LA FOLLETTE. I have a number of additional questions
which I desire to submit to you. I will have them inserted at this
point and will ask that you insert your answers to the questions for
inclusion in the consolidated hearings. Thank you, Dr. Altneyer.
ANSWERS TO QUESTIONS ASKED BY SENATOR LA FOLLETTE ON AMEND-

MENTS TO THE OLD-AGE AND SURVIVORS' INSURANCE PROVISIONS OF
TH SOCIAL SECURITY ACT

GENERAL STATEMENT BY MR. ALTMEYER
The questions submitted for the most part relate to the border-line
situations arising in the early years of any contributory social-isurance system which does not cover all of the gainfully occupied persons. While many of these border-line situations could be eliminated
or their effects modified by reducing the eligibility requirements in
the early years, the cost would of course be greater in the early years
and border-line situations would still arise.
The existing old-age insurance law has the same difficulties. Initially, its requirements are far more restrictive than those of the proposed amendments. In the first place, they exclude from coverage
completely (except for a small lump-sum refund) all those who attain
age 65 prior to January 2, 1941. In the second place, it is necessary
that the wage earner shall secure $2,000 or more of wages, some part
of which is earned in at least 5 different calendar years after 1936
and prior to attaining age 65.
The proposed amendments have substantially liberalized these provisions, making possible the coverage of those attaining age 65 prior to
January 2, 1941, and reducing, as regards those at or close to age 65,
the amount of wages which must be earned and the number of years
in which wages must be earned. The fact that the present law excludes from coverage those attaining age 65 prior to January 2,
1941, greatly increases the problem of setting up satisfactory eligibility requirements for those retiring in the early years. These now
excluded are the ones who are likely to retire soonest. However,
their wages after age 65 are not reported to the Government since these
wages do not count for either benefit or tax purposes. There are
difficulties and disadvantages in attempting to give consideration to
these wages just as there are difficulties and disadvantages in failing
to take them into account.
As the system matures, the requirements in the proposed amendments for a fully insured status gradually increase, since the opportunity to qualify increases. However, there has been introduced what
is known as a currently insured status, designed to provide benefits
to survivors in the event of the death of an individual who has been
working in covered employment approximately half of the time during
the 3 years immediately preceding his death.
The fundamental problem that arises in the early years of any contributory social-insurance system is to provide benefits that are reasonably adequate and at the same time insure, as the system matures,
a reasonable relationship between contributions and benefits. Obviously, if a social-insurance system is to be adequate it is necessary to
pay benefits to those retiring in the. early years which are in excess of
the benefits which their contributions would purchase on an actuarial
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basis from a private insurance company. This is not in violation of
sound principles of contributory social insurance, but rather an application of sound social-insurance principles. In other words, a socialinsurance system should provide that the low-wage earners and the
wage earners who have had an opportunity to contribute only a short
time receive more in proportion to their contributions than high-wage
earners an( wage earners who have had an opportunity to contribute
a long time. The old-age insurance system under consideration accomplishes this purpose by using a larger proportion of the employers'
contributions for low-wage earners and wage earners who have had an
ol)portunity to contribute only a short time, but at the same time
provides p otection to all persons at least as much as they could purchase with their own individual contributions on an actuarial basis.
from a private insurance company.
While the relationship between contributions and benefits cannot be
exact, especially in the early years of the operation of a system, it is
absolutely essential that the benefits bear a reasonable relationship to
the wage loss that is sustained since protection against wage loss is the
fundamental purpose of contributory social insurance. Pecause this
is the fundamental purpose of contributory social insurance, it is of
course necessary to have some earnings qualifications as a condition,
of eligibility for benefits. Just as in the case of contributions qualifications, these earnings qualifications cannot be as strict in the early
years because those reaching retirement age in these years have had
nl, limited opportunity to demonstrate their earnings record since,
the"date that the system went into effect. However, as the system
grows older and the'opportunity to establish a contributions and earnings record increases, it is desirable that the contributions and earnings
qualifications also be strengthened in order to make certain that benefits are reasonably related to contributions and loss of earnings. In
this way it is possible to insure an automatic balance between contributions and benefits and to achieve maximum protection at minimum
cost under a cooperative arrangement including employees, employers,.
and the Government.
In the answers to these questions, the terms "wages," "employment," and so forth, refer to the definitions and provisions of H. R..
6635, referred to the Committee on Finance, June 12, 1939, in the
Senate of the United States.
Senator LA FOLLETTE. 1. In order to be entitled to receive old-age
benefits (called primary insurance benefits) what qualifications must a
person who was 65 or over before January 1, 1940, possess?
Mr. ALTMEYER. He must have not less than 2 years of coverage
and have received wages of not less than $600 subsequent to 1936,
A year of coverage is defined as a calendar year in which not less than
$200 is received as wages. He could never receive monthly benefits
under the present law, since he could not have met the requirements
now in the law, that is, earned wages in 5 separate calendar years
after December 31, 1936, and before he attained the age of 63..
Senator LA FOLLETTE, 2. In order to be entitled to receive old-age
benefits (called primary insurance benefits) what qualifications must.
a person who attained the age of 65 in 1940 possess?
Mr. ALTMEYER. He must have not less than 3 years of coverage:
and have received not less than $800 as wages subsequent to 1936.
He could never receive monthly benefits under the present law, since
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he could not have earned wages in 5 separate calendar years after
December 31, 1936, and before lie attained the age of 65.
Senator LA FOLLETTE. 3. When do these changes in requirements
as between persons who were 65 before and those who were 65 in 1940
take effect?
Mr. ALTMEYER. The effective date of these changed requirements
is January 1, 1940,
Senator LA FOLLETTE. 4. Then the eligibility requirements for a
person who attained age 65 on December 31, 1939, would differ from
those applicable to a person born on January 1, 1940?
Mr. ALTMEYER. Yes. A similar situation exists in the present law,
those attaining age 65 on or after January 2, 1941, being able to
qualify for monthly benefits and all these attaining age 65 earlier
being excluded from all but lump-sum benefits.
Senator LA FOLLETTE. 5. Let us be specific. Take as an example,
employee A who attains age 65 on December 31, 1939. Let us assume
that he received $400 from wages in 1937 and $200 in 1938 and does
no work of any sort thereafter, What would lie pay in taxes as
provided in the Social Security Act and these amendments?
Mr. ALTMEYER. The proposed amendments do not take effect until
January 1, 1940. Therefore, they would have no effect oi the taxes
which the individual in question would pay. These taxes under the
present law would be $8 in 1937 and $4 in 1938 and would be shared
equally by the employee and the employer, each paying $4 in 1937
and $2 in 1938.
Senator LA FOLLETTE. 6. If lie filed an application on January 1,
1940, would he be entitled to benefits?
Mr. ALTMEYER. He would under the amendments, but not under
the present law.
Senator LA FOLLETTE. 7. How much would his monthly benefit be?
Mr. ALTMEYEn. If only a primary benefit is payable, it would be
$10 a month.
Senator LA FOLLETTE. 8. How much will be paid out, on the average,
to a man aged 65, at $10 per month for the balance of his life?
Mr. ALTMEYER. A man, age 65, could expect to receive on the average an aggregate of $1,400 to $1,450.
Senator LA FOLLETTE. 9. Take another employee, B. He receives
$3,000 in wages in 1937, $3,000 in 1938, and works no more after the
end of 1938. How much would he pay ininsurance taxes?
Mr. ALTMEYER. Employee B would pay $30 in 1937 and $30 hi
1938. Like amounts would be paid by the employer.
Senator LA FOLLETTE. 10. If lieattained age 65 on January 1,
1940, would lie then be entitled to benefits if he filed application?
Mr. ALTMEYER. No; neither could he receive monthly benefits
under the present law. Of course, by continuing to work after age 65
until lie had earned $200 more, he could qualify under the amendments. Under the present law a person reaching age 65 without
qualifying could never qualify regardless of how long lie worked after
age 65.
Senator LA FOLLETTE. 11. Why would he not be entitled to
benefits?
Mr. ALTMEYER. Since he attains age 65 during the calendar year
1940, he would be required to have a minimum of 3 years of coverage,
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whereas lie has only 2 years of coverage prior to age 65. However,
lie would be entitled if lie earned $200 after reaching age 65.
Senator LA FOLLETTE. 12. But if lie had attained 65 one day
before le did, lie would be entitled to benefits on January 1, 1940?
Mr. ALTMEYER, Yes.
Senator LA FOLLETTE. 13. Even though employee B received 10
times as much wages and paid 10 times as much taxes as employee A,
employee B gets nothing while employee A can look forward to re.eiving as much as $1,400, over 200 times as much as lie himself paid in
taxes. Is that correct?
Mr. ALTMEYER. That is true so far as lie himself is concerned.
Employee B's dependents might receive benefits in the event of his
early death.
Senator LA FOLLETTE, 14. How much chance has he to get eniployment? He is now 65.
Mr. ALTMEYER. The individual who has earned as much as $3,000
a year in 2 years after attaining the age of 62 should, unless disabled,
have much iore than an average chance of earning $200 in 1 year after
attaining age 65, which is all that would be required to make hin
eligible.
Senator LA FOLLETTE. 15. If employee B received $200 in wages
from covered employment in 1940, would lie be eligible on January 1,
1941, if lie filed application then?
Mr. ALTMEYER. Yes; lie would be eligible on January 1, 1941, or
earlier if lie did not require the entire year of 1940 to earn the $200.
Senator LA FOLLETTE. 16. How much would he get?
Mr. ALTMEYER. $28.76 a, month.
Senator LA FOLLETTE, 17. And if lie had a wife aged 65, there
would be a. benefit of $14.38 more payable to her if she were not entitled to more in her own right.
Mr. ALTMNEYEn. Yes.
Senator LA FOLL.TTE. 18. Even if there were no benefits payable
to a dependent child, the total payable in respect of employee B's
wages would be $43.14 per month?
Mr. ALTMEYER. Yes.
SENATOR LA FOLLETTE. 19. If the wife of employee B survived
him (after lie became entitled), would she be entitled to benefits
thereafter?
Mr. ALTMEYER. Yes.
Senator LA FOLLETTE. 20. How much would she get?
Mr. ALTMEYER. She would be entitled to $21.57 a month.
Senator LA FOLLETTE. 21. What is the value of a benefit of
$43.14 payable for the joint lifetime of a husband aged 66 and of wife
aged 65, with $28.76 payable during the after lifetime of the busband,
if the wife should die first or $21.57 during the after lifetime of the
wife if the husband should die first?
ir. ALTMEYEI. Based on the combined annuity mortality table
at 3-percent interest-5,657.
Senator LA FOLLETTE. 22. What is the value of the $28.76 per
month to employee B at 66?
Mr. ALTMEYEmi. Based on the combined annuity mortality table
at 3-percent interest-3,322.
Senator LA FOLLETTE. 23. For an additional $200 in wages after
January 1, 1940, and $6 in taxes paid by him and $6 paid by his
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employer, employee B can get a benefit worth at least $3,322, and if
he hns a wife 65, $5,677?
Mr. AL.TMEYEhi. This statement is reasonably accurate so far as
the amounts involved are concerned.
Senator L, FOLIETrE. 24. It would obviously be greatly to his
advantage to get $200 more in wages. Would it not be worth while
for him to form a corporation and pay himself $200 in wages during
1940? What would prevent him front doing it?
Mr. ALTMEYER. Merely forming a corporation and paying himself
$200 would not necessarily mean that the $200 is wages. As defined
in section 209, wages means remuneration for employment, and empjoyment means service performed by an employee for his employer.
'1 re must be a bona fide relationship of mJloyer and employeea bona fide employer, a. bona fide employee, anl bona fide employment. Frequently, for example in workmen's compensation, it has
been necessary to look beneath the form of colorable devicess, Section
208 provides penalties for fraudulent misrerpesentation iii com etion
with claims and fraduhnt misrepresentation as to wages for the pturpose of obtaining benefits whether made to the Board or to the Bureau
of Internal Revenue.
Senator LA FOLErTE. 25. Are there other times when the requirements change so that small differences ill the date of attaining
age 65 may produce very large differences in benefits?
Mr. ALTMEYEn. This question seems to overlook the fact that whle
the eligibility requirements vary with the (late of attaining age 65,
these requirements remain fixed as to the inlividual and do not increase with the passage of time after lie attains 65, even though lie
continues working. This fact makes it possible for an individual
to qualify by earnings after reaching age 65, which is impossible under
the present law.
Senator LA FOLLETTE. 26, When do these changes occiur and what
are they?
Mr. ALTMEYE.R. A table showing this information appears on page
54, part 2, of the hearings. The general measure is whether the
individuml has, before retirement, been in covered employment more
than half as many years as elapsed after 1936 and before the ),ear lie
became 65. In this respect the requirements do not substantially
change.
Senator LA FOLLETTE. 27. Is it, irue that no year counts toward
meeting the qualification requirements if less than $200 in wages is
received in it?
Mr. ALTMEYER, Insofar as the portion of the qualification requirements for a "fully insured status" dealing with years of coverage is
concerned, this statement is true. However, wages or less than $200
ill any given year do count toward the minimum aggregate wage
requirement. They may also enable the employee to secure a
4'currentlv
insured status."
Senate LA FOLLFTTY,. 28, Let us see how that might work,
Here are two employees, C and D, who attained age 65 in the early
part of 1938, Both earned $3,000 in wages in 1937 and employee 0
received $200 in 1938 before he attained 65, but the pro rata l)art of
employee D's wages before 65 was only $199.99.
(Before January
1, 1940, wages received after attaining age 65 do not count.) Both
cease work before January 1, 1940. As understand it, employee C
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would be entitled to benefit and employee D would not. Is that
correct.?
Mr. ALTMEYER. The interpretation of this situation is correct as
it affects the employee C; but employee D need not be permanently
)revented from securing benefit, as under the present act. If he
earns $200 in 1940, or some later year, he could immediately be
qualified for benefits and, as pointed out in question 24, this is not
unlikely.
Senator LA FOLLETTE. 29. How much would employee C get if he
filed application on January 1, 1940?
Mr. LTMEYEn. Employee C would be entitled to receive a primary
insurance benefit of $24.37 for -January 1940.
Senator LA FOLLET'rE. 30. So a difference of 1 penny in wages
ight make a difference of many thousands of dollars in benefits?
fr. ALTMEYER. Such a circumstance would be rare and could be
overcome by this individual earning $200 in 1940 or some later year.
Under the existing law the individual who earns $1,999.99 is perila gently disqualifie
for a monthly annuity, whereas an individual
earning 1 cent more would qualify for a monthly annuity. Furtheremore, under the existing law an individual might earn wages of
$3,000 per year for each 4 years and be permanently ineligible for a
monthly annuity due to the qualification provision that he must have
earned wages in covered employment in at least 5 years.
Senator LA FOLLETTE. 31. If an individual worked in December
1938 and January 1939 and was paid $195 in wages in each month,
but worked in no other month in either year, would lie have a year of
coverage counted toward old-age benefits because of earning $390 in
two consecutive months?
Mr. ALTMAEYER. No. A year of coverage is defined in terms of
calendar years rather than in terms of consecutive months.
Senator LA FOLLETTE. 32. How many employees who will pay
taxes under the Social Security Act or these amendments will fail to
receive as much as $200 in a calendar year?
MINr.ALTMEYER. During 1937, the only year- for which wn have our
records tabulated as yet, approximately 6,660,000 people had wages
of less than $200 credited to their accounts. About 1,800,000 out of
the 6,660,000 are males less than 25 years of age who may be expected
to develop higher earnings later and, of the remainder, aGout 2,540,000
are females who may profit through the dependents' and survivors'
allowances. Only about 2,320,000 are mules 25 years of age and over,
or about 14 percent of all such males. Moreover, probablyy a large
l)roportion of this 14 eicent consists of persons who are normally
engaged in uncovered eml)loyment during a substantial part of the
year.
Senator LA FOLLETTE, 33, What proportion is the 6,060,000 persons of the total number included in the tabulation?
Mr. ALTMEYEii. About 22 percent of the total number included
in the tabulation. But as noted above, the men aged 25 ami over
comprise only about 7 to 8 percent of the total number included in
the tabulation.
Senator LA FOLLETTE. 34. What proportion of employees paying
taxes in 1937, in tie age group 60 to 64 years, earned less than $200?
Mr, ALTMEYER. Slightly less than 16 percent .
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Senator L. FOLLETTE. 35. What were the proportions at higher
ages?
Mr. ALTMEYER. The tabulations of wages at ages above 65 are
meaningless. The only cases included are ones in which the employer
paid taxes in error, since no taxes are payable on wages received
after reaching age 65.
Senator LA FOLLETTE. 36. But it is clear that a very large proportion
of those at ages over 65 who received wages earned less than $200 in
the year 1937, is it not?
Mr. ALTMEYER. If the age 65 limitation had not been in effect
during 1937 a much different picture would have been presented, the
correct figure probably being about 15 percent to 20 percent. A study
of claims for lump-sum payments to those attaining age 65 which were
certified in November and December 1938, indicated that 64 percent
would have already qualified at that time for monthly benefits under
the amendments. This sample may not be entirely representative.
However, it seems reasonable to assume that with the opportunity
now afforded of qualifying by earuings after age 65 (if earnings prior
to that age are insufficient), a still larger percentage-of these persons
would ultimately qualify for monthly benefits.
Senator LA FOLLETTE. 37. In 1938 employment and wages were
lower than in 1937, were they not?
Mr. ALTMEYER, Employment was lower in 1938 than in 1937.
While employment continued to decline sharply during the first half
of 1938, employment increased during the last half of 1938. Whether
or not our wage records will reveal a generally lower distribution of
earnings per individual than in 1937 we are unable to state at the
present time, since the tabulations are not yet available. It does
not necessarily follow that reduced employment means a lower averageearnings level per covered worker. The reverse might well be true due
to the unemployment of many wage earners whose primary work is in
part-time, casual, or uncovered employment. It is possible that the
average in 1938 may be slightly higher than in 1037.
Senator LA FOLLETTE. 38. Then it is probable that some persons
nearing 65 who were employed and received more than $200 in 1937
were wholly unemployed or got less than $200 in 1938?
Mr. ALTMEYER. Some who earned more than $200 in 1937 probably
earned less than $200 in 1938. On the other hand, some who earned
less than $200 in 1937 would earn $200 or more in 1938 and in 1939.
Senator LA FOLLETTB. 39. Is it likely that any appreciable number
of persons nearing age 65 who did not receive wages in 1937, or got
less than $200, would get $200 or more in wages in 1938?
Mr. ALTMEYER. The claim tabulation referred to in the answer to
question 36 indicates that 12 percent of those who earned less than
$200 in covered employment in 1937 earned more than $200 in covered
employment in 1938.
Senator LA FOLLETTE. 40. What about 1939? Employment. is
running above' 1938. Will many of the men 65 and over, or nearing
65 fare better as to wages than they did in 1938?
Kr. ALTMEYER. It seems reasonable to assume that they would.
Senator LA FOLLETTE. 41. How many persons who will attain age 65
by January 1, 1940, and are then living will have had some creditable
wages by January 1, 1940?
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Mr. ALTMEYER. As previously stated, the only tabulated data
which we now have available relate solely to the 1937 earnings records.
Thus far we have no satisfactory knowledge of the amount of the
in-and-out movement. With these limitations in mind, it does not
seem unreasonable to assume that from 300,000 to 400,000 employees
may reach age 65 by January 1, 1940, and have creditable wages
posted to their accounts.
Senator LA FOLLETTE. 42. How many surviving persons 65 or over
on December 31, 1940, excluding those over 65 before Jauuary 1,
1937, will have had some creditable wages at that time.
Mr. ALTMEYER. Subject to the limitations of the answer to the
Previous question, perhaps from 450,000 to 600,000 individuals would
be a reasonable range of estimates.
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Mr. ALTMEY:R. This questie
a thse who have ceased
work at the present time would not be qualified under the proposed
requirements. This statement is true inthe case of those individuals
who attained age 65 prior to 1938 and thus have not more than 1 year's
creditable wages recorded at the present time since these individuals
cannot possibly get 2 years of coverage by January 1, 1940. On the
other hand, those people attaiig age 65 during 1939 and with creditable wages previously recorded may, as a class, be expected to be
qualified for benefits on January 1, 1940. As already pointed out in
answer to question 36, this is also true to a considerable extent for those
attaining age 65 during 1938.
Senator LA FOLLETTE. 47. How many persons do you expect will
qualify for benefits by the end of 1940?
Mr. ALTMEYER. We assume that, in the light of the previous questions, this question refers to the number who would be qualified for
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old-age benefits rather than for survivors' benefits in the event of
death. We would estimate that the number who would have attained age 65 and would be qualified for old-age benefits by the end
of 1940 might range from 250,000 to 400,000. Even these estimates
are subject to fairly substantial margins of error.
Senator LA FOLLETTE. 48. You said a moment ago (question 42)
that from 480,000 to 500,000 persons who had not attained age 65 on
January 1, 1937, bAt who would be 65 or over by Decenber 31, 1939,
would Lave had some creditable wages by that time. I understand
that wages received by persons over 65 will become creditable in 1940.
In ad(ldition to the half million just mentioned, how many persons who
were over 65 on January 1, 1937, will receive creditable wages in 1940?
[r. ALTMEYER. We estimate that ab(,ut 400,000 to 500,000 persons
over age 65 on January 1, 1937, will probably receive creditable wages
in 1940.
Senator LA\ FOLLETTE. 49. Will all those who are qualified for oldage benefits retire immediately?
Mr. ALITMEYER. No.
Senator LA FOLLEVTTn. 50. How many persons with creditable
wages (1o you think will actually be receiving old-age benefits by the
end of 1940? Do not count wives or widows over 65 years receiving
benefits by reason of rights acquired by virtue of their husbands'
wages.
Mr. ALTMEYER. On this basis our estimate would be that about
200,000 persons might be in receipt of benefits at the end of 1940.
This (loes not include wives, widows, or dependent parents age 65 or
over. Neither' does it include younger widows and orphans.
Senator LA FOLLETTE. 51. Is this a correct summary? By the end
of 1940, from 1,150,000 to 1,450,000 persons then 65 and over will
have received wages from covered employment. (Question 44.) Not
all of these will have had creditable wages: That is, some were 65
before January 1, 1940, and ceased working before January 1, 1940.
The total number who will have creditable wages by the end of 1940
and will then be 65 or over will be from 1,000,000 to 1,200,000.
(Question 42 plus question 48.) Of these 300,000 to 350,000 will be
eligible for benefits. (Question 47.) And 200,000 will actually be
getting benefits. (Question 50.) Therefore only from 15 to 20 percent of the persons in the occupational groups covered by this legislation who are 65 and over on December 31, 1939 (1 year after
these amendments take effect), and who have worked in those covered
occupations at some time on or after January 1, 1937, will be actually
benefited?
Mr. ALTMEYER, The answers to questions 42, 44, 47, 48, and 50,
as stated above, should be noted as they differ somewhat from those
anticipated by this question. While the figure of 15 to 20 percent
is probably correct for 1940, it must be remembered that an additional
15 to 20 percent of the aged group would be eligible in 1940 if they
chose to retire rather than continue working. Moreover, in 1941
and subsequent years a large proportion of the remainder will qualify
for benefits.
Senator LA FOLLETTE. 52. Yes, but several hundred thousand will
never benefit unless they secure employment by devious means?
Mr. ALTMEYER. As stated above, there will be many aged individuals
who will not be eligible to benefits in 1940 but who will become eligible
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in 1941 and thereafter by earning bona fide wages in covered employment without any devious means.
Senator LA FOLLETTE. 53. Is it not then just a little misleading for
the papers to say that the amendments probably add 1,000,000, or
whatever it is, ol(ler workers to the coverage? W would it not be more
accurate to say that the amendments will start taxing persons over 65
in covered employment and that many scores of thousands of them
will not receive anything in return for the taxes?
Mr. ALTMEYER. "File report of tile House Ways and Means CoMnittee states that about 1,100,000 additional persons are brought
under the old-age insurance system. Of this number about 350,000
are seamen and bank employees of all ages.
The remaining 750,000 are persons who on January 1, 1940, will be
working in covered employment. Since these persons will then be
working-despite their advanced age-it is reasonable to assume that
a considerable proportion of the 750,000 will become eligible for
benefits.
Senator LA FOLLET'r . 54. On January 1, 1941, there is another
change in the requirements, is there not?
Mr. ALTMEYER. Yes; for those attaining age 65 in 1941.
Senator LA FOLLETTE. 55. The aggregate wage requirement will,
be raised to $800 instead of $600?
Mr. ALTMEYEII. The requirement will not be raised from $800 to
$1,000 for those attaining age 65 prior to 1941, but will be raised for
those attaining age 65 in 1941. Such persons have, of course, I more
year since December 31, 1936, to meet this requirement than those
retiring prior to 1941. it is also reasonable to assume that their
aggregate earnings for the same period of time since December 31,
1930, will be greater than for still older workers.
Senator LA FOLLETTE. 56. And on January 1, 1942, the years in
which $200 must be earned increases from 3 to 4, and the aggregate
vage requirements will be raised from $800 to $1,000?
Mr. ALTMEYE. This is correct, except that the earnings requirement is raised from $1,000 to $1,200 for those attaining age 65 in 1942.
It should be borne in mind, however, that the earnings requirement for
a person attainig age 65 in a given year is fixed al does not increase
with the passage. of time, even though the person continues working.
Senator LA FOLLETTE. 57. And these requirements increase for a
period of years?
Mr. ALTrIEYER . Yes; depending upon the year in which age 65 's
attained.
Senator LA FOLLETTE. 58. The purpose of these increasingly stringent req uirements is to keep the number of beneficiaries downC
Mr. A'LTrIEYEIL The purpose of the increasingly stringent requirements is not to keep out beneficiaries but rather to restrict
benefits to bona fide employees in covered occupations who have
contributed to the scheme, while at tie same time to protect the
fund in later years. It must be remembered that agricultural labor,
domestic service, and self-employment are excluded from both tax
and benefit coverage. As long as we have only a limited coverage
plan it is necessary to have qualification provisions which will keep
time system solvent by limiting benefits to those persons who are in
covered employment a reasonable proportion of the time and have
contributed over a reasonable period of time. Time provisions of
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tI. R. 6635 for those now at or close to age 65 are much more liberal
than are the provisions of the existing Social Security Act. II. 1t.
63635 definitely attempts to liberalize these roquirentelts in tile early
years of the operation of the bill in order to provide retirement blenefits to a much wider segment of our aged population. There is, furthermore, in the case of deaths an alternative provision for survivorship benefits if the individual was employed in covered oceupations and earned a minimum of wages in the 3 years immediately
preceding his death. None of the hypothetical individuals cited ini
the previous questions of this list would be entitled to anything but
lump-sum benefits under the existing Social Security Act regardless of
future earnings.
Senator L.k FOLLETE. 59. HOw manydoes it keep out? In 1940
apparently the requirements prevente( about a nil lion people who
had earned wages in covered employments since January 1, 1937,
from being eligible. Some of these might qualify in 1941 by getting
$200 in wages in one way or another-but probably not enough to be
significant from a social point of view. But because of the increase ia
the aggregate-wage requirement some who attain age 65 in 1941 will
not qI ialify who would have qualified had they been a year, or 6
months, or* I day younger. Is that not true?
Mr. ATTMEY6. It is not true that the requirements of the amendments will prevent about a million people who have earned some wages
in covered employnents si,(ce January 1, 1937. from bIng eligibl .
About 200,000 persons who became age 65 since January 1,
1937, are
substantial
still working-many of whom atre receiving relatively
remuneration, as illustrated by the records of earnings for 1937. It is
reasonable to assume that most of these will be atle to qualify for
benefits when they choose to retire.
Senator LA FOLLETTE. 60. How many persons will attain age 65 in
1941 after having had some wages from covered employment? How
many on the average each (lay?
Ir. ALTMEYER. Depending upon the actual volume of the in-andout movement, there might be from 175,000 to 250,000 individuals
attaining age 65 in 1941 after having had some wages from covered
employment. This is roughly 500 to 700 a day oti the average.
Senator LA FOLLE T'E. 61. How many of these will not be eligible
for old-age benefits at the end of 1941?
Mr. ALTMEYEi. We believe that perhaps 15 percent to 20 percent
of them, or roughly from 40,000 to 60,000, might not be eligible iii
1941. However, these may qualify at a later date by subsequent
earnings.
Senator LA FOLLETTE. 62. But taking into account the facts that
in 1937 one-sixth of them failed to receive wages of as much as $200;
that conditions were much worse in 1938 and not too gaod in 1939;
and that men approaching 65 have great eniployment handicaps;
would it not be reasonable to expect that from one-quarter to one-third
would not be qualified at the end of 1941?
Mr. ALTMEYER. We doubt that as high a proportion of these individuals as one-third would not be qualified by the end of 1941.
Senator LA FOLLETTE. 63. And we would have eases like this:
Employee C who attained age 65 toward the close of 1940, had total
wages of $600 and wages of $200 or more in 3 years getting a benefit;
and employee D, attaining 65 a few days or weekslater, with more
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wages, and having paid a larger amount of taxes than C and still
receiving no benefit. And later on when the years-of-coverage as
well as aggregate-earnings requirements changed, as on January 1,
1942, we would again have some with $800 in wages getting benefits,
while a man who got $9,000 gets no benefit because lie was born a
few (lays too late.
Mr. ALTMEYER. There might be instances of this sort, but again
it must be remembered that persons have an opportunity to qualify
by earnings after reaching age 65 while the requirement is fixed as
of the year in which age 65 is attained.
Senator LA FOLLETTE. 64. But every year for many years 30,000

or 40,000 or 50,000 persons who attain 65 will be disqualified, even
though they have earned creditable wages? And many of them will
fall short by very little; and some will be out of luck onlly because of
having been born too late?
Mr. ALTMEYER, A substantial number of individuals may be excluded from qualifying for monthly benefits although they have
wages credited to their accounts. However, under the amendments
the number who will be out of luck only because of having been
born too late is relatively small, whereas the present act excludes
perhaps 2,000,000 of these individuals. It is not so much a matter
of having been born too late as it is of not having worked steadily
in covered employment. Extending the coverage to the excluded
group should tend to eliminate a major share of these cases. The
number who will fall short of qualifying by a very small amount of
wages is also a limited one. The "conditions imposed by the bill
will not eliminate many bona fide workers in covered industry. It
may eliminate many individuals who might be expected to' work
sporadically but who cannot be considered as gainfully employed
within the scope of the definition used by the Bureau of the Census.
Senator LA FOLLETTE. 65. Will the proportion of persons who are

disqualified be the same in all sections of the country?
Mr. ALTMEYER. No.
Senator LA FOLLETTE. 66. Suppose we take the proportions earning
less than $200 in 1937. What proportion of those persons for whom
wages were reported earned less than $200 in 1937 in: Wisconsin,
Mississippi, Utah, Georgia, Virginia, Texas, Massachusetts, Connecticut, California, Iowa, New York, and the whole country?
Mr. ALTMEYER (reading):
Percent

Percent

.--------I---------- 21 Massachusetti ----------------16
Mississippi --- ---------------60 1Conecticut -----------------14
Utah ------------------------31 California -.------------------24
Georgia ......------351 Iowa-----------------------29
Virginia ..-------------------29f New York ------------------16
Texas -------------------------- 36 The whole country ------------- 22
Senator LA FOLLETTE. 67. And what were the proportions of the
following groups who were reported to have received wages of less than
Wisconsin

$200 in 1937: Male, white; female, white; male, Negro; female, Negro;
male, other races; female, other races?
Mr. ALTMEYER (reading):
Percent

White males -----------------White females ---------------Negro males ------------........

17 Negro females ---------------30 Other males -----------------39 Other females ----------------

fPreent

60
34
54
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Senator LA FOLLETTE. 68, How much was paid in taxes on wages
of persons receiving under $200 in 1937?
Mr. ALTMEYER. About $10,000,000, of which about 45 percent, or
$4,500,000, was received in respect to individuals less than 25 years
of age who may be expected to develop higher earnings later.
Senator LA POLLETTE. 69. Will the individuals by and for whom
these taxes were paid receive any larger benefits by reason of their
payment?
Mr. ALTMEYER. If an individual ever attains a fully or currently
insured status, these small amounts of creditable wages will raise the
average earnings and therefore raise their benefits. These items
themselves may enable an individual to obtain a currently insured
status or, in the early years, to make up the aggregate wages required
for a fully insured status.
Senator LA FOLLETTE. 70. And the corresponding amounts for 1938

and 1939 will be larger than for 1937 because of greater unemployment
and more short time?
Mr. ALTMEYEIL. Possibly, although as indicated in answer to question 37 the mere fact that employment wais lower in 1938 than in 1937
is no guaranty that the distribution of wages creditable under the
provisions of the Social Security Act will enlarge the proportion of
those with creditable wages who earned less than $200 (iring the
course of the year.
Senator LA rOLLETTE. 71. In addition to taxes paid on amounts of

-

wages for individuals receiving less than $200, there will be other tax
payments by and for individuals who will never benefit therefrom, will
there not?
Mr. ALTMEYER. This is possible, although it should be noted that
such individuals may have had protection as currently insured individuals. It should, at the same time, be recognized that many persons who have received less than $200 will benefit from the program
by receiving supplementary benefits as wives and survivorship benefits as widows or parents.
Senator LA FOLLETTE. 72. How can taxes be paid on amounts of
more than $200 without the individuals making the tax payments
receiving any benefit therefrom?
Mr. ALTMEYEI. An individual paying taxes on amounts of more than
$200 per year could not fail to acquire either a currently insured or
fully insured status unless he had had neither 6 quarters' earnings of
$50 each during the 12 quarters' period prior to death nor the requisite
number of years of earnings at this rate prior to date of retirement.
Senator LA FOLLETTE. 73. What will be the amount of taxes each
year on employees earning less than $200 per year when taxes reach
the maximum, using the 1937 experience?
Mr. ALTMEYER. Based on the 1937 experience, there will be about
$30,000,000 a year in taxes paid by those earning less than $200 in
covered employment. Of this amount, about $13,500,000 will be paid
by or on behalf of those less than 25 years of age.
Senator LA FOLLETTE. 74. I want to find out something about the
operation of the several survivorship insurances. Let us take a man
who dies at the age of 45 in the year 1940, after having earned $3,000
each year in 1937, 1938, or 1939. He is survived by a widow and a
daughter aged 12, both of whom had been wholly dependent upon him.
Would they receive benefits immediately, and if so, how much?
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Mr. ALTMEYER. Yes. They would be entitled to a combined
monthly benefit of $51.50.
Senator LA FOLLETTE. 75. If lie died in 1941 having earned no
wages in 1941, would they be entitled to any benefits, and if so, how
much?
Mr. ALTMEYER. Yes. They would be entitled to a combined
monthly benefit of $43.45, even assuming no creditable wages had
been earned in 1940.
Senator LA FOLLETTE. 76. If he died in 1942, would they be entitled to any benefits, and if so, how much?
Mr. ALTMEYE1. If the man had not worked at all during either
1940, 1941, or 1942, he would not be entitled to any benefit. However, if he had worked in covered employment at some time during
these years his survivors might be entitled to receive benefits. The
amounts would depend upon his earnings.
Senator LA FOLLETTE. 77. Is the lapsing of insurance rights after
periods of unemployment characteristic only of the early period of
operation or will it occur as long as the system operates?
Mr. ALTMEYE. It may occur in certain cases as long as the system
operates particularly as long as the system operates on a limitedcoverage basis. As the system matures, however, and more persons
obtain a fully insured status fairly early in life, the number of such.
cases will become relatively small and unimportant, The extension
of the system to classes now excluded would be a great help in solving
this lapsing problem.
Senator LA FOLLETTE. 78. Do years in which an individual earns
less than $200 ever count toward insurance rights?
Mr, ALTMEYER. Yes. Years in which an individual earns less
than $200 may count toward insurance rights for the widow's current
insurance benefits, the orphans' benefits, and the lump-sum death
payments if as much as $50 was earned in any calendar quarter of
such years. Such years may also help establish a fully insured status.
Senator LA FOLLETTE. 79. What is a current insurance status?

Mr. ALTMEYER. Currently insured status is designed to give insurance protection to dependents of workers who have been in system a
short while. The eligibility requirements for this status are consequently very low. Earnings of as much as $50 in 6 or more out of the
12 calendar quarters immediately preceding the quarter in which death
occurs entitles a worker to have survivor benefits or lump-sum benefits
payable to his dependents.
Senator LA FOLLETTE. 80. Then if an individual lives for more
than 18 to 21 months after the close of the last quarter in which he
received as much as $50, he cannot be currently insured when lie dies?
Mr. ALTMEYER. Wlilo that is true, Ile may, however, be fully

insured and a fully insured individual is entitleA to all benefits under
the amendments.
Senator LA FOLLETTE. 81. I understand that full insurance status
after the system has operated a while may last longer without lapsing
than current insurance status, but even the latter may lapse. Generally speaking, it is true, is it not, that full insurance status will lapse
in 1 year's less time after an individual has his last year of coverage
than the number of years lie has been continuously employed since
1936 or since attaining age 21? For example, an individual aged 25
in 1937 gets years of coverage in 1937, 1938, and 1939. He could be
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fully insured if he died in 1940 or 1941, but not in 1942. Is that
correct?
Mr. ALTMETER. The specific example given is correct. However,
the generalization made in the second sentence of the question is
incorrect, since once an individual has 15 years of coverage or reaches
65 fully insured, he is a fully insured individual for the ret of his life
and is eligible for all benefits.
Senator LA FOLLETTE. 82. And if he had years of coverage in 1937,
1938, 1939, and 1940, he could be fully insured if he died in 1941, 1942,
and 1943, but not in 1944?
Mr. ALTMEYER. That is correct, except that once an individual
has 15 years'of coverage or reaches 65 fully insured, lie is a fully insured
individual for the rest of his life and is eligible for all benefits.
Senator LA FOLLETTE. 83. And he would have to have at least
$1,400 in wages in order to be fully insured in 1943?
Mr. ALTMEYER. He Would have to have earned $1,400 in wages
since December 31, 1936. However, once an individual has 15 years
of coverage or reaches 65 fully insured, he Is a fully insured individual
for the rest of his life and is eligible for all benefits..
Senator LA FOLLETTE. 84. Now if he does not have continuous
years of coverage after 1936 or after age 21, an individual would be
fully insured for such a period after his last year of coverage or the
number of years of coverage less the sum of one plus the number of
calendar years after 1936 or after age 21 which did not count as
years of coverage. That is, of course, if the further qualification
as to aggregate wages is met. For example, if in the period 1937 to
1943 there were 5 years of coverage (1938 and 1940 not counting as
such) and wages received totaled as much as $1,800, the, individual
would be fully insured for 2 years after the end of 1943 (5- (1+2))that is, 1944 and 1945. And if in the period 1937 to 1944 an .'ndividual
had 6 years of coverage, his fully insured status would run for the
3 calendar years 1945, 1946, and 1947 (6-(1+2)) if he had $2,000
in wages. Am I right in ny understanding of the provision?
Mr. ALTMEYEa. The specific instances given above are correct but
the general statement must be qualified by the fact that once an
individual has 15 years of coverage or is fully insured at age 65 he is
fully insured for all time to come.
Senator LA FOLLET'E. 85. How many individuals within the scope
of this system will become permanently and totally disabled each
year?
Mr. ALTMEYER. We estimate that at the -outset from 100 000 to
350,000 individuals within the scope of the system will become
permanently and totally disabled each year a-ad that this number
will increase substantially in future years as the number of individuals
within the scope of the system increases due to the increasing population and the effect of the in-and-out movement. This wide range is
due to varying differences in the definition of disability which might
be adopted.
Senator LA FOLLETTE. 86. What is the life expectancy of a person
who is permanently and totally disabled?
Mr. ALTMEYzR. The answer to this question is subeet to oonsiderable qualification depending upon the age of the individual at date
of disability and the type of impairment leading to his disability.
Certain types of cases of total and permanent disability have an
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extremely short life expectancy. Other types of disablement, such
as an individual who may have lost both legs, do not have a life
expectancy differing radically from the life expectancy of the general
population at corresponding ages. On the average it might range
from 2 or 3 in the early years of disablement up to 14 or 15 years
after disability had existed a few years. However, the average would
definition of permanent disability.
vary depending upon tile
Senator LA FOLLETTE. 87. Persons who become permanently and
totally disabled are likely to be physically handicapped for some time
prior to becoming completely disabled, are they not?
Mr. ALTMEYER. The answer to this question is again very closely
tied up with the type of impairment leading to disability. For example, disability whigh is closely associated with advancing age is
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Mr. ALTMEYER.
who become permafore, it is possible that large nns
nently and totally disabled will eventually be fully insured for old age
as well as survivorship benefits and will never lose their rights to
benefits. On the other hand, substantial numbers of such disabled
persons may lose their rights to benefits.
Senator LA FOLLETTE. 91. Is it too pessimistic a view to think that
there may be here in this type of provision excessive encouragement
of suicide or worse?
Mr. ALTMEYER. This seems to us to be an overly pessimistic view'
of the situation. We doubt that very many persons would consider
the differential in their benefit right or in the size of the benefit
sufficiently serious to warrant suicide.
Senator LA FOLLETTE. 92. It is a fact is it not, that the death rate
among low-income groups is materially higher than it is for those in
the middle and upper income groups?
*
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Mr. ALTMEYER. The data available indicate that this is true.
Senator LA FOLLETTE. 93. That is, in the South, among Negroes
and among the unemployed, the rate of mortality at the present time
is materially above the average?
Mr. ALTMEYER, The available data boar this out in the case of
Negroes in the North as well as in the South and in the ease of the
unemployed.
Senator LA FOLLETTE. 94. How many deaths prior to age 65 will
there be each year in the next few years in the groups covered by this
old-age insurance system?
Mr. ALTMEYER. In round numbers about 200,000 a year, being
somewhat less than 200,000 initially and somewhat larger than 200,000
a few years hence as the system expands.
Senator LA FOLLETTE. 95. Among these deaths each year will be a
disproportionate fraction composed of persons who have been disabled
for longer or shorter periods or who have been unemployed or who
come from low-wage groups?
Mr. ALTN EYER. That is probably true.
Senator LA FOLLETTE. 96. Then I ask if we ought not to expect
that as many as one-quarter of those who die each year and who have
been in covered employment, will have no insured status at the time
of death?
Mr. ALTMEYEU. There is no reliable information available at this
time upon which to base an answer to this question. It should be
remembered that many such persons will be married women who after
having been employed for a few years in their twenties will die later
in life.
Senator LA FOLLETT 97. And many of that quarter would have
had an insured status if they had died earlier?
Mr. ALTMEYEn. See answer to previous question.
Senator LA FOLLETTE. 98. And probably at least another quoeter
of those who die each year will have smaller benefits parable to
survivors than if they had died in a preceding calendar year?
Mr. ALTMIYER. The definition of "average monthly wages" in
section 209 (f) excludes the year in which the individual died from the
calculation of the average wage for benefit purposes. Therefore, any
prson whose earnings decline in such year is not penalized with a
ower average wage.
Senator L&FOLLETTE. 99. Then, in general, a large group of persons
each year, perhaps as many as 50,000, will get nothing under the
survivorship benefit provisions and another group of 50,000 will be
penalized?
Mr. ALTMEYEiI. There is no reliable information available at this
time upon which to base an answer to this question.
Senator LA FOLLETTE. 100. And these 100,000 will come largely
from among those in greatest need: The disabled, those with lowest
incomes, the submerged third?
Mr. ALTMEYER. While no information is available to indicate the
exact numbers, it is certain that they will include a substantial proportion of individuals who cannot be considered as bona fide wage
earners normally attached to the labor market.
Senator LA FOLLETTE. 101. I read in the papers a day or two ago
about a witness before the Temporary National Economic Committee
who testified about a startling situation in the insurance field. As I
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recollect it, it was shown that in the past 20 years, industrial insurance
policyholders had lost over $1,400,000,000 by the lapsing of their
policies. Will we not have something of the same sort here? Your
actuaries have made estimates of cost. I assume that they must have
taken into account income from taxes paid by and for individuals who
never qualify for any benefits either for themselves or for survivors.
I know that this is a field in which estimates are subject to a more than
usual margin of error. But the committee ought not to be asked to
take this wholly on faith. Will you not, therefore, have your actuary
make an estimate giving the range of probability, and using the tax
schedule in the amendments:
(a) The amount of taxes to be paid by employees or employers
during 1950--59, inclusive, on wages of less than $200 in a calendar
year.
(b) The amounts of taxes to be paid in the years 1940-59 by employees (with the equal amounts paid by employer) who will never
qualify for any benefits either for themsel es or for survivors.
(c) What percentage of lapses must there be for the fund to remain
solvent uwith the present tax schedules?
Mr. ATrMEYER. (a) It is impossible to estimate this amount in
view of the lack of adequate information which we have on tie in-andout movement, and the level of employment and pattern of employment in those future years.
(b) It is impossible to estimate this amount in view of the lack of
adequate information which we have on the in-and-out movement,
and the level of employment and pattern of employment iil those
future years.
(c) The answer to this question depends on what other assumptions
are made with respect to the many variable factors which go into
making the cost estimates such as the retirement rate, future mortality, future waae trends, the amount of in-and-out moven erut,
interest rates, ani so forth. Based on the cost estimates made by
the Committee on Economic Security in 1935, the system could be
self-supporting even if no lapses occurred whIle under higher cost
assumptions an exceedingly high lapse rate might be ncessary to
maintain self-sufficiency.
Senator LA FOLLETTE. 102. Take a man born in 1930. He has a
wage record as follows: 1951-55, $1,800 in each calendar year;
1956-60, $2,400 in each calendar year; 1961-65, $3,000 in each calendar
year.
On January 1, 1966, lie goes into business for himself and remains
self-employed until 65, when lie retires. (Had lie done so as much as
a year earlier, lie would not be eligible for primary insurance benefits
at 65.)
(a) What will be his primary insurance benefit at 65?
(b) How much in taxes will be himself pay?
(C) What amount of life annuity deferred to age 65 could be purchased from an insurance company at present rates with those taxes
paid as premiums in the years of tax paymeilt?
Mr. ALTMMEVER. (a) Lis primary insurance benefit at 65 would be
$25.09 a month.
(b) He, himself, will pay in pay-roll taxes $1 080 oil the assumption
that the combined tax rate reaches 6 percent hy 1949 and is equally
shared by the employee and the employer.
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(c) A life annuity of about $26 to $27 per month would be payable
at age 65, However, if the probability of his being married and
leaving a widow when he (lies is taken into consideration and the
J se couticenc'ics,
,
tIIder akes to cuver
insurance-cornp ay7)icy
his individual life annuity would be much less.
Senator LA FOLLETTE. 103, As I understand, an amount equal to
taxes is to be appropriated permanently to the trust fund and there
will be appropriated from the trust fund amounts for the administra.
tive expenses of the Social Security Board, Is that correct?
Mr. AL'rMEY ER. The managing trustee of the fund is merely directed to repay to the general fund the amount which will be expended
during the month from the general fund as authorized by the annual
appropriation legislation. The administrative expenses of both the
Social Security Board and the Treasury Department are to be paid
from appropriations made by Congress cach year in the regular annual
appropriation acts.
Senator LA FOLLMIYTE. 104. But such appropriations from the trust
fund are limited to expenses of the Social Security Board? (See sec.
201 (f) and (g).)
Mr. ALTMEi1. No. The appropriations from the trust fund are
to cover expenses of the Treasury Department as well as of the Social
Security Board.
Senator LA FOLLETTE. 105. Then if the Administrator of the Federal Security Agency wants to have a single legal or research division,
lie could not use any of these funds for that purpose, even though
such divisions were performing mainly socia-security work? He
would have to get other appre iiations?
Mr. ALTmEyEu. We do not believe that this follows any more than
it would be impossible for the Bureau of Internal Revenue in the
Treasury Department, for example, to separate the expenses of collecting pay-roll taxes for the Federal old-age and survivor insurance
trust fund froaL the cost of collecting other taxes and performing
other functions incident to tax collection. The problem is merely
one of cost accounting.
Senator VANDENBERG. May I ask a question?
The CHAIRMAN. Yes, Senator.
Senator VANDENBERG. Dr. Altmeyer, I wish you would straighten
out some figures for me that we had yesterday. I am speaking now
about the reserve under title II.
Mr. ALTMEYER. Yes.
Senator VANDENBERG. When you freeze the pay-roll taxes under
title II for 3 years, how much do you reduce the income of the reserve
as originally contemplated?
Mr. ALTMEYER. About $825,000,000-half of that payable by
employers and half by employees.
Senator VANDENBERG. Understood you to say yesterday, when you
applied the rule of three--I am using that as a simple definition of
Secretary Morgenthau's suggestion that the reserve should be three
times the maximum benefit required in any one year.
Mr. ALTMEYER. Yes, sir.
Senator VANDENBERG. When you apply the rule of three it will
produce a maximum reserve of only $15,000,000,000 instead of
$47,000,000,000 as originally contemplated; is that correct? Is not
that what you said yesterday?
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Mr. AITMEYER. I think that is what I said. That might be subject
to correction. You see, there is a range there depending on whether
you take the high or low estimate of costs.
Senator VANDENBERG. Well, what puzzles me is I do not see how an
ultimate reduction of $32,000,000,000 in the reserve is produced by an
initial pay-roll tax reduction of only $825,000,000.
Mr. A]TMEYER. Because the benefits payable in the early years
are so much greater, and you would use a greater proportion of the

contributions collected in the earlier years for benefit payments than
you wold under the present law, You see, the present law has a
sharp tilt like that to the annual cost [illustrating] of benefits paid,
and this revised plan would tilt the upper end down and lower end
up of the annual benefit cost. Therefore, you do not accumulate the
same reserve that you would under the present law. That is why
yuu automatically solve the large reserve problem at the same time
that you liberalize benefits in the early years.
Senator VANDENBERG. So you still stand on the proposition that
you require all of the increased pay-roll taxes beyond 1943 in order
to maintain the rule of three in respect to the reserve?
Mr. ALTMEYER. Yes, sir.
Senator LA FOLLETTE. Now, I want to ask you about the trust fund
that is being created under title II. You have not said anything
about that,
Mr. ALTMEYEIt. I just mentioned it.
Senator VANDENBERG. What is the purpose of the trust fund?
Mr. ALTMEYER. Well, to allay the unwarranted fears of some
people who thought Uncle Sam was embezzling the money.
Senator VANDENBERG. Well, if there was any fear of embezzlement
it was unwarranted. The fact remains, does it not, that the creation
of the trust fund does not actually change the routine and the formula
under which this money comes into the Treasury and goes over to
you and then comes back and you get the I 0 U and the Treasury
expends the money?
Mr. ALTMEYER. I think it changes it,
but you will have to ask the
Treasury Department officials to explain exactly how it changes the
existing procedure.
Senator VANDENBEIRG. I think it is a step in the right direction

although it seems to me the process is called by a different name and
has a little more favorable window dr.,ssill.
Mr. ALTMEYER. Of course, the whole discussion about the investment of these funds has been on a very unfortunate and uninformed

basis. Under any conceivable system of social insurance operated by
the Government, in the final analysis it is the credit of the Government that supports the system.
Senator VANDENBERG. That is correct.
Senator CONNAIJLY. May I ask a question right there?

Senator VANDENBERG. Sure.
Senator CONNALLY. Is it not true, Doctor, that there has been a
great deal of propaganda throughout the country that these taxes
were being collected and that the Federal Government was squandering them on general expenditures of the Government, without conveying the additional information that they were really being invested
in Government bonds in a special account?
Mr. ALTMEYER. Yes, sir.
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Senator CONNALLY. It seems to me sometimes folks insist on putting
every dollar in cash money in there, marking it, and keeping it there.
We would soon exhaust all the money we have got. We could not
carry a cash reserve of $15,000,000,000. I know that is true because
I got some letters from them in the last few (lays. We are told the
pal-roil taxes we are paying in are being spent by the Government for
W 1. A. relief, and what not.
Senator VANDENBERG. That is correct, but it is inherent in the
system. There is an I 0 U that offsets it.
Senator CONNALLY. It is not being spent at adi; it is simply being
invested in Government bonds, which is about the best security we
know of.
Senator VANDENBIERG. Dr. Altmeyer, at the present time this investment is in 3-percent special bonds?
Mlr. ALTMEYE, R.

Yes, sir.

Senator VANDENBERG. Does this language on page 8 of the bill
change that in any particular? It seems to prescribe a totally different interest rate on bonds.
Mr. ALn EYER. Yes. It makes the provisions as regards this oldage- and survivor-insurance trust find (as this fund would be called
under this bill) with respect to the investment of that fund the same
as is now the case regarding the unemployment-compensation trust
fund. In other words, instead of a fixed rate of 3 percent it is proviled thft the f,,nd 1,,nil IV inv<:ed nt the :.verwt.e rato y ieldeod by all
Government oblivaions to the next lowest one-eighth percot.
Senator VANDENBFRG. That will substantially reduce the income
of the reserve fund, will it not?
Mr. ALTMEYER. Well, it depends 4 upon what the future will bring
forth.
Senator VANDENBERG. Well, at the moment.
Mr. ALMr.\EYERm. At the moment; yes.
Senator VANDENBERG. For the long-time future it might not.
Mr. ATIMEYER. I say it all depends upon what the interest yield
will be in Federal obligations. Of course, the fact that you do provide
that these obligations shall bear the average rate of interest enables
you to go into the market more readily and purchase outstanding
obligations if the market rate happens to be lower than 3 percent.
As it is now, when the market rate is below 3 percent you could not
possibly go in the market and purchase tile obligations to be placed
in this trust fund.
Senator VANDENBERG. Of course, that is entirely correct. From
the standpoint of economical financing, this provision is an advantage.
Mr. ALTMEYER. Yes.
Senator VA NDENBEiIG. But from the standpoint of one who believes
that the general tax structure should bear a share of the contribution
for the maintenance of this system, the maintenance of the 3-percent
interest rate would represent a degree at the present time of a contribution, would it not?
Mr. ALTMEYER. Yes, sir; a concealed subsidy.
Senator VANDENBERG. Yes.
Mr. ALTMEYER. This is better for that reason. If there is ever
going to be a Government subsidy it ought to be one that is recognized as such rather than concealed in an arbitrary rate of interest.
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Senator VANDENDEnO. Does not this one section of the proposed
law-does not this change in the interest rate upset all of the actuarial
calculations of the entire system?
M[r. AL'rMEYER. No; we just recalculate it on a little lower in-

terest yield, at 2% instead of 3 percent, but since your reserve is a
smaller item in your actuarial calculation, that difference is not as
in portant as if you stayed tinder the present system.

Senator

VANDENBERG.

That is obvious.

Mr. ALTMEYEB. Yes.
Senator VANDENBERG. But if you maintain the standard 3-percent
rate and do not reduce the interest on the bonds which are put into
the reserve fund, wotld that make any difference in your answer to
the question as to whether or not you have got to have these l)ay-roll
tax increases?
Mr. AaIlMEYER. No. The amount involved is not sufficient to
make a difference in the answer.
Senator ViNDENBmERGt. Are you in favor of the change in the interestrate provision?
Mr. ALTMEY ER. Yes.
Senator VANDENBERG. It would seem to me it takes a steel beam
out from under your actuarial ceflculations. You know what you cali
count on under the existing law, and you (to not know what you can
count on under the amendments.
Mr. ALTMEYER. Yes; but there are so many other inealculables, unknowns of far greater importance than this slight variation in the interest rate.
Senator VANDENBmR. There is just one other question that I want
to ask you. On page 8 of your statement yesterday you made the
point that under the old-age-insurance provision the schedules were
so formulatedthat every worker will receive more in protection for at least the next 40 years
than lie could purchase from a private insurance company with his own contributions.
Does that mean his own pay-roll tax alone, not counting his employer's contributions?
Mr. ALTMEYER . Yes, sir; not counting his em player's contributions.
Senator VANDENE.lm
Does that invite the imi)lication that if his
contribution and the employer's contribution were put together that
he could buy a better bargain from a standard insurance company
than he can get from the Government?
Mr. ALTMEYEB. In some cases, in these long-time high wage earners'
cases; yes. There is no question, as I think I pointed out in that
statement, and pointed out on other occasions, that there is a larger
proportion of the employer's contribution used for the purpose of
paying benefits to the short-time worker and the low-wage earner.
Senator VANDENBERG. Speaking generally, after you get past this
first hump, would it be true that private insurance companies could
give the insured a better bargain than this Social Security Act will?
Mr. ALTMEYER. Not if you count only the employee's contribution.
Senator VANDE.NBERG. But if you count the whole thing that is
collected for this purpose?
M ' ALTMEYER., In some cases; yes,
Senator VANDENBERG. You cod
hi make a better purchase by going
to the private insurance company?
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Mr. ALTMEYER. Yes.
Senator KING. Could you not in all cases?
Mr. AL'TMEEnl. No.
Senator KING. Except in the early stages of the development?
Mr. ALTMEYEII. No; even in tie later years many employees will
get more under the revised plan.
Senator KINo. Excuse me for interrupting you, Senator.
Senator VANDENBERG. I am all through, anyway.
Mr. ALTMEYER. If yOU turn to page 14, Senator, even after 45
years the $50-a-month man could only purchase, with his own contributions, an annuity of $10.68. Now, if you counted the pro rata
part that his employer paid for him, that would still be slightly over
$21, as contrasted with the $29 that he would draw under this suggested plan. That is for a single person. If he were a married person
lie would draw 50 percent more tian that.
I (1o not think, Senator, that the employer's contribution should be
calculated on a per-employee basis in this case any more than in the
case of workmen's collpensation. Tho employer makes his contribution on his pay roll and it goes into the fund. A larger proportion,
as I have said, is used for the low-wage earner and short-time wage
earner than for the high-wage earner and long-time wage earner.
senator VANDENBERG. I was simply challenged by the scrupulous
caution in basing Your analogies solely on half of tie money we are
raising on the pay rolls.
Mr. ALTMEYER. Because in any social-insurance system you have
to recognize the principle of individual equity. We do try to construct a socially adequate system, but in so doing, unless you maintain
tile principle of minimum individual equity, you are oing an injustice to certain classes. Even though this is a Government compulsory system, nevertheless it is dependent upon the acceptance of
the people, and the continued acceptance of the people. Now, in
the early years, when you are paying out much more in proportion
to contributions, that is not so much of a point, because even the
high-wage earner that Senator La Follctte pointed out in his illustration, benefits. In fact, the high-wage earner benefits, in dollars and
cents, if not proportionately more, than the low-wage earner in the
early years. However, as the system gets older if the high-wage
earner can say "some of the dollars I, myself, am putting in are being
used for other people's protection," the system could not be sustained.
Senator VAND ENBERG. Let me ask you one other question about the
reserve-fund investment. What happens to the 3-percent bonds that
are already in the reserve fund? Is it contemplated that those go
out and these lower-return bonds come in?
Mr. ATLTMYEM They are transferred over to the fund, but I do
not know whether the rate changes or not. I can get that information
from the Treasury.
Senator VANDENBERG. That is all.
Senator KING. Are the bonds callable at any time?
Mr. ALTMEYER. They are special obligations, Senator, for the
reason that since they bear 3 percent there were not outstanding
-obligations or series that could be purchased, as I understand.
Senator KrNo. Then there is no time fixed for the maturity?
Mr. ALTMEYER. That is my understanding. I may be mistaken
in that regard.
I
,,
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Senator VANDENBERG. I think you are right. I think it is contemplated in the original law that they stay there for 40 years, or
indefinitely.
Mr. ALTMEYEI. I am told that they do have a maturity date.
Senator CONNALLY. Doctor, let me ask you on the interest rate,
if we insisted on paying the 3 percent, or getting only 3 percent
si)eeial obligations, of course the Government would have to pay
tie 3 percent?
Mr. ALTMEYNR. Yes.
Senator CONNALLY. The bill provides that the Government got the
money at a lower rate of interest, and therefore, even if we should
pay, as you suggest, an indirect subsidy, it would be offset by the
saving to the Government in interest, would it not?
Mr. ALTMEYER. There would not be any indirect subsidy if you
change the language as suggested in this bill, because it would be the
average rate; but, as I said, there is an indirect subsidy when you
have these obligations drawing 3 percent when the average rate is 2%
percent.
Senator CONNALLY. Well, the Government is paying that, of course,
in an increased interest rate?
Mr. ALTML'YER, Yes.
Senator CONNALLY. The point I am making is if the fund is reduced by the fact you are going to have to buy 2%-percent bonds
instead of 3-percent bonds, or 3-percent bonds, the Government
gets the advantage of that reduced interest rate?
Mr. ALTMEYER. Yes.
Senator CONNALLY. And, therefore, even if it did ay a comparable
sum'into the fund it would not lose money; it woulS simply take the
money out of one pocket and put it in another?
Mr. ALTMEYER. Yes.
Senator VANDENBERG. May I ask him one further question?

The

CHAIRMAN. Yes.

Senator VANDENBERG. As I understand it, in response to my inquiry about the relative advantage of a private and public contract,
you said that there are some sections of the formula under which a
private company would give the insured a better bargain; is that
right?
Mr. ALTMEYER, Not if you count only his own contribution.
Senator VANDENBERG. No, no; I mean if you count the whole
thing
Ivl. ALTMEYER. Yes.
Senator VANDENBERG. Suppose you take it as a whe-suppose
you take the high cost, the low cost, the early maturities, and late,
maturities-could the private insurance companies of the country
give the insured a better bargain?
Mr. ALTuEYER. Could not possibly.
Senator KING. Could or could not?
Mr, ALTMEYER. Could not. In addition, the administrative costs
under the Federal old-age-insurance program are much less than for
private insurance. The only comparable private insurance, so far
as cost is concerned, is group annuities, where the insurance company
enters into a contract with an employer and gets paid in a lump sum
for all of his employees; but even on that basis the insurance companies' administrative costs, I think, for .the country as a whole,
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would be greater, even if you could conceive that all of the employees
could be put under group annuity policies, because when it i4 operated
by the Government you can centralize allof your bookkeeping and
you can collect your contributions more economiiically. For example,
the actuaries, when they calculated the cost of administration of this
present I)lan, estimated, as I recall, that it would run an average of
8% percent in the early years, and we have been able to oprate, even
with the fact that it is only on the 1-percent-contribution rate per
employer and employee, on about 4Y2 percent.
Senator VANDENBERG. Are you speaking now of title 1I alone, or
the whole act?
Mr. ALTMEYER. I am speaking now of title II.
Senator \ ANDENBERG. Alone?
Mr. ALTMEYER. Yes. That is also in spite of the fact that we
have had these large initial expenses setting up this record system il
Baltimore and issuing these social-security account numbers, and so on.
Senator LODGE. Doctor, I would like to ask you a few questions.
Permit me first to congratulate y-,.ouon the way you withstood the fire
here this morning. I direct you: attention to that part of your remarks
concerning the variable grants to the States.
M\Ir. ALTMEYER, Yes.
Senator LODGE. Am I right in my belief that that is the same proposition that was in Senator Byrnes' bill, that we had in the special
committee on unemployment relief?

Mr.

ALTMEYER.

We only expressed ourselves on the principle of

variable grants, suggesting that variable grants, if variable grants are
adopted, be geared to the relative economic capacities of the several
States. We have not suggested what the range should be in the variable grants, if a system of variable grants is adopted. The President
in his message suggested that any system of variable grants should
not operate to increase the cost to the Federal Government.
Senator LODGE. I notice in your supplementary statement you say
that there should be established an objective standard, such as per
ca ita, income.
Mr

ALTMEYER.

Yes.

Senator LODGE. That is the same proposal you have?
Mr. ALTMEYER. Yes. In that respect it is the proposal contained
in Senator Byrnes' bill.
Senator LODGE, Did you propose this to the House?
Mr. ALTMEYER. In my opening statement, just as I did here.
Senator LODGE. You did propose it to the House?
Mr. ALTMEYER, Yes. It is contained in our report, and I merely
summarized our report for the Ways and Means Committee, as I did
for this committee.
Senator LODGE, On the basis of the per capita income figures,
which I obtained from you earlier in the year, this proposal woufd not
help an old person in Arizona, California, Colorado, Connecticut,
Delaware, Illinois, Indiana, Maine, Maryland, Massachusetts, Michigan, Minnesota, Montana Nevada, New Hampshire, New Jersey,
New York, Ohio, Oregon, Pennsylvania, Rhode Island Washington,
Wisconsin, Wyoming, and the District of Columbia because those
States are supposed to have what you would describe as economic
capacity.
Mr. ALTMEYER. Yes.

4

SOCIAL SECURITY ACT AMENDMENTS

87

Senator LODGE. Now, when you mention economic capacity, you
do not mean the things that are in the ground, that are put there by
nature, (10 you?
Mr. ALTMEYER, No, You have got to take into consideration not
oily natural resources but also the economy of the State as a whole.
senator LODGr. Maybe I can illustrate the point I have in mind.
The CHAIRMAN. Senator Lodge, may I inquire whether there is a
table here that shows what each State now pays on this Federal
assistance business?
Mr,ALTMEYER.
The CHAIRMAN.
Mr. ALTMIYER.
Senator LODGE.

The total,
I thought it was in the record.
I do not think it is in the record.
Here it is, I would like to put the table in the

record, Senator,
The CHAIMAN, It is printed somewhere. It ought to be before
the members of the committee.
Senator LODGE. With the per capita income by States. I have
got them in parallel columns, I would like to have that placed in the
record.
The CHAIUMAN. Without objection, it may be placed in the record.
(The table referred to is as follows:)
AVERAGE OLD-AGE, ASSISTANCE PAYMENT
PER RECIPIENT (TITLE I), DECEMBER

PER CAPITA INCOME BY STATES 1036
United States -----------

IasS

United States ----------

$432

$19, 55

New York- -------------700
California ------------------- 32. 43 Connecticut ----------------607
Colorado ------------------29. 99 California-------------------605
Massachusetts --------------28. 56 )elaware --------------------- 590
Connecticut ----------------26. 66 Rhode Island - --------------561
Nevada --------------------26. 46 Nevada ---------------------545
Arizona --------------------26. 10 Massachusetts ----------------.
539
New York ------------------24. 18 Wyoming -------------------526
New Hampshire -------------23, 08 New Jersey -------------------.
517
Ohio- ,
.---------------------23. 01 Illinois ----------------------500
Washington ----------------22. 10 Montana --------------------482
Wyoming -----------------21.62 Pennsylvania ----------------478
Idaho --------------------21. 55 Michigan --------------------473
Oregon -------------------- 21,30 Maryland -------------------473
Pennsylvania ---------------21. 19 Wisconsin -------------------467
Wisconsin- ---.--------------20, 78 Olio------------------------460
Maine -------------------20 71 Now Hznmipshir --------------438
Montana -------------------20.48 Washigton ---------------4,34
Utah ----------------------20. 45 Minnesota -------------------416
Minnesota -----------------20. 42 Maine ----------------------414
South Dakota ---------------20. 04 Colorado ---------------------406
Oklahoma ------------------19.94 Indiana ----------------- 402
Iowa ----------------------19. 82 Arizona--------------------401
Kansas -------------------- 19. 02 Oregon ---------------------304
New Jersey -----------------19 32 Iowa ------------------------370
Rhode Island ---------------18. 78 Missouri ------------------ 366
illinois---------------------18. 52 Vermont -------------------366
Missouri ------------------18. 48 Kansas ----------------------365
Maryland ----------------17. 51 Nebraska --------------------361
North Dakota -------------17. 38 Florida ---.------------------353
Nobraska --- - ........----17, 12 Utah ---------------------348
Michigan ----------------17, 11 Idaho ----------------------344
Indiana ------------------16. 53 New Mexico ---------------322
Vermont ----------------14,47 West Virginia -------------....
318
Texas ---------------------13. 84 Texas ----------------------316
Florida ....................13, 84 Virginia --------------------305
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AVERAGE OLD-AGE A881TANCE PAYMENT
PER RECIPIENT (TITLE I), DECEMBER

PER CAPITA

INCOME

BY STATES

135--

continued

1oss-continued
West Virginia --------------$13. 79
Tennessee ------------------13. 23
New Mexico ---------__-11. 15
Delaware -------------------10. 84
Loi, .,iana -------------------10. 26
Virginia ---------------------- 9. 54
Alabama -------------------9. 51
North Carolina ------------9. 36
Georgia --------------------8. 76
Kentucky- --------.--------8. 73
South Carolina --------------7. 40
Mississippi ------------------6. 92
Arkansas ------------------6. 15

Louisiana -------------------$300
South Dakota----------------275
North Dakota -------------- _
260
Oklahoma ------------------ _
259
North Carolina --------------253
Georgia ---------------------253
Kentucky -------------------2,0
Tennessee -------------------232
South Carolina ---------------224
Alabama --------------------189
Arkansas --------------------182
Mississippi ...............
----I,0
District of Columbia----------66

Senator LODGE. Let me return to the point that I would like to have
you clear up for me. If you go into one of the towns where ill of the
industries have left, where the bottom was taken right out and yol
see the unemployed people there with nothing to turn to at all, and
then compare them with people out on a ranch, or on a farm, it is
somewhat of a shock to be told that the economic capacity of those
people is high and the economic capacity of the people who have
access to the resources of nature is low. 'Does it not go back to the
fact that in an agricultural community the wealth of the income of the
people is not measured ei)tirelv in dolnarq, and .onseouientl
,
if you
try to say thac the econoic capacity of an agricultural St-a.te is !ow
simply because the dollar income does not show it to be high you are
not making really a just measurement, isn't there something in that?
Mr. ALTMEYER. I think you have got to bear in mind you are taking
the State as a whole. You should not just look at the situation in
one of those ghost towns to determine what the economic capacity of
the State as a whole may be.
Furthermore, I think there is too much made of the differences in
cost of living between one part of the country and the other. The
studies that have been made by the Bureau of Labor Statistics, and
I think the Department of Agriculture Home Economics Division
indicate that the variation in the cost of living between a city in the
South and a city in the North is very little, if any, and likewise
comparing a rural area in one part of the country with the rural area
in another part of the country, There is a considerable difference
between the rural and urban areas within the same State, a greater
difference than as between States within comparable territory.
Senator LODGE. The income difference between the rural area and
the city is on the same basis as the cost of living differences, is it not?
Mr. ALTMEYER. Yes; but the technicians who worked on this per
capita income proposition advised the Board-and I do not know
whether they testified before the Byrnes Committee or not-that the
variations in the cost of living as such between States would not affect
materially, even if you tried to work that into your formula, the rank
of the States on a per capita income basis. 'Particularly is that so
if your variation in the ratio between the minimum anti maximum is
so small that the rank of the State is all moved together anyway.
Senator LODGE, Now, in determining this so-called per capita
income, the principal basis that you used was the income tax returns;
is that not true?

SOCIAL SECURITY ACT AMENDMENTS

89

Mr. ALTMEYEI. No; it was based on a great amount of data. I
should say we did not calculate the per capita income figure, That
is calculated by the Income Section of the Bureau of Foreign and
Domestic Comnerce.
Senator LODGE, Do they not take the income tax returns into
account?
Mr. ALTMEYER. As one of the factors.
Senator LODGE. As I recall it, they sent me one of the big books.
Of course, that, to my mind, is an injustice, because you can have
10 or 12 millionaires living in the State that will give the State a
high ranking on income, and yet the people living in the State make
very little. There are people in the States that never saw a $2 bill,
and to give them a rank based on the income of the people living in
that State, including the millionaires, is not fair. I am not proposing
to take away anything from what is proposed for that State, allI am
asking for is that the States that are not benefited be given an advantage on the basis of living costs.
Mr. ALTMEVR.n, I think the statisticians could demonstrate, by
taking into consideration the difference in living cost, that the variation in the matching ratios, particularly if the range between the
minimum and maximum is small, would not be much.
Senator LODGE. That is as may be. The W. P. A. survey has been
made, and the National Industrial Conference Board survey, and the
other surveys that I have been able to see, and which I hope, in a day
or two, to put in the record, Mr. Chairman, which indicates that there
is a substantial difference. I do not understand why there would be
any objection, if we are going to have a variable system, if they are
going to treat one different from another, I do not understand why
we do not give equal justice to everybody.
Mr. ALTMEYER. I do not think, as a matter of fact, you could establish what the average cost of living is by States.
Senator LODGE. You can establish it as accurately as you can establish the per capita income.
Mr. ALTMEYER. I do not think you could do it as accurately as that.
Senator CONNALLY. May I ask a question there, Senator?
Senator LODGE. Yes,

Senator CONNALLY. Take a city that is right on the State line, it
would be a little difficult, the cost of living would probably be the
same on both sides of the line in that particular city.
Mr, ALTMEYER. I do not know.

Senator LoDE. Senator Connally, I think this objection is just as
strong there, as to the cosf of living.
Senator CONNALLY. Not necessarily because you would average it
up over the rest of the State. Take Texarkana, Tex., where Senator
Sheppard lives, it is right straddling the State line, and the same thing
applies to a number of towns in the country.
Senator LODGE. If you have got a millionaire that happens to live
at Texarkana, Tex., and his income would be computed in the average,
in the per capita income of one State and across the line it would not.
Senator CONNALLY. I am not advocating that.

Senator LODGE. It seems to me you are always going to be up
against the question of drawing a line. I would like to know whether
you would object to adding on to this proposal a provision that the
States, where the cost of living is above the average, would receive an
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extra variable amount. It seems to me that is not a selfish position
to take at all.
Mr. ALTN!EY R. My understanding would be tlnt it would make for
an unnecessary comI)lication. I think that question ought to be
decided on the testimony of the people who aire familiar with these per
capita income figures, and I amn not familiar with them, because, as I
say, they are compiled by the Department of Commerce.
Senator LODGE. Yes; tinder this proposal you would be the one to
administer it.
Mr. ALTMEYER. I say our information is that the hitroduction of
this cost-of-living factor would not change the ranking materially, and
if that information is correct it would just be an unnecessary complication. If that information is not correct then you would want to give
consideration to how much effect there wouldbe.
Senator LODGE. It is obvious if you are going to take an old person
and take care of him in a State where the weather is moderate all the
year round it is not going to cost as much as where you take him to
a climate, where you have got to heat his dwelling. That is fair, is
it not? That is a method of measuring by temperature.
Mr. ALTMEYER. Yes.
Senator LODGE. That is just one illustration.
Mr. ALTMEYER. Of course, that does not have to do with this per
capita income or variable grants, that has to do with the size of the
allowance that is made in each individual State.
Senator LODGE. But it affects the cost of living, Doctor. If you
have got to buy a ton of coal it is going to cost you more to take care
of that old man.
Mr. ALTMEYER. That is taken into consideration in the amount
that the State agency allows that person under their State old-age
assistance,
Senator LODGE. That is true, but a State where the weather is
cold has got to allow for providing heat and a State where the weather
is moderate does not have that expense.
Mr. ALTMEYER. Therefore, that State would expend more and
would receive a larger dollar matching from the Federal Governmeat.
Senator LODGE. It could still receive it, could it not?
Mr. ALTMEYER. As regards the difference in the size of the allowance that is made to these individual recipients, but I say that it is
not anything that is involved in this matching ratio.
Senator LODGE. I know it is not. I am saying it ought to be. If
you are going to make it variable in one section of the country because
their income is low I say you ought to make it variable in another
section of the country because the cost of living is high.
Mr. ALTMEYER. Let us take States A and X,

Senator LODGE. All right.

Mr. ALTMEYER. State A, we will say, would receive a matching of
66% percent, and it is a State with a low cost of living,
Senator LODGE. Yes.
Mr. ALTMEYER. And the average grant is $21?
Senator LODGE. Yes.
Mr. ALTMEYER. Now, two-thirds of $21 would be $14. State X is
a State that has a high per capita income and therefore gets, we will
say, only one-third matching, but that State is paying out an average

SOCIAL SECURITY ACT AMENDMENTS

of $45.

91

Now, that State would get from the Federal Government

$15, or one-third.
Senator LODGE,
Mr. ALTMEYER.
Senator LODGE.
Mr. ALTMEYER.

There is no State that is doing that.
No. Thirty-two dollars is the highest.
Yes.
I want to mention this speciousness of the average
in just a second, but on that average basis that State with the high
per capita income, even though the matching ratio was less, one-half,
as a matter of fact, the matching ratio of the other State, it is getting
$15 in that case as compared with $14 in the other case. So it is
getting $1 more.
Regarding this average grant, and regarding the table that the
chairman requested be put in the record, I think many people are
misled by forgetting that these are averages, and that means that
there is a wide range in'each State in what is being received per case
in that State.
Senator LODGE. Because of individual need?
Mr. ALTTMEYER. Yes. If you had a perfect distribution it would
mean you had 50 percent of the people getting more than the average
and 50 percent getting less than the average. In some States it is
up to $60 and $70 per case.
Senator LODGE. There are not very many of those.
Mr, ALTMEYER. I mean the range, although the average might
work out only $32, as is the average in the high State.
Senator LODGE. I do not disagree with what you said there, but I
do not think anything you said shows we should not make an allowance for living costs just as much as we do for low incomes.
Mr. ALTMEYER. I was just pointing out that while your matching
ratio might vary from the State with the high per capita income to
the State with the low per capita income, the fact that the State with
the high per capita income is paying larger allowances may well mean
that the State with the high per capita income will receive more in
dollars from the Federal Government per case than the State with
the low per capita income.
Senator LODGE. And it puts tip more?
Mr. ALTMEYEI. Yes.
Senator CONNALLY. Let me ask you a question there. A rich
State that is able to pay high State benefits gets a matching up to
$15, does it not?
Mr. ALTMEYER. Yes.
Senator CONNALLY. Here is a poor State, on the other hand, that

is not able to pay, it only gets a matching for its smaller ratio, does
it not?
Mr. ALTMEYER. Yes.
Senator CONNALLY. Therefore, the rich and powerful State gets
more proportionately from the Federal Government than the State
which is economically in not such good shape; is that not true?
Mr. ALTMEYE. Y08 sir.
Senator CONNALLY. The State that is rich and has a high income,
it can, by its own State measure, raise relatively a good deal more
money than the poorer State and it ought to, ought it not?
Mr. ALTMEYER. Yes, sir.
Senator CONNALLY. This whole thing is an economic thing, it
relates purely to econpomics.
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Mr. ALTMEYER. Yes.

Senator CONNALLY. What would you say to this: Instead of undertaking this so-called variable in proportion to the income, suppose
the Federal Government would make a flat contribution of two-thirds
out of the first $15, the Federal Government pay $10 and the State
pay $5?
Mr. ALTME YER, I think anything like that is very dangerous.
Senator CONNALLY. Why?
Mr. ALTMEYER. If you provide a higher variation of the matching
on the first $15, or $20, or $25, you will have cases of partial dependency or even total dependency in the low-cost area being treated
probably more liberally in proportion to the eases of people in need
above that amount. Because the State is receiving a higher matching on certain payments there is a tendency for the State to concentrate upon those sort of cases where they can get the higher matching ratio. In other words, I think there would be a considerable
tendency to freeze at or below any figure such as that which is set.
Secondly, I would say that with so much of the revenue of the
Federal Government being derived from nonprogressive taxes, that
is, not from income and inheritance taxes but from taxes of a more
or less regressive character (and more than 50 percent of the revenue
of the Federal Government is of that character) it would mean that
under any formula like that, while the intent would be to put more
money into the poorer State, that intent might be offset to a considerable extent by the fact that those same poorer States are paying
into the Federal Government these nonregressive taxes of one sort
or another.
Senator CONNALLY. This would not vary, this $10 would be unanimous everywhere.
Mr. ALTMEYER, But it would increase the cost to the Federal
Government.
Senator CONNALLY. Yes; it would, probably. My purpose in suggesting it is it would take care of these lower-income folks, would it
not?
Mr. ALTMEYER. Yes.
Senator CONNALLY.

It would encourage the States to give the fellow

that only was getting $8 or $10 now, it would encourage them to give
him $15, would it not?
Mr. ALTMEYER. I think it would.
Senator CONNALLY. And would not they need it much more than
the people that are getting the entire rate?
Mr. ALTM EYER. I do not think that necessarily follows, because, as
I pointed out, people who are partially dependent are receiving their
old-age assistwee allowances, and they may be in need from a couple
of dollars all the way up the line.
Senator CONNALLY. if they do not need but a couple of dollars, 1
do not think you need fool With that at all.
Mr. ALTMEmYoR. There are a great many of those cases that enter
into this average, all the way up to $15, $20, and $25, whatever the
border line may be in that matching ratio.
The other point I wanted to make was, since any plan like that
would probably increase the over-all cost to the Federal Government,
that would likely necessitate increased taxation and as loug as we
have the major portion of the revenue of the Federal Government
derived from, nonprogressive taxes, those very States that you are
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intending to help will piay an undue proportion, because at the same
time you are giving more money to the States with the high per capita
income through the operation of that formula.
Seiator LODGE. You would not be giving them any more than you
tire giving them now would you?
Mr. ALTIVEYER. Yes.
Senator LODGE, You are matching exactly now, are you not?
Mr. ALTMIYER. I mean, if you take two-thirds of the first $15, and
15 percent over that, that would mean every State in the Nation today,
the States that are well off as well as the States that are not well off,
would get an increased grant from the Federal Government, and that
would icroase the over-all cost. That would have to be through
Federal Government, which, as I suggested, was to a considerable
extent nonprogressive in character.
Senator LODGE. You admitted that the rich States are now getting

more money.
Mr. ALTMEYER. They would got still more money under that.
Senator LODGE. I don't know about that.
The CHAIRMAN. You mean that they could reduce the amount so

that they could come in and comply with that requirement as to the
$15.

Mr. ALTMEYER. Yes.
The CHAIRMAN. Above that there are only a few that could pay it?
Mr. ALTMEYER. Yes.
The CHAIRMAN. I notice from these tables here, Doctor, that

Arkansas seems to be the lowest average old-age-assistance-payment
State at $6.15. That means that the State puts up $3.07% and the
Government puts up $3.07Y.
Mr. ALTHEYER., es.
The CHAIRMAN. New York, under this figure I see here, is $24,18.
They put up $12.09 and the Federal Government )uts up $12.09; is
that right?
Mr. ALTMEYER. On the average; yes, sir.
The CHAIRMAN. So if there is going to be something to help the
poorer State, you think it ought to be an economic proposition?
Mr. ALTMEYER. Yes.
The CHAIRMAN. After a survey?
Mr. ALTMEY El. Yes.
The CHAIRMAN. You do not anticipate great trouble, after an

economic survey, in ascertaining the income wealth of the State?
Mr. ALTMEYER. My understanding is that these figures that the
Department of Commerce have collected over a period of years were
just published within the last 30 or 60 days, and they are on a very
comprehensive basis.
Senator VANDENIJERO. Am I wrong in assuming, from all of the things
you said, that you think it is pretty dangerous to enter the field of
variables at all?
Mr. AL'rMEYER. I would put it this way: You have got to look at
it from a short-range as well its a long-range point of view. If the
Federal Government is going into a larger and larger prog ram of

matching of State expenditures of one kind or another, whether it is
in this field or education, or health, unless there is some sort of a
variable matching, the cost to the Federal Government will mount so
steeply that it will place a great strain upon the Federal finances and
credit. Whether you reach that point now or not, that is a matter
1(083-3-7-
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for Congress to decide, it seems to me. You do have, however, the
problem Senator Connally pointed out, that the poorer States are
having difficulty matching their end of it.
Senator VANDENBERG. Does willingness to pay have anything to
do with it along with the capacity to pay?
Mr. ALTMEYER. I think it is something, but by far the greater
factor is the capacity to pay.
Senator LODGE. Is it not true, Doctor, that there is more bleak and
desperate poverty and poorer people in rich States than in any other
States?
Mr. ALTMEYER. I do not think so.
Senator LODGE, Take the slums of New York, Boston, Chicago, or
Detroit, take the cotton-mill cities, take the hopeless conditions where
they have no natural resources at all, how can you imagine any poverty
that can compare to that?
Mr. ALTMEYER. On absolute terms you are probably right, but I
say regarding the general level of prosperity you will not reach the
same conclusion. You might in certain sections of your State find
poverty equal to or worse than in certain sections of another State, but
over all in Massachusetts the.general level of well-being is up toward
the top. I think you should be congratulated.
Senator LODGE. That is a matter of opinion. What you are trying
to do is to average the rich with the poor. You are sitting here in
your office in Washington with a piece of paper and pencil and averaging it, but there is not any real averaging going on, so the poor people
in the rich States are going to take it on the chin, they are going to
carry the freight of this whole thing.
r.ALTMEYER. But the taxes in those States ought to be adjusted.
Senator LODGE. They ought to be, but they are not. The tax
system in these so-called poorer States ought to be adjusted so that
they would do a little more, but it is not.
Mr. ALTMEYER. That is within the province of the State.
Senator LODGE Yes; it is in the province of the State. The economic capacity of the State is purely a relative term, Doctor. It all
depends on what you want to put in it. You can define it in any one
of a million ways. There is nothing absolute about that.
Mr. ALTMEYER. I think you can take a half dozen different criteria
to measure economic capacity, or economic well-being, whatever you
choose to call it, and they check up with a great degree of similarity.
Senator BYRNES. Dr. Altmeyer, may I ask you a question? Who
prepared the statement for the Department of Commerce?

Mr.

ALTMEYER.

Robert Nathan.

Senator BYRNES. It is a book that contains the factors used in determining the per capita income?
Mr. ALTMEYER. Yes.
Senator BYRNES. Are you familiar with it?
Mr. ALTMEYER. Yes, sir; in a general way, Senator.
Senator BYnNES. Could you state those factors, or do you prefer
that we wait until we ask him?
Mr. ALTMEMR. There is a report issued in May of this year. It is
entitled "State Income Payments, 1929-37." On page 11 there is set
forth the following items as being taken into account in determining
per capita income: (a) Salaries and wages; (b)other labor income and
relief (that includes direct and work-relief payments); (c) entrepreneurial withdrawals, which may be defined as that portion received
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from the operation of any corporate enterprise which the owners withdraw for personal or nonbusiness uses; (d) dividends, interest, and net
returns and royalties.
Senator BYRNES. Mr. Chairman, I suggest if the committee decides

to go into this particular phase of the inquiry, I would like to make a
statement as to the provisions of the bill reported by tile Unemployment Committee, and would also, in connection with that like to have
Mr. Nathan make a statement for the record as to how he arrives at
the per capita income of the Nation and-the per capita income of the
various States.
The CHAIRMAN. The committee will be glad to hear you, Senator
Byrnes, at that time, and we will have Mr. Nathan coie down at,
that time.
Senator CONNALLY. Pardon M,,jnator, are you through?
Senator

BYRNES.

Yes

n, Doctor.

Senator CoNNALLyY.*twant to ask you jus
e question, Doctor.
The table read by,?enator Harrison a moment ag&0showed that New
York was paying $24 a month *g4, Arkansas was 'king $6. The
Federal Gov$ment, out of its 6,iviiTreury, is payig the man in
New York ,ur times as much 4 is beigg
in
ea
o' tI average
e..p paidd on
Arkansas,

Mr. A

it not?

I'!EYEII.
e

Senate CONNALZY. TP.iat is nO'tflght, is it?1
'
Mr. ATMEYEH. Nsr
t
Senate CONNALLY. SO oughtt to 'dokt-VI
o not k pw the
details-but we ought to aabt
re equitable,pfairer megiods, a
fairer sj*tem thaf Uacle Snfi.lw,
with oe man, an Id-age
pension in NewYor0t 'eotin $1 a tOver here on the jt-hand
Pndgtie old-agi pension in Art8"a$ '- hey are both itizens
of the W~ited StatbV.
h
is t
t
the pa of the
Governnbnt to do a-ything fo oi
no,
e,
thInk
oblig on is to
treat thei~both alikW is it not?
Mr. ALTY-UYER. Yes.
"
Senator JbHNSON. The. 0overnmwt tr6ts them *oth alike,
because it git them both- the,,sami opportunity tgtAhare in the
pensions, if the
ieet the requirements of the pens'ai. It depends
on the State, ThU1,urpose of this matching progtffi is to encourage
the State to pay old- ePensions.
Senator CONNALLY. TI ti41q
Senator JOHNSON. It is an iMducenfient to them. That is the purpose of it.
Senator CONNALLY. It does not seem to work in some cases.
Senator JOHNSON. Whose fault is it?
Senator CONNALLY, It is the fault of the State. This poor, ragged
fellow in the brush, lie does not know anything about that.
Senator JOHNSON. Why throw the system into the discard simply
because some State is not progressive enough to go ahead and make
the provision?
Senator CONNALLY. I grant you it would be entirely desirable if it
would.
We are responsile for our legislation and the State is responsible for its legislation. If we mak(e it possible for the Government to hand one man, who is in the same condition as the other man,
four times as much, we are not doing justice and equity.
Senator LoDoa. Is it not true, Senator, that these payments are not
handled by the Federal Government?
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Senator CONNALLY, It conies out of the Treasury.
Senator JOHNSON. These are grants to the States.
The CHAIRMAN. Doctor, have you given any thought to the idea,
in regard to this economic set-up, that the Federal Government makes
it possible to give greater assistance to the poorer States, to raise the
level, say, to $15 to each individual, and then above that we come back
to what the bill has done here, increased the maximum on the 50-50
basis, $20 for the Federal Government and $20 for the other?
Mr. ALTMEYER. That is along the line of Senator Connally's
suggestion?
The CHAIRMAN. Yes.
Mr. ALTMEYER. As I said in answer to Senator Connally's questions,
that has a tendency to freeze payments below the $15 level and to pay
disproportionate benefits in the case of those below that level as compared with those whose needs exceed the $15, and secondly, it means
automatically that larger sums are paid out by the Federal Government to the States that are already receiving these large amounts, and
that then brings you around to where you started. Through our
present system the poorer States are paying a considerable proportion
through these taxes of one kind or another.
Senator GERRY. Dr. Altirey er, do you take into account also the
benefits that the agricultural States get from the Federal Government
that the more thicly populated States do not? I am just wondering
how you collected the statistics.
Mr. ALTMEYER. I am not making the argument that the poorer
States are getting more or less in total,
The CHAIRMAN. I would like to place into the record in this connection this table that appeared in the Congressional Record, which
I presume is authentic. It shows the average old-age-assistance payments per recipient (title I) December 1938, by States.
(The table is as follows:)
(All figures from Social Security Board)

Average old-age assistance payment per recipient (title I) December 1083
United States -------California -----------------Colorado -----------------Massachusetts ------------Connecticut --------------Nevada ------------------Arizona ------------------New York ------------------New Hampshire ------------Ohio -----------------------

Washington ----------------

Wyoming ----------------Idaho ---------------------Oregon -------------------Pennsylvania --------------Wisconsin -------- ------Maine ---_--------------Montana ------------------Utah ---------------------Minnesota ------- _--------South Dakota --------------Oklahoma ----------------Iowa --------------- _-----Kansas -----.---------------

$19. 55 New Jersey ------------------ $19. 32
18. 78
Rhode Island ....
32. 43 Illinois ---------------------- 18. 52
29, 99
28. 56
26. 66
26 46
26. 10
24. 18
23. 08
23. 01

22. 10

21.62
21.55
21.30
21. 19
20. 78
20. 71
20 48
20. 45
20. 42
20. 04
19. 94
19. 82
19. 62

Missouri ---------------18, 48
Maryland --------...........
17. 51
North Dakota --------------17. 38
Nebraska ..................
17. 12
Michigan ---------------17.11
Indiana --------------------- 16, 53
Vermont --------------- _---- 14. 47
13. 84
Texas .....................
Florida -----------........... 13. 84
West Virginia ----------... 13. 79
Tennessee ..................
13, 23
New Mexico ----------------- 11, 15
Delaware -------------------- 10, 84
Louisiana ------------------- 10. 26
Virginia...................
9. 54
Alabama..............
9, 51
North Carolina -----------..
9, 36
Georgia --------------------8 76
Kentucky ..................
8. 73
7. 40
South Carolina ------_------Mississippi ..................
6. 02
Arkansas ................
6. 15
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Per capita income by States, 1985
United States -----------New York --------------------Connecticut ------------------California -------------------Delaware ---------------------Rhode Island ..----------------Nevada ----------------------Massachusetts ----------------Wyoming -------------------New Jersey -------------------Illinoi -----------------------Montana-- -------------.. ----Pennsylvania -----------------Michigan ---------------------Maryland --------------------Wisconsin --------------------Ohio. ------------------------New Hampshire---------------Washitigton ------------------Minnesota --------------------Maine -----------------------Colorado ---------------------Indiana ----------------------Arizcna ----------------------Oregon -----------------------

$432 Iowa -------------------------Missouri --------------------700 Vermont ------------------.607 Kansas ----------------------605 Nebraska --------------------590 Florida ----------------------561 Utah -----------------------645 Idaho -----------------------539 New Mexico ------------------526 West Virginia -----------------517 Texas -----------------------500 Virginia ---------------------482 Louisiana ------- ------------478 South Dakota -----------------473 North Dakota ----------------473 Oklahomra -------------------467 North Carolina ---------------460 Georgia ---------------------438 Kentucky -------------------434 Tennessee -------------------416 South Carolina ---------------414 Alabama ---------------------406 Arkansas-.-------------------402 Mississippi ------------------401 District of Columbia -----------394

$370,
366
366
365
361
353
348
344
322
318
316
305
300
276
260
259
253
253
240
232
224
189
182
170&
966.

Senator CONNALLY. May I ask one question? What is the average
now all over the United States of the Federal payment, of the Federal
contribution for old-age pensions?
Mr. ALTMEYEI. The average that is paid out to the recipient is a
little bit over $19, and the average that the Federal Government
would share would therefore be about $0.50.
Senator CONNALLY. So this proposal, if you give them $10, would be
practically the same amount, would cost practically the same amount
of money that we now pay.
Mr. ALrMEY it. If you do not pay anything more, you mean, just
the flat amount?
Senator CONNALLY. $10; say, the first initial $10. I want to take
issue with you on it, with all due respect to your theory, that would
tend to discourage and hold them down below the $15. It seems to
me if the State would have to put up only $5 in order to get $10
from the Federal Government, it would stimulate them and inspire
them to be more generous and give them a larger amount, because
it only costs the State $5.
Mr. ALTMEYER, Wht'about the States that need more than $15?
Senator CONNALLY. That is the same proposition. It would be
easier to put lip $10 out of $25 than $12.50 out of $25. A man would
get $25 then and the State would only put lip $10. It would be much
easier to get the measure through the legislature on that basis,
Mr. ALTIMEYER, We have the same situation in the Case of aid to,
dependent children, Senator, where the maximum per child, for only
one child is $18, and for more than one child $18 for the first child
and $12 for successive children. We have had experience under that
sort of a program with the States. The statistics we got from the
States showed a clustering around and below that maximum; in other
words, indicating that there is a great tendency not to go beyond the
maximum that is matched by the Federal Government.
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The CHAIRMAN. Have any of the States matched the full maximum,
that is $15 and the Federal Government $15?
Mr. ALTMEYER. There are 1,800,000 cases, and about 14 percent of
them are getting over $30 per month.
The CHAIRMAN. But that is individual cases?
Mr. ALTMEYER. That is individual cases.
The CHAIRMAN. We were speaking of the average in the States.
Mr. ALTMEYER. Yes. The only State that has an average of over
$30 is California.
Senator GERRY. Dr. Altmeyer, don't you find in a depression, especially in the agricultural States in the North, that you have to
allow also for the children and the cost of living of the big family,
where they are not able to raise their products, as they are in an
agricultural State where they have all that the Senator from Massachusetts has pointed out?
Mr. ALTMEYER. Yes, sir.
Senator GERRY. That the payments in proportion, in the destitute
cases, have been very much larger?
Mr. ALTMEYER. Yes sir.
Senator GERRY. And if you have got a depression there the wealth
decreases proportionately?
Mr. ALTMEYER, That is true.
The CHAIRMAN. The committee will adjourn until 2:30.
Senator DAVIS. Mr. Chairman, may I ask a question before you
adjourn?
The CHAIRMAN. Yes.
Senator DAvIs. Are these special contractors, life-insurance solicitors brought in under this bill?
Mr. ALTMEYER. Yes; there is a provision in the bill, under the
definition of "employee."
Senator DAVIS. Are not they sort of individual contractors? They
have been excluded heretofore.
Mr. ALTMEYER. Yes; some kind of life-insurance agents have been
excluded heretofore. The industrial-life-insurance agent has been
covered, because it has been held that the relationship of employer
and employee exists, but in the ease of certain types, at least, of ordinary life-insurance agents it has been held the relationship of employer
and employee did not exist. There is a definition of employee in
there that undertakes to cover the life-insurance agent, and similar
occupations, when that is the principal occupation, but excludes it
when it is just incidental to some other occupation. The bank teller,
for example, might write a policy, but he would not be covered under
the proposed definition; but the man whose principal occupation is
that of salesman is intended to be brought under the definition of
employee.
Senator DAvIS. Mr. Chairman, we will have an opportunity again
to discuss this matter with him in an executive session, will we not?

The CHAIRMAN. Yes; you will have several opportunities.

Mr. ALTMEYER. May I add one further sentence to my statement?
I am speaking only of the definition of employee in the old-age-insurance titles, it is not in the unemployment compensation title.
Senator DAvis. I have another question.

I do not know whether

Dr. Altmeyer has given any consideration to this, but I am in re-
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ceipt of information from Pennsylvania, especially those that are interested in the production of coal, and they desire to amendment to
this particular bill covering the act passed in the Seventy-fourth
Congress, they want a proviso providing that in those industries or
occupations where the wages paid represents 50 or more percent of
the wholesale value of the articles processed, fabricated, or produced,
the taxes above enumerated shall be reduced 50 percent.
They make this statement: For instance, the coal industry is a
labor-employing industry, and for that very reason it is being severely
penalized. As nearly as I can figure it out the average 5-percent
pay-roll tax attaching to the mining of coal amounts to $63,500 per
million tons. The same taxes under the Social Security Act, in the
case of an equivalent amount of fuel oil, amounts to $34,000. The
same taxes, in the case of an equivalent amount of natural gas is
$4,000, and when you come to the hydroelectric power, equivalent to
a million tons of coal, the social-security tax is only $500. Coal
must carry this unusually disproportionate tax load in the open
competitive market.
I would like to have you give some consideration to it, and furnish
me, before we go into executive session to consider amendments to
this bill, such information as you have for or against this amendment
that I expect to propose to the committee.
Mr. ALTMEYER. Yes.

Senator CONNALLY. May I ask you right there, the only reason
the coal people pay more taxes is because more of them have jobs?
Senator DAVIS, Of course more of them have jobs, but we are
measuring this on a consumptive power basis.
Mr. ALTMEYER. I might say generally, Senator, as Senator Connally indicates, that there are more employees to become unemployed, and more to become aged and entitled to the old-age-insurance
benefits.
The CHAIRMAN. Well, the committee will meet here in this room
at 2:30.
(Whereupon at the hour of 12:15 p. m. the committee recessed
until 2:30 p. in. of the same day.)
AFTERNOON SESSION

(The hearing was resumed at 2:30 p.m.)
The CHAIRMAN. The committee will be in order.
Is Mr. Higgins here?
Senator DAVIS. In yesterday's discussion you happily referred to
the Moose. Knowing your friendly views on alu things fraternal I
sent a telegram to Supreme Secretary Malcolm R. Giles, of the Moose
fraternity asking him to send me material showing how the Social
Security Act affects the Moose and others having schools and homes
for the dependent aged. The Moose does not ask exemption for the
employees of the supreme lodge or coordinated bodies, for we are
doing our best to live under the act. We do believe, however, that
our charitable, educational, and religious work should be exempt.
I ask that the letter I have just received from Mr. Giles, together,
with his statement, be made a part of the committee record, so that
it may be available to the members of the committee on this problem.
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(The documents are as follows:)
SUPREME LODGE OF THE WORLD,

LOYAL ORDER OF MOOSE,
June 12, 1989.

Hon. JAMES J. DAVIS,

Director General, Loyal Order of Moose,
National Bank of Washington Building, Washington, D. C.
My DEAR SENATOR: Complying with your telegram of even (late, the enclosure
will give you our views with regard to the proposed amended Social Security Act.
You will observe that we have treated the subject from three angles: First,
our knowledge of the history and purposes of the Social Security Act; secondly,
the effect of the act as it is now operated, and thirdly, the operations of the act
In its effect upon the Moose should the proposed amendments be adopted.
It Is my studied judgment that, as a matter of policy, we should not take the
position of claiming exemption for any of the enployecs of the supreme lodge or
coordinated bodies, but to the contrary, should give all our employees the full
benefits of all features of social security as provided by the act.
With kind regards and all good wishes, I am,
MALCOLM R. GILES, Supreme Secretary.
Sincerely and fraternally,
THE SOCIAL SECURITY AcT-THE STATE UNEMPLOYMENT COMPENSATION ACTTHE PROPOSED AMENDMENTS THERETO AS IT PERTAINS TO THE SUPREME
LODGE OF THE WORLD, LOYAL ORDER OF MOOSE, AS AN EMPLOYER, AND THE
INDIVIDUAL LODGES, LEGIONS, AND CHAPTERS OF THE ORDER
HISTORY

With the enactment of the Social Security Act by Congress In August 1935
legislation for taxes and other purposes affected a large number of organizations,
corporate and otherwise, to a far more reaching extent than had been the experience of those organizations during the past century and a half. While it is true
that these organizations were more or less subject to local property taxes, they
had been completely free from the effects of legIslation previously enacted for
revenue from commercial enterprise, with the result that with the enactnment of
the Social Security Act very few individuals actively interested in these organizations realized that the provisions of the Social Security Act were such as to deny
exemptions by reason of its nonprofit character. Consequently, when the act
became effective as of January 1, 1936, fraternal societies, as well as organizations
of a like nature such as the Rotary, Kiwanis American Legion, etc., found themselves subject not only to the Federal Social Security Act, but the respective
State unemployment compensation acts as well,
Both the Federal Social Security Act and each of the State unemployment
compensation acts do exempt certain types of organizations that can qualify under
the following provisions of these acts:
"Services performed in the employ of a corporation, community chest, or
foundation, organized and operating exclusively for religious, charitable, scientific,
literary, or educational purposes, no part of the net earnings of which inures to
the benefit of any private shareholder or individual."
In the above quotation from the respective acts, it will be noted that it provides
that the organization must be "organized and operating exclusively" for the specified purposes. Consequently, exemption has been denied to all fraternal societies
as well as other like organizations on the theory that they were not organized and
operating exclusively for the purposes stated. The fact that the organization
operated not for profit was in itself not enough to grant exemption. It had to be
organized and operating exclusively for the specified purposes.
In the enactment of the Federal income-tax laws, however, fraternal societies
and similar organizations organized not for profit and operating under a lodge
system were specifically exempted from the payment of Income taxes, but that
exemption was extended to fraternal organizations as such and the statutory test
was not as explicit in demanding that the organization be organized and operating
exclusively for specified purposes. Likewise the Social Security Act did not follow
in Its entirety the philosophy of exemptions as contained In the Federal income
tax laws.
The net result insofar as the Supreme Lodge of the World is concerned was that
even though the charter of the supreme lodge specifically provided that in addition
to acting as the agent for the lodges of the society, known In the aggregate as the
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Loyal Order of Moose, it could also engage in such charitable and philanthropic
enterprises which permitted the establishment of Mooseheart and Moosehaven.
None can deny that both of these, in tile ordinary sense, are charitable enterprises,
but it must be remembered that they are merely an activity incident to the
corporate entity known as the Supreme Lodge of the World, Loyal Order of Moose.
Neither Mooseheart, Moosehaven, or any of the other so-called branches of the
Supreme Lodge of the World, are legal entities in themselves and as such have no
sittus in law. Consequently, the only legal entity recognized and subject to law
is the corporate being known as the Supreme Lodge of the World Loyal Order of
Moose.
The courts have long established the meaning of the words "charity" or "charitable" and have excluded from that meaning such enterprises wherein a requirement is exercised to obtain the benefits of that charity by reason of a membership
in the organiation extending the charity. Thus we find that such organizations
like the Red Cross and the Salvation Army are recognized as charitable institutions, but that organizations like the Moose, Eagles, Masonic orders, etc., are
not, for the siml)le reason that their charitable program is for the benefit of their
dependent members only and Is contingent upon their membership.
therefore, there is no question but what the Supreme Lodge of the World,
Loyal Order of Moose, and other similar organizations, especially those who are
engaged in providing homes and schools, are subject to the provisions of the
Social Security Act and the respective State unemployment-compensation acts.
EFFECT ON THE SUPREME LODGE AND AFFILIATED UNITS

The effect on the Supreme Lodge of the World insofar as cost of operation is
concerned has resulted in tax payments to the Federal and State Governments
as follows:
1936 -------------------------------------------- $5,134
1937 ---------------------------------------------16, 640
1938 ---------------------------------------------21, 650
1939 -- _-----------------------.-----------------122,000

1Estimated,
Of the above amounts between 60 and 65 percent is chargeable to the cost of
operating Mooseheart school-home itself and the balance split up among the other
activities of the supreme lodge; Moosehaven home for aged men and women
dependent members of the order.
The tax expense for the next 3 years--1940-42-will be approximately the same
as that estimated for the present calendar year, namely, $22,000.
Beginning with January 1, 1943, however, there is a possibility of a reduction
through the operation of the merit-credit plan enacted by tle State unemployment-compensation acts, which has the effect of reducing the tax rate if the
employer has maintained a satisfactory stabilization of employment, Based on
our present pay roll It Is estimated that our taxes will be as follows:
1943-45 ------------------------------------------$14,000
1946-48
------------------------------------16, 000
1949 and thereafter --------------------------------20, 000
The above estimates are, as stated, based on our being able to so stabilize our
employment to be subject to the merit credits as provided by the State unenployment-compensation acts and also takes into consideration the Increases in the
Federal social-security taxes as provided in the Social Security Act and in tile
proposed amendments.
EFFECT ON TIE INDIVIDUAL LODGES,

CHAPTERS, AND LEGIONS OF THE ORDER

The most far-reaching effect of the Federal Social Security Act, as well as the
State unleJl)loyment-comllensation acts, has been on our lodges, chapters, and
legions, for the reason that these acts were interpreted that tile unit was liable
for the taxes, regardless of how much or how little was the compensation of the
officers of these units, together with an interpretation that even though an officer
received absolutely no compensation lie was still to be counted as an employee
in determining whether there were eight or more as required by the unemployment-compensation provisions of the act. However, this latter situation was
considerably clarified in February of this year when the Internal Revenue Department issued a regulation, which in effect rescinded its previous regulation and resulted in eliminating from tie definition of the word 'employee' and "employ-
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ment" those individuals who performed purely ritualistic duties and incidental
noncompensated administrative duties. Likewise, most of the States followed
suit, with the result that it exempted all of our chapters from the provisions of
the unemployment section of the Federal Social Security Act, as well as most of
our lodges and legions, and leaving only those lodges subject to the act that had
eight or more employees who were actually compensated for their services. The
lodges were so notified and we believe their claims for refund of taxes previously
will be allowed. However, this exemption in no way affected the old-ageenefit section of the Social Security Act and it continues to be necessary for the
lodges to pay the taxes and to deduct the 1 percent from all payments made to
individuals for services rendered their lodge,
The very noticeable effect of the requirements of the Social Security Act, as
well as the State unemployment compensation acts, was to place upon the shoulders
of our secretaries a greatly increased amount of detailed work and it has been
found increasingly difficult to secure competent and willing secretaries.

Uaid

EFFECT OF PROPOSED

AMENDMENTS

AS CONTAINED

IN

H. R. W035

The present Congress Is now considering proposed amendments to the Social
Security Act as the result of report No. 728 of the Social Security Board and
has considerable bearing on the Supreme Lodge of the World itself and also
with reference to the lodges, chapters, and legions.
With reference to its effect on the individual lodges, chapters, and legions attention is directed to the provisions of the amendment as follows:
"Paragraph A: Services performed in any calendar quarter in the employ of
any organization exempt from the income tax under section No. 101 of the Internal
Revenue Code if"1. Tie remuneration of such services does not exceed $45, or
"2. Such services is in connection with the collection of dues or premiums for
a fraternal benefit society, order, or association and is performed away from the
home office, or is ritualistic service in connection with any such society, order, or
association."
The above section Is interpreted to mean that there will be either of two statutory tests that must be met by the unit in order to gain exemption. The first
test being that the remuneration or compensation does not exceed $45 in any
one quarter, and the second alternative test is that the services that are to be
rendered consist solely of the collection of dues for the unit and that service is
performed away from the home office. In this connection it is presumed that
the term "home office" means the home office of the society itself and in the
case of the Moose is Mooseheart, Ill. If this construction is correct it would
appear that the greater majority of our lodges, chapters, and legions will be
exempt from the provisions of the Social Security Act as amended. It would
also appear that such lodges that operate clubs in connection with their lodge
activities would not be exempt if they have in their employ club stewards, etc.,
who would be amenable to the act. It would also appear that in the case of
lodges that operate clubs that the $45 quarterly earning test would operate to
exclude such temporary employees that lodges may engage, as for example waiters,
janitors, musicians, entertainers, etc., provided the total payments to each
individual does not exceed $45 in a calendar quarter.
It should be pointed out here that these amendments apply to the Federal act
only an( will not affect the State unemployment compensation acts until such
time as the respective State legislatures can correspondingly amend their own
Individual unemploymeAt compensation acts. It is reasonable to assume, however, that each and every State will follow the lead of the Federal act. This
assumption is based on the fact that It has been found that the administrative
bodies in the respective States, generally called the unemployment compensation
commissions, have, in addition to so recommending to their legislatures, actually
issued regulations which exempt most of the fraternal and other similar units
from the provisions of the State acts.
The justice, reasonableness, and good sense of the above section cannot be
denied. It will be a distinct benefit to the units of fraternal societies and like
organizations, not only In the small savings In taxes involved, but more so in the
elimination of the necessary detail work in connection with the preparation of the
required forms and reports.
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EFFECT OF THE PROPOSED AMENDMENTS ON THE SUPREME LODGE OF THE WORLD
AND ITS AFFILIATED UNITS

The proposed amendments will not materially affect the Supreme Lodge of the
World and its affiliated units. It may be necessary to change somewhat our
administrative procedure in our office.
However, the tax expense will be somewhat increased. This is due to the
following reasons:
1. The proposed amendments provide that even though a person reaches the
age of 65 his income is still taxable and will continue to be so until he actually
retires. The increase caused by this factor will be very small during the next
4 or 5 years and after that, provided, of course, our present employees continue,
the number reaching the age of 65 will increase and result in increased taxes.
Naturally, if they retire at the age of 65 there will be no further taxes due. It is
estimated that the maximum increase in tax cost to the Supreme Lodge due to
this factor will not be over $500 per year.
2. The proposed amendments amplify the meaning of the term "employee"
as follows:
"The term 'employee' includes an officer of a corporation. It also includes
any individual who for remuneration (by way of commission or otherwise) under
an agreement or agreements contemplating a series of similar transactions secures
application on orders or otherwim personally performs services as a salesman
for a person in furtherance of such person's trade or business (but who is not any
employee of such person under the law of master and servant)."
Under the Social Security Act and State unemployment compensation acts,
as originally enacted, the Commissioner of Internal Revenue issued a specific
ruling based oIl information furnished him by us that the following services were
not in "employment" within the meaning of the act? General counsel and other
legal services, physicians, dentists, regional directors and membership directors.
It was contended on our part that the above were independent contractors and
as such were not employees within the meaning of the act. Our contention was
sustained by the Commissioner of Internal Revenue. It appears that the Cornmissioner had established a general rule whereby insurance agents, salesmen, etc.,
employed on a strictly commission basis were, in fact, independent contractors
and not employees within the meaning of the act, particularly so if there was an
abgerice of a relationship of master and servant. Generally speaking, the courts
had sustained such rulings based upon similar rulings and court opinions in the
various State workmen's compensation acts.
The result of this philosophy of construction was to eliminate from the benefit
of the act a large number of individuals, as well as create situations in which there
developed controversies as to whether the services performed by the individual
were so performed under a degree of direct or indirect control on the part of the
employer. A number of controversies were carried on appeal to the higher courts,
particularly so in the case of the State unemployment compensation acts, and
conflicting opinions developed, with the result that an individual performing a
given type of service was considered a subject employee in one State and was
excluded in another.
It appears because of these conflicting opinions that the proposed amendments
to the Social Security Act as defining an employee as given above was for the
purpose of standardizing and simplifying the interpretation so that there would
he no further question, as well as to extend the coverage to a greater number of
individuals.
It would seem that the only construction that can be placed upon this amended
definition of the word "employee" Is that those previously classified as independent contractors will not he excluded from the provisions of the act when the
amendments become effective. If such a construction anid interpretationi is correct
there will be an increase in our taxes of approximately $3,000 per year, most of
which will be in the enroll/ipent department covering the regional directors and
membership directors. This increase may not reach this amount as it is felt that
in the case of membership directors other provisions of the proposed amendments
might apply, namely, the possibility of applying the aforementioned provision
with reference to the remuneration not exceeding $45 In a calendar quarter. During the calendar year for 1938 the total payments to membership directors alone
was around $33,000. This Item included full time membership directors, as well
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as others who receive in total varying amounts, a large number of whom received
total annual payments of less than $45 per quarter, or $180 for the calendar year.
Against these anticipated increases there Will be savings through the application
of the proposed amendments, which provide that tile tax for unemployment coinpensation insurance shall apply only to the first $3,000 earned by the individual in
any calendar year. This provision, in reality, makes the taxable pay roll in both
the old age and the unemployment sections the same, whereas formerly the entire
pay roll for unemployment purposes was taxable at 3 percent. It is estimated that
this savings will be approximately $1,800.
Summing up the increase and savings it is found that there will be a probable
net increase in our taxes in the amount of approximately $2,000.
AGRICULTURAL WORKERS
With reference to the few employees of Mooseheart whom we call in the ordinary sense, farm workers, that have been included as regular employees in the
past. This subject was discussed with the Comrnisioner of Intornal Revenue,
who ruled that inasmuch as it was a difficult administrative problem to segregate
those employees' services, as between strictly agricultural services as defined in
the act, and other incidental services, that their entire services could be deemed
ordinary services and therefore taxable. Our so-called farm employees are
employed both as strictly agricultural workers, as well as performing other services
such as work on the parks and grounds, general maintenance, etc.
The proposed amendments with respect to the classification of agricultural
workers would not necessarily change our present bet-l). There appears to be
no question but what our so-called agricultural workers would continue to be
included as heretofore,
,TiE POSSIBILITY OF EXEMPTING

ALL OR PART OF TilE ACTIVITIES OF THE SUPREME
LODGE

It has already been pointed out that heretofore the Supreme Lodge, as such,
and its related activities are not exempt. It might be well to state at this point
that in the case of corporations or associations it is the corporation or association
itself, and not any of its particular activities, that may or may not be exempt,
with the result that it would not be possible to secure the exemption of say, for
instance, the services of the individuals who are actively and exclusively engaged
in religious, educational, or charitable activities witilin tile structure of the
Supreme, Lodge. Consequently, if it Is desired to exempt those services so classified
it would be necessary to exempt the entire organization or corporation.
Tile thought has been advanced that those sections of the act, as amended,
could be further amended by leaving out the word "exclusively.'
It does not
appear that this would be sufficient to obtain the desired results, as that would
seemingly tend to permit organizations to be exempt that were not so intended by
Congress.
It would appear that if it is desired to exempt part or all of the services performed for the Supreme Lodge or any of its affiliated units, that it would be necessary to add a complete exemption clause to the proposed amendments similar to
that section of the Federal Internal Revenue Act which specifically exellpts
fraternal societies. In other words, section 209 of the Social Security Act and
sections 1426 and 1607 of the Internal Revenue Coden would have to have paragraph 10 of these Sections amended by eliminating subparagraph (i)reading.
Tile reinuneratioi for such services Goes not exceed $45." it would appear
that if this sentence was eliminated it would tend to exempt all employment or
services rendered by Supreme Lodge or any of its affiliated units.
There is no question but what such all amendment would defeat the apparent
intent of Congress in its desire to include those employees of fraternal organizations
either of the grand lodge or the subordinate lodges, whose entire employment Is
S
with such organizations.
Also to be considered as a matter of policy is whether the Moose who have been
pioneers in social security wish to go on record in seeking exemptions. The employees, by reason of being covered; are creating for themselves security in their
old age, and they, naturally, will be interested and concerned when they better
understand and appreciate what social security means to then.

THE CHAIRMAN. Mr. Higgins. How much time will you want,
Mr. Higgins?
Mr. HimINs. About 10 or 15 minutes.
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The CHAIRMAN. I wish that you would be as brief as you can,
Did you appear before the House committee?
Mr. HIGGINs. No, sir.
STATEMENT OF ALLAN H.W.HIGGINS, ATTORNEY, BOSTON, MASS.,
REPRESENTING THE BOSTON REAL ESTATE EXCHANGE
Mr. HGINs. I represent the Boston Real Estate Exchange and a
number of real estate management offices in Boston who handle real
estate through the medium of the so-called Massachusetts Real Estate
Trusts. Among this group are Minot, Williams, & Bangs; De Blois &Madison; Meredith & Grew; R. M. Bradley & Co.; Sleeper & Dunlop;..
William Dexter; and others.
When the act was first passed, it was believed that these trustees
would be held to be employers for the purpose of taxing compensation paid to employees that they might have in the buildings that
they were operating, but it was not held at first that the trustees
themselves were taxable on the compensation which they paid to,
themselves as trustees, because that would put the trustees in the,
position of being both an employer and an employee themselves.
The Social Security Act is based upon wages paid by an employer to
an employee, and you must have both an employer and an employee
to have tYe basis for the tax.
In 1937 the Commissioner of Internal Revenue came out with a
ruling S. S. T. 136, which is referred to in the second paragraph of ourbrief, holding that the trustees of a Massachusetts trust were taxable
on their compensation to the extent that the compensation was paid
to them separately for services rendered not as trustees.
A similar ruling came out a little bit later in the year, and in 1938.
the Commissioner of Internal Revenue ruled that oll of the compensation paid to trustees in Massachusetts trusts by themselves was.
taxable as wages under the Social Security Act.
We filed a request for a hearing with the Commissioner of Internal'
Revenue, and the hearing was granted, and a further ruling was madein April of this year, on the 4th of April, to the effect that the compensation of trustees of Massachusetts trusts was partly taxable and
Partly nontaxable-that is, to the extent that they performed services
ike the officers of a corporation, the compensation was taxable; to
the extent that they performed services such as the directors of a
corporation, the compensation was not taxable.
Of course, the trustees' compensation in these real-estate trusts is
usually based on a certain percentage of the income 6 percent of the
income of the trust, we will say, and it is not severable, and it means
that if this present ruling of the Commissioner's office prevails, that
there will be an argument in every single one of these trusts as to how
much of the compensation is paid for services like the director of a
corporation and how much is poid for services like that of an officer
of a corporation, and every one of these trust instruments differ.
They are not like joint-stock companies that may be set up under an
act of the legislature, but they are strict trusts which are created by
separate declarations, and there is no justification for treating the
compensation of trustees of a so-called Massachusetts trust any
differently from that of trustees or executors under a will. The
powers and the duties of the trustees may vary considerably, and the
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type of service which they perform may vary considerably. It is our
position that these trustees, although they are employers with
reference to the people whom they ask to perform services for them,
they are not employees, and that they should be classed the same as
partners. Partnerships, as you know, are taxed as employers, but
what the individual partners withdraw from the partnership is not
subjected to social security tax.
The difficulty in the mind of the Commissioner of Internal Revenue
is that quite a large percentage of these so-called Massachusetts trusts
are taxed as corporations under the income-tax law-that is, the income as it comes into the trust for purposes of the income tax is subjected to the corporate rate-but the mere fact that that is true should
not be a reason for going contrary to all well-understood law other
than the income tax, namely, that these trustees are individuals and
not entities. The fact that they pay themselves fees or commissions
as individuals certainly cannot mean that they therefore become
employees of themselves.
It has been argued by the Commissioner's office that these trusts
carry on business enterprises. The very same argument can be made
as to individuals or partnerships. Partnerships carry on businesss
enterprises. The fact that a business enterprise is being carried on
is no ground for saying that everybody engaged in that business enterprise is an employee because somebody has to be the employer.
The provision which we are suggesting is that the definition of
"employee" in the act be clarified so as to provide, as we have set
forth in the appendix B, which is the proposed amendment to the bill,
that after the part of the definition which says that an officer of a
corporation is an employee, that we go on and state that a trustee
holding title to property in his own name as trustee be not regarded
as an employee within the terms of the act.
I do not think that the amount of tax involved is very material or
very large. I have tried to ascertain, so far as Massachusetts is concerned, how many of these trusts there are, and I understand from the
Massachusetts commissioner of taxation that they have under the
provisions of Massachusetts law about 700 of these trusts in Massachusetts. I understand that that form of holding of real estate is
used to some extent in other States, but not as widely as it has been in
Massachusetts. I think that there are some real-estate trusts in
Minnesota and some out in Chicago, Ill., because I have happened
to see cases involving such trusts under the internal-revenue law, and
I think that that form is also used to some extent with reference to
real,-estate holdings in the South, but not very widely.
The difficulty of exempting these trustees does not seem to us very
great. It was suggested in conferring with the Treasury Department,
and some of the social-security officials, that it might be well to limit
the exemption if it were granted, to those trusts where there are no
more than five trustees, so that the amendment as drawn states that
a trustee holding, either alone or with no more than four other persons
a legal title to property, that their compensation should be exempt and
they would not be regarded as employees. The reason for that limitation is that it was suggested that possibly if there were five trustees of
a real-estate trust, and they had several persons in their employ, bookkeeper& and clerks, and v~hat not, that they might make them cotrustees in order to avoid the payment of the tax.
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I do not think there is any great danger of that, for the reason that
the average real-estate trust has as its trustee some outstanding
person in the community. These men who handle these real-estate
trusts are usually men of considerable means and well known in the
community and I do not think that they would take as their cotrustees a clerk or a secretary or a bookkeeper in the office; but if it is
felt that there is some possibility of evasion on that ground, we are
perfectly willing to set the limitation to five trustees, because the
usual trust has three trustees, and there are very few that have five,
but I have not seen a Massachusetts trust with more than five trustees;
so I think that provision will be adequate.
Along that line, there is no more danger that these trustees will
take in their cashier or their bookkeeper in order to avoid the payment
of the tax than there is in the case of a partnership. You could argue
the same way that in a partnership you could make two or three
employees special partners or junior partners and thereby avoid
payig social-security tax.
I want to assure the committee that the position that we are taking
on this is not because we are attempting to defeat the law or that the
amount of the tax is so particularly onerous. We do not not think
that we ought to be subjected to it, because the trustees are not
empoyees.
ur first intention was to bring a test case on the subject, but the
amount of the tax involved for any one trustee was rather small, and
also the question of the Social Security Act at the time of this final
ruling of the Commissioner in April was then before the Ways and
Means Committee of the House, and we felt that possibly the best
thing to do was to immediately ask for clarifying legislation to make it
clear that these trustees were not employees within the meaning of
the act.
The CHAIRMAN. Was this matter presented to the Ways and Means
Committee?
Mr. HiGGINs. We submitted is proposed draft to the Social
Security Board and to the Commissioner of Internal Revenue, and
tried to present it to the Ways and Means Committee, but at that
time they had terminated their public hearings. You see, this ruling
did not come out until the 4th of April, and by the time we had consolidated our forces, it was pretty close to the Ist of May, and the
House committee felt that the Social Security Board and the Coinmissioner's office had not had enough opportunity to study this
amendment nor had they time for further hearings. The Ways and
Means Committee suggested that we submit it to the Senate Finance
Committee, as they were going to send their proposed bill to the
printer within a few days after we first raised the question. That is
the reason that it is being brought up before you gentlemen in the
first instance.
I think it is important in connection with this to establish some of
the differences between these trustees and the officers of a corporation.
The Commissioner in his ruling, first says that these trusts are taxed
under the income-tax law as corporations, then goes on from there
and says, that these trustees perform substantially the same duties
as officers and directors of a corporation. We maintain that their
situation is very different. To begin with, in the Massachusetts
trusts, the trustees are usually self-perpetuating, that is, they are
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not elected or appointed by the shareholders as are directors. There
is usually a provision in the event of the decease or death of one trustee that the two or three remaining trustees will nominate a succeeding
trustee, so that there is no control of the trustees by the beneficiaries,
as there is control of officers or directors of a corporation by the shareholders of a corporation.
Secondly, these trustees who are holding legal title to the real
estate-the title is held in their own names as trustees; it is not held
in the name of an entity. That thereby makes them personally
liable for taxes and other things, and under Massachusetts law unless
they specifically contract with everybody, including a man who may
fix a window, that they shall not be personally liable and he will
look only at the assets of the trust, they are personally liable for any
debts which they contract.
Senator BRowN. As a matter of fact, the trust pays those debts,
does it not?
Mr. HIGGINS. Yes; the trust pays those debts.
Senator BROWN. They may be liable personally, but the trustees
p it out of the trust fund?
r. HIGGINs. That is right; they may reimburse themselves. Furthermore, in connection with liability for malfeasance, they are liable
as fiduciaries for breach of trust, and their liabilities are very much
greater than the liability of a director or the officer of a corporation,
and in situations where they have not specifically contracted themselves out of liability and there was not any particular authorization
for them in the trust instrument, they have not been able to reimburse
themselves from trust assets.
The CHAIRMAN. Is there anything further?
Mr. HIGGINs. There are one or two other points that I would like
to bring out with reference to the difference between the partnership
end of it and the trust. A partner withdraws money from the partnership, and part of what he withdraws is for services, part of what
he withdraws, we will say, is a return on his capital, and he draws it
out as one fund. That part which he withdraws for services is not
subjected to the social security tax, and the reason they give for that
is that he is not an employee and he cannot be both an employer andan employee.
The very same reasoning should apply to these trustees. When
they withdrew their trustees' fees, there is no reason why this compensation should be taxed on the ground that the trustees are employees, because they are also the employers. The only reason that
the Commissioner's office has taken this position is because of the
income-tax law, and the fact that that income is taxed at the corporate rate under the income-tax law.
The second point which I wish to make is that if this amendment
with reference to defining employees should not pass and the trustees
are forced to litigate the matter, we feel that Congress should make
some provision for their obtaining the credit for payment to the
State, because Massachusetts has not claimed any tax on'this compensation for these trustees. If we should now be held liable and the
Commissioner has now issued a ruling saying that these trusts are

liable, we would be forced to pay taxes for the past 3 years to the
Federal Government, and once we have paid them to the Federal
Government, there is a vory good chance that that having occurred,
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the State Government will then say that since the Federal Government
is collecting this tax, "We are going to tax the compensation of trustees, and you will have to pay twice as far as the 90 percent is concerned."
I think if the committee would read the series of rulings that the
Commissioner of Internal Revenue issued on this for the past 3 years,
they would see 'that we were not put on notice in the first instance
that the compensation of these trustees was subject to the tax, and
not having been put on notice, we naturally filed no returns. Even
this spring we asked the Commissioner's ofce to hasten a ruling on
it so that we could perhaps pay the tax within the 60-day extension
period which terminated on March 31, and instead of issuing a ruling
in March so that we would know where we stood, the ruling was issued
on the 4th of April, so that we have not paid any tax to the State
government. Under the act as amended by the House, we would
now be able to get our 90-percent credit if we should now pay the
States.
The amendment to the 0-percent-credit provision in the bill as
passed in the House provides that you can get the 90 percent credit
if in fact instead of paying by January 31 you paid before July 1 of
the year in which the tax was due or if you pay within 60 days from
the passage of the act. The so-called liberalizing amendment with
reference to the 90-percent credit as it has been passed in the House
should be retained by the Senate. If we are not to be granted the
relief on the definition of "employee," we request the committee to
uphold the liberalizing of the 90-percent-credit provision. We think
it should be generally liberalized, but certainly it should be liberalized
in the case of these trustees in view of the fact that they were not put
on notice in the early years, that they might be subjected to this tax,
and by failure to be put on notice they might be deprived of this 90percent credit.
We have submitted a brief which I think the members of the committee have, under the title of "Memorandum submitted in behalf
of the Boston Real Estate Exchange in support of certain amendments
of the Social Security Act," and I have additional copies to give to the
members of the committee if they should wish it.
The CHAIRMAN. It will be inserted in the record, and the committee
requests Chairman Altmeyer and the other members of the staff here
to consider this proposition. We want to get their views and reactions
to it.
(The brief is as follows:)
MEMORANDUM SUBMITTED IN BEHALF OF THE BOSTON REAL ESTATE EXCHANGE
IN SUPPORT OF CERTAIN AMENDMENTS OF THE SOCIAL SECURITY ACT

The present statutes and regulations: The social-security tax is an excise exacted
with respect to employment. Title VIII of the original act (sees. 801 and 804)
imposes a tax on employees and employers with respect to employment (for purposes of the so-called old-age benefits). Title IX of the original act (see. 901)
imposes a tax upon each employer with respect to having individuals in his
employ (for purposes of the so-called unemployment benefits). The pertinent
sections of the original act and regulations and of the act as embodied in the
Internal Revenue Code (Public, No. 1, 76th Cong., 1st sess., eh. 2, H. R. 2762,
approved Feb, 10, 1939 1) are set out in appendix A to this memorandum.
The Interna Revenue Code Is roerret1 to as I. R, C.
100883-89-8
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Construction by the Commissioner: The Commissioner has construed title IX
as purporting to tax trustees of a Massachusetts trust with respect to the compensation or commissions paid to them as fiduciaries under certain circumstances
apparently on the ground that they are "employees" analogous to officers of a
corporation. (See S. S. T. 136; C. B.-1937-1, p. 377; see in general to same
effect, S. S. T. 284; C. B.-1938-1, 474.)
Argument against the Commissioner's construction: Trustees of such trusts
almost invariably hold legal title to the trust property and are subject to numerous
fiduciary obligations, for the assumption of the risks for which they receive
compensation or commissions. rhey do not in any real sense "employ" themselves. Many such trustees, therefore, have objected vigorously to the Commissioner's construction in S. S. T. 136 and similar rulings on the ground that,
since no employer-employee relationship exists between the trustees and themselves, they are not within the terms of the taxing statute, which Imposes taxes
with respect to employment. Equally plainly there is no employer-employee
relationship between the beneficiaries of the trust and the trustees. It is submitted also that the trust cannot properly be viewed as an entity separate from
the trustees in such a way as to make it the "employer" of the trustees.
The duties of such trustees are not different in character, either in legal theory
or In fact, from those of an ordinary testamentary trustee, who is obviously not
"employed" by himself. As tax statutes are to be construed strictly, it is submitted that, Without more specific language than is found in the Social Security
Act, it should be held that Congress did not intend to tax trustees' compensation
which would not normally be regarded as being paid with respect to any employeremployee relationship.
It is submitted also that the trustees of a "Masiachusetts trust" occupy
a wholly different legal position from that of officers of a corporation, and
are not employees in any sense. Trustees are owners of property administering
it themselves under a fiduciary duty. (Their position is not unlike that of
partners in a partnership, who are not treated as "employees" for social-security
tax purposes. See S. S. T. 23, C. B, XV-2, 405 (1930).) Officers of a corporation
are clearly employees of the corporation, The many distinctions between such
trustees and corporate officers may be summarized:
TRUSTEE

OFFICER

OF

A

CORPORATION

1. Subject to no control by the

1, Subject to control by stockholders
and directors.
beneficiaries.
2. In no sense an owner of the cor2. The legal owner of the trust
porate property,
property.
3. As an officer merely executes policy
3. As owner subject to the duties
and responsibilities of an owner not determined by directors.
only in framing policy but in protecting
and dealing with the trust property,
subject to an obligation to account.
4. An employee of a legal entity
4. Himself by contract a fiduciary
subject to liabilities of a fiduciary created by statute.
nature by reason of his trust position
and not as the consequence of any
"employment."
5. Not liable for the contracts of the
5, Personally liable upon the contracts made in behalf of the trust corporation, except in those cases where
estate, unless lie exempts himself from lie himself acts illegally or In excess of
liability by contract with persons with his authority.
whom lie deals.
6, Liable only for his individual acts
6. Personally liable for his own torts
constituting torts. In general not liable
and for those of his agents.
for those of other corporate agents
unless he has participated actively in
them or caused them.
7, Not so liable.
7. Liable for taxes upon the trust
property.

The apparent rulings in S. S. T. 136 and S. S, T. 284 that a trustee of a Massachusetts trust is to be treated as analogous to a corporate officer disregards these
important distinctions. Trustees holding legal title to trust property, In the
management of which they are subject to fiduciary obligations and personal liabilities, should not be held to be employees of the trust,
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Administrative problem: Tie Commissioner has ruled that the trustees fees
must be allocated between those services performed like those of an officer of a corporation and those services like those of a director of a corporation. Officers'
salaries are subject to the tax. Director's fees are not. This ruling involves a
controversy in every case, putting both the trustees and the Government officials
to great trouble and expense to allocate the gross fees paid between these two types
of services.
tax
The new $8,000 limiation does not give relief. The House bill now limits tile
to the first $3,000 paid by any one employer to an employee. We contend no
Tile
exists.
r-employee
relationship
trustees' fee should be taxed because no dnployc
$3,000 limitation is not helpful because the trustees are frequently trustees of
several trusts, and rarely get more than $3,000 from any one trust. Corporate
officers on the other hand are almost never officers of more than two or three corporations and therefore get the greatest benefit.
Necessity of legislation: Because of tileCommissioner's rulings in S. S. T. 136
and S. S. T. 284, referred to above, many trustees are forced to make contest of
assessments of social-security taxes on the trust and on themselves with respect to
their fiduciary commissions. The amounts involved in each of these numerous
cases are small and the expense involved in a multiplicity of protests, claims for
refund, actions at law, eto., is disproportionate. It is an appropriate case for a
congressional amendment making it plain that the Commissioner in S. S. T. 136
and S. S. T. 284 misconstrued the original congressional intent and has acted
erroneously. A draft of suitable amendments is annexed as appendix B. The
amendments relate not only to titles VIII, IX, and XI of the original Social
Security Act, but also to those titles as incorporated without substantial changes
in the recently enacted Internal Revenue Code.
POSSIBLE AMENDMENT TO AVOID FORFEITURE IN EVENT AMENDMENTS PROPOSED IN
APPENDIX B ARE NOT APPROVED

If the Commissioner's rulings in S. S. T. 136 and S. S. T. 284 are not either reversed by the courts or by departmental ruling or abolished by the amendments
proposed in appendix B, trustees who have not paid State contributions on their
trustees' commissions prior to the date of filing their Federal return under title IX
for 1936, 1937, and 1938 will lose the 90 percent credit against the Federal tax on
employers under title IX, because that 90 percent credit is given by title IX,
section 902, only with respect to State contributions paid by art employer "before
the date of filing his return for the taxable year." (Italics supplied. The word
employer's Federal return with the filing of which the tax
"return" refers to tile
must be paid, and "date of filing his return" is Interpreted to mean the date the
return was due.)
The social-security taxes are novel and fraught with various problems of construction. If the forced construction of the act made by the Commissioner is
upheld, trustees should not be required to forfeit their 90-percent credit against
the tax on their trustees' commissions merely because they could not anticipate
what the construction of the act would turn out to be. If the amendments suggested in appendix B are not adopted, in all fairness, at least, the following amendment should he:
That section 902 of title IX of the Social Security Act be amended by adding
at tile
end thereof the following:
"In addition to the credits provided elsewhere in this section, a trust may
credit against the tax Imposed with respect to employment during 1936, 1937,
and 1938 by section 901 the amount of contributions with respect to employment
of trustees during 1936, 1937, and 1938 paid by the trust within 60 days after
the enactment of this amendment into an unemployment fund under a State law
approved by the Social Security Board, as provided In section 903."
The House bill incorporated substantially such amendment and extends the
liberalizing provision to all taxpayers. This should be upheld by the Senate.

APPENDIX A.--I. PERTINENT PORTIONS OF ORIGINAL SOCIAL SECURITY ACT

The pertinent provisions of title VIII are:
"SEC. 801.-In addition to other taxes, there shallbe levied, collected, and
paid upon the income of every individual a tax equal to the following percentages
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of the wages (as defined in sec. 811) received by him after December 31, 1936,
date:
in the
see.calendar
811) after
such
to employment
(as defined
with
to employment
during
years
1937,
1938, and 1939,
"I. respect
With respect
the rate shall be 1 percent."
*

*

*

*

*

*

*

[NOTE,-Codified in substantially tile same form in Internal Revenue Code,
(I. R. C.) see. 1400.]
"Sic. 804.-In addition to other taxes, every employer shall pay an excise
tax, with rexpeet to having individuals in his employ, equal to the following
percentages of the wages (as defined in see, 811) paid by him after December
3I, 1936, with respect to employment (as defined in see. 811) after such date:
"1. With respect to employment during the calendar years 1037, 1938, and 1939,
the rate shall be 1 percent."
*

*

*

*

*

*

*

[NoTE.-Codified in substantially the same form in Internal Revenue Code,
see. 1410.]
Internal Revenue Code, section 1426 (a) and (b) (relating to former title VIII
taxes) reads in part as follows:
SEc. 1426. DEnzNITroNs.-When used in this subchapter:
"(a) WAons,-The term 'wages' means all remuneration for employment, including the cash value of all remuneration paid in any median other than cash;
except that such term shall not Include that part of the remuneration which,
after remuneration equal to $3,000 has been paid to an individual by an 'mployer
with respect to employment during any calendar year, is paid to such individual
by such employer with respect to employment during such calendar year.
"(b) EMPLOYMENT.-The term 'employment' means any service of whatever
nature, performed within the United States by an employee for his employer,
except*

*

*

*

*

*

*

(Exceptions in see. 1426 (b) are not here pertinent.)
The pertinent provisions of title IX are an follows:
"Soc. 901.-On and after January 1, 1936, every employer (as defined In
see. 907) shall pay for each calendar year an excise tax, with respect to having
individuals In his employ, equal to the following percentages of the total wages
(as defined in see. 907) payable by him (regardless of the time of payment) with
respect to employment (as defined In sec. 907) during such calendar year:
. With respect to employment during the calendar year 1936 the rate shall be
1 percent: * * *."
[Cf. I. R. C., sec. 1600, which reads:
"Sic. 1600. RATE OF TAX. "On and after January 1, 1939, every employer (as
defined in see. 1607 (a)) shall pay for each calendar year an excise tax, with respect
to having individuals in his employ, equal to 3 percent of the total wages (as
defined in sec. 1607 (b)) payable by him (regardless of the time of payment)
with respect to employment (as defined in see. 1607 (c)) during the calendar year
1939 and subsequent calendar years."]
"Sie. 907. When used in this title"(a) The term 'employer' does not include any person unless on each of some
20 days during the taxable year, each day being in a different calendar week, the
total number of individuals who were in his employ for some portion of the day
(whether or not at the same moment of time) was eight or more.
"(b) The term 'wages' means all remuneration for employment, including the
cash value of all remuneration paid in any medium other than cash.
"(c) The term 'employment' means any service, of whatever nature, performed
within the United States by an employee for his employer, except * *
(Exceptions In see. 907 (c) are here immaterial.)
Codified in substantially the same form In Internal Revenue Code, see. 1607.1
title XI of the Social Security Act contains the following provisions which may
be relevant:
"SEC. 1101. (a) When used in this act*

*

*

*

*

*

*

"(3) The term 'person' means an individual, a trust or estate, a partnership,
or a corporation.
"(4) -The term 'corporation' Includes associations, joint-stock companies, and
insurance companies.
"(5) The term 'shareholder' includes a member in an association, joint-stock
company, or insurance company.
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"(6) The term 'employee' includes an officer of a corporation."
[The definitions of 'employee" and "person" listed above are codified in substantially the same form in Internal Revenue Code, see. 1426 (c) and (e), respectively, for old title VIII taxes and in Internal Revenue Code, see. 1607 (h)and
(J),
for old title IX taxes..
Regulations 91 (relating to old title VIII taxes), article 2 reads in part as follows:
"ART. 2. Enployment.-Al services performed within tire United States by air
employee for is employer, unless specifically excepted by section 811 (b) of the
act or section 11 of tire Carriers Taxing Act, constitute 'employment' within the
meaning of title VIII of the act, To constitute art employment tile
legal relationship of employer and employee must exist between the person for whom tile
services
are performed and the individual who performs them, and the services involved
must le performed within the United States, that is, within any of the several
States, the District of Columbia, or the Territory of Alaska or Hawaii. (See
articles 3 and 4 as to who are employees and employers, respectively, and articles
5 to 13, inclusive, relating to excepted services.)
• S

*

*

*

*

*

*

Regulations 91, article 3 reads as follows:
"ART. 3. Who are employecs.-Every individual is air employee within tire
meaning of title VIII of the act if he performs services in an employment as defined in section 811 (b) (see article 2).
"However, the relationship between the person for whore such services are
performed and the individual who performs such services must as to those services
be the legal relationship of employer and employee. Generally such relationship
exists when the person for whom services are performed has the right to control
and direct the individual who performs the services, not only as to the result to
be accomplished by the work but also as to the details and means by which that
result is accomplished. That is, am employee is subject to the willand control
of the employer not only as to what shall be done but how it shall be done. In
thisconnection, it is not necessary that the employer actually direct or control
the manner in which the services are performed; it is sufficient if lie has tire right
to do so. The right to discharge is also an important factor indicating that the
person possessing that right is an cmiployer. Other factors characteristic of an
employer, but not necessarily present in every case, are the furnishing of tools
and the furnishing of a place to work, to the individual who performs the services.
In general, if an individual is subject to the control or direction of another merely
as to the result to be accomplished by the work and not as to the means and
methods for accomplishing the result, lie is an independent contractor. An individual performing services as air independent contractor is not as to such services
an employee.
"Generally, physicians, lawyers, dentists, veterinarlans, contractors, subcontractors, public stenographers, auctioneers, and others who follow an independent
trade, business, or profession, inwhich they offer their services to the public, are
independent contractors and not employees.
"Whether the relationship of employer and employee exists will in doubtful
cases be determined upon air examination of the particular facts of each case.
"If the relationship of employer arid employee exists, the designation or description of the relationship by the parties as anything other than that of employer
and employee is iniiaterial. Thus, if such relationship exists, it is of no c('isequence that the employee is designated as a partner, coadventurer, agent, or
independent contractor.
"The measurement, method, or designation of compensation is also immaterial,
if the relationship of employer and employee infact exists.
"Title VIII of the act makes no distinction between classes or grades of employees. Thus, superintendents, rranagers, and other superior employees are
employees. An officer of a corporation is air employee of the corporation, but a
director, as such, is not, A director may be air employee of the corporation
however, if he performs services for the corporation other than those required
by attendance at and participation in meetings of the board of directors."
Regulations 01, article 4, reads as follows:
"ART. 4. Who are employer .- Every person is air employer who employs one
or more individuals in an employment, that Is, for the performance within the
United States of services not specifically excepted. The number of individuals
employed by the employer and the period during which any such individual Is
so employed is Inmaterial. (For definition of employment see art, 2 and for
excepted services see arts. 5 to 13, inclusive.)
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"An employer may be an individual, a corporation, a partnership, a trust or
estate, a joint-stock company, an association, or a syndicate, group, pool, Joint
venture, or other unincorporated organization, group, or entity. An employer
may be a person acting in a fiduciary capacity or on behalf of another, such as a
guardian, committee, trustee, executor or administrator, trustee in bankruptcy,
receiver, assignee for the benefit of creditors, or conservator."
Regulations 00 (relating to old title IX taxes), article 205 provides in part:
"ART. 205. Employed individuals.-An individual is in the employ of another
within the meaning of the act if he performs services in an employment as defined
in section 907 (c). However, the relationship between the individual who performs such services and the person for whom such services are rendered must,
as to those services, be the legal relationship of employer and employee.
"The words 'employ,' 'employer,' and 'employee,' as used in this article, are
to be taken in their ordinary meaning. An employer, however, may be an individual, a corporation, a partnership, a trust or estate, a joint-stock company,
an association, or a syndicate, group, pool, joint venture, or other unincorporated
organization, group, or entity. An employer may be a person acting in a fiduciary
capacity or on behalf of another, such as a guardian, committee, trustee, executor
or ad inistrator, trustee in bankruptcy, receiver, assignee for the benefit of
creditors, or conservator.
"Whether the relationship of employer and employee exists, will in doubtful
eases be determined upon an examination of the particular facts of each case,

"Generally the relationship exists when the person for whomn services are performed has the right to control and direct the individual who performs the
services, not only as to the result to be accomplished by the work but also as to
the details and means by which that result is accomplished, that Is, an employee
is subject to the will
and control of the employer not only as to what shall be done
but how it shall be done.
*

*

*

*

$

*

*

"If the relationship of employer and employee exists, the designation or description of the relationship by the parties as anything other than that of employer and employee is immaterial. Thus, if two individualm in fact stand in tile
relation of employer and employee to each other, it is of no consequence that the
employee is designated as a partner, coadventurer, agent, or independent contractor.
"An officer of a corporation is an employee of the corporation, but a director,
as such, is not. A director may be an employee of the corporation, however, if
he performs services for the corporation other than those required by attendance
andparticipation in meetings of the board of directors."
APPENDIX B.--PROPOSED

AMENDMENTS

OF SOCIAL SECURITY ACT

A BILL To provide for the clirifloation of certain
provisions
of theSocial
Security Act and of theInternal
Revenue Code withrespect to trustees of Massachusetts
trusts and other fiduciaries and forother
purposes

Be itenacted by the Senate and House of Representatives ofthe United States of
America in Congress assembled, That section 1101 (a) (6) of Title XI of the Social
Security Act be amended by adding after the word "corporation" the following:
"but a trustee holding either alone or ith others legal title to trust property for
the management of which he is subject to any of the personal liabilities of a
fiduciary is not an employee of the trust, whether or not the trust Is an association
taxable as a corporation. This amendment shall apply with respect to the years

1936, 1937, and 1038."
And also that section 1426 (c) of subchapter A and section 1607 (h) of subchapter
C of chapter 9 of the Internal Revenue Code be amended by adding after the
word 'corporation" in each subsection the following: "but a trustee holding either
alone or with others legal title to trust property, for the management of which he
Is subject to any of the personal liabilities of a fiduciary, is not an employee of
the trust, whether or not the trust Isan association taxable as a corporation. This
amendment shall apply on and after January 1, 1939.'"

The CHAIRMAN. The next witness is Mr. C. B. Robbins, of Chicago,
Ill. You represent te American Life Convention, Mr. Robbins?
Mr. Ronms. Yes, sir.
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The CHAIRMAN, How much time do you want?
Mr. ROBBINS. I will make it just as brief as possible, Senator.

It will not take over 10 or 15 minutes.

The CHAIRMAN. All right; you may proceed. Have you a brief?
Mr. RoBnINS. I have a formal brief, but I do not want to follow

it exactly in the presentation.
The CHAIRMAN. Proceed in any way that you wish.

STATEMENT OF C. B, ROBBINS, CHICAGO, ILL., GENERAL
COUNSEL, AMERICAN LIFE CONVENTION
Mr. ROBnINS. We are concerned with the recent amendment in

the bill as it appears in the House, the amendment being to seelion
1426 (d) of the Internal Revenue Code. That is the section enlarging
the definition of "employee" and bringing into the provisions of the
act men and institutions selling various goods on a commission basis.
It is the one that Senator Davis referred to this morning.
The CHAIRMAN. What page is that?
Mr. RoBBINS. That is on page 98 of the bill, and it is section 801

of the bill as introduced by Mr. Doughton. I will read it if you like:
(6) The term "employee" includes an officer of a corporation. Tt also Includes

any individual who, for remuneration (by way of commission or otherwise) under
an agreement or agreements contemplating a series of similar transactions, secures
applications or orders or otherwise personally performs services as a salesman for
a person in furtherance of such person's trade or business (but who is not an
employee of such person under the law of master and servant); unless (A) such
services are performed as a part of such individual's business as a broker or factor
and, In furtherance of such business as broker or factor, similar services are performed for other persons and one or more employees of such broker or factor
perform a substantial part of such services, or (13) such services are not in the
course of such individual's principal trade, business, or occupation.

That is the amendment of the bill that I am concerned with. While
I spoke to the Ways and Means Committee on this matter, this amendment was not then before them and it was after my presentation
that this amendment appeared in vIr. Doughton's bill.
The American Life Convention is an association of life insurance
companies, There are 150 of them domiciled in 40 different States of
the Union. For the most part, they are western and southern companies and situated west of the Allegheny Mountains and south of
the Mason and Dixon line. There are a great many companies in this
organization-they are of medium size and smaller companies.
This matter first arose before the Bureau of Internal Revenue some
2 years ago under the original act. The opinion of the Bureau first
was that life-insurance agents selling life insurance on commission
were employees within the meaning of the act, Presentation of the
contracts of life insurance companies was made with the Bureau
during practically all of the year 1937, and after consideration of
some of the contracts of some 50 or 75 companies in which separate
hearings were held, the Bureau of Internal Revenue ruled that the
agents of life insurance companies writing business upon what is
known as the ordinary plan were not employees within the meaning
of the act, and therefore not subject to the provisions either of the
unemployment compensation or the old age insurance.
I do not want to tire the committee with citations of authorit es,
because those were all made before the Bureau of Internal Revenue
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and the thing was thoroughly thrashed out from the legal standpoint
at that time, and in consequence of those hearings, the following
decision was made by the Bureau:
Individuals performing services as independent contractors are not employees,
Generally, physicians, lawyers, dentists, veterinarians contractors, subcontractors, public stenographers, auctioneers, and others wio follow an independent
trade, business, or profession, in which they offer their services to the public,
are independent contractors and not employees--

within the meaning of titles VIII and IX of the Social Security Act.
Since the ruling of the Treasury Department, 40 States have followed that ruling, and at the present time in the 40 States it has been
held that life-insurance agents writing ordinary business are not
employees under various unemployment compensation laws of the
States. There is only one State at the present time in which there is
an adverse decision, that of North Carolina; the other States that have
ruled on the matter have ruled favorably.
Our contention is that the relation of employer and employee does
not exist between the life-insurance company and the agent. The
business of the life-insurance company agent is his own independent
established business resulting wholly from his own independent activity and effort. Life insurance is a profession in its nature and the
life-insurance agent must build up his own clientele, This clientele
usually remains with him even though the agent may sever the relationship with one insurance company and enter into a contract with
another,
The business of soliciting insurance is recognized in the States as an
independent business, In all States, life insurance agents are placed
under the control of the insurance department and can be licensed by
the department only after the insurance commission has found them
to be qualified and fit parsdns to deal with the public in respect to life
insurance. No life insurance company nor any of its agents may contract with an agent until lie has first been approved and licensed by the
State insurance department. Likewise, the insurance commissioner
may revoke the license of an agent on grounds specified in the law
without the consent and against the protest of the company. The
agent's activity is an independently regulated occupation.
There is one thing that is particularly bad for the life insurance
companies in this, and that is the almost absolute impossibility of
administration in the payment of the tax. A life insurance agent, at
least in our western and southern companies, writes an application for
life insurance, and the first year's premium is payable to him and not to
the company. He may take a note for that premium, lie may or lie
may not be able to collect the note and may lose the entire premium,
but the premium less his commission is charged to him by the company,
and he must settle with the company whether lie collects the amount
from the man who applies for the insurance or not; in other words, it
is a relation of debtor and creditor between the agent and the compapmy on the collection of the first year's premium or so much thereof
as he remits to the company after deducting his commission. The
company has no means of knowing what his net income is out of that,
ie has an office which lie pays for himself, he has clerk hire and
stenographer fees, and lie has an automobile in which le pursues his
business, and all of those are expenses of his business which the company has no means of determining, and the company would not be
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able to determine what they could pay him in the way of a 1 percent
or 2 percent or whatever it was of his old-age pension.
A great many of these men engage in other lines of activities as
well as life insurance, and there are a great many men in the lifeinsurance business who spend only a small part of their time of the
year in writing life-insurance, and the company does not care how
much time they spend or do not spend in soliciting business just so
that they produce the business. One man may write as much in a
week as another man may write in 6 months, and it is not the time
that he spends but it is the results lie accomplishes that the company
is interested in.
One might ask what is the agent going to do in the event of ol age?
Well, under nearly all of the contracts writing ordinary life insurance,
the agent has an interest in the policy which lie writes over and beyond
the first year's commission which he collects at the time he writes
the policy. It is what is known as the renewal commissions. That
is a sma percentage of the premium paid by the company after the
first year's business is written and after the first year's premium is
paid. That frequently runs for 20 years. Take for example a 20payment life policy for $1,000 on which the premium would be $30
a year, and there would be a total of $600 paidin. Of the first year's
premium, the agent would get a substantial proportion-perhaps
50 or 60 percent. Of the succeeding premiums, lie would get say
5 percent, or even 7h percent in some companies-it varies. That
is his protection in ol age against unemployment or anything of
that sort. Those run regardless of whether lie stays with the coinpany or not.
These commissions have been considered a chose in action that
the courts have recognized and are assignable and transferrable and
salable the same as any other chose in action, and in that way of course
differ from wages to be learned in the future.
The entire history of the Social Security Act from the President's
message recommending the legislation down to the present time,
indicates that the act was intended solely to apply to the relationship
of employer-employe and it was sustained by the Supreme Court
as an excise tax on the privilege of employment. The tax upon commissions paid to an insurance agent who is not an employee would not
be a tax on the privilege of employment, but a naked tax on the right
to contract with the insurance agent. Should the amendment stand
in its present language we would find that it applied to implement
dealers in towns handling farm implements, representatives of automobile manufacturers who sell automobiles upon a commission basis,
or anyone else whose profits from a business depend upon commissions
he earns upon the sale of any article which lie may handle.
8. The Social Security Board in its report to the President of the
United States, forwarded to the Congtess through the President's
message, dated December 30, 1938, said:
Self employmeiW.-The Board has given considerable study to the possibility
of including self-employed persons inder the old ago insurance system. However, the Board is not prepared at this thne to recommend what it considers a
practicable method for extending coverage to such persons.

We believe that the present proposed amendment to the act should
be so revised that it will not include within its definition of employee
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one who is not an employee, and we particularly request that insurance agents be excluded from the classes covered by the definition.
We want to be understood so far as the life insurance companies
are concerned that we are not in any way opposed to the Social
Security Act. The whole business of life insurance is social security,
and it has been for years gone by and is now the greatest social security
which the Nation has. There are 64,000 000 policyholders who hold
$110,000,000,000 of life insurance, and the life insurance companies
themselves hold $28,000,000,000 to guarantee their contracts. The
life insurance companies are perfectly willing and glad to pay upon
their employees and they are doing so, but they feel that the men with
whom they enter into business relations through the agency of contracts
should not be brought in and called employees of the company when
they are in fact self-employed or independent contractors, whichever
use of the name you might make.
I noticed in the debate in the House oil this bill that Mr. McCormack who was in charge said that the present definition was
defective in answer to a question from Mr. Carlson of Kansas. Mr.
Carlson spoke about the section dealing with outside independent
salesmen and said that they are paid soleLy on a commission basis and
not furnished with an expense or drawing account. "It is my contention that this section if adopted will throw thousands of people out of
work," lie said. Then he cites a manufacturer who 'had outside
salesmen and thought that the market was so low that on the basis
of paying the additional tax it would throw a lot of people out of work.
And Mr. McCormack said:
I agree with the gentleman that there is a question where there are some who
should be included and some who should not be, but it is difficult to define it.
As my friend from Kansas stated, we hope it will be taken care of in tile interim
between the time the bill passes the House and the time the conference report Is
agreed to, and the amendment that I have offered is an amendment along the
line we all want.

That is to further clarify the sweeping amendment which I rad you
in the first place which would undoubtedly bring in practically everyone in the United States selling goods on a commission as" well as
insurance agents. Fire and casualty agents operate on practically the
same basis as the life insurance agents do.
What we would like to do is have a specific amendment to the
act which would bring within its exemption men who are selling life
insurance on commission.
Now I will be very glad to answer any questions.
Senator BRowN. Do you represent the views of the agents or of the
companies?
cmr. ROBBINS. This is a company organization, Senator.

I think

that some of the agents have some representatives coming on this
matter, but my organization is an organization of the companies
themselves.
Senator BROWN. What is the attitude of these men?
Mr. RoBBINS. Of the agents?
Senator BRowN. Yes; do you know what it is?
Mr. ROBBINS. The attitude of the agents is somewhat divided.

I

think the great majority of them favor the attitude of the companies,
and I think that there will be someone here perhaps to speak on that
s~bject.
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Senator HERRING. I have several petitions from agents organiza-

tions opposing it and taking your position.
The CHAIRMAN. They take the same position as the witness?
Senator IERRING, Exactly.
Senator GEORGE. Do I understand you to say that this would apply
to persons selling automobiles ol commission?
Mr. RouINs. This is a good deal the same way.

An automobile

dealer buys a car from a manufacturer and he is obliged to pay for the
net cost of that car f. o. b. factory to the manufacturer, and then he is
permitted to sell it at a certain advance figure which represents his
commission on the sale.
Senator GEORGE. Then lie would be under this amendment?
Mr. RomBiNs. In my opliniol lie would; yes.
The CHAIRMAN. Has Mr. Altineyer anything to say in reference to

this?
Mr. ALTMEYER. No; I think it is a very technical question.

I think

the lawyers are in a better position to advise the committee than I am.
Senator VANDENBERG. Is it your intention to cover life-insurance

agents?
Mr.
The
Mr.
The

ALTMEYER.
CHAIRMAN.
ALTMEYER.
CHAIRMAN.

Yes, sir.
That is, the law stays as written in the House bill?
Yes, sir.
That would be true whether they were selling on

commission or working for salary?
Mr. ALTMEYER. Yes, sir.
The CHAIRMAN. All right.

Now, the next witness is Mr. P. M.
Estes, of Nashville, Tenn., representing the Industrial Insurers
Conference.

STATEMENT OF P. M. ESTES, NASHVILLE, TENN., REPRESENTING
THE INDUSTRIAL INSURERS CONFERENCE
Mr. EsTEs, The Industrial Insurers Conference is a group of about
45 companies engaged in writing insurance upon the industrial plan,
although all of them also write ordinary life insurance, and the insurance in both cases is written through the same agents, and these
agents have the same character of qualifications and they have to
have the same license and have to pay the same license tax that the
ordinary life agents do.
The bill as it came from the House under the old-age insurance
(p. 63) includes all classes of salesmen, ordinary life, fire, industrial
as well as those engaged in other vocations. When it comes to the
unemployment part (p. 85) however, there was no such inclusion in
the House bill, but in title VIII (p. 98), there is a definition that
applies to all parts of the House bill which includes them again.
There is that ambiguity, which should be resolved. Mr. Altmeyer
has stated here this morning, as I understood him, that both ordinary
amd all other classes of companies were covered under the old-age
insurance. That is true, and I am not raising any question with
regard to that inclusion. He said that the ordinary-life agents' compensation was not taxed tinder the unemployment-compensation part,
but that it was his opinion that the industrial companies would be
required to pay on their agents' compensation. I wish to discuss
that feature.
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There is no principle growing out of the unemployment part of the
bill that could possibly differentiate industrial agents from an ordinarylife agent. They are engaged in the same character of license and
business; each of them tas to have the same character of license and
the same character of training. The industrial business, as the
committee understands is a business that is written upon the industrial
class of people in which the premiums are collected weekly, and it is
necessary that there should be an agent to go out every day or during
every week and collect these weekly premiums, and therefore particularly with regard to an industrial agent there can be no unemployment. These collections on the part of the agents are designated
as debits, and it may mean that an agent has $100 or $200 in premiums
upon his book, that he must collect weekly. That must be collected
as I say, every week, It is an expensive business to put on, and it
would he very disastrous to the company if during any week there
should be a failure upon the part of their representatives to call upon
these policyholders for these collections.
If a company, for example, has a thousand of these debits, it must
at all times employ a thousand agents. The business is not in anywise seasonal, and it is not subject to depression hazard. As a matter
of fact, during depressions or during the portions of the year in which
employment should be slack, instead of these industrial agents being
laid of, they have to redouble their efforts, and the company lies to
redouble its efforts in order to see that none of the policyholders are
allowed, through inattention or not being called upon--to lapse their
policies.
These companies that I represent are nonparticipating companies;
that is, they do not charge any excess premium which might serve as
a cushion against which they could charge a tax or any extraordinary
expense. They have a net premium, and in calculating it, there has
been no inclusion of any additional tax over those that existed at the
time that the policies 'that these companies have outstanding were
written. Therefore, it is impossible for this tax to be absorbed in
any way by these companies that I represent. They cannot charge
it against any excess premium, they cannot reduce the amount of the
policy that they have to pay, they cannot increase the requirements on
their policyholders.
That being true, we wish to ask that the committee should resolve
the ambiguity that exists in the act by putting in an express provision excluding from the old title VIIU-that is, the unemploymentcompensation part of the law-insurance agents generally. If it
happens that for any reason, by the interpretation of the common-law
definition of "employer," "employee," or "independent contractor,"
that industrial agents cannot classify themselves as independent contractors, that ambiguity or that question could be settled by expressly
excluding them inthe law, because there is no more reason for the tax
in one case than in the other.
This situation also exists: In many of the States, Michigan, Tennessee, Colorado, South Carolina, Alabama, and Louisiana, for exMnple,
there is an express exclusion of the insurance agent, all insurance
agents, from tie unemployment tax. In Tennessee, the companies
are not required by the State law to pay upon their industrial agents.
The CHAIRMAN. That is true whether they get a fixed salary or
not?
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Mr. ESTES. Yes, sir; it is immaterial as to the basis of compensation.

I do not think, so far as the principle of the tax is concerned,

that there is any reason for a distinction between a commission
basis of payment and a fixed salary, or a combination of both.
The CHAIMAN. Do you believe that the traveling salesman on the
road that gets a salary ought to be excluded from the operation of
this act?
Mr. ESTES, I think so; yes sir' that is, there is no more unemploy-

ment in the one case than the other; they both are self-employed.
The CHAIRMAN. In other words, you see no difference in having. an
agent working for an industrial concern or these insurance companies,
even if they did not work on commission and got a fixed salary, as
compared to the traveling agent who might be selling groceries or
something else?
Mr. ESTES. I see no distinction as to the principle, so far as this
legislation is concerned. The point that we desire to make, and, it
pertains in both cases, it matters not what the basis of compensation
is, although I will say that the compensation is generally upon a
commission basis, and if the committee should happen to think that
the exclusion should be confined simply to agents working on commission, I would have to accept that, and the compI)anies could adjust
themselves accordingly. After all, it is a question of whether there
is any unemployment in the business-not how the agents may be
paid. There is none one way more than the other.
And the further question is as to the possibility of companies protecing themselves from having their capital stock impaired, and their
financial position impaired by this tax through their inability to pass
it on to the customer.

The committee will understand that so far as

the insurance company's business is concerned, there is already on the
books contracts in many cases that go back 10 or 15 or 20 or 30
years, and it is impossible for them to be varied, so that the coinpany cannot either increase the amount of the )remium or decrease
tile amount that they pay out under the policy, or alter any other
provision of time policy.
What I started to say just now in regard to Tennessee, for example,
that has excluded insurance agents, is this-that they are now required to pay under the Federal law. The money coies up here to
Washington, and it cannot be returned to the State, because there is
n o provision for it' and those States that I have mentioned, Louisiana,
South Carolina, Tiennessee, and others, cannot get the benefit of
the tax that is being paid by, the companies, and there is an injustice
with respect to those States and all others that might desire in the
future to exclude insurance agents; and it could only be made to work
equitably if this committee should adopt the amendment either excluding insurance agents from the unemployment operation of the
tax or exclude insurance agents in the States in which they are
excluded by State law from the operation of the unemployment-com pensation tax, otherwise the companies in those States will have to
continue to pay the money under the Federal law, although they cannot get any benefit from it nor can the State get any berie it by reason
of it being returned to those States.
We therefore ask that the act be made consistent, that discrimination
not be practiced, where no reason for same exists, and to accomplish
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this we urge that the bill be amended by adding as a new subsection
between lines 15 and 16, on page 90, the following:
(14) Services performed as Insurance agents.

This being done the bill is uniform and all companies and agents are
treated alike.
Thank you very much.
The CHAIRMAN. The next witness is Mr. C. S. Craigmile, of CIicago, Ill., representing the Belden Manufacturing Co.
STATEMENT OF CHARLES S. CRAIGMILE, CHICAGO, ILL., VICE
PRESIDENT, BELDEN MANUFACTURING CO.
Mr. CRAIGMILE. Mr. Chairman and gentlemen of the committee,
in appearing before this committee I wish to state at the outset that
I am not one of the so-called experts on the subject of social security.
I am a manufacturing executive struggling to operate a business under
new and complicated legislation.
Senator VANDENBERG. In other words, you are the forgotten man?
Mr. CRAIGMILE. I think so; yes.
We have heard much of "business appeasement" measures in the
past several weeks. Just what is meant by this term is subject to
some debate, but my interpretation is that business, and particularly
employers, might reasonably have expected to receive some assurance
from Congress and the administration that the status quo would be
maintained and wherever possible some relief from excessive taxation
might also be expected.
Thus far the administration has not materially assisted the employer
but our own representatives in Congress have taken the initiative and
given to employers a measure of tax relief in the proposals contained
in H. R. 6635. So far as the House has gone along this line, only
commendation of the highest is in order. I refer particularly to
freezing employer-employee old-age-insurance taxes. This is a
measure of tax relief. I refer also to the employers' unemployment
tax on the first $3,000 of compensation. This, too, helps.
But along with the good things, we, as employers, are offered, in
the guise of a "business appeasement measure," a $200,000,000 bait.
I refer specifically to section 1602 (a) and (b) of the House bill.
Written with extreme cleverness and great subtlety, and accepting
the statements contained in the House report, it is stated the paragraphs mentionedmay save employers between $200,000,000 and $250,000,000 during the calendar
year 1940.

In truth and in fact, the bill as now written constitutes a very
serious threat to all employers paying unemployment-compensation
taxes. Experience ratings will of necessity be abolished and reduced
contributions utterly unattainable. There are enough strings tied to
these "estimated potential" savings to make a real net for sucker
employers.
The data applied to Congress by the Social Security Board as to
how many States have a sufficient reserve -to qualify for reductions
in 1940, relates only to the first years, before the cost of the proposed
"minimum" standards would be felt. What will happen after that?
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In short, Congress is being asked to exchange permanent and certain
savings in taxes, now permitted under most State laws, for temporary
and nebulous savings.
Now I do not believe the Social Security Board is in position to make
recommendations to Congress concerning "benefit standards," be
tney"minimum" or maximum."
The CHAIRMAN. May I inquire there: Was that provision written
at the recommendation of the Social Security Board? That is what
is called the McCormack amendment, is it not?
A VoIcE. Yes, sir.
In the first place, the Social Security Board is not directly in touch
with the administration of unemployment compensation. The
Board acts in a supervisory capacity an as a trustee of each State's
administrative funds. But the State boards know their problems,
and you have heard or will hear from State agents on this subject.
If you are interested in benefit standards, go not to the Social Security
Board for information, but examine the laws of the several States.
See what they provide and be governed accordingly. But let me
repeat, do not seek your advice from the Social Security Board,
because they do not yet know what to recommend. Before the
Byrnes committee, Chairman Altmeyer said [reading):
The Social Security Board considers that this period has been far too short to
provide an adequate basis for determining the proper balances between contributions and benefit payments.

But on Monday, before this committee, he said:
The Board does not wish to be understood as considering the benefit standards
contained in section 610 to be adequate.

Please understand we favor unemployment benefits, but if the
committee is going to consider reasonable benefit standards, look over
the State laws and find what the majority of them contain on this
subject. That is all I want to say on benefit standards, but if you
want to produce an everlasting headache for yourselves, include in
this bill provision for benefit standards. But if you would prefer not
to have this subject rise like Banquo's ghost and haunt you year
after year, leave it to the State legislatures to reasonably liberalize
unemployment-compensation benefits in the light of local conditions.
The CHAIRMAN. As I understand, you are opposed to the so-called
McCormack amendment?
Mr. CRAIGMILE. I amn.

Now I shall discuss another of Chairman Altneyer's proposals.
In part I agree with hin .100 percent. On Monday, Dr. Altnever in
response to a question by Senator La Follette, stated that lie preferred

no amendment to the unemployment-compensation law except as to
require an average State-wide yield of 2.7 percent of total pay rolls.
I am in complete accord with his recommendation that the Unemployment Compensation Act remain unchanged. But permit me to
show how ridiculous his 2.7 percent-average provision really is.
Suppose, Senator Vandenberg, or Senator George, or any of you,
that your own State offered the perfect example. Let us take Georgia.
Assume that in Georgia there was no unemployment. Everyone has
a job. Consequently, there are no payments made from the unemploymnent-compensation fund, because there is no one to whom benefits could be paid. Everyone is working. Would you recommend that
the employers in Georgia be compelled to pay a tax of 2.7 percent on
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their pay rolls ad infinitum, merely to create a whale of a fund and
take out of circulation all that capital? Al, no; your employers ill
Georgia would soo0 let you know that ill was not beachess in that

State,
But with that well-deserved reputation Georgians have for goner.
osity and losk)italit-y, lot's assume a little further.

Suppose the

employers in Georgia were happy to contribute 2.7 percent of their
pay rolls to this ever-increasing fund, and suiposo further that in

some other State or States, unemployment has )een overwhelming.
Remember the administrative funds are under the control of the
Social Security Board. So what would be the next step? It should
b obvious. 'rhe Social Security Board will come to Congress and
seek permission to throw tll State uinell)loymollt-coil peiisiitioiI funds
into one jackpot. Then there will be money available for the distressed State or States, the employers of Georgia will )e hailed as
great benefactors, and everyone wiUl be happy. Or the Board might
not go so far its to toss all'fulds into a jackiot but merely seek atuthority to use Georgia's surplus as insurance against some other
Stae's deficiency, Either way, the Social Security Board rules, and
the States have no further authority over their fuids.
But 1 just gave you the perfect example. Suppose Georgia emuployers are payig, the 2,7-percent average l)roposed by Dr. A tmeyer
and they have only a little unemployment, The fund builds up and
soon the pressure groups are at work on tile State legislature with an
unanswerable argument for more and more benefits without regard
to system or needs.
But do you know wlt will happen there in sone instalees? Instead of trying to stabilize employment and keep men at work the
year aroun~l anid also he comJpelled'to pay a pay -roll tax of 2.7 percent,
seme employers will be busy figti. g out a way to lay off employees,
be relieved f the pay-roll tax with respeect tothose laid1 off, ad try
to got back in omeirploymet benefits as much of the 2.7 percent as
Ili other words, they will lay olf men, let them wait 2
possible.
po s
ient
benefits as
th
jusfe
enloye, i employ
weeks without allyi
a,subsidy wage.
aut
that's what the Aetnuyr
That's pretty though treatment,
proposal will brng about,
Now Jet ts examine this
ei)looaiept-coloyentsatiol law a bit
further. You will recall whee nthe social-security bill was before this
committee, i order to reduce employer opposition to the measure,
it was sggested that al employer "merit" rating he incorporated in
the bill. rHis provision wats adlopted inl the Pet anid helped reduce
employer opposition, i the
States
wten
sii they firstoegan considering
gneinl)loymelt-corenpensaetion laws. aAnd righetfully so.
At, that time thle employer wats justified in oJposing a flat tax, just
as lie is now justified in opposing the Altineyer proposal of at Statewide 2.7-percent yield. Thle Presidlent said tile purp'lose of thle enuiploymlen t-eoincsa tien systemn wats to aid emlploymenolt stabilization.
The report of this coimmttee onl the social-security bill reco ilizedl
the principle of lower comtribuitionl rates to emlployrs that stabilized
employment. And so the law ats enacted recognized "merit" or
experience rating, the States elncted similar provisions, find emllloyers
generally endeavored to take advantage of this feature of thme act.
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Please remember, gentlemen, the law is new the States are working
out their problems, and if left alone will be able to adapt unkemployment compensatfon in a manner best suited to State and regional
conditions, Keel) in mind always that provisions already required
by the Social Security Act exist in State laws to guard against unwarranted tax reductions and insolvency of State unemploymentcompensation funds,
At first blush the Altmeyer proposal of an average 2.7-percent
yield seems harmless enough. But one must beware of Greeks
bearing gifts, for this proposal is deceptive and inisleading.
The proposal would seem to provide for a reduction in the rate of
contribution for employers, individually or collectively, which will be
allowable offsets against the Federal tax.
Actually, however, the required ,',.7 percent average yield effectively
destroys experience rating. The 2.7 percent"average is not necessary.
It cannot be shown that State funds atre or will be imperiled by existing
experience rating provisions, unless perhaps they are still struggling to
throw off the yolte of the "model bill" forced upon them by thte Social
Security Board. The present or existing law contains no requirement
for a fixed percentage that must be raised by any State. So if, under
the present law there is no requirement for a fixed percentage to be
raised, and there is no danger to existing State unemployment-conpensation funds, why now incorporate such a requirement unless it be
to destroy experience ratings?
That experience rating will be destroyed by such a requirement as
that proposed by Dr. Altmeyer follows ts surely as night follows day
for these reasons:
To maintain a general State average of 2.7 percat, the employer
in an unstabilized industry will be required to assume the burden
caused by his own labor turnover and pay a tax as much in excess of
2,7 porceiit its the employer in a stabilized industry, by his consistent
einployment of labor, will pity a tax less than 2.7 percent.'
Thus tax differentials will be negligible. Interest in experience
rating will disappear, With its disappearance goes the incentive of
employers to stabilize employment. Then you. are back to where the
employer will try to got as much as he can out of the unemploymentcompensation fund.
All this is just what the President recommended against 4 or 5
years ago. So did your committee at that time, Now (to you want
to accept Dr. Altineyor's proposal, upset the cart before we have had
an opportunity to give the law a fair trial; or as we believe, would you
not prefer to abide by the decision you made only a few years ago
when you said:
The States may detcrmine their own comp sensation rates, waiting periods, and
maximum duration of liemefits. Snoh latittide is very essential because tie rate
of unemployment varies greatly In different States, being twice as great In soine
States as In others.

Gentlemen, I sincerely recommend the elimination of paragraphs
(a) and (b) in section 1602.
Tihe CHAIWMAN. Thank you very much.
The next witness is Mr. John Doesburg, of Chicago, Ill., representing
the Lakeside Press.
Mr, Doesburg, do you have a brief that you want to put in the
record?
1Onsl9- I9-I)
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Mr. DOESBURO. Yes, sir; I have handed that to the clerk.
The CHAIRMAN. Just state your points to the committee and your
brief will be inserted iii the record.
Mr. DOESBURG. Thank you, sir.
STATEMENT OF J. H. DOESBURG, CHICAGO, ILL.
Mr. DoEsBuRG. In speaking of House bill 6635, I wish to say that
the authors are to be congratulated on the work which they have done
on technical subject matter in a field so new that there must be very
little source material on which to form a base for the legislation. I
wish to say at the outset that we believe the bill represents constructive
thought on this subject. Our remarks are directed to only one section
of this bill, namely, the unemployment-compensation amendments
embodied in section 1602. We hope to make constructive suggestions
to this committee that will aid in providing a law acceptable to all
parties affected.
In the report of the Ways and Means Committee, page 115, it is
stated thatDue to the fact that the proposal was not discussed during the public hearing
and that the specific language of the plan has only been available for examination
by State authorities since May 24, it is possible that some adjustment will have
to be made. * * *

As a consequence, this is the only opportunity we have to express
our views in connection with this bill. Section 1602, on which we will
center our attention, has to do with the conditions for additional credit
allowances, whereby a taxpayer is allowed full credit against the Federal
tax, despite reduction in his contribution payments under a State law
pursuant to provisions in the State law allowing reduced rates to stable
employers.
This principle has been called "merit" rating or "experience" rating
inmost State statutes.
President Roosevelt, in his message to the Seventy-Fourth Congress,
stating the objective of the law, said:
An unemployment-compensation system should be constructed In such a way
as to afford every practicable aid and Incentive toward the larger purpose of employment stabilization. Moreover, in order to encourage the stabilization of
private employment, Federal legislation should not foreclose the States from
establishing means for inducing industries to afford an even greater stabilization
of employment.

This was further recognized by the Senate Finance Committee in
their report No. 628 where they said:
To effectively carry out this purpose, we propose, as a further amendment, a
provision that the Federal Government shall recognize credits in the form of lower
contribution rates which may be granted by the States to employers who have
stabilized their employment. Provisions for such credits are included In the New
Hampshire, Utah, and Wisconsin laws. In his message dealing with the subject
of social security, the President urged that unemployment compensation should
be set up under conditions which will tend toward the regularization of employment. All unemployment. cannot be prevented by any employers, but many
employers can do much more than they have done in the past to regularize employment. Everyone will agree that it is better to prevent unemployment than
to compensate it.

This is the principle of experience rating.
Employers can contribute largely to employment stability by planninF their production; advertising; diversifying their products; providing a no-work budget; and other types of stability plans.
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The effort to stabilize costs money, and employers and the States
should be encouraged to make these expenditures to stabilize employment. If, however, it is necessary to pay the maximum tax, then
there is no incentive to cooperate on the program of stabilization.
It is therefore particularly important that employers should be permitted to have some long-time expectation of consistency and uniformity in the provisions under which they are to be encouraged to
make substantial adjustments or commitments for stabilized emplo ment.
Tor this reason is is proper to say that there is a burden of proof
against any change in the additional credit provisions of the Social
Security Act, because the confusion and uncertainty resulting from a
policy of frequent or continuous change will reduce any willingness to
make changes or expenditures for the sake of stabilized employment.
We feel there is scant justification at the present time for making
any change in the additional credit provision of the Social Security
Act which would require any change in the experience rating structure
of the State unemployment compensation laws. Experience rating
has not become generally operative as yet, and it is far too early even
for the States themselves, the operating units, to attempt to revamp
the entire experience rating structure on any basis of practical experience. The Social Security Act was by necessity formulated entirely
on theoretical considerations, applying the best actuarial data available, but this does not justify the continued amendment of the law on
the same theoretical basis.
The State laws are now in operation and sufficient data will soon
be available on the basis of which sound practical consideration may
come to the fore, upon which the States may work out provisions
applicable to their requirements while in no way deliberalizing or
negating the purposes of this legislation.
Only in this way can we have immediate constructive progress in
social legislation.
Mr. Altmeyer has said, and the House report contains a statement
that the States would not have to alter their present laws nor abolish
experience rating provisions in order to comply with the requirements
of section 1602 of this bill. It was said that States which did not
meet the minimum benefit standards or whose reserve was inadequate
could continue under the present laws, provided they maintained
the contribution rates producing a total amount equal to 2.7 percent of
the taxable pay rolls of the State. In this connection, let us briefly
state our position.
Any provision which will require an average yield of 2.7 percent
on State pay rolls would, as. a practical matter, require the abandonment of any system of individual employer experience rating.
This would be so, because, in order to produce an average yield of
2.7 percent, at least 50 percent of the pay rolls would have to be
assessed at a rate more than 2.7 percent, in order to grant any reductions to the other 50 percent without regard to the stability of employment or the size of the reserves accumulated.
As a result of this arbitrary discrimination between the parties
concerned, no such provision could long withstand attack in any
State legislature.
Neither is such a requirement warranted. Let us assume an ideal
State in which there was perfectly regular employment, as the preo
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ceding speaker has called to your attention; and no benefits were paid
from the State fund. In spite of the absolutely stable condition of
employment, this provision would require that each year every
employer would pay a contribution of 2.7 percent of his pay roll into
the State fund. So you can see that there is no correlation between
this requirement and the funds needed to meet the benefits paid.
What, then, is the alternative which has been offered in the bill to
this provision? Section 1602 (b) provides that, in order to have a
yield other than 2.7 percent of the total pay rolls of the State, certain
standards must be met, that is: The State fund must equal at least 1' times the greatest amount of
contributions or benefits paid in the highest of the last 10 years; and
the State law must incorporate benefit standards not less favorable
than the 2-week waiting period, $5 minimum benefit, $15 maximum
benefit, 16-week duration, or one-third of the wages paid in the base
period, and so forth.
This we feel represents a Hobson's choice, because one (the 2.7percent provision mentioned above) will effectively prevent the successful operation of the experience-rating provision, and the other
for the following reasons:
First, because the incorporation of State benefit standards would
effectively kill progress of experimentation by the States themselves
to meet their particular needs and we would lose the benefit of new
ideas and tried experience in this legislation.
Second, we are opposed to State benefit standards because they
ignore State differences and economic needs. For example, while a
$5 benefit rate as a minimum might be desirable and practical and
sufficient in many industrial States, it might impose an unnecessary
hardship and unwarranted burden in certain other States. This is
recognized by the Senate Finance Committee in their report No. 628,
where it is stated at page 13:
Except for a few standards which are necessary to render certain that the
State unemployment-compensation laws are genuine unemploynient-cornpensation acts and not merely relief measures, the States are left free to set u any
unemployment-compensation system they wish without dictation from Washington. Likewise, the States may determine their own compensation rates,
waiting periods, and maximum duration of benefits. Such latitude is very
essential because the rate of unemployment varies greatly in different States,
bpIng twice as great in some States as in others.

This, gentlemen, was the last expression of opinion of this committee
on this subject.
Third, we are opposed to State benefit standards because we feel
that the incorporation of such standards in a Federal act at this
time would be premature, as Mr, Altmeyer agreed Monday. As you
will remember, he said we do not have sufficient data or knowledge of
the practical operation of unemployment compensation to, sot fair,
just, and equitable standards.
Within the next few years there will be considerable data available
in most States which may entirely change our concept a to what
such standards should be.
Fourth, we are, opposed t beincorporation of State benefit standards because it would placelhe Pwer for the determination of compliance and definition of such standards in the hands of a nonoperating
agency, which does not have direct contact experience to form a basis
for such judgments., We feel at this time the State boards themselves
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are better able to meet the problems which arise because they are
facing the problems directly in the field and have an opportunity
for rendering their decisions in the light of local conditions.
Fifth, we are opposed to the incorporation of State standards
because the conpglhance would result in freezing unnecessarily large
reserves in some States while at the same time these benefit standards
might bankrupt the funds in other States, the inevitable result of
which would be a reinsurance program between the States. Fo
example the State of Massachusetts might maintain the benefit
standards and accumulate large reserves. Michigan, in attempting
to comply with the same standards, might exhaust their fund and be
unable to continue payment of benefits. Immediate pressure would
undoubtedly then be brought to bear to transfer surplus funds front!
Massachusetts to pay benefits in Michigan through some Federal
reinsuring agency.
For all of these reasons, we agree with the preceding speakers that
the incorporation of State benefit standards with which the States
must comply in order to avoid a fiat 2.7 percent contribution rate is
undesirable, and the 2.7 percent average yield is undesirable, and
neither should be included in this bill at this time.
However, in the consideration of this subject of such vital importance to employers and employees alike, if in spite of the objections
I have stated the Congress still believes it desirable that some standards must be incorporated in the Federal act, such standards should
be reasonable, practical and equitable. On this basis we submit to
you a redraft of section 1602 which we feel meets some of the objections

and clarifies the intention expressed in the draft of the bill presently
before you.
The CHAIRMAN. That will be inserted in the record.
(The proposed amendment will be found at the conclusion of Mr.
Doesburg's testimony.)
Mr. DoEsBuRG. As we have said, section 1602 of the bill contains
the alternative under which the States may adjust contribution rates
without regard to average yield. The major conditions imposed are
an amount in the State fund as of the calculation date equal to at
least one and one-half times the largest contributions collected or the
largest amount of benefits paid out from the State fund whichever is
the greater, within any one of the preceding 10 years. Tiis restriction
is objectionable per se because it also would discourage employers
from making adjustments or commitments necessary to stabilize'
employment. The uncertainty involved in the status in the general
fund would give rise to fear that any money laid out for the purpose
of stabilizing- employment would be wasted. As little variation as
$1 might completely destroy any, advantage employers had anticipated, on the basis of their mditidual record for stable employment.
That is, the State might have operated on an individual experience
for
tffi(
rating basis wi;th the one and one-half times requirement
Oevoril years'. Emplo ,irs have made adjustments and expendltures'
to, kdep their emplbyees regularly (in the job. 'Business' ,6o.diti6na
change and benefit drains on the fundincrease to the point wh&r, at
the end of thfeyear, the fund is slightly 1ss than the erie iid onhe-half
times requirement. Imitoediatel the State. must requird all piiployers to pay the standard rate of 2.7 percent or it must amend its
law to conform to the provisions of section 1602 (a) (1) to yield an
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average of 2.7 percent. In either case, it is clear that the employers'
anticipated advantages are lost and likewise their investment in
stabilized employment.
That refers particularly to the no-work budgets which many of
your manufacturers have inaugurated as a good personnel policy.
Provision should therefore be made which will permit States to
replenish their funds by additional contributions within a reasonable
time in case they fall below the one and one-half times requirement.
This is provided for in our suggested amendment to the House bill,
as a new section 1602 (b). This, briefly, is a funding provision so that
if there is an excessive drain on the fund in any one year, as the funds
would go up, obviously the balance coming down, you would have
an increase in the measure which is going to calculate whether or not
you have the one and one-half times and a decrease in the amount of
money that you have to equal it, and as a result, we believe that if
that should happen in any one year, a State should be allowed to
assess 0.5 percent or 1 percent, or whatever may be necessary in order
to bring that fund up to the one and one-half times requirement
without requiring all of the employers to pay 2.7 percent. As an
example, suppose that the average yield in a particular State was
2 percent, and that it fell below the one and one-half times requirement, an assessment of 0.5 percent would cover all of the deficiency,
and the State law could continue to operate on the individual employer experience differentials, but under this provision you would
require immediately that the higher employers regardless of their
individual differences, must pay an average yield of 2.7 percent, and
regardless of the amount necessary in order to build that fund up to
the measure which you have set at the one and one-half times level.
The special conditions governing reductions in contribution rates
on the basis of individual experience should be retained as they appear
in the House bill, section 1602 (a) (2), (3), (4), and (5). The rearrangement which we suggest as dealing with these sections merely
clarifies the evident intention of the House committee.
As for the benefit standards as set up in the House bill we feel
that they constitute a contradiction in terms, for so-called minimum
benefit standards to be such standards as few States have ever had
the temerity to adopt. No State has had any experience upon which
to determine the effect on its funds of such a formula. A minimum
standard should be, at the highest a standard which could be adopted
and conformed to by a substantial proportion of the State unemployment compensation laws. A practical approach to the problem
demands that amendments requiring State action should be such
amendments as can be evaluated on the basis of practical experience.
In connection with the requirement for the benefit duration of 16
weeks or benefits equal to one-third of the wages in a base year, we
find that many State unemployment laws now provide for a maximum
period of duration of benefits of 16 or more weeks, and this bill recognzes this practice of the majority. However, there are but very few
State laws which would pay benefits in a ratio equal to one-third of
the employee's wages for a year, and no State has had any experience
with such a provision or requirement in their law. Those States which
have adopted it have adopted it so recently that they have no benefit
experience of the provision.
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In this regard, the proposed bill is not in line with the practice of
the States, nor has such a requirement been tested in actual practice.
Several States have had a ratio of one-eighth of wages. Most States
have had a ratio of one-sixth of wages, and only a few which have
adopted base periods of 1 year instead of 2 years have recently
changed to a ratio of one-fourth or one-third of wages.
In the amendment, we suggest a duration factor of not more than
one-sixth or one-fifth of wages because we feel that States should
not be induced in order to save their experience rating provisions to
comply with standards their fund could not support.
In considering the cost of a change in ratio of benefits to wages,
it is important to look at certain practical considerations which have
apparently been unavailable or have been ignored in connection with
the drafting of these standards. Most of the States started paying
benefits on a basis of one-sixth of the previous 2 years' earnings.
This bill proposes to require benefits to be paid on a basis of one-third
of 1 year s earnings. This appears to make no change in the benefit
provisions. Experience shows this to be definitely untrue. It is to
be remembered that this fractional figure of one-third or one-fourth
or one-sixth applies only to workers whose earnings in a year are so
low as to not be entitled to a full 16-week duration of benefits. Roughly, only those workers earning between $250 and $750 a year are in
any way affected by this requirement. Generally these workers are
the ones who are unemployed frequently enough so as to exhaust their
benefit rights each year without accumulating benefit rights over a
period as long as 2 years. With respect to these employees, benefits
on a 1 to 6 ratio would amount to just the same on a 1-year base
period as on a 2-year base period. With respect to these individuals
who regularly exhaust their benefit rights, a change in ratio increases
the amount of benefits in direct proportion to the extent of change
of ratio.
For instance, an employee who earns $600 in each of 2 years and
exhausts his benefit right in each year, will receive twice as much on
a 1 to 3 ratio and a 1-year base period, as a 1 to 6 ratio and a 2-year
base period. In this instance, on the 1 to 6 ratio, lie would receive
approximately $100 in each year as benefit, or a total of $200 for the
2 years. But on a 1 to 3 ratio, lie would receive $200 per year, or a
total of $400. Thus, it is evident that the length of the base period
has no effect on this class of worker, but the increase in the ratio
represents a 100-percent increase in the drain on the unemployment
compensation fund of the State.
Statistics are available in the State from which these costs can be
computed, and it would seem that States should have been asked to
report on this question before standards so vitally affecting their laws
are adopted. We should not rely entirely on estimates prepared by
an agency only indirectly in touch with operating problems.
Let me, in conclusion, therefore, restate our position:
First, we recommend that there should not now be inserted any
State benefit standards in the Federal act.
Second, that if the Congress does adopt some such provisions, they
should be modified to:
(a) Allow States to require additional contributions over a short
term, making up any deficiency in their fund so as to not eliminate
desirable experience rating provisions; and
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benefit
proved practical in operation
by (b)
theAdopt
Statesreasonable
to which they
arestandards
to be applied.
Third,
a rearrangement
for clarity and simplification.
The CHAIRMAN.
Thank of
youprovisions
very much;
Dr. Altmeyer, may I ask you a question in this connection? This
section 1602, the Board did not recommend it, did they?
Mi ALTMEYER. No, sir; we made no recommendation concerning
unemployment compensation.
The CHAIRMAN. And these provisions in here with reference to
setting standards for States were placed there by virtue of the fact
that they were asking for a credit from these reserves which had
accumulated in certain States?
Mr. ALTMEYER. Yes, sir.
Senator VANDENBERG: What is your attitude?
Mr. ALTMEYER. As I stated yesterday, we think that the benefit
experience to date is insufficient to determine just what the cost of the
benefits will be over a long time period. Judging from the amount of
unemployment in the past for the period 1922 to 1933, inclusive, and
judging from what it has cost in Great Britain, we think that adequate
benefit standards cannot be maintained on less than the 2.7 percent
rate, if even on that rate. We therefore recommend that if Congress is
going to legislate on this matter, because of the request of some States
and jurisdictions which feel that they have excess reserves, that to do
so on the basis outlined in the McCormack proposal which briefly is
that the States-well, I should say that that is the lesser of the two
evils. There may be other proposals alternative to the McCormack
proposal, but I mean as regards the question of permitting a flat
reduction in the Federal rate from 3 percent to something less, as
against the McCormack proposal, we think that the McCormack
proposal is less dangerous. There may be alternatives to the McCormack proposal that have not yet been considered, and as I said yesterday, the gist of the MeCormack proposal is this, that a State may
elect to do one of two things. If it does not believe that it can finance
the minimum-benefit standards set forth, it may continue to operate
as is, with a levy of 2.7-percent average rate. That average rate-that
requirement of a 2.7-percent average does not go into effect until
January 1, 1942, so that until that time there need be no change
whatsoever in the present State laws. It may elect either to do that
or if it believes it can finance those minimum-benefit standards, it
may amend its law so as to permit a general State-wide reduction
below the 2.7 percent.
Senator VANDENBERG. Do I understand that you would be satisfied to do nothing on this subject with the present amendment?
Mr. ALTMEYER. Yes sir; because we do recommend-we did not
have it in our original recommendations, but we think one of the
strong points in this change that the Ways and Means Committee
has made is the requirement of a 2.7 percent average rate until we
have more benefit experience than we have now.
The CHAIRMAN. So that recommendation is based on the action of
the.'House Ways and Means Committee in adopting the McCormack
amendment?
Mr. ALTMEYER. It did not come up-it is not included in our
report, but if you ask our advice now, it would be to the effect that
the requirement of the average 2.7 percent is a desirable requirement.

SOCIAL SECURITY ACT AMENDMENTS

133

What would be your advice as to whether
we should do anything at all?
Mr,ALTMEYER. Well, we recommended that you do nothing except
put in that 2.7 percent requirement for the time being,
Senator VANDENBERG. Suppose we leave the subject alone entirely
for the present until your experience is more comprehensive, is that
satisfactory?
Mr. ALTMEYER. Well, it is not a question of our being satisfied.
Senator VANDENBERG. I am asking your point of view?
Mr. ALTMEYER. I say that we do not know enough about the benefit experience. If you want to be on the safe side, it is best to collect
that 2.7 percent rate so that you do have the funds available to pay
adequate benefit standards.
Senator VANDENBERG, Still I do not know what the answer is to
myoriginal question.
Mr.ALTMEYER. We recommend putting in the 2.7 percent standard.
Senator VANDENBERG. Would you be satisfied if we did not do
anything?
IrXLTMEYER. I do not know what you mean by "satisfied."
I
just said that I tbink it would be better to put in the 2.7 percent.
The CHAIRMAN. But it does not go into effect until 1942?
Mr. ALTMEYER. Yes, sir.
Senator BYIRNES. Would the effect possibly be that in order to
secure a reduction of the tax or the contribution, there may be a
reduction of the benefits paid?
Mr. ALTMVYER. Yes; if you did not have in these alternative
provisions.
Senator BYRNES. If you did not have the minimum?
Mr. ALTMEYER. Yes, sir.
Senator BYRNES. But if a State were paying even more liberal
benefits, if they had a reserve and they wanted to secure reduced
taxation, might they not reduce the benefits, and when they reduce
the benefits it reduces the reserve?
Mr. ALTMEYER. Yes, sir. An alternative to the McCormack proposal is to put in the required benefit standards which wduld be more
drastic and take out your average 2.7 percent and merely require the
1%times .the contribution or benefits, whichever is higher, and the
observance of these minimum benefit standards. The McCormack
proposal is an option proposal.
The CHAIRMAN. All right.
(Following is the proposed amendment submitted by Mr. J. H.
Doesburg:)
PROPOSED AMENDMENT
Senator

VANDENBERG.

Sic. 610. (a) Section 1602 of the Internal Revenue Code is amended to read
as follows:
"Sio. 1602. CONDITIONs OF ADDITIONAL CnEBX ALLOWANCE.
"(a) State standards: A taxpayer shall be allowed an additional credit under
section 1601 (b) with respect to any reduced rate of contributions permitted by a
State law only if the Board finds that under such law"(1) The total annual contributions will yield not les than an amount substantially equivalent to 2.7 per centurn of the total annual pay roll with respect
to which contributions are required under such law, or
"Compensation will be paid to any otherwise eligible individual in accordance
with general standards and requirements not less favorable to such individuals
generally then the following or substantially equivalent standards:
"(A) The individual will be entitled to receive, within a compensation period
prescribed by State law of not more than fifty-two consecutive weeks, a total
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amount of compensation equal to not less than sixteen times his weekly rate of
compensation for a week of total unemployment or one-fifth the individual's total
earnings (with respect to which contributions were required under such State law)
during a base period prescribed by State law of not less than fifty-two consecutive
weeks, whichever is less
"(B) No such individual will be required to have been totally unemployed for
longer than two calondar weeks or two periods of seven consecutive days each, as
a condition to receiving, during the compensation period prescribed by State law,
the total amount of compensation provided in subparagraph (A) of this subsection,

"(C) The weekly rates of compensation payable for total unemployment in

such State will be related to the weekly earnings (as defined and with respect to
which contributions were required under such State law) of such individual during a period prescribed by State law and will not be less than (i) $5 per week If
such weekly earnings were $10 or less, (1i) 50 per centum of such weekly earnings
if they were more than $10 but not more than $30, and (iii) $15 per week if such
weekly earnings were more than $30; and
"(D) Compensation will be paid under such State law to any such individual
whose earnings in any week equal less than such individual's weekly rate of coinp nsation for total unemployment, in an amount at least equal to the difference
btween such individual's actual earnings with respect to such week and his
weekly rate of compensation for total unemployment; and

"'(2) The amount in the unemployment fund as of the computation date equals

not less than one and one-half times the highest amount paid into such fund with
respect to any one of the preceding ten calendar years or one and one-half times
the highest amount of compensation paid out of such fund within any one of the
preceding ten calendar years, whichever is the greater (excluding contributions
made by employers now subject to the provisions of the Railroad Uiemploymen t
Compensation Act): Proided, however, That when the balance
the
in Unemployment Compensation fund as of the computation date Is less than one and one-half
times the highest amount paid in to such fund with respect to any one of the preceding ten calendar years or less than one and one-half times the amount of compensation paid out of such fund within any one of the preceding ten calendar years,
whichever is the greater provision is made in such tae law for additional contributions designed to yed such an amount as will substantially restore such a
balance within the next successive twelve months from such computation date.
"(b) Other State standards: Variations in reduced rates of contributions, as
between different persons having Individuals in their employ are permitted under
a Staterlaw only if the Board finds that"pi)No reduced rate of contributions to a pooled fcnd or to a partially pooled

account, is permitted to a person (or grou pof persons) having Individuals in his

(or their) employ except on the basis of hpy
(or their) experience with respect to

onemploynidnt or other factors bearig a direct relation to unemployment, risk
durin

not less then the three consecutive years immediately preceding the com-

putation date; or

"(2) No reduced rate of contributions to a guaranteed employment account is
permitted to a person (or a group of persons) having individuals in his (or their)

employ unless (A) the guaranty of remuneration was fulfilled in the year preceding

the co utation date; and (B) the balance of such account amounts to not less
than 2 per centu of that p
of the
partpay roll or pay rolls for the three years
preceinpthe computation date by which contributions to such account were
measured; and (C) such contributions were payable to such account with respect
to three years preceding the computation date; or
"(3) Such lowor rate, with respect to contributions to a separate reserve account, is pcrmitt -d only when A compensation has been payable front such
account througlot the preceding calendar year, and (B) sueh account amounts
to not less than five times the largest amount of compensation paid from such

account within any one of the three preceding calendar years, and (C) such
account amounts to not less than 7%I
per centum of the total wage's payable by
him (plus the -total wages payable by any other employers who may be contributing to such account) with respect to employment in such State in the
preceding calendar year.
1, 1942, paragraph (3) of this subsection is amended
t"(4)
tread Affective
as follows:January
" '(3) No reduced rate of contributions to a reserve account Is permitted to a
person (or group of persons) having individuals in his (or their) employ unless
(A) compensation has been payable from such account throughout the year preceding the computation date, and (B) the balance of such account amounts to
not less than five times the largest amount of compensation paid from such ao-

SOCIAL SECURITY ACT AMENDMENTS

135

count within any one of the three years preceding such date, and (C)the balance
of such account amounts to not less than 2% per centum of that part of the pay
roll or pay rolls for the three years preceding such date by which contributions to
such account were measured, and (D) such contributions were payable to such
account with respect to the three years preceding the computation date.' "
The CHAIRMAN. The next witness is Mr. Orville S. Carpenter,

Austin, Tcx.
STATEMENT OF ORVILLE S, CARPENTER, AUSTIN, TEX., CHAIRMAN, TEXAS UNEMPLOYMENT COMPENSATION COMMIS-

SION
Mr. CARPENTER. I am also concerned about these benefit standards
for the reason that they do not fit the conditions in our State and do
fit our present State law.
The CHAIRMAN. You mean as written in the House bill?
Mr. CARPENTER. Yes sir; now the House bill. We have a law
in Texas that provides for what is known as merit rating, that is, individual tax rates are based on individual employer experience and
on State experience. It will provide for tax reductions in1941 accordhig to that experience; in other words, it conforms to the present
Social Security Act, and we think it is a good law. The inclusion
now in the Federal law of standards to which a State law must conform is most objectionable. First, the condition requiring that the
contribution rate be such as will yield an average of 2.7 percent of
the pay rolls is objectionable to us because we do not need that maclh
money, yet we must either collect it or we must reduce tax rates on a
flat basis without any regard for the individual employer experience.
That basis completely nullifies our merit rating, and we think removes
the incentive to the employer for stabilizing his employment.
The second, requiring the payment of 16 weeks of benefits, or onethird of the wages in the base period will cost us, based on our experience up to (late and an actual study of our experience, about 30 percent
more in benefits to be paid to about 10 percent of our actual covered
workers on a basis that is not in accord with the general benefit
structure of our law.
When we go into those minimum benefit standards, we leave our
general relationship of benefits to wages and pay benefits greatly out
of proportion to the wages earned to, as I said, about 10 percent of
our covered workers.
Our objections are further based on the general proposition that the
inclusion of these standards, or any other standards, in the Social
Security Act simply extend the control of the Federal Government
over the administration of the State law. The original idea was, and
it has been expressed here today, that the States were the best judges
of the details of their laws and the details of the administration. We
are supposed to have a Federal-State administration; actually we
have today an administrative monstrosity. The administration of
our State 'laws iscontrolled almost down" to the last detail by the
Federal Government. The inclusion of these standards or any other
standards further extends the control of the Federal Government over
the details of the State law and the administration of the State law.
I think that is bad, and that is one basis for my objection to these
standards or any others.
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The conditions under which unemployment compensation is paid
must vary from State to State, and the kind of plan that fits Texas
may not fit some other State. We hope that the States will be left free
very largely to determine details of their laws.
The CHAIRMAN. Has Texas accumulated a reserve now in its unemployment insurance fund?
Mr. CARPENTER. Yes, sir; our reserve at this moment would be a
little over this 1 Y times provision.
The CHAIRMAN. You would be able, then, to give relief 6o the taxpayers of Texas?
Mr. CARPENTER. Not if we must turn around and pay it over to the
10 percent of the covered workers through these other standards. Under
this proposed bill, we would be able to give some relief to the taxpayers,
but it would be a horizontal relief without any regard to individual
employer experience, lea ing out entirely the question of the ability
or willingness of the individual employer to do something about stabilizing his own employment.
The CHAIRMAN. Don't you have hopes that this unemployment
situation under the reorganized plan and the social security agencies
being created, would harmonize some of the differences and difficulties
that you have had?
Mr. CARPENTER. I am a fisherman, Senptor, which is another way
of saying that I am an optimist.
Senator GERRY. Would you rather be left alone to work out your
own personnel rather than have regulations from Washington? Is
that what I understand?
Mr. CARPENTER. Very definitely; yes, sir. Not only to work out
personnel, but also all of the other details of the law and the benefit
structure.
Senator GERRY. In other words, you would rather pick out your
own personnel rather than have someone come down from Washington who is not too familiar with the conditions there?
Mr. CARPENTER. You did not understand me that this is being done
new, did you?
Senator GERRY. Yes.
Senator BYRNES. Do you have a merit system?
Mr. CARPENTER. For the personnel?
Senator BYRNES. Yes.
Mr. CARPENTER. No, sir; we have personnel standards, but our
employees are not selected on the basis of examination.
The CHAIRMAN. Do you think it would be wise to have a merit
system invoked in Texas?
Mr. CARPENTER. No, sir,
The CHAIRMAN. You did not have any political consideration in
your set-up?
Mr. CARPENTER. Of course there is.
The CHAIRMAN. All right, proceed.
Mr. CARPENTER. I therefore want to urge this committee to take
out from this bill anything relating to benefit standards, and I hope
that the committee will also consider the possibility of returning to
the States the administration of their laws rather than extending the
control of the Federal Govorhment over it.
That is all I have to say.
The CHAIRMAN. Are there any questions?
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(No response.)
The CHAIRMAN. Thank you very much.
The next witness is Mr. Sterry R. Waterman of Montpelier, Vt.
STATEMENT OF STERRY R. WATERMAN, MONTPELIER, VT.,
CHAIRMAN, VERMONT UNEMPLOYMENT COMPENSATION COM.
MISSION
Mr. WATERMAN. Mr. Chairman; in view of the excellent explanations of unemployment compensation and what the proposed amend.,
ments with respect to unemployment-compensation standards would
do to the law, I am going to make a short talk and not make as exhausfive a statement as I had intended to make with reference to what
1,hee proposed amendments would have done.
[, too, appear in opposition to section 610 of the bill, found on pages
70 through 80, being amendments proposed to section 1602 of the
Internal Revenue Code.
These, as has been explained by preceding speakers, set forth standards for additional credit allowances to employers with respect to the
excise tax of 3 percent originally imposed under title IX of the Social
Security Act, and section 1600 of the Code.
These amendments and their purposes are explained in the report of
the Ways and Means Committee on pages 24 and 25.
The basic objection to the passage of the proposed bill with these
amendments in it as expressed by individual State administrators of
unemployment compensation arises from the introduction into this
cooperative Federal-State program of this new set of Federal standards
which must be complied with before employers contributing to State
funds may obtain additional credit offsets against the payment of the
Federal unemployment excise tax of 3 percent.
These standards are to be interpreted by the Federal Social Security Board under the provisions of this bill. The certificate of the Social
Security Board issues to the Secretary of the Treasury with respect to
whether or not a State law complies with these standards. The State,
therefore, if it desires to experience-rate employers has lost its right to
determine for itself the basic or minimum provisions of its own law.,
relative to the amounts and kinds of payments of benefits it shall make
to unemployed persons. ,
I .I
1
.
These proposed standards are not standards for the proper administration of a State laW but are standards of what a State law must be
in order to give an employer an experience, rating within that State,
and were evidently designed, or so it seems to me, to begin a compression into one common pattern of all of our respective State approaches
to the theories of unemployment compensation. We do not need to
tell this committee that there are many theories of unemployment
compensation itself, of its effect on industry, of its effect on the relief
load, of its value to society generally, and there are many more theories
as to what is a proper compensation law in a State and what are the
proper methods of payment, what are the proper amounts of payment,
and what are the proper durations of payment of unemployment compensation in order to beat promote the obviously good social objectives
I
.
of the legislation. .
The imposition of these new standards definitely prevents us State
administrators from continuing on in the experimental field which
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this legislation obviously is.

It definitely compresses us to within
certain minimum standards which we must comply with, and we
submit that this program is altogether too young at this time to
definitely pattern its objectives and the method of approach to those
objectives by the setting up of these standards. In other words, we do
not admit that all of the good thinking on unemployment compensation
is on the Federal level.
Senator CONNALLY. Did you have a State unemployment-compensation law before the Federal law?
Mr. WATERMAN. No; we did not, Senator, and I might say that
probably we would not have one were title IX repealed. I mean by
that that title IX and the passage by this Congress of the Social
Security Act was a definite step forward in encouraging the States to
enact this desirable legislation.
Senator CONNALLY. My question was provoked at your suggestion
that the Federal Government did not know any more about it than
the States, and I was just wondering why the States had not adopted
some of these plans before the Federal Act was enacted?
Mr. WATERMAN. I mean simply, sir, that good administrationSenator CONNALLY (interposing). Oh, there was no offense.
Mr. WATERMAN. Thank you, sir. Specifically, I object to the
following standards-the standard set-up in section 1601 (a), subsection (1), found on page 70, lines 7 through 10. This standard
requires that each State receive for its unemployment fund for each
ear contributions equaling 2.7 percent of the covered pay roll of the
tate. This means that each State administration, before it may
reduce the employer contribution paid by any given employer as a
premium to that employer for having stabili- e his employment, must
levy taxes upon other less fortunate employers in excess of 2.7 percent
of the pay rolls of those less fortunate employers, so that the taxable
yields from these last-named employers in excess of 2.7 percent of
their pay rolls, equals the amount of taxable savings given the firstnamed employer.
Senator CONNALLY. May I ask you a question there?
Before, you did not have a requirement of 2.7 percent and you
fixed the rate yourself; if you gave the man who stabilized his employment something, you would also have to increase the rate on the
others?
Mr. WATERMAN. No; Senator, if I understand your question. The
2.7 percent is basic, the basic or standard tax rate--Senator CONNALLY (interposing). Suppose we did not put that in
at all, what would you do in your State?
Mr. WATERMAN. We would merit rate when an employer had 7.5
percent of his last annual pay roll, and we would give him a reduction
,
below 2.7 percent.
Senator CONNALLY. That is just what I am talking about. Whenever you give him a reduction, in the nature of things that has got to
come out of somebody else paying a higher rate, hasn't it?
Mr. WATERMAN. NO Senator
Senator CONNALLY. Where are you going to get the money?
Mr. WATERMAN. We submit that 2.7 percent as a standard rate is
high enough to pay unemployment compensation in my State and
also give premiums to some employers under 2.7 percent.
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Senator CONNALLY. I was going to ignore 2.7 percent as you wanted
to; and then what would you do in your State? Suppose there were
no requirement in here of that kind, what would you do under the
present law?
Mr. WATERMAN. Senator, I am not objecting to the 90 percent offset
section of the law, section 1601.
Senator CONNALLY. You can ignore that question. All I meant
was that whenever you give anybody a premium, it has got to come
come out of somebody else, doesn't it?
Mr. WATERMAN. No, sir; it does not need to.
Senator CONNALLY. Then it is not a premium. If there is no discrimination, there is no premium.
Mr. WATERMAN. There would be a discrimination because those
employers with unfavorable employment experience would have to
continue to pay 2.7 percent.
Senator CONNALLY. Exactly; that is what I am talking about.
Mr. WATERMAN. But not more than 2.7 percent, which is Dr.
Altmeyer's suggestion that he just made, that the total should be
2.7 percent.
And this provision obviously penalizes employers in the competitive market who are already penalized in the competitive market in
their industrial operations by putting an added tax burden onto them,
so that this new standard may be met.
At the same time you give the man with the favorable competitive
position a tax relief.
Now, with reference to the McCormack provision, so-called, I
object specifically to the inclusion of the McCormack provision at
all, although I appreciate that there is a demand for the opportunity
to reduce taxes in the larger States when they have 150 percent in.
I have 150 percent of contributions in my fund, and I could take
advantage of the McCormack provision. If the McCormack provision had been left alone as they were originally proposed under
the so-called Massachusetts plan, it might have been dangerous to
the fund, but I do think that it would have been perhaps fully as
healthy an experimentation as the present proposal of permitting
the McCormack p!an to go through and telling employers, as one
State did, that it was a business-appeasement program, and then at
the same time attach to the MeCormack provision such benefit
standards that it will be impossible for us State Administrators to
honestly accord merit rating to employers on that State-wide horizontal scheme, because of the excessive benefit load as pointed out
by Mr. Carpenter of Texas.
For instance, in my State I would have no quarrel with meeting the
Federal standard or any other standard that I should have a waiting
period of 2 weeks. It so happens that my law provides for 3 weeks
and I would have to have my law amended to meet this standard, but
I recommended 2 weeks to my legislature and it was turned down.
I would have no quarrel with the partial benefit provisions found on
page 74, because I already pay them, but I have prepared a slight
technical amendment
for the benefit of this committee if you care to
use it tying in' to that provision as it now appears in the law the fact
that partial benefits should be paid to people who are working less
than lull time. That does not appear in the law, and this law could
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be interpreted therefore to provide benefits for unemployment to
fully employed persons. The House Ways and Means Committee
report has in it the words which in my opinion should be in the law.
The House Ways and Means Committee report states that it is for
partialThe CHAIRMAN (interposing). It is one thing in the report, and in
the bill it is another thing?
Mr. WATERMAN. That is right, Senator.

But the combination of

these things is dangerous. Sixteen weeks of unemployment benefits
with a 2 weeks' waiting period, with a step-up in the amount of
benefits customarily paid in States as provided on the bottom of page
73, plus partials are a combination which no State at the present time
has. I think a majority of the States perhaps have each of these,
but no State has the combination. I would like, and I am sure that
most of my brother administrators would like to see all reference to
Federal benefit standards deleted from this bill. One of the gentlemen who has preceded me made a point, however, that section 610
(a) (2), (3), (4), and (5) should remain as definitions of the types of
funds, and they should remain even though the standards appearing
in the same paragraphs might be deleted by the committee.
As Mr. Carpenter has stated, there is, of course, an extension of
the authority of the Social Security Board in the determination of
the definitions of these standards. Under title III with reference
to fiscal control, there is a tightening of the power of the Board
over the States. With reference to these things, I know that
Congress will legislate wisely and well and according to what you
think proper, but I might say that there is a growing tendency as
Mr. Carpenter has stated, for the Federal Social Security Board to
control our administrations down to the very last details, which we
do not think healthy, because we are the ones who have been on the
front in this thing, and the ones who have been having the practical
experience, and we feel that we should have some freedom in connection with our State administrations.
The CHAIRMAN. Have you the merit system in Vermont?
Mr. WATERMAN. We have no provision in our law which says that
we shall appoint our employees on a nonpartisan merit basis. We do
not have what is called by some people a merit system.
The CHAIRMAN. No examinations?
Mr. WATERMAN. No, sir; our employees are picked on merit,
however, and, strange though it may seem, politics have extremely
little to do with it, Senator.
Senator BYRNES. What provision in the standards do you object to?
You do not object to the waiting period?
Mr. WATERMAN. I object to the combination of standards.
Senator BYRNES. I heard you say that, and I was just wondering
if you would take them separately.
Mr. WATERMAN. I would not object to a 2 weeks' waiting period
in my State. I recommended it to my legislature.
Senator BYRNES. Do you have a minimum provision at all in your
State? A minimumpayment of $5 a week or any other amount?
Mr. WATERMAN. Yes; $5 a week, and if less than that, threequarters of the full time weekly wage.
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Senator BYRNEB. You have that?
Mr. WATERMAN.

Yes.

Senator BYRNES. Therefore you do not object to that? That is,.
if it was not in here, you would not object to paying $5 as the
minimum?
Mr. WATERMAN. Senator, I do object to it. The wording is very
unfortunate here and I would correct it. Line 23 at the bottom of*
page 73 states "or will be determined on the basis of such fractional'
part of an individual's total earnings * * * as will produce a
reasonable approximation of such full-time weekly earnings and will
not be less than $5 per week if such full-time weekly earnings were,
$10 or less." In other words, under this law it will be possible for a
man with a full-time weekly payment of $3 if lie were otherwise eligible
to receive $5, or $2 more than he would get if he were working.
Senator BYRNEs. But so far as the $5 minimum is concerned, you
do not think that is excessive if a,minimum were provided?
Mr. WATERMAN. In the case that I just stated, I think it would
be excessive.
Senator BYRNES. What would you fix?
Mr. WATERMAN. $5 a week if such full-time earnings were more

than $5 and less than $10, and at the end of the section I would put.
'and three-quarters of such full-time weekly earnings if such earnings.
were $5 or less."
Senator BYRNES. What other standard to you object to?
Mr. WATERMAN. Sixteen weeks will increase my benefit load. I
might state that our law was liberalized by the insertion of the 1-year
provision for the base period whioh has been previously explained,
and my statistical figures show that the State of Vermont itself
liberalized its own law to the extent of 46 percent. Paying 16 weeks
where I now pay 14 weeks, making an added 2 weeks, would increase
the amount of benefits that I would pay over the legislative increase,
10 percent more according to the best figures I have available,
and the reduction of the waiting period of 3 weeks to 2 weeks which
was accurately figured would increase payments by $66,000 on
$940,000 or would increase it about 4 percent,
Senator BYRNS. You have 3 weeks now and you have recommended 2 weeks yourself?
Mr. WATERMAN. Yes, sir. I think, Mr. Chairman, that that.
explains in some measure our feeling. That is what the State Legislature of Vermont desires; and if they desire to have 3 weeks' waitingperiod, certainly, while this is in the experimental stage, it would.
seem to me that they should be permitted to continued to have a.
3 weeks' waiting period. And so far as tightening up on the payment.
of benefits in order to take advantage of a 150 percent horizontal
reduction State-wide is concerned, as has been suggested here this.
afternoon, such a postulate is absolute ly contrary to proven facts,
because the great majority of the States have without the introduction.
of Federal standards for benefit payments substantially liberalized
their benefits, including my own State.
The CHAIRMAN. Thank you very much. The next witness is.
Mr. John S. Stump, Jr., of Charleston, W. Va.
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STATEMENT OF JOHN S. STUMP, JR., CHARLESTON, W. VA.;
WEST VIRGINIA UNEMPLOYMENT COMPENSATION COMMISSION
Mr. STUMP. Mr. Chairman and gentlemen of the committee, I
think a great deal of what I had hoped to say to this committee has
already been said, and where that is true I will try to avoid any
repetition of the positions taken by other State administrators. I
want to say to the committee that the appearance here of a number of
State administrators is not so much a question of the desire to interfere at the Federal level with legislation as a feeling on our part that
we do have first-hand experience of some matters that might be
helpful to Congress in dealing with this question.
As we start out to look at the unemployment compensation in this
country, the original Social Security Act started out on a FederalState program with the Federal end of the program excluding the tax
and credit provisions of the law designed apparently to be supervisory
in a broad sense to insure that, as one of the witnesses this afternoon has
said, that the unemployment-compensation laws adopted by the
States were genuine unemployment-compensation laws rather than
mere colorable attempts to comply with the credit provision in the
tax and credit feature of the Federal law. We think that the plan
original adopted was a wise plan; we think that the State administration of unemployment compensation is an important element in
what we hope will be the eventual success in this country of unemployment compensation, and we d.o not think that it can safely be
administered as a Federal program because of the wide variation in
industrial conditions and other conditions in the different States.
In the bill which you now have under discussion, there is a definite
tendency toward federalization in the sense that the controls accorded
to the Social Security Board are strengthened. I use the word
"strengthened'"-perhaps that is an unfortunate word--I should say
that they are extended. That is true both in the addition of subsections 8 and 9 to section 303 of the act which appears at page 49-at
the bottom of page 49 and the top of page 50, and it is true in the suggestion made by Mr. Altmeyer that the parenthetical language
should be stricken out where it relates to selection, tenure, and compensation of personnel, and it is true in the inclusion of minimum
standards.
So far as the minimum standards are concerned, I have nothing
to add to what previous witnesses have said except to stress the opinion that I think is shared by the Board itself that at the time is
premature to consider the adoption of Federal standards. Tis
program has after all only had 1 year of benefit-paying experience if
we exclude that State of Wisconsin, and as this committee knows
there is a wide variance between the pattern of the Wisconsin law
and the pattern of the laws that have been adopted following the
Social Security Act, so that in effect with only 1 year upon which to
base our calculations and at a time when 48 States in good faith, as
we believe, are endeavoring to fit their own particular laws to the needs
of their own particular State and to liberalize benefit payments as
far as that can be done and' to keep the fund solvent, we are now
considering taking a step which makes a rigid pattern out of a whole
business. I say it makes a rigid pattern out of it, because there is
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always a tendency to make a minimum in effect a maximum. There
is always the possibility that when a State will undertake to liberalize
beyond the minimum standards that are put in the Federal law, that
you add great weight to the arguments that will be advanced against
it "why if we are already complying with everything that the Federal
Government considers is necessary to have a satisfactory unempIoyment-compensation law, and we have done that, and here you would
have us go beyond that and just pass out money without regard to an
established Federal standard and of the proper amount of compensation."
On this minimum standard, there is not so much to quarrel with
with the standards themselves. I do want to point out that the
proposition of the minimum of $5 places every State administration
in a rather embarrassing position. For example, the State of West
Virginia just recently amended the law and adopted a $3 minimum
in place of the old definition of $5 or $6 or three-quarters of the fulltime weekly wage whichever of those two was applicable. We would
like to have had a $5 minimum, but our investigation of our actual
cases of benefit payments during the preceding years showed that
there were thousands of cases of persons who would qualify for a
benefit rate of between $3 and $5 but who would not qualify for a
$5 rate, and our only real objection to paying them the smaller
benefit rate was the administrative problem concerned. We felt that
we could get over that problem and that we could therefore afford to
pay those people 0he benefit which might be just as important to
pay as the larger benefit to those who qualified for a larger amount.
Of course, there is the other alternative that instead of disqualifying
persons who were not eligible for a $5 benefit, that we might pay a
$5 benefit to all of those who came in between the $3 and the $5
mark, but the West Virginia fund which paid out last year between
three and four million dollars more than it took in-that was between
33) and 40 percent net loss for the year to our fund-hardly warrants
our taking on the additional financial burdens.
It seems to me that while it is certainly desirable that every State
should be able to pay a minimum benefit of $5, that since a great
many of the States cannot pay that benefit of $5, this minimum
standard should not be here even though it is now an optional standard
in the sense that no State has to take it unless they want to achieve
that flat reduction.
There is one other proposition in these minimum standards which
I think would meet with almost unanimous disapproval of the State
administrations, and that's the provision in C of the weekly rates of
compensation payable for total unemployment in such States as will
be related to the full-time weekly earnings.' That proposition of dealing with the full-time weekly wage has proved administratively unworkable everywhere. The employers do not themselves understand
what a full-time weekly 'wage is, much less the employees. In most
cases where a full-time weekly wage has been reported, perhaps I am
wrong in saying in most cases, but in a substantial number of the
cases where full-time weekly wage has been reported, it has been a
mere mathematical average of the wages in a particular quarter, and
in other cases, the full-time weekly wage has been a wage that has
never been reached by the particular individual at any time.
By that I mean where there may have been a contract pr6*iding
for a workweek of 35 hours and an hourly wage of so much, even
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though the person may never have achieved the 35-hour week except
in the contract, that will have been the full-time weekly wage as
reported, with the result that we would be paying benefit on a theoretical wage on which we never collected contribution.
My attention has just been called to a modification of that benefit
standard C which I had not seen, but even the addition of the proposition "or will be determined on the basis of such fractional part of an
individual's earnings" will cause a revision of a number of State laws
which have recently undertaken-at least West Virginia has-to go
to tLe annual earning basis as the determining factor in the benefit
rate.
I do want to say just a word or two about sections 8 and 9 that are
added to section 303, and in offering a mild objection to those sections
I would like it clearly understood that we are not objecting to proper
fiscal control of our expenditures, nor are we objecting to them being
exercised by the Social Security Board. As the matter now stands,
each State submits a line item budget in advance of receiving a grant.
Under the fiscal regulations which are extremely detailed, if a State
desires to expend any part of that money for a purpose not covered and
earmarked in that line item budget, it may obtain a transfer of funds.
There are occasions in which an emergency has caused the regulations
for transfer of funds to follow the expenditure. Not only that, but
the Social Secutity Board now makes a post audit of expenditures.
In addition to that, each State, I think without exception, is required
to conform to the laws of the State itself regarding the expenditure of
funds. The more particularity that you put into the control exercised
by the Social Security Board, the more possibility you have of having
an actual conflict between State fiscal regulations and the Social
Security Board fiscal regulations.
It may be necessary or a state of facts may exist in some State
without my knowledge that might warrant the inclusion of those subsections 8 and 9 at the bottom of page 49 and on the top of page 50,
but so far I have heard of no showing of any facts that would indicate
that, and I want to illustrate what the situation is on the basis of our
last post audit in West Virginia, and if that is comparable with other
States, I would submit that this is unnecessary.
We were last audited covering the period ended March 15, 1938,
which included 15 months of operation of the West Virginia law. At
the conclusion of that audit, the only outstanding exception taken by
the Social Security Board to any expenditure made by the State of
West Virginia is an item of 3.51 which is made up of sales tax, West
Virginia sales tax, paid on the expense account of an employee whom
we ad discharged and from whom we were not able to recover the
amount, and which was paid by us under an executive order of the
Governor of the State requiring us to pa sales tax, and prior to a
definite ruling from the Social Security board that sales tax could
not be paid and allowed as expense in the administration of unemployment compensation. Of course, we have had a period from
March 1938 until the present time as to which we have not been
audited. There may be, although I do not think there are, serious
exceptions there, but I know of no State experience that has not been
substantially comparable to ours, and it seems to many of us that it
is. unwise to undertake to make a grant to States in aid or for purpose
of administration when that grant must necessarily be administered
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in the States in accordance with State law and then to require with
too much particularity that it must be supervised again to an extent
that is not already being (lone by the Social Security Board.
There is one angle to the flat reduction proposition or the McCormack amendment which may only exist in my own mind, but it seems
to me very clear that a flat reduction in taxes, no matter how desirable
a reduction in taxes, is, that a flat reduction as between States opens
the road to competitive bidding by States for each other's industries,
and even to an unwise restriction of benefit payment by a State in

order to reach the 1 measure where they could make the flat reduction.
In West Virginia, for example, we have steel mills in our northern
panhandle that are within just a very few miles, just across the river
from comparable steel mills in Ohio, just a few miles from the steel
mills in western Pennsylvania. West Virginia, by no stretch of the
imagination, could comply with the McCormack amendment. Instead of having 1Y times, we have a good bit less than one time as
much as we paid out in benefits in 1938. I don't know what the condition of Ohio-Pennsylvania funds might be, but if Ohio were able to
qualify and did qualify for a flat reduction with all employers, the
plants of the Weirton Steel Co for example, in Ohio, I think might
very reasonably be expected to fll the orders of the Weirton Steel Co.
rather than the Weirton Steel Co. plant in West Virginia, for the simple
reason that they would have to pay over there but 2 percent theoretically or whatever rate was fixed by the Ohio legislature, whereas in
West Virginia they would be paying 2.7 percent.
Senator BYRNES. You could do this, could you not-you could
reduce the payments made in West Virginia so as to bring yourself
in to where you could get a reduction?
Mr. STUMP. Senator, we could not under the law. We might
change the law.
Senator BURKE. It would be an inducement to West Virginia in
order to protect its industries to change this law.
Mr. STUMP. That would certainly be an inducement. But there
would be counter pressure there. I do not think in West Virginia
we could do it. We really believe in unemployment compensation
in West Virginia, and we really hope to and we paid out more than
$12,000,000 last year, and took in less than $9,000,000.
Senator BYRNES. The employer in West Virginia would be anxious

to be on the same competitive basis with the employer in Ohio and
Pennsylvania?
Mr. STUMP. Granted.
Senator BYRNES. He would be seeking to have the legislature reduce the benefits to put him on the same basis with his competitors.
Mr. STUMP. That would be precisely the kind of pressure and the
kind of action that we would fear if this flat reduction were there.
If the reduction were on an experience rating, presumably this steel
mill in Weirton, W. Va. and the steel mill across in Youngstown,
Ohio, operating in precisely the same territory and under substantially
the same freight rates and everything else, if one of them could qualify
for the experience rate, the other could also, so there would be no
particular competition as between States for each other's industries,
and that point of view was very forcibly expressed by the director of
the Arkansas Commission in a letter which I will send down here by
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another witness tomorrow, but he brought that out to a large extent
the States which would not have enacted an unemployment compensation law by themselves if that had placed them in a noncompetitive
position with the industry of other States had been encouraged by the
Social Security Act to enact these laws under the impression that the
tax burden would be substantially equal throughout the country as
far as the law was concerned, so that no State would be placing
itself in a noncompetitive position with its sister States by enacting
a law, and certainly the possibility of a noncompetitive position exists
in contemplating fiat reductions in some States where flat reductions
are not made in other States.
So far as this 2.7 percent weighted average is concerned, section 610
(a) requiring that no merit rating be granted unless the rates are
calculated to yield 2.7 percent, does seem very definitely that that
means no merit rating at all. That does not particularly concern
West Virginia and won't for several years for two reasons. One is that
our own law already says that we shall grant no merit rating-that
the combined rates of all employers shall be calculated to yield approximately 2.7 percent but that is recognized to be a feature of the West
Virginia law that if we are eventually going to adopt a workable merit
rating, it must be amended. We cannot do that now because we do
not have the reserves, but certainly as an administrator in West
Virginia, if an employer having a thousand men, we will say, and an
annual pay roll of $1,200,000 were to qualify for a merit rating and
there was any way that I could avoid granting him that merit rating,
if in order to grant him that merit rating I had to go through and hunt
through all our lists of contributors and find another employer or
group of employers whose combined pay roll would yield another
$1,200,000 and raise that employer's rate to 3.6, if we had reduced the
other to 1.8, I am afraid that it would take a lot more backbone than
I have got to administer that particular feature of the law without
fear or favor.
It is hard to penalize a struggling industry in order to help another
industry, and when you bear in mind that the merit rating provisions
of every State law that I have seen require an adequate reserve before
the merit rating is extended, it seems to me that the merit rating
should be a reward for employment stabilization rather than merely a
reward to the one employer to be accompanied by an automatic
penalty to another.
So far as the suggestion that has been made that that parenthetical
expression should be struck out and that the States should be required
to select their personnel in accordance with the affirmative requirements of the Board, whether they take the form of objective standards
or what not, I would like to express just mild objection to that, although
I realize that not having the merit system in West Virginia I am on
rather dangerous ground. Our law requires selection of our employees on a nonpartisan, merit basis. We do undertake in good
faith to select our employees on a merit basis, and I think you will
find that substantially every administrator who actually has to
administer a law and who is going to either make or break his reputation by the manner in which his law is administered, is going to be
conscientious and undertake to obtain good employees, but it is right
hard for a State department to set itself outside of the regular pattern
'of the State departments. West Virginia has been working on a civil-
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service law through an interim committee of our legislature. That.
interim committee was not ready to report at our last session on the
civil-service part of its program. It probably will report at the next
legislature, and if we are to become in advance of the comparable
action by the remaining State departments-if we ore to place our
department in the position where we must conform to an examination.
program, or anything else that comes to us from Washington, and
that is foreign to the experience of our people, it seems to us that you
put us in an unfortunate position.
The CHAIRMAN. You do not have any politics in West Virginia, do
you?
Mr. STUMP, Yes, sir; of course we have politics in West Virginia,
Senator. I do not think that we have any worse politics in West
Virginia than at leastThe CHAIRMAN (interposing). You had better not go on and be
specific. [Laughter.J
Senator BYRNES. You would not have any objection to selectingemployees for your organization through a merit system, would you?
Mr. STUMP. Senator Byrnes, if a merit system means a formalized
examination personnel, I would. I do not think there is any substitute
for the honest selection of employees on a basis of their personal fitness and particularly their experience and record by investigation
rather than by an examination.
Senator BYRNES. Can you eliminate political considerations though,
with the pressure that is brought to bear upon you, or any other
official of the State department?
Mr. STUMP. Not entirely, sir; although I think if you would walk
around some places and hear me cussed in West Virginia for not givingeffect to political considerations, you might think we tried to do it.
I am perfectly free to assume that as between two equally qualified
persons, one a friend of the administration that after all is responsible
for a progam, and another who is an avowed enemy of the administration, I would rather have the friend, because this program as it
now stands is a program of that administration, and in West Virginia
also the West Virginia administration.
Senator BYRNES. And when the administration changes, you would
expect considerable changes in your organization?
Mr. STUMP. I would expect considerable changes, but not so quickly
as to disrupt it, nor would I expect those changes to be particularlySenator BYRNES (interposing). Personal. I hope they will not be.
Mr. STUMP. As far as I am concerned, I would certainly be goneand would not stay.
Senator BYRNES. I think you have made a very good statement.
And when they make the change, you would be gone? You have
already reached that conclusion?
Mr. STUMP. I do not think it makes very much difference whether
qualified Democrats, for example, or qualified Republicans administer
a program.
Senator BYRNES. It is important that they be qualified, however?
Mr. STUMP. Yes.
Senator BYRNES. Don't you think that experience qualifies them?
Mr. STUMP. Experience in this job?
Senator BYRNES. Yes.
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Mr. STUMP. Unquestionably
Senator BYRNES. You are a

experience helps.
little better qualified than when you

first entered it, are you not?
Mr. STUMP. I hope so. If not, I am in bad shape.
The CHAIRMAN. Thank you very much. The next witness is
Mr. James W. Tisdale, of Asheville, N. C.
STATEMENT OF JAMES W. TISDALE, ASHEVILLE, N, C.
The CHAIRMAN. Whom do you represent, Mr. Tisdale?
Mr. TISDALE. I am just here on my own initiative; I am not repre!senting anyone.
The CHAIRMAN. How much time do you desire?
Mr. TISDALE. I would probably want about 15 minutes.
The CHAIRMAN. We wanted to adjourn at 5 o'clock, so be as brief
as you can. If you desire something put in the record, that will
be done.
Mr. TISDALE. I have no prepared statement; I am just speaking
from notes.
Lines 13, 14, and 15 of section 102 of House resolution 6635 apparently raise the final limit so as to permit contributions-this is the
old-age assistance section-up to $20 a month per person should a
particular State match or exceed the Federal contribution. That
section also requires so-called matching of one-half to one-half. There
are two features in that with which I personally cannot agree. The
first is that the States should match the Federal contribution dollar
for dollar-I cannot agree with that; and second, that the maximum
Federal contribution at this time should be increased to $20 a month.
As to the first, that is the matching I do not agree because I believe
there should be a minimum monthly contribution by the Federal
Government irrespective of the contribution of the individual State.
The reason why I say that is because this is in accord with the social
insurance principle that the range of application of the percentage
benefits should be between a minimum and a maximum this being a
partial averaging of the benefits of those with more wealth and those
with less, to the end that those with less shall not sink to near pauperism, to avoid which, with respect to the beneficiaries is the objective
of this assistance.
I am stating that on the basis of 19 years' experience with workmen's
insurance. I worked for two of the insurance companies, with one of
which as a claim manager, and I have helped to write some of the
insurance laws of North Carolina. I have been on numerous committees on workmen's compensation problems, and have written briefs
on the subject and especially on my experience with that, which is
perhaps the oldest form of social insurance. In the State of North
Carolina, for example, the minimum benefit under the workmen's
compensation act is $7 a week and the maximum is $18. A man
may make only $7 a week, and if he is injured, he draws $7, whereas
the law says 60 percent of his average weekly wage but not less than
$7. You will note the tax on the pay roll may be paid on a man
that is making $40 a week. Sixty percent of that would be $24, but,
as a matter of fact, the maximum is $18. That principle of social
insurance has been carried along, as far as I know-it is incorporated
in your old-age benefits to the extent that there is a minimum and a
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maximum, and I think in the unemployment insurance there is a
minimum and a maximum.
In any event, it has been the old American principle that there
should be a minimum below which you should not go, since social
insurance has its purpose, and therefore I would suggest that on line
15, page 3, after the figure "$40", there be inserted the following:
and provided in cases of such needy individuals -who. reconsidered
as being from 75 to 100 percent dependent for finamilsupport upon
old-age assistance, the amount of contribution to ba paid by the
Secretary of the Treasury to each State on account of each such
needy individual shall in no event be less than $6 for any 1 month."
I would also suggest that $40 be eliminated and that the $30 be
retained. The reason that I suggest that is that from my experience
again, I have no doubt that a maximum in social insurance is never
reduced. The entire tendency in social security is always larger and
larger and larger and broader and broader and broader. The workmen's compensation laws, for example, are nothing today to what
they used to be. I am not saying that they should not be, because I
favor adding some of the things which were not originally included,
such as occupation diseases, but there are other features in connection
with social insurance that undoubtedly will have to be taken up in the
future, and perhaps in the near future, and that being true, I would
think it unwise to raise that maximum at this time until Congress
has perhaps looked into other features which I have no doubt they
will be called upon to do in the very near future.
In that respect, I could cite to you here from the public press of
April 26 that the President urged a broad Federal-State program of
child welfare, warning the Nation that the safety of democracy is in
proportion to the degree it provides for the health and education of
its children. Usually those speeches are followed by'some proposal
within a year or so, and for that reason, as I say, I would recommend
that the $40 be eliminated, and that it should be left at $301 as I
understand it now is.
The CHAIRMAN. That $6 minimum that you suggest, is that out of
the Federal Treasury?
Mr. TISDALE. Yes, sir; that would come out of the Federal Treasury.
In other words, it is possible that a State under those circumstances
might pay only $2 or $3. The State of Arkansas which I think you
heard this morning-which now pays a total of $6 and somethingwithout increasing their contribution would give $9 total to an aged
person.
Senator CONNALLY. In other words, you would not require matching
on that $6?
Mr. TISDALiE. No, sir. Matching in the sense of not having a
minimum it not exactly in accordance with social-insurance principles.
We have had minimums in the past. You have a range between an
absolute minimum and an absolute maximum, and since the theory
has been that those who have more shall contribute a little bit to
those who have less and that there shall be an irreducible minimum,,
the whole theory liolds true as applied to the so-called wealthy States
as opposed to those who are not so wealthy.
Senator CONNALLY. What wotld you say to the proposal that on the
first
$15 the Federal Government should put up $10 and the $5
matched?
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Mr. Tisxiu. I think when you do that, you are just giving to
the wealthier State as well as to the poorer, and thus increasing the
genera.! load, and you are achieving a result by an increase in the
expense greater than by the other method that has been tested.
Senator CONNALLY. Under the present law, you are doing that,
because the State which is able to match a high rate gets a higher
rate from the Federal Government.
Mr. TISDALE. Yes, but you are giving them a larger proportion of
the smaller payment, and Ijudge the object of that is to give a larger
proportion of the smaller payment to the poorer States, whereas what
is proposed here or suggested is the same result based upon social
principles used in the past, and not as much expense.
Senator CONNALLY. You do not require the matching of the $6.
Would you require matching on any of it?
Mr. TISDALE. Oh, yes; you require matching when you come within
the range, the minimum of $6 to the maximum of $30. In other words,
above the $30 you do not match under the present law, and below the
$6 you would not match. You have the range in between $6 and $15,
I should say, because $30 is the aggregate total. Which in a sense is
comparable to the $7 and the $18, and I think from workmen's compensation acts-and I handled quite a few of them in the past-I think
you will find a relative range of about the same theory of 2 to 5 or 6,
to 2 minimum or 5 maximum, and that is that range that has worked
out as practical in that particular form of social insurance.
Senator CONNALLY. Under your plan, suppose the State put up $10,
how much would the Federal 'Government have to put up?
Mr. TISDALE. The Federal Government would put up $6, and the
:State would put u 60 percent-no, it would put up $10. Because
that is matching. tut if the State put up $4, the Federal Government
would put up $6.
The CHAIRMAN. In other words, you would assure a minimum?
Mr. TISDALE. Yes, sir.
Senator CONNALLY. Regardless of whether the States put up any.thing?.
Ur. TISDALE. On three-quarters-I am assuming that ai: of the
States are putting up something. I did not have that information as
to the minimum States, but I am assuming that all of the States are
putting up something-while it may be only $2 or $3, after all they are
all putting up something and you will get in the way I say $6 for the
75 percentSenator CONNALLY (interposing). I do not get your view. The
Federal Government gives $6 and the State gives $3 and you have $9?
Mr. TISDALE. That is right.
Senator CONNALLY. Suppose the States pay more than $6, would
you match that additional amount?
Mr. TISDALE. You would match that. When the State contribution exceeds $6, then you begin to match, which I say is the old theory
of compensation.
Another thing that I would like to bring before you is that social
insurance and social security are terms which I think are pretty
broadly used and pretty broadly misunderstood. Social insurance as
I understand it, is a form of financial security for specified groups of
workers within specified limits against losses from specified contingent
events. That is the definition more or less of social insurance. On
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tile other hand, social security encompasses the whole economic system,
and social insurance is only an adjunct to social security, which is
merely a state where you keep your liberty and are afforded a reasonable opportunity to make your contribution to society and are accorded as a result of such contribution a fair and reasonable income
for the support of yourself and your family in whatever your status of
life may be.
Social insurance is usually invoked only when the effort of the
individual does not avail to cope with the problems in question, and
for that reason you have had compensation and old-age benefits on
the theory that otherwise people would become indigent, and you have
old-age assistance taking care of practically the same theory, and unemployment insurance and the like.
There are three phases in life, and during each phase in life everyone
would like to have reasonable security. Those three phases of life
are your youth and infancy, when you are economically unproductive,
in your productive adult years, and your nonproductive old age.
There is a type of social insurance for each phase.
The CHAIRMAN. Are there any other particular features of this bill
that you want to call to our attention?
Mr. TISDALE. Senator, there is one other feature there that I
would like to call to your attention, and that is the fact that on page
11 of House Resolution 6635, that you have child-insurance benefits,
and on page 52, which is title VI, dependent children, you have a
definition of "dependent child." Those two definitions togetherthe first definition under the old-age benefits section defines a dependent child as the minor child of an aged deceased. The section in
"dependent child," title V, defines a dependent child to be one who is
deprived of parental support or care by reason of the death, physical
of mental incapacity of a parent or continued absence from home.
In other words, dependency as used in social insurance is broader than
that narrow restricted definition that you have there. It would appear to me that a certain definition has been arbitrarily picked out for
dependency. A dependent child is one who depends upon his parents
for support or upon one who stands in loco parentis, or who is sustained
by or relies upon another for support or favor, and in view of the very
statement by the President which I have just read and in view of other
research work, I would also suggest that this committee incorporate
an amendment in this bill to the effect that research be made on the
subject of dependent children in their relationship to social security
in the broad sense of the dependent child. Because, while a child may
depend upon his father for support, if his father is only making $7 or
$8 a week, and especially if there are two or three children in the
family, that child is financially better off if the father is dead than if
he is living; that is, assuming they are in a State that is giving any
appreciable amount of child benefits, and in that respect while it was
after the public hearings closed in the House, I filed quite a long brief
on that subject, which brief incidentally I had taken up and consulted
with Mr. Leven, of the Brookings Institution, and which he suggested
in a letter to me
The CHAIRMAN (interposing). We will be very glad to read the
letter.
Mr. TiSDALI. The letter is only two or three lines.
The CHAIRMAN. I mean the brief you filed in the hearing with the
Ways and Means Committee of the House.

152
Mr.

SOCIAL SECURITY ACT AMENDMENTS
TISDALE.

Yes, sir.

I haven't gotten a copy of the hearings.

The CHAIRMAN (interposing). We have the hearings.

Mr. TISDALE. I haven't had a copy of that, and I do have here
what I would like to fie with you, though, certain statistical data in
support of that brief, merely for your information, I am not asking
you to amend the act and include the broad terms at this time, because
do not believe that things of serious import should be taken up
quickly, but I do think that it should be gone into. The brief, as I
say, was filed there, and this table of statistics which has been worked
out by me-and the notations are all there--was worked out from
Consumer Incomes in the United States.
The CHAIRMAN. Thank you very much. You will file that with
the committee?
Mr. TISDALE. As source material, and all of the references are
there I think you will find, in statistical form.
(TAe material referred to is as follows:)
TABTE L,-Distributionof families and of aggregate income received by them, by in-

come levels; divided into families not receiving any form of relief attd famil,'es
receiving relief in whole or in part
[Income given In thousands of dollars. Income level in dollars]
Number of families

Aggregate Income

Income level

S

240..............................................
o$499 ..................................

500 to $749.........................................

Not on
relief

On relief

Not on
relief

703,705
1,50,6545
2,818.054
3,337,
i
3,277,802

459,125
1,004,849
980,561
39,892
604,

87,970
731,454
1761:058
2,020
3687,.015
594

.2, 913,177

4,487,122

On relief

47,8%
435,050
022,35

3.to M .
...........................
. ..
817,
90
................
000,836
tl to *1,249
...............
1,599to $1,499......................................
.2,089,834
17, 838 3,098, 247
209,A1.5
1i.W to 1,749......................................
.2,255,35%
88000 3,004,950
112.614
$L,".
'to $L,9 .........
1,829,835
1...............................
07.202
3,430, 940
57, 805
$.,000 to $2.249........................................ 1 361,403
59,480
2,892,981
109,101
$2,.50 to $2,499.........................................
1, 00,9 8
37,409
2,300,599
81,073
82,500to $2,999.........................................
1,304.010
10,189 3,540,387
28,237
83,000 to ,499........................................
743,559 ............ 2. 85,093 ..........
1,625,88.
4a
38...
428 ............
3,00 to 113,M4
....................................
tO00 to $4,499.........................................
249,948 ............ 1.048,368.
$4,500
to $4,9 .........................................
152,547 ............
719.447.
$,000 to $7,400...............
32,950 ...........
900,091 ...........
7,100to $9,909....................
.............
17, 01.....
.
., 005,632.
$50,000 and over .................................
283,71...........0 ,424,499.
Total ...........................................

4 ,,718

1

3,1 2, 620

NoTa I-Number of families not on relief for eaoh income level Is token from table 819, p. 07, Consumer
Incomes In the United Statess.
NorE 2.-Number of tmilleq on relief for each Income level computed by subtracting numer of families
per laconie level not on relief from number of all families in similar income level as set out in toblo 3, p. 18,
of ame stuzdy.
NoTC q.-Aggrepate Income each Income level of nonrellef families, computed by multiplying the number
of such fnillis for eich Incorns level by midpoints of corrslomnding Income levels except as set forth in
notes 4, 5, end 0 below. Aggregate t~ttd income of noncellf families so computed 1spTactcaollythe sen0e fis
the total fornonreliel families se out in table 4. p. 21of Consumers Incomes, the totll Inthat table being 09.
peroentof the totml In this table, a variation of only 0. percent.
NorA 4.C-Snce use of mldlnlnt (2,70) sf 2,500to 2,999Income level gives areutmlt greater than total for that
level as %etout In table 3, p. 18, Consumer Incomes; absolute 6veroge of that income level (2,715)computed
from table 3, p. 1, Consuner Ioomes, was used.
Nay0Tfi.-Ioxlnniny with 3000 to 3.499 Income ovel. since that level nod the larger income levels oontain
no families re oiein re!- f, the WI'nre30' ol in this t',blo f, r haeute for nich oNcl. 1!the oz,,
n ,,s le set out
forsttoh levelein tobie3, p 18,Consumer inconmes.
Non' .- ln this table, amregeate nmnrellel Income fcr the 10,000and over Incowi level Ii the sum total of
10,00 to 15,000laoieotlevel cod ail hIgher IncomeleveIR oetnout Is t'sile 3, p. 19,Cons mter Irtconies.
Nova 7.--A ggre ate Incolho this t01Ie each Income level for fimilis receiving relief Is the difference betwee, the tot-I Income for e oh level as set out in taible 3 p. 18, Cnsumier Income.%,and the Income set cut
in this table for each such Income level for nottrellef families.
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TABLE

2.-BEstimated number of children and youths under 16 years of do by
income levels; for 8 sizes of families with respect to nonrelieffamilies
[Income levels In dollars]
Nonrelief families
Income level

Relief
families

-

3 to 4
persons

$i to $499....-.................................
2,28,9 61
44, 477
$300to $999....................................
280, 673 1,280,418
t,000 to $1,499.................................
1170 .299 1,355,181
$1,500to 0390 .................................
23, 270
983,805
$2,000to $2,499..........................
145333
670,597
$2500 to $2,999------------------------.
1,283
324,307
,000 to $3,499-- ---..............-......
180,387
$3,500to $3,09................................
108,328
$4,000to $4,499.................................
.4,
432
$4,500to $4,999............................
.....
34, 791
$5,000and above ...............................
191,462
Total ..................................

6,730,824

5 to 6

7 persons

persons

and over

Total

902,397
890,448
4,590,288
2,98 362 2.641 712 9,874,165
2,883,499 2188,876
7,822,851
2,018,735 1.383,S
4,59,176
1, 228,077
771,900 2.715.967
708.387 484,052
1, , 2. 009
413,60C 271,844
885, 83
258,037
181,070
818,641
171,082 103,652
530,06
80,465
70,684
185,940
439,822
289,068
020,352

A,35,186 1 2010,944

078,32

33,355,285

NOTEl-Tablo shows that nearly two-thirds of all children are in families with less than $1,500a year
Income; that nearly 58 percent of the children in nonrellef families are in families with less than t,500 a
year Incone.
NOTE2.-(a) On nonrelief families, consideration was given the method, outlined on 1a.43 of Consumer
Incomes, which was used In classifying families by size in the study of consumers' incomes; an average of 3
adults is then allowed to each family, beginiog with 3 to 4 families and midpoint between the lower limit
of grouping less 3 and upper limit of each grouping les 3, Is considered the average number of children per
family Ineach grouping, For example, In a. to 4-family grouping, the average number of children per family
Is considered to be the midpoint between 3 minus3 and 4 minuls 3, or 0.9 Ler family: in 8. to il-family groutsIog nidpoint between 5 ainus a and 6 mins 3, or 2.5;on 7 persons and above grouping, average number of
children per family Is arbitrarily taken as 4.
The respective factors for each grouping were then applied to the aggregate number of families in the
respective groupings and income levels as shown in chart -B, p. 07, Consumer Incomes, and the results
are tabulated In this table. () On relief families, since the average-sized family Is given as 4,6 in chart 0,
p. 8, Consumer Incomes, I have arbitrarily used average of 1,5children per relief family.
The factor for relief families was then applied to total aggresate number of relief families as set out in table
5-B, p. 906,Consumer Incomes, no break-down apparently being given In Consumer Incomes for families
of relief workers by size groupings. From the viewpoint of income level, children of relief families were
divided on the basis of assign ng to each Income class that proportion of the total of all relief children that
the number of relief families in otat income level (my table 1) bears to the aggregate total of all relief families,
Thus there may be some variation In the number of relief children, since the number of adults per relief
family may average more or less than 3, the number used.
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TABLE 3.-Income by nonrelief families, for various income levels, of more than

2 persons (such families being assumed to have minor children); benefits by income
levels from family allowances; tax for family allowances by income levels; change
in aggregate income of each income level as result of family allowances; percent of
change, each income level and average change per family
(Income, benefits, tax, and aggregate change per level in thousands of dollars]
Income level

I t,,49 ................

omeor Benefits,
bpfore
at
applying
l
a St00 er
ax
chil

45,951

230,432

to M .............
3,111,501
,00to $1,499.........
6,708,673
.06mo
to $8,99 ..........
,412,31
$2,000to $2,490 ............ 4, 068,357
$2,A00to $2,999............
2,90000
,000 to $3,499 ..........
1,908,794
1,00to$3, 99 ..........
1 ,330,271
4,000 to $4,499...........
855,48
44,500 to $4,999...........
667,984
$,000 to $7,499..........
1,943,199
$7,500to 9,999..........
1,245,008
$10,000 andover ...........
6,107,817
Total ...............

94363,33

669,349
6M,28
436.
'220,
267,064
151,673
86,583
51,864
33,00
18,594
37,734
21,168
33,133
1

66,446

T (rate
nax
crease
or
shown
n
h
income level
notes)
(aggregate)

19,758

132,460
,347
26, 9
162 734
1 3, 68
81,699
60,032
41,049
30,126
95,566
93,424
522,922
1,798,79

+210,674

88,8.89
40,08
097
+94,330
+37,988
+4, 884
-8,60
-8,043
-11,532
-57,832
-7226
-489,789
+W,650

In eo
Percent of
increase or
decreass
decreaselevel
of
per
family income

+131

+123
+92
+70
+51
+36
+8
-22
-40
-76
-179
-38M
-1,725
......

426

$10.:
71
+41
+2.
+1.3
+2
-. 6
-. 9
-2.0
-3.7
-5.8
-9.8
..............

Note 1.-Aggregate increase to families with under $1,500 a year income, 81,154,471,000; percentage of
increase to families with under $1,800ayear income, 12percent,
NOTE2.-Agrgate Increase to families with under $3,800a year income $1,611,770,600;percentage of
Increase to familes with under $3,500a year, 6.4 percent.
Noris 3.-Benefits of 92,035for 5,000to 7 499; 7, to 9,99 and 10.000and over Income levels (computed by
applying benefits of $100a child to total children such classes shown In table 2 hereof) divided between those
Iansi the proportion that the number of families (excluding 2-person families) per Income level bears to
total number of such families of those 3 levels (computed from chart 8-B1,p. 97 Consumer Incomes),
NOTE 4,-It Is considered that total income of all nonrellef families (so table 1, hreof) for each income
level, Is divided among 2-person families and more than 2-person families In the relative proportion that 2=ersn families and more than 2-person families each bear to the total ofall nonrellef families for each Income
eel, such proportion being derived from table 8-B, p. 97, Consumer Incomes.
NOTE5.-Number of children and youths under 16 years of age in each Income level taken from table 2,
hereof; such number for each level is multiplied by $100and product Is the aggregate benefit for each Income
level.
NOTE .- For tax purposes In this table, no part of income of nonrelief families has been excluded although
lan exempts from tax pensions, workmen's compensation benefits, etc., a total sum of sum size. Neithee
aisimputed value of rent been excluded totaling $2 378,000,000(see note 4, p. 35, Consumers Incomes) but
that total may Include Imputed rental value for families drawing relief In whole or in part. Inome of tsta
and municipal employees (who may not be subject to tax) has alo net been excluded but this Is offset to an
extent by the Inclusion of the children of such employees.
Novac 7.-Tax is computed on following buts: 4 percent on Income up to $2,409;5 perecost on Income from
82,500 to $2.,09; 6 percent on Income from $3,000to $3,499;7 percent on income from $3,00 to $3,99; 8 percent
on income from $4,000to $4,490;0 percent on income from $4,500to $4,999;10percent on Income from $5,000
to $7,499;11 percent on income from $7,500to $9,9W9;
12percent on income above $10,000.
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TABLE

4.-Income by income levels of nonrelief f-person families (as defined on

p. 48, Consumer Incomes) and of. single persons; family-alowance tax thereon
computed as set out in node 7 of table 8, hereof
[In thousands of dollars]
Income level

Income
2-person
families

Number
2-person
families

32,473
1,O,284
l to$49 ....................
00to $999...................
1,370,172
1,801,405
gI,OOto $1,409
................
1,677,168
I,
678,267
,500
to$,999 ................
1,683,681
968,258
542,56
to$2,499
.............1,215,223
$2,000
$2,500
to$2,99 ............. 740,387
201,036
$3,000to $3,499
................
477,199
149,381
$3.500
to $3,W9.......--------295,616
80,307
$4,000to $4,499................
192,900
40,
378
$4,500to $4,99..............1, 43
33208
6,000to$7,499
-................
892
81,912
17,00 to $99................
360,624
41,995
$10,000
and over......
1.......
1.31,682
8,773
Total ...................
10,153,380

6,668,850

Tax 2person
families

Income,
single
persons

Number,
single
persons

Tax,
single,
persons

13,019 ....................................
54.807 ....................................
87,087
, 219,645 6,05, 337
208,788
67,343
3,28,623
945,531
65,145
43,92
493,751
48,609 1,098,039
30,739
436,100
161,275
17,72
20,411
349,404
108,380
14,48
13,468
237,497
63,731
10,889
9,402
154,458
36, 105
7,883
9,720
122.319
25,481
6.U7
21,75
344,35
57,316
21,483
27,089
242,188
28,582
18,064
122,732 1,141,994
48,549
118,259
005,151 10,974,722 8,

12428832907

Note .-(a)Income of 2-person families and (b)numberof such families, ineachincome level, obtained
(a) by subtracting
2-person families each Income level from total number of families that level aqshown
table 8-B, p 97, Consumer Incomes snd (8) by suterecting from total nonrellef family incom,&rhlevel:
(table
1, hereof) the Income of more than2-person famille.; forsuch Income level (table 3, hereof).
NoTE2.-(a) Incomes ofsingle persons for
each Income level and (8) number ofsingle persons each Income
level, both for above $1,600a yrer Income, are taken from tble 16, p.30, Consumer Inomes.
Note 3.-Since all single
persons receivina eny formof relief (1,485,572in all) received annual incomes of
le.than $1,40 a year (table 3-D, p. 95, Consumer Incomes: aItce llIncomes up to $1,80 would pay 4
percent tax, from the total number of single
persons with Incomes I to 1,499 (tabla 1%,p. 30, Consumer
Incomes) has been subtracted the total
number of single persons receiving reilti.snd theremainder (5,2190
6).
placed in the table; and, from the agregate totel income of the same income levels hoa been deducted the
incomeofsingle
persons drawing relief in whole or In part (computed bye applying arithmetic mean shown
in tible
5-1i, p. 98, Consumer Incomes to number of sIngle rsonsraw ng relief) and the reminder
($5,219,645
expressed In thousands of dollars) has been entered in the table
and a tax computed thereon.
at rate of4 percent.
accordingly
TABLE .- Comparison of income by income levelsof all nonrelief families before
receipt of family allowances and after receipt thereof' change in income each income
level and percentage of change each income level, both as result of family allowances-

IIn thousands of dollars

Income level

Aggregate

Aggregate

income

income

Change

Percentage of change

.......

tan
after
tax
before
and payan
d payment family meat family Plus(+) Minus (-)
allowances
allowances

Plus (+)

Minus (-)

$1to$499..................
81,424
1,017,079
197,8m ............ 24 ............
0 to $W9...............
4,681,673
6,161,755
48Z02. ...........-10.2 .
1,001t $1,499-----------7,383,841
7,725,882
839.821-----......
4.6....
,.0 toi1,lOn- 7
898 ............
7,24 60
18,5.......,...-,---.1
$2,0O0
to $2,499............ 8,
8,339301
45,721-............
-- 8 .
2',60
toS2,9 ............
a4
3 83,47
O,6
7,349 ---------.2 .
,800to$3499--------2,3
.........44.....
15,21,73
.,000
to$4499 ............
2 §21674,
4,,
99,Ol
1.4
1,803,781--------------22,126 .......
43,500to $399W----,620887
,Ot.
0449------,45,38
1,It030,900--------------17,440
1......6
l
000 $4,999............ 719,447
9,195 ............2,242
1
R1000to7,499 ............1,000, 091
1,820,600 ............79,687
.4.
t500 to$999 ............, 0632
,
1, 80307- ............99,825
6.2
$10,000
and over ...........6,424,499
5,811,978 ............
612,821
9.
Total
...............
44,510,718
44,875,217
1,2, 282
880,783 ....... ...........

R0

NOTZ1,-Aggregate Increase to families under$1,600a year income (in thousands of dollars) is 1,079,W8
or averae Increase of about 8 percent to rnproximately 69.3 percent ofall nonrellef families.
Note2.-All Income levels up to $3,000a year in Income show Increase, or an Increase to approximately
00.4percent of all nonrellef families (percentage of families obtaining increase to total families omputed
from table
5, p. 22, Consumer Incomes, in conjunction withIncreases shown In above table to various ineomelevels.
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'TAiLS 6.-Tax income paid by (a) families with minor dependents, (b) S-person
families, and (c) single persons-all 8 groups being those not receiving any relief.and estimated expenditures excluding administrative expenses, to minor children
,of nonrelieffamilies
[In thousands ofdollars]
Income:
4a) Families with minor dependents (table 3, hereof) ----------- $1, 798, 795
505,151
1b) 2-person families (table 4, hereof) ---------------------532, 957
c) Single persons (table 4, hereof) --------------------------Total income ------------------------------------------Expenditure,:
26 624,461 children of families not on relief (table 2,
$2, 662, 446
bereof) at $100 each ------------------------1,600,000 births per annum to nonrelief families,
120, 000
medical allowance of $75 each -------------------------------

Total expenditures ---------------------------

'Balance for administrative expenses and as offset,0 to overestimation
of income --------------------------------------------------

2,836, 903

2, 782, 440
54, 463

NOTe 1.-Estimated number of births, 2,000,000;ratio applied of births in nonrelief families to total births,
Is relatively equivalent to number or children norellet amilies to total children (computed from table 2,
hereof), namely 80 percent. Estimated number or births in future is naturally merely an approximation,
(table 1, p. 4, Consumer Incomes) and a birth
however, on basis o estimated polJation 1935-36of 128,024,000
rate per 1,000of population of 10.7 perteist (according to U. S. Census Bureau estimates) the above siue
seems falr and reasonable, for whie the ahove birth rate appie4 to the ahove-estimated population would
give an actual total number of 2,138,000births, It must be borne In mind that the trend of the national birth
rate has been steadily downward since 1015,hence, assuming the trend continues, an estimated total, national
number of births per annum of 2,000,000seems in Line.
TABLE 7.-Aenount and percentage of annual income of family allowance taxes
(tax rate shown in note 7 of table 3, hereof) for various incomes

Income

$500
I,o0
1,500
2,000
2,0

8,000

4.O00
5,000
6,000
7,000
7,600
8,000
9.000
10,000
?,000
0, 000
100,0010

Tax

$20
40
0
80
100

120

190
275
375
470
520
80
690
800
2,
00
&
6,100
11,800

Percentage
of tax to
income
40
4.0
4.0
4.0
4

4.141

4.75
&5
.25
0.78
7.0
7.25
7.67
0.0
10,4
11.2
21.8

The CHAiR AN. Thank you very much. The committee will
recess until 10 o'clock in the morning.
(Whereupon, at 5:30 p. m. the healing was recessed until 10 a. m.
Wednesday, June 14, 1939.)

SOCIAL SECURITY ACT AMENDMENTS
WEDNESDAY, JUNE 14, 1939
UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to recess, at 10 a. m. in room 312,
Senate Office Building, Senator Pat Harrison (chairman), presiding.
The CHAIRMAN. The committee will come to order.
Senator DAvIs. Mr. Chairman, yesterday there were some statements made here with reference to exempting insurance solicitors,
and I would like to put into the record here a number of telegrams,
and so forth, that I received from Pennsylvania along this line, from
some of the mutual societies doing business in Pennsylvania.
The CHAIRMAN. Very well.
(The telegrams, etc., referred to are as follows:)
CLEARFIJune
LD, 18,
PA.,1939,

DAVIS,
Hon. JAMEs J.

United States Senate:
Whereas amendment to Social Security Act defining "employee" makes definition to include agent. We urgently request your vote and influence to amend
title 8, subsection 6, of said act to limit employees to salesmen of tangible and
intangible property, thus exempting insurance agents.
Very respectfully,
CLEARFIELD COUNTY GRANO

MUTUAL

FIR

INSURANCE CO.

EASTON,
PA.,1989.
June 18,
DAVIS,
JAMES J.

United States Senator:
Amend title 8, subsection 6, of Social Security Act which defines employees so
as to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.
Fin INSURANCE CO. OF NORTHAMPTON COUNTY,
A. C. RODENBOUGH,
Executive Secretary, Easton, Pa.
PHILADELPHIA, PA.,

June 18, 1989.
JAMES J. DAVIS,

United States Senator:
Amend title 8, subsection 6, of Social Security Act which defines employees
so as to limit the employees to salesmen of tangible and intangible property, thus
exempting Insurance agents.
B. P. MANSFIELD,
National Petroleum Mutual Fire Insurance Co.
157
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PHILADELPHIA, PA.,

June 18, 989.

Hon. JAMES J. DAVIS,

Senate Chamber.
In considering amendment, title 8, subsection 6, of the Social Security Act,
insurance agents representing a number of companies should not be classified as
employees, inasmuch as they are independent contractors paid on a commission
basis. I trust that you will use your influence exempting insurance agents as
they are in no sense salesmen of tangible or intangible property.
CHARLES T. MONK,

President, PhiladelphiaInsurance Agents Association.
WILKES-BARRIB, PA.,
June 18, 1989.
J. DAVIS,
JAMES
Hon.
The Senate.
Please amend title 8, subsection 6, of Social Security Act which defines employees so as to limit the employees to salesmen of tangible and Intangible property, thus exempting insurance agents.
PENNSYLVANIA

MILLERS MUTUAL Fitz INSURANCE

CO.

NORRISTOWN,
PA.,1989.
June 18,
J. DAVIS,
Hon. JAMES
United States Senator.
Amend title 8, subsection 6, of Social Security Act which defines employees so
as to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.
Very truly yours,
UNION MUTUAL FIRE AND STORM INSURANCE

CO.

ALLENTOWN, PA.,

June 18, 1989.

DAVIE.
Hon. JAMES J.

Amend title 8, subsection 6, of Social Security Act, which defines employees so
as to limit the employees to salesmen of tangible and intangible property, thus
Tit JORDAN MUTUAL Fitz INsURANCE CO.
exempting insurance agents.

BOYERTOWN, PA,,

June 18, 1989.

DAVIS,
JAMES J.

United Sltate# Senator.
Please amend title 8, subsection 6, of Social Security Act which defines employees so as to limit employees to salesmen of tangible and intangible property,
B. M. FREE,
thus exempting insurance agents.
Secretary, Boyertown Mutual Fire Insurance Co.

KENNETT SQUARE, PA.,

HeOn, JAMES J. DAVISE
Senate CVhamber:
Urge adoption of following amendment.

1*, 1989.
Amend title 8, subsection 6, of

Social Security Act, which defines employees, so as to limit employees to salesmen
of tangible or intangible property, thus exempting insurance agents.
HAZLETT INSURANCE SERVICE.
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HUNTINODON, PA.,

June 18, 1989.

Senator JAMES J. DAvIs:
In all fairness to insurance companies and agents you should amend title 8,
subsection 6, of Social Security Act, which defines employees, so as to limit the
employees to salesmen of tangible and intangible property, thus exempting insurance agents who in reality are self-employed and in 90 percent of the cases employers themselves.
STATE MERCANTILE MUTUAL FIsR INSURANCE CO.
PA.,
LEBANON,
1989.
June 18,
J. DAVIS,
HOn JAMES
United Stes Senator:
Amend title 8, subsection 6, of Social Security Act, which defines employees,
so as to limit the employees to salesmen of tangible and intangible property, thus
LEBANON MUTUAL INSURANCE CO.
agents.
exempting I

PRILADELPHXA,
198'9.
June 18,PA.,
J. DAVIS.
Senator JAMES
DEAR SIR: Please amend title 8, subsection 6, of Social Security Act, which
defines employees, so as to limit the employees to salesmen of tangible and intangible property, thus exempting insurance agents.
JAMES F. HUHES,
Very truly yours,

Secretary, Frank/ord Mutual Fire Insurance Co.
NEWOASTLE, PA.,

June 18, 1989,

DAVIS,
JAMES J.

United Stat

Senator:

Amend title 8, subsection 6, of Social Security Act, which defines employees,
so as to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.
OLIVE MITLUAR,
Secretary, Western Pennsylvania Mutual Fire Insurance Co.
ALBURTIS, PA.,
June 18, 1989.
DAVIS,
JAMES J.
United State Senator:
Amend title 8, subsection 6, of Social Security Act, which defines employees,
so au to limit the employees to salesmen of tangible and intangible property, thus
exempting insurance agents.
FARMERS MUTUAL FIRE INSURANCE CO. OP PENNSILVANIA.
PA.,1909.
LEBANON,
June 18,
J. DAvis,
JAMES
HEon.
United States Senator:
Amend title 8, subtsetion 6 of Social Security Act, which defines employees so
as to limit the employees to salesmen of tangible and intangible property, thus
W A. BACUAN,
exempting insurance agents.
Secretary, Countrymen# Mutual Insurance Co.
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THU

MUTUAL FIRS INSURANCE Co. OF BURKS COUNTY, PA.
AND

TaE

SCHUYLKILL VALLEY MUTUAL WIND, STORM, AND LIOHTNING INSURANCE
CO. OF BEnKS COUNTY, PA.

Hon.

JAMES J. DAVIS,

READING,
PA.,1989.
J'une iS,

Washington, D, C.

DEAR SIR: May we ask you to support the following:
Amend title 8, subsection 6, of the Social Security Act, which defines employees,
so as to limit the employees to salesmen of tangible or intangible property, thus
exempting Insurance agents.
YourVery
active
support
truly
yours,of this amendment will be very much appreciated.
(Signed) E. D. HAHN,
Secretary.

The CHAIRMAN. Mr. Daugherty.

STATEMENT OF PAUL J. DAUGHERTY, DIRECTOR, SOCIAL SECURITY
-DEPARTMENT, OHIO CHAMBER OF COMMERCE
Mr. DAUGHERTY. Mr. Chairman and gentlemen of the committee,
I am Paul J. Daugherty, director of the social security department of
the Ohio Chamber of Commerce, which is the oldest and second
largest State-wide business organization in the country. The Ohio
Chamber of Commerce represents all types of business-manufacturing, banidng, agriculture, public utilities, insurance, retailing, and
so forth, in the great State of Ohio, which ranks third or fourth in
industrial production in all the States of the Union. Careful consideration to the proposed amendments to the Social Security Act has
been given by our social legislation committee, and its recommendations have been passed upon by our board of directors.
It is my purpose today to limit my remarks to certain specific
proposals contained in H. R. 6635, which have to do with unemployment-compensation experience rating. Employers in Ohio, as in most
every other State, have looked upon unemployment compensation as
a twofold program. That is to say, not only as a program designed
to compensate for the loss of wages due to unemployment which is
beyond the individual worker's control, but also as a program designed
to stabilize employment.
In our opinion, the provisions of section 610, which amends section
1602 of the Internal Revenue Code, will have the effect of disturbing
this balanced program, because the emphasis is placed so much upon
the benefit side of the program that it will seriously limit the effective
use of experience rating in stabilizing employment. This section
places upon the States a series of so-called minimum requirements
which are in reality liberalization provisions. Specifically, I refer to
the requirement that the duration of benefits shall be for 16 weeks,
or the equivalent of 33h6 percent of the individual's annual wage, the
payment of partial benefits, a 2-weeks waiting period, the payment
of benefits on a full-time weekly wage basis, or an approximation of it,
and the creation of a minimum benefit amount of $5,000. It has
been stated by previous speakers that these would call for disbursements estimated at from 10 to 40 percent higher than the present
State laws. Since the taxpayers must, in the long run, pay at
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least as much in taxes as the disbursements, these State standards
would mean increasing the taxes, over a period of years, by 10 to
40 percent. Certainly these amendments are no gift to the taxpayers of any State. In effect, therefore, this bill says that unless a
State increases its benefit payments and unless it maintains a fixed
amount in its reserve, it cannot reduce its tax rate.
Present estimates regarding the Ohio unemployment-compensation
fund indicate that this year we will pay out approximately $30,000,000
in benefits, providing business conditions remain at their present
level. We now have a reserve fund of something over $115,000,000,
and in all probability might qualify for the one and one-half times
test which is contained in this bill. The reduction of the State tax
for unemployment compensation would be welcome, but the imposition of the new minimum requirements is an excessive price to pay
for this appeasement.
For example, the requirement that a State agency must use the
full-time weekly wage theory, or a reasonable approximation of it, as
permitted by the House amendment adopted June 10, will be the
source of extreme administrative difficulty in all the States. The
situation in Ohio at the present time substantiates this, inasmuch as
we have been attempting in our State to administer the requirement
that the benefit rate be based upon a full-time theory. It has been
unofficially estimated by persons connected with our State bureau
that at least 80 percent of the determinations now being made are
based upon an actual earnings calculation. The reason for this is
that the full-time concept is theoretical. It is not exact. The emplover's idea of full-time wage may not coincide with that of the
individual worker, The result can only mean numerous contested
cases, and, in the final analysis, the determination is thrown into the
lap of the State administration or the Social Security Board for a
decision.
The numerous States which have amended their laws during the
recent sessions of their State legislatures have all been exhibiting a
trend toward the adoption of some method which is truly mensurable;
that is, an actual earnings basis.
An alternative provision of section 1602 will require a State to
collect the equivalent of 2.7 percent of the total taxable pay roll in
any year. This may be done with a level tax rate or with experience
rates based upon individual employer experience. In plain application, however, we believe that this will destroy the effective experience
rating formulas and schedules which are about to begin operating. In
our State the tax rate may vary from I to 4 percent, depending upon
the taxpayer's experience. We maintain that there is nothing sacred
about the 2.7 percent amount merely because it is 90 percent of the
Federal tax. If, under the present provisions of the Ohio law and the
present Federal act, all employers should secure a reduction in their
tax rates and the gross return to the Ohio fund would not equal 2.7
percent, we would not be particularly concerned. We believe that
this would mean one thing: That employers were succeeding in stabilizing their employment, that workers had jobs and were not drawing
benefits. This is based on the fact that an employer can secure a
reduced tax rate only if his employees have little compensable
unemployment.
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In other words, we do not believe that the 2,7 percent average is
necessary, nor that it will insure the solvency of any State fund.
Furthermore, it places upon every State an arbitrary requirement
which, in effect says that a specified average must be collected without
regard to the local conditions of employment. If in any year surpluses arise under this fund, the tendency will be to unduly liberalize
bne
payments beyond a schedule that can be maintained in a
recession period.
In summary, may I state that we believe that Federal restrictions
should not be placed upon the operation of State unemployment
compensation laws which will induce excessive liberalization of
benefits or unnecessarily restrict the operation of experience rating
and its resultant stimulus to unemployment stabilization. These
amendments to section 1602 have been presented as reducing the tax
load upon employers. Actually, the reverse is true. The present
law permits the States to reduce taxes when the State funds or the
employer's reserve accounts are adequate, and nearly all of the States
have such provisions. No further congressional action is necessary
to secure these lower taxes. The States, after all, are the agencies
which are responsible for the payiient of unemployment-compensation benefits. We have accepted this responsibility. Each State is
building up its own experience and can be relied upon to meet the
obligations which it has assumed under its unemployment-compensation law. We ask that the proposed Federal restrictions upon Oxperience rating and the so-called "State standards" be eliminated
from this bill. We believe that the present experience schedule in our
State, with the present additional credit offsets permissible against
the Federal tax, will do more to maintain a proper balance between the
payment of benefits and the stabilization of employment, and, in the
lst analysis give jobs to workers instead of benefits.
Senator KING. Did you testify before the Ways and Means Coin.
mittee?

Mr.

DAUGHERTY.

No, sir; I did not.

Senator KING. Or did your organization?

Mr. DAUGHERTY. No, sir; it did not.

Senator KING. This is the first time the views of your organization
have been presented during the hearing?
Mr. DAUGHERTY. That is correct.
Senator JOHNSON. I would like to ask the witness a question.
The CHAIRMAN. Go ahead.
Senator JOHNSON. As I understand it, you are objecting to the
provisions in title IlI?
Mr. DAUGHERTY. No; to the provisions in section 1602, sir, which
relate to the State requirements on unemployment compensation.

Senator JOHNSON. What title is that?
Mr. DAUGHERTY. That is in title IX and in title III.
Senator JOHNSON. In title IX and title III?

Mr. DAUGHERTY. Yes. It is an amendment to the Internal
Revenue Act, under the new arrangement of those taxing provisions.
Senator JOHNSON. Are you satisfied with the present law?
Mr. DAUGHERTY. With regard to the unemployment-compensation provisions, and crediting the offsets against that tax; yes, sir.
Senator JOHNSON. You do not want any change?
Mr. DAUGHERTY. That is right.
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The CHAIRMAN. Some of the views of this witness were expressed
yesterday by about five or six witnesses, who elaborated at lengtb on
that question.
Mr. DAUGHERTY. Yes, sir.
The CHAIRMAN. Thank you very much.
Dr. Brown.
STATEMENT OF 3. DOUGLAS BROWN, PRINCETON, N. I., FORMER
CHAIRMAN, ADVISORY COUNCIL ON SOCIAL SECURITY
The CHAIRMAN. Dr. Brown, the committee invited you here. We
thoughtyou might want to give us some of your views with reference
to this House bill.
Mr. BRowN. Thank you, sir.
The CHAIRMAN. We will be very glad to hear you.

Mr. BRowN. I want to say, first of all, on the part of my colleagues
and myself, that we appreciated the honor and privilege of serving on
the Advisory Council, which of course was advisory to the Senate
special committee and to the Social Security Board.
Senator VANDENBERG. I would like to interrupt you Professor
Brown, to say the obligation is all the other way. You and your
group did a superb piece of work in a patriotic and unselfish way,
without compensation, and we are greatly indebted to you.
Mr. BRowN. Thank you, sir.

First of all, I would like to say that I feel the House Ways and
Means Committee has done a very fine job in revising the old-ageinsurance provisions of the act, and while I will raise certain points,
I do want to say, from my personal point of view-and of course I am
speaking entirely personally-that it seems to me these revisions are
an outstanding contribution.
I would like to emphasize agai4 that the Advisory Council felt
strongly, in my estimation, that it was important to conserve the
contributory principle in old-age insurance, and that in order to do so
it was necessary to make certain revisions in the program, particularly
in the sale and scope of benefits, to make it a workable, attractive
program of old-age protection.
It seems to me that we face a very tangible problem of mounting
dependency in old age on account of the shifting balance of age
groups in our population. There are two methods of meeting that
problem. One is the method of relief which is old-age assistance, and
the other is the method of contributory old-age insurance. I think
these are the only two distinctive methods that are workable.
Now there are, of course, many plans offered which are either
hybrid plans, involving both relief and contributory insurance, or the
method of free pensions, where pensions are awarded entirely because
of being a certain age rather than because of need or because of past
contributions. I would like to reiterate, and the Advisory Council
report followed definitely that line throughout, that we must use the
method of contributory insurance, and the method of assistance,
rather than any mixed methods, or any method of free pensions.
It seems to me that the method of contributory insurance is vital
in order to maintain the self-reliance of our people, that men will be
permitted, provided they have the time and opportunity to come
within the scope of the act, to contribute toward their own old-age
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protection, with that old-age protection related to their past contributions.
Senator BROWN. I do not quite see where you can call it self-reliance
where it is compulsory.
Mr. BROWN. In this sense, Senator: It is self-reliance as to the relation between the amount of work performed, wages earned, and the
benefit received; that is, there are variations, according to what a man
is able to earn, through his own efforts. If he earns, say, $100 a
month for a considerable period of his life he receives a bettor benefit
than a person who does not earn so much.
I feel very definitely that that method is in parallel with the
economic system under which we are working, and that it is likewise
parallel to the political system under which we are operating in this
country. Everything must be done to maintain individual incentive and self-reliance under a democratic system, because mounting
dependency is both an economic and a political hazard.
Now of course we will have many people in old age whQ will be
unable to come within the system and develop adequate benefits.
Certainly for them old-age assistance is absolutely necessary and
should be worked out by such means as to be adequate in meeting
needs, but it is a needs-test proposition and not a matter of free
pensions regardless of need.
In the revision of the old-age-insurance program there are bound
to be certain adjustments necessary as time goes on to avoid anomalies
and certain exclusions which may be at the border line between the
right to receive benefits, and the omission of that right. But in my
study of social insurance I have never seen or read about an old-age,
unemployment, or any other system of social insurance in which
anomalies did not occur. The process of administration is one of
gradually and intelligently removing anomalies. Naturally, of
course, it is necessary to remove as many anomalies at the beginning
as possible, but perfection i possible and there is need or this
evolutionary metho d of eliminating grievances as _they' Occur.
seems to me we are bound to have objects othe part of inxdividuals here and there. Whenever you are dealing with a method
which involves rights, there will be some persons who are entitled to
those rights and will be happy. There willbe others slightly removed,
for some reason or other, who will be unhappy and as long as you base
it on a matter of right there is bound to 6e objection from some
quarters.
In regard to the financial provisions I would like to say that the
Ways and Means Committee have followed the recommendations of
the Advisory Council, except for, in particular three recommendations, of which in two there might be an impijed relationship but
nothing definite. 'I will read the recommendation of C-I of the
Advisory Council, which is:
Since the Nation as a whole, independent of the beneficiarles of the system, will
derive a benefit from the old-age security program, it is appropriate that there be
Federal financial participation in the old-age Insurance system by means of
revenues derived from sources other than pay-roll taxes.'

And C-II is:
The principle of distributing the eventual cost of the old-age-insurance system
by means of approximately equal contributions by employers, employees, and
the Government is sound and should be definitely set forth in the law when tax
provisions are amended.
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Of course, the matter of establishing the principle of Government
contributions in a revised law may be somewhat difficult of draftsmanship, but as a matter of principle the Advisory Council unanimously upheld the principle that there should be Federal contributions
eventually in this system. I feel personally that that is bound to
come.
The CHAIRMAN. You did not pass upon the proposition of the prop.
portion that the Federal Government should contribute, did you?
Mr. BROWN. Not in any fixed terms, Senator. That is, the recommendation was one of principle, and I will read later on recommendation X, which referred the matter to future study, as to when such
Government contributions would come in, and my purpose is to
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In other words, while the Council went on record as to the principle,
it did not recommend immediate action as to this tripartite method of
financing, but I do want to say. in fairness to the Council, that the
language in the report says: '"ould be definitely set forth in the law
when tax provisions are amended."
Senator VANDENERo. The general taxpayer, the General Treasury,
do make contribution under the existing system do they not, when
they pay the interest on the bonds in the reserve fund?
Mr. BROWN. Provided it is 3 percent.
Senator VANDENnERG. Yes.
Mr. BROWN. Of course, in the revisions of the Ways 'and Means
Committee that goes down to an average rate.
Senator VANDENBERG. That is what I was going to ask you about.
How do you feel about that?
Mr. BRowN. I do not feel that that Is highly important either way
Senator. I have no objections to using the average principle. I feel

1"-.....
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that that is more a question of the planning of the system. That
3 percent constant rate is, perhaps easier to administer.
Senator VANDENBERG. What I want to know is whether the fluctuating rate does not disturb the actuarial stability of the system.
Mr.BROWN. I would say, as I just mentioned, it is an added problem,
because in making forecasts of income ever against disbursements,
interest income is, of course, in a long-range plan like this an important item. As interest income varies you have a greater disparity
in your estimates. I would say that probably the interest rates would
approximate 3 percent closely enough that it would not be a serious
financial difference.
Senator BROWN. Private insurance companies are up against the
same proposition.
Mr. BROWN. Yes.
Senator BROWN. There would not be any difference in a case of
that kind.
Senator LODGE. Do you think that if Federal taxes had to be levied
to make up the Government share they would be accepted much more
readily if it could be said they were being imposed for the sake of
old-age security?
Mr. BROWN, I am sorry, Senator, I did not get the very first
part of it.
Senator LODGE. The point is this: If you could say these additional
taxes were being levied for the purpose of old-age security they would
be more readily accepted?
Mr. BROWN. Yes; I understand your question now.
Senator LODGE. Don't you believe you can get a much more ready
acceptance of the tax if you do that?
Mr. BROWN. I feel there are dangers there. I would not like to
see the general fiscal policy of the Government affected by specific
taxes that is, other than pay-roll taxes, for old age. It seems to me
sound fiscal policy would mean that you determine your tax source
according to an over-all program, and that it might be unwise to
establish a new tax specifically to provide additional means for meeting the old age problem.
enator LODGE. You want to take it right out of the general
Treasury?
Mr. BROWN. I would like to see the over-all tax policy decided
and the funds taken from the general resources of the government
for supplementing the pay-roll taxes for old-age insurance.
Senator KING. Doctor, don't you think you are undermining the
theory upon which this law is predicated, namely, that the employer
and employee are meeting this requirement of old-age insurance,
when you insinuate, or indicate, or prognosticate that probably the
Federal Government, the Treasury of the Federal Government must
be resorted to to meet part of the expense?
Mr. BROWN. Sir, if we had started many years ago when this
problem was small we could probably have relied upon employer and
employee contributions alone, but we are starting in the middle of the
stream, we have many people already in middle age. It is a question
of equity of large groups over against other large groups; as to whether
we shoiild expect the employers and employees alone to meet not
merely the case of the employee now middle aged, but also that of
many others who are still older. Since we are starting in the middle
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of the stream it seems fair that the public as a whole help bear the
problem of giving adequate benefits to those already old. Nc-n should
we be able to start a contributory insurance scheme which, say, takes
only those that are now 20 or 22 and carries them to age 65, it would
certainly be probable that the employer-employee share would be
enough, but since we have many cases already over 40, already over
50, which through their own employer-employee contributions alone
cannot build up adequate benefits, then it seems to be fair that the
public assist in making those benefits more adequate.
Senator KING. Haven't you met the question, in part at least, of
old-oae assistance by the contributions which will be made directly
out of the Federal Treasury after they have reached a given age and
are in need-that is, the old persons to whom you refer now-as a justification for intervention of the Government in the pay-roll plan?
Mr. BROWN. I will say sir, I think it would be the belief of the
Council-I am speaking, hwever, really for myself alone-that the
method of contributory insurance is so desirable as a social mechanism
that it is better to enhance its adequacy and effectiveness by having
benefits more adequate in the early years than to appropriate the
same, or lesser funds even, to old-age assistance, which is still a relief
method. In other words, to get away from the needs test, to give people
benefits as a matter of right, to make those benefits regular and to
relate them to past wages and employment, that it is a sound use of
public money, along with the employer and employee money, to
enhance that system rather than have those benefits very small for
long years to come and encourage the growth of the relieftmethod or
of the free pension method.
Senator KING. I think that is very sound philosophy. What I
had in mind was that provisions are made in this bill for old-age
assistance, so that those persons that are along farther down the
stream, to which you referred, will get benefits, if not from the provisions which we are now discussing then from other provisions of
the bill.
Mr. BROWN. Yes.
Senator KING. So that they are cared for.
Mr. BROWN. I feel that we are in agreement, sir. This method of
having the contributory insurance lift out more and more people from
assistance, but at the same time to have the assistance program, the
relief program as a cushion particularly in the early years, that that
is a sound philosophy of old-age protection.
Senator KING. Well, you would not encourage, would you, the
thought intimated by my friend from Massachusetts, if I understood
him correctly, that it might be wise to indicate that we intend to
supplement these contributions made by the employer and employee
by direct appropriations immediately, or in the near future, from the
Treasury of the United States?
Senator LODGE. I was not making that recommendation. I was
inquiring as to whether the witness favored the special tax, if it was
decided to do that.
Senator KING. Of course any plan would meet with less resistance
if you are going to have the public obtain the benefits out of the direct
appropriation. The employer and employee perhaps would prefer
to have Federal subsidies rather than tax themselves.
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Senator VANDENBERG. Dr. Brown, in reading your financial recom.
mendations-unless you are coming to it later-I want to also ask
you about your fourth recommendation on financing, reading as
follows:
The financial program of the system should embody provision for a reasonable
contingency fund to insure the ready payment of benefits at all times and to
avoid abrupt changes in tax and contribution rates.

I wonder if you would be prepared to say what would be a reasonable
contingency fund?
Mr. BRowN. I believe the arrangement in the House bill is sound.
Senator VANDENBERG. You mean the so-called rule of three?
Mr. BROWN. That is three times over the next 5 years. That is,
you need more than just 3 years, you need a 5-year span upon which
to base your three-tunes rule. Of course any such rule is a matter
of judgment, in relation to the various demands which may be made
on the system. I would say personally that that rule is about as
sound a rule as I can develop from my own thinking.
Senator VANDENBERG. You think it is necessary to go that far in
the rule of three?
Mr. BROWN. I think, sir, particularly for some years to come, it is
certainly necessary to play safe on a thing which promises benefits to
such a huge number of people, that involves* billions of dollars, and
that that rule is, you might say, as low a figure as I would like to see
it go.
senator VANDENBERG. I agree with you that we must play safe,
because we must not fool anybody with this legislation.
Mr. BROWN. Yes.
Senator VANDENBERG. On the other hand,. there is another menace

that I see, namely, that a sudden increase m pay-roll taxes by 100
percent in 1943 may fall with such an impact on the smaller businesses
of the country that you might invite a revolt against the whole system.
So it is to the advantage of the system and its perpetuity not to make
these pay-roll tax impacts any heavier than they should be.
Mr. BROWN. Of course you are always balancing between the safety
of the system and the reaction of the taxpayers.
Senator VANDENBERG, That is right.
Mr. BROWN. I have felt from the begniig, and do uphold the majority recommendations of the Council, thatit would be safer to step
from 1 percent to 1%in January, and then from 1Y to 2, making a
decision as to the future progress of tax rates as of 1942.
Now my reasons for that are several. One is just the reason that
you indicate there. It is a matter of public education as to a contributory social insurance system. By stepping up gradually, moving from 1 percent to 1/ percent, to 2 percent it is not as probable that
people will suddenly wake up and say, "Well, now, Iamj umping
from 1 percent to 2 percent." It is a gradual adjustment. I think a
good many industralists have already looked forward to certain tax
changes in regard to old-age insurance. It comes to a question of
economics as to how much stimulus on business X percent of the pay
roll will bring about. I would say it is probably much more a symbolic
effect than an economic effect, if they feel % percent difference as
an indication that they will not be pressed for any more than is
absolutely necessary. .But, on the other hand, I do not feel that
percent on pay rolls, is of itself, a very strong stimulus to business.
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Senator VANDENBERG, In the investigations which your Advisory
Council made did you inquire at all into the delinquency in the pay
ments on the existing 1 percent? In other words to measure the
difficulty that certain sections of American business have had in even
meeting the 1-percent tax? Did you make any inquiries into that
situation?
Mr. BROWN. I know in my own case I have followed that, and I
feel that a good deal of that, Senator, is a psychological resistance,
as would always be the case, perhaps, to a new form of tax.
Senator VANDENBERG. No doubt about that.
Mr, BRowN, To a tax which is not understood. For example, I
could cite the case in my own town of a small building contractor.
He was a man who had come to this country relatively recently he
did not understand our arrangements, and he was most upset when
he discovered he had to pay unemployment-insurance taxes. There
was an emotional reaction there.
Senator VANDENBERG. On the other hand, there is nothing emotional about the statistical demonstration that literally thousands of
small businesses in this country have had their margin of profit absorbed by their social-security taxes, and they have been scared to
death over the contemplation of an increase.
Mr. BROWN. I would say, Senator, that this is a,case of planning a
way of taking care of old-age security by a device which, in the long
run, I feel very strongly is to the interest of business, It will permit
them to adjust their own private pension plans; it Will permit them to
retire persons as they become older; it will avoid the dangers of a
runaway type of free pensions; and so on.
Senator VANDENBERG. I agree with everything you are saying.
The only point I am making is I think it is important, at the point
where we are setting aside current revenue for reserve purposes,
while keeping the reserve safely adequate, not to make it any more
burdensome than absolutely safely necessary, so as to avoid this very
impact that we are talking about,
Mr. BRown. As to that word "burdensome," I would certainly not
want to see these taxes any more burdensome than necessary, but
there is one point I would like to emphasize, and that it; I think there
is an advantage of itself in a regular program of tax increases. Now
the Advisory Council thought it would be better to o to 1o,
and then as of 1942 establic.' a future program of taxes. it seems to
me that, by and large, it is better to let businessmen particularly,
and labor as well, but businessmen do more elaborate planning, to
know what their taxes will be over a period rather than to make it
uncertain and to vary it from time to time, either pulling them down
or raising them up.
Senator VANDENBERG. Well, there were some strong voices in the
Council that thought it was all right to freeze the taxes.
Mr. BROWN. Yes.
Senator CONNALLY. May I ask you this question? Is it not true
that the newness of the tax was largely responsible for the relative
amount of nonpayments, and as we go on businessmen will become
more accustomed to them and there will be a larger percentage of
taxes actually paid than right at the beginning? Is it not also true
that being new the businessmen had not planned and had not figured
for the absorption of the taxes, but if we look forward and gradually
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step them up that they will be in position then to plan their business
with a view to the absorption of these taxes and there will be less
of that thing that the Senator from Michigan calls "impact" as we
go along over the program?
Mr. BROWN. I feel, sir, that is definitely a factor.

realistic, none of us like taxes, per se.

Of course, to be

Senator CONNALLY. No taxes should be any more burdensome than

necessary. The Senator used the word "burdensome." No taxes
should be any more burdensome than the necessities of the case
require, the income tax, corporation tax, old-age pension tax, or any
other tax, that is true, isn't it?
Mr. BROWN. Yes.

Senator JOHNSON. Isn't it also true as the pensions are being paid
the businessmen paying these taxes will receive the benefits? At the
p resent time they are paying taxes and no benefits are being paid
back.
Mr. BROWN, I agree heartily with that, sir, that should this bill be
passed, as of January 1 1940, as employers not only see their former
employees receive the benefits that these taxes permit but likewise
have an added facility of adjusting their personnel as time goes on,
that that in turn will increase the acceptance of this particular measure.
Senator JOHNSON. Right now we are in the most difficult time of
the whole procedure.
Mr. BROWN. Yes.

Senator JOHNSON. Because we are making the payments and no
payments are coming back. If we get over this particular period it
will be easier from then on.
Mr. BROWN. It is as if you paid your installments in advance before
you got the automobile.
Senator JOHNSON. That is true.
Senator KING. Proceed, Doctor.
Mr. BROWN. It seems to me that this added cost over the years in
the future does require conservative planning as to other payments
for old-age protection, and for that reason I do object to raising the
assistance grants, for which the Federal Government will pay 50 percent, up to $40. I feel that that does not do much in the way of helping particular individuals at this time. Of course at the present time
there is not a great deal of money involved. It seems to me that it is
more, perhaps, a gesture than moving any long distance in meeting tle
problem. I would prefer, therefore, to see the $30 remain as the
maximum to which the Federal Government would contribute 50 percent, Should there be a necessity of changing the plan of assisting
States in meeting the old-age relief problems I would certainly rather
see that assistance be at the bottom of the scale rather than at the top.
It seems to me that changing from $30 to $40 is adding at the top,
--where the need is less, and if there is to be any method at all of assisting States, other than the present method, that it should be to assist
at the bottom. However, my own personal position is that I would
decidedly prefer to see the present 50-50 arrangement maintained,
because over the last year I have attempted to study every other
method of providing ratios of Federal to State, money and I found
objections to every method I studied. I can well see the desire to
have arrangements which would be a benefit to persons of lower
income, or in those parts of the country where there is need, but at
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the same time our financial resources are not as great as may be
desired. So far, at least, I have not discovered any method with
which I am entirely satisfied.
Senator CONNALLY. May I ask you a question there?
Mr. BROWN. Yes, sir.
Senator CONNALLY. If I get your viewpoint, you think it is much
more important, whatever we do toward changing this, if we do
change it, that it should be for the very lowest group that we give
the old-age assistance to?
Mr. BROWN. Yes, sir.
Senator CONNALLY. In other words, you would rather see a great
many get $15 than a few get $40?
Mr. BROWN. I would say, as a matter of principle, sir, that it is
my position, that if the old-age assistance arrangements as between
Federal and State are altered from the present 50-50 arrangement,
that I would prefer to see it arranged to assist in the lower part of
the bracket rather than in the higher.
Senator CONNALLY. What would you say to this sort of proposition, that up to $15 of joint contributions the Federal Government
could pay two-thirds and the State one-third, and match from there
on up? In other words, the Federal Government pay $10 and the
State pay $5, and from then on match it even. Wouldn't that take
care of a larger number of the smaller brackets, the lower brackets?
Mr. BROWN. I have studied that method a good deal and I would
say that, by and large, to my mind it would be preferable to certain
other methods, because it is an exact arithmetic ratio, and I think in
this case that arithmetic ratios are preferable to more complicated
statistical determinations, but there are certain disadvantages there
I would like to raise.
Senator CONNALLY. I was trying to direct your attention to these
variable rules. If you adopt a variable ratio based on any sort of
statistics, will not those statistics change from time to time?
Mr. BROWN. Yes.
Senator CONNALLY. And will it not be very difficult, really, of
administration?
Mr. BROWN. I would say it would be very difficult, and that there
would be perhaps a great deal of suspicion and uncertainty.
Senator CONNALLY. That the figures were juggled?
Mr. BROWN. That the figures were not thoroughly objective.
Senator CONNALLY. Would it not contribute toward the formation
of groups and blocks, pressure groups in certain States and indusmake
it higher, to benefit those partries
change from
that time
ratio to
and
time,
in Congress?
ticulartosections
Mr. BROWN. I would say there would be a great deal of study of
statistics in order to make recommendations of elements in the
statistical determination which would affect the interest of one State
over against another.
Senator CONNALLY. That is what I am talking about.
Mr. BROWN. Yes.
Senator CONNALLY. The States with the most votes would get the
best ratio.
Mr. BROWN. I would like to say this, that if that method could be
operated with utter scientific objectivity it offers a very attractive
program, but that my reaction is, as I have said, that it would be
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much safer that there be no change. I would like to see the present
plan continued until there has been an improved plan developed,
if that is possible, but if there is to be a change I would rather see it a
change based on arithmetic ratios than on statistical determinations.
Senator LODGE. Following, Senator Connally's thought one step
further, don't you think if we were to adopt a statistical variable that
we ought to set forth in the statute exactly what elements go into
arriving at that variable?
Mr. BROWN. Well, sir, as somewhat of a student of statistics, I do
not see how a bill could determine precisely such statistical variables.
In other words, you do get into degree classifications, you get into
judgments at the firing line. For example, take income. Income is
an extremely difficult thing to determine. For example, what is a
farmer's income? How do you decide how much his produce is
worth? Is it at the retail price or at the price at the farm? No
matter what method you use there would still be variables, no matter
how carefully you tied it down in the law.
Senator LODGE. My point is somebody has got to decide those
moot points.
Mr. BROWN. Yes.
Senator LODGE. In arriving at that formula,
Mr. BROWN. Yes.

Senator LODGE. That somebody ought to be careful.
Mr. BROWN. As careful as Congress could possibly be.
Senator LODGE. Then if there were changes in the economic
situation the next year they could come up here to got Congress to
change it for them, but we cannot adopt that responsibility by letting
some body else determine how much you want to give for salaries
and dividends, how much you want to give for the price of crops, how
much you want to give for the cost of ice in Arizona, and things like
that.
Mr. BROWN. That reminds me of the cost-of-living index which
has been developed over the years by the Department of Labor,
where they have had certain rigidities in their determination, and
until relatively recently they had women's button shoes as an item to
be priced in the cost of living. it may be unfair to the Department of Labor to mention that, but there are those dangers in all
statutory determinations of elements that are to go into a statistical
computation.
Senator VANDENBERG. You want to stick to mathematics and avoid
metaphysics.
Mr. tOWN. I would rather stick to arithmetic than to statistics.
Senator KING. Doctor, don't you think we are losing sight of the
fact that we have dual form of government, that there are o bligationa
resting on the States? One State might be willing and desirous of
making a larger contribution for old-age benefits than some other State.
Why should we insist, by the rule which is suggested by my friend, on
imposing upon the Federal Government a larger percentage than that
which is provided in the present law? Why not leave it to the States
to determine what they would like to contribute, but with the understanding that the Federal Government, which is in a subordinate
position with respect to the primary and paramount duty of the State
that the FederalGovernment make a smaller contribution, $15, and
the State, if it wants to make a larger contribution, do so?
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Mr. BROWN. Well, sir, I would agree with you that old-age assistance being a matter of relief, should be determined as to amount
locally.
Senator KING, Exactly.
Mr. BROWN. Because relief should be administered locally as far as

possible. Now the problem does arise as to what proportion of a
State's income it cares to put into old-age assistance over against the
public-school system, over against dependent children, and many

other things. Ido think there is a danger if the Federal Government
offers very attractive ratios to a State for its old-age assistance group.
that it will tempt the State to expand old-age assistance at the expense of other necessary social services.
Senator CONNALLY. Let me ask you a question. Senator King
asked you a question as to whether or not it was not the business of
the State to say how much it should put up for old-age assistance.
Mr. BROWN. Yes.
Senator CONNALLY. Of course it is the State's business as to how

much it would put up. It is the Federal Government's business a to
how much the Federal Government would put up, isn't it?
Mr. BROWN. I would certainly have to agree.
I
Senator CONNALLY. All right. Here are two men, one living in
Vermont and one living in New Mexico, they are both on old-age
assistance: Why should the Government ive the man in Vermont
$15, we will say, and the man in New Mexico $5? That is why I
suggest to your thought, in these lower brackets that you want to.
take care of, and ought to want to take care of, why wouldn't it be
fair for the Federal Government to give a certain fixed percentage,
say two-thirds, up to $15, and the State would give $5, and if they
wanted more they would match from there on? Put the Federal
Government in the attitude of treating every one of its citizens alike,

wherever he may reside.
Mr. BROWN. Well, sir, I would like to raise my particular objection.
Senator CONNALLY. That is what I wiant.
Mr. BROWN. I studied that particular method very sympathetically,.
not merely to find trouble with it but to find how it would operate..
There are certain I. blems. One is this: There are a good many assistance grants which supplement other income. Say a man has $10
to $15 of Other income, it is necessary to give him $5 or $10 additional
to give him adequate income, say for himsii, or whatever the proper
sum is for his wife. This ratio of two-thirds on the first $15 would
tend to help all those cases where it was merely $5 additional or $10,
additional as well as the man who had no other income which you
wanted to Lift up to $15. That means that a great deal of added money
would be going to wealthier States as well as to States that should
receive assistance, let us say, on the first brackets of old-age assistance.
So i-;would cost a very considerable amount of money, and the question is whether your money would be going where you wanted it to go.
If you use the average basis, that is 2 to 1 on the first $15 of average,
then there is the danger that State assistance authorities might encourage the addition of many of these partial eases, they might go into,
cases where they only need $5, whore they only need $3, where they
only need $7, and add them into their total number of eases covered to.
pull down their average to get the best ratio as between State money
and Federal money, because as they can pull down their- average to.
1083-80--i2
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$15 by adding many of these small cases they can get a ratio of 2 to 1
rather than the ratio of I to 1, which would be in the next segment,
So it means, sir, as you study the method there are problems; which I
think even a person who believed in the principle would have to consider seriously.
Senator CONNALLY, On the other hand, we had statistics here
yesterday showing that I think it was New York, or Massachusetts,
one of thie big States, the average was $24, I believe it was.
Mr, BROWN. Yes.
Senator

VANDENBERG.

New York.

Senator CONNALLY. In other words, the Federal Government is
paying to a man in New York in the old-age group $12 and the man
in Arkansas who is getting $6, or something, the Federal Government
is paying $3.
Now you spoke about more money under this $10 and $5 plan going
to the rich States. What is happening now under the present system?
Here is the greit State of New York that is able to pay a higher rate,
the Federal Go !ernment is giving the old-age assistance man in New
York four time what it is giving the same fellow if he happens to
move to Arkansas. I do not apprehend any of them will move to
Arkansas under that comparison of $12 to $3. Do you think it is fair?
We are extending largess, call it largess, gifts to our citizens, and here
is one American citizen living in New York, lie is getting $12 of Federal
money for the same necessities that you give to another American
citizen in Arkansas $3.
Mr. BROWN. A good many times, sir, if you take a case and abstract
it entirely you get the comparison of $4 to $12.
Senator CONNALLY. I took these extremes to illustrate it.
SENATOR JOHNSON. I believe the Senator from Texas is making the
mistake of thinking the Federal Government is making payments to
individuals. Under this plan the Federal Government is making
payments to States. As Senator King has brought out, we have a
dual system of government here. These payments are not going to
individuals, they are going to States.
Senator LoDGE. Doesn't a dollar go four times further in Arkansas
than it does in New York?
Senator CONNALLY. It has to, under this system. On the other
hand talking about the dual system, who gets this $12? Who
spends it? Who buys food with it? The State government or the
man that is on the rolls? The State is merely a conduit through
which we pass this money out to the benficiary, isn't it?
Mr. BROWN. Well, sir, I would like to reiterate the point which
the Senator mentioned, whicb I was going to state in answer to your
question. It seems to me that you can abstract the individual cases
and say $4 in Arkansas looks very small compared to $12 in New York,
but I think we must keep in mind that we are dealing here with the
Federal system of government. There are both advantages and disadvantages to the State in having the Federal Government take over
more and more prerogatives in regard to local arrangements, and the
best
method so far worked out, it seems to me, is this 50-50 arrangement,
does give independence, freedom to the State to decide
how farwhich
it shall go.
I would like to just say a few words on coverage. I know your
time is limited, sir.

SOCIAL SECURITY ACT AMENDMENTS

175

Senator KINo. No, no, proceed. We are very much interested
in your observations.
Mr. BROWN. As far as coverage is concerned the Advisory Council,
of course, recommended the coverage of employees of nonprofit institutions. I feel strongly that that will come. I feel the attractiveness of the recommended benefit scales are such that a larger and
larger proportion of the employees of such nonprofit institutions will
want to come into coverage. My own observation is that the feeling
has shifted very considerably and that probably now the group
which objects most strenuously are some Protestant churches, that,
by and large, the groups that are in education, in charities, hospitals,
and so on, are coming around to the feeling that the old-age insurance provisions of the Social Security Act are attractive to them.
As time goes on and their own internal old-age problem tends to grow
and they face the cost of meeting the problem I think there will be
encouragement toward coming under that system.
Senator KING. Would you favor compulsory legislation at this time
to compel many of those organizations to come in?
Mr. BROWN. I feel probably at this time that it is best to let selfeducation proceed, but that that time may be relatively short. It
may perhaps be another year or two after these benefits are payable
when you will find that they will want to come in. One exception
that might be made to make the total elimination of the exemption
attractive would be to exclude ministers of religion. I think that is
the one sticking point, the most important sticking point, that there
is the feeling in all churches probably that ministers of religion are
in a class by themselves. I do not know just how far I go along with
their philosophy, but it seems to be a practical matter that that objection is pretty strongly felt. Farm labor and domestic servants it
seems to me must eventually be covered. One of the means of providing an adequate total program and to avoid anomalies is to avoid
exclusions. Probably the stamp-book method will be necessary to
do it. As to the self-employed, they will be more difficult to cover, but
there again it is in the wood, it seems to me, eventually.
Senator CONNALLY. Right there, may I ask you a question? I had
an employer here a few days ago, he was on his way to New York,
or somewhere, and he made that very point that you are speaking of
now. Ile said that while they paid all their employees, and all that,
that they themselves could not get the advantages of this act. That is
true isn't it?
Mr. BROWN. Yes.
Senator CONNALLY. What is your view on that?
Mr. BROWN. During the last 2 years I have gotten a great many
letters on old-age security. One employer in a small town in the
Midwest said he had canvassed every small employer in the community and they unanimously favored coverage under the Social
Security Act. I think that is rather typical of small shop owners,
garage owners, and so forth. They are paying for employees and
they cannot see why they should not be protected themselves.
Senator VANDENBrRG. You spoke about the stamp-book administra.
tion in these particular groups,
Mr. BROWN. Yes.
Senator VANDENBERG. Would there be any advantage, economically, of extending the stamp-book method into some of the existing
groups?
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Mr. BROWN. Small employers?
Senator VANDENBERG. Small employers.
Mr. BROWN. Yes. It seems to me as the method is developed
primarily let us say, for farm labor and domestic servants, that it
might well be used for employers of less than 10 or less than 5, proviaed they wish to come under it.
Moving along, I would like to say that I do oppose, under the unemployment insurance part of the bill, the method of "State" experience rating under 1602 (b), that is where the States would be permitted to lower the over-all tax rate according to the amount of
noney in the reserve one and a half times, and so on. I feel very
strongly that experience has been too short. We have had about
a year and a half of experience, if we can say we have had that, in the
payment of benefits. It seems too soon to provide arrangements for
reducing tax income to the State systems. It seems to me rather that
further study should be made of making these benefits more adequate,
and that in those States which have adequate reserves particular
measures should be taken to make benefits more adequate.
In my own State, New Jersey, we have a high reserve. That is
partly due to employee contributions. We are one of the relatively
few States that has employee contributions of 1 percent. It seems to
me that it is entirely reasonable that New Jersey should proceed now
to providing a more adequate benefit structure rather than to immediately .cut down on tax contributions, when we have not had adequate
experience.
The CHAIRMAN. Now, that is the so-called McCormack amendment?
Mr. BROWN. Yes, sir.
The CHAIRMAN. What would you say as to the other part of that
section?
Mr. BROWN, The 2.7 requirement?
The CHAIRMAN. Yes.
Mr. BROWN. I feel very strongly, sir, that 2.7 on the average is the
least income that will provide adequate benefits. I was with the
Committee on Economic Security when this act was first being considered, and I feel that since that time, given the experience in other
countries and with the wide variations of experience in our country,
that 2.7 is probably the least average figure that would provide for
adequate unemployment benefits.
The CHAIRMAN. Would you advocate any change in the present
law with reference to these standards that are prescribed in legislation
of the States with reference to this problem?
Mr. BROWN. May I put it this way: I would rather see the act remain unchanged than to bring in both new standards and the "State"
merit rating. The one standard that I would favor is this 2. 7 which
I feel in a way fills a gap in the present legislation, but rather than see
the State merit rating come in would rather not see the 2.7, if that
were a necessary quid pro uo.
Senator CONNALLY. I other words you are in favor of putting in
the 2.7 and leaving out all the rest of the formula?
Mr. BROWN. I believe that would be the best position, as far as I
can see.
Senator VANDENBERG. Is there any relationship between the reserve necessary for unemployment insurance and the reserve necessary
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for old-age pensions? In one instance you are talking about the rule
of three and in the other the rule of one and a half. Is there any'
relationship between the two?
Mr. BRowN. I would say you must figure far more closely in the
case of old-age insurance than you must in unemployment insurance,
especially if you have 48 State systems of unemployment insurance.
I would say this, Senator, that if there is an arrangement for cutting
down possible tax income in these various State plans there is a very
definite trend there, in my mind, toward a national system.
Senator VANDENBERG, Is there anything inherent in title II which
requires a larger reserve ratio than there is inherent in the unemployment insurance?
Mr. BROWN. I am not sure that I got your question clearly, but I
would say this, that the unemployment insurance risk can be estimated only crudely, and particularly in the early years of a system
one must play safe. It seems to me that adequate benefits is the vital
thing here, that in the long run will mean the advantages of general
employment stabilization, the stabilization of business, reduced relief
costs, and, for that matter the reduction of industrial unrest, which
we will not have if we do not have an adequate unemployment
benefit program.
Senator VANDENBERG. I just want to get this reserve question,
which particularly interests me, straight in my head. If I understand you correctly, there might be a need for an even greater ratio
for the unemployment reserve than there is in the old-age pension
reserve, is that correct?
Afr. BRowN. There might well be need for a greater ratio of reserve.
It varies, as long as you are dealing with 48 jurisdictions. Y, i might
say in your own State, Senator, the variations of employment are
certainly different than they would be in my State, New Jersey, with
more diversified industry therefore the reserve ratio as between what
shall be built up in good times to be available in bad times in your
State over against mine would be different.
Senator VANDENBERG. I am speaking abstractly. If you need the
rule of three for old-age pensions you need more than the rule of one
and a half for unemployment insurance?
Mr. BnowN. But there are other variables, sir. In the case of oldage insurance, once a man is on benefit he remains on benefit continuously for maybe an expectancy of 13, 14, or 15 years. Therefore
when your trends depart one from the other, that is, with contributions declining and benefits increasing, you have a much greater
volume of money involved, even though the variation is less.
Senator VANDENBERG. Yes.

Mr. BnowN. I would like to emphasize this point as to when do we
got the real benefits of an unemployment comhiensation program. It
seems to me we get them when we are able to pay adequate benefits
and it is only then that we get this advantage in the stabilization of
business and'in the reduction in relief costs. The thing which concerns me very definitely is the elimination as far as possible of industrial unrest. It seems to me that in those States in which we
have had more serious industrial unrest, that if we had had during
the depression a sound program of unemployment insurance, that
unrest definitely would have been less. Any intensive study of the
situation, and I have been in it quite a bit, begins to indicate to one
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that this insecurity factor has been one of the things that has led to
more violent attitude, such as toward sit-downs, and things of that
sort. If there is the possibility of adequate protection as a matter of
right, as far as possible, the attitude of men is different than where a
man in desperation has to accept relief over longer periods of time.
I believe that covers the material I would like to bring before you, sir.
The CHAIRMAN. Are there any questions from other members of
the committee?
Senator CONNALLY. I just want to say I enjoyed his testimony
very much.
Mr. BROWN. Thank you.
Senator KING. By and large, do you think that the system under
the present law has been vindicated by our experience?
Mr. BROWN. The old-age insurance?
Senator KING. Yes.
Mr. BROWN. The total situation?
Senator KING. Yes.
Mr. BROWN. Very definitely sir I have followed it as closely as
it can be followed and I feel very definitely that experience has
vindicated the advantages of the system.
Senator KING. Has it been entirely vindicated in Great Britain?
Mr. BROWN. I feel so, sir. Great Britain, of course, like all other
countries, has made certain mistakes of policy, but in my experience
over there, in talking with various administrators, labor employers,
and so forth, I think every one of them feels that it has been a very
important part of their social-service mechanism. I do not think a
single one would give it up.
senator KING. Hasn't it broken down, in part at least, by reason
of the constant assaults which were made to increase the benefits and
a resort to the treasury of Great Britain rather than the contributions
made by the employers and employees?
Mr. BROWN. There has always been that danger in a democracy,
sir. I think there is always, in a democracy, the feeling that there
must be just a little magic in a social-insurance system, that in some
way it can pay more out than it takes in.
Senator VANDENBERG. Quite a standard delusion in these days.
Mr. BROWN. I think as individuals we are all subject to it,
Senator KING. To delusions?
Senator VANDENBERG. Yes.
Mr. BROWN. So of course England has faced the problem of continuing benefits beyond what might be called actuarial limits. Now
they have recovered from that and have revised their system. I feel
they are on a very sound basis now.
Senator KING. They had to resort to the treasury, however, on a
number of occasions?
Mr. BROWN. Yes.
Senator KING. The same is true of Germany?
Mr. BnowN. Those countries have gone through some pretty
serious times.
Senator GERRY. I do not think I am very clear on this McCormack
amendment. In computing the amount of the reserve for unemployment insurance you must take into account the number of weeks
that are set forth in the statute in which the amount is paid?
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Mr. BROWN. Yes. Of course, there are certain standards as to
weeks, 16 weeks, and there are certain standards as to waiting periods,
that is 2 weeks, and so on.
Senator GERRY. That is all defined in the amendment?
Mr. BROWN. Yes.. You might say it is a quid pro quo. That is,
if you want to get a reduction over-all in your average rate you must
have thus and thus standards. I feel that the over-all reduction in
rate is so dangerous that even though granting it gives a chance on
the part of the Federal Government to impose certain standards, I
would rather not see either.
Senator GERRY. Even taking into account the number of weeks
that it runs?
Mr. BROWN. Yes. I would naturally prefer to see a liberalization
in the weeks of duration of benefit, but it is a question of what comes
in the same package. In my own State I have been technical adviser to the Social Security Commission there and worked on th6
bill and naturally may be interested in the revisions of the bill from
the State side. I think at this time I would certainly prefer to see
us in the State of New Jersey decide to liberalize the duration of
benefits and shorten the waiting period, rather than to see the package
planned in Washington, where the package planned in Washington
involves the principle of "State" merit rating, which I would certainly
oppose.
Senator GERRY. Thank you.

The CHAIRMAN. Thank you very much, Doctor Brown. Senator
King wants to know if business will take you back to Princeton
immediately; otherwise he hopes you can remain.
Mr. BROWN. I can remain here today, sir.
The CHAIRMAN. All right, Mrs. Caraway.
STATEMENT OF lON. HATTIE W, CARAWAY, UNITED STATES
SENATOR FROM THE STATE OF ARKANSAS
Senator CARAWAY. I just desire to make a brief statement to the
committee in support of my bill, S. 1800, a bill to increase the Federal
contribution to States for old-age assistance by amending section 3
of the Social Security Act, approved August 14, 1935, and for other
purposes,
(The bill is as follows:)
18. 1800,76th Cong., lst soe.]
A lILL To Incromeathe Federal contribution to States for old-age seslstaneo by amending section 3 of the
Social Security Act, approved August 14, 1935,sud for other purpose

Be it enacted by the Senate and House of Representatives of the United States of
America in Congres assembled, That section 3 of the Soci' 3ocurlty Act is amended
to read as follows:
"PAYMENT

TO STATES

"Snc. 3. (a) From the sums appropriated therefor, the Secretary of the
Treasury shall pay to each State whieb has an approved plan for old-age assistance
for such quarter, beginning with the quarter commencing July 1, 1939, (1) an
amount, which shall be used exclusively as old-age assistance, equal to $15 for
each month during such quarter with respect to each individual to whom old-age
assistance of more than $15 Is paid during such month under the State plan (in
part at least out of funds not paid to the State under this clause or clause (2)) and
who at the time of such payment is sixty-five years of age or over and is not an
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Inmate of a public institution, and (2) 5 per centum of such amount, which shall
be used for paying the costs of administering the State plan or for old-age assistance or both, and for no other purpose.
"(6) The method of computing and paying such amounts shall be as follows:
"(1) The Boa'rd shall, prior to the beginning of each quarter, estimate the
amount to be paid to the State for such quarter under the provisions of clause
(1) of subsection (a), such estimate to be based on (A) a report filed by the State
containing Its estimate of the total sum to be expended in such quarter in accord.
ance with the provisions of such clause, and stating the amount appropriated or
made available by the State and its political subdivisions for such expenditures
in such quarter, and if such amount is less than the total sum of such estimated
expenditures reduced by the Federal contribution under such clause, the source
or sources from which the difference is expected to be derived, (B) records showing
the number of aged individuals In the State, and (C) such other investigation as the
Board may find necessary.
"(2) The Board shall then certify to the Secretary of the Treasury the amount
so estimated by the Board, reducedor Increased, as the case may be, by any sum
by which it finds that its estimate for any prior quarter was in error except to
the extent that such sum has been applied to make the amount certified for any
prior quarter greater or less than the amount estimated by the Board for such
prior quarter.
"(3) The Secretary of the Treasury shall thereupon, through the Division of
Disbursement of the Treasury Department and prior to audit or settlement by
the General Accounting Office, pay to the State, at the time or times fixed by the
Board, the amount so certified, increased by 5 per centum."

Senator CARAWAY. The need for this amendment and the relief
which it would grant, it seems to me, is so readily discernible that a
long statement is not necessary. Under the present law the Federal
Government matches the contributions of the States for old-age
assistance up to the sum of $15 per month. Because of the fact that
some of the poorer States are unable to raise an appreciable amount,
the qualified aged in those States do not receive very much assistance.
My bill would require the Federal Government to pay its full sum of
$15 per month and allow the various States to add to this amount
whatever amount it could raise for that purpose.
I take the position that so far as the Federal Government is concerned each of its citizens is entitled to equal treatment at the hands
of his government, regardless of imaginary geographical State lines.
Under the present law it is possible for two personsliving on opposite

sides of a State line but within a few feet of each other to receive
unequal treatment at the hands of the Federal Government.

One of the objections to my plan would be the added cost.

I do

not believe it is possible to give anything like an accurate estimate as

to this amount.

I do believe that it would be impossible to get these

figures because of the aid which my bill will give. A savings would
result from relief, charity, and other forms of public assistance.

The enactment of this amendment, I think, would go far to quiet
much of the present unrest over the old-age pension law, do justice
to the worthy afed, and at the same time give equal treatment to the
citizens of the united States who qualify under the old-age pension
law. The amendment is simple, ancl I think it would be very effective.
The CHAIRMAN. Senator, I notice it has been put into the record
that Arkansas is one of the lowest States in the matter of contributions.
Senator CARAWAY. Yes.

The CHAIRMAN. Mississippi is low, too, I will say, so I am not
trying to pick on Arkansas.

Senator CARAWAY. Yes.

The CHAIRMAN. What is your opinion as to whether Arkansas is
doing its utmost to increase thin from a State standpoint?
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Senator CARAWAY. Well, the question of whether it is doing its
utmost or not is rather questionable, I think. We might do a little
more if we had people who were inclined to do more. They cut it
down to $6, and finally raised it to $7, or $8, I think and that is the
total amount that they get, and it is not very much help.
The CHAIRMAN. The average in your State is $6.25.
Senator CARAWAY. Yes.
The CHAIRMAN. Federal contribution together with the State contribution.
Senator CARAWAY. Yes. It has been lower than that, I think it
was $4.50 back a while.
The CHAIRMAN. Thank you very much, Senator,
Senator CARAWAY. Thank you Senator
The CHAIRMAN. Your bill will be considered in connection with this
bill when we go into executive session.
Senator CARAWAY. All right; thank you.
Senator JOHNSON. Mr. Chairman, I desire to submit the following
amendments to the pending bill.
Amend section 610 of H. R. 6635 as follows:
On page 69, in line 22, strike out the letter "(a)".
On page 70, strike out all of paragraph (a) (1) in lines 7 to 10,
inclusive.
On page 70, in line 17, strike out the words "the three consecutive
years" and insert in lieu thereof the words "a one-year period," and
ii line 18, after the word "date" and preceding the seim'colon insert
a comma and the following words "throughout which compensation
has been payable under such law".
On page 72, beginning in line 10, strike out all of subsection (b)
down to and including line 24, on page 74.
On page 80, strike out all of pagargaph (b) in lines II to 16, inclusive.
Redesignate sections and subsections and references thereto to
conform with the provisions of the foregoing amendments.
My amendments to the pending measure eliminate the controversial requirement of a 2.7 percent average tax rate and eliminate
also the alternative requirements that the State law must meet
Federal standards as to the amount in the fund and meet or exceed
the Federal benefit formulas on waiting period; minimum of 16 weeks
of benefits or one-third of base year pay; benefits based on full-time
weekly wages or fraction of the high quarter, equivalent to full-time
weekly wages; and weekly benefits for partial employment.
My amendments make no change in the present law, except to
permit States with pooled-fund laws to make their experience rating
plans effective as soon as the State has been paying benefits for 1
full year, as to employers who have been paying contributions
throughout that year.
Each State is still required to bave had 2 years of contributions
before any benefits cane paid. All States will have satisfied that
requirement by July 1, 1939. All States but two will have had a
year of benefit experience by December 31, 1939.
Tb change advancing the date when experience rating can become
operative puts a pooled-fund law on the same time basis, for beginning
the variable tax rates provided under experience rating, as reservefund laws have been since 1935, i. o., 3 years of contributions and 1
year of benefits.
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The Federal Act now requires pooled-fund States to postpone the
operation of their "experience rating" provisions, until after 3 years of
benefit experience. As a result, employer contribution rates cannot be
reduced in most States until 1941 or 1942, even where large reserves
are accumulating,
The proposed change in section 1602 (a) (2) will permit any such
State to advance the date on which its "experience rating" provisions
may become effective. Under this change most States, through appropriate action by their legislatures, could begin reducing emp oyer
contribution rates in 1940, based on experience during 1938 or 1939 or
both.
This should make possible substantial tax savings for employers
in those States which take advantage of this change.
The CHAIRMAN. Mr. Teets.
STATEMENT OF BERNARD E. TEETS, EXECUTIVE DIRECTOR, DEPARTMENT OF UNEMPLOYMENT COMPENSATION AND EMPLOYMENT SERVICE, STATE OF COLORADO
Senator JOHNSON, Mr. Chairman, this witness, Mr. Teets, is going
to testify relative to an amendment I am submitting to the committee,
a very brief amendment.
The CHAIRMAN. You will explain the amendment?
Mr. TEETS. Yes, sir.
Senator JoHNsON. You have the amendment before you, Mr. Toots?
Mr. TEETs. Yes.
The CHAIRMAN. All right, Mr. Teets.
Mr. TEETS. Speaking in support of Senator Johnson's amendment:
Subsection (a) (1) of section 1602 should be deleted because it
does not appear desirable to require that all States should be compelled
to collect an average of 2.7 from employers if, as a matter of fact, it is
demonstrated that the States can pay unemployment compensation
benefits without collecting this amount.
Speaking for our own State, we do not have enough benefit experience to determine whether or not this amount would be required,
and we will pay benefits based upon the standards herein proposed.
With regard to the second portion of the amendments, it is my
opinion that most, if not all, of the standards are desirable, but can
theo several States afford to pay benefits upon the basis of these
standards and at the same time insure the solvency of their funds?
The experience of some States for the past year clearly indicates
that they would not be able to pay benefits basediupon such standards,
while other States could adopt if they so desired, even higher standards. I do not believe that standards of this kind, that are so far
reaching, should be matters of guesswork, but rather we should base
them upon statistics, and, for that reason we do not feel that this
part of the bill should remain.
The CHAIRMAN. Do you endorse the views expressed yesterday
by the State directors of other States?
Mr. TETS. Yes; we are all in accord on that point.
Senator CONNALLY, Just one question. Do you agree with the
testimony of the gentleman who was on the stand just awhile ago,
that if anything at all is to be retained of the so-called McCormack
amendment that we strike all the standards and retain the 2.7?
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Mr. TEETS. I should say at this time they should even strike the 2.7.
It depends upon from whose viewpoint you are considering the 2.7.
Probably experience will show that some States will be able to maintain
the standards herein proposed and still not collect the 2.7. Now
that is my guess. Another guess might be that no State can, but
we do not have the figures, nor does anyone else, to determine it.
Senator CONNALLY. So you would strike it all out?
Mr. TEETs. Yes.

Senator CONNALLY. And leave the present law?
Mr. TEETS. Yes, sir.
Senator CONNALLY. All right.
The CHAIRMAN. Thank you.
The next witness is Mr. Abraham Epstein of New York City.
STATEMENT OF ABRAHAM EPSTEIN, NEW YORK CITY, EXECUTIVE SECRETARY, AMERICAN ASSOCIATION FOR SOCIAL SECURITY
Mr. EPSTEIN. I am very glad, Mr. Chairman, to come before you
today for the first time in over 4 years and to feel myself more or
less in unison with the Social Secu'rity Board, I have come to say
to you that the House bill has real and genuine possibilities,
Senator KING. Which bill?
Mr. EPSTEIN, The bill that you have before you. For me, I think
that is quite a change. Some of you may recall I was the first one
to criticize the Social Security Act before you and the entire country,
and I am glad to say that the bill you have before you, especially the
old-age insurance program, is something that you may well be proud
of, because, if you do adopt it it will be program of old-age insurance
such as no country on earth has ever had.
The thing that stands out to me from the hearings this morning, and
in the bill, is that we are very intelligent, or we have acquired intelligence in the old-age insurance program. We have not acquired any
intelligence, on the contrary, we are regressing in our unemployment
insurance and also in our old-age assistance program. That I think,
to me indicates one thing, that the only reason we are intelligent on
the old-age insurance and not on the others is because you, this committee in the Senate, sponsored an advisory council composed of some
of the best people and representative of all groups that spent over a
year's time studying the question of old-age insurance.
Congressional committees are harassed with a thousand and one
things, In the same month you have to act not only on this bill but
you have to act on the tax bill, and a thousand other things. You
cannot be expected, and I do not expect it of you, to go in detail
into all these technical problems and really formulate a constructive
program. So before going any further I would plead with you that
if you cannot do anything else you should continue with what you
have done before-the Senate Finance Committee should sponsor
another advisory council to study the question of unemployment
insurance. Senator Vandenberg you who introduced the resolution,
I could not urge you more strongly to introduce a similar resolution to
create a similar body to study unemployment insurance and old-age
assistance. Only then will we have an intelligent appreciation of the
problem and act right as we are doing today in old-age insurance.
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Senator CONNALLY. May I ask you there, don't you think we have
done pretty well? We have approved the bill; it is working.
Mr. EPSTEIN. I approve the old-age insurance program, Senator.
Senator CONNALLY. You started out by saying we made more
progress and had a better social-security bill than any nation on
earth today.
Mr. EPSTEIN, I refer to the old-age insurance amendments, I did
not mean on unemployment insurance. May I correct the record?
Senator KING. That is what he said, we made more progress on
old-age insurance.
Senator CONNALLY. If we have done good on that might we not
also do good on this?
Mr, EPSTEIN. You are not now, Senator. That is what I am
saying.
Senator CONNALLY. You are here to help us fix it up?
Mr. EPSTEIN. Yes.

Senator CONNALLY. If we adopt your views don't you think we
would do a good lob?
Mr. EPSTEIN. If you adopt my views you will do a good job.
What you are doing in old-age insurance is really ado ting my views
of 4 years ago. I told the House committee if they hag listened to me
4 years ago they would have spared themselves all this trouble.
I would like to get to the concrete things on a few of these great
changes. First as to old-age assistance, section 3 (a) page 3 of the
bill. Dr, Brown touched on that point and I want to touch on the
same point with a little more emphasis. The basic change you are
making there is to raise the Federal grant from $15 to $20, permitting
a $40-a-month pension in some States.
Now it is very difficult for me to speak on the subject without
being misunderstood, although I am fairly convinced that after my
22 years in this work nobody can accuse me of not being interested
in ihe welfare of the aged. More than any other person I haNe been
concerned with their welfare for over 20 years.
What you are doing in that change, if you adopt it, will be nothing
of fundamental social value. You willbe maldng nothing but a
gesture, a political gesture, and it will bring us nowhere, for that
change will solve none of the existing problems.
Now what are the existing problems? I heard Senator Connally
making the point about the States, and he is correct; I agree with that
point.
Senator CONNALLY. Thank you very much. Put that in the
record.
Mr. EPSTEIN. That is in the record. The point is that the problem
today is not the inadequacy of $30 monthly pensions. The fact is
there is only 1 State in the Union that pays over $30. The problem
lies in the fact that most of the States 47 of them, do not take advantage even of the $15. Now what is tle use of being generous about
giving them $20 when they do not even take advantage of the $15?
You cannot tell me that a State that will not take even $10 of the
present $15 is going to take $20 just because it is there. In other words
from the point of view of social accomplishments, you will accomplish
nothing except the political gesture by transferring the pressure from
the Congress to the States. There is only one State that can take
advantage of it today, and that is California, and that is the last
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State that I think needs higher pensions. The pension in California
is not bad today. They are paying $70 to a couple. That is equivalent to at least $100 in Washington. That isn't a bad old-age assistance.
Now it seems to me that the problems of the poorer States can be
met somewhat along the line that has been suggested by the Senator
from Texas and the Senator from Arkansas, but in a little different
way. The program we suggest is embodied in the Collins bill (H. R.
1643) and tio Bilbo bill (S. 750). We say you call overcome this
whole problem of the poorer States, but not so much by Senator
Byrnes' proposal on the basis of economic measurements of the State.
I am urging against it, because it seems to me to involve dangerous
precedents. If you are going to set up certain economic standards
God knows what Congress will consider economic standards next
year or 2 years from now. You may consider economic standards to
e judged by telephones, or radios, or any kind of a thing, which I
think is dangerous.
I think the Collins proposal has the possibility of accomplishing
the tling that you want to accomplish without any danger, and this
is what we suggest: We say that the Federal Government should give
on an average $10 or $15 to every State in the Union, not to each
pensioner but on the average of all pensioners, whatever it is, provided
that the State contributes at the same time at least an amount equal
on the average to that they paid, say, in the last 3 months of 1938.
We are assuming that in 1938 or the first 3 months of 1939 the State
has done about what it could. By freezing it at that you will have
gotten out from the States the best they can do. At the same time
they would not be able to reduce their share, the wealthier States
would not be able to reduce. By this method you will raise the level
of all State pensions and you will not endanger yourself with any
formula of one-third or two-third ratio, because you will have established at least a definite relationship to the exact possibilities in the
State and the actual achievement in the State. It seems to me that
is by far superior than any formula that you have before you.
Now the problem here is really a double one. There is also the
problem of the wealthier States. The point has already been made,
for instance, that even wealthy New York does not take advantage
of the Federal $15. New Yolk State pays an average of about $24
and still has $3 to go as far as the Federal Government is concerned.
Now it is, I think, a valuable thing to boost tip the average grants
paid by the richer States. You can do that by changing only one
phrase in the present bill, and I am very sorry to say the House did not
change that thing. At the present time the Federal Government pays
up to $15 for each individual pensioner. That is, if a State gives anybody over $30 a month the State must pay the money by itself, wiih
the result that a State like New York or Massachusetts does not want
to pay too many pensions where the need is for more than $30. If you
would change the present words to say that the Federal $15, up to $15,
should be paid on the average rather than upon each individual
pensioner, it would mean that New York would not hesitate to raise
its average from $24 to $30. In other words, New York would
raise the present standard by $6 and the States in the country could
raise it by almost $11 today. Tis will essentially give you a system
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of $30 a month on the average. To my mind, as the result of my
many years' study, I am convinced that when we reach a pension of
$30 a month on that average in this country we shall have done as
much for our dependent aged as an country has ever done, and that
is probably the most we can do under the present conditions, When
we get richer we may do better, but it seems to me just this little
change in formula can meet your problem in the wealthier States
without adding any new difficulties and creating new problems.
The CHAIRMAN. What is the maximum New York pays to the
individual?
Mr. EPSTEIN. New York has no maximum under the law, so there

are a lot of $40 and $45 pensions in New York, but the average is
still $24. My suggestion would just enable New York to raise that
up from $24 to $30. Indeed, even if you make it to $40, that will
still not meet the problem of the wealthier States. In the cases
where New York Will have to give $45 it will still have to pay the $5
alone, and therefore will not give them as much as the need will be,
but
under the average of $30 New York could raise the standards
appreciably.
The CHAIRMN. YOU mean the $30 including the Federal contribution with the State contribution?
Mr. EPSTEIN. That is right, attaining an average $30.
Senator CONNALLY. Wouldn't that involve a larger Federal outlay
to New York?
Mr. EPSTEIN. Yes.
Senator CONNALLY. The average now throughout the country, the
average contribution, as I understood yesterday, was $9, and $10
wouldn't change that very much.
Mr. EPSTEIN. I would change it rather to $15, you see. Under our
suggestion it would be possible for more States to take the full $15.
&nator CONNALLY. Your plan would very substantially raise the
Federal outlay of money.
Mr. EPSTEIN. Not substantially.
Senator CONNALLY. And the rich States would get more advantage
from that than the smaller States.
Mr. EPSTEIN. To some extent, yes; but all States would gain.
Once you get the Federal $10, let us say, in your State, or Arkansas,
or Mississippi, you have got more than the Federal Government gives
today.
Senator CONNALLY. Don't compare my State with Mississippi or
North Dakota or Arkansas.
Mr. EPSTEIN. Your State average contribution also is not as high
as $9. The average total Federal-State payment is less than $15
altogether in your State. Under any conditions, that is the problem
you have got to meet, and you have got to meet it in some way by
making it possible for the poorer States to give an average grant
which is more adequate to meet the actual problems of the aged than
is possible today.
Senator CONNALLY. Wait a minute. What I mean is by giving
these larger Federal contributions to the States that are rich, that
are able to pay more out of their own treasury, which New York is
doing, say above the $30 average, you are thereby not leaving as
much Federal money for the poorer States.
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Mr. EPSTEIN. On the contrary, Senator; no. This is what happens
today: New York gets $12 from the Federal Government, which
leaves the Federal Government only $3. I should like to see New
York take the full $15, you see, and New York will take the full $15
under these changes. On the other hand, Arkansas which now takes.
only $3 from the Federal Government would under my plan, take
$10 or $15 from the Federal Government, at feast.
Senator CONNALLY, Your plan would involve a very large increase
in the Federal contribution.
Mr. EPSTEIN. Not more than about $75,000,000 a year.
Senator CONNALLY. Well, that is $75,000,000, That is a, lot more
than $50,000,000.
Mr. EPsTEIN. You realize you are spending about $400,000,000today on that phase alone.
Senator KING, The Federal Government is?
Mr. EPSTEIN. No, all together. Perhaps it would not be $75,000 000
of the Federal Government, it would be less than one-third. What
we need is to bring up the Federal average from about $9 to the-,
average of $15, which would be just about one-third.
Senator CONNALLY. Half of what we are spending now.
Mr. EPSTEIN. You have got to raise it from the present $10 to $15,.
that is about one-third.
Senator JOHNSON. The $9 is State and Federal contribution combined, isn't it?
Mr. EPSTEIN. No; that is what the Federal Government pays on;
the average. The real problem, gentlemen, is that you, must meet,
the p resent problem of the differences in pension grants ih the different States. For what is most essential today is the fact that while
California pays a monthly pension of $3a, Arkansas pays only
about $6.
That is the thing you have to eliminate-no matter which. way you
are going to do it you have to be ready to pay more money, and that
seems to me certainly a worthwhile eNort, because it is a, plan where,
you can spend less money than on other things,. andit has. ess dangerof going further.
F or Instance, I am convinced that the bill befi)re you, the present
$40, is dangerous for a lot of reasons. While it will relieve the pressure
from you and Congress, it will increase the pressure in States, and it
will raise the pressure especially in those States which have had thebest organized pressure groups and which have already gone beyond.
their abilities to pay. I don't want to mention. any States here, but I
think everybody knows them,
Senator KING. Mr. Epstein, you are not ini favor, of. a policy, are,
you, of coercing the States by promises of additional.grants from theFederal Government? Don't you think the, States ought to be permitted to make such contributions as they desire?
Mr. EPSTEIN. I would not coerce them, Senator King, for anything'
in the world. But Federal grants-in-aid are not coercive measures,
and only by doing so will you make possible the elimination of the'
very evil which everybody points to today, that you. have such
injustices as between Arkansas, Mississippi, and California, and
Colorado, and so forth.
Senator KING. You realize do you not, that there areclimatic and.
other physical conditions in the United States that determine the cost.
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of living and thoreforo ought to be factors in determining tih ('olitribu.
tious to be made by the State and contributions to be made by the
Federal Government?
Mr. EPSTEIN. Under my suggestion we would be doing thait very
thing because Now York voulh ta ko the full $15, wheronas Arkansas
and MississiTp)i would continue only tho $3 and tho F federal Governmont $10. They wouhid only have $13, and that is whoro the difference
would be.
Senator KINO. You i1,11o(
the Federal Govumient pay the differenee. That is, you relieve the State and increase the burden oi the
Federal Governmiieit.
N11'. Evs'rmN. To that extent; yes. The point is, though, how are
IOl
going to answer the aIgument,
1111 de by Senator Caraway, amild
the argument nade by everybody else? What. tro yol going to say
to the Statos? I lore you are trying to provide a syston of old-ago
protoctioni and you give $6 a mout h to a fellow in'Arkansas, You
have got to a nswer that. argument. Tlt is the kind of argument
that. gives you, the rPownsmd (i'ckpot. lOtolls. I f tlthing Co-.
tril)utos to tho Towlisend crackpot lotion it is this kind of ilnjusti(o,
You can relieve yourself greatly from a lot, of these,, panaceas if you
do the thing right..
Semu1tlto CONNALLY. YOU show us ho0W.
Mr. Evs'rm.
I am showing you, Senator, lat, is what I am
doing. I rhavo been showing yon that on old-ago insurance-it
took you 5 Vears to accept, it.. You might as well atewlt mily l)resent
suggestion now, because 5 vears from now you will,
Se-atOr CONNALLY,

Mr. Ilhswm'N.
S0iiator KING,
Mr. ESTItEIN,
being loose with

Yo

c'a11nnl1ot guarantoo it.

I will guarantee it.

Wh o will uiderwrite it?
Senator King, I (to not think I can be tc usod of
Federal money, or with anybody's money. I have
fought in the last 4 years more than lybody in this country for the
sake of preventing ti throwing out of money.
As I come to discuss
the old-age insurano )rogramt you will find again I am about the
that still cares aout money. So when 1 ami talking about
only
011
this thing I 11n not asking you to speid monoy, 1 am asking you to
th) something that is fundtmentuhilly and basically right. F d1o not
want,
to be accused a4 st, mding ]loi' mid sying "Throw your money
W 1V. I p
ANY

If you keep the change to raise the Federal great to $20, you will
not vI,iso thle pnsion level but, you will merely inform all and sundry
that all you Iiavo to (t1 is to organize aiiothetr crackpot group and
Congrss will raise it to $50, or $60, or $70, or $80. When are you
going to stop on this thing? Well, they will say 'It is Dr. Iownisend
that did the job," and tho Dr. Townisod Inovonilit will grow.
Senator 1OHNSON. Isn't the wAY to stoj) it, by lMittilig the responibility on the States to match it? 'Isn't that the way to stop it?
Mr. EmsrmN. But if Arkansas and Mississippi'say--and I think
they have a good easo--"We eiminot, do more than we have done,"
and the faNt is they haven't done more-Senator ,JOIONSON (interposing). That. is up to them.
Mr. FwiSTm:,IN. isn't Congress responsible to the peOl0 of the
United States ill general?
Senator ,JoHNSON. It has responsibility to tie States.
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Sena1tor JOHNSON, It. has1 I'rsponlsibility to the Sfittes; yes.
NIr. F~S118l:N, And to the people, too . ( oligless is ;rponlsible to
the people of t-he 1Il~itvd 5tv s, if I read the C'onst itution right, rat her
1than to the Staltes.
Senaltor JI Iootu
jNo. ITinder your lan woo ln 't youl 11ind more States
like Ai'kiilisb m11idkississippi?
Mr. IKh'5TFIIN. Whtt do0 YOU me1011?
Senaitor' II11,1iu NO. Would not the0 tendency he 0ta way thenl?
Mr . I'rs'riaN. No; bociiis& (1ey 'oiuld l ot'-bovaluso I iln providing
that, no 'Ste-colid reduceo Wvhal t thy Iavo Coll trihlted during the
1118t 601or 3 m10oths. YOU 8ee, they coulld not possibly reduce.
Senator II NUM NO. Thely are- gOing to 1)(i101t, by 11egl(ting to paIss it.
NMr. EPSTIlN. Well, you;lcan1put. it that way;. Yout know thelre is
mnistisad ht
alwaviys it waly of Saying whly a1111m) is pool', wh
You eciin
mtrort it ill different Ways. J.do not, wanlt to putI
self as
at defender oif Mlississippi and Arlansas ; I aim froin New
bo'~
ut
Till I amlwilling to (defenid States Wvhose k('OllOl1illbiliity. ill simply no0t
there to carry out I%certain proltam
Senaor11 HI'iiNG. Y~OU wo~Il( 110t inlude
1.1TOX~II inl tho t lss, would
you? That is a1hig Statte.
Mr. EPSTEIN. J."vOUld ]lot, inllude Temis. 'IILeSemrator is right,
Ih
110Point is this: InI the old-aige assista moevpo'rn 'oressijS
Sottlig (it) a social progr m to) protect the Aineiva pet y~
ow i
eitherpt going to lplotet, theml or. it isn't. If you di 11'1protect thm
You tire going to have Tlownsiseudisil, you are gonm Y to hatve crackpetisni to do msday, and you are going to have a worse problem,
Oni udred (men in the I loose voedc for the
a'1ov, send plan, and that
is not a)snma1 ll Iimig. Tlat is a1real danger.
Senattor 11EIMIUNO, They romliiseOl to dto thiat before they camei
dlo wl,
Mr. lP,1'rEN. Tr~ue, mnoro' promised thuin voted, b11t nearly l1t0 reliamclld, anld that is hakd enough. Youl hatVe to see that iimonacec, you
hanve to tako away thie basic danlger thiat lies thevre today inl this fact
t01111'
people saly I'You lolly got $6 at moth10 inl the Staes.'' So long is
Youhave thatd, the14IOl people of this country are starvig and we
haegot. to (10 s0oti iing for themil, or they aill Nwi lock to D)r. Tsownsenld's or other inloveinen t s.
Senlatom' KINO. Whyo thely halve to paty $75, $80, aind $100 ini New
York? M any of' the itfizoiks in New York have a ittfle house in which
to live, mid ihiey cmiaget t-he stime atvommnodat-ions in Arkanlsais or
some other' S4ttes for $5 or $6, or $7. You hanve got tp take into
accon mit climl-atic, physical, anld cthor (((ladt t1lls inl va rio us States.
The tate call iolette (leterilu what theyv canl do than Conigress.
I wouldn't force tile Staites to 1)n somotlii thiov doi not, Want, to pay.
Vie have got, at dnl form oif 0Jovermnont, ft seems t-o me your
philosophy is t-o throw thle States into onie great, lrotoplasmie imass
run from'1Watshinigton rather thorn from their own organizations and
their own Stitte governnit's,
Mr. EPSTEIN. '80m1at0r, I agree0 With Yen10
l)r
We'eit, If YeOl canl
(levell 4 forlhi.A if Conress14 01111develop It forii111n1) Where you1 ciil
aclv ly~ diffrritito and know the exact proportion thiat th cost of
living ig below Inl ertinl southern States as against New York, Is
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against-California, then I would go along with that, but I do not
think the difference is between $6 and $32, like California, Arkansas,
and Mississippi. I do not think we can justify that. If you are
going to apply your reasoning, the same argument applies to the
present $15. Congress said we will pay $15 a month. What was
the chief reason, Senator, why Congi'ess went up to $15? Because it
thought $30 a month would be about an equitable pension in the
United States. That is exactly my reasoning. That is what I say.
The problem is that today we do not have such a pension system,
and the duty of Congress remains still undone until it has accomplished that purpose. We did think it would work theoretically, but it
doesn't work practically. I agree with you it isn't a good think, but
I think it is a far better formula than the formula suggested before
of
changing
the ratio of the Federal grant; I think it is far less
danV0ow
gerous,
on the old-age insurance, this program is, frankly, too good
to be true. I never dreamed that we would have a social-insurance
program, an old-age insurance program as good as the one before you.
As I said before, it will give us the best system of old-age insurance
that any country in the world has ever had. I, as one who has been
more critical of this program than anybody else, cannot but hail
it as destructive.
At the same time, however, I do not think I would be true to myself
if I did not caution, standing here as one who has advocated this
program all his life, that there are limitations in social insurance
as well as advantages. My stand on social insurance is like that of
a doctor with the medicine bottle. He prescribes three teaspoonfuls
at a time every 3 hours, but when the fellow takes a bucketful at
breakfast, lie just does something that isn't right. Now, I have the
same feeling about social security. .,
The old-age-insurance program now proposed is one of the best in
the world, Whether we will be able to afford it, however, whether
we have calculated all its possibilities, is another. I could not, of
course, remain trite to myself and say that this is not the right program, but I could not again remain trite to myself without saying
that we are biting off a tremendous lot and we have got to be very
cautious as to what we can do and what may happen in that program.
Senator KING. You foresee some governmental and economic
problems in carrying out the program, as I interpret your remarks.
Mr. EPSTEIN. The problem,'a'I see it, is primarily an economic
problem, whether we will be able financially to do it without hurting
ourselves. There is such a thing as over-eating, isn't there, even
though eating is good? There is such a thing, as I said, as taking
medicine too much, although medicine in the proper proportion is
1.
all right.
I want to especially point out to you that this program represents
the most revolutionary change in this country's attitude and congressional attitude. In this program you are literally attempting to
abolish insecurity in old age. You are abolishing insecurity not
only in old age, but you are saying that wives,. widows, dependent
children, dependent parents are to be secured to at least a minimum
of security. That is as much as any government can possibly do.
But I want also to call your attention to the fact that in doing .o
you will be throwing out millions of dollars on people who are not
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social problems, and at the same time you will be stingy with those
who will be social problems. For instance, under this act the next
year we will pay pensions to people that are of the Rockefeller type
just because they are insured and we will pay annuities to their wives,
their widows, and to their children, and so forth.
Now, nobody knows how many there are of these people, I am
assured by the Board that there are not so many, but nobody knows.
When it comes to getting free money there usually pop up many
more people than there seemed before. I (1o want to caution, you,
therefore, that this program is an enormous undertaking, it is a
bigger one than that undertalken by any country in the world. It
is socially worth while, it is socially (le~hrable, but we must not lose
our heads, we must face the realities of the extent of our possibilities
and see what we can (1o.
Senator KING. What particular feature of it, if there was to be
some modification, under a cautionary and precautionary plan, should
be modified?
Mr. EPSTEIN. There is only one way of doing it, and that, I fear,
you will not accept because of the emotionalism that springs into this
question and the political complexities. The best way to do it is
to eliminate from this program people with high incomes and salaries,
who will be getting pensions at 65, and their wives and their
widows, who (1o not need it. After all, this is a program
to provide security, but John D. Rockefeller has not come
to Congress to ask for his old-age security, has lie? Nor do
people of bis type come to you. The problem of security is the
security of the wage-earner, not the rich.
Now it is tro'e there has been a staemict made here about the
small employers that want it, ald they probably need it, and some
day when there is a way of discovering how to do it we ought to (1o
it., but certainly the man with $100,000 income, or even with $50,000,
or even $10,000 does not need a governmental pension of $30 a month,
does he? You will be throwing out $30 a month to him and takingit
away from a man whose family is starving. That is a crime.
Senator CONNALLY. You say a man with $10,000 does not deserve
taking out the old-age insurance, excluding Congressmen and Senators,
I suppose. We might get beat, and then what happens? We might
not have that income always. We might lose the money.
Mr. EPSTEIN. That is the story. A few of you will actually become
poor in old age.

Senator

CONNALLY.

I am already poor.

Mr. EPSTEIN. At least you have got your $10,000'while you stay
in Congress.
Senator CONNALLY. But I might not stay in it very long.
Mr. EPSTEIN. I think Congressmen ought to be excluded fronithat
classification. I have never considered Congressmen rich. I mean
people that really have larger incomes. Of course some of them will
become social problems.
But as I saidthe other day to the House Ways and Means Committee, why not let future Congresses solve some of the problems? Why
solve all the problems for all Congresses to come?
Senator CONNALLY. There is nothing ever solved. We are tinkering with it, and the next Congress will tinker with it. Whenever you
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solve anything it never needs attention, but this needs attention as
long as people live.
Mr. EPSTEIN. With reference to the old-age insurance system,
Senator, you are taking on something that will be going a long, long
way towards the solution of the problem of old age. I think I would
leave some problems for the future to be solved. If this Congress
and the next Congress will solve all the problems our children will have
nothing to do but just read the Congressional Record.
Senator GEORGE. They might be reasonably busy in undoing some
of it.
Mr. EPSTEIN. They may have to. That is the thing I am worried
about, and that is wly I am cautioning especially since we are undertaking the biggest system of old-age insurance without a penny of
contribution from progressive taxation.
Now one provision that I would like to ask you to cut out in this
section is the one which deals with receipts for employees. That
is something new in the section which provides that employees
should get a receipt from the employers, showing their wages, their
contributions, and so forth.
Now I am against it for this reason: That it can do no good, and
it will do a lot of social harm. One of the most important things in
social security is not to overload, overburden the employers and the
people. Any time you can eliminate an administrative difficulty,
do it, even though you have to sacrifice certain things. While this
will not affect the large employers, it will harass the small employers
and you will have a hundred thousand employers, or half a million
of them, cursing you and saying, "The damned Government wants
me to do this and wants me to do that and the other thing." What
good will it do?
They say the employee wants to know. Well, the employee that
wants to know his record knows it, I can guarantee you that, but the
employee that doesn't know is the one that will throw the envelope
away as soon as he gets it. I do not see any use in instituting that
kind of annoyance; it has absolutely no social value and at the same
time creates antagonism and hatred to this program, which is surely
uncalled for and unnecessary. For the big concerns there will be no
problem, they will do it anyway, but it does bother the small fellows,
and they are the ones that shout the loudest.
Now I just want to say a few words on the unemployment insurance
charges. I think I am pretty much in agreement with what Dr. Brown
has said on this question. I am appealing to you to cut out, or to
throw out the M cCormack amendment for pretty much the same
reasons, except again I'mant to make it more emphatic. No one today
can defend our unemployment insurance laws as laws meeting any
social problem at all. These are strong words, but I said them before
and I am going to continue to say them. The present benefits under
unemployment insurance are geared in a social vacuum, they have no
relationship to the problem of unemployment. The fact is that
although this system seeks to do something better than relief, and
to substitute for relief, in not even 10 percent of the cases has it
affected the relief rolls, because our benefits are based not on the
actual needs of the unemployed, but on the wages that they earned
before. So the fellow who earns most get most, even though lie may
not need it, and the fellow who earns the least gets the least, and lie
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does need it. If that is a social system I (1o not know what an unsocial
system could have been,
So at this time when we haven't gotten the first fundamental
understanding of unemployment insurance, we could do nothing more
foolish than to gear our system in addition to reserves accumulated
thereby adding error upon errors. The reserves that exist in the
States today are not due to the fact that the money that they get is
sufficient for the benefits to be paid, the fact is that the benefits are
worthless, the fact is that the laws (t1not accomplish anything.
So what should be our first consideration? Shall we make the law
work in some place to meet actual conditions, or shall we gear it to
something new and irrelevant, such as the reserve fund? Take the
District of Columbia. The needs here are not met, because the relief
rolls in the District have not declined. The same is true of any other
State in the Union. What we want, therefore, is to have the system
act as something better and in place of relief. But if you are going
to continue relief and then gear this thing to a completely unsocial
and irrelevant thing, you are just siml)ly making it worse than it is
today. So I would agree with Dr. Brown, I would say if you cannot
do better retain at least the requirement of 2.7 percent of contributions, and if you cannot do that keep it at least the way it is today,
and let us have a committee or a council appointed, the some kind
you had before for old-age insurance to study the problem for a year,
or two. We will then understand the problem of unemployment
insurance as we understand today the old-age insurance question.
The McCormack amendment came in the last day. Nobody ever
heard of it before. The hearings did not touch upon the problem.
All of a sudden somebody in Massachusetts discovered an idea, and
they came to Congress lnd in it goes into this bill. Nobody had time
to discuss it. This is the first time that this issue has been raised by
anybody before any committee of Congress.
All the present errors are due to the fact that we haven't a basic
understanding of what we are after in unemployment insurance. I
think if you cannot do anything else, gentlemen, leave the present
act stand as it is and let us have a committee to study the problem
and to enlighten you as to what really should be done.
I do not need to say much more, I think, on that, because Dr.
Brown has covered most of the issues and we generally agree. I
would just in conclusion, like to make a few suggestions. I know
that they will not have much effect on your committee, because you
are not going to do very much more than what this bill says, and my
suggestions involve basic changes.
1 still believe that the whole present tax-credit system of unemployment insurance is a silly system. It is an administrative monstrosity.
I think that the tax ought to be collected by the Federal Government
at the same time when the old-age'insurance tax is collected. It
should be one tax. The emIployr should pay the same tax to the
Government, and then the Fe doral Government could pay to the
States the money as they are paying today. Nothing seems to me a
greater insanity than for every employer in the country to carefully
divide his tax dollar for unemployment insurance so that 90 cents, of it
goes to the State fund and 10 cents to the Federal Treasury and
then for the States to ask the Treasury for the 90 cents and the
Social Security Board for the 10 cents. I do not see anything more
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monstrous administratively than this kind of a proposition. There
is no reason why the Federal Government could not collect the money
and give it to the States on the basis of proper standards. The
standards, by the way, that are proposed in this bill are good; I am
for them, except they are meaningless anyway.
I see there is quite an opposition to the standards. I do not see
why people fight about, vacuums. Even if you should accept all the
new standards they will really not mean any thing. For there will be
no fundamental improvement in our unemployment insurance system
until the benefits are graded in scale so that the man with seven
children can get more than the single man. There is no use fooling
ourselves. For the same man to get both unemployment insurance
and relief is just silly and stupid.
You must meet the problem that you set out to meet. The fact
man gets $5 a week or $3 a week means very little. If the
whether a.
man in New York City, or in Massachusetts, is getting $5 a week
and he has got 10 children, that standard doesn't mean anything. A
period of 16 weeks at four or five dollars a week doesf~t mean anything if he has got a family.
I am raising this matter merely, gentlemen, because I am simply
showing you the problems that still underlie this program. It will
not be corrected until a council like I suggest will be created, because
the same problems, gentlemen, the same issues I raised before you
on old-age insurance 4 years ago, confront us today with reference to
unemployment insurance. Everyone called me every name on earth
in the last 4 years but today you are accepting the very suggestions
I made in old-age insurance, largely because a committee of representative citizens, responsible people, was able to give time to study the
subject.
After all social security is entirely new in this country. Until 4
years ago there was not a university in this country that gave a course
on that q uestion; there wasn't anybcidy that. knewanything about it.
We are just beginning to learn, and we can learn only by very comprehensive'and thorough studies.
Senator RING. It might be a good idea to continue this committee,
th committee that has been making this study?
hr. EEsTEINi. Perfectly. I think Dr. Brown made a real and
genuine contribution. I would not want anyone better as a chairman.
I amnot going to go into the minor standards, because I hope I
will be able to talk about it to the committee that you will create.
After all, these are technical things and ought to be discussed thor.oughly. I do want to urge upofl you, in conclusion, merely that,
after all, the old-age in*iance issue 4 years ago was as obfuscated
as 'tie issue of uneimpl6yinwnt insurance is now. That the citizens"
committee was created to iecommend changes. I am sayib to you
that the bill before you tbday creates the same obfuscation in unemployment insurance, and creates dangerous trends 'inits ao!stanpe
program and only a thoroughly responsible group which can give the
time to study the subject, can really enlighten congress as to what
should be the right step.
There is also this: When you do something everybody, jumps at you
and says this aind that, but when a thoroughly responsible committee
recommends something, it silences eve bdy.
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We have all noticed one of the most astounding things regarding the
advisory council report. I read at least a thousand editorials on it.
I have to do it, not for pleasure-and the most astounding thing was
the unanimous acceptance of that report, and yet that report was the
most revolutionary thing. For 4 years I preached the very recommendations and everybody called me names, and even a sell-out to
the Republicans. [Laughter.j Then the advisory council endorsed
it, and Dr. Brown and the advisory council even endorsed a Govern'ment contribution, which has been one of my main contentions, yet
the country accepted the council report with almost one voice.
I am saying to you Congress could not do better than get a corrected understanding by having a committee like that. Let them take
the responsibility, and I am s,
committee will be able
to really make genuine c
ions in the pre
stem.
Thank you very m
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I have been traveling t
States for several
months past and contactin hun re s o hlundry owners at State
conventions, both in the Eat and the Central States, and in the West,
and the ideas that I shall put forth today, are ideas that I have
gathered, and are endorsed by the industry covering the entire United
I will present first a brief picture of the standing of the "laundry
-industry as compared with other industries, and particularly as. it
relates to the standpoint of, workers involvedover
compared'
other
the pasttoseveral
industries and how our profits have declined
years, and how our industry is affected by the unemployment taxes,
and particularly how the assessment of the unemployment taxes on
the present basis in our opinion is unfair to all high-pay-roll
'industries.
Senator KING, You mean Iarge-pay-roll industriesI
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Mr. WILSON. Yes; large-pay-roll industries. I called it "high"
and thought it would be the same. By "high," I mean a large or
high percentage of sales paid out in wages.
And finally to offer a suggestion as to how that could be eliuniated partially at least to assist those industries having a large pay
roll in proportion to sales.
My name is Fred S. Wilson. T operate the Red Star Laundry of
San Jose, Calif. As president of the American Institute of Laundering with headquarters at Joliet, Ill., I am speaking for the commercial or power-laundry industry of the United States.
Senator KING. What do you mean by "power laundries"?
Mr. WILSON. Laundries operated by' machinery, other than band
laundries.
The American Institute of Laundering was originally organized
as the Laundryowners' National Association in 1883. Its active
membership is nmade up of more than 2,100 power laundries located
in every State in the Union and in every city large enough to support
a laundry. Individually, its units for tihe most part may be regarded
as snall. hut collectively they rel)re'eut an in(hstry emplovinlg llore
than 200,000 workers regularly. '1The 1938 sales volleye of power
laundries is conservativeJy estimated at $120,000,000. Of the menre
than 200,000 workers emlloyed by the power-laundry industry. 75
percent are women. From an annual sales revenue of $420,003,000,
approximately $231,0,000 are distributed as wages and salaries.
It is the considered opinion of the power-laundry industry that
the purposes to be accomplished by the Social Security Act are'sound
and should be provided for by legislation. We furthermore are ill
sympathy in principle with the old-age-benefit sections of the act.
However, we do contend that the present basis for collecting uneimployment-compensation taxes is inequitable for the power-laundry
and other higr-lpay-roll industries.
I will not read the rest of this brief, but. I would like to submit it
for the record.
The CHAIRMAN. Very well.
(The remainder of the brief submitted by Mr. Wilson is as follows:)
INEQUITY OF UNEMPLOYM ENT-COMIPENSATION TAXES

This contention of inequity is borne out by statistical information
compiled by the Department of the Census. In the 1935 Census
of Manufacturers, covering 280 manufacturing industries, it will be
found that the total pay roll of these industries averages 21.5 percent.
The 1985 Census of Power Laundries shows that the total pay roll
for the power-laundry industry averaged 55 percent. With wage increases that have occurred within the industry since that time, as
reported in a survey taken in 398 laundries in allparts of the United
States, in 1938, 58 cents of each dollar received was expended in
pay roll.
The unemployment-compensation tax imposed on industry is a payroll tax, It is measured solely by total wages. The act fails to recognize the well-known and accepted distinction between a service industry, like laundering, and a manufacturing industry. A service
industry sells labor; wages are definitely its raw material. A manu-
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facturing industry buys and sells goods; commodities are raw material. Because laundries by the very nature of their work, buy and
sell labor, a much larger percentage of their revenue dollar is consulled by pay roll.
Since pay roll in the laundry industry is such a high percentage of
revenue, and inasmuch as unemployment compensation is based on
pay roll, it is a fact that the tax burden is greater for laundry owners
than for the vast majority of other employers. For example, if the
1939 unemployment-coinpensation tax rate of 3 percent paid by the
employer is applied to total pay rolls as shown by the 1935 census
reports for manufacturing and laundering, it is found that while the
average unemployment-compensation taxes paid by 280 mafnufacturing industries amount to only 64 cents of $100 of revenue received,
the taxes paid by the laundry industry amount to $1.65 for each $100
of sales, more than 21/ times the average percentage paid by all
manufacturers. This is the inequity which we believe should be
corrected.
A LOI-WPIROFIT INDUSTRY

For the 10-year period of 1928-37, the average l)rofit of the power
laundry industry averaged 1.2 percent. The 1938 profit of the laundry industry from statistics just compiled was 0.51 percent. When
the total social-security taxes for employers reach their maximum of
6 l)ercent, they will amount to all increased cost of more than 3 percent of sales,'or 1.8 percent more than the industry's average profit
over a 10-year period. If the effect of such taxes will be to increase
the number of nonprofitable laundries, the result will be to the detriment of the industry as a whole. Laundries forced out of business
will add to the already serious unemployment problems.
PRICES CANNOT BE INCREASED
Peculiarly, this tax discrimination cannot be mssed on to the consummer by means of increased prices. Experience has taught the hlindry industry that increased prices result in drastically decreased volume. It should be realized that laundering can be (lone in the home,
and when prices reach a level that consumers feel is too high, they do
the laundering themselves. In other words, the major competition of

our industries is not other laundries but rather the home itself.
Laundries cannot recover increasing tax costs by increasing prices.
UNEMPLOYMENT IS A GENERAL PROBLEM

Tihe fact that service industries have a higher ratio of employees is
no justification for the unequal tax levy now being paid. To hold
otherwise is to l)enalize an emn)loyer because lie chose to sell service
rather than foods.
As far as tfte proceeds of the tax are concerned, no attempt has been
made to earmark them for any special group. The funds collected go
into a general fund to furnish compensation to the unemployed of all
industries. There is no theory behind the general law that each
industry should be required to care for its own unemployed. If
there were, then the Federal law would have to recognize many factors other than total wages or number of employees. In the laundry
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industry, for example, there would have to be a compulsory recognition of its remarkable record of stabilized employment. According
to the 1935 census, employment by power laundries for the peak
month of August was only 2.8 percent above the average for the entire year and employment for the low month of January was only
2.5 percent under the yearly average.
The law, however, recognizes unemployment as a general problem.
For this reason, no one type of industry should be required to bear an
unequal burden. The measurement of taxation should be such as to
require each employer to contribute fairly equally to the general fund.
THE REMEDY

The laundry industry believes that the remedy is fairly obvious.
The statute should reflect the universally recognized distinctioii, between a service and a manufacturing industry. There is ample precedent for this distinction. The tax measurement should either be
changed to recognize this distinction, or the tax rate on unemploymient compensation for high pay-roll industries should be reduced to
wipe out such a serious discrimination as now exists. This latter pro.
posal can be accomplished by amending paragraph (3) of section 901
of the act to read substantially as follows:
With respect to employment after December 31, 1938, the unemployment-compensation tax rate shall be 3 per centum, except that where the total wages paid
by any employer are in excess of 80 per centum of his gross sales the rate on
such excess shall be 1 per centum.
Mr. WILSON. I think it is well to know something about an industry

if we are going to talk about it, and speaking of the laundry industry
from a standpoint of employees, from a list of 280 industries, a list
taken from the United States Bureau of the Census, we stand eighth
in number of employees. That is, taking into consideration 5,981
separate plants, the average plant doing a business of about $1,400 a
week.
We have here [referring to charts] the cotton manufacturing industry, 383,000; steel and rolling mills, 359,000; women's apparel,
259,000; lumber, 255,000; printing and publishing, 245,000; knit
goods, 219,000; bakery products, 218,000; and laundries, power
laundries, and that does not include the Orientals and small hand
laundries, 208,000. For instance, in New York City, I think there
are three or four thousand small hand laundries, and many of them
are the Orientals. So we stand eighth with 208 000.
Now, part of our trouble is due to the fact that our profits have
been continually decreasing. The trend of the laundry profits has
been downward. In 1928 they were 9.5 percent; ini 1930, at the beginning of the depression, they decreased to 2.23 percent; and in 1932,
the depression caught up with us and we took a loss of 4.81 percentin 1934, 1.44 loss; and in 1936, with a little increase in volume, and
higher, perhaps, efficiency in some of the plants, due to the necessity,
1.9 profit. In 1937, a drop again, perhaps due to increased taxation,
and it was 1.35; and in 1988 we only made a half cent out of each
dollar of income.
To explain that further, that half cent on each dollar of sales or
income is more than on the invested capital, because the last figures
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that I know of, the invested capital is about 1.15 for every dollar
of business that we do.
This is a graph indicating] which shows the rapid decline of the
profits, social-security taxes alone for laundries, exceed the average
10-year 1.12 percent profits of our industry.
Beginning in 1928 we have that 9.5 cents profit on each dollar and
that immediately dropped to 8.5 in 1929; took a very fast drop to
2.5 in 1930, and down to practically zero or 0.1 cent on each dollar in
1931. Then we took a big drop in 1932 and 1933. It shows a loss,
as I showed on the other page, of 4.8. Then we started to go up with
an increase in the volume and more efficiency, and now we are going
down again until we arrive here at a loss, or rather a profit in 1988 of
only one-half of a cent or 0.51 out of each dollar of business.
this chart [indicating] shows a loss in profits or the decline in
profits compared to the decline in the volume of our business. Starting in 1929, over a 10-year period, we finally land here, and the
serious part here is the fact that our volume is down only 26 percent
in 1938, but our profits have dropped 95 percent. In other words,
with a decreased volume of only 26 percent, we are only able to make
a half of 1 percent, where 10 years ago we made 9.5 cents out of each
dollar of business.
Now, what do these taxes mean to our industry ? If you will question the philosophy of old-age-benefit taxation paid by workers and
employers alike, and certainly we do not, we are perfectly satisfied
that old-age benefits and help to the needy is absolutely all right, and
we have no contention whatever, but it is all based on unemployment
insurance that I am talking about today.
Since unemployment taxes are base on pay rolls, high pay-roll
industries are taxed inequitably. The tax is on the pay roll, so if
you have a high pay ruli, naturally your tax is more.
This contention of tax inequity was stressed before the House
Ways and Means Committee on March 7. At that time we furnished them with a statement of our contention, and we also had this
statement, extra copies of it, and we will be very glad to submit it to
the members of this committee if they so desire.
Senator KIING. What do you seek to indicate by that red circle?
Mr. Wirsox. That is a little dramatics to bring out that paper.
In proof of our contention of inequity, let us examine the record.
First, what is our record of employment, and second, what is our
tax compared with that of the other fellows?
Government census figures of 1935 show first: Our lowest employment month was 97.5 percent of the average month's employment of
100 percent. In other words, the employment for the entire year,
taken as 100 percent, at no time did we drop more than 2.5 percent
below the average for the year.
And secondly, our highest employment month wo- 112.8 percent
of the average, which means we only had a variation of 5.3 during
the entire year of 1935S, demonstrating clearly that we run a business
of very stable employment, and therefore do not need, of course, or
do not consume, at least, so much of the relief money as some other
businesses do that have a big variation in their employment record.
The laundry industry is a high pay-roll industry. Over a 10.
year period 55.1 percent out of every sales dollar was expended for
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pay roll. Out of every dollar that we took in from the sale of our
service we spent 55.1 cents to the worker.
The percentage out of every sales dollar expended for pay roll by
laundries during the past 8 years has been:
1936, 55.3 percent; 1937, 55.8 percent; and 1938, 57.7 percent.
'And that is why we are worrying at the present time, it is continually going up.
Now, this is where I want to bring out, partially, at least, the
reason for the point I am trying to make. The total pay roll for
351 manufacturing industries in 1937 was only 21.1 cents on every
sales dollar. While in the laundry, as I said before, and as shown
in this graph, it was 55.8 cents, against the average of 351 manufacturers, large manufacturers, and these manufacturing industries
are taken from the Census Bureau figures, 21.1 against 55.8.
Thus, a 3-1percent unemployment compensation tax for 351 manufacturing industries, averaged only 0.63 percent of the total revenue.
That is in the class thathad a 21.1 average pay roll.
Power laundries pay an unemployment compensation tax in coinparison to the one you just looked at of 1.65 of total revenues, and
this is definitely a case of inequity and is the basis for our contention
today that the tax, insofar as the laundry industry is concerned, is
applied unfairly, or other high pay-roll industries. This is 2.5 times
the tax of 351 manufacturing industries.
Senator KiNo. Will you explain, before you conclude, why there is
this discrimination or, rather, how it arises, this disparity?
Mr. WiLsoN. I think that will be cleared up by the time I get
Ithrough.
Social-security taxes paid in 1938 by laundries amounted to twothirds of their total taxes. All our taxes represented by the circle
and the red lines here [indicating] represent what we pay for social
security. So it is to us becoming a very serious matter.
Profits of laundries in 1938 amounted to 0.51 percent of the sales;
laundries paid social-security taxes in 1938 amounting to 2.32 percent
of the sales, or 4.5 times the amount of our profits.
I ought to make this clear: Your first thought might be, why not
raise your selling price. Well, to speak plainly, we are between the
devil and the deep sea on that subject. If we raise our price, our
volume drops immediately because we have definitely uncontrolled
competition in the home and in the small hand laundry by Orientals.
If we raise our price to offset these increased taxes, our volume drops
immediately, and we don't get anywhere. So that on that account
we cannot collect it from the consumer, we have to take it out of what
we are already getting, and it is becoming too burdensome to stand,
and certainly it is becoming burdensome on the entire industry, and
it is a question whether the industry is going to survive very well in
the next few years if it continues in that way.
But we seriously question the ability of high pay-roll industries to
survive if the existing schedule of 'taxes is permitted to remain
unchanged.
In going throu h the country, I know the condition that exists iT
our business. I have visited many plants and talked with many
thousands of laundry owners, and f know that the condition of their
plants is becoming very alarming; in other words, they have been
consuming their depreciation set-up to pay taxes, and other new
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expenses, increased labor and all that, and when our volume goes
down, naturally our overhead goes up in proportion. So these
plants have been at a standstill, and when the time arrives when
replacements must be made, the money won't be there with which to
make it.
Unlike most industries, power laundries cannot pass such a tax on
to their customers. Our customer is our own competitor. I commented on that a few minutes ago. That is the housewife, the maid
home equipment, the Oriental. '1he minute we reach a certain level
in the charge for our service, it doesn't come in.
Now, the American Institute of Laundering, the national trade
association of our industry, recommends amending the unemployment
compensation provisions of the act, and this is the recommendation.
The CHAInMAN. Before you get to that, may I ask you if, in the
last 10 years there has been any increase in the services rendered
by laundries on the articles that'they have laundered?
Mr. WILsoN. Do you mean different kinds of services?
The CHAIRMAN. bid they increase the prices charged?
Mr. WrLSoN. No; the prices are less.
The CHAMMAN. Today?
Mr. WILSON. Yes.
The CHAIRMAN. There has been no increase then?
Mr. WILsoN. No; no increase in prices; the price is down 15 to 20
percent. We recommend applying the present 3 percent tax to the
first 30 percent of gross sales to total pay rolls, and reduce the tax
to 1 percent for any pay roll percentage in excess of 80 percent of
gross sales. This would apply to every industry.
In other words, if you had a pay roll over 80 percent, anything
over 30 percent, to reduce from 3 percent to 1 percent. I would like
to make a few figures on this paper.
Take the present weekly laundry sales in both of these cases of
$1,000. Now, then, our pay roll today is 57 percent of our total
income. So, we will take a pay roll at 57 percent, and we get $570.
Now, then, according to the recommendation we are making, we take
80 percent of the $570, which equals $17.10. Now, that is the present
tax we are paying, unemployment tax. Now, again, we wvill take
the same $1,000 and we wifI take $570-I won't write this all out.
Snator CONNALLY. You mean 8 percent, don't you, instead of 30
percent?
Mr. WILsoN. Yes; that is correct.
Now, then, we will take the same $1,000, but a 57 percent pay roll
will again be $570, and 3 percent on the first 30 percent would be
$800; 80 percent of $1,000 is $800, which would be $9. Our sales are
$1,000, and we take 3 percent on the first 30 percent of sales. Then
we take 1 percent on the 57 percent, which would be $2.70, or $11.70
against $17.10, or a difference of $5.40, or a reduction of 31 percent.
That is the recommendation that we make for high pay-roll
industries.
Senator KINa. What industries would be included in that category?
Mr. WILSON. Well, that is one thing I can't furnish you with-a
very large list. One is the coal industry, and that runs up, I think,
close to 68 percent, or something like that. I think I do have some
here, not the highest, however.
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Clay products are 39 percent; foundries are 46 percent; furniture
is 33 percent; hardware is 37 percent, machinery, not classified
elsewhere, 34 percent; printing and publishing, 35 percent. Coal
products are 68 percent, I think. I can't think of any more at the
present time.
Senator KING. I have had a number of letters, several hundred, I
think, from the lithographers, and what not. Would they come
within this classification?
Mr. WiLsoN. They come under printing, I think, as 35 percent;
that is, printing and publishing, 35 percent.
Senator KING. Your suggestion, then, applies not to your industry
alone, but to all of those that you have included in that last
statement?
Mr. WILSON. That is right, those who have a pay roll in excess of
30 percent of their total sales would be the benefactors, and that
would be quite a list, but we haven't got that list here, we haven't
really referred to it.
Senator KING. Wouldn't that be rather an uncertain and fluctuating standard to write into a law, and to apply in the ascertainment of
the taxes which will be paid, and the benefits which will be received?
Mr. WILSON. I don't know about the benefits, but I don't think it
would be cumbersome to assess it on that basis because we pay the
3 percent on a certain figure, and we know what our pay roll is. If
it is 57 percent at the present time, it is 3 percent of that 57 percent.
If we pay 3 percent and 1 percent, it is 3 percent on the $30 and 1
percent on the $27. That is how simple it would be.
The CHAIRMAN. Have you anything else to add, Mr. Wilson?
Mr. WILsoN. No; I think that is all I have. If there are any
questions I would be glad to attempt to answer them.
On behalf of the industry I wish to express our appreciation for
being able to appear here today.
Senator KIxa. Did you make a similar statement before the Ways
and Means Committee, Mr. Wilson?
Mr. WiLsoN. No, sir; our vice president, Mr. Warren, did, though.
His brief is on file.
Senator KING. Did he utilize the charts to which you have invited
our attention?
Mr. WILSON. No; he didn't have charts, he read briefs very similar
to the one that I have filed here for the record.
The CHAMMAN. Thank you very much.
Our next witness is Mr. Walter D. Fuller, representing the National Association of Manufacturers.
STATEMENT OF WALTER D. FULLER, CHAIRMAN, ECONOMIC
SECURITY COMMITTEE, NATIONAL ASSOCIATION OF MANUFAC.
TURERS, AND PRESIDENT, CURTIS PUBLISHING CO.
Mr. FurnR. I speak as a businessman speaking for a business organization. I have appeared before the Whys and Means Committee
on this same subject, and I touched on certain matters in connection
with the Social Security Act in that testimony which I shall only
touch on very briefly here, in order to conserve your time.

It seems to our association and to most businessmen that one of the
major problems that we all face is the problem of unemployment;
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the getting of people back to work. Almost everyone agrees with
that; I don't think there is any argument about it. Business makes
jobs; that
is one of the things that business has to do in society, to
make jobs, and everything ought to be done to make it just as easy
for business to make jobs as possible.
Obviously, the more business, the more jobs, and therefore anything
that can be done to stimulate business makes more jobs, such an
accomplishment is better for all of us, while anything that affects
disadvantageously the creation of work, works to the detriment of
our economy as a whole.
In that connection, of course, the whole question of taxation arises.
I am not going to go into that matter today because you gentlemen are in it, I know, all the time, but I do want to point out the
inlportance of taxation as a factor in our present business economy.
I appear before you today in my capacity as chairman of the
economic security committee of the'National Association of Manufacturers. It is my purpose to comment very briefly on certain
items in the pending legislation which were considered during the
public hearings before the House Ways and Means Committee and
to then discuss some important items in the pending bill which were
not discussed during the previous public hearings.
We believe that the bill enacted by the House of Representatives is
a distinct improvement over the present one in at least two important
respects. In the first place by freezing the old-age annuity tax
at its present level until 1943 it definitely abandons the theory that
an eventually huge reserve should be built up out of which old-age
benefits would be paid and likewise avoids an increased tax next
year which would amount on the average to an estimated 15 percent
additional tax burden on industrial taxpayers. The second distinct
improvement over the present act which appears in the House bill
is the provision limiting the unemployment compensation tax to the
first $3,000 of individual salary. This tends to bring uniformity by
putting the old-age and unemployment compensation taxes on the
same basis.
Basing our opinion on the statement of the Social Security Board
that the changes proposed in the old-age benefit structure over the
long period will cost no more than the original schedules, we feel
that such changes are a step in the right direction.
I may say, gentlemen, if you are not already aware of the fact,
that I was a member of the Social Security Advisory Board. I
signed the report of that committee, although I disagreed on certain
points, as is outlined in the actual report.
Senator VANDENBERG. You were one of the minority that favored
the freezing immediately of the pay-roll taxes?
Mr. FULnin. That is correct.
I now propose to present to this committee criticisms concerning
some provisions of the pending bill aitd definite suggestions relating
thereto which we hope will prove helpful to this committee in its
deliberations. Permit me to say, as positively as I can, that the
suggestions we make are designed to be fair to the taxpayer, to the
employee, and the public. Certainly we have no desire to reduce in
any way the existing or subsequent rights of eligible persons to either
ol -age annuities or unemployment benefits.
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Before I go on with my comments in connection with the unemployment portion of this act, I would like to say that the comments which
were made this morning by one of those who testified, with relation to
the maintenance of the present 1-percent rate for several years,
is not included in any statement which I have made here because it
was covered in my statement before the Ways and Means Committee.
I only mention it because I totally disagree with the gentleman who
made the statement. I think it is most important to business as a
whole that we should maintain the present rate during the present

days of stress. As a matter of fact, I would have covered this in the
statement which I am making today, if I had not supposed that this

change was accepted by Congress. I only mention the matter because
my reasons are outlined in the statement I made to the Ways and
Means Committee.
Senator VANDENBERG. Of course, I entirely agree with that atti-

tude I am just wondering when, in 1943, we are suddenly confronted
with a 100-percent increase in these taxes, what happens to your psychology then.
Mr. FULrLERa. I think we have to face that condition in the light
of what may happen to our business economy in the next year
or two. As a matter of fact, I am hopeful that there will be a condition which may make it possible for us to look at that situation
quite practicably when that time comes along. I don't know the
answer, I do know that the increase in 1941 might throw us back
into a business decline again.
The statement was made this morning that the amount of money
involved was small. Well, it is about $300,000,000, and $300,000,000
in this day is a very serious factor in the business picture. You have
just heard a gentleman from the laundry industry tell you something of the profits of that business. I could tell you a lot more
about other businesses if you gentlemen wanted to hear them.
Senator VANDENBERG. The rate of tax inevitably is related to the
amount of reserve which we conclude is necessary.
Mr. Fumxtn. That is right, sir, and you have very adequate reserves
at the present time to handle your needs.
Senator VANDENBEn. Do you agree with the suggestion that the
rate of reserves should be three times the maximum load in any one
year?
Mr. FULLER. I wouldn't want to answer that, Senator; I haven't
studied it. I do know this, we will have by January 1941, probably
somewhere in the neighborhood of a billion and a'half dollars reserve; in addition the annual income will probably be somewhere in
the neighborhood of half a billion dollars a year. 'The cost of
tensions in the earlier years will probably run well under that
5C0,C00,000. Under the circumstances, it seems to me foolish to
talk about an increase at a time when we have adequate reserves,
when our annual income is more than we are going to need, and
when we are in a serious depression, and perhaps just beginning
to ))I1I ourselves out of it.
Why take a chance on throwing ourselves back again when we are
in that position ? However, this is impromptu, I hadn't expected to
even talkc on the subject.
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Senator KiNo. Your contention is that increased taxes, whether
through the social security or through the operation of our revenue
laws, are deterrents to business revivals?
Mr. FULLRt. Senator, I call prove that to you backwards, forward, and around the corner, if I had time to do it. There is no
doubt about it. It is the principal reason for the present unemploymerit situation. However, that is another subject.
I direct your attention to the fact that in section 1426 the definition
of "employee" in connection with the old-age annuity tax has been
chiugd so that outside salesmen are included even though no eraplcivee relationship actually exists. This is made very clear in the
report of the Ways and Means Committee which says concerning
this particular section
In the case of salesmen, it is thought desirable to extend coverage even where
il of the usual elements of the ernployer-empiloyee relationship are wholly
lacking, and where accordingly even under the liberal application of the law,
the rourt would not ordinarily find the existence of the toaster and servant
relationship.

We believe there can be no justification for inserting in the Social
Se(irity Act a provision imposing taxes on en)lloyers with respect
to individuals in cases where it is specifically recogniized that there is
no actual relationship of employer and employee.
I would like to step oirt of my character as representing the National Association of Mallufacturers for a moment at this point, and
present myself as vice president of the National Publishers Association, because this is of very serious importance to the publishers of
this country. It is a long story and it would take too much of your
time to justify my going into it in full detail, but in the early lays
of the Social Security Act, there were many l)roblems that were
presented to the publishers of this country in connection with this
very type of definition. The matter was taken up with the board,
an1dultimately an agreement was reached as to who-were employees
and who were not. It took several years to do it. Today it is operating successfully and is satisfactory. The change which is suggested would innediately upset that whole situation once more.

It is not alone in the publishing business that that is true, but

in others; it is particularly true in the publishing business where we

have large groups of commissioned employees who work for very
small commissions. A housewife takes tw o or three subscriptions
during the year and sends them in, perhaps, around Christmas. She
gets a small return for that, l)erhaps a dollar or two a year. The
record keeping, if it were necessary to record these persons as em-

ploved would be far in excess of the value of the work done.
As far as we can tell, in a very hurried computation, there are
about 500,000 people in the United States who get some very small
income in that fashion. Probably 400,000 of them run only a few
dollars a year. It is impossible for us to go back to thos people
and find out whether they also take subscriptions for another magazine, let's say, because if they do, they are agents and not employees
On the other hand, if they take subscriptions only for one publisher,
then under this interpretation, they are employees, It is an exceedingly complex situation, one I am sure you don't want to take time
to go into, but if some arrangement could be made by which this
could be adjusted, in conference, as we have adjusted it in the past,
108S.1--3--14
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I am sure it would result in satisfaction to everyone. We have no
desire to do anything except that which is best for all concerned.
We believe the present arrangement is in that capacity.
Senator KING. I received a number of letters and telegrams this
last week protesting against this modification or this change in the
law, and two or three of the persons I know. They are employed
during the day for 6 or 7 hours. Then at night, or in the evening,
or after their dinner, they accept some sort of a commission to go
out and sell soap or sell this or that, or write insurance; they may
work I day a week, or 2 or 3 or 4 days.
Mr. FULLR.. Or a few hours once a week.

Senator KI(N. Yes; it would seem very difficult to classify them,
name them as employees and subject them to the provisions of this
act.
Mr. FULLER. That is exactly my point, sir, plus the fact that it
isn't even as much as you speak of. At times they spend only an
hour or 2 a month. It they sell something else, they automatically
become an agent. If they only sell that one thing, they are an
employee.
Senator CONNALLY. Wouldn't the test be more of the character of
the relationship, rather than whom they worked for or how many
they worked for?
Sir. FULLER. Well, the rule, as I understand it, would be: If they
worked for more than one person they would ,e an agent.
Senator CONNALLY. Suppose they are working on a commission
basis, they ought to establish a standard, if they are on a commission
basis or a salary. If they are on a commission basis, they are more
or less of an independent operator themselves.
Mr. FULLER. Yes, sir. Senator, I am sure there is no question
about this, but I would be sorry to see a rigid rule in there that
couldn't be handled flexibly by the attorneys or representatives of
the Government, because I k now it could be easily adjusted and yet,
on the other hand, if it is made rigid, we might be in a position that
would be exceedingly awkward.
Now, I will step back as the representative of the manufacturers.
There seems to be considerable sentiment in Congress for further
relief for the employer in the way of additional tax reductions as
as regards social-security taxes. Specifically, an attempt has been
made in the House bill to afford the taxpayer some relief in the
payment of his unemployment-compensation tax. While we naturally would welcome any reduction in the present unemploymentcompensation tax, nevertheless, we do not feel that a reduction
should be made in such a way as to endanger the ultimate success of the program. The amendments to section 1602 provide
two alternatives: (1) That the State tax should be an average 2.7
percent or (2) that a State could by action of its legislature make
a reduction in its unemployment tax providing it adopted certain
minimum Federal standards regarding benefit payments. In regard to. the first of these it is our feeling that we have not yet had
enough experience to know just what average rate of tax will be
necessary to finance a reasonable schedule of benefits. It would be
unfortunate, if not disastrous, to have the law require a 2.7 average,
if adequate benefits could be financed at a cost of 2 percent. On
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the other hand, if a greater amount than the 2.7 were required it
would again need the action of the legislature to increase the tax.
As to the second alternative, on the face of it it would seem that
this would provide for a reduction, which both the majority and
minority members of the House Ways and Means Committee have
estimated might amount to M50,000,000 annually in those States
which now have the required reserves. This reduction, however,
might obtain for only 1 year in view of the fact that it is based upon
experience under the present schedule of benefits. This alternative
provides a Federal standard of benefits which must be adopted by
the individual States before such tax reduction can be made. It is
our feeling that if the individual States in order to avail themselves
of this supposed tax reduction adopt the standards set out in the
bill as reported by the House, that after a very short time increased
cost certainly will result which would offset or possibly more than
offset the supposed reduction.
It is reported that the Social Security Board's own estimate of
the average increased cost of the benefits in the several States under
the Federal requirements would approximately be 20 percent. The
Board's estimates would mean between $100,000,000 and $200,000,000
additional annual cost, thus offsetting the alleged and widely advertised tax savings. Estimates made in some States indicate an
extra cost of 80 percent, rather than the Board's estimate of 20
percent. The intent of the original act was to leave the question of
benefits entirely to the States. It is our feeling that it should be
left there.
Either of these alternatives would effectually endanger the free
operation of experience rating which is definitely provided for in the
present act. At this point I would respectfully call attention to
the statement, of your committee which accompanied the original
bill referred to the floor of the Senate:
Everyone will agree that it is much better to prevent unemployment than

to compensate it,
And gentlemen again I say what I said before your committee
last spring, that the incentive principle is of vital importance in this
wholC affair, and just so far as that can be established and carried
forward the plan will be successful.
In other words, the underlying purpose of such acts is to regularize
or stabilize employment and only secondarily to pay benefits. We feel
that this can best be accomplished by giving experience rating a fair
triad. In the State which first began the payment of benefits it has
been definitely demonstrated that sound experience rating operates
to the advantage of both the employee and the employer.
Again may Isay what I know you will all agree with, that our
major problem is to get the people back to work. In my State of
Pennsylvania we have still got 900,000 people looking for jobs; it is
deplorable. I have spent much of my spare time for the last year,
in trying to help in that situation. I think I have done something,
but we have got to get people back to work, gentlemen, there is just
no question about it. It is tie fundamentally necessary thing. If we
can just get people working, so znany of our problems wil vanish;
they just won't be there if we have people holding jobs.
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In addition to the objection that such Federal standards would
result in increased cost to the various States we feel that there is an
even more fundamental reason why such standards should not be
included in the act. The Ways ana Means Committee reports that
only 22 States and the District of Columbia have had benefit-paying
experience for more than 1 complete year. On this basis alone, it is
in our estimation too early to say which of the various plans in the
different States is better.
In fact, it may well be that one standard or plan may be best for
one State and an entirely different standard or plan may be best for
and lier State. It is highly questionable whether there is sufficient
uniformity and similarity 'inthe employment, social and economic
condition, in the several 'States to justify nationally imposed standards. As a matter of fact, the intent of the original act was that
it was felt advisable to have 48 State laboratories in which to test
out these various benefit schedules in the hope that as experience was
gained that eventually several "best" formulas might be discovered
which could be applied in the various States. By setting up Federal
benefit standards this prerogative would be taken away from the
States and a long step be taken toward the ultimate federalization of
the plan. Moreover, it is our feeling that the proponents of longer
and larger benefits-who seek to turn a cushion against the shock of
unemployment into a feather bed-have lost sight of the fundamental
purpose of this legislation to provide regular jobs. So that there will
be some regard for the ultimate cost of an enhanced program, they
should continue to plead their case in their individual States, based
upon conditions and requirements in those States. If Federal stand.
ards are imposed, then the f till responsibility for the added cost must
b accepted by Congress. Any standards now adopted would be only
the beginning of an unending urge for larger and more expensive
standards. It is obvious that under either of these alternatives experience rating cannot operate freely. Any tax-saving incentive to the
employer to stabilize his employment is lost.
Gentlemen, clearly we want standards in many places, we want
standards of product, standards of method, standards of routine, but
there is one p ace we certainly wili all agree that we don't want any
standards, and that is in people's minds, and people's thinking. We
want as much independence as we can have, and one of the tremendous advantages of our American system has been the fact that we
have these 48 laboratories in which to test these things. It would
be unfortunate if we were to take away from the institution which has
given us our freedom of thought in this country, and attempt to
standardize thinking. We don't want standardization in that regard.
There has seemed- to be a fear in some quarters that the original
act was not sufficiently strict in its protection of funds against in.
solvency. In order to meet this objection we suggest that the basic
standard provided in section 1602 (b) be retained for experience
rating in a pooled fund. Experience rating of whatever type a
State desires, with its resultant tax credit, should probably be operative only if the amount in the State pooled fund as of the computation date equals not less than one and one-half times the highest
amount of compensation paid out of such fund within any one of the
preceding 10 calendar years, whichever is the greater. There is thus
eliminated any need for the 2.7-percent average limitation as pro-
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vided in the amendments contained in the House bill, page 70, lines
7 to 10.
It has been suggested that Federal standards are needed to protect the employees from State reduction of benefits. During the past
4 years, when there have been no Federal standards, States have
passed many amendments. The net effect in every State that has
come to my attmtionlhas been to liberalize the benefits. I haven't
been able to find a single one that hasn't liberalized the benefits.
There may be some, but I haven't found them. Experience thus
shows no need for Federal standards to protect.
It is obvious that if your committee accepts the suggestion made
with reference to amendment of section 1602 (b) that this would
necessarily imply the rejection of the proposal for imposition of
Federal standards contained in the Byrnes bill or any of the other
proposals in the Byrnes bill which would affect the unemploymentcompensation provisions of the Social Security Act.
Tie CHAIRMAN. Thank you.
Senator KING. Generally speaking, Mr. Fuller, you subscribe to
the report of the Advisory Council?
Mr. FULLER. With the exceptions that are taken, which are relay.
timely minor, and which I have already covered.
The CHAIRMAN. We think you did a great job on that Council.
Mr. FUlLER. Thank you, it has been a great pleasure.

Senator KINO. Is the committee defunctus officio, or are you still
alive?
Mr. FULLER,. I think it has been discharged.
The CHAIIRMAN. Mr. Raushenbush, director, employment coinpensation department, Industrial Commission of Wisconsin.
STATEMENT OP PAUL A. RAUSHENBUSH, DIRECTOR, UNEMPLOYMENT COMPENSATION DEPARTMENT, INDUSTRIAL COMMISSION
OF WISCONSIN, MADISON, WIS.
Mr.

RAUSHENBUSII.

Air. Chairman and members of the committee

I want to add my voice to those who have opposed the enactment of
the so-called Mctormack amendment.
In the first place, I need hardly remind this committee that when
'the Social Security Act was passel, this committee, the President, and
everybody concerned promised that the States would have wide lati.
tude to adopt such benefit systems and such contribution rates and
the like as they might see fit. That is all spelled out in detail in
the report that this Senate Finance Committee made on the original
Social Security Act. On that promise the States have gone ahead
and have tried to use their own best judgment. They have had a
lot of good advice from the Social Security Board, and that advice,
I think, is very much in point. Advice is one thing, gentlemen.
However, coercion is another.
I might say in that connection that the advice originally was to go
slow on enacting laws which would be too libera and which the
States could not in fact live up to. You have heard objections that
some of the laws in the field of unemployment compensation do not
now pay adequate benefits, they are too modest, they started out on
too low'a sae.
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Well, I think the primary reason for that-if it is true, and it is
ceasing to be true rather rapidly-the primary reason for that was
that the Committee on Economic Security and the Social Security
Board said: "Now put in hn adequate waiting period. Don't promise
too many weeks of benefits; whatever you do, start this program out
on a conservative basis that we can be sure to pay out on."
You will find abundant evidence of that in the publications of the
Social Security Board at the time when States were being urged to
enact laws. So the States started off conservatively. Now mind you,
gentlemen, there has been very little experience 'inthis field aside
from Wisconsin. Aside from that State there is no State that has
been paying unemployment benefits for as much as a year and a half
yet. There are about 18 States that only started this year, 1989
to pay benefits. There are 2 States which have not begun yet, and
at this stage of the game the bill H. R. 6635 proposes to completely
change the picture and say: "Now we know enough about this, and
we are satisfied that all these State laws are inadequate, or many
of them are, and we are going to impose new Federal standards;
we are going to put the Federal Government in this business, and we
are going to have Congress sitting on this in the future." If you
follow this general line or general lead, you are going to have the
whole problem of who shall'be eligible, and for how long, and all
the complicated conditions that the State legislatures are now discus.
sing, and that the advisory committees which function in many of the
States are now discussing, with labor and employers jointly sitting
down together and threshing this thing out for months.
I can speak for my own State on that, and I know many other
States follow the same or similar procedure. We have ad an
advisory committee representing employers and labor functioning for
a period of about 5 months, on our 1939 amendments. We have had
about 15 all-day meetings in which every angle of the possible amendments to our law has been taken up.
Mr. Altmeyer, who comes originally from Wisconsin and can say
unkind things about it more than he can about other States, took
occasion on Monday to tell you he didn't think much of our law.
What he didn't know was that our State senate was considering our
amendments last Friday and adjourned before taking action. They
came up Tuesday morning at 9 o'clock and went through the senate,,
by a unanimous vote, and went over to the assembly and were concurred in by unanimous vote; so that our law, I should say, has been
liberalized between 20 and 25 percent by the passage of those amendments when they become effective.
Senator KSNo. Then they were changed in accordance with Mr.
Altmeyer's ideas?
Mr. 'RAuSHENBusn.Hardly that.
Senator BnNES. What .you do mean is that the legislature had the
same opinion about the plor law as Mr. Altmeyer had?
Mr. R.'.USH:nusII. Let me say th-at the employers themselves held
the same opinion in some respects, but not universally, because some
features of the Wisconsin law will stand favorable comparison.
Senator BYRiIs. All Mr. Altmeyer said was that your legislature
said that it ought to be changed?
Mr. RAUSHENnUSH. Then he is in agreement with owr Wisconsin
Legislature; let it go at that.
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But my point is that State after State, so far as it believes that its
experience will justify, is proceeding to liberalize.
You heard Mr. Waterman, of Vermont, yesterday, who said they
had proceeded to liberalize somewhere in tile neighborhood of 40 percent, here recently, as near as they can estimate. That is the picture
as long as you leave this in the hands of the States. They have the
interest in liberalizing benefits, and I think-I don't need to tell any
member of this committee, surely-that the history of this type of
legislation over a period of years is that each successive State legislature tends to liberalize a little at least.
That is the trend, rather than moving downward. I don't believe
that anybody here need worry about the States deliberalizing their
laws; I think they are bound to liberalize them as time goes on.
As it now stands, each State has a direct responsibility to its people,
both employers and workers, not only to liberalize benefits to the
Soint where they think they safely can, but to see that the accumuation of reserves is not unreasonable, that they are not imposing premium rates or contributions or pay-roll taxes, whatever you choose
to call them, beyond what is genuinely needed.
You have left that responsibility with the States, and you will
find that State after State has provisions not required by the Social
Security Act, in the absence of any Federal standards, under which
they attempt to protect the solvency of their funds.
Sot only State agencies but State legislators and State administrations are necessarily and properly concerned with the solvency aspect,
with the liberal aspect, with the attempt to keep reserves from accumulating unduly so that you do not charge excessive contribution
rates. There is a matter of balancing those various considerations.
I think it would be sound and proper for the Congress of the
United States to say, at least in this field, although it isn't practical
in the field of old-age-retirement insurance, but in the field of unemployment compensation, where the employment occurs locally, where
the pay-roll records are kept locally, here the man lives locally,
where he becomes unemployed locally, where you can deal with the
problem of unemployment compensation, to leave that field for the
direct contact that is possible on a State scale that you will never,.
ill 1 opinion, get on a Federal scale. A Federal agency just
woul't hear from the folks back home as directly as we do. If
anything goes wrong we get it from the employers and from the
workers, and the State legislators get it directly.,
It seems to me that you might stop and think twvo or three times
before you decide that the Congress is ready to consider the standards and( the eligibility conditions and a lot of other things that are
to apply in the field of unemployment compensation. In my opinion, gentlemen, if you start on the McCormack amendment line, and
you try to put in substantive standards as to benefits, that immediately las an effect, then, on the eligibility conditions; and these
things are complicated, because any little change in one direction is
going to affect something else, andc you can really spend a lot of
time trying to figure out just what the best combination of condi.
tions is.
Furthermore, if you take that line, Senator, you aregoing to discourage the States vho now feel some responsibility and some desire
to initiate what they regard as desirable changes; you are just going
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to virtually discourage that; you are going to say, in effect, to the
States, to employers, to workers to State federations of labor, to
State associations of employers:' 'This is going to be handled by the
Congress from now on."
True, these standards don't go that far, but that is the trend involved in this bill as I see it.
Senator KING. bo you think that the States including your own,
have ben suflciently resistant, as they should be, to the encroachments of the Social Security Board itself, here in Washington, and
to the Congress of the United States?
Mr. RAUSHENnUSu. Well-

Senator KING (interposing). I think that you haven't been resistant enough.
Mr. RAuSENnUSH. Well, I am willing to accept criticism on that

score, Senator, but you have seen several of the State administrators
here at least raise the question: Do you really vant to turn this into
a straight national program, and take all the consequences that go
with that?
Do you believe in a regimented, centralized system of government
in every field, whether national action is necessary or not? I would
be the first to concede that there are many fields where the National
Government has got to act. The fact that the Social Security Act
was passed with encouragement to the enactment of State laws was
excellent, but that doesn't necessarily mean that you have got to
dictate all the details.
Senator Kto. You don't want to Hitlerize our Government and
have the Federal Government take over the States and their functions
and deprive them of their responsibilities?
Mr. RAuSHEMnusir. Not where the States can properly and efficiently
function. Now, that is a matter of different fields. I mean in some
fields the Federal Government has got to do it, and in other fields it,
clii properly and effectively be left to the States. Here, it seems to
ie,is a field where it can properly be left to the States.
Even if you made the decision that the Federal Government ought
to do more about this field of unemployment compensation, there isn't
enough experience available, it seems'to me, and to my fellow State
administrators almost unanimously as far as we have heard from them
in the brief time we have had. Action at this time would be premature and not based on adequate experience, and might properly be de-

ferred, even if the eventual decision was to federalize or nationalize
the j)rogram.

I would like to make that point in passing, that there has been
such little experience that even the estimates that are made aren't
much good as to what the effect of these standards will be. In other
words, you wouldn't know, if you passed this, what the effect would
be. Nobody in this room could tell you, as far as I know. The Chairman of the Social Security Board admitted that it was a pretty rough
estimate, and he couldn't break it down by States; and I will go on
in a moment to indicate that at least a few of the estimates that have
come from the Board, with the best of intentions and figures available, don't seem to be terribly accurate in this field, because it is so
new. And it is difficult to make calculations in it.
Let. me come to the principal idea behind the McCormack amendment as I understand it. I think it was a desire to afford some
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measurv of tax relief or reduction to employers in this field, on the
ground that maybe the balances and surpluses and reserves were buildhigI lip
undhlly
would
ike to make clear that the present act as it stands oii the
books now, the present Federal Social Security Act, and over 30 State
laws are going to take care of that )roblem 'f you leave them alone.
In other words, the
proposed amendment is not offering a new type
of tax reduction where there is no tax reduction in sight at present.
On the contrary, the proposition is really this: That instead of the
tax reduction that is already permitted under the Social Security Act
as now on the books, and that is permitted in over 30 State laws as
now on the books, to become effective within the next few years
gradually as the States feel their way along, you are going to wipe
that out' in effect or make it very much more difficult, much more
problematical and uncertain, and yiou are going to substitute for that
something else that is perhaps still more uncertaini-namely, a flat
rate-reduction plan; I mean a State-wide lowering.
Now, let me take time out gentlemen, to say that the State administrators, I think, would be ahnost unanimous -I can't speak for every
ow"of then-but I think they would be almost unanimous insaying to
this committee or to the House Ways and Means Committee, if they
had had the chance, which they didn't, that we are opposed to any
lowering of the 3-percent Federal tax against which State contributions or premiums for unemployment compensation can be offset. We
don't want that level lowered. Why not?
Because we feel that experience is much too limited, that perhaps
2.7 will be needed, and perhaps more than that might be needed, in
maybe a dozen or more States. Aside from the 13 States or so whose
experience has been pretty unfortunate in the year 1938, it may be
that there will be additional States, half a dozen or a dozen-we can't
tell yet-who, as they are liberalizing their laws will find that they
need pretty close to 2.7. In view of the fact that there may be a very
substantial group of States I think it would be very unfortunate for
Congress to try to drop tLat Federal tax rate. But Congress has
already made provision that if and when experience demonstrates, and
the State so chooses it may make reductions based on the actual experience of its individual employers in preventing unemployment, and
therefore not needing to pay so high a premium rate for unemployment protection.
Now, that is in the present law, that is the Federal law, and over
80 State laws so provi-e, and the effect of the McCormack amendment
would be to try to wipe out all of that, which, by the way, is one of the
things that sold this whole program to employers the country over.
I am speaking not as an employer representative but as a State
administrator, in good standing wit i both sides, as I have to be.
The CHAiRMAN. What do you mean by "both sides"?
Mr. RAusiiENnusH. Both sides, labor and employers, directly affected

by this legislation. I mean I try to be a public representative.
Senator Kiwa. And a good one.
Mr. RAusHErNBusH. And I happen to be chairman of our joint advisory committee, and my job is to see that they. do, if possible, after
understanding the whole thing, reach an agreement eventually which
we can take to our legislature. We have had some success. We have
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passed our bills, usually by unanimous votes. But that is just inciI say that this whole program has in part been sold to employers
because of the experience-rating features. In a great many of these
:States the laws were originally passed because even representatives of
the Social Security Board said:
Well, here is a law which permits eventual rate variation between einployers
based on their actual experience.
Not that they were urging experience rating. I wouldn't accuse
them of that for a moment. But they did say, when a State was considering this type of law, that employers would eventually be able to
look forward to rate variations based on their individual experience
and that these laws would offer some inducement and encouragement
to private industry to provide more regular employment for their
workers.
The laws were accepted on that basis, and employers have coop.
erated with their administration. I don't need to tell any Inember
of this committee that those laws would break down if the eluployers ceased to cooperate with their administration.
This type of law touches very closely the employment of workers
by industry. A certain minimum amount of reporting is necessary,
and it is something of a burden. Cooperation is essential to the administration of this type of legislation, both by employers and by
workers. A large reason why employers in many States have coop.
rated is because of the experience rating provisions, under which
they could look forward, after a period oF years and a little experience, to rate variations and a reduction, if their record justified it.
Now, if you are going to wipe that out I think you will hear a
howl from all over the country and I wouldn't blame the employers
for howling, if you break faith in that respect, by wiping out in
effect, the experience rating provisions in over 30 State laws. tou
would not wipe them out at a stroke of the pen, but you would dis.
courage them and make them very much more difficult.
Yo would remove, in large measure, whatever emphasis is now
placed on more regular employment by private industry, on a more
nearly year-round basis, of people who constitute the bulk of our
wage earners and citizens.
Now, by way of comment on the McCormack proposal, as against
a differentiated reduction based on the actual record of the individual employer in terms of stability of employment, the McCormack
proposal moves in exactly the opposite direction. I personally would
feel that it is just about as bad a type of reduction, as compared to
what we have got now, as anyone could propose. In other words
you merely take the State-wide experience, and then say, well, ii
there is any possibility that this reserve is adequate, make a flatrate reduction. And how are we going to do it? We are going to
do it by a lot of ballyhoo that if all the States acted that could possibly do it, all but five, I think, is thc basis of the calculatin, $200,000,000 to $250,000,000 might be saved. How do you get at that
estimate? You say, "Let's assume that all but five States could reach
the one and one-half times, and that they would hastily call special
sessions under pressure to get tax reductions right away by special
sessions." If tliey all acted; all 'but the five, and dropped tteir rate
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from 2.7 to a flat 2 percent for everybody, regardless of whether this
employer had a bad experience, and this employer had a good ex)erience, then perhaps there might be some such savings. Well,
those are speculative savings.
I hope the States would have sense enough not to call such special
sessions. I can say, for myself, frankly, I certainly won't recommend it; and I don't believe Wisconsin will do it, because we have
got something better, which is actually operating. We, as you know,
started a year and a half before the other States. So we have ex.
perience rating in actual operation. We have at the present time
about 2,700 employers in Wisconsin who have gotten reduced rates,
and we have also got about 600 employers who are paying more than
the standard rate because of their experience not being so good, so
that their premium went up just as it does in accident compensation.
In the other States experience rating will be coming along. There
are about four or five of them who may be in this picture in 1940.
Then there are a dozen or more of them, about 20 or so, who will be in
the picture in 1941 or 1942.
This committee might hasten that process, which seems to me to
be on the constructive side. Rather than any flat rate reduction for
a whole State, which then doesn't give an employer the advantage of
his own record at all, you could hasten State experience rating variations, and thereby reduce unnecessary collection of contributions. If
you want to hasten that in States which do not need to collect the full
amount, you can, instead of the McCormack amendment, perhaps
change, on page 70 of this bill, line 17, the words "3 consecutive
years to "2 consecutive years," which I think would not be unreason.
able, especially in view of the fact that in some States the keeping
of the necessary records has been made impossible by the inability of
the Social Security Board to provide any necessary funds for that
type of record keeping.
So that is a possible suggestion. If you do want to achieve a closer
timing, I mean a nearer timing, in the more immediate future, of
some of the experience rating provisions, let them come into operation if the State sees fit after 1 or 2 years of experience instead of 3.
The CHAIRMAN. You made a statement that no one appeared be.
fore the House Ways and Means Committee with regard to this mat.
ter, It had not been proposed had it, until the hearings closed?
Mr. RAUSHENBUS]. So i understand and I would like to raise the
question whether Massachusetts itself, from where the proposal came,
is really in favor of the McCormack amendment, with all the conditions that were then attached in the course of the executive sessions of
the Ways and Means Committee by the Social Security Board, if
one is to believe the report of the Ways and Means Commnittee. With
all those conditions attached, I question whether Massachusetts wants
tileThelrop~osal...
.
CHAIRMAN. 1We haven't time to take a Gallup 1)ol.

Mr. RAUSnINmmsm. All right, I think there is fair doubt about it.
Let me go on to a few of the specific provisions.
Senator Kixo. Generally speaking, would the provisions of the act
which you have been directing your attention to, as they are now iWi
force, meet with your approval?
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Mr. RAUSuIENBUSH. Yes; but let me say specifically that there are
some clarifying amendments and some very good changes in this bill.
I am not against the whole business by a long shot. I would say that,
on page 70 of the bill-and I think I have the same form that you have
before you, as passed by the House-if, on page 70, you strike out
section 1602 (a) (1), that is lines 7 to 10, inclusive, on page 70; that
is, I think the same proposition that Senator Johnson made this thorn.
ing-strike out lines 7 through 10. That strikes out the first subsec-

tion there, which is completely new.

That is a restriction on expert.

ence rating that is not now in the act. It is a restriction, I re-gret
to say, that the Special Committee on Unemployment and Relief "also
advocated. The effect of it would be, if you let that stand alone as a
2.7 percent weighted average requirement, that you then require instead of discourage the building up of unnecessary reserves in sone
States at least.
So that proposition, taken alone or in conjunction with anything
else seems to me thoroughly vicious and undesirable.
'Then I would skip over to page 72, and on page 72, starting at
line 10, strike out the balance of that page, strike all of page 73,
and all of page 74.
The CHAIRMAN. I hope the legislative draftsman is making notes
on those propositions so we can consider them.
Mr. RAUSIInNausn. Anticipating, Senator, even if this committee
shows its wisdom by striking these, you still have a conference coi.
mittee ahead of you. If it won't impose too much on your time, I
would like to make specific comments on the specific wording of these
provisions.
Senator KiNo. You suggest the complete elimination of this.
Mr. RAUSHENBuSa. Yes.
Senator KING. Some of us haven't had a chance to fully analyze
the e provisions which you are striking out.
Mr. RAUSHENBUSH. That is all new material, Senator, and none
of it is in the present law.
Senator KING. State in a word what the effect of this new material
would be.
Mr. RAUSHENRUSH. As to the effect of the new material, let's start
with the 2.7 weighted average requirement, which has been suggested
by several individuals here within the last day or two as a suilcient
standard unto itself. Just leave that in and you can forget-they
don't say forget all about experience rating-they say that you can
forget all about benefit standards because the effect will be that the
State will keep on collecting 2.7 on the average, whether it collects
5 percent from some employers and 1 percent from others. At any
rate, it will get 2.7 on the average, and throw that into the pot, and
if you build up your reserves high enough in the various States the
States will findsome way to hand out the money.
Now, of course, the practical effect of that is, regardless of the
whole experience of a given State, you are just going to say that you
must collect 2.7 percent on the average, whether or not you need it to
pay a reasonable and comparable benefit in your State, as compared
to other States. I mean you have got to collect 2.7 percent under that
proposition. Such a change would make the present experience
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rating provisions much more difficult, and would hold the tax yield
up instead of permitting the possibility of reduction,
Such a change would make it very uncertain for any individual
employer, whether he call
count on a reduced contribution or premium
rate under his State law. Why? Because it doesn't depend solely on
his record, but it has got to depend on the bad record of other
employers, too. Whether ie goes at the top or bottom of this shuffle,
in order to come out with a 27 average, lie cannot bank on the
certainty that his good recorder fairly good record will yield him any
recognition at all, because he doesn't know what other employers
have done. He can't safely invest in capital improvements which in
some cases are necessary, warehousing facilities, for instance, if lie
is building to stock in order to keep his men steadily employed. He
can't count on that. He just hasn't got any certainty in the picture,
and certainty is one of the tliii g he needs if he 'is
guig to make long.
range plans.
So the 2.7 average, taken alone, seems to me thoroughly objectionable.
Now, I would like to make clear at this time that I don't happen to
be one of those who believe that the rates should only go in one direction. I believe that the employer should pay a lower rate than
the standard 2.7 premium rate in the State, he should pay a lower
rate if he has a good experience and he might pay a higher rate if
he has a bad experience, letting the State adjust that as it sees fit and
within what limits it sees fit. As a matter of fact, as I think I mentioned, under our Wisconsin law the rates do go utp. There ate about
600 employers now paying more than the standard rate.
But there is no assurance in any given State that the group of employers'Who' h6fild'piay hio'r6'WillI
exiictly eqial ti6group who should
pay less. And yet what does the 2.7 average do but require, regardless
of your individual experience and your actual experience it paying
out benefits, that you just freeze that whole thing. In other words,
what that provision does is to veto any possibility of reduced average rates for employers, even where their experience and the Statewide experience would otherwise permit a reduced average yield.
I mean it would make that reduction virtually impossible, and it
would sound a death knell to the whole idea of experience rating in
this country. Perhaps not theoretically. I can see where Mr. Altmeyer can make a theoretical argument that you don't discourage
experience rating, you just say the average has got to be 2.7, and you
will have some above and some below, and theoretically you don't
discourage it. Practically, I think, it is perfectly clear from the
reaction vei hive heard here in the last couple of days, the reaction
I heard before I came down here, that if that 2.7 weighted average
requirement is passed, you have killed off experience rating just as
effectively as if you had said that there shall be none. That is for
practical purposes. I could make a theoretical argument that you
wouldn't kill it off, but I think I know better on the practical side.
So that is the effect of the 2.7 weighted average requirement. It is
new, different from anything that is in the Social Security Act now.
It is an additional standard, which would make experience rating
more difficult.
Senator KINo. It is compulsory standardization?
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Mr. HAUSHENBUSH. It would be compulsory standardization of

rates or of averages, regardless of differences in State experience.
It is putting them al into one identical category, though you yourselves, gentlemen, at one time said that there are wide variations in
the experience of the States, they may vary as much as three times
in the rate of unemployment they have.
So I think you might wisely leave that whole question to the
States to adjust under the law as it now stands.
Then when we get to pages 72 through 74, we get into these other
State standards, Here is where you are offered an alternative to this

2.7. It,
says you can have a flat-rate reduction for all the employers
of your State under the McCormack or Massachusetts plan. But
may I say right now that these other State standards are applied
not only to a State that takes a flat reduction for all its employers,
but they apply equally to every experience-rating State there is, and
there are more than 30 of them. The effect of these standards is that
you can't escape from that 2.7 weighted average unless all these other
standards are met. Otherwise you can't have a lower average yield
under an experience-rating system which does differentiate between
employers; you can't have a lower average yield, under experiencerating systems now authorized by the Federal act and by State laws;
you can't do it unless you do these things.
So these are new standards to strait jacket, the States. For all practical purposes, they are saying, "Now somebody here in Washington
knows well enough exactly what all this amounts to, and has got the
answers." Now we are not sure of that out in the States. We think
we have got a lot to learn, but we are the fellows who are doing the
actual operating of all these laws.
Senator KiNo. I may add that Wisconsin had a progressive Governor and a )rogressive government for some time, and they did
develop, and many of the States and the Federal Government ought to
be taught by some of the experiences and activities of your State.
Mr. RAUsHENBUiI. Thank you, Senator, that is very'kind of you.

We aren't always right, but we do try to go ahead sometimes.
May I say on these other State standards, the first standard is a
fund-balance requirement, one and a half times the highest amount
paid into such fund with respect to any one of the preceding 10 years,
one and one-half times the highest amount of compensation paid out,
whichever is greater. I am not reading that in ftll detail.
Let me point out a few peculiarities in that provision. If it comes
(lown to any consideration, which I hope it won't, of these specific
standards, then I would like you to be aware of one or two points.
In the first place, what would that do? Let's take-I hope the
State of Illinois isn't represented on this committee-let's take the
State of Illinois, adjoining the State of Wisconsin. I don't think
they would object to being used as an illustration.
Illinois starts paying unemployment benefits in July of this year.
They start after accumulating 31/2 years of contributions, partly
through the generosity of Congress, which gave them the 1936 tax
collections they didn't make themselves because they didn't pass this
law very promptly. Here is Illinois, with 31/,. years of accumulated
contributions and benefits not yet payable. There is nothing in that
standard, as f understand it, which would prevent the State of Illinois
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from saying, "All ri ght, we have a flat rate reduction now under this
McCorinack prol)osaI, att this time, before we have any benefit experi-

ence at all." This provision does not say that there just be a certain
amount of benefit experience.
In contrast, if you are going to bring an individual employer's rate
down, you do have certain standards. Benefits must have been payable a certain length of time. If you have a reserve law, the eml)loyer's account must equal 71/a percent of his last year's pay roll,
an 500 percent of his latest benefits in any of the last 3 years.
But under this flat-retiuction proposal, Illinois, with no benefit
experience at all, would be in a position, presumably, to go ahead and
red twiceits rate for all employers. That'is a theoretical possibility. I
d(,n't think Illinois would Iplay the game of cricket that way.
Senator CONNALLY. Cohl it. do that under the present la~v?
Mr. RAUSHENBUSJJ. NO, sir; this bill would make possible this.
flat-rate reduction scheme, with a lot of pressure for special sessions,
not only in Illinois. I took that as an extreme case, Senator-but
there are about 18 States that only began the payment of uneimployinent benefits in 1939, whereas others acted more proniptly, passed
their laws early, and began paying benefits, about 23 of them, in
January 1938. nearly a year ands half ago. The States that acted
more 1)1i1o1ptly, and met that drain in 1938, would be in a less favorable posti;in to take advantage of this one and a half times proposition, than the States which didn't pass their laws promptly. and
which postponed the start of benefit payments.
So that there are grave inequities involved in that proposition, as
I see it.
There are two other minor points I would like to make in con.
nection with that particular standard of one and a half times. The
first change seems to me, in justice to some of the far Western and
Southern -States which have a large volume of railroad employment,
the least you can do, after saying to the States that they have got
to say goodbye to the money they halve collected from railroad employers, because you have set up a national system for that one industry. The States must take that money out and pay it over to the

Railroad Retirement Board; so the least you coud do, if you were
really seriously considering any of these detailed standards, which
I hope you are not, would be to say, "We will exclude from the calculation of contributions and benefits, the amount of railroad contributions and payments to railroad workers."
Now that latter item in some States might have to be estimatedbut it is unreasonable, where 20 or 30 percent of the total receipts
of a State constituted railroad contributions, to figure one and a
half times on the basis of those contributions and those benefit paynents.
Another point is that it might be a lot simpler to take contributions paid within a year, instead of contributions paid with respect
to a year, the same idea as your present change from wages payable, to wages paid, for administrative simplicity.
Let me take the next point.
Paragraph No. 2 there, under (b), starting at line 22 on page
72. That purports, at least, to give the Social Security Board rather
wide discretion in approving various types of State provisions in,
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order to leave some little vestige of flexibility in the picture. As a
matter of fact, there are three words in there which just negative
completely any such intention, because they say, "requirements not
less favorable to such individual." It is singular; each individual
must be as favorably 'treated. That means that you -take these
standards and have no flexibility at all. That may be a typographical
error, but my information is that it is not. I would suggest that you
strike the words "to such individual" in line 24, because if there is
going to be any such imposition of standards, if you are going to
have any variation or experimentation in the States with different
administrative methods, then I am afraid the Social Security Board
will have to be given more discretion than this clause gives them.
The next point I would like to take up is standard (A), on the top
of page,.73, that whole first paragraph, Now this is one of the
most imports t in the lot, an"I will read it:
(A) The individual will be entitled to receive, within a compensation period
prescribed by State law of not more than 52 consecutive weeks, a total amount
of compensation equal to not loss than 16 times his weekly rate of compensation
for a week of total unemployment or one-third the individual's total, earnings
(with respect to which contributions were required under such State law)
during a base period prescribed by State law of not less than 52 consecutive
weeks, whichever is less.

Well 16 times, as a maximum, is not an unreasonable requirement
certainly. Most of the States meet that. I think in time probably all
of them will who can afford to. And I think it is commendable that
in this bill there is no attempt to impose a flat duration requirement
that every individual who qualifies at all must receive any given
number of weeks. You have an alternative here, which says onethird-I am coming back to that pfirticu4ar fraction in a momentbut at least you do give the States an alternative, other than barring
large numbers of people who have only limited earnings, and whom
theymnight be tempted to disqualify ehtimly, You were talking the
other day about the high hurdle that may be set up, and if a person
just gets over it he gets all the benefits there are, and if he just falls
tinder it, lie gets nothing. That is the kind of it thing we would like
to be able to avoid in the States. If there were a flat duration
requirement, that everybody who qualifies must receive, that would
be inviting the States to disqualify. The individuals who now, at
least, get some benefits are certainly, from our point of view, administratively wornh bothering with. We should not disqualify all
people who have only limited benefits coming.
Now as to that one-third proposition. That fr~ction of onethird
of the individual's total earnings in the base period of 1 year. That
is one of the most important provisions in here, it is one of the most
important provisions in any State law, that particular ratio or fraction.
It may interest you to know that the majority of State laws provided for one-sixth. I think maybe the majority still provide for
one-sixth, as against this one-third proposition. In other words, on
its face it might appear that this was doubly as liberal as the majority of State laws, a 100-percent increase. I don't know whether
these purport to be minimum benefit standards or whether the attempt is now to say, "We will raise the whole level of benefits"-I am
not sure which is intended,
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True most of the States that have a one-sixth provision take a
2-year base period, and some months ago the Social Security Board
put out some material saying that now if you shift, in order to simplify the administration of your law, from a 2-year base period, to
a 1-year period, then in order to get exactly the same results, you
must change your fraction from one-sixth to one-third.
InI other words, they did a nice piece of arithmetic for the States
and told them that that would give them the exact equivalent, and
some of us said, when we first saw that, "What do you mean, equivalent? Are you trying, under the guise of equivalence, to liberalize
this?" And they acted surprised, and I think they were surprised.
Apparently it hadn't occurred to them that there was one factor they
had forgotten. and that is that the people who exhaust their rights
every year, who are unemployed each year long enough to draw whatever rights they have got, would get just double the benefits on the
one-third for 1-year basis that they would on the one-sixth for 2
years.
In slight support, perhaps, of that statement vh'ch was spelled out
I think, in Mr. Doesburg s testimony yesterday, I would like to calf
your attention to what a student of unemployment compensation
says.
'Mr. Matscheck, in a study of "Problems and Procedures of Unemployment Compensation ii) the States," and within the last few
months, in a publication pulfished in 1939, on pages 42 -o .-1-for half
a page or so he discusses this thing this partictilar point I was just
referring to, and lie comes out with this conclusion:
Consequently, the change frota one-sixth of erntgs in an eight-quarter base

period to one-thlrd of earnngs In a 1-year base period wvoutl involve ti increased

drain on the unemployment compensation fund which might exceed Its capacity.

Skipping down, lie talks about the possible use of a fraction between
one-fourth and one-fifth of 1 year's earnings, one-fourth and one-fifth,
not one-third, not as liberal as that Whether so generous a formula is actuarially possible would seem doubtful

Well, he wrote that before this whole question come up. I think
it is entitled to a little weight; and you remember Mr. Waterman, of
Vermont, said the other day that'they figured that their change
from one-sixth to one-third-and there are a few States that have
changed, Vermont among them-that that change would probably
cost them around 46-percent increase, not double, because not everybody exhausts every year, but that would be about a 46-percent
step-up, or some such rmatter. That was my impression of the figures
I heard him give.
Senator Kino. Was there a consultation with the various States
before that change was recommended ?
Mr, RAuSHENnius. Before this simplificationSenator KING (interposing). No; from one-sixth to one-third.
Mr. RAuSHENBUSH. I don't recall whether that particular proposition was referred to us. If it was, we objected on the ground that it
wasn't so, that it was not an exact equivalent.
Now, I am not objecting to reasonable liberalization. I happen to
believe in unemployment compensation, both on the benefit side and
perhaps even more strongly on the side of encouraging steadier eta100883-89-15
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ployment. I worked my head off to get the Wisconsin law passed
originally, so I think I can fairly claim to have been in on the ground
floor of trying to push unemployment compensation in this country.
I do believe in reasonable liberalization, but let's be sure we know
what we are doing and move no faster than we can safely move, because
I would rather not increase the benefits in a whale of a hurry and
have the States go broke in a year from now. This program is going
to be with us for a long time to come.
The next standard on waiting periods-this is not an unreasonable
standard, in my opinion. I tiink it is rather desirable to shorten
waiting periods and it gets down to 2 weeks per year. I have no
personal objection to that particular standard, but let's not deceive
ourselves that that is going to be inexpensive either.
Senator Byrnes, before your committee you had a representative of
the Social Security Board make some estimates as to what the cost
of lowering waiting periods would be. I have here the hearings of
your Special Committee to Investigate Unemployment and Relief,
held early this year, and on ages 147 to 148 there is a table inserted
there by a representative of ttm Social Security Board estimating the
increased cost resulting from changes inwaiting periods. They make
a separate estimate as to the reduction to a 1-week waiting period,
which was, I believe, included in the bill that you had under consideration,
Now, mind you, that is a reduction to 1 week, not to 2; and the
estimate seems to average, for all States, about 2 percent. Just a
2-percent increase in the cost by dropping the waiting periods from
what they were, some of them having been amended in the last couple
of months. Some States have dropped to two, but I am going back to
the situation as it was when these estimates were made and the estimated increase was around an average of 2 percent; and I notice that
there isn't a single State, as far as I can see here, in which the estimate
was more than 2.9. No; here is a 8.2 figure. All right, 8.2 percent
was the top increase estimated, to drop the waiting period down to 1
week.
Now, it happens that the Social Security Board, along about the
same time--a little earlier I think-put out a social-security bulletin,
this monthly publication. I borrowed this from their library, so I
guess it is an official copy. They put out a study on the possible effect
of reducing waiting periods and they made some estimates there, and
they made some estimates which indieated a change from a 3-week
waiting period to a 2-week waiting period increased the cost for a
period of years, on the average, of about 7.6 percent.
Now, then, there were some other figures over here but the point I
am coming to is that they also say that it would be higher, relatively,
in good ears than in bad ears, if am not mistaken.
At all events, they make an estimate inthis publication as com.
pared to what they put in these hearings, which is at variance at least
a hundred percent. I was a little puzzled by that, and I thought
maybe it might be interesting to check the figures for Wisconsin,
where, after all, I have more figures available as a result of a recent
study than the Board had in making those estimates.
Senator CONNALLY. Irrespective of cost, don't you think that 2
weeks, would be preferable ?

SOCIAL, SECURITY ACT AMENDMENTS

223

Mr. RAUSHENnUSuI. I tried to say that at the beginning, Senator
Connally, that I personally believe in 2 weeks, but not by Federai
legislation.
Senator CONNALLY. Aside from the cost, don't you think that it is
well for a man that. loses his job to have a little realization of it, and
have a little time; if he goes on this unemployment right away, it
relaxes him? [Laughter.]
Mr. RAUSHENBUSH. I would say, Senator, 2 weeks is long enough3,ou know he has got to relax for another week after that, because the
third week would, be the week for which his first benefit check is pay
able, and lie can't give the evidence on that until the beginning of the
fourth week, and then it takes a day or two to get a check to him,
Senator CONNALLY. I am talking about most men; they will have
a little bit of leeway to live a short period of time, and r think it is
desirable for a fellow, from a philosophic standpoint, that lie have 2
weeks rather than 1.
Mr. RAuSHENBUSII. I am not advocating 1 week at this particular
time. I think 2 might be more reasonable, but at any event I wanted
to make clear that ti ere are some problems, of course, that when you
reduce your waiting period you may cut short your duration. You
have got to weigh (iffelent objectives against each other. This committee has got it on your doorstep if you are considering these standards. I am sorry to trouble this committee about it. You are getting
involved in the 'complications of unemployment compensation if you
go along this path.
The CHAIRMAN. I have promised two gentlemen who are going to
leave, one of them to catch a plane, that they might be heard. I
wonder if it would bother you to desist for a moment.
Mr. RAUSHENBUSH. I would be glad to, and if you are willing to
hear me further later on, I would be glad to come back.
Senator KINo. I insist that lie shall come back. fLaughter,]
The CHAIRMAN. Is General Ansell in the audience?
General Ansell, you represent the American Federation of Musicians, and I understand that you want to make a brief statement?
General ANSELL. Yes.

STATEMENT OF GEN. SAMUEL T. ANSELL, WASHINGTON, D C.,
REPRESENTING THE AMERICAN FEDERATION OF MUSICIANS
General ANsELL. Mr. Chairman and gentlemen of the committee, I
am and have been for 15 years the general counsel of the American

Federation of Musicians, "which is a labor union affiliated with the
American Federation of Labor. Its membership is about 140,000
anid consists of all or very nearly all American musicians who get
their living by playing commercial music. Now, that is music for
hotels, cafes, clubs' radio, and like entertainment.
All the members of this organization must be American citizens
or must have taken out their -first papers, and only a few members
now are of this latter class.

rhese musicians are covered by the Social Security Act, that is by
its letter. They wish to remain covered because this committee and
everybody knows the attitude of labor, certainly the American Federation of Labor, upon social security, and the president of that

224

SOCIAL SECURITY ACT AMENDMENTS

organization that I represent was upon the advisory committee of
Mr. Green.
But the musicians are really, as I see it, worse off than if they had
been exempted. They are denied the benefits of employees. Worse
than that, they are made in large numbers to pay taxes as employers.
The purpose of the act, as it applies to musicians, is really turned
upside down. As to unemployment compensation, they have suffered terribly by reason principally, however, of the transient or
multi-State ci iaracter of their employment and, of course, by reason
of casual labor exemptions or exemptions of like character they are
performing very much casual labor.
And musicians who are taxed as employers are burdened with such
taxes, but musicians classified as employees really got short shrift as
to benefits.
Now, as to these matters just mentioned, they are inherent in the
existing structure of the act, and the present is rewarded as an inopportune time for a discussion of them, but I need only say that we
have about 38,000 musicians engaged in traveling orchestras, in multi.
State employment. We have many thousands more who may play
part time in multi-State engagements.
The orchestras don't play in any one State long enough to amass
enough credits to receive any benefits. If musicians' unemployment
had been no worse, and we think we know it was much worse, than
that obtaining in general among those covered by the act, 14 300
should have received unemployment compensation last year, and as
a matter of fact only about 1,660 did receive benefits. In any typical
3-week period during the year, there were about 22,000 musicians
totally unemployed for the entire period.
Now, gentlemen, the employer-employee relationship is the very basis
of this act. Upon its correct determination, as to who is employer and
who is employee, depends on who pays the employers' taxes, and who
receives the benefits. Congress, in the act, has used the terms "employer," "employee," and "employment," and administrative agencies
have proceeded to inject into the employer-employee relations iip the
concept of independent contractor standing between the employee
and lie who otherwise would have been the employer.
In the very beginning the Bureau of Internal Revenue did a
Corrigan. It held, ex parte of course in the case of orchestras playing ina hotel, that the leaders were tie employers of the men in tm
orchestra, not the hotels. When apprised of this, the union-I mean
the Federation-fought this ruling which we then regarded, and now
know to be absurd.
After long reconsideration the Bureau turned back but it went
only a part of the way back. It then held, first, that in case of
ordinary orchestras--it called them "nonname" orchestras-the employing establishments, called the purchasers of the music, were the
employers, but that in the case of "name" orchestras, the leaders and
pot the purchasers of the music were the employers of the other men
in the orchestra.
The Bureau admitted the great difficulty of distinguishing between
name and nomame orchestras, but nevertheless it insisted upon the
concept which it took, and undertook to put what we regard as the
impossible distinction into practical execution.
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The American Federation of Musicians is a labor union. Like
other labor unions it has no employers, it recognizes no status of
employer, it recognizes only this, the status of the employee.
The union makes no distinction whatever between name and nonname bands. It knows of no such distinction, and it is the opinion
of the union, as it is mine, that no such distinction can be made either
in fact or in law.
Certain it is that if such a distinction ever becomes firmly established in the law, this union will be destroyed, and such economic
security as the union has obtained for its members over a period
now of more than 50 years, will be converted into chaos and disaster.
Now, gentlemen of the committee, the Bureau ruling does not
employ the term "independent contractor" in its ruling, but the
ruling nevertheless is to the effect that the leader of a name orchestra
is an independent contractor. Th, Bureau probably meant those
better-known orchestras, identified in the public mind at least with
a relative degree of stability, relative fixedness of personnel, and of
such actual standing that the Bureau presumed that the purchaser
would, in practice, hardly deign to exercise over the orchestras the
right of control that he might actually and legally does possess.
hut the constitution and bylaws of this union do not recognize
these certain and ephemeral distinctions,. All orchestras are
treated alike, all are subject to the same union laws, all are required
to make the same kind of contracts with the purchasers who employ
them.
Such elements of distinction as the Bureau had in mind as a matter
of fact are not substantial enough to create or suggest to the union
any union distinction, because, according to the long-existing union
law, any musician may be a leader; he may lead for a thousand
performances, or only one; he may be a leader one night and back
in the ranks of the orchestra the next. A leader is simply necessary
as a foreman of any group or crew; lie is but a musician.
Even if the uncertain law of independent contractor-I wish to
stress "uncertain law of independent contractor"--has any place in
social-security legislation at all, none of the myriad conflicting and
unsatisfactory judicial tests can place that concept in the field of
music. The Bureau's ruling strains to grasp some conception of an
independent contractor's place in the field of musical employment,
and strains even harder to select as applicable some of the uncertain,
varying, constantly fluctuating judicial tests, but it only succeeded in
confusig a situation which, to the common-sense mind, would seem
to be as clear as daylight, that the purchaser of the music is the employer of the performing musicians.
Now, the Bureau, as f-said, did not use the term "independent contractor," but used the term "name band," synonymously, and that
was a distinction that was extremely unfortunate, indeed, to us;
indeed, it is disastrous. Nearly all orchestras have names for purposes of business identification or perhaps personal pride.
Now, revenue agents and collectors in the field know what a name
is, of course, but they do not know anything about the law of independent contractors, Consequently, our leaders are, as a matter of
fact, held and continually harassed and try to fight themselves free
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of Government fetters imposed by the collectors and these field
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The law of independent contractor was, as every lawyer refieshing
his memory knows a judicial creation in the field of tort and it is of
rather modern origin. It was, I think, never heard of until the English
case of Loughen against Pointer in 1826. It was made, as we all know,
to place the guilt for a tortious act upon him who was really responsible
for it by reason of his immediate control of the servant who committed
the tort; that is, upon the one who in all conscience and justice should
be made to answer in damages. And it has never been, to my knowled ge, extended beyond the field of tort.
Now, I have tried to hammer home this point, but I confess to the
gentlemen of this committee, so far without much success. I observe,
as I understand the report, that the Ways and Means Committee in
effect in its report cautions against the injection of this tort principle
into the master-servant status of the Social Security Act. I regret that
the committee of the lower House failed to carry. through even this
timid suggestion and, sadly enough, the bill carries no construction
clause.
Senator KING. It wasn't even an admonition; is that what you
contend ?
General ANsms,. It was a timid admonition.
Now, I say it was a mistake for the Bureau of Internal Revenue to
erect the independent contractor between the actual common-sense purchaser of the music and the musicians, including the leader, performing for that purchaser's benefit. It should have gone all the way in the
right direction. After holding that the purchaser was the employer,
reversing its first view, it should have stopped and not added that the
purchaser was the employer up to the point where lie could shift his
burden to an imaginary independent contractor.
Two orchestras performing for the same entertainment place, the
same purchaser, the same hotel, for the same purpose, and in one cse
the purchaser is the employer of the leader, and all the men in the
orchestra, and in the other case the leader of the orchestra is the
employer of the men in the orchestra, and, of course, is not himself an
employee but an independent contractor.
Isay it is my view, expressed with all deference, that it is a difficult matter to construe and to exccpte an act of this kind, and we all
know it, but I say common sense concurs with legal principles in saying that there is no rational ground for such an attempted distinction.
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The mechanics of the act that are before you now, gentlemen, it
seems to me are rather disconcertingly artful, more so tlan the substance which seem to require.
Senator Ko. You mean the whole bill or just this particular
subject?
General ANSFLL. I will have to confine myself to this particular
subject, ti master and servant relationship. I myself wish to submit to this committee, and pray with all deference respectful consi(leration of it, an amendment which in my o )inion simple justice
requires to be placed in this act, and that anenhment is this:
That any person who for reinuneratimi plays instrumenlal music or otherwise
performs in or mi4tii an orchestra or other group of musicians, including the
leader thereof, shall be deemed the employee of the purchaser as such term is
used l the ruling of the Conunissioner of Internal Revenue dated August 31,
1937.

On behalf of the president and executive council of the American
Federation of Musicians, who are engaged in a convention at Kansas
City, whither I o now, and who can't be here, I desire to thank the
conmmittee, and for myself I desire to thank the committee for their
courtesy and especially the chairman in letting me come on while
another gentleman was being heard, and I thank the other gentleman
for his courtesy in giving way to me.
The CHAIRMAN. Thank you very much, General.
Mr. Hutzler, of Baltimore, chairman, social security committee,
American Retail Federation.
I e
STATEMENT OF ALBERT D. HUTZLER, BALTIMORE, MD., CHAIRMAN, SOCIAL SECURITY COMMITTEE, AMERICAN RETAIL
FEDERATION
Mr. HUTZLER. I am here individually because the American Retail
Federation has a unanimous-consent rule, and although the committee met, we hadn't a chance to get out a questionnaire between the
tune the committee met and this-hearing.
I am going to make this very brief. The committee-and I am
representing my own views which are in consonance with the individual members of the committee-wishes to -approve these features
of the amendment:
1. The beginning of old-age benefit payments in January 1940.
2. The retention of 1 percent old-age insurance tax through 1942.
3. The provision which limits the unemployment-compensation tax
to the first $3,000 of individual wages.
4. The elimination of soie of the unem ployient-comnpe(sation
tax penalties, which bore pretty heavily on some' of our members.
Now, the one thing that we are opposed to is the proposed State
standards as a condition for experience rates, the t-hing that Mr.
Raushienbush was talking about, and lie is talking about that at such
great length that I (10 not want to go into anything except the
reason for it.
The CHAW3IAN, Generally you approve his views?
Mr. IIUTZLEI, On that particular feature, yes; and, as you know,
I appeared before this committee some years ago, when the original
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act was in, and approved of unemployment insurance and approved
the experience rating, and I think the reason for that is very evident.
We approve of both experience rating and unemployment insurance because it will keep a level of purchasing power. We are not
anxious to just pay a man who is unemployed some money; we are
anxious to get the employers of the country interested in stabilizing
employment.
Now, the minute you put into effect provisions, as Mr. Raushenbush
has shown, which prevent the States fiom electing merit rating, then
at once you take away from the individual employer the financial incentive, and that is, I am sorry to say, often the biggest incentive,
to stabilize employment.
Now, we are not interested only for what benefits we might get
from stabilizing our own employmr;ent, but we have an interest along
with the rest of the country in trying to stabilize purchasing 1)ower
and not have big years one year and small years another. We believe that if you put a financial incentive onto the employer to stabilize employment, you have given a big help to the iv tole econoray
of the country over a long period.
Now, it is remarkable what can be done in those directions.
I was comparing the other day, with someone in a Milwaukee
store, and there in Wisconsin they have. experience rating longer
than anyone, and the effects of it are already being felt. We in Baltimore thought we had a very well-run establishment, but under this
financial incentive they have discovered methods of stabilizing emiployment that we never thought of. We are going to try to put
them into effect, because we hope to get merit rating for our establishments some day. Now don t let us just throw that right out of
the window by putting in minimum standards which are so high that
no State will elect them.
The whole question of minimum standards of payment (under the
different standards in every State) ought to be investigated, as vell
as the whole question of merit rating. This investigation should not
only be from an administrative standpoint. I know the administrative question is a difficult one, but if we want to get that object
of stabilized employment, we must overcome these difticulties. We
should get a committee within the next year to do just, a little study
of this project (a committee with not only administrative, but labor
and employer representatives on it) and make a very thorough detailed study of it. If we get the better leaders throughout. the country on this committee, I think we could do a real constructive job for
the country as a whole, because what we really want and need is
stabilization of employment.
Thank you very much for giving me the opportunity of coming
here.
The CHAIRMAN. Mr. Raushenbush, will you continue?
STATEMENT OF PAUL A. RAUSHENBUSH-Resumed
Mr. RAUSHENBUSH. I was speaking on the difficulty of estimating
the costs of changing waitin periods. Now I realize that the two
figures I quoted from two different sources, from Social Security
Board staff members, are not 100percent comparable, but yet I think
it is very difficult to explain a 100-percent variation, and I was saying
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that in order to check these figures we made a little special study in
Wisconsin. Our figures, on the basis not of theoretical estimates, but
an actual count of waiting period weeks by individuals and the like,
indicated that the seven-and-a-fraction-percent estimate was about
half of what we figured it to be.
S 0you have got quite a variation there, from the lowest figure
which was used before the Special Committee on Unemployment and
Relief, taking that as 100 percent, with another estimate of the Board
about 200 percent, and our own estimate for Wisconsin about 400
percent. So that is a pretty wide range.
It indicates that there are some difficulties in making estimates as to
what these standards would really amount to, when actually applied
to specific State laws, and I mention it merely for that reason. I am
not blaming the Board at all. I am sure they did the best they could,
but the figures aren't available to make adequate estimates as to these
various standards at this early stage of the game.
I was speaking to specific standards on page 73 of the bill as passed
by the House, and I want to skip over now from the waiting period,
w;hfch I have just briefly touched on, to the proposition that weekly
rates of com sensation in the various State laws should be related to
full-time wee ly earnings, or in the alternative--and this was a provision put in on the House floor-be based on some fractional part of
an individual's total earnings with respect to which contributions
were required under such State law during that calendar quarter
within such period in which such earnings were highest. Well, I
have two observations to make about that suggested full-time
standard.
In the first place, we tried it out ourselves for 2 years, a lot of the
other States have tried out something along the full-time weekly
earnings idea. Some of them have had, fortunately, an alternative
escape to a fraction of a high quarter or the like. I think they are
pretty nearly unanimous with perhaps one or two exceptions. I
think almost all State administrators would say that the full-time
weekly earnings standard, however theoretically perfect and ideal
it may be, is unworkable, and that no such standard ought to be
written in, even if Congress decided it wanted to write in a standard
of some sort.
I think you might reasonably say, instead of that, if you do get
down to any standards at all, weekly earnings as defined by the State
law, and then quit there, instead of saying "full-time weekly earnings." Nor is this fractional part of a high quarter an entirely satisfactory alternative. I might just note that this fractional part is
by no means defined, but is left to the Social Security Board's discretion. Much though I admire members of the Board, and many
of its staff, I think that is pretty wide discretion to give them over
State laws, by saying, "You roll your own fraction, and if you
change your, mind from one year to the next, then that is it, and all
the State laws must conform."1
The use of a high quarter in itself doesn't appeal to me as being the
last word in this field. There are some States that are now using a
fraction of the year's earnings. I personally don't favor that, and
yet I wouldn't deny to the States that have already got it in their
laws the possibility of experiment with it. In Wisconsin we use still
a different basis. We realize that if you take any fraction of a high
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quarter earnings, whether that is fair and equitable depends on
whether the man's. peak earnings did happen to fall, all within a
calendar quarter, and ybu have to use.the calendar quarter. Not all
industry conforms to calendar quarters. Their season may spread
over the middle of two calendar' quarters, and then you have only
got 6 weeks in one and 7 or 8 weeks in theother, knd you divide by a
fraction that assumes it is 141 or '/io or something, and you get wide
variations as to individual cases.
We think a man's earnings, divided by his workweeks, is a better
standard than that. I think that some further experience along these
various different and possible lines that'the States are now following,
might well be permitted, and that any suggestion of full-time weekly
earnings, or such fractional part of a high quarter as the Board
thinks is all right, isn't a very satisfactory standard.
It certainly doesn't permit State experimentation, and it leaves
awfully wide discretion as to what that fraction ought to be in order
toproduce a reasonable approximation of full-time weekly earnings.
Senator KING. Your conclusion is that these matters with respect
to standards are for the States to determine?
Mr. RAUSHENBUSH. Exactly.
Senator KING. What would suit one case would be unsuitable by
reason of many conditions in another?
Mr. RArSnNBUSH. Precisely.
Senator KING. One State is an agricultural State one a mining
State, and one a manufacturing State, and there are different factors
to be considered?
Mr. RAUSnENnUSH. Yes; but even in addition to that, and apart
from that, I would say that the different States are trying out somewhat different approaches, different ways of getting at the same
thing. Nobody knows which is the best; but if and when experience
demonstrates that one is better, then I say it might be the proper
function of the Social Security Board, if the States don't do it among
themselves, to persuade the various States here is experience demonstrating that this would be a good standard, why don't you consider it
in your State? They have got some very persuasive salesmen, and I
think their salesmanship perhaps ought to get a little better workout,
rather than saying, "You must." They don't usually use their control over grants as an argument, but lots of States are very much
aware of it, and I think education is better than just putting your
foot down and saying, "You must."
, There is a difficulty here in connection with this proposed minimum
weekly benefit rate, $5 per week if such full-time weekly earnings are
$10 or less. Now it has already been called to your attention that
that means that you pay $5 even where the person normally earns
three or four dollars, and I think that is at least of questionable wisdom, as a universal, country-wide requirement.
Oh I know that none of fhese standards are required of any State,
they can all ignore them and just collect 2.7, but that is not a satisfactory answer either. For practical purposes these standards would
apply to a great many States, and I question a $5 minimum regardless of the earnings of the individual, and I give you one specific
illustration for questioning that.
Aside from the States Which have rather low wage rates as
compared to this $5, which would be bothered by it, and Ithink there
are quite a number of those, aside from that every State, even those
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with higher wage levels, have a great many thousands of people who
work part time in stores, say on Saturdays, so-called part-time
extras. I think there is a fair question, under the language of this
bill, as it stands, whether they could be disqualified from eligibility
for partial unemployment benefits or total, because it is otherwise
eligible individuals who have wages or earnings of $10 or less. There
is at least a question as to how that fits in with eligibility and partial
unemploynment.
On the partial unemployment, of course, we have always been for
it in Wisconsin, most of the States have got it, but New York, for
three successive legislatures, has postponed the enactment of it, one
time because they thought it might 'bankrupt their fund. I don't
think it would, but they after all, know better than I do as to what
their conditions are, and I would hesitate to prescribe; and I think
they;will eventually come to it,
even without any Federal compulsion.
So that I say there are things about these particular standards,
if you are going to enact any standards at all, that ought to be gone
over very carefully, indeed, to make sure you are not imposing
standards that are'prohibitive or administratively unworkable.
But I urge you again, to make my position clear, that you delete
the whole business and leave the law the way it stands in respect
to State and Federal standards and relationships and experience
rating.
I want to come back again to the 2.7 suggestion. I think that is
just as vicious as anything, and I want to conclude by two things.
One, I want to read you just one letter from a Wisconsin employer
to give you a little idea. Of course, most of the States haven't gotten
,dona this far, but they are just moving toward the date when they
can blild out a variation in contribution or premium rates as an
inducement to employers.
Just to give you one employer's letter, recently written to an
einployer member of our advisory committee who showed it to me,
and I cottoned on to it long enough to at least give you some of

these figures and comments.
The letter is from Cudahy Bros. Co., Cudahy, Wis., and is dated
June 12, 1939.
I will skip the first paragraph which is irrelevant.
The percentages of lay-offs to the average number of employees for 192
through the first 5 months of 1039 are as follows:
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All right, for quite a long period of years, the happen to have
records, and they give the figures year by year. I am not going to
cover them all, but I will comment on several of them.
In 1926 they had an average number of employees of 1,032, and
they had a total lay-off within that year of 918, or a percentage of
lay-0ffs compared to average number of employees of 88.95 percent.
that way,
quite along,
that bad.
In 1928
Well,
it went of
along
lay-offs,
and itnotvaried
in 1931
and they
1932
had
49 percent
they had a smaller number of employees but about the same per.
centage of lay-offs. We come along to tile first 6 months of 1936.
They split that year for us, happily. Their figures permit them to
do so.
The first 6 months of 1936 they had 1,009 on the average, employees, and 261 lay-offs for a percentage of 25.87. Now, at that
phit, on July 1, 1936, Wisconsin started to pay uneniployient
benefits, and tie experience rating of this employer was going to be
involved in his future operations and conduct. 'Well, at that point
he has this kind of a record for the last 6 months of 1936. He has
about 100 more employees, an average of 1,135 during the last 6
months, and lie has one lay-off, as compared to 261 the first 6
months, and he comes out with a lay-off percentage of less than 1
percent.
It hasn't stayed quite that low. For 1937, 1938 and 5 months of
1939 the lay-off percentage was 4.84 and 11.56 and 2.51 percent. At
anySenator
rate a very substantially improved picture.
KI,-o. The word "lay-off" connotes an indefinite period?
Mr. RAUSHENnUS1. Probably" for some period of time, they don't
explain what they mean by that.
Senator KiNG. It might be a week or 2 weeks or a month?
Mr. RAUSHENBUSI. It might be a short or a long lay-off.
They note that benefits became payable July 1, 1936, because they
realized that anybody who looked at these figures would be struck
by them. They go on to say:
We believe these figures speak for themselves as to whether or net the Wis-

consin merit rating plan has played a large part in the regularizing of eia.

ployment i our plant. When the Wisconsin law went into effect, we thought
it impossible to stabilize employment in the packing industry due to its
seasonal nature.
The figures above Indicate what can be clne and the nierIt-ratiag system
under the Wisconsin unemployment compensation law deserves all the credit.
Not every eml)loyer can furnish that type of figures. We don't
begin to have figures, but we have got here, if you care to have
them for the record, selected excerpts on this l)arti'cular point, from
a couple of dozen employers, again written to an employer member
of our advisory committee.
I wouldn't attempt to read those all to you, but they all tell about
the same story, the various efforts they have made in view of the
experience rating provisions of the law.
By the way, a previous witness talked about the laundry industry. Some employers who have gotten reduced rates In Wisconsin under our experience rating system, laundries where they
have in fact provided steady employment, and the experience rating
provisions of the State laws should presumably give them some
recognition.
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On the other hand, if they have got larger numbers employed,
which is what they mean by high pay roll, and they really need
lots of people to do their services, then there has got to be some profection for those whether under old age or unemployment compensation. But if, they have a steady record of employment then they
are apt to get in tue experience rating States, a recognition of that
in terms of reduced State premium or contribution rates.
I merely wanted to add to that testimony, and I cannot urge you
too strongly that you do not discourage the emphasis that State laws
are now able to give to steadier employment by a direct monetary
inducement to private industry to employ their people more steadily
and therefore by creating less unemployment benefit costs permitting a reduced contribution rate in those cases. I would like to file
these letters,

The

CHAIRMAN.

They may be filed with the committee.

(The letters are as follows:)
EXPERIENCE RATING EN(OURAORS STADCiR EMPLOYMENT

(Excerpts from April 19D letters by Wisconsin employers]
Tile Falk Corporation (heavy machinery), 'Milwaukee, Wis., by lIarold S. Falk,
vice prcsident-works manager:
"Sinee 1936, the Falk Corporation has inaugurated a complete plalnig and
production department for the purpose of securing better production control
ad for tile eillkntlou, as 11111(1t
as possible, of oiinual peaks amid valleys in
(all. 110p enployllIent. Quite naturally, one of the primary incentives was the
reilletioll of un1ein1ployailellt compensation

Insurance costs,

All of our enpiloy-

ment activities have been centralized with a view to liMtting excessive hiring
and iay-offs,
"I)nrlng tile ealy part of 1)3s, a lniber of employees were transferred from
departments explrclcng slack working conditions to departlients where work
was available. As a result, we Iave developed t squad of workers who can be
trlllsferred from (11e (1ep)artIleit to another, thus reducing UtlIltlployillllt to

11 appreciable degree.
"Our foremen have been given considerable training in the proper methods
of spreading work and hours, with the result that when reduced business forces
us to work short hours, the distribution is made it) an equitable manner. The
existence of a pooled fund in Wisconsin would nullify all of our previous efforts
because the incentive to stabilize employment conditions would be removed,
"We feel that perhaps by iiext year, grating tiht business conditions are not
tool niflvorable, we will be able to reduce our contributions to 1 pwreent, ind
In that maner benefit front our previous stabilization efforts,"
Tlue Tuttle Press Co,, Appleton, Wis. :
"Ever sincethis law has been in effect. we have been changing our policies
fnd bending our best efforts to stabilize emiploymIent and keep our laant runnluig as steadily as possible; and as a result of th1em efforts and expenditure of
liontey, we have accomplished a fair result.
"This company is iii a highly seasonable business, We manufacture tissues,
hollypapers, and gift wrappings for thie Christmas holiday trade. One cialu
readily uinderstand that there is no sale ordinarily for our product of t1is
nature for the ftst 9 nhinths at least of a year. Heretofore our Christlnus
orders would begin to come in along in August and September, atid upon
receipt of those orders we would begin to produce, which ineant that we woilid
1)nt oi1a lot of extra help for 3 or 4 months.
"Since tills law has been it effect our entire proflam has been clunged.
We now start producing Christmas papers as early as January 2. Our press11n are uImy steadily from January 2 oil, instead of being laid off for 0 weeks
to 2 months and then In the fall of the year working 10 and 12 hours a day as
was formerly the case. In order to accomplish this it has been necessary for
Us to rent two additional warehouses, which we use for our Inventory; and,
by the same token, It iieans a large expenditure of money to build up these
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inventories in anticipation of the Christmas trade. The benefits to us, however, have been better relations Insofar as our skilled workmen have had
steadier operation and all of our employees are naturally much better satisfied,
"This has, in turn, given us a very much better experience rating. We have
been able to reach the 7 percent this year and feel well rewarded. However,
if the experience or merit ratings were dropped, there would certainly be Mo
Incentive for us to carry these inventories and rent additional warehouses to
carry our stock.
Truesdelt Fur Coat Co., Inc., Berlin, Wis., by C. W. Smith, president:
"We have a very seasonable business. It starts in May, rises to a peak in
August, and tapers to December 1. December to April Is practically blank as
far as the factory employees are concerned. However, with the exception of
a few of the women, we have made work for them. In the case of the men,
they have been employed 44 hours per week. This is how it was done:
"We started a mink ranch, and have been table to take the aweninto this
work from December to March. We can get short-time help, perfectly able to
do this common labor at a much lower wage, but by using the regular factory
employees, they have not drawn from the unemployment fund.
"Pool the fund and there would be no incentive to keep our people employed
during the slack period. If we are to pay a fixed rate regardless, we might
as well go on the policy of letting them get all that they can from the fund, as
it would make no difference to us, and It is our belief that t' L.attitude would
be general and the fund would stagger under the load."
C. Starkweather & Son, Inc., Beaver Dam, Wis., by 0. A- Starkwenther,
president:
"We operate a retail lumber and fuel yard and in the last few years have
put In a contracting department for the building of complete homes and barns,
which necessitates the employing of approximately 50 men.
"Of course, contract work is seasonable and spasmodic. We have attempted
to provide regular work for the employees by planning our contracts and their
expiration dates, thus spreading the work over as long a period as possible
without the necessity of employing additional men.
"During the winter 1037 we took on the construction of milk houses for
Kraft-Phenix Cheese under Chicago inspection. Most of this work could be
done under cover, building them in sections and erecting them on the building
site, This method of procedure was costly and we realized little or no profit,
but we felt that it would' enable us to keep our fund tipso that we eight
obtain a better experience rating.
"had it not been for the provision of the law which provides for the reduction of a rate based on this experience rating, we would have lidd the minr' off,
turned down the contract, and let our fund become depleted. Of course, you
realize that with from 20 to 25 carpenters unemployed over a 3- to 4-month
period, it wouldn't take very long."
Oscar Mayer & Co. (meat packing), Madison, Wis., by A, C. Bolz, vice
president:
"We believe these experience-rating provisions constitute time most constructive features of the law, holding forth for the employer tle greatest of
Incentives for eliminating lay-offs and unemployment-that of a reduction In
tax on his annual pay roll from 2.7 to 0 percent, holding forth for the employee
in turn the maximum expectancy of realizing one of his greatest desires-that
of Job security and continued employment (far more satisfactory than any
unemployment compensation), and hence in tarn holding forth a real promise
for sound economic and social stability-a thing so frequently lacking In similar
legislation of the past few years,
"Although our Industry is definitely seasonal due to its imnediate dependency
on agriculture as a source of supply for raw materials, we are making every
effort to level Qur annual work curve and maintain continual employment of
our force.
"We have expanded and are continuing to expand those phases of our business
which will increase plant operations during our normally slack periods. This
expansion has not only furnished more steady employment for our older employees but has required the hiring of additional new help as well,
"We have also undertaken a program of educating and training our foremen
and supervisors to the desirability of maintaining continuous work for our
employees, This has brought about better planning of work, better cooperation
between departments in transferring help, and as a result more steady work for
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employees. This program has also given employees an opportunity to learn
other Jobs, to become more flexible in occupational ability, and hence more
valuable to us.

"As a result of this program not only are more of our employees being given
steady and continuous employment each year but labor turn-over has been
reduced. We also know that our program has helped in reducing labor costs
and that our general employees' morale has improved appreciably."
The Van Brunt Manufacturing Co, (agricultural implements), Horicon, Wis.,
by F. H. Clausen, president:
"This company has endeavored from the first to take full advantage of this
part of the Wisconsin compensation law. Ili the employment of men we have
given full consideration to the possibility of making that employment regular
and avoiding lay-offs.
"For nearly 2 years we were. able to do this without incurring liability and
only a pronounced falling off in demand for our product overcame our efforts
iII that direction.

"We have adopted the following means to promote continuity:
"1,Do not hire men when there is little likelihood of continuing them on the
pay roll indefinitely.
"2.Reduce the peaks and valleys of operation by building for stock and storage in warehouse during periods of least demand.
"3, In the selection of new employees try to get the kind of men who will
be able to take up work in different departments.
"4. Continue our efforts to round out our line of goods to promote sales in
different seasons of the year.
"Based on tile above program we are satisfied that we have made substantial
progress and that the existence of the experience rating provision in the Wisconsin law has been one of the principal incentives."
Neenah Foundry Co,, Neenah, Wis.:
"We are most pleased to state that tile provisions of the experience rating
have greatly benefited our employees. Since this company has become liable
for benefits undee the law, we have had only one case where benefit payments
were made to an employee and this only due to a misunderstanding, However,
the above was brought about due to careful placements of the employees to
the various divisions in the plant; and after their work uwas completed for the
current week rather than loy them o.T work was found for them in another
department.
"By placing these employees in the various departments It gave them a full
week's pay check rather than the amount of what their benefit check would
have been.
"From the above you will clearly determine that it has been to our best'
advantage to have experience ratings because we have stabilized our employnient and have not had a single case of lay-offs. We believe that it is only
through a medium of the experience rating that an employer can honestly be
compensated for his effort in trying to stabilize employment.
"During the years of 1937 and 1938 we had numerous occasions to lay off
workers due to lack of work, but instead have kept them on our pay roll for a
longer period until such time as they could be permanently placed as an employee.
"There is no possible incentive in doing this except for the fact it will have
an effect on our experience rating,"
The Whiting-Plover Paper Co., Stevens Point, Wis., by J. H. Miller, general
manager:
"We have arranged to plan our production much more carefully than ever
before in order to make employment more regular, and we have very definitely
succeeded in accomplishing this. ,
"Furthermore, there have been several occasions during both 1937 and 1988
where we have kept employees at work on, special jobs which were not entirely
necessary rather than mar our record. Many of our employees, both Informally and at committee meetings, have commented favorably upon the greater
regularity we have achieved,"
Thilmany Pulp & Paper Co., Kaukauna, Wis., by Karl E. Stansbury, president:
"* * * In order to conserve reserve funds and decrease the rate of contribution, it is our practice to arrange for transfer of employees between departments with the end in view of reducing lay-offi to a minimum. In this
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way we have been able to schedule many jobs so that surplus employees can
be utilized In slack periods to equalize unemployment.
"This policy has resulted in keeping employees on the pay roll during 1938
and thus far Ill 1939, who otherwise would have been laid off."
Malleable Iron Range Co., Beaver Dam, Wis., by 11. T. Burrow, president:
"Although business was none too good during 1838, we did not lay off a nuan
or a woman in our entire organization during the year, and all of them were
given 3 days or more of work per week for at least 49 weeks during the year.
"It was not an easy matter to carry out this program and It would have been
much more convenient to have laid off soei of our cnutloyeas or to have worked
fewer days some weeks or to have shut down entirely for some weeks duillg
the year.
"The busy season in our different lines varies snmewiat and, therefore, we
shift employees as nuch as possible front one line of production to another.
"When all available warehouse space was taken up, we kept as niany euployees as possible busy on plant repair Jobs.
"It wits very difficult to keep everybody occupied at thnes and very likely
we did not receive full value for some of the work which we had done, but
we believe that the experience we gained In carrying out this prograiu;w;ts
worth the cost, and as time goes on we should be able to learn from experience
and eventually b' able to work out a plan whereby we call keep all employees
busy and secure full value for all work which we schedule."
American Excelsior Corporation, Chicago, Ill., by . A. Mavis, treaurer:
"During 'peak times' we have held our crew to a mnhnum, and during dull
periods we have staggered our crew In all effort to give the newest employees
at least sufficient work to equal their benefit rate.
"We have trained our employees for Interchangeability in different departments.
"Employees in the low -eniority rights bracket appreciate that they have been
given employment during dull times.
"We htve practically no labor turnover at any of our plants, and while it
is difficult to measure the results gained therefrom, we do know thsit we have
a steady crew of apparently contented employees, and we count this a very
much worth-while aset."
Chicago Rubber Clothing Co,, Racine, Wis., by F. F. Summers, president:
"Due to a difficult situation existing in one department which works only about
6 months of the year, we are one of that group of employers whose rate was
raised at the first of this year. This has served to bring home to us the incentive
feature of the law, This has caused us to redouble the efforts which we have
made during the past few years along tie following lines,
"Better planning of production has enabled us to operate two departments
of the plant for over 2 years now without any lay-off of regular help. Centralization of employment control has permitted us to transfer from one
department to another instead of laying off as might have beemi the case if
we had not been watching the situation so carefully.
"Several of our people have been trained in two departments with the result
that some of them have had steady work the year around for the first time in
several years.
"The favorable impression among the employees in the departments where we
have been able to offer steady employment has Just recently been the cause of
some splendid
employee cooperation il an effort to obtain the sane results in
4
another department which has heretofore been subject to seasonal lay-offs.
"In the department first mentioned above the prolonged lay-off for 6 months of
the year has resulted in a high labor turn-over with a correspondingly high
labor cost as compared with the low labor cost and low turn-over which we
enjoy from the departments operating steadily. This combined with the fact
that the lay-offs In titis department have been the direct cause of the increase
in our compensation rate is causing us to make every possible effort to keep
this department running more regularly and eventually offer year around
employment."
Curtis Cos., Inc., Wausau, Wis., woodwork, by W. E, Curtis, general manager:
"At the outset we recognized the need for carefully watching the various
angles of this problem and two of our very good men having to do with the
employment problem have spent much of their time to see that things 'worked
out to time best advantage for the employees as well as the company under the
law, and the results have been very satisfactory, espeially to the employees
who have remained on the.pay roll much more steadily than in past years
when the regularization of employment was virtually no problem.
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"By planning our production and training many of our men for interchangeability on several different Jobs we have %erygreatly reduced the labor turn-over
and more equitably arranged for the spreading of work among the employees
on the pay roll during the several difficult period,, since the law went into effect.
"While actual figures are not available and In our business it would not be
easily possible to make a comprehensive statement to demonstrate tile point,
there is no room for doubting the fact that as the result of more careful
planning of production and the other things which have been done as an
Indirect result of the way the Wisconsin law is set up to work, our labor costs
have been 1es, while at tile same time the individual employees have been much
better sathlfied with the way matters of this sort have been handled."
Tomahawk Kraft Paper Co., Tomahawk, Wis., by H. L. Fitze, assletant
secretary-treasurer:
'* * * The first 2 years served as a period to get our house in order.
This was done and, consequently, our rate was dropped on January 1, 1930,
from the normal 2.7 to 1 percent. In these critical times we are truly grateful
for any lowered expenditures. Our ai Is to build the reserve to a figure, and
hold it. sufficient to eliminate the State tax entirely.
"Of course, it has not been easy. Everyone knows tlat In practically every
line of endeavor the past 18 months have been most trying. Planning of operationwas necessary and the versatility of individuals was called upon in order to
regularize weekly earnings. The result Is apparent. Not one cent has been
drawn from our account to pay partial benefits. Unfortunately, due to circumstances beyond our control, during tile latterpart of 1937 a few layoffs could
paid accordingly."
not be avoided, and some total unemployment benefits "were
*
* * Even though we
W1isconsin Agriculturist and Farmer, Racine, Wis.:
are an agricultural magazine operated upon a biweekly basis, we have earned
a rate reduction due to our efforts to provide work for our employees in our off
weeks.
"In 10.97, instead oif working 26 weeks each year to publish our own magazine,
we were able to obtain outside printing work for 15 extra weeks; rd for 1038, 19
extra weeks, thereby reducing benefits and increasing our reserve to a point
where we earned a rate reduction, This proceeding also materially inured to
the benefit of our employees, because their earnings during these weeks which
ordinarily would have been idle were in excess of what their benefits would have
amounted to.
"Because of our printing and publishing a biweekly magazine, It would appear
we would welcome a 'pooled' type of compensation, whereby the more fortunate
employer would carry some of our burden of benefits, In our opinion, the purpose of the law might be defeated under those circumstances, as we would have
no Incentive to reach out for more work to keep our workers employed. The net.
result, also, would be that our employees would not earn as much il 52 weeks
as they do now."
Badger Malleable & Manufacturing Co., South Milwaukee, Wis,, by C. M.
Lewis, secretary-treasurer :
"At the outset we might state that we are a robbing foundry, and despite our
sincere efforts to keep a uniform flow of business in our plant it is practically
impossible to do so. Therefore, if anyone would benefit by the pool system of
unemployment compensation, It would be companies in a line of business such as
our own. Yet, despite this fact, we feel sure that if any type of unemployment
insurance is economically correct, this (experience rating) is the best plan.
"We know that we have made an effort wherever there was anything we could
do to keep our employees at work rather than to put a strain on our unemploy.
ment-enefit fund. Many times we have found odd jobs around tile plant at repair work or maintenance work, or in cases where we have anticipated that our
customer at a future date might need certain castings we have provided this
work rather than allow the employees to be laid off.
"Also we have tried to develop some items of our own that we could build
up a stock on when the robbing business was slack. However, it is difficult to
find enough items of this nature that produce volume enough to be of help when
there is a violent curtailment of purchases, such as occurred during the latter
part of 1037 and the first part of 1938."
BrIilion.Iron Works, Inc., Brillion, Wis., by RI D. Peters, general manager:
"Experience rating, in general, Is an incentive for every employer to improve
his own working conditions, and there is no question but that it causes hm to
prevent or try to prevent unemployment.
16083-30-l-'6
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"Our own experience reveals we have created additional employment because
of this feature. Up to approximately a year ago we operated on a very good
schedule and had not paid out any benefits for unemployment. Unfortunately,
conditions were such that it was necessary for us to reduce our operating schedules. One of the large manufacturers we had been serving suffered a sharp cut
in sales, which, in turn, caused us to reduce our employment, and we paid out a
sizable sum in benefits. This experience is now causing us to pay 3.2 percent
at this time.
"Referring to the conditions mentioned above, together with our experience
rating, it has caused us to develop further, products and to diversify in an attempt
to avoid heavy unemployment during certain periods of the year. With a pro.
grain of diversified and varied items to manufacture, we are trying to maintain
an even employment throughout the year. Even though we do manufacture
different kinds of equipment, we are checking into new articles to manufacture
which will offset the seasonable items we make.
"We might also relate that about a year ago we built additional factory space
and had approximately 30 more employees whom we expected to employ gainfully in the manufacture of our regular product after the building program was
completed. These men were kept on the pay roll approximately 60 days while we
waited for business conditions to change and thus avoid paying benefits if things
should improve. Furthermore, we carried them over for this period to give these
particular employees a chance to obtain work on farms or some other occupation,
"Because of experience rating, we in turn provided additional work for those
employees whom we maintained on our pay roll in order to avoid partial benefits. In general, without this experience rating, there would have been no
Incentive for us to take steps of this kind. It would have been well for us to
accept unemployment as soon as the work dropped off and things did not look
favorable for continued employment. At the same time, it would have had its
ill effect; but in the event of an unexpected spurt in business additional employees
could be put on, but not for any great length of time, whereas now we seek to
carry additional inventory and try to protect the laborers we have by providing
continued employment.
"Even though we are penalized at the present time, we greatly favor the experience rating, and we naturally are looking forward to correcting our own conditions in order to avoid similar circumstances. If we had to pay Into a general
fund and there was no incentive in general for industry to maintain steady employment, we could readily see that the entire motive in mind with reference to
stabilizing employment would be cast off."
Phoenix Products Co., Milwaukee, Wis., laundry machinery, by G. B. Larson,
secretary-treasurer:
"The old saying 'Charity begins at home' is equally true as regards an employer's responsibility to his employees.
"An employer's first duty as to workers' welfare is toward those that he employs
and who are fully dependent upon his management for their well-being.
"The experience-rating provision or merit-rating system gives an employer
an opportunity to discharge that duty, by so planning his operations that a
minimum of involuntary unemployment Is experienced. After all, what the
employee wants is work and not unemployment benefits.
"We have made every effort to keep our people employed by interchanging
and spreading of work and have had very few lay-offs during 1937 and 1988.
"Contrary to expectations increased wages and lower selling prices have not
increased our labor cost, which is no doubt due in a large measure to small
labor turn-over.
"It would seem only fair and Just that the individual employer's effort to
keep his employees receiving regular pay checks merits some recognition, and
that is what the experience rating provisions give by effecting a nice saving in
unemployment contributions as we are now in the 1-percent bracket."
The Burdick Corporation, Milton, Wis., by G. E. Crosley, secretary-treasurer:
"* * * It is no longer a question in Wisconsin whether or not 'meritrating' will stimulate regularizing of employment. It does, as anyone of
average intelligence would expect. It is not only 'possible,' it has been done.
"It is reasonable to expect that the additional expense involved in unemployment Iniurance' without merit-rating would be many times the small additional expense experience shows involved In record keeping under merit-rating."
The 8isson Co., La Crosse, Wis., wholesale grocers, by C. P. Galligan, secretary-treasurer:
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"During 1937 and 1038 we employed several employees every week of the year
that ordinarily we would have laid offduring the slack periods, for the reason
that we were trying to build up our reserve fund so our contribution rates would
drop to 1 percent
"If the pool fund was in effect we would have laid the employees off when
not needed, as we would not have been interested in building up a pool fund
that would be drawn on by other employers."
Yerly Coal Co., La Crosse, Wis., by F. E. Yerly, secretary:
"Our experience has been we have kept our men employed at periods of time
when we could far easier have laid them off and allowed them to draw unemloyment benefits. We have had possibly only two cases of unemployment
enefits being drawn from our fund, and I doubt if the withdraw.ils thus far
exceeded a total of $50.
"If our contributions went into a general pool I know personally that the
withdrawals would without doubt be over $500. It would be far e sier for
us to lay our men off 2 and 8 months at a time between April 1 and October
1 and allow them to draw unemployment benefits from a general pool than to
carry them as we have on our pay roll in order to protect our own fund."
Marathon Battery Co., Wausau, Wis., by E. D. McEachr~pn, assistant secretary
and treasurer:
"In 1934 our nonproductive labor cost us about 50 percent as much as the
productive labor. In 1938 it was but 40 percent. The reasons for this are
various, not the least among them being regularization of employment, causing
smaller labor turn-over.
"We enclose some figures which will perhaps be of interest showing how in
4 years we have been able to level employment. The figures shown are the
percentage of productive capacity:
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"We are very much interested in our own fund, but we doubt very much If we
could contrive the same interest in a pooled fund.
"We have succeeded * * * in bringing our rate down to 1 percent. We
feel that if last year's experience is typical, we will continue at this rate or less
despite the fact that we are in a highly seasonal industry. We are competing
with firms located in States where labor is considerably cheaper than in Wisconsin, and a 1.7 percent saving on labor will enable us to compete. Any saving that
a manufacturer can make is always reflected In a better pay roll and a cheaper
product. We feel that this result wil be achieved under the Wisconsin law."
Jung Shoe Manufacturing Co., Sheboygan, Wis., by Otto Jung:
"*
*
*
We wish to state that the 'merit' rating provision in our law has
been an incentive to us to provide steady employment by careful production planning and spreading of work to attain the reduced contribution rate, with the
result that by making a comparatively small additional payment we are now
enjoying a 'zero' 'merit' rating.
"Providing steady employment bas resulted in definitely less labor turn-over,
benefiting not only our employees but also ourselves through a reduction of
operating figures."
Holt Lumber Co., Oconto, Wis., by D. R. Holt, vice president:
"In July 196, when unemployment-benefit payments started in Wisconsin, we
immediately set up a more centralized employment control, based upon the policy
that it is better to prevent unemployment than compensate It.
"The merit rating was the Incentive, as was the desire to have our firm secure
the reduced rate.
"Whenever production was considered, unemployment insurance was likewise
considered. Employment records were centralized. Weekly summaries of
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unemployment experience, partial and total, were given to every department
foreman, which enabled interchanging of labor at the time, spreading of work,
and anl unemployment mindedness on the part of our entire organization. We
understood the advantages of experience rating and had our policies work to
that result, We did thlis with the thought to provide more regular work and
more regular weekly wages for our employees and to be compensated by a reduction In future tax rates. It enlisted our thoughts to careful attention of our
individual reserve and not toward a careless or wasteful dissipation of our
accumulated unemployment funds.
"This actually worked. In 1936 we paid out no unemployment benefits, In
1937, with a sumner lay-off, we paid out less than 10 percent of our contributions, In 1938 we were forced to lay off, by the exhaustion of raw material,
over which we had no control."
MeNeany's Department Store, Beloit, Wis., by A. F. Reesman:
"Ever since the passing of the unemployment-compensatioii law in tile State
of Wisconsin we have very diligently attempted to stabilize our employment,
and we are very proud of the fact that since the teginiug of paying of benefits
we have had i very low withdrawal from our account. Even though at tinles
we should not have maintained our employees oil regular employment, we have
attempted to give our regular people regular full-time work,
"We employed a personnel director, something entirely unheard of previous
to this time, hoping to make our people more productive aid flexible so that
they could be placed in other positions during dull periods il their particular
department."
Edison Wood Products, Inc,, New London, Wis.:
"Shice this law became effective, we have gone out of our way to try and
level out our production and i that way create steady employment for our employees. Tile results of our efforts speak for themselves, and while not as
favorable as a lot of other employers that we know, yet at this writing we have
only one person drawing unemployment insurance. This employee will not be
rehired, and that is the reason lie is (irawiIng unemployment Insurance today.
"The present Wisconsin law h1a. resulted in less labor turn-over, making our
employees more experienced, reliable, and Conscientious, and this lilts resulted ill
lower costs for us. Our financial stinenlent will bear out this fact"
Gateway Grocery Co., La Crosse, Wis.:
"We would disliPe very iluch, after leaking eonscielltous efforts to keep our
men employed the year around, to lie penalized by lmYiug the high rat, each
month which we are now saving, ald which we believe is a just reward for our
efforts."
The Union Dye Works, Kenosha. Wis.:
"Tiad we not stabilized our employment with this incentive of a lower rate in
vieN%,we po ibly would now be in the higher bracket of contributionn"
Kramer Sheet Metal Works, Milwaukee, Wis., by Frank Kramer:
"Our firm is o the basis of keeping employees on a full-time basis, or very
near so, In slack periods, work such as repairs to the building, improvements,
nld stocks are built up. This was not a practice for a period of 12 years
previous."
Allen Edmonds Shoe Corporation, Belgium, Wis., by M. W. Allen, treasurer:
"* * * Since this law has been In effect, 1936, we have not used any of tle
funds to pay unemployment benefits, Just as soon as this law was enacted we
rearranged our plans and working details so as to balance our production
throughout tile year, maintaining a continuous run of employment,
"Sometimes, of course, this caused an increase in our finished stock. Nevertheless, we have been able to maintain a clear record Insofar as paying unemploymnwt benefits are concerned, and the writer cannot speak too highly of our
present State law as to its merits in providing an ineputive both to the employer
and employee to plan the work and execute these plans in a cooperative manner.
And. of course, this has practically entirely eliminated labor turn-over."
Andis Clipper Co., Racine, Wis., by M, Andis. Jr., secretary:
"Since July 1, 1936, when benefits were first payable from the fund, will state
that on account of stabilization only two persons have received benefits which
have been charged up to our account.
"We feel that where an employer stabilizes his employment and keeps his employees working throughout the year tlt he is entitled to a iluch better rate than
one whose employment is not steady or where there exists a continual labor
turn-over."
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White Rock Mineral Springs Co., Waukesha, Wis, by R. 0. Compton, vice
president:
"* * * We are entirely in favor of merit rating, since this plan is of substantial benefit to the individual employer and to society as a whole.
"Ever since the inauguration of the Wisconsin unemployment insurance plan
we have made every effort to keep our employment uniform. We build tip a large
stock of finished goods during slack-sales periods so that temporary help will not
have to be taken on during the busy season. Furthermore, we have taught our
employees to do more than one Job, so that if there is no work In bhe type of
business the employee can be given another job. When production needs are low,
we use the surplus help to do maintenance work which ordinarily would not
be done."
Scanlan-Morris Co,, hospital furniture, Madison, Wi ,:
"We have maintained a distinct pride In not having to call upon this fund.
That it tils been a stabilizing Influence, goes without question. Time and again,
hiring and lay-offs would have taken place, were it not for this stabilizing
ii lutence.
"In other words, we have tried consistently during that length of time to see
that regular employnet was made available for till the employees which we
have. This has been possible so far: hut what tie future holds, no one can
foretell, At times we have been sorely tempted to Increase the number of emp1oyces considerably, but other times our force was ured it building up stock,
which was a surplus of finished
products to be sold later,.
"Unfortunately, our product does not permit the building ahead of qutttities
of finished articles because of the engineering required In connection with our
sterilizer Installtions. This requires special building to meet the individual
Jobs. Tills is true iitmany instances of our operating tables, our operatingroom lights, and till that, so that we have all of these uncertalitles to contend
with. It has meant that wlemn we were slack hi orders we would make an
effort to get additional business, even though the ntargin was inUem smaller.
"In other words, the incetntive is to have sufficient volume of work In the plant
to keel) the force going, Our employees do appreciate and benefit
by this planning, and especially so when overtime is paid rather than putting ott a greater
nitmitlher of employeess"
The Paramount Photo Shop, Reynolds & Ioeft, Lai Crosse, Wis., by IlelenI Mae
lioeft:
"WeIhave been subject to this act from the very begiing; alnd
'this lust ycar,
by billding up our fulli], we have reduced our contributions to I percent, We
have also by planning extended tie employment over our dullperiod and have
kept at least 25 percent more employed than we did iII the peak and the low of
5 years ago. This Is reflected it our etiployces being more effilelt, more satis.
fledthat their etiploynieit is steadier tiwni it wits before littiployment insur.
ance cattle into effect,"
Appleton Woolen Mills, Appleton, Wis., by A. II,Wickesberg, treasurer:
"In centralizing our control of enploynent atid production, we are table to
know in slack times to whom etuployiment should be given and how much, both
in hours and It value. This provides a steadier income, averaging imucl higher
than the spasttodic emloyment plus benefit payments.
"WitLout merit rating there would ibeno Incentive to spread or stagger labor.
In season or cyclical Industry employers would have no individual responsibility
to reduce uvemiploymnet to a nuimiutut.
Unemployment would increase and
beiwflt
pitymenuts would exceed contributions iII a very short tine."
Wisconsin Machinery & Matufacturing Co., Milwaukee, Wis.:
"* * * We do all we callto cooperate to make the law accomplish the
purposes for which it was originally enacted. Holding the job means more
than receiving Just temporary benefits for the Job that has been lost. Job
holders are happier amid better off than people ott relief, Our law compensates
the employer who spreads his available hours of work, thus keeping more men
in their jobs, even though oit reduced hours and less pay.
"* * * If our law lacked its present features and if instead ve bud a
pooled account system we would probably be forced to resort to the oh! hireand-fire methods for we would have a higher tax on our pay roll to maintain
the pooled account at its proper level and also the additional expense entailed
in spreading the work,
"* * * Since our law became effective (1) we have not caused a single one
of uur employees to lose his Job, (2) we have not paid one cent in benefits, (3)
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we have built up our reserve fund to a point where our contributions have now
reached the zero point, and (4) we find the reporting so simplified that the
amount of work required is almost negligible, for whereas we formerly made
weekly 'low earnings' reports we now make such reports only four thues a year."
H. 'C.Prange Co., department stores, Sheboygan, Wis,, by H. Carl Prange,
president:
"We have been able to avoid lay-offs by transferring our help from one department to another wherever It was possible. This problem is probably most acute
in January and February In our line of business. During these months we have
transferred men from regular departments to the maintenance department for
a general store house cleaning.
"Before dismissal of an employee, a thorough study is made of the particular
Individual to be affected. If at all possible several transfers to different work
are arranged for this employee before actual dismissal. This has naturally kept
a good many people on our pay roll where otherwise they might have been dismissed if they were found unsuited for the work in which they were placed.
"We have not found It necessary to contest the payment of benefits to any
employee who was dismissed.
"We believe that any change in the merit-rating provisions of the Wisconsin
Unemployment Insurance Act would discourage the type of operation that we
have tried to carry out."
Century Photo Service, La Crosse, Wis.,
"This last year, by building up our fund, we have reduced our contributions
to 1 percent. Moreover, during 1937 and 1938, by careful planning, we have
extended the employment over our dull period, keeping at least 25 percent more
workers on our pay rolls than we had previously."
West Bend Aluminum Co., West Bend, Wis., by W. H. Malzahn, treasurer:
"While we always gave some consideration to the matter of stabilizing employnent, it Is most certain that the Wisconsin unemployment compensation law
provided added Incentive for stabilization. In order to bring about greater
stabilization of employment we adopted the following practices which we felt
had made for stability:
"1. Tried to build up off-season demand for our products.
"2. Tried to secure advance customer commitments.
"8. Tried to learn enough about a customer's business so that we could anticipate our customer's requirements if our customer did not give us a definite commitment,
'- Develop new items and new lines In order to produce a more steady flow of
hurlines-. Attempted to develop new lines in every field of distribution.
",5.
Accumulated inventories during slack periods,
"t3. During slack seasons utilized production employees for renovation and
repair$.
"7. Have a number of employees who during our slack periods take a leave
of absence to engage in their regular occupations in building trades, golf-course
maintenance, farming, etc., who return to their employment with us when our
busy season starts,
"S. Development of a large group of employees who can he shifted from one
department to another, who are trained to do work in several different departments so that production bottlenecks can he eliminated without the addition of
extra hands and the subsequent laying off of such help.
"Since the adoption of the Wisconsin Unemployment Compensation Act we
have continually given thought to the matter of giving employment rather than
laying off any employees. The result of all this will naturally be not only the
ultimate elimination of the tax, but we have definitely found a substantial
reduction in production costs."
Fey Publishing Co., Wisconsin Rapids, Wis., by M. R, Fey:
"We were able to reduce our contribution rate to 1 percent for 1989 and also
kept employment at such a level that no employee suffered any lay-offs involving
financial distress,
"This nmthod is an Iticentive for the employer to spread work, and our case
will result In an opportunity to reduce our contribution rate to 0 percent for
1940, and at the same time will benefit the employee with better assurance of
steady employment."
Moritz & Winter Co., Milwaukee, Wis., clothing manufacturer:
"It Is strange that some should claim that the only purpose of unemployment
legislation is to pay out the largest possible benefits to unemployed workers,
when it is so clear that one of the purposes of legislation for the unemployed
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was to create a steady employment situation. Such concerns who do not care to
spread their work, it is no more than right and Just that they should pay for,
this in unemployment compensation, without trying to throw this burden upon
such concerns who are endeavoring to give steady employment.
"During the past years that we have been working under our unemployment
compensation laws we have made every effort to spread our work as much as
possible, which resulted in more steady employment by our help. In many instances we have kept quite a number of employees at work, which otherwise
we would have laid off had not experience rating provided the inducement.
"We are very firm In the opinion that it is unjust and unfair to burden such
industries who are gradually working toward steady employment of their help
with a burden which should be rightfully assumed by industries who prefer to
rush their work through in the shortest possible time and sidetrack their
responsibilities to their help."
The Lincoln National Life Insurance Co., Fort Wayne, Ind.:
"I know that merit rating has encouraged us to plan work well in advance
of its performance in such a way as to keep our staff at a uniform level. If
there were no incentive in this respect we would undoubtedly have a tendency to
do our work as it arises even though it means considerable hiring and firing
that is not now necessary.
"Several times during the last 2 years we have been confronted with claims
for unemployment benefits that we felt were Improper and we went to considerable length to see that they were not pill(]. I doubt very much if we would
have done so in the absence of a merit-rating provision."
The Frank Pure Food Co., Franksville, Wis., by E. G. Sheriff, treasurer:
"* * * We have been able In the past several years to provide more work
flI wages for our regular employees for a greater period during the year.
This lhas been done by adding new products to our line and attempting to level
off the peaks and valleys in our operating schedule. This is particularly hard
for us to accomplish inasmuch as the major portion of our work is seasonal.
However, we have made some strides forward, and we feel that as each year
appears we will be able to accomplish more toward creating additional work for
our employees.
"We feel that the merit.rating provision is an essential part of our unemployment compensation set-up ;without it there could be no incentive for industry to
attempt more regular employment. As each industry accomplishes this regulation of employment, they are rewarded In comparison to their own effort to that
end."
Mr. RArSHENBUSH. I wanted also to indicate the final point, that

we did send out a hasty questionnaire to all the State administrators on unemployment compensation, just over the week end. We
haven't heard by any means from all of them; about a dozen or more
have replied, and virtually all of them are in favor of the elimination

of all the McCormack amendment, the 2.7 and these other State
standards. I mean there seems to be a nearly unanimous reaction of
those State administrators we have heard from. I don't know
whether the committee wants to be burdened with these summaries
of replies or whether you want to burden the record with it, but I
will be glad to have any members of the committee who care to
examine the indication of pretty general State sentiment by the
responsible State administrators look these over.
Senator KINO. I suggest that you leave them with the secretary
of the committee.
Mr. RAUSHENBuSH, These are the only copies we have, but I would
be glad to make them available in that way,
The CHAIRMAN. We thank you.
Mr. RAUSHENBUSH. I am sorry to have taken so much of your

time, but you are dealing with a problem that covers 600,000 employers and 25,000,000 workers.
The CHAIMAN. Mr. Edwin E. Witte, Madison, Wis., former Executive Director, President's Committee on Economic Security.
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STATEMENT OF EDWIN E. WITTE, MADISON, WIS., FORMER EXECUTIVE DIRECTOR, PRESIDENT'S COMMITTEE ON ECONOMIC
SECURITY
Mr. WiTt . Mr. Chairman and gentlemen of the committee, at this
late hour I am going to be very brief. I had hoped to discuss with
you some other features of this bill, but I will confine my remarks at
this late hour to the old-age insurance features.
My general position on this bill is the same as I took on the Social
Security Act in 1935.
I then, as Executive Director of the President's Committee, appeared before you to urge the passage of that bill. I stated that the
bill was not perfect, that in the course of the years it would undoubtedly have to-be amended on numerous occasions, that in many respects
it didn't incorporate my own ideas, but that I thought that it was a
proposal with which a beginning should be made, because unless you
make a beginning there never can be improvement.
I think Congress was correct in passing that act by an almost
unanimous vote. Circumstances have shown that improvement can
be made, but it stands as one of the great acts of recent years that
have been enacted by Congress.
On this bill I have the same general attitude. I have had much
less to do with this measure. I was a member of the Social Security
Advisory Council, and some recommendations of our Council are incorl)orated in this bill but about an equal number have not been
incorporated.
The bill as a whole, I think, represents under present conditions a
forward step. There are many features of the bill that I would like
to see changed. There are some features that I think are bad, but
under existing circumstances, and having in mind the alternatives that
arc really presented at this time, I think that the enactment of this
bill, with amendments, will promote social security and the further
development of social security.
Old-lage insurance is the ptrt of the Social Security Act in which
the changes are the most extensive. Many of the changes I most
heartily approve, but some of them seem to me to be very unsound.
These are the changes proposed in the bill which scrap sound socialinsurance principles, and substitute therefor the unsound financing
methods of private assessment insurance, and the restrictive and
illiberal provisions of group contracts of private insurance companies
and of many industrial-pension plans.
The advocates of these changes have claimed that the present law
is based too closely on private insurance company principles, but what
they are actually proposing is to substitute for social-insurance principls, the policies and practices of group insurance and of many
industrial pension systems, which are almost diametrically opposite
those of social insurance.
Specifically, I believe the reduction in the title VIII taxes to be
unsound; also, that the net effect of the qualifications for retirement and other benefits, combined with the new benefit formula, is
antisocial so far as the younger workers are concerned, unless the
coverage of the system is broadened to include all workers.
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I, of course, strongly recommend extended coverage to protect agricultural workers, domestic workers, self-employed people, and others
who are now excluded.
Let me first explain my criticism that the bill as it now stands is
unjust to the yotigerw workers. My objections center in the definitions of "average monthly wages," "fully insured individuals," and
"currently insured individuals," which occur on pages 24 to 44 of
the bill.
These definitions are significant because benefits hereafter are to
be based on "average monthly wages" amd retirement benefits are to be
paid only to "fully, insured iidiv iduals"; and widows' and orphans'
alowances on1y to currentlyy insured individuals." Collectively, these
new definitions, while much more liberal for those now apl)roaching age 65, will deprive many millions of prospective beneficiaries ii
fltiu'e years of all benefits i i the Feder l old-age insurance system.
Senator CONNALLY. Your complaint is, as I see it, that this is
more on the plan of these private insurance plans rather than a large,
comprehensive social legislation plan that would take in those that
weie less fortunate and less able to pay under the private system?
Mr. wirrr. If I may summarize what I mean, Senator: Private
industrial pension systems have been characterized by very liberal
benefits to the people who remain with the emplo yer, until retirement age, but, generally, they give no surrender values whatsoever
to the 90 perceift or more of the employees who do not remain with
the employer until they reach retirement age. As I see it, much the
s
rsut is produced through the changes in the definitions that,
rme
are iIlided in this bill. They will have the net effect of greatly
liberalizing the benefits for those now approaching age 65 and for
the regularly employed younger employees who meet these qualifications, but also the result of denying benefits to many employees who
under the present law would get' benefits,
Senator LA FOLLETTE. Despite the fact that they may have paid in,
in many instances, taxes, both on their own behalf and also the employers may have paid in taxes?
Mr. Wlr. That is very clear.
Collectively, these new definitions will deprive many millions of
prospective beneficiaries in future years of all benefits in the Federal
old-age system, although they will continue to have to pay the title
VIII taxes.
To make clear what I mean, I must first correct a popular isimpression as to the coverage of the Federal old-age insurance system
as it now stands.
It is loosely said that the present system does not include employees
in agriculture, private domestic service, public employment, ana so
forth. That is correct to the extent that no one is taxed upon his
earnings from such excluded employment.
What must be understood, however, is that benefit rights in the Federal old-age insurance
system rest, not on industry, but on an individual basis. This difference has significance because most people do not remain in either
covered or uncovered employment all their lives, and under the present
law benefit rights, once acquired, are never lost.
Agricultural workers, private domestic servants, public employees,.
and so forth, in almost all cases will work in covered employments at
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some times during their lives. Even proprietors and self-employed
people usually are employees for a part of their lifetime.
Millions of people work both in covered and uncovered employment
each. year. The Census of Agriculture reports that one-third of the
owning farmers have some income from wages, to say nothing of the
tenant farmers and the earnings of agricultural laborers in covered
employment.
It was a failure to understand the basis of benefit rights under the
present law which led the actuaries to greatly underestimate the cost
of benefits under the present system and to grossly overstate the future
reserves. The imaginary $4,000,000,000 reserve, which is not provided for in the present law but which has been concocted by its critics,
was based on the assumption that people remain in covered and uncovered employments, respectively, all their lives. It was based OIL
an estimate that there would be less than 26,000,000 individuals in
the old-age-insurance system at the outset, and a gradual increasing
number thereafter, reaching a peak of 35,000,000 individuals in 1980.
Actually there are now 44,000,000 Social Security accounts and more
than 32,000,000 individuals had wage credits by the end of 1937, the
first year of tax collections. The truth of the matter is that under
the present law, within 10 years, we will have more people with some
rights in the old-age-insurance system than there are gainfully occupied persons in this country.
The ultimate number of individuals with benefit rights is likely to
be 75,000,000 or more, not 35,000,000 as the actuaries who estimated a
reserve of $47,000,000,000, forecast.
Another important feature of the present law which the great ma.
jority of the critics have missed is that everybody who is employed in
covered employment, even for one day, is entitled to some benefit,
and that benefit rights, once acquired, are never lost.
People not entitled to retirement benefits, get lump-sum benefits,
which, in the average case, are approximately equal to the taxes they
pay with interest.
Moreover, the conditions governing retirement benefits are extremely liberal. To qualify for a retirement allowance, an individual
that has paid taxes under iitle VIII must be 65 years of age, retired
from his -usual ocupation, have earnings in covered employment on
at least one day in 5 different years and total earnings in covered
employment of $2,000. These conditions are so liberal as to render
it certain that practically all of the younger workers of today,
whether now primarily in covered or uncovered employment, will be
entitled to some retirement benefits when they reach the age of 65.
So will the great majority of all the middle-age workers.
The new definitions and the benefit formula will increase the number of people entitled to retirement benefits in the early years, but
will decrease their number very greatly later on.
The full effect of these definitions can bost be appreciated if the
situation of a- worker who is now 21 ypars old i. considered. Such a
worker will not be entitled to a retirement benefit until he i, 65, that
is, n 1988.
Under the definitions as they stand, he will not get any retirement
benefit unless in at least each of 15 years, he has earnings in covered
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employment of at least $200. Such a worker may have paid taxes
on a total of more than $15,000, or even $20 000-I think the absolute
maximum, theoretically, is something like $45,000 that a man might
have paid taxes on, without becoming entitled to retirement benefits
or to any lump-stun payment whatsoever.
A man who was 63 in 1937, under this bill, can retire in 1940 on a
monthly annuity of $10.20 if he has had total taxable earnings of $600.
An executive, who has earned $3,000 per year for 3 years, can retire
for life in 1940 with a retirement allowance of above $40 a month,
but a younger worker in many instances, unless the coverage is broadened to include all workers, will get no retirement allowance although
lie pays taxes on amounts vastly in excess of these sums.
I call your attention particularly to the inequity of these provisions in relation to women employees. Women employees customarily are married after having been in employment for 5 or 10 years.
They pay taxes, of course, under this plan, but if they are the young
wonen of today, the women who are becoming married in these years,
unless they can show the required years of earnings in covered employment.they get neither a retirement allowance in their own right,
nor any lump-sun payment. This is also very inequitable to the
people like farmers, for instance, who in their younger days work
in covered employment, or partly in covered employment, then become self-employed people.
I grant that when you have in mind only the older workers, these
provisions are extremely liberal, but if you take into account the
younger workers of today, the formulas work out in such a way that
gross injustice will be done in many instances unless the coverage is
greatly broadened.
Senator LA Fo.mr-rE. That happens, too, doesn't it, as far as the
older people are concerned? I mean, these arbitraries necessarily
must exclude certain people?
Mr. Wi-rr. The eligibility requirements for some yars are more
liberal than under the present law, liberal as those are. This is a
plan which treats the present older workers extremely liberally.
The point I want to make, why I am urging you to enact tlhis bill
in any event, is this: For quite a few years to come there won't be
any trouble with this formula. I think you must not deceive yourselves, as I am sure the Senators do not, with your vast experience,
that this is final legislation on social security. As in all countries
of the world, social-security legislation is subject to constant change.
This legislation despite the unanimity with which it has been approved, will be Youndto have at least as many defects as have come to
light in the original act. Subsequent Congresses will correct those
defect.
I think that these dafinitions, so far as they concern younger workers, follow practices which are contrary to sound social-insurance
principles, adopting the practices of the i)rivate insurance companies
in writing group insurance and group annuity contracts and of the
less liberal private industrial pension systems. Of course, as I have
already stated, a broadened coverage would largely overcome this
criticism.
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I think that these definitions will have to be changed in the course
of time to be fairer to the younger workers, A system in which, inl
many instances, the person who has contributed longer, paid more in
taxes, will, when lie reaches the retirement age, either get no benefit
at all or a lesser benefit than people who have contributed only for it
few years, is not a system that call endure.
Btit while you will have to change the formula in the course of
the years, for the immediate future tle effects, I think, are not harmftil. You do take care of a great many people who, in the early years
of this system would not be eligible under the present formula.
Coming to the other major objection to the changes in the old-age
insurance provisions that I have, and I am talking-let me now discuss financing. On this connection I want to make quite clear what
Senator Vandeiiberg suggested in a question today, that the Social
Security Advisory Council did not recommend that the increase in
taxes iin
1940 should not take effect. The Council made the contrary
recommendation. So did the Social Security Board in its report to
Congress and the President. In the Council of 25 members, only 5
lemlbers voted for the proposal that the tax increase in 1940 should
not take effect. Only 2 members noted their dissent on the record.
All the labor people, a majority of the employer and public groups,
favored the report of the Comicil, which was that the tax increase
should not be disturbed. I believe that the change is unsound, prinmarily because even the present taxes do not cover the entire accruing
cost, of the future benefits.
Were the present system financed as insurance companies are, by
law, required to finance annuity contracts, the actuaries figured in
1935 that taxes of 5.06 percent would have to be collected from the
outset. Because the actuaries underestimated the number of beneficiaries, overestimated the average wages, and because life expectar( v has already improved very greatly beyond the estimates that
the actuaries male, this original estimate is now recognized by all
actuaries to be an understatement of the future cost. Some of the
actuaries' estimates now run as high as 7.88 percent. That amount
of money would have to be collected iintaxes from the very outset
each and every year to pay the full costs if the Social Security Act
followed the method of financing which private insurance companies
must adopt.
Of course, the Social Security Act has never provided for full
reserve financing, despite time statements of critics to the contrary.
If it did provide for full reserve financing, it, would have required
payments of at least 5.06 percent from the beginning, on the basis of
the original calculations, and of 7.88 percent on present calculations.
I will acknowledge that it is theoretically possible to finance an
old-age insurance system on the assessment or "pay-as-you-go principle." The term "pay as you go" in relation to old-age pensions
means exactly the same thing as assessment insurance meant in life
insurance and inindustrial J)ension systems, and in other types of
insurance. "Pay as you go" means disregarding your accruing liabilities and taking account only of your current disbursements.
In any old-age insurance system, you cai meet the costs of the current disbursements for many years at a very low figure. You can meet
the current disbursements under the present act at a good deal less
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than 1 percent for many years to colie. By 1980, on the original calculations however, you wold have to have 10 percent, and on the
newer calculations, 12 to 13 percent.
Senator COINNALLY. Was that the experience of all these assessment
companies, or insurance companies, that in the earlier years they were
prosperous, and easy going, and later on they had to increase their
rates and some of them went broke?
Mr. WITTE. That is my understanding, and that is my fundamental
objection to the system of financing that we call "pay as you go"
which is a most peculiar sort of a concept of pay as you go that we
hiive ever had-a concept of "pay as you go" in which you disregard
your liabilities and take account only of your current disbursemnents.
I am conceding that it is possible to have assessment insurance iin
theory. But I call your attention to the fact that this bill involves
the same sort of an increase in costs as does the present act. In that
connection, I hope you will look at the table which was inserted in
the report of the Ways and Means Committee on this bill, page 8.
If you will examine that table, the cost under the revised plan in the
first year, 1940, is $88,000,000. In 1954, which is only 15 years hense,
it will be $1,843,000,000, or 21 tines as much. And this table very
significantly ends with the year 1954. Increases in costs continue thereafter. The person who is 65 years old in the year 1954, is 49 years old
now, and the situation of the persons who are less than 49 years old now
isn't depicted in these tables, unlike the tables on which the mis.
leading calculation of a $17,000,000,000 reserve was arrived at in
1935. Those tables carried the younger workers of today through to
age 65. These tables end in 1055 and don't show the picture of anybody who is below 49 now.
Senator LA FOLLET'rE. Have you made any calculations to show
what that would be?
Mr. WiTrE. I am assuming that the actuaries are both honest and
competent. I haven't the slightest doubt about it. I recognize that
any calculations as to what the costs will be in 1954 or 1980, invol ye many assumptions that may prove wrong. I recognize that
costs have to be recalculated at intervals of 3 or 5 years, but the point.
I want to make is that the assumption, which apparently underlies
the present proposal, that all you have to do is to look ahead 5
years, is an unsound assumption as applied to old-age insurance.
It is my belief that assessment insurance will prove a
failure in this field as it has proved a similar failure in life insurance, as it proved a failure in private industrial pension systems,
that you must take into account accruing liabilities as well as current disbursements.

There is no trouble for quite a time ahead. By 1943, if you adopt.
this financing principle, you are apt to conclude that the 2-percent
rate isn't needed. It won't be needed if you are only meeting current disbursements. But, as the llays and Means C mnmittee points
out, by 1955 this system, as proposed to be financed iin this bill, will
run into a deficit.
But what h appens when there is a deficit? There are four possibilities, as I see them.
One is further increase in public debt-and I presume that has a
limit at some time,
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The next would be governmental contributions. In that connection I again want to call attention to the fact that there is a great
departure in this bill from the recommendations of the Social Security
Advisory Council in this bill. Mr. Epstein, who has championed
governmental contributions to old-age insurance funds, apparently
wao tinder the impression that because the Social Security Aidvisory
Council recommended governmental contributions, they were incorporated in this bill. 'Ihere is nothing of the sort; there is not even it
mention of it in the Ways and Means Committee report, and as far
as I have been able to follow the debates, no Member of Congress
has yet stated that he believes that when deficits occur in this system,
general taxes should come in to meet those deficits.
The third possibility is, of course, increased contribution rates
and undoubtedly the people who advocate this new method d
financing, expect contribution rates to be increased. They must be.
Everyone who is honest knows that you can not run this system
indefinitely oil 1-percent contributions. If you build up no substantial
reserve you will have to increase the rates within the next 45 years,.
from the present combined 2-percent rate to a 12-percent rate. Can
that increase be made? If it isn't made, the younger workers of today
are going to lose at least part of their promised benefits.
That is the fourth alternative, decreased benefits.
As I view this entire matter of financing, the question isn't settled.
I think there is going to be a very serious conflict within the next
10 years over this issue. Shall general governmental conributions
be brought into the picture, not merely talked about but actually
made? -How high shall contribution rates be stepped? And as an
alternative, shall the promised benefits to tie present younger workers be reduced?
That is where the conflict is going to come. I won't predict what
will happen. It is an issue that future Congresses will have to
settle.
But, while I do not like this slight recognition of the pay-as-you-go
princ ple that you have in the present bill, I am willing to recognize
ihat there are able, honest people who hold contrary views to those
that I do. There are people who believe, and they are just as competent, as I am, that it, is possible in a national old-age insurance
system, to operate on what is essentially an assessment principle. I
don't believe it, but they may be correct. I will concede that.
Next I recognize that there is need for a stimulation to business
and
thismore
time,concerned
and it may'with
be that
in makthe businessmen
profits of the
next
ing investment
investments atare
2 or 3 years than with the prospect of greatly increased taxes in the
future. I am not sure that it will work; it may be worth trying.
That is for Congress to determine.
Also, I am of-this opinion, that it may be necessary in old-age
insurance for us to have some experience with assessment insurance
before we are willing to apply the experience we had in life insurance and in private industrial pension systems to a national old-age
insurance system. We incidentally also had it in public employees"
retirement systems. But until we have experience, it is probably
true that the word "pay-as-you-go is so attractive that the public
can't apply the lessons of life insurance and realize that they apply
also to this type of insurance.
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The present bill only postpones payment for 3 years. As it has
developed, due to the underestimates of costs and benefits, the present system isn't fully financed. The postponement of the tax increase to 1943 operates merely to bring the crisis a little earlier than
it would come under the present law.
Now let me say that as an offset to the points that I don't like
about this bill, there are very distinct improvements in the old-age
insurance provisions in this measure.
Mr. Epstein said that it gives us the best old-age security system in
the world. That may be covering a lot of territory, but, if I were
satisfied that the promised benefits are fully financed, and if the
provisions were such that so many of the younger workers would not
be excluded in future years, I would endorse what Mr. Epstein said.
Certainly the principles of paying widows and orphans of the onethird of all workers who die before age 65, widows' and orphans,
benefits, in lieu of a small lump sum, is a great improvement. It is
these families that need protection, perhaps, more than any other
group in society-normal families with young children, in all respects like other children, but with the great mifsortune that the
father died young. When the wage earner dies young, we know
from experience that in the great majority of cases, it means an unprovided-for family. The provision in the present law under which
you give that family a smal1 lump sum certainly doesn't take care of
that situation, and I call your attention to the fact that of all wage
earners of age 20, one-third die before they reach age 65. It is a
very large group; it is a group that needs protection and which, under
this bill, will get a much better type of protection than we have been
affording it heretofore.
Then,tbeyond question, it is good sense to give an additional allowance to the man that has a wife when he reaches old age. He has
additional responsibilities. That holds true, too, of the dependent
children, and we know now from experience that even men of 65 often
have dependent children under 16 or 18. Many of them are supporting
the grandchildren of a daughter that died, many of them married or
remarried late in life and have children of their own. They are
responsible for the support of these children, and this bill makes it
possible for them to support those children in decency when they
can no longer work. I also think there is everything to be said for
widows' allowance. A man tries to make provision not merely for
his own life but does and rightly so, bear in mind th6 wife and the
dependent children who also must live from what lie gets.
Above all, I urge enactment of this legislation because I feel that
Congress, in this session, must pass some type of old-age security legislation, and of all of the likely alternatives, this alternative which preserves the contributory principle, this alternative which emphasizes
that people get protection in old age, indeed as a matter of right, but
also by reason of the fact that they have borne part of the costs, is a
sound one.
The only alternatives to this bill really are these. One is the alternative which I think Mr. Epstein suggested today-although I may
not be correctly stating his idea-that in old age we should take care
only of the people who are in need, In other words tax all the working people for the benefit of the people who, in old age, need assist-
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ante, and in that manner shift from general taxes to pay-roll taxes
the burden of old-age assistance.
This seems to me a very unsound proposal. There may be people
who think that all that we should do is to take care of the people
need, but if that is the right principle, then certainly we should
continue to make that a charge upon all of the taxpayers of the
-country, and not get the money for old-age assistance out of pay-roll
t a xes.
The other alternative is a universal pension. I am not (iscussuig
merely the Townsend plan. I submit that any universal pension
whatsoever, of any amount that you may concede, in all probability
will prove financially impossible and will also very likely mean a
complete overturn of our economic system.
There are 8,200,000 men over 65 years of age today. There will
be 22,000,000, on the best estimates we now can make, in 1980. Above
60 there are 12,500,000 people, and by 1980 there will be over
30,000,000 people. Give these people,
yiveeverybody over 60, $60
a month, and assume that 500,000 of the 12,500,000 that you now have
are rich people: whom you might exclude from pensions.. If you
do a little multiplying, you will find that the cost is $8,400,000,000
per year. That would be the cost today, and the number of old
people is increasing in this country at a rate between 2 and 3 percent
each year.
There is still another aspect that I want to emphasize. You may
want to start under very severe restrictions. I submit that no matter where you start, pressure upon Congress to increase the amount
of the free pensions will be so great that ere long, even if you start
conservatively, you will have a systeni in whicb you eminot possibly
find the governmental revenues to nieet the cost. There tre a very
large number of old people, they are politically important, andl
rightly so. 'he pressure that large numbers of old people can exert
for increased pensions is going to be many times the pressure that
the veterans have exerted.
There is one further factor. No matter how liberal you make. this
pension, there always will be some old people for whom the pension
is not a sufficient amount. If you make the pension on the basis of
the individual, as you would be very apt to do, you rm at once into
this situation. Seventy percent of the men at age 65, or approxinmtely that number, are married. In the average case the wife is
7 years younger than the husband. Where the husband is 65, the
wife is 58. She is not entitled to a pension for 7 long years after
the husband gets a pension. It follows that for 70 percent of the
total number of the men this pension must sui)port not o1eWperson, but
two persons. In many cases it will have to support more than two
per.son-clhildren and grandchildren and other dependents as well
as tile pensioner and his wife.
No matter how liberal you make the pension, you will always have
this problem that there will be thousotids of 'people for wlhom the
pensions are not sufficiently liberal; and the pressure that can be
exerted because in some cases tle iwesnms art not liberal and are
not sufficient will be such that Congress will not be able to resist that
pressure.
The danger of a break-down of the economic system-the possible
threat of a break-down of the economic system-if we provide for
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universal pensions, lies in the fact that the pension becomes not a
matter of payment of an insurance contract, but a hand-out.

I

think you gentlemen have had enough experience to know the dangers
of the hand-out. If you put pensions to old people on the basis of a
hand-out, there will be other pressure groups that will also be asking
for hand-outs, and with at least equal claim to that which can be
made by many of the old people.
I think that we must preserve the insurance principle, the essential
idea that the recipient of the pension must consciously realize that
he bears part of the cost. If that is not the case, I am afraid you
will have a runaway, system that cannot possibly be financed, that
will mean a break-down of our economic order.
In conclusion, because the alternatives are exceedingly dangerous,
because this bill has many good features, and because'most of the
features that I consider bad are not immediate in their effects nor
irremedial, I urge approval and passage of the bill, with amendments
correcting the weakest points.
I thank you for this opportunity,
Senator KIrNc,. Have you suggested any amendments that you desire to offer?
Mr. WITT. My suggestions for amendments with reference to oldage insurance, concern primarily the matter of coverage and financing. I have stated that even if you do not see fit to adopt my suggestions I still support the bill. I think that it has good points,
despite the fact that this bill is unjust to the younger workers and
is unsoundly financed. I am willing to let the future decide whether
I am righf that the assessment principle doesn't work in old-age
insurance any more than life insurance, and the injustices to younger
workers in the
present bill can be corrected by extending the coverage of the act.
In old-age assistance, I very much doubt the wisdom of the increase
in the maximum Federal aid to $20 per month. I believe that there
is a strong case, a just case, for varying the Federal aid in accordance
with the financial need of the States. That is again, I acknowledge,
a matter of controversy, but, as I see it, the principle on which we are
paying aid to the States is that the States cannot themselves finance
the entire -'t of old-age assistance. If that principle is sound,
then we also much take into account how much of the cost each
State can bear, and certainly the States differ immensely in their
ability to beat- the cost of old-age assistance.
I want to conclude with just one more observation which I hadn't
at this late hour intended to make, Senator.
I want to urge strongly that the changes made in title IV of the
Social Security Act, re~iting to dependent children, be left in the
bill-particularly the increase in the Federal aid to a one-half basis,
in lieu of the present one-third basis. Tillere never was ainy logical
reason why the aid for old-age assistance and blind pensions should
be one-lalf, and for aid to dependent children, one-third. I think
the main explanation, if I may be pardoned for making the suggestion, is that the dependent children have no organization that speaks
for them. Even Mr. Epstein's Association for Social Security interests itself in the aged but not in the dependent children. There
are at least a million dependent children in this country, entitled to
160893--39-17
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aid tinder our laws, that are now not getting aid. Increasing the
Federal aid may do something to improve that situation for this
very large group whom I hope you will not forget, although they are
not clamoring at your doods.
Senator KING. Thank you very much. Senator Wiley.
STATEMENT OF HON. ALEXANDER WILEY, UNITED STATES
SENATOR FROM THE STATE OF WISCONSIN
Senator WILEY. I am not a member of this committee. I want to
say that the contributions made by Mr. Raushenbush of our State,
in which he suggested the amendments striking out paragraph 1 to
section A of section 1602, and striking out paragraph B on page 72,
and 73, and 74, agree with the amendments that I suggested to the
Byrnes' bill. I can say that I have had wires from practically every
section of our State, from employers and none object, but rather insist
that something be done along the lines suggested by this gentleman,
and that is simply iny contribution at this time, andI am very much
in favor of the amendments as suggested.
Senator KING. Senator Wiley, if you desire to submit any further
observations tomorrow, you will be given ample opportunity.
The committee will stand in recess until 10 o'clock tomorrow morn.
ing.
(Whereupon, at 5: 25 p. m., a recess was taken until the following
day, Thursday, June 15, 1939, at 10 a. m.).
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UNITED STATES SENATE,
COMMITTEE ON FINANCE

Washington, b. 0.

The committee met, pursuant to recess, at 10 a. m., in room 312,
Senate Office Building, Senator Pat Harrison (chairman) presiding.
The CHAIRMAN. The committee will be in order.
Mr. Iglauer.

STATEMENT OF JAY IGLAUER, CLEVELAND, OHIO, CHAIRMAN,
TAXATION COMMITTEE, NATIONAL RETAIL DRY GOODS ASSOCIATION

Mr. IOLAUER. Mr. Chairman and gentlemen of the committee I am
here substituting for Mr. Hugo Kuechenmeister, of the Edward
Schuester Co., Milwaukee, who is the chairman Of the social security
committee.
Before I present the formal part of my talk, I hope it will not be in
bad taste if I make a few comments concerning some of the matter
that came before you yesterday, because 1, too, together with Professor Witte, was a member of the Advisory Committee of the Social
Security Board, and I gave up my time to him, and therefore lost my
chance to fly home this morning. I think he might just as well have
gone home, because I do not think there was much contribution in
what he had to say. 1 take issue with him in the matter of the ecouracy
of the figures that were quoted by him, He quoted from memory,
and I regret that there is at the moment not a written record by which
we could check with some of the figures supplied to us by the actuaries
to the Social Security Board.
The CHAIRMAN, I think we requested the Chairman of the Social
Security Board to give us those figures.
Mr. IGLAUER. Yes; I think it is important that you should get
them, because of the fact that a wrong inference can be drawn from
the statement concerning the young people coming into the system,
because a great majorit of theseyoung people are going to marry
and get into the marriedstatus under the act, as it is proposed to be
amended, and will actually receive more than they would have received under the former act, and to even intimate that the benefits for
single persons are inadequate I think is stretching the fact a little bit.
Of course, we recognize that the benefits for the single man are scaled
down somewhat, but that I think, is good social legislation.
Professor Witte also spoke of the inadequacy of the care for children.
I think a pretty good case can be made by the relief agencies, public
255
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and private, in the country with respect to the care of children
throughout the country. It would be pretty difficult, and perhaps a
little unfair, to attempt to prove that there are as many as a million
or more children that are inadequately nourished and inadequately
clothed. As a matter of fact, there may be instances where the family
may have enough money but foolishly may spend more money in
paying the interest on the mortgage than taking it out in necessary
clothing and food for the children. That has happened in families
above the subsistence level. One of my side lines in my home town is
social works, and I am familiar with some of the problems connected
with them. Besides that, we had the relief directors of a number of
States in our conferences in the advisory committee, and they had
some first-hand information concerning the relief situation.
From Professor Witte's comments, I believe he was sincere but a
bit inaccurate in his quotation of figures. lie was a member of the
committee which approved the suggestions which we are very happy
to say are pretty largely embodied in this measure.

Now, one word with respect to the representative of the laundrymen's organization. I suggest that before we attempt to have a
series of tax rates by classifications, which I think would be unwise,
in the statute, that it would be well for the Laundrymen's Association to have some actuarial calculations made to determine whether
under an experience rating the Laundrymen's Association with 90
to 95 percent regularization of employment, would not actually obtain
a lower all-around rate than would be the case with the 3 percent on
the first 30 percent, and 1 percent on the excess over 30 percent.
I think it is very important for them to study that before they arrive
at the conclusion that they ought to have a special classification.
One word more about Dr. Epstein's suggestion that there be an
advisory committee on unemployment compensation similar to that
which studied the old-age benefit scheme. I suggest that that
should be carefully considered; but I also suggest that it would be
better for that committee to be working about a year hence than it
would to start working now, because there are so many States that
have had absolutely no experience in payinent of benefits. That
committee, if it wants to act intelligently and does not want to depend upon actuarial estimates, should have the benefit of perhaps
1 year more of the payments of unemployment benefits.
Senator JoHNsoN. Would you also recommend that the Congress
should go slowly in making changes in the unemployment law,
pending further experience by the States?
Mr. IGLAUER. I would as to benefits and rates of tax, because we do
not have enough experience on which to base anything intelligently.
It is a guess at best. It would be better, and I think it is very wise, to
have an advisory committee. If the committee will have its- suggestions as carefully listened to as the suggestions were listened to
by this committee of the Senate and House, I am sure they would be
encouraged to do a constructive piece of work, because I know from
my own knowledge how thoroughly, how deeply and how expertly all
questions on old-age benefits were studied by the advisory committee.
Senator JOHNSON. You know that many serious changes are proposed in the bill?
Mr. IGLAUER. Yes.
Senator JOHNSON. And you suggest that we go a little slowly?
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We are perfectly willing to see some of the changes

that were made, but there are other changes that we think are somewhat dangerous in their effect upon the adoption of adequate acts in
the States, and which I shall present in this formal paper. Being the
representative of a committee, I, therefore, have put this in writing,
so I will not go beyond the confines of the dictum given me by the
committee.
The National Retail Dry Goods Association, composed of 5,700
member stores throughout the United States, was one of the first trade
groups to recommend the adoption of a comprehensive social-security
program, including old-age security, and unemployment conpensation. A resolution to this effect was unanimously adopted in 1935 at
the January convention, which, it should be noted, was considerably
prior to the passage of the Social Security Act. The National Retail
Dry Goods Association, through its committees on social security and
its starf, has always endeavored to keep itself and its membership
informed on major developments in this field.
Speaking for the association and its social security committee, I
desire to express our views on H. R. 6635, which is the measure to
which you referred, Senator, which amends the provisions of the Social
Security Act, and which is now before the Senate for consideration.
Addressing ourselves first to the provisions affecting title II and VIII
of the present act, dealing with old-age benefits we are gratified that
the House of Representatives voted for the earlier operation of the
monthly benefit provisions, the payment of increased benefits in earlier
years, and the provision for supplementary benefits to aged wives,
widows, and dependents.
This association approves the provision of the bill which would
delay until 1943 the increase in the taxes for old-age insurance, which
employee and employer are required to pay.
The provisions for setting up a trust fund are indeed meritorious
and, we believe, will also meet with the general approval of business.
The administrative changes, particularly those that bring about
uniformity of definition between various terms used in the section of
the act referring to old-age insurance and unemployment compensation, we are confident will solve a number of administrative problems
and lessen the burden of reporting.
It is our sincere desire to see all of the provisions of H. R. 6635,
upon which we have commented above, enacted.
Unemployment compensation:
With respect to the requirements of H. R. 6635, which affect the
operation of the unemployment-insurance system, ve desire to make
various critical statements; particularly to voice our opposition to
certain sections of title VI of the bill. We refer specifically to section
610 of the bill (or 1602 of the Internal Revenue Code).
Requirements for merit or experience rating plans:
This section, in our opinion, will entirely defeat the purposes of
merit or experience rating. The proposed requirements are such
that it would be practically impossible to meet them and permit an
experience rating plan to operate. The proposed standards fix a
rigidity of requirements which prohibit States from making such
adjustments as would be available to meet local conditions.
Section 1602 (a) (1) of the code sets up the condition that total
annual contributions of a State must yield 2.7 percent of pay roll.
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This would seem to imply that after the short experience which the
country has had with unemployment compensation, 2.7 percent is
definitely the required and fixed rate to meet all conditions; whereas,
in fact, we are still in the experimental stage with much to learn.
That bears it out.
Senator JoHNsoN. Yes. I offered an amendment to delete section
(a)( 1), to which you just referred.
Mr. IGLAUER. Both sections (a) and (b).
Senator JOHNSON. Yes; I have an amendment in to delete (b) also.
Mr. IOLAUER. The original act was designed to allow individual

States to experiment; the program should be continued in that way
until more definite data are available upon which to base conclusions
for legislative action. Who can say that 2.7 percent is the correct
rate of tax? In Wisconsin, where experience rating has been in effect
since January 1, 1938, the fund remains large compared with benefit
payments, yet no over-all or average contribution of 2.7 percent is
mandatory by law; nor does it appear to be necessary.
Each State has its own peculiar problems and since State lines are
followed for other legislative purposes it is recommended that the
rights of States to legislate on unemployment insurance matters be
continued as was originally contemplated by the Social Security
Act.
Section 1602 (b) of the code sets up additional standards under
which States may continue experience rating without a 2.7 percent
over-all requirement, or may grant a State-wide reduction in the
contribution rate, generally.
These standards, however, are, in our opinion, an almost perfect
deterrent to the operation of any type of experience rating-and it
must be agreed that a State-wide reduction is equivalent to merit
rating by States.
Reductions in the tax are permitted, provided the State fund equals
one and a half times the largest amount paid in or withdrawn from
the said fund in any one of the previous 10 years. Because of the
higher requirements of other standards in the bill, which must also be
complied with, it is doubtful whether a State fund can ever reach such
a height after the second or third year of the systems operation. Of
course, we do not know any more about that then the rest of the country, or than you do. Moreover. it is entirely possible that business
conditions may be so good within any I year that the contributions
paid into the fund, because of large pay rolls, will automatically serve
to make compliance with this provision more difficult for a considerable
period thereafter.
Furthermore, a provision making the reduction of the individual
employer's tax contingent upon the basis of Stzte-wide performance
will act as a deterrent to employers who, under individual merit rating,
would otherwise expend considerable sums to maintain their staffs in
employment during slack periods. Adjusting personnel and operating
programs to insure a definite individual tax saving to offset the cost
of such adjustments is one thing; making similar adjustments in the
hope of realizing a saving on the basis of a State-wide reduction would
be regarded as a hazardous gamble.
The bill contains no standard of requirement respecting eligibility
for benefits such as a minimum amount of annual earnings, in order
that an individual be qualified for benefits. It does say, however,
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that unemployed workers shall receive 16 weeks of benefits or onethird their annual wages, whichever is lower. Are we to assume that
workers who are not regularly attached to the labor market, and who
have small annual earnings, are to receive 16 weeks of benefits or onethird of their earnings? Are benefits to be paid to employees who, of
their own accord, work only now and then, or workers who, because
of home conditions do not wish and would not take full-time employment? For example, suppose that a former employee wishes to work
as a sales person in a department store for 6 weeks of work before
Christmas. Assume that her salary for this period is $20 per week;
her total earnings $120. Are we to understand that this person
would be entitled to benefits of one-third of the total compensation
received-that is, an additional $40 as unemployment benefits?
There are many individuals of this kind who wish work only at Christmas time, but who, by reason of household duties, could not accept
full-time jobs. These same individuals would not refuse the unemployment benefits under the proposed plan. These payments could
be considered unwarranted and discriminatory, and lead to justified
complaint on the part of regular employees.
With regard to the waiting period, we believe the States have had
insufficient experience with the system and should not be required to
make any changes in their State faws at this time. However, if study
and statistics reveal that the reduction of the waiting period to 2
weeks, where 3 weeks is now established, will not place an excessive
burden upon the fund in any individual State, there would be no
objection to such reduction. We are opposed, however, to a reduction
of the waiting period to less than 2 weeks because we fear this would
without doubt place an excessive burden upon the State funds. It
appears to us that those who normally are attached to the labor market should be able to care for their needs for the initial period of 2
weeks' unemployment, without drawing upon the fund.
Calculation of benefit rates, based on full-time weekly earnings, as
provided for in this bill, has been abandoned by all or most States
which had alternative methods provided for in their State laws. In
Ohio, where I come from, where they have tried to operate under this
provision, a great deal of confusion and difficulty have resulted.
What, it may be asked, are full-time weekly earnings? In department stores there are any number of different groupings of full-time
weekly hours. I think there were 40 classifications in the AllisChalmers Co., for example. Our sales people are on one basis; our
drivers, another; our carpenters and painters on another; porters on
still another, and so forth. Often employees are transferred from one
classification to another. What is full time? The provision will
involve complicated calculations, further delay in benefit payments,
many disputed payments, and countless errors. The language of the
bill is not clear as to just the right relationship between full-time
weekly earnings and the benefit rates. It leaves to interpretation
and controversy the intention of Congress as to the meaning. If a
State's interpretation of a full-time weekly wage was not satisfactory
to the Board, the latter could refuse credit for contributions paid by
employers to a State because of failure to meet Federal standards
and require full contributions of 3 percent of pay roll to the Federal
Government.
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If any provision is to be put into the Federal law for a basis of
Federal rates, we believe the simplest, fairest, and most satisfactory
way of determining tile amount of benefits would be by establishing
a benefit rate based on average annual earnings. Such a principle
takes care of "regular" wages, commissions, bonuses, and so forth.
Furthermore, the old-age benefits section of the bill recognizes average
earnings as the basis of calculating benefits. That was a great improvement in the old-age section.
With respect to partial unemployment benefits, we do not object
to the payment of partial unemployment benefits by the States, provided funds are available and the administrative procedure can be
developed to handle the payments. Most State laws already contain
provisions for the payment of partial benefits, but administration is
difficult. However, attention is called to States, such as Pennsylvania,
where the State law does not provide for partial benefits and where,
during 1938, for every $1 collected, $1.02 was paid out. Now, if one
adds partial benefits of 10, 20, or 30 cents, where is the additional
money coming from?
In New York the advisory commission and an employers' organization have, for 2 years, been studying various partial benefit plans but
have been unable to arrive at any procedure that seems capable of
being fairly and expeditiously administered.
The requirement that payment of partial benefits be included in the
State unemployment systems in order that merit rating, without a
2.7 percent over-all requirement, be permitted, or in order to allow
State-wide reductions, is an element of great force, which will effectively sabotage the whole principle of experience rating.
Because of peculiar conditions in many States due to the type of
local industries resident therein, partial payments will prevent the
accumulation of funds to the extent required in order to permit lower
rates to become operative.
Experience rating:
This association is a firm believer in the principle of experience
rating. We are of the definite opinion that granting an incentive
in the way of a lower tax rate to employers who stabilize employment
is a most effective way of reducing unemployment.
Experience rating aids in the development of desirable personnel
policies, within an organization. With effort on the part of employers,
inspired by the incentive it can be made to accomplish a great deaf
even in so-called instable industries. Experience rating provides
security for workers on the job, and in turn, permits the State or other
social agencies to provide more precise planning for the others, who
in a period of business recession, may become unemployed for a
period of time, long or short. Under a system of experience rating
this group will be smaller in number than otherwise. It thus crystallizes the social problem, growing out of unemployment. These
unemployed may more easily be separated from the mass, and thus
be given a special consideration, such as a course of training that
would make them suitable for new work, after they become permanently detached from their previous jobs.
We might draw an analogy between experience rating under unemployment compensation laws and experience rating under accident
compensation. I do not recall that anycne has mado this comparison
in the hearings I have attended. Can anyone deny that industrial
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accidents have decreased over the past 25 years? Can anyone argue
that the inspiration for the development and installation of accident
prevention programs in industries has not been stimulated by the
reduced rates to compensate for good accident experience? It is true
we know very little about the causes or fluctuation in the general
business cycle. However, experimentation and incentives are necessary, particularly, if we hope to minimize the effect of peaks and valleys of employment within any one industry. Let us take pattern
from what has happened in the field of industrial accidents and give
industry and trade a chance to study the causes of and the remedies
for fluctuations in employment.
Senator VANDJNBERG. You can use the same analogy in connection
with fire insurance.
Mr. IGLAUER. Exactly. That is perhaps a better analogy, but not
quite to the point, because it does not involve human beings so much.
The insurance companies have made possible the construction of
buildings and the use of sprinkler equipment and protection, which
has greatly reduced the cost of the insurance.
Senator VANDENBERG. It is the incentive of the reduced cost which
invites the cooperation of the property owner.
Mr. IGLAUER. We never consider a new type of insurance, or insuranee oil a now structure without mnakig a Comparison of full
sprinkler protection, full supervisory protection, to see whether we

would save more by taking the rate thart we would by not doing the
particular thing.
We believe that the standards set up in section 1602 will sound
the death knell of stabilization and experience rating by "changing
the rules in the midst of the game."
In conclusion, we are opposed to the new State standards contained
in the uneloyment section of this bill because they are not timely.
Thte period of experimentation implied as necessary hy the present act
should not be terminated. The States have experienced a great deal
of difficulty in setting ui) the administrative machinery to collect
the employers' contributions, and to pay promptly the benefits to
In pite of this known situation, the proposed
eligible individuals.,
provlsns fail to simplify any of the existing cOml)lexities. In fact,
they tend to interenac the administrative difficulties and to make
inelrfctive the operation of experience rating. We earnestly urge tie
rejection of the proposed State standards as addition to or modification of present requirements.
Thank you.
Senator VANDENBERG. I would like to ask you, if I may, just one or
two brief questions as to your experience on the Advisory Council,
with respect to the changes that are being made in title II. You are
aware of the fact that instead of fixed 3 percent investment in the
trust fund we are now to have a fltctuating rate of return which
follows the rate of general Government securities?
Nr. IcGLAuEn. Y09.
Senator VANDENBERG. Does that affect the actuarial stability of
this system?
Mr. IGLAURI, I think that cannot now be determined, because the
rate might be 2X' now, it might be 2, but it may later be 3Y or 3Y4 or
3%, if the situation was changed as to the return on money, ott the
use of money, atnd it is too early to say whether it would actually
affect the stability of the fund.
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Senator CONNALLY. Let me ask you right there what kind of
investment you would have to put this money in?
Mr. IGLAUER. I would confine it to self-liquidating business.
Senator CONNALLY. Stocks and bonds?
Mr. IGLAUEB. Yes. I have written out and published a mono-

graph that illustrates it. I got some support, but not very much
support, from the economists.
Senator CONNALLY. What stocks and bonds? Do you know any
bonds that are better than the Government bonds?
Mr. IGLAUER. Government bonds only produce interest from
income derived from the people, from taxation.
Senator CONNALLY. Certainly.
Mr. IGLAUFR. But the interest on industrial, railroad, and realestate bonds produces income, which would be income to the governments not from taxation.
Senator CONNALLY. How much are railroad bonds producing now
in interest, do you know?
Mr. IGLAUER. I am not enough of an expert financially to say how
much they are producing now. Some of them are producing and
some are not. I would not invest in the ones that are not producing.
Senator CONNALLY. Do you favor taking the money that we
collect by taxation from unemployment insurance, and thiis old-age
insurance, and putting it in industrial and commercial, and other
bonds? Are you in favor of manipulating on Wall Street?
Mr. IGLAUER. I am in favor of this, since it has many of the aspects
of a private insurance plan. We have ample experience with respect
to private insurance systems in this country, and this fund could be
put into the hands of trustees, as provided in the new amendments,
and they could have such expert investment counsel as is available
in the country, perhaps as good as any that there is in any of the insurance companies today. A part of that money, of course, would be
invested in the Government bonds, as part of the portfolio, the balonce would be invested in self-liquidating public projects, would be
invested in real-estate bonds, in transportation bonds, in various kinds
of industrial bonds, all meeting certain very high standards, just as
they do with respect to life-insurance investments, and that would
produce an income to the Government coming from industry itself, instead of from interest on bonds, Government bonds, which is produced
out of taxation, and I believe that it would be just as safe, practically
as the financial structure of the country permitted, which means it
the Government bonds were good, they were good, and if Government
bonds proved to be bad, the rest of the country would suffer likewise. The advantage of it is this, that if such a system were adopted
and we should conic into a period of great depression, and the market
p prices of such bonds were greatly depressed, still we would have the
Government security behind those bonds, they would not have to be
sold to pay the benefits until such time as the market had resumed
a more normal situation, and then they could be disposed of, if it
were necessary, 'if there were not enough taxes coming in to pay the
benefits,
Senator CONNALLY. You know good and well if the depression
came those bonds would go fleecy, don't yQu. You anticipate that.
You say if we did have a depression then we would fall back on the
Government again.
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Mr. IGLAUER. The more fact that a depression happened, a company has had a long history of excellent earnings, it would not affect
the earning power of that particular company, except to a very minor
degree. The depression in the prices, in the stock or market prices
of those bonds, would, of course, affect their liquidity-that is, in
order to sell them-but the Government would not have to sell them.
Senator CONNALLY. Somebody would have to get some money out
of them some time if the old-age and unemployment compensation
people got any money.
Mr. IGLAUER. Yes; that is right.

Might I answer that question in

more detail?
Senator CONNALLY. Just a moment before you come to that. I
was not here when you started. What business are you in?
Mr. IOLAUER, Department store in Cleveland, Ohio, the Halle
Brothers Co,
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Mr. IOLAUET. They went down at some time during the period.
Senator CONNALLY. I am talking about some comparable period.
Mr. IOLAUER. I cannot answer that without looking at the records.
Senator CONNALLY. You know they did not go (town to 85 sinue
I
the depression started, don't you?
Mr. PJLAUEa. Of course, not since 1933 or 1934,
Senator CONNALLY, The other bonds did violently go down, did
they not, the industrial bonds, when the depression came?
Mr. IOLAUER. Some of them, yes; most of them.
Senator CONNALLY. All of them. Do you know any that did not?
Mr. IGLAUER. Oh, yes; I know some that never went below par,
Senator CONNALLY. But they went, down?
Mr. IGLAuER, Two or three points, but never went below par.
Senator CONNALLY. All right.
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Mr. IGLAUER. What we did was this: Our company stopped into

the picture paid every employee his full deposit plus interest at 6
percent and kept those bonds and mortgages, and I am very happy to
say that after 6 years, or 7 years, considering that this was a liquidating
period for that particular portfolio, we came out something like
$25,000 to the good. In other words, we were able to sell those bonds,
dispose of them without'loss to ourselves or to our employees. That
was quite an accomplishment. As I say, it is of great advantage to
the Government to have access to some income from industry through
the investment of part of the portfolio in a portfolio of industrial,
railroad, transportation, and utility bonds.
Senator VANDENBERG. I just want to ask you one other question.
Out of your experience on the Advisory Council, do you approve of the
proposed rule which fixes the essential limit of the reserve fund under
title II to be three times the necessities in any 1 year over a 5-year
period?
Mr. IGLAUER. I think that is a fair temporary arrangement, until
we have accumulated more data. The committee had in mind that
perhaps in 1942 or 1043, when you have 5 years of taxes, we will say,
and 3 years of benefits paid, that you will have accumulated sufficient
information on which to base definite actuarial calculations for 10,
20, or 30 years in advance, much more definitely than any of the in-.
formation we have.
Professor Witte's endeavor to show how poor these calculations
were I think was a bit unfair to the Treasury Department and Social
Security Board, because they were actuaries Their
who came
out did
fullya
actuaries
trained, out of their fields-insurance fields,
perfectly splendid job. Every time we had a meeting we had full
actuarial calculations based on the 20 or 22 assumptions that were
originally set up, when the calculations were first made. It was the
best which would be done, they could not have done any better.
When you have 5 years of taxes and 3 years of benefits behind you,
you can then call together another committee, such as ours was
before, and have the same thing studied with the view of making
calculations for the next 5, 10, or 15 years, and you will have much
better data to look at.
Senator VANDE.NBERG. During this temporary period, do you think
it is necessary to go as high as the rule of three in order to be safe?
Mr. IGLAUER. Oh, yes.
Senator VANDENBERG, All right; that is all.
Tie CHAIRMAN. Thank you very much, Mr. Iglauer.
Mr. IGTLAUER. Thank you.
The CHAIRMAN. Senator Hayden, did you desire to present some
amendments for the consideration of the comittee?
STATEMENT OF HON. CARL HAYDEN, UNITED STATES SENATOR
FROM THE STATE OF ARIZONA
Senator HAYDEN. I would like to have the benefit of the attention

of the committee for a few moments. I want to discuss an amendment to add a new title to the bill in regard to aid to Indians.
From the beginning of the Government Indians have been considered
to be wards of the United States. When the original Social Security
Act was passed I am sure few Senators from States having a large
number of Indians realized that an effort would be made to trans-
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fer the care of old and dependent Indians from the Federal Government to States.
When it was determined that the enactment of the Social Security
Act might have that effect I took up the question with the Bureau of
Indian Affairs and the Social Security Board. If you will look at
page 21 of the President's message transmitting the recommendations of the Board you will find tis recommendation:
A number of States have a considerable Indian population, some of whom
are still wards of the Federal Government. The Board believes that in cases
where such individuals are in need of old-age assistance, aid to the blind, or aid
to dependent children, the Federal Government should pay the entire cost. If
this provision is made, the Board should be authorized to negotiate cooperative
agreements with the proper State agencies so that aid to these Itdians may be
given in the same manner as to other persons in the State, the only difference
feil g in the amount of the Federal contribution. The Board believes that it
should also be given authority to grant funds to the Office of Indian Affairs for
this purpose, if that appears more desirable in certain circumstances.

The text of the amendment which I am now submitting specifically
carries out that recommendation made by the Social Security Board,
as contained in the President's message.
I want to be frank with the committee by saying that the Bureau
of Indian Affairs has never been enthusiastic about this proposal.
The Indian Office takes the position that an Indian should have all the
benefits that come from being a ward. That is, his land should not
be taxed, his livestock should not be taxed, his home should not be
taxed, and at the same time lie should have all the privileges and
immunities of a tax-paying citizen.
Let me show how the existing law affects my own State. Arizona
has the largest full-blood Indian population in the United States. It
comprises a little over 10 percent. of our population. We have 435,573
people in Arizona of whom 43,726 are Indians. Indian reservations
comprise 19,000,000 acres, or 26 percent of the area of the State.
We simply cannot take care of 1 Indian out of every 10 persons by
State taxation, when the cost has always heretofore been borne by
the Federal Government.
The situation in Arizona is extraordinary. The other extreme is
the State of New York, where the Indian population is less than onetwentieth of 1 percent, 6,900 Indians out of 12,500,000 people. In
New York it would make little or no difference one way or the other
as to what plan is followed.
Therefore the amendment leaves it optional with any State, as to
whether or not it is to care for Indians the same as any other citizen.
If the State cannot afford to do so, then en arrangement can be made
whereby the Federal Government would carry the burden, as it
always has. That is the sum and substance of the amendment.
By either method the Indians entitled to assistance would receive the
same benefits.
Senator KING. Senator, may I ask you a question?
Senator HAYDEN. Certainly.
Senator KING. You recall that the Indians, for a number of years,
have been receiving appropriations, that is, the Indian Bureau, for
distribution among the Indians, of very large sums, ranging from
$25,000,000 to $37,000,000 and $38,000,000. There has been a constant increase, notwithstanding the expression by the Indian Bureau
that they would reduce the expenses. Now, the Indians are getting
approximately $38,000,000 out of the Treasury now. Part of it, of
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course, is pursuant to treaties which have been entered into, but it
does seem to me that they are receiving very large gratuitiea. Schools
are being maintained for them I think independently of grants, and
they are receiving many other advantages. Large appropriations
have been made for the building of reservoirs for them, and tie acquisition and reclamation of lands.
Senator HAYDEN, The point is, Senator, that the Constitution
itself recognizes that Indians are not taxed. Arizona would have
two Members in the House of Representatives instead of one if
the 43,000 Indians were counted. Indians can not be taxed and
never have been taxed. Their aged and sick have been cared for,
but whatever is done for them has always been done by the Federal
Government. The Social Security Act transfers practically one-half
of the cost of such care from the Federal Government over to the
States. This was not realized whel that act was passed, but if you read
the act the way it now stands, you will see that it must be amended to
slhift the burden back to the Federal Government where it has always
belonged. Where the Indian population, as in my own case, amounts
to 1 out of 10, the State simply cannot do it, and should not be required to do it. Certainly the original Social Security Act never
would have been passed with the consent of the Senators and Representatives from the West if any considerable number of them had
fully realized that it would be interpreted in that way. But it has
been so interpreted, and to correct the mistake the Social Security
Board recommends the enactment of this amendment, which is in
the exact form as they have approved it,
Senator KING. Would it not be wise to treat the Indians sui
generis, outside of the operation of the bill, and let Congress deal with
them as it has been dealing with them, by making the direct appropriations and gratuities amounting to $38,000,000?
Senator HAYDEN. Of course Congress would not have to appropriate money as it has been doing for a long period of years, for the aged
Indians, the care of dependent children, and so on. Such appropriations could be eliminated and the payments under the Social Security
will be substituted.
That is all I care to say with respect to the Indian matter, except
I would like to include in the record the text of the amendment and
a memorandum that gives an explanation of what is sought to be
accomplished by it.
(The amendment and memorandum are as follows:)
(IL, R. O6, 76th Cong,, 1st sss,1

AMEND MENT Intended to be proposed by Mr. Hayden to the bill (H.R. 6635)
to amend the Social Security Aot, viz: At the end of the bill Insert a new title
as follows
TITLE X
The Social Security Act is amended by adding at the end thereof a new title as
follows:
"TITLE XII-AID TO INDIANS
"SEc. 1201. The Social Security Board shall not approve any State plan under
titles I, IV, or X of this Act, nor, for any quarter after the last quarter of the
calendar year 1039, certify any amont for payment to a State under said titles
or under this title, unless such plan applies to and includes Indians upon the same
conditions as other persons covered by the plan.
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"Sac. 1202. (a) From the sums appropriated for titles I, IV, and X, respect.

tively, the Secretary of the Treasury shall pay to each State which has, under any
such title, an approved plan that includes Indians, for each quarter, beginning
with the quarter commencing July 1, 1939, (1) an amount, which shall be used
exclusively as aid to Indians, equal to the total of the sums expended during such
quarter as aid to such Indians tinder such State plan, such amount to be in addition to the amount paid the State with respect to suns expended for other persons.
"(b) The Board, in making the estimates and certifications provided for in
sections 3 (b), 403 (b), and 1003 (b), respectively, shall include therein the amounts
to he paid the State under subsection (a) of this section; and the Secretary of the
Treasury in making the payments provided for in said sections, respectively, shall
include tierein the amounts so certified.
"Sac. 1203. In the case of any State plan which has been approved by the Board
tinder titles I, IV, or X, if the Board, after reasonable notice and opportunity for
hearing to the State agency administering or supervising the administration of
such plan, finds that In the administration of the plan there is a failure to apply
the provisions thereof to Indians under the same conditions as other persons
covered by the plan, the Board shall notify such State agency that further payments will not be made to the State tinder this Act with respect to such plan until
the Board is satisfied that there is no longer any such failure to apply the provisions of the plan to Indians. Until it is so satisfied it shall make no further
certification with respect to such plan to the Secretary of the Treasury with
respect to such State.
"SEc. 1204. The term 'Indian', as used in this Act, shall include (1) all persons
of Indian blood whose permanent home is on land owned by the United States or
held by the United States in trust for Indian use or on tax-exempt land owned by
such persons or by an Indian tribe or pueblo, and (2) all other persons of one-half
or ,more Indian blood, including Eskimos and other aboriginal peoples of Alaska.
"SEc. 1205. The amounts paid pursuant to this title shall, except for the percentage, be determined upon the same basis with respect to individual awards
paid by a State as though such assistance were paid to persons other than Indians
under plans approved pursuant to titles I, IV, or X.
"SFc. 1206. The Commissioner of Indian Affairs of the Department of the
Interior Is hereby authorized to enter into arrangements with any State agency
charged with the administration of a State plan approved by the Board inder
titles I, IV, or X to use any agency or agencies of the Office of Indian Affairs in the
administration of any such plan with respect to Indians."
MEMORANDUM BY SENATOR HAYDEN FOR THE COMMITTEE ON FINANCE

The attached amendment proposing to amend the Social Security Act to
provide aid for Indians was drawn more than a year ago jointly by the Social
security Board and the Office of Indian Affairs and provides that in States where
the Indian population is so large as to make their care a burden upon the white
population of such State, the Federal Government shall pay the entire cost of
social-security benefits for such Indians, The amendment carries out the recom.
mendations of the Social Security Board as contained In the President's message
to the Congress dated January 16, 1039. The administration of the plan is in
the alternative, and benefits may be paid directly by the State, or by an approof Indian Affairs.
priate Federal agency such as the 0e
The amendment is designed primarily to assist reservation Indians In the
Western States and properly places the care of such Indiana in the hands of the
Federal Government, whose wards they are. In a State like New York where
the Indian population is only 0.0553 percent of the total population (6,973 Indians
out of a total of 12,588,066, 1930 census), the problem of caring for Indiams tinder
the Social Security Act is not acute and could easily be continued to be handled
by the existing State agencies. The extreme situation however, can be illustrated in my own State of Arizona. According to the 190 census, the population
of Arizona was 435,573, of which more than 10 percent, or 43,726, were full-blooded
Indians living on vast and isolated reservations occupying a total land area of
19 039,964 acres, or 26.14 percent of the land area of the State.
it is obvious from these figures that only the Federal Government can be
properly charged with the care of these Federal wards and that to require the
tate to make provision for them would be an unwarranted burden, Because
of their isolation on their remote reservations, penetrated only by representatives
of the Office of Indian Affairs, it is further obvious that in Arizona the Office of
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Indian Affairs and not the State Social Security Board would be the proper agency
to administer the proposed plan.
Arizona is, of course, an extreme example but the situation in other Western
States is different only in degree.
Senator VANDENBERG. How much money is involved in that
contemplation?
Senator HAYDEN. Frankly, I do not know. I am more concerned
about the principle than I am about the money. It depends upon
the number of Indians.
Senator VANDENBERG. I agree with that. It is not inappropriate
to inquire as to how much it costs, I hope.
Senator IfAYDEN. We have in Arizona, as I stated, 43,000 Indians.
Certain numbers of them are old, dependent, or crippled children,
whatever it may be. The cost of taking care of the Indians who come
under the Social Security Act is a burden that the Federal Government
always had, and should continue to bear.
Senator VANDENBERG. Why should they be under the Social Secu.
rity Act at al, since they are'in a class by themselves? Why should
they not be continued to be cared for by the Govermnent under the
original program?
genator HAYDEN. The only thing I can say to the Senator is that
the act, as it now is on the statute books, has been construed to mean
that Indians are entitled to the same benefits as any other individual
living in the United States, If that is to remain the law then the
whole burden of that expenditure should be borne by the Federal
Government.
Senator VANDENBERG. You are proposing one method of correcting
that?
Senator HAYDEN. Yes.
Senator VANDENBERG. I agree it should be corrected. Would it
equally correct it if you lifted the Indians entirely out frdm under
the Social Security Act?
Senator hTAYDFN. The Indians have always been cared for at the
expense of the Federal Government. I do not think you could get the
Indian Bureau to agree to deny them the benefits of the Social Security
Act, because they figure they get more money this way than was
obtained before.
Senator VANDENBERG. We would probably face it both ways.
Would not that be about where we would wind up?
Senator HAYDEN. I do not see how the Bureau of Indian Affairs
can ask for an appropriation by Congress to care for indigent Indians
when at the same time Congress appropriates money to take care of
them under the Social Security Act.
Senator VANDENBERG. Would ou be satisfied with the alternative
that lets them come out from under the law entirely?
Senator HAYDEN. I would be satisfied with any arrangement that
this committee may make, which leaves the Indian in the same legal
status that lie has been in since the beginning of Government.
Senator VANDENBERG. Your answer would be "yes" to my question?
Senator HAYDEN. Yes, the committee can follow either route that
it chooses.
Senator CONNALLY. Mr. Chairman, may I ask the Senator a
question?
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The CHAIRMAN. Yes.
Senator CONNALLY. As long as they are inclined to be wards of the
Government why not appropriate money to feed them, take care of

them, look after them?

I think the Government ought to do that.

Senator HAYDEN. When the original Social Security Act was passed
but few, if any, of us from the West contemplated anything else, but
when you read the law the way it now stands, Indians are clearly
entitled to all the benefits of the act, and I have no obection to that.
My entire contention is that it is an obligation of the I ederal Goveinment and not an obligation of any State.
Senator BARKLEY. Being entitlecd to the benefit of the act, has that
in any way changed their status originally in the fund they have gotten
heretofore, or is this an additional allowance that they get?
Senator HAYDEN. I have not followed it through, but obviously the
Indians will not get money from both sources. In some States, like
New York, where they have a. few Indians, it would not make much
difference, but in my State it would make a great deal of difference.
Senator CONNALLY. If you exempt them entirely, put them in the
same status, that would satisfy you, would it?
Senator HAYDEN, It might satisfy me by relieving my State from
a heavy burden but whether it would satisfy the friends of the Indians
who would like to get as much money out of the Treasury as possible,
is something else.
Senator CONNALLY. If your plan is adopted, the Government puts
up what it would cost, anyway. It is six in omie and half a dozen in
the other.
Senator H.AYDEN. I would not want to pass on the absolute merit of
such a proposal without knowing all the facts, that is, whether it
would be best to care for the Indians under the Social Security Act,
or whether they would be better off in the end to have Congress appropriate suras of money to take care of them, as it has in the past.
I cannot make a positive answer to the question as to which method
is best for the Indians.
The CHAIRMAN. Senator, has the Commissioner of Indian Affairs
passed on this amendment?
Senator HAYDEN. When I took up the matter about a year ago I
had a'conference with representatives of the Indian Office, and tite
Social Security Board. None of them liked the way I had it fixed
and they jointly drafted a provision to cover this matter. Tite text
of the bill was agreed upon by the two agencies I have mentioned.
I want to make it clear that when this was done the Indian Office
said, "If you axe going to do it, this is the way to do it, but we prefer
that the States pay one-half."
Senator LA FOLLETTE. Senator, may I ask you if this amendment
hitended to be proposed to H. R. 6635 is identical with S. 17?
Senator HAYDEN. No; the amendment contains changes suggested
by the Social Security Board, which are not in S. 1.7.
The CHAIRMAN. Without objection, I tihik there ought to be inserted in the record at this time a letter received April 13, 1939, from
the Secretary of the Interior touching this matter.
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(The letter referred to is as follows:)

AMENDMENTS

TuE SECRETARY OF THE INTERIOR,

Hon. PAT HARRISON,

Washington, April 18, 1939.

Chairman, Commitee on Finance,
United States Senate,
MY DEAR MR. CHAIRMAN: This Department has given consideration to the
proposed bill S. 17 which would amend the Social Security Act to provide that the
Federal Government reimburse to the several States the total of allsums expended
by the States under this act for aid to Indians, plus an additional 10 percent for
administrative expense. This bill would relieve the States of their obligation
under existing law to extend the benefits of the Social Security Act to the Indians
under the same conditions as to all other citizens. It would, in effect, sanction
the right of States to withdraw from Indians the benefits which the States extend
to their other citizens. This Department is opposed to such legislation.
Those who favor this bill argue that the Indians are wards of the Federal
Government, and are the sole responsibility of the Federal Government. I do not
believe any solution of the problems of the Indians can be worked out upon the
theory that the Federal Government alone has a financial responsibility toward
them and a concern for their welfare. White the Federal Government admits a
special obligation to Indians, the States, too, have an interest not merely altruistic
in the fair treatment and development of the Indians who reside within their
borders and are their citizens, voters and taxpayers. The future of a State which
has a large Indian population is In a considerable degree bound up with tie
welfare and progress of its Indian population, and any contribution, financial or
otherwise, which it makes to their welfare is a contribution to its own enlarged
future. An enlightened and successful Indian program cannot be left either to
the Federal Government or to the State Government, but must be the outcome of
cordial cooperation and mutual assumption of responsibility on the part of both.
The guardianship over the Indians which the Federal Govermnent has exercised
has l'een chiefly directed toward supervising his restricted property and protecting
his rights from infringement. The Government has not assumed, by virtue of its
guardianship, to provide for all the needs of tie Indians and Is under no legal
obligation to do so, It is of doubtful benefit to the Indian to be extended the
protection of the Federal Government if lie is thereby deprived of the interest
and help of his State and local governments. When citizenship was conferred
upon the Indians the States necessarily assumed a share of tie obligation toward
these people and a responsibility to accord to them rights equal to those enjoyed
by other citizens.
It is no new thing for tbe States to spend money for the benefit of Indians. In
varying degrees, many States have extended educational, health, medical, welfare,
arid other services to Indians for years. Naturally the States are not averse to
being relieved of these costs, and if the Federal Government takes over the total
cost of Social Security assistance to Indians, It may be assumed that the.States
will look upon this as a declaration of policy, and they may i~oexpected to withdraw services heretofore given to Indians without question unless they are reimbursed by the Federal Government, Unless Congress is prepared to carry out
such a policy by making larger appropriations to meet increased demands, the
Indians, in the long run, acelikely to be more harmed than benefited by such a
policy. This prospect should be considered in relation to the hope of this administration that tie policies now being carried out by the Office of Indian Affairs
will ultimately result in the transformation of that office from an admitistrative
bureau to a service agency. The tribal corporations being established under the
authority of the IniIan reorganization and other acts should develop over a
period of years until they control and administer tribal affairs with a minimum
of Federal supervision, or with perhaps no supervision whatever. If this ultimate
goal is desirable, the Congress should give consideration to the possibility that the
policy inherent in time proposed llil may retard or prevent this development.
Frm the point of view of the States, the problem of cost of Indian assistance
Is not insurmountable. States that want to work out this problem in an equitable
manner can make provision, through legislation if necessary, to relieve poor counties upon which an undue share of the cost of Indian assistance may fall, This
relief to counties has been provided, for example, in Minnesota and Montana.
The objection that Indians do not pay a real property tax is a weak argument
indeed in States where the major or total cost of assistance is from sources other
than property taxation. An examination of the enclosed multilithed table on
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social-security assistance to Indians will show that the States with the highest
percentage of nontaxable Indian land are Arizona (26.17 percent), South Dakota
(11.26 percent), New Mexico (8.43 percent), Montana (6.76 percent) Washington
(6.22 percent), Oklahoma (5.81 percent). Of these only fin Washington and
except for Indian assistance, in Montana, are the assistance programs financed
in part by the counties from revenues raised by taxation upon property. Taxa-

tion upon real property is becoming increasingly less important as a tax base in
this country. The need to find other more productive and more equitable forms
of taxation is not confined to States having large areas of nontaxable Indian land.
It is equally pressing in States with large areas of taxable land belonging to farmers
and other individuals unable to bear the tax burden imposed upon their lands.
To look upon this problem of public finance as directly related to the nontaxation
of Indian lands is to fail to recognize the core of the difficulty.
Nor should the ability of the individual to pay taxes be a determining factor as
to the State's contribution.

Indians usually contribute to sales taxes, and if

they do not contribute appreciably to luxury taxes and severance taxes and the
like, it may be asked whether the'needy, dependent whites, Spanish-Americans,
or Negroes receiving assistance are contributors to these taxes from which the
funds for their assistance are derived. In all classes of citizens who receive
assistance under the Social Security Act are large numbers who are not tax
payers except in an indirect way. The truth is that huge sums of Federal money
are being granted to the States to assist in the various programs which should
and must of necessity include its Indian citizens, and therefore any amount expended for any one class or group (in this instance Social Security assistance for
the Indian) or the failure of any one class or group to pay taxes is no justification
for requiring reimbursement to the State for any such sum expended for the one
class or group of its citizens. A comparison of the figures on the enclosed tabulation, which shows the total of certain Federal grants to the States during the
fiscal year 1938 and, in an adjoining column, the estimated cost of Indian assistance, shows how myopic is the point of view of the States which base their objection upon the cost to the States without reference to or acknowledgment of the
assistance given their programs by the Federal Government.
In this connection it should not be overlooked that certain Federal grants to
States (vocational education, vocational rehabilitation, Federal aid hghwa s,
and, under the Social Security Act, maternal and child welfare and public health
work) are allotted wholly or in part on a basis of population, and that this population includes Indians, who often enough benefit little or not at all from the
allotments. Furthermore, the area of nontaxable Indian lands and other public
lands. exclusive of forest reservations, is made the basis for an allotment of
$2,500,000 for public lands highways to the States with an appreciable acreage of
nontaxable Indian lands. To be wholly logical, States that find their Indian
population a burden when It comes to the needs of Social Security assistance
should not profit by their numbers when It comes to receiving Federal grants
based upon popnllatomI.
There is enclosed a copy of each of the tabulations referred to: "Federal contributions to States, which may be Considered Offsets to State Contributions for
assistance to Indians, fiscal year 1938" and "Social security assistance to Indians."
The latter study shows that 11,162 Indians were receiving Social Security
assistance as of November 1, 1938. The figures in red pencil indicate that 6,417
Indians were receiving this assistance a year previously. This is a gain of 4,746
Indian recipients. Although this increase shows progress, it will be noted that
the States of New Mexico, Colorado, and Arizona are not assisting Indians (except
for 15 recipients in Arizona) although neither Arizona nor New Mexico finances
Its programs through property taxation. It will be noted further that tImeestimated total of Indians in need of assistance is 17,046. An estimated 1,347 of
these are dependent children and blind living in States without approved plane
for these groups. This leaves an estimated 5,437 Indians in States with approved
plans who are presumably eligible for assistance, who have not yet been included
in the State programs.
In the circumstances, therefore, it is recommended that this bill be not enacted.
The Acting Director of the Bureau of the Budget advises that there is no objection to the presentation of this report to the Congress.
Sincerely yours,

HAROLD L. Iass,

Secretary of fhe
Interior.
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The CHAIRMAN. This amendment should be referred to the Department, of the Interior for a report.
Senator HAYDEN. Yes, and it should also be referred to the Social
Security Board.
The 1CHAIRMAN. The Chairman of the Social Security Board, and
other members of the Board, are here, I believe. We will ask for a
report on the amendment so that it may be considered in executive
Session.

(Subsequently the following letter was received from the Secretary
of the Interior regarding the amendment offered by Senator Hayden.)
JUNE 23, 1939.
Hon. PAT HARRISON,
Chairman, Committee on Finance, United States Senate.
MY DEAR MR. CHAInMAN: Your committee, through its secretary, has made
an oral request for a report on an amendment intended to be proposed by Senator
Hayden to the bill, H. It. 6635, to amend the Social Security Act.
This proposed amendment is substantially identical with S. 17 introduced
January 4, 1939, and discussed by me in my letter to you of April 13, last. My
views upon the subject have not changed since that date. The question, however,
is one of policy forthe Congress to decide. Should the decision by the Congress.
be adverse to the recommendation in my letter of April 13, the language of the
proposed amendment would effectuate the policy. I suggest, however, that
section 1204, defining an Indian for tie purposes of this act, be amended to read
as follows:
"For the purposes of this Act the term 'Indian' shall include all persons of Indian
blood who are members of a tribe, pueblo, band, community, or other group now
or hereafter recognized by the Congress or the Secretary of the Interior: Provided,
That pli such persons at the time of filing their applications shall reside on a
reservation or on ether lands set aside or established for Indian use and occupancy,
and shall meet such other residence requirements as are provided for by the laws
of the State in which they reside: Provided further, That the term 'Indian' shall
alsgo include all Indian and Eskimo natives of Alaska who are of one-half or mere
Indian or Eskimo blood, certified as such by the Secretary of the Interior or by
any other officer duly designated by him; Providedfarther, rhat the amounts paid
under this section shall not include any sums with respect to payments to Indians
who reside in any State created out of the area embraced within the Original
Thirteen Colonies unless there has been a reacquisition of Indian lands or reaffirmation of title to Indian lands within such State by the United States. The
records of the Department of the Interior and of the Indian Service shall be prima
face evidence of the facts shown thereon as to tribal membership, age, sex, and
degree of Indian blood."
Whether the Congress decides to accept this amendment, or prefers to leave the
law affecting Indians as it now stands, I urge that social security benefits for
Indians be administered as a part of the general plan for the citizens of the United
States. I should regret any changes which would lead to a special pension system
for Indians.
Sincerely yours,
HAOLD L, ICS,
Secretary of the Interior.

Senator HAYDEN. The only point I am concerned with is the principle involved, and how we can come to a solution.
TEMPORARY RELIEF TO CERTAIN STATES

Another matter I want to bring to your attention is that the Railroad
Unemployment Insurance Act of June 30, 1938, provided that the
Social Security Board shall withhold the certification to any State
of grants for the administration of State unemployment compensation
laws, unless such State, prior to July 1, 1939, shall have, by legislative

action, directed the Secretary of the Treasury to transfer from its
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account in the unemployment trust fund to the railroad unemploy.

ment-compensation account an amount equal to the moneys heretofore
collected from the railroad employers under the unemployment tax
provisions of the Social Security Act. The law, in effect, directs that
the money so collected be taken out of one column of the accounts of
the Treasury and put into another column. Such change must be
agreed to by the State kgislatures, because it is a trust fund.
Unfortunately, as Mr. Latimer of the Railroad Retirement Board
can tell you, a few of the States will have failed to enact the necessary
changes in their laws by the first day of next July, and everything
will be tied up. That affects my State and a few other States.
I submit that the amendment should be adopted, and call the
attention of the conunittee to the fact that it is approved by the
Railroad Retirement Board, the Social Security Board, the Treasury
Department, the General Accounting Offiue, a[ the Bureau of the
Budget.
The CHAIRMAN. Was it )resented to the Ways and Means ComInittee?
Senator HAYDEN. No; it was not in shape to be presented to that
committee. The amendment was only drafted and agreed to last
week.
The CHAIRMAN. So it was not considered by the Ways and Means
Committee?
Senator HAYDEN. No; the Governor of Arizona came to Washington very recently and stated his difficulty. Governor Jones said that
if lie were compelled to call a special session of the State legislature
before the first of July, a burden of at least $60,000 would be placed
upon the State, which lie considered unnecessary. 1 understand
there are some other States in a similar situation, particularly Illinois.
The text of the aniendment is rather involved. One Senator can
draw a provision that is perfectly clear to him, but if five Senators
help him to draw it the language is generally expanded. This amendment is approved by five different Federal agencies, and each one of
them has put into it everything deenied to be necessary. Nothing
more is actually involved than simply moving some figures from one
column in the account books of the Treasury Department to another
column. The money is now in the United States Treasury. The
States are penalized for the delay at the rate of 2% percent. I shall
submit the amendment and the text of a memoradum regarding it
for the record.
The CHAIRMAN. Without objection it may be put in the record.
(The amendment and memorandum are as follows:)
III. R.6635,
70tb Cong, Ist
amSS.]

AMENDMENT Intended to be proposed by Mr. Hayden to the bill (H. R.6635)
to amend the Social Security Act, and for other purposes, viz: At the end of the
bill Insert a now section, as follows:
SE. 004. If the Social Security Board finds with respect to any State that the
first regular session of such State's legislature which began after June 25, 1938,
and adjourned prior to thirty days after the enactment of this Act (1) had not
made provision to authorize and direct the Secretary of the Treasury, prior to
thirty days after the close of such session or July 1, 1939, whichever date is later
to transfer froni its account in the Unemployment Trust Fund to the railroad
unemployment insurance account inthe Unemployment Trust Fund an amount
equal to such State's "preliminary amount", or to authorize and direct the Secretary of the Treasury, prior to thirty days after the close of such session or
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January 1, 1940, whichever date is later, to transfer from its account In the Unemployment Trust Fund to the railroad unemployment insurance account in the
Unemployment Trust Fund an amount equal to such State's "liquidating amount"
or both; and (2) had not made provision for financing the administration of its
unemployment compensation law during the period with respect to which grants
therefor under section 302 of the Social Security Act are req uired under section 13
of the Railroad Unemployment Insurance Act to be withheld by the Social Security Board, notwithstanding the provisions of section 13 (d) of the Railroad Unemployment Insurance Act the Social Security Board shall not begin to withhold
from certification to the Secretary of the Treasury for payment to such State the
amounts determined by it pursuant to section 302 of the Social Security Act and
to certify to the Secretary of the Treasury for payment into the railroad unemplq-o
meant insurance account the amount so withheld from suet) State, as provided in
section 13 of the Railroad Unemployment Insurance Act, until after the thirtieth
day after the close of such State s first regular or special session of its legislature
which begins after the date of enactment of this Act and after the Social Security
Board finds that such State had not, by the thirtieth day after the close of such
legislative session, authorized and directed the Secretary of the Treasury to transfer from such State's account In the Unemployment Trust Fund to the railroad
unemployment insurance account in the Unemployment Trust Fund such State's
"preliminary amount" plus interest thereon at 2% per centum per annum from
the date the amount thereof is determined by the Social Security Board, and such
State's "liquidating amount" plus interest thereon at 2 per centum per annum
from the date the amount thereof is determined by the Social Security Board.
Notwithstanding the provisions of section 13 (e) of the Railroad Unemployment
Insurance Act, any withdrawal by such State from its account in the Unemployment Trust Fund for purposes other than the payment of compensation of the
whole or any part of amounts so withheld from certification with respect to sucl
State pursuant to this Act shall be deemed to constitute a breach of the conditions
set forth in sections 303 (a) (5) of the Social Security Act and 1603 (a) (4) of the
Internal Revenue Code. The terms "preliminary amount" and "unliquidating
amount", as used herein, shall have the meanings defined in section 13 of the
Railroad Unemployment Insurance Act.
MEMORANDUM

BY

SENATOR

HAYDEN FOR THE COMMITTEE ON FINANCE

The attached amendment has been drafted and Informally approved by the
following Federal agencies: Railroad Retirement Board, Social Security Board,
Treasury Department, General Accounting Office, Bureau of the Budget.
Section 13 (d) of the Railroad Unemployment Insurance Act of June 1938
p rovides that the Social Security Board shall withhold the certification to any
State of grants for the administration of State unemploy meit-compensation laws
unless such State, prior to July 1, 1939, shall have by legislative action directed
the Secretary of the Treasury to transfer from its account in the unemployment
trust fund to the railroad unemployreri-eomnpensation account au amount equal
to the moneys heretofore collected from railroad employers under the unrmployment-tax provisions of the Social Security Act.
For one reason or another several StatesI while perfectly well intentioned. are
likely not to have complied with this provision of law by Jurly 1, 1939, and if such
States have not complied as of that date, then
the Social
States. Board will have
such Security
no option but to withhold administrative grants to
My amendment is designed specifically to relieve this situation and to allow
the orderly payment of mrrierloymeut, compensation in the several States after
July 1 1931, N'ithout in any way jeo pardzil] g the Federal ''reasury or either of
the Federal agencies concerned, the Railroad Retirement Board and the Social
Security Board.

The CHAIRMAN, Senator ]3yrnes.
STATEMENT OF HON. JAMES F. BYRNES, UNITED STATES SENATOR
FROM THE STATE OF SOUTH CAROLINA
The CHAIRMAN. Senator Byrnes, the coninittee has no desire to
keep you here all the time, although we are very glad that you and
other members of the Unemployment and Relief Committee have
found it convenient to be here. Do you desire at this time to present
your views on this matter?
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Senator BYliNES. If the committee would permit me to (1o so, I

would like to.

First, I wish to thank the committee for its kindness in inviting
the members of the Unemployment and Relief Committee to sit with
this committee during its sessions. Last year, when the Committee
on Unemployment and Relief was appointed, we were charged with
the duty of investigating the subject of relief, is well as unemlp loyment.
In the consideration of that question we necessarily considered many
of the matters contained in the pending bill, There was no desire
on the part of the Committee on Unemployment and Relief to usurp
the jurisdiction of tie Committee on Finance. We simply found that
in investigating the question of uneml)loyment and relef, we necessarily had to consider all of the acts of the Congress pertaining to
employment or relief, and we found that during the last 5 years we
had made many appropriations for various types of assistance, as well
as appropriations to provide work. These acts were necessarily
passed hurriedly without relation to each other. We determined that
the picture should be considered as a whole.
We approached the subject from the standpoint of determining
the effect these various appropriations would have upon the number
of people seeking employ ment upon public works, Our appropriations for public works had reached more than two billion dollars
last year. We concluded that unemployment compensation had to
be considered our first line of defense against unemployment and
that if it was to be effective it had to be adequate enough to remove
people from the field of work relief. Contributing to the same result
would be the grants made through the Social Security Board to States
for old-age assistance, old-age insurance, for the dependent children
and the blind.
When the committee reported and incorporated in a bill its recommendations, we learned that the House took the position that it,
affected revenue, and that the legislation should be introduced first in
the House.
We had specifically refrained from making any recommendation
as to taxes, but we found anyway that the gentlemen on the other side
of the Capitol were sincerely of the opinion that it affected revenue,
and rather than have any dispute about the matter, we determined to
abandon any effort to secure action by the Congress upon that bill
and look to this committee to act upon amenllents when the bill
caine over here.
I might say that before we even drafted the bill, we increased tie
membershiI) of the committee, and I specifically asked that members
of this committee be added to the committee, and five inembers of
the Finance Committee were added. Now, I do not intend to ask
you to consider a.ll of tile views of that committee upon the various
provisions of the bill, technical as they are, but I do wish to comment
upon a few questions.
We found that the question of old-age assistance was a controversial
one. Now, I think, I can say that so for as the action of the House is
concerned, it has taken the same position that the Senate Committee
on Unemployment took with reference to assistance for the blind, and
for the dependent children.
In the case of the dependent children we recommended last January
that tile contribution of the Federal Government be increased from
one-third to one-half, and I think it is rather generally agreed now
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that there is no good reason for having the contribution one-third
while the contribution is one-half for other purposes.
In the case of the old-age insurance benefits, we recommended that
the payments commence as of January 1, 1940. I think the House
has done a very splendid job in the determination of the payment of
benefits under that section. It will, in my opinion, relieve to some
extent the demands upon W. 1P.A., and when we think of how expensive the public works program has been per individual, I think it is
well that inasmuch as these taxes have been paid by the employers
and employees of the country, that the payments should begin at
an earlier date.
I think the definition of "dependent child" adopted by the House,
is a splendid forward step. By extending assistance to the dependent
child not over 18, attending school, the effect will be that many women
who are now employed upon W. P. A. projects will have adequate
assistance to permit them to remain in the home and take care of the
children. Whether it be right or wrong, we know that sympathetic
officials of local government who certify persons for jobs upon W. P. A.
projects, when confronted with the case of a widow with dependent
children, even though she does not possess the qualifications to perfo-,n the particular work, will often certify her for a job upon W. P. A.

because of liar need. The result has been that the citizen seeing her
at work and not performing her work in an efficient manner would
criticize tile W. P. A. and the Congrcsss for iching appropriations
for work relief. Therefore, this more adequate provision for dependent children will serve a splendid purpose, as will the more adequate
provisions of the old-age insurance section.
Now, when we get to the appropriations for old-age assistance-Senator BARKLiY (interposing) Senator, do you include in your
remarks about dependent cliirdren, crippled children, or is that
separate?
Senator BYRNvS. That is a separate section in the bill.
Now, as to the old-age assistance, while many men of 65 years and
over possess the physical qualifications for efficient work, many others
do not. Because of the inadequacy of the amount paid in some
States fvr old-age assistance, men and women over 65 and in need,
have been certified by local officials for jobs on W. P. A. While the
number is not very large in the cases of the persons over 65 it, nevertheless, is one factor to be considered when we are considering the
effect upon the relief load of these various provisions.
In enacting the social-security law, the Congress determined that
providing assistance for the aged who are in need was not the problem
solely of the State, but was a national problem, or at least a dual
problem of the United States and of the States. Because we (lid not
regard it as the problem solely of the State, we provided that the
appropriations should be based upon a 50-50 basis, with the maximum
contribution by the Federal Government not to exceed $15. Now,
under this provision the amounts paid in the States vary all the way
from $32.43 in California, to $6.15 in Arkansas. The number of persons being aided varies from 54 percent of the population over 65
years of age in the States with the highest proportion to 7 percent in
proportion.
the States with the lowest
When a State pays an average of $6.15 to an old man, it means 20
cents a day, and it means that the contribution of the Government of
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the United States to the assistance of that old man is a dime a day,
If no more than a thin dime is to be paid, so far as my opinion is concerned, we might just as well withdraw and save the administrative
costs necessary in that Stete to contribute a dime to the old man or
the old woman in need.
Now, we considered what was the best thing to do about this
problem. No one is satisfied with the existing conditions. We considered whether the failure to pay a larger sum in so many States in
the Union was due to inability or unwillingness. My own opinion,
and the opinion of the majority of that committee was that while in
some few States the legislatures may not have provided all the funds
possible for this specific purpose, that there could be no doubt that
the failure was due to inability and not to unwillingness.
Senator VANDENBERG. May I ask you a question there, Senator?
Senator BYRNES. Yes.
Senator VANDENBERG. What is the experience in these same States
in respect to matching other Federal funds in connection with other
Federal activities, like roads? Have they all followed through?
Senator BYRNES. In the endeavor to match appropriations by the
Federal Government, the States have been increasing taxes. The
argument is made by candidates for the legislature that if the State
fails to raise sufficient revenue to meet them the State will be paying
to the Federal Government and getting no benefit. As a result we
have about reached the limit of State cooperation. I cannot say that
a State could not raise an additional dollar a month, but the additional
dollar a month may be just about the last straw. Congress has preempted in great measure the field of taxation. You gentlemen, having
framed the tax bills are far more familiar with them than I am. We
have in great measure restricted the States, the counties, and the
cities to taxes upon real estate. They have income taxes, taxes upon
intangibles, and sales taxes, but, after all, our cities and our counties
have come to rely in great measure, upon taxes upon real estate. In
most of the States they have been contributing to the funds for roads
and other purposes. Now they have reached the stage where they
are unable to match on a 50-50 basis additional appropriations by
the Federal Government.
Senator VANDENn ERG. I am not quite clear that I understand your
answer, Senator.
Senator BYiNEs. I know of no State that is not securing the funds
appropriated for roads by matching the 50 percent. I cannot specifically answer your question because I have not investigated it. I
understand that in some instances States have declined to make the
contributions to match the Federal contribution as to dependent
children, because that matter was before us. Still I think that was
due, in great measure, to the fact that the Federal Government was
not contributing one-half but was contributing one-third. When we
contribute one-half I beiievo the sentiment in favor of caring for
dependent children, will cause those States to come in. But I cannot
answer your question.
Senator CONNALLY. Is not one of the reasons for matching the roal
.money that some of the States have a special gasoline tax which goes
in your through roads?
Senator BYRNES. Of course that is true. It is as high as 7 cents in
some States, that is 1 cent Federal and the other 6 cents State. As
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we drive through the States, we know how high the Federal and State
tax is on gas. That is the reason we are able to keep UI) the road
contribution.
Senator LODGE. May I ask you a question, Senator?
Senator BYRNES. Yes.
Senator LODGE. Is it not true that many of tile States with the low
per capita income do not have an income tax?
Senator BYRNES. All of the low-income States have income tax
laws except Oklahoma and Texas, and Oklahoma has what is called a
,gross income tax, a tax upon intangibles.
Senator LODGE. Thank you.
Senator BROWN. In some of the low-income States is the inability

of the State to raise sufficient money based upon the constitutional
amendment, the constitutional provision in the State constitution
which prevents the imposition of higher taxes?
Senator B VANES, State eonstitutions have Ina(le provisions restricting taxes, restricting the tax upon the homestead, and other things.
Senator BnowN. There would be more sympathy, I think, on the
part of the committee in the case of those States that were unable,
because of financial difficulties, to raise the money, than in the case
of the State where some constitutional provision 'prohibited them.
Senator BYntNES. There would be no question then about the willingness at all. It is interesting, in connection with it, gentlemen, to
note that when you look at the list of States with the low per capita
income you find that it includes the States with the very small appropriations for old-age assistance. I looked at it with some interest,
to see how many of them there wore. It follows very generally.
Senator LODGE, May I ask you a question there,'Senator?
Senator BYRNES. Yes.
Senator LODGE. I have got this list, and there are some exceptions
to the statement. A State like Utah, that is thirty-first in per
capita income is eighteenth in old-age assistance; Colorado, twentyfirst in per capita income and second in old-age payments; Arizona
is twenty-third in per capita income, and sixth in old-age payments;
Delaware is thirty-ninth in old-age assistance payments and fourth
in per capita income.

Senator BYRNES. Yes. I noticed about a half dozen out of the
entire list. I did not want to mention the States, to single them out,
but I will put into the record a statement of tile per-capita income of
the various States as determined by the Department of Commerce in
its recent bulletin dated May 1939 and follow it with the statement
of the amounts of old-age assistance paid by the various States.
The CHAIRMAN. I think that is in the record, Senator.
Senator BYRNES. I was only wondering if the committee had the
figures as to the income of the States, as published by the Department
of Commerce in its recent bulletin, or whether it was the table that
appeared in the Congressional Record of last week.
The CHAIRMAN. The last was of December 1938.
Senator BYRNES. I am familiar with the figures the Senator is
looking at.
The figures to which I refer are later figures and are contained in a
publication of the Department of Commerce.
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Senator LooGE. I did not quite understand, Senator, whether you
were going to comment on these discrepancies that I referred to. Is
that the statement you plan to put in?
Senator BYNES. I say the statement will show that there are five
or six States that are exceptions to the rule which I have stated. I
was not singling out the various States at this time.
Senator KING. Senator, if you will pardon me, I do not want to
lead you into a bypath, but is it not true that in the South there is
remarkable industrial development, many factories are moving from
the New England States to the South, and there is a remarkable activity there in industry, in trade, and in commerce, and the people of the
South are manifesting those fine qualities which they have manifested
in the past, and which have led to the formation of strong, independent
communities, and strong, independent States?
Senator BYRNES. For many years there has been an improvement
in the industrial situation in the South. I was not discussing the
matter, though, as affecting the Southern States alone, because I
would prefer not to do it. Under this proposal if the per capita
income of a State increased, its contribution would increase.
The States of the Union having a per capita income less than the
national per capita income number 28. Therefore if you speak of
the South as the 13 States, which were included in the figures of the
economic council, when the South was described as economic problem
No. 1, there are 15 States outside of the South in the low-income group.
Senator LODGE. As of what year is that, Senator?
Senator BYRNEs. The bulletin is as of May 1939, based upon 1937.
Senator LODGE. These figures of the Department of Commerce
show very considerable fluctuations from year to year. The number
out of the average may vary a great deal.
Senator BYRNES, There were 20 States and the District of Columbia
in which the average income per man, woman, and child in 1937 was
above the United States average of $547. That is how I arrived at
my figures that there are 28 States below the average.
Senator LODGE. For that particular year?
Senator BYRNES. Yes; for 1937. I think it ought to be considered
on the basis of 3 years. I would not think 1 year would be fair.
The Social Security Board recommended to the President, as a solution of this problem, that there should be a variable grant based upon
the economic capacity of the States, and the President, in submitting
that report to Congress, likewise urged variable grants to the States,
stating:
I particularly call attention to the desirability of affording greater old age
security. The report suggests a twofold approach which I believe to be sound.
One way is to begin the payment of monthly old ago Insurance benefits sooner,
and to liberalize the benefits to be paid in the early years. The other way is to
make proportionately larger Federal grants-in-aid to those States with limited
fiscal capacities, so that they may provide more adequate assistance to those in
need. This result can and should be accomplished in such a way as to Involve
little, if any, additional cost to the Federal Government. Such a method embodies a principle that may well be applied to other Federal grants-in-aid.
I admit that in considering this matter, although we are all agreed
as to the desirability of doing something, we found it difficult to agree
upon what should be done. I have no conviction that this is the last
word and that there is no bettor plan. I am entirely open-minded on
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it, but I am of the opinion that this committee should give careful
consideration to this proposal at this time,
We recommended this, that where the per capita income of a State
was less than the average national per capita income, that the contribution of the State should be proportionately reduced but that in
no case should the contribution of a State be less than one-third, or
the contribution of the Federal Government be greater than two-thirds.
Few States would contribute only one-third. Quite a number would
contribute between 45 and 50 . percent. We provided that the
determination of the per capita income of the State should be based
upon the figures for 3 years and not for 1 year.
Because of the fact that many of the States would contribute
between 45 and 50 percent, others between 40 and 45 percent, the cost
to the Federal Government of this variable formula would not be very
high. The representative of the Social Security Board testified, when
asked by the committee for an estimate, that the increased cost should
range between $20,000,000 and $34,000,000, the variance being due to
the difficulty of determining how many additional persons would be
granted aid as a result of the more liberal grant.
I must say, in justice to the representative of the Board who
testified before our committee, that he said that necessarily it was a
difficult estimate to make, as we can all readily see, but his estimate
that it was $20,000,000 to $34,000,000, and I prefer to discuss it, therefore, as the outside estimate, an addition of $34,000,000.
Senator VANDENBERG. That is $34,000,000 as compared to what the
total figure now is for this particular program?
Senator BYRNES. The total is now $250,000,000. It would add
$34,000,000 to that sum,
Senator KING. That is, we are appropriating now $250,000,000 for
the needy?
Senator BYRNES. My recollection is that the amount is approximately $250,000,000. Mr. Altmeyer can correct me.
Mr. ALTMEYn. That is correct, about $500,000,000 being paid by
the combined Federal Government and States.
Senator BYRNES. Our contribution was approximately $250,000,000,
as I remember it.
I am of the opinion that if the Congress granted this additional aid
to the low-income States, that we should demand in return for that
increased relief, that they pay to the aged persons in need an average
of at least $15 per month.
It should be stated as an average for this reason: Grants are made
by the State of a supplementary nature. There is a man who has got
a son working and he, therefore, can stay in the house with his son,
but the old man hasn't got any money, lie has great difficulty in
securing enough for food, and $5, or $7.50 would be of great assistance
to him, when it would be entirely inadequate to another man who has.
to pay rent.
Of course, we meet the argument that if we require a minimum
payment it would force a larger contribution by some of the States,
even under this variable formula. That is true. I dislike to single
out the State of Arkansas, and I do so only because it is at the bottom
of the list, as we single out California it being at the top of the list.
Arkansas is $6.15. Now that would mean the contribution of
Arkansas would have to be increased to $5, in order to get $10 and
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Immediately it is said, "Well, if you say they

are unable to pay any more, how can they pay the $5?"

Senator JOHNSON. Tie Senator from Arkansas testified yesterday
that they were not paying all that they were able to pay.
Senator BYRNEs. I think that could be true. I think there could
be an argumnt as to many States. It will be a controversial question
in many States.
Senator JOHNSON. She said it was partly unwillingness on the part
of Arkansas.
Senator BYRNEs. That may be true. In some States it was due to
an unwillingness, because of lack of sentiment in favor of it. We
had in mind that fact. But while it may be true in one State, we had
to take the rule, and when you take the States as a whole and coinpare the States with small benefits with those having a low per capita
income it is surprising how it dovetails. In some States there would
be a lack of desire on the part of the State.
Senator VANDENBERG. Senator, would it be possible, on this question of capacity versus willingness, to obtain a table to put in the
record showing the experience of the States and Government in connection with other matching grants for the last 5 years, say?
Senator BYRNES. Yes; I will try to get that. I will make a memorandum of it.
Senator VANDE NBERG. If you will, it will be a very valuable contribution.
Senator BARKLEY. It is difficult to arrive at a definite conclusion

as to the ability, I mean the two equations of ability and willingness
of any particular State, unless you take the tax rate, value the property
and a whole lot of elements that go ihto it. As a member of the committee, I felt that more of the States were failing because of their
unwillingness than because of their ability. I think that is true. As
to the exact number, it is hard to figure it out. I still entertain that
,
opinion.
Senator BYRNES. I tried to consider the matter in a judicial way,
and I went to the trouble of seeking information about the States
that are in the low-income group, and I found some very interesting
things.
I said I dislike to discuss the thing from a sectional standpoint, but
one is forced to do so, because while there are 28 States that are lowincome States, less than the average, it is a fact that every one of
the 13 southern States is in that class. Therefore I tried to check up
on the accuracy of the figures as to low per capita income and I found
some very surprising figures on that subject. I took the deposits in
the banks of the State, the dividends received in those States, in
order to get at the income. I took the wage of the tenant farmer of
the 13 States, and the wage of the sharecropper, I took the assessed
value of the property of the States, and other factors, and with the
permission of the connittee, I will insert it as part of my remarks,
Senator LODGE. May I ask, Senator, whether you took the farm
income not in cash, did you attempt to evaluate it?
Senator ByiNEs. No.
Senator LoDGE. It is a very big part of the farmer's income, though,
is it not?
Senator BYRNES. I realize that it amounts to something if a mail
has his own vegetable garden, but when it comes to his ability to pay
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taxes it is not material. The tenant farmer and share cropper cannot.
well pay taxes out of annual cash income of $100. It matters not
what lie gets in the way of vegetables, so far as the taxable capacity
of the State is concerned. You cannot get much in taxes from a man
whose cash income per year is $75 or $87. From the figures published
by the National Emergency Council I quote the following:
The 13 Southern States had an average income of $314 while in the rest of the
country it was $604.
In determining the amount of revenue that can be raised by taxes upon real
estate, we must realize that the assessed value of the taxable property in the
South in 1935 averaged $463 per person, while in 9 Northeastern States it averaged
$1,370, or three times as much as in the Nation.
When we consider the ability of the people of the Southern States to pay either
income taxes or excise taxes, we must realize that in 1929 southern farmers received
an average gross income of $186 as compared with $528 for farmers elsewhere.
The average tenant farm family received in cash $73 per person for the year's
work,
Sharecroppers' cash earnings ranged from $38 to $87, a recent survey showed.
The average wage in industry in the South was $865, while it averaged $1,219
in other sections. Although the South contains 28 percent of the Nation's population, its banks in 1937 held less than 11 percent of the Nation's bank deposits or
only $150 per capita as compared with $471 for the remainder of the United States.
Savings banks deposits in the South were less than 6 percent of the Nation's
total.
Of the 66 banks In the United States having deposits of $100,000,000 or more,
only 2 are in the South and they barely qualify.
Southern insurance companies hold 2.6 percent of the $28,418,000,000 of assets
held by the life-insurance companies of the Nation.
These figures only confirm the figures of the Department of Commerce as to the
per capita income of these 13 States. There are 15 other States outside of the
South where the per capita income is less than the average national income and'
where the raising of additional revenue is equally as serious a problem.

As long as 1 have been drawn into a discussion of conditions in
the South we must realize that we have in most of those States, a
difficult problem. Take the State of Mississippi, the State of the
chairman. It has, as I recall, a population divided between the
races about 50-50. They have a compulsory education law. I am
glad to say that is true in every one of the southern States. They
must secure, by taxes upon real estate and other direct taxes sufficient
revenue for educational purposes. When you have one-half of your
people who have little or no cash income, and little property upon
which you can draw for taxes, it is exceedingly difficult to raise enough
revenue for the ordinary activities of government without trying to
match Federal appropriations.
I cannot agree with the statement that it is unwillingness on the,
part of the States to tax themselves. The States can levy sales taxes
and they will be paid. The poor people will pay and will doubtless.
live, but there comes a time when it is existence and not living.
Senator LODGE. May I ask you another question?
Senator BYRNES. Yes.
Senator LoDGE. Take the case of a State which contains a financial
center. Massachusetts contains Boston, Michigan contains Detroit,
they get a lot of dividend payments in checks, and so on coming into
the financial center. There are just a few big ones, really, but in the
computation of per capita income the poor people in those States are
credited with those dividends that they never got, and consequently
the poor people in the States with the financial centers are being given
the rating as being rich, without ever having any of the advantage
of being rich. Isn't that true?
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Senator BYRNES. Yes; in a way. I will discuss that in a moment.
Insofar as the poor in the States with the so-called high income is
concerned, this provision recommended by the committee on unemployment and relief would not in any way affect the right of that
State, with the high per capita income to provide a contribution of
$15 and thereby receive the Federal contribution of $15, making the
total amount paid $30; it would in no wise affect the right of the State
to contribute more than $15 to add to the $15 contribution by the
Federal Government. It would simply give assurance that in every
State the average contribution would be at least $15.
It is urged that this variable grant would be unfair to the States
with a higher per capital income. Let me discuss that a minute. The
only justification that I see for that statement is that the additional
cost estimated at somewhere between $20,000,000 and $34,000,000
would be paid out of funds collected by the Federal Government from
all of the people, and therefore from the States with high incomes a&
well as those with low incomes. I think that would be a fair argument.
The funds in the Federal Treasury, come from the people of the
entire Nation. I not only agree to it, I assert it. It has been regrettable to me that it has not been more uniformly appreciated. It
matters not whether the tax is collected on gas by the Standard Oil
Co. of New Jersey, or upon cigarettes by theR. J. Reynolds Tobacco
Co. of North Carolina. The tax is paid not by New Jersey or North
Carolina, but by the individuals who buy gas or cigarettes in Massachusetts, Mississippi, and every other State.
Senator LODGE. That is my point.

Senator BYRNES. The price of a manufactured product is fixed to
provide not only cost but to earn a profit, after allowing for taxes and
depreciation. The corporation tax paid in New York is collected by
the corporation from New Mexico as well as New York.
Twenty-eight States have a per capita income less than the average
per capital income of the Nation. These States would benefit by the
variable grant, some very slightly, some materially. But today, when
the person in Arkansas or in New Mexico pays the same taxes upon
gas, cigarettes and beer, that money goes ito the Federal Treasury,
and by that Treasury is paid out in the form of grants to the aged.
The Federal Government from these taxes contributes $12 to an aged
person in New York and $3.07 to an aged person in Arkansas. The
State with high per capita income benefits at the expense of the State
with the low per capita income. The objective is to assist those in
need, and seekc to attain that objective by providing that the more
money a State has, the more assistance will be given for its needs.
In considering the fairness of it, we must remember that even if the
variable grant is provided and the State of Arkansas, for instance
should increase its contribution to $5 and thereby secure a Federal
contribution of $10, making the payment to the beneficiary $15, the
taxes collected from the people of Arkansas by the Federal Government, together with the taxes from all other Slates, will still be paid
to the States with high income, and California would still receive,
from the Federal Treasury, $15 a month instead of the $6.30 received
by Arkansas. The man, however, who buys gas and cigarettes in
Arkansas, will pay just the same tax as the man in California, or
Massachusetts.
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The CHAIRMAN. You have a limit of two-thirds percent?
Senator BYRNES. Yes; two-thirds. The relief bill was reported to
the House yesterday. In the discussion it was stated that if a man is
entitled to social-security benefits he cannot get a W. P. A. job. If we
are going to do that, we should not say to a man, "We are passing
something to help you, we will give you $3.15 for old-age assistance,
and because you are eligible for that, you cannot get a W. P. A. job
that will pay $30 or $40 a month."
Senator BAUKLEY. If I understand it, he does not have the option of
deciding which he will take. lie cannot, and come tinder the provisions of the bill,
Senator BYlIN.s, No. I read it this morning, and I know it has
been the thought that a man should not be permitted to receive any
more. Whore a man receives $30 a month, I agree, but I cannot agree
that the United States Government will take the position that if a
man lives in a State where the legislature is unable or is unwilling to
raise more revemie to pay old-age benefits of more than $6 or $7, that
he must accept one-half or $3.50 from the United States Government
and because lie is eligible for this $7 he cannot get a W. P. A. job.
Senator JOHNSON. Why bother about State participation? Why
don't you make it all come out of the Federal Treasury?
Senator BYRNES. That, of course has been argued?
Senator JOHNSON, Is it your argument?
Senator

BYiNES.

Oh, no.

I have been an advocate of requiring a

State to match, You must require them to match. As long as they
administer it, it is our safeguard to assure that it is going to be wisely
and economically admiristered. I think you should make a State pay
to the extent of its full capacity.
Senator JOHNSON. Does the statistical records show that the States
are contributing more and more as time goes on, or less and less?
Senator BYRNES. I am unable to answer. I would assume, with
the agitation on this subject in the States, that some of them may have
increased. It would be the natural tendency even in these lowerincome States, to seek to divert funds from other purposes to this
old-age assistance in order to secure Federal funds.
Senator JOHNSON. Was not that the purpose of Congress in making
this provision in the first place, to encourage the States to pay pensions?
Senator BYRNES. I think so. I repeat that only by requiring the
States to match to the greatest possible extent can you insure the best
administration. It is only a question, when we get to the matching
whether we will take into consideration the ability to pay. We al
know some States are more able than other States to levy additional
taxes. Now shall we say that we are going to administer something
for the needy by providing that the greater your need, and the poorer
you are, the less you get?
I will call the attention of the committee to one thing that we
discussed, and that was whether we could ascertain, with any degree
of accuracy, the per capita income of the States.
Senator CONNALLY. May I ask a question, Senator?
'Senator BYRNES. Yes.
Senator CONNALLY. Along the line of Senator Johnson's remarks,
he said "why should the States contribute anything to it; why not
make it all'a Federal contribution? If the Federal Government
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hasn't got an interest and an obligation with regard to this matter,
why pass the Federal law? Why not let the States do it themselves?"
I agree with the Senator. This is Federal money. These are all
American citizens, whether they live in Arkansas or Maine. It seems
to me the Federal Government, as far as its own contribution is concerned, ought to strive to arrive at something that will be fairly
equitable and just as between the citizens in those ages.
Now, as far as the State contribution is concerned, that is a matter
of its own. If the State cannot or will not contribute, that will not
relieve the Federal Government of doing it.
Senator BYRNES. That is really the viewpoint that many of us
have on it. If you say we have a dual responsibility, can we discharge our responsibility to the aged in these 28 States by paying
$4 or $5 per month?
Senator VANDENBERG. Do I understand your formula would
increase the Federal payments in28 States?
Senator BYRNES. Yes; it would increase the Federal payment.
And it would decrease the State payment by the percentage which the
State per capita income was less than the national income.
Senator VANDENBE*G. And that, under your calculation, includes
28 States?
Senator BYRNES. Yes.

Senator VANDENBERG. And that includes all of the Southern States
to which you referred? Does that include States like Virginia, Texas,
and North Carolina?
Senator BYRNES. Yes; I am sure that it includes North Carolina and
Texas. Texas is slightly below the per capita income average.
Senator VANDENBERG. The Senator from Texas violently complained the other day when lie was listed with Mississippi and
Arkansas.
Senator BYRNES. I must say the State of Texas is not quite as low
in the list as the States of Arkansas and Mississippi, but I do remember that it was below the average per capita income.
Senator LA FOLLETTE. He is closer to the surface?
Senator BYRNES. Yes; he is closer to the surface, as tie Senator
from Wisconsin said.
Senator LODGE. May I say that I have some figures that I would
like to put into the record later showing that 24 States-Senator BYRNES (interposing). I never quarrel with anybody about
figures, because I am liable to be wrong if I make them myself, but
in this case I want it to be understood I am referring to this Depart.
ment of Commerce bulletin issued 3 weeks ago. It impresses me as
being a most comprehensive document. I think it was prepared at
the instance of the Senator from Wisconsin.
Senator LA FOLLETTE. I was the one who introduced the resolution
which started that work. It has been carried on since.
Senator BYiNES. I think if the Senator has not seen the document,
if he will read it he will feel well repaid for his efforts, because it is far
better than the figures we had before our committee when we were
considering this question.
Senator VANDENBERG. Without regard to the statistical result, it is
rather startling to me to think abstractly why great States like
Virginia, North Carolina and Texas were not competent to meet the
situation fully as well as Michigan or any other State.
100883-39----19
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Senator BYRNES. I could not agree with the Senator that any one
of them has the taxpaying capacity of Michigan, and as long as they
continue to buy automobiles from Michigan you are going to be
better off than the three of them put together. You can levy taxes
directly upon the corporations they support.
Senator VANDENBERG. Still they cannot buy these automobiles

unless they have something to buy them with.
Senator BYRNES. You make it so easy for the fellow to buy on the
excitement plan (laughter), that it is a painless transaction. They do
not know what is happening to them.
Senator LODGE. Senator, in a very interesting colloquy yesterday
between Senator Connally and Professor Brown from Princeton, the
point was brought outthat any kind of variable based on statistics,
whether it is based on per capita income, the cost of living, or whatever
it may be, is open to the objection that arbitrary decisions have got to
be made, and that there is always a tendency to manipulate and
change things around. Of course, that might react unfavorably to
the very States you are trying to help, with the kind of administration
that may come around some time in the future. They may in the
future have somebody in there who was prejudiced against certain

sections. I would like to ask whether you have any objection,
assuming this formula is adopted, to have a definition right in the
statute of what per capita income is.
Senator BYRNES. Not at all. Of course I will say to the Senator
I have been in the Congress, with the exception of 6 years, since 1911,
and I have not the slightest fear, regardless of the part in power,
that the officials in the Department of Commerce, would deliberately,
because of prejudice against the 28 States, change that. If the
Democratic Party is not in power the Republican Party would be,
and I would not have the slightest fear of their having such prejudice
against a whole section, as to affect these figures.
I think a study of this document by the Department of Commerce
would interest you. I asked the chairman to call before the committee
the gentleman who compiled it, and after the Senator has interrogated
him I think you will reach the conclusion that this man is not only
able but can be trusted to utilize the best thought of the experts of
the country on this question.
Senator LODGE. I did not think there was going to be any skullduggery, but Professor Brown made the point you have got to make
arbitrary decisions on statistics. It seems to me when arbitrary decisions have got to be made, we ought to make them, it is our
responsibility.
Senator BYRNES. It might be well to do it, so as to remove it from
doubt. It could be done very easily.
Senator LODGE. Then it could be amended from year to year?

Senator BYaRNES. Yes; it could be done.
Senator LA FOLLETTE. I would like to interpose there, Senator.

I think we ought to hear from Mr. Nathan before you determine that
we are going to write a statistical formula upon which this complicated
statistical work is to be done.
Senator BYINES. It should be done only after hearing.
Senator LODGE. Oh, yes.

Senator BYRNEs. I realize I cannot argue in favor of this variable
grant without having many persons say that I am making the argu.
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ment merely because my own State happens to come within the
States that are affected. I have to ask this committee to believe that
the conclusion I reached was reached only as the result of my study
as to how we could bring about more equitable action on the part of
the United States Government in distributing this fund for assistance
to the aged citizens of the Nation.
The House bill provides for an increase of the Federal contribution
from $15 to $20, where the State provides an equal amount, I
think it would be exceedingly unfortunate if the needy aged people
of the Nation were led to believe that this meant the payment to
them of $40 per month under the present system. With only one
State now paying as much as $30, there is no justification for the
belief that this legislation will result in increasing the amount of oldage assistance in any State unless it is in the State of California.
Certainly, it is evident that, as to most of the States, the Congress
might just as well provide that it will pay $100 per month when that
amount is matched with $100 by a State. When we provide, as is
done in the House bill, that we will pay $20 when the State puts up
$20, it is absurd to believe that the State that cannot match the $15,
is going to be able to match the $20.
Today the old people in the low-income States are reading that
Congress is increasing the assistance for the needy aged from $15 to
$20 per month. I dislike to think of the disappointment of these
people in a State like Arkansas when next year, because of the inability of that State to raise revenue, the United States Government
will continue to pay them a dime a day, instead of the $40 about
which they read in the newspapers. If it should result in increasing
the Federal contribution in any States, certainly it would be only in
a few States with a high per capita income. This increased Federal
contribution will come from Federal taxation levied upon the people
in tle poor States as well as those in the wealthy States, and the only
result will be to~make the rich State richer and the poor State poorer.
Senator LODGE. May I ask you a question, Senator?
Senator BYRNES. Yes.
Senator LODGE. Would you object to having a variable added onto
this proposal of yours so as to give extra amounts to States where the
cost of living is above the national average?
Senator BYRN Es. No. I heard the Senator ask that question yesterday, and, of course, we did give considerable study to that. We
did not do it because we did not see how it was practical.
During the consideration by our committee of this question, I
always knew it would be difficult to agree upon a formula.
Now, the Senator referred to some figures by the W. P. A. I secured
those figw'es some months ago, when they were published, a very
interesting document. The cost of living, according to that survey in
59 cities of the country was about 12 percent difference between the.
highest and lowest. It is interesting to note they had two levels, the
maintenance level in normal times, and the average emergency level,
the amount that in an emergency, a man could get along with.
The cost in Boston, Mass., per year was $1,352.77. The cost in
Little Rock, Ark., the State at the bottom of the list of benefit pay,ments was $1,139.06.
I looked at the statistics Lim the Department of Labor because
I must say I thought there was a greater difference in the cost of living,
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but I found that the figures of the Department of Labor, the National
Industrial Conference Board, and other agencies are all very much
alike.
I was not surprised to find, in going into the factors, that rent is the
chief factor in the increased cost of living, and the city of Washington
is the highest in rents of any place in the United States.
It is an interesting study, and I think the committee might well put
this table into the record.
The CHAIRMAN. If there is no objection, that may be included.
Senator LODGE. Fuel is a big factor.
Senator BYRNES. Yes,
Senator BRoWN. Don't you think, Senator, that the figures, in
order to be intelligible to us, the effective set-offs should be based not
upon cities, but upon the cost of living in the cities and rural community?
Senator BYmNus. The Senator is exactly right.
Senator BROWN. Massachusetts probably has an urban population,
offhand, of something like 60 percent, while Arkansas would have a
rural population of probably something like 80 or 90 percent.
Senator BYRNES. The Senator is exactly right. As soon as I
looked at those figures, I saw how absolutely useless they were in
ascertaining the taxpaying capacity of a State. ' I haven't the slightest
doubt that the cost of living in Boston is greater than in the smaller
cities and the rural districts in Massachusetts. The difference is
greater than the difference between the city of Boston and the city
of Little Rock, Ark. The same is also true of the city of New York,
and the rural districts,
I am more familiar with the conditions in my own State, and I
see the city of Columbia, S. C., one of the 59 cities, and the cost there
was $1,192.60 as against $1,352.77 in Boston. Columbia has a population of about 65,000, as against the very large population of the city
of Boston. There is a vast difference between Columbia and the
rural towns.
I say to the Senator from Massachusetts, that I have no objection
to considering that factor at all, but I know we could not arrive at it
fairly for the reason the Senator from Michigan suggests. If the
appropriation or grant is to a State and you take the cost of living
factor into consideration you would have to ascertain what would be
.the cost of living in the entire State, and not in one section or one city.
Senator LODGE. In the State?
;Senator BYRNES. Yes. I inquired to see if I could get any figures
as to cost of living by States, and I could not.
Senator LODGE. But it can be done, of course can it not?
Senator BYRNES. I asked that. Ai official of W. P. A. said it could
be done, but I did not know whether we wanted to have another
statistical project. It would take, they said, about 2 or 3 years to
do it.
I will say to the Senator from Iowa that I was interested in seeing
that the cost of living was rather high in his State. At Cedar Rapids,
Iowa, the cost is $1,186 per year as against $1,352 in Boston. The
statistician has endeavored to give the reasons for some of these high
figures in sections where ordinarily cost of living is not assumed to
be so high.
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Senator. LODGE. That section of the country is higher than the
average?
Senator BylINES. I was rather surprised to find Cedar Rapids was,
because I had not thought of it as having such a high cost of living.
Senator IIERmIU.
They live pretty well out there.
Senator ByRNm.S. I am speaking of the high cost of living, not the
cost of high living. [Laughter.]
Senator LODGE. Senator, you would not be opposed to doing something for the needy aged in the 28 States on the basis of high cost of
living, if it is shovn that the high cost of living is equally a factor
with tile low per capita income?
Senator BYlRNES. No; on the cont rary, I would not change this.
From California to Carolina, we pay a, tax of 1 cent a gallon on gas.
When a little farmer whose annual cash income may be $150, rides up
to the filling station, he is properly told he must pay 1 cent tax to the
Federal Government andl he pays the tax. He is not allowed any discount or a reduction because he comes from a low-income State. But
when it comes to paying him old-age assistance we tell him we will
pay him only one-fourth of what is paid ii California because he lives
in a, State that is poor and cannot pay $15 to match our contribution.
Senator LODGE,. I am1clear in my mind on the poor osan in the poor
State and the rich man in the rich State, but how about he pool, man
in the rich State? There are poor men in rich States, millions of them.
Senator BYRNE. Yes; all of t1s mst have that in mind. Thel0poor
mall in the rich State will not, by this formula, be hurt, except insofar
as the $34,000,000 additional cost, would conic out of the Federal
Treasury, and the man in the rich State, whether lie be rich or pool-,
by payin taxes to the Federal Government would contribute along
with all thle taxpayers in the poor States to that $34,000,000. And
the same way th6 mn in the poor State is going to pay to the Federal
Treasury taxes wiich will be used to pay $15 to the aged in California
or Massachusetts instead of the $3 paid to the aged in Arkansas. We.
can all agree on that.
Thank you very much.
The CHAIRMAN. Thank you.
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(The table heretofore referred to is as follows:)
TABLE 4.-Coste I of living fer year, per month and per week, 4-person manual
worker 8 family, 59 cities, Aarch 1936
maintenance level
City

.............
Average, 59eitios

Per ye

Per
month

$1,260.62

$106,08

Emergency level

Per week

$24.24

Per year

$003.27

, 299.14
108.20
Albuquorlue,
.Mex ...............
Atlanta, ua ..........................,208.22
105.09
Baltimore, Md .......................
1,300. 05
10.309
Binghamton, N. Y ...................
1,243.10
103 00
Birmingham, Ala .....................
1, 108. 85
97.40
Boston, Mass .........................
1,352.77
11M72
Bridgeport, Con .....................
1,20,38
108.03
Buffalo N Y
1,281,21
108.10
Butte, Mo1
1,203.00
2809............. 106.07
08.85
1,183. 18
Cedar Rapids, Iowa I.................
rhiceago, Ill, .
1,350,11
113.01
Cincinnati, Orio............
1311, 74
109.31
Clarksburg, W. VaJ ..................
1,190.02
00.17
Clvoland, Ohio ..................
1 ,1 318. 33
112,30
Columbia, S.0 .......................
,102.60
08.38
Columbus, OhioL .....................
1,178.70
08,23
1,188,07
1.08
Dallas, Tex ...........................
Denver, Colo, .......................
1, 240.07
103, 84

Detroit, ?410 ......................

1 317.53

24.08
24,39
24.01
23.91
22.48
24, 01
24.93
24.25
24. 69
22.81
20.08
25.23
22.80
20.03
22.03
23.07
22.08
23.00

El Paso,Tox .........................
Fall River Mass ..................
Houston, TFx......................
Indianapolis, Iad .....................
Jacksonville, Fla ......................
Kansas City, Mo .....................
Knoxville, Tenn ......................
Little Rock, Ark......................
Los Angeles, Calif.' ...................
L tulsville, Ky' ......................
ManchesterT N H .................
Memphis, e1r ..
.......
.
Milwaukee, Wis ......................
Minneapolis, MInn ...................
Mobile, Ala ...........................
Newark N j
New Or1eneLa..
..
.
.
New York, N. Y. ....................
Norfolk, Va ..........................
Oklahoma City, Oki. ...............
Omaha, Nebr
Peoria, Ill, ..........................
Philadelphia, Pa ....................
Pittsburgh, Pa ......................
:
Portland, Maine ......................
Portland, Orog .............. .........
Providence, R. I......................
Richmond, Va ........................
Rochester, N. Y ...................
St. Louis, Me .................... "....
Salt L.oko City, Utah I...........

1, 103.8
0 13
1.271. h
105 00
. 29 06
00. 33
1,1808
99.84
1,217.27
101,44
1,24. 42
103,70
1 10. 75
97.23
1,130.06
04.02
1,308.11
109.01
1,220.20
101.6s
1,24.03
104.50
1,.240
101,73
1,353,34
112,78
1,387,79
11.65
,129.81
04.15
1 300.8
108.41
233.08
102.70
1 378.13
114,80
1
.21,8 104,28
1,21780
101.48
1,220......................
104.80
302
1.274.30
108,.18
1 297.0
108.14
1,310. 02
109. 21
1,275.48
100,20
21.72
101.81
21520
103.77
,01.00
108.07
1.287.63
107.30
1,338, 8
111.68
1,243,07
103.51

832.05
898,00
809. 23
809.04
808.07
899,80
844.37
819.07
35, 85
871.62
88Q.01
877.27
070.64
1,013.88
81892
920.54
882.81
982.11
801.57
874. 17
908.71
013.39

87

11.82

22.18
24.45
23.27
2:04
22.41
23.95
22,44
21.01
28,10
23.47
24.12
22.49
20.03
26.0
21.73
25.02
23.71
26.44
24.07
23.42
24,20
24.81
24.0
25.20
24. M
23.4
23.9
24.00
24.76
25,70
23.01

Scranton, Pa ..........................
Seattle, Wash .........................
Sioux Falls, S. Dak ...................
Spokane, Wash .......................
Tucson, Ariz.' ......................
Washington, D. C ...................
Wichita, Kans ........................
Winston.OSlem, N, .1 ........

1,312.30
1,238.35
I,290.60
1,228.62
24.28
1414.4
1,131.10
1 222. 18

109.37
102.78
107.5
'102,39
107.27
178
94,28
101.88

San Francisco, Callf,'...........

109.78

I Include sales tax where levied (appendix lables 16 and 16).

25. 4

047.57
911,25
920. 71
878. 10
835.81
008.45
020.39
001,72
932.11
849.3
072.08
035.54
802.8A7
101.71
844.02
840.08
853, 0
885.24

944.00

Per
month

$75.27
78.00
75.94
77.23
73.18
0 0.80
79.87
74.70
75.14
77.
70.78
81,05
-. 77.00
71,0D7
80.30
70,41
70.0
71,17
73.77

78.07

Per week

$17,37
18.22
17.52
17,82
10,89
10.07
18.43
17.70
17.34
17. 03
10. 33
18. 7o
17.09
10.40
18.85
10,25
10.17
10.42
17.02

18.15

26.73

925.10
08 .48
890. 44

1,001.12

60.34
74.84
72.44
71.50
72.38
74.09
70.36
08.33
77.99
72.0t
74,13
73:11
80.89
04,40
07.91
70.71
73. 57
81,84
74.30
72.85
7.73
70.12
27.05
77.04
76.83
73.7
73.76
78.80
77.10
79.71
74.24

10.00
17 27
l. 72
10.02
1.7
17.30
1.24
18.77
18.00
10.70
17.11
16.87
18.67
19.80
15.67
17.70
I. 98
18,00
17.15
10.81
17.48
17,57
17.78
17.88
17.73
1702
17.02
17.51
17,78
18.39
17.13

2Ai24
23.72
24.82
23.03
24,70
27.20
21.76
.2250

02.21
88 .8
08,27
094.02
920.08
1,018
0.04
873.04

77.68
73.88
78.19
74.0
70.07
84.
07.47
72,78

17.03
17.08
18.04
17.10
17.09
190
18,57
10.7

924,8

9111.48
921.94
84
886.17

910.38

83.43

1.25
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(Subsequently the following letters were incorporated in the record
at the request of Senator Byrnes:)

JuNE 19, 1939.
variable grants.
Hon. PAT HARRISON,
ChairmanSenate Finance Committee,
Senate Office Building, Washington, D. C.
DEAR SENATOR HARRISON: Some time ago I sent copies of H. R. 5763 to the
public-welfare directors of 48 States and 100 of tbe largest cities and counties.
This bill, to grant Federal aid to States for general public assistance, included the
following pro vison relative to variable grants:
"That in any case in which the average per capita income of any States is
less than the average per capita income of tie United States, as found by tile
reasury to such State for
Board, the amount to he paid by the
4 months, beginning
rddng a or
general public assistant for eac
mount which bears
allbe ai
I
is adin sma
on July 1 of the year in whic
derived from
1 t tal sum so expended which
tile
same ratio to that P
tes bears to
age per capital income of the United
State sources as such
e amount
such average per ca11incm0 Of such Stagbut n no event shal
ore an wo-tds of the
to any Stat for any t
paid under this pr
quarter
r
Sc,
Stt,
such
In
ed
otal sums so exp
ples r cbi
Enclosed are t1
the
resse approval
N e of
or this ,
welfare director
p ssed appro 1 of
e
eifleally
d some
variable grants revision,
this feature, fo xample:

He

Harry 0. P a, co

Issioner o p

fare

r

w

psir
Ie-, w

s:

ir
acco ance with
rant to S es
"I am in ao of he plan for varla
Ind iduals igh or
ca ot affor
ability to pay. As a Society of St
be
Iig
Pen
to
s the
itm
- stand
low-milil
a living on a
t
n's wealt 'and resource
age I
in a State whi has a bet '\v-,
alice Commission, st s:
a Old A
the
W. A. Littn director
I
ble grants to bie
I
ound
ey we 1 be tha
"We feel that
I tile
is of nce
States on the
ub wet
Miss Pearl S berry, dir tor
to
a ncolls'ot a two- birds ian mum sea
asis of e
tlcilation on th
entity pi gram
to of th so
lie
d to other
me exceedingly sain and
poycneeds.'
ore nearly in line w
would bring grant

Sincerely,

Re merit system
HOn. PAT HARRISON
Chairman, Send Finance o

'

tm

nra 0o
e

fe
sahingon, D. C.

ong,

DEAR SENATOR HARRsON: The Washington News Letter on Social Legislation
curopinion on social legislate
fart
has bea conducting a series of polls of exj
rently before Congress. Because of the fact that State ddmlntrators of unnployment co sensation anid public assistance, seem to be the group mqst directly,
concerned we have asked them for their evaluationof the recommendation of the
Social Security Board, that the Social Security Act be amended to require that
State plans for the administration of unemployment compensation ad public
assistance be administered in accordance with merit systems.
Replies rdeived to date indicate that 96 percent of these State officials favor
such an amendment.
Voting finfavor of this requirement are:
Miss Loula Dunn, commissioner of public welfare, Montgomr, Ala.
H
loneordNo
Harry 0. Page,commissioner, department of public welfare
E. A Willson executive director, public welfare board of North bakota
Bismarek, N. Dak.I
Neil C. Vanidemoer, director of assistance, Lincoln, Nebr.
J. W Williams executive director, unemployment compensation, Casper, Wyo.
Willim J. Ellis, commissioner, New Jersey Department of Iiiatitutions and
Agencies, Trenton.
J. Milton Patterson, director, State department of public welfare, Baltimore,
Md.
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Thomas J. Daniel, State director, department of public welfare, Columbia,
S.C.
Braswell Dccn, director, department of public welfare, Atlanta, Ga.
Howard L. Russell, secretary of assistance, Harrisburg, Pa.

P. D. Flanncr, director, public welfare department, Madison, Wise.

Dr, William I.
mond, Va.

Stauffer, commissioner,

department of public welfare, Rich-

Charles F. Ernst, director, State department of social security, Olympia, Wash.
David C. Adie, commissioner, department of social welfare, Albany, N. Y.

J, W. Gillnan, director, State department of public welfare, Salt Lake City,
Utah.
Georfe W. Leadbetter, commissioner of health and welfare, Augusta, Maine.
W. E, Bond, commissioner, department of public welfare, Jackson, Miss.
Voyta Wrabetz, chairman, industrial commission, Madison, Wis.
It. B. Waters, administrator, unemployment compensation commission, Columbia S. C
. Hoffman, executive director, unemployment compensation commission,
1.
Trenton, N. J.
Dr. Charles M. Wharton, executive director, unemployment compensation
commission, New Castle, Del.
Howard S, Myster, acting director, unetlployment compensation, lismuarck,
N. Dak.
Amos N. Kirby, chief of unemployment compensation and employment service,
Montgomery, Ala,
J. W.
WBekwith, secretary, unemploy ment compensation, Aberdeen, S. Dak,
Peter J. Kies, conmnissioner, uem ploytet compensation, Des Moines Iowa.
The one administrator voting against this proposal is Charles G. i'owell,
chairman uneniplovinent compensation, Raleigh, N. C.
These State oIlicials made the following comments oiu this proposition:
commissioner of public welfare, Montgomery, Ala.: 'Public
Miss Loula Dumbio,
assistance has always been administered iii Alabama under a merit system. Its
present merit system is being integrated into the new State-wide merit system.
Public-welfare officials are unalterably committed to the administration of public
assistance in Alabama on a merit basis."
Harry 0. Page, commissioner, department of public welfare, Concord, N, H.:
I would welcome the inclusion of a requirement that State plans must be administered In accordance with a merit system. If public-assistance programs are
to be administered efficiently and economically, amd if people's needs are to be
adequately met, then qualified workers must be employed,"
Villiamn J. Ellis, commissioner, New Jersey Department of Institutions aind
Agencies, Trenton, N. J.: "I, of course, believe that this should endorse certain
safeguards as to the nonpartisan control of a merit system."
3. Milton Patterson, director, department of public welfare, Baltimore, Md.:
"Maryland already does."
Th(mas 11. I)aniel, State director, department of public welfare, Columbia,
S. C.: "I (to favor the requirement that State plans must be administered in
accordance with a merit system, with the proviso that such merit System be
established by the State, In such form as may be generally acceptable to tile
Federal Security Agency."
Dr. William 11. Stauffer, commissioner, department of public welfare, Richmond, Va.: "With the promise that such plans will be administered by the States
on the basis of agreement with the Social Security Board and shall not be controlled by the latter agency."
Mr. Charles F. Ernst, director, State department of social security, Olympia,
Wash.: "A State department serving as the single State agency 1Inking local
governments with Federal agencies cats best perform its supervisory function
through objective budgetary and personnel arrangements with local governments.
Some form of merit system has already proven its value and workability and
is consequently gaining public acceptance"
W. F. Bond, commissiotter, public welfare, Jackson, Miss.: "This will be a step
in the right direction."
GLEN LEr.
Sincerely yours,

Senator LODOF. Mr. Chairman, I wish to submit for the record
certain tables respecting costs of living in the country.

Annual costs ' of living, by major budget groups and principalsubgroups, in 9 geographicdivisions, /,-personmanual worker's family, .59 cities,
March 1935, in dollars
[Source: Intercity Difference- in Cost of Living in March 1935,59 cities-Works Progress Adia-vi.tration. Division of Social Rebearch]
I
Budget group

I
AverAge,
59 cities

Geographic division

[
New Eng-

land

Total Cost of living ............................
Food ...............................................
Clothing. clothing upkeep, hud personal care .......

$1,260.62
446.
18
184. 35

I ! t NorthWestNorthl Solth At- Eact South We SoIt I
-Mountain
Atlantic
Central Central
)lantie
CentrMl
Central
Middle

$1.2=.7 1$1,298.5.%
463.93

185.48
Clothin...............................
14S.
9
146.2
COthin upkeep .................................
13-5
13.73
PF -sot d c-.re ....................
.. ............
24-1,7
24.93
Housing, includingwater ----------------------------221.89
22L00
lousehld
operation
-------------------------------153.54
17. 09
Fuel --------------------------------------------57.98
76.90
Coal or wood --------------------------------47.00
64.72
Gas ----------------------------------------10.98
12.18
ic ---------------------------------------------22.40
18.68
Electricity.
.
...-------------------------------18.68
21-11
19.23
Household supplies. -----------------------18.8
Furniture, furnishings, and household equipment.
t.10
51.3
Reftsediposal-2-1.50
1.75
Unspecified
enuais -----------------------3.06
3.05
Miscellaneous ---------------------------------25 .67
20.417
Medical care
. 32
54.38
T
t ----------------------------------ranspra ion
----------------------------53.96
41.08
School attendance
.-.--------------------6.87
1.87
Recreaion
-------------------------------75.18
76.74
Newspapers
-----------------------10.84
11.79
Motion picture theater admissions-..............
33, 0
34.55
Organiaions, tobacco. and toys, ..........
30.55
30.40
Life insurance-------------------------46.40
46.40
Church otilbitious and other contributions '.
15-40
15.40

453.37
179.69
142.39
12.70
24.
247.88
151.77
61.58
52.54
9.05
18.46
20.01
17.95
30.15
..56
3.05
265.88

52.91
65.83
3.91
79.93
12.22
37.26
30.45
46.40
15.40

$1,22.27
442. 21
153.05
13.3
K6.74
236.26
147 48
60.54
54.35
6.19
11b.
26
13.88
18.45
31.28

(')

3. 07

$1.262.73
435.16
I85.2
156.31

13.62

22. 691
161.87
7239

64-77
7.62
16.52

18.39
29.89
3.60
3.05
250.79

49.31

73.39

50.05
60.90

-9.98
77.03
12.09

-5.90
70.43
9.55

34-13
30.82
4G.40
15.40

30.42
X6.46
46.40

15.40

s1 2'5.

2

4616.4&
17C-5036
1_
; 19
S,
1401_Y1_
Z.3
13. 5.4
231.S7
147. 26
52.55
36-69
15.86
2.4.15
17.90
17.31
31. 621

.6
2411.99
51.3S
42. 78

7.3.54
9.94

3.3.09
30. 2
46.40
15.40

V1.1-9.40)

1. 190.4;

46;i

135_
57
23.52
193.42
134.77
44.20
31.11
13.09
22.33
17. 1
17.47
30.70
(1)
3.06
245.10

$1.271.84

41%*I.

17324
136.50
12.93
3 1,1
19.4.
70
134.67
35.93
26.83
9.10
25.15
20.76
1.38
29.64
1.75
3.05
242.62

453.li1W
1!95.c6
152.16
17.021
26.4 x
21164
169.05
5.47
46.74
1L73
28.15
22.10
22.25
33.75
1.26
3.07
24L41

Pacific

i:l. 27M33
441-3- .
20&7S
161.52
14. 9-4
27. 3
11.6
169.33
54.75
39.10
i5.65
35.87
16-21
2Z.9
32_31
5-04
3.06
269.17

48.78
47-07

49.5S
45.59

58.97
32.
92

516
71.91
10.40
,o.95
30.53
46-_40
15.40

F8.
37
67.74

8.73
73.33
9.40
33.5D
30-44
4640
1540

&.57
77.82
10-79
X 31
50.71
46.401
15.40i

5.07
75.18
11.08
33.50
30.61
4&40
15.40

I Includes sales tax where levied (appendix table 15).
6
2Though oo!y 18 cities had a direct charge for refuse disposal, an averme for 59 cities is used in order to balance the tsble. The 1 -city average LS$4.90.
geographic divisions are based on the total number of cities in each division included in this study.
3 Not a direct charge.
4 Budget allowance identical in all cities. plus sales tax where levied.
3 Though only 55 cities had a direct charg- for school attendance, an average far 50 cities Lsused in order to balance the table. Tile 55-city average is $7.37.
geographic divisions are based on the total number of cities ineach division included in this study.

The averages for the

The averages for the

>
,"
i.
>

-

-

Annual costs of living, by major budget groups and principalsubgroups, in 9 geographic divisions, 4-person manual worker's family, 59 cities,
Marcl. 1935, in dollars-Continued
[Sonrce:

Intercity Differences in Cost of Living in March 1935,59 cities--Works Progress Administration, Division of Social Research]
Geographic division

]Budget group

Average,
59 cities

-----------------------------Taxes
-----------------------PersonJIproperty

7$2.54
Ll

Capitation--------------------------------

i.44

New England
20
2.37
1.93

Middle
Atlantic
( $1.49
1.49

East NorthiWest North South At- East South West Southl Mountain
l
o
Central
lantic
Central
Central
1.79
1.41
.

1.71
57

$3.22
.3

$3.87
1.07
2.80

S360
.93
2-67

$3.33
2.53
.10

P

aific
()
(6)
(6)

SExclusive of sales tax.
, Though taxes were payable in only 36cities, an average for 59cities is uied in order to balance the table. The 36-city average is $4.17. The averages for the geographic divisions
are based on the total number of cities in each division included in this study.
s None payable.
average is $2.96. The averages for the
$Though personal property taxes were payable in only 22 cities, an average for 59 cities is used in order to balance the table. The 2=-city
geographic divisions are based on the total number of cities in each division included in this study.
" Though capitation taxes were payable in ony 25 cities, an average for 59cities s used in order to balance the table. The 25-city average is $3.40. The averages for the geographic
divisions are based on the total number of cities in each division included in this study.
NoT -Owing to the necessity for rounding numbers in computing averages, there are slight discrepancies between certain totals and the sums of their component items.

RPa'ie costs I of living, by major budget groups and principal subgroups, in 9 geographicdivisions, 4-person manual worker'sfamily, 59 cities,
March 19&5, in percentage

Includes sales tax where levied (see appendix table 15).
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59 cities included in the otudy of costs of living, March 1985
City and geographlo divIsion

Population
1 1930

Population
1030

City and geographic division

South Atlauti-Coutinued.
New England;
270, 366
781,188
Atlanta, o ......................
Boston, Mass .....................
182, 029
2152081
Richmond, Va ....................
Provldence, It. I ...................
129, 710
140,710
Norfolk, a ......................
Bridgeport, Cotn .................
Jaeksonville, Fla ..................
115,274
Fall River, Mass ..................
75,274
N.
C
............
70,
831
Winston.Salem,
Manchester, N. H ................
70,810
Columbia, S.C ................... .11,001
Portland, Mana ..................
28, 00
Clarksburg, V. Va ................
Middle A ntiatc:
0,033
East Soutl Conirah:
New York, N. Y ...............
,0,440
6l
307, 745
Iottsvlle, Ky ....................
Phldelhi,
u
a ................
669, S 17
259,
078
Ala............
Birmingham,
Pittsburgh, Pa....................
253, 142
073,076
MAomphii, Tenn.............
B alo, N. Y.....................
105,802
Knoxville, Tenn ..................
442,37
Newark, N. .....................
328,132
Mobile, Ala .......................
08,202
Rochester, N. Y ..................
143,433 Wee Sotlth Central;
Scranton, I't ......................
458, 7062
New Orleans, La ..................
76,002 1
Bilghamton, V. Y ................
202,352
lotston, Tx ...............
East North Central:
20, 475
3370, Mt34
Dallas, Teax......................
Chicago, Ill .......................
18, 360
Okltahona City, Ok a ..........
a, 00,002
Detroit, Mih .....................
102,421
00, 420
El Paso, Tex .....................
Clevelatind, Ohio ................
81,670
578,240
LWtto Hock, Ark ............
Milwaukee. Wis .............
461,11Z0 Mfounttain:
Clncinnati, Ohio ..................
287, 01
161
364,
.........
Denver Cola
d .................
Indianapolis,
140,
207
City,
LtaiL..........
Salt
la,.ak
290,04
Columttus, Ohio ..................
39, 632
Butte, Mont ..................
Peoria,III .........................104,069
Ttcson, Arlz......................
West North Central:
20,270
821,960
Alhtbquerquo, N. Mex ............
St Loustl, Mo .....................
404,350 Pacific:
MIineapolls, Minn ...............
1,
, 041
30, 746
Los Angeles, Calif ................
Kans City, Mo .................
634, 394
214,006
San Francisco, Calif ...............
Omaha, Ncbr .....................
lOS, 583q
Seattle, Waq .....................
WI'hita, TNans....................
111,11o
301, go
f, 097
Portlttnd, Oreg ....................
Cedar Rapo,ids, Iowa ..............
110,1514
33,302
Spokane, Wash ...................
Slow( Fails, S. Dok ...............
South Atlantic
804,87,1
Baltimore, Md ....................
480,860
Washington, 1. V ................
Source: Fifteenth Census oflte

United States: 1030, Population, vol. J, pp. 10and 10 and 22 M!.

Indexes of the cost of living of a wage earner'sfamily, by geographic region, Mar. 15,
1988
[A verneo cost In 74 etlies-INl]

Itel

Est

Sooth

Middle
West

Tot. 1
05.5
104.1
Including upkeep of nutonioile ...........................
0. 8
104.,
E cutting upkeep of otlomobiJo ..........................
3
,0
103.3
Food.. ......... *................ .............................
851.
100. 1
Iont ......................................................
102.6
96.2
.....................
............
Clothing ..........
00.4
.
118.6
light
.................................................
Fuel ,id
77.8
121,06
.........
Coal_.....................................
102.0
117.1
Gos ......................................................
10.7
112.0!
Floielly
...
.......................................
stand rfes:
100.2
100.4
......................
Including ulkeep of au1tolobile .
0,. 0
101,1
Eclu'dng upkeep ofautoniobl.. .....................

Far
west

18.8
08.7
97.110
19.7
07.8
04.4
9.4
00.4
0011

102.5
103.0
10.a
100.3
108.6
9 .7
80.2
90.0
03.7

99.1
98.8

101.9
1032
.

The 74 ciies are grouped as follows: Fast, 21; Soith, 14; MIddle West, 32, far west, 7,
Sources National Industril Conference Board; printed in the Conference Board Bulletin, Oct. 17, 1038.

Senator LODGE. I desire also to have included in the record telegrams I have received from Mr. John E. Daniels Associated Industries of Massachusetts, Boston, Mass.; the New kngland Cranberry
Sales Co Middleboro, Mass.; and Mr. Phillips Ketchum, of Boston,
Mass., relative to provisions of the pending bill.
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BOSTON, MASS., June 15, 1989,
Senator HENRY CABOT LODGE: We are not in favor of House amendments
1602 (a) and 1602 (b). We oppose 2.7 percent average. We oppose mininmum
standards, We favor amendment allowing a flat rate reduction, but not if tied
tip with 2.7 percent average and ininuin standards. JOaN E. DANIELS,
Associated Industries of Massachlusetis.
MIDULEBORO, MASS., June 15, 1939.
Hon. IENRY CABOT LODoE, JR.: This cooperative membership organization

representing about 250 cranberry growers hopes that you may find it possible to
support the definition of agricultural labor as contained in Ht.R. 0635, reference
to social security.
NEw ENGLAND CRANBERRY
SALES CO.

BOSTON, MASS., Jine 14, 1939.
Senator HENnY CABOT LODGE,

Washington, D. C.:

In my opinion application of unemployment compensation provision of Social
Security Act to charitable hospitals would be10most unfair, because such hospitals
do not have anything like the unemploynmt of business. Also the application of
old-age pension provisions to such a charity should be deferred pending further
study. Believe most charitable hospitals have no way of collecting the cost of
such Insurance or pensions from charity patients so tlat this new change might
endanger the vital service rendered.
PRILLIPs ICETCRUM.

The CHAIRMAN. Senator Wagner, of New York, has submitted
amendments which he intends to offer to the pending bill. I will
insert in the record at this point Senator Wagner's amendments, as
well as a statement submitted by him in explanation of his proposal.
[H.R. 635, 70th Cong. Ist
sess,

AMENDMENTS Intended to be proposed by Mr. Wagner to the bill (H. R.
6635) to amend the Social Security Act, and for other purposes, viz:
On page 6, line 1, after the word "OLD-AGE" insert ", DISABILITY,".
On page 6, line 3, after the word "OLD-AGE" Insert ", DISABILITY,".
On page 6, line 7, after the word "Old-Age" insert ", Disability,",
On page 6,line 25, after the word "Old-Age" insert ", Disability,",
On page 10, line 3, after the word "OLD-AGE" insert ',AISABILITY,".
*On page 10, strike out lines 5 to 13, Inclusive, and insert in lieu thereof the
following:
"Se. 202. (a) (I) Every individual, who (A) is a fully insured individual
(as defined in section 210 (h))after December 31, 1939, (B)'has attained the age
of sixty-five, and (C) has filed application for primary insurance benefits, shall be
entitled to receive a primary insurance benefit (as defined in section 210 (e)) for
each month, beginning with the month fi which such individual becomes so
entitled to such insurance benefits and ending with the month preceding the
month in which lie dies,
"(2) Such individual's primary insurance benefit for each month shall be
reduced by 20 per ceontum thereof if, for any of the twenty-four months immnediately preceding the month In which he attained the age'of sixty-five, lie was
entitled to receive a primary disability benefit under subsection (d) 'ofthis section
in respect to a disability which began after lie attained the age of fiftv-five:
Provided, That this reduction shall not operate to increase any insurance beneflt
payable to such individual and computed pursuant to the provisions of subsections
(b) (2), (f) (2), (g) (2), or (h)(2) of this section, over what such insurance benefit
would be If there were no reduction of such individual's primary insurance benefit
as provided In this paragraph, nor shall it operate to entitle such Individual to
any insurance benefit under subsections (b), (f), (g), or (h)of this section, to which

such individual would not be entitled if there were no reduction of his primary
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insurance benefit as provided in this paragraph: Provided further, That any
reduction Under this paragraph shall be applied prior to any computation for a
reduction or Increase tnder section 203: Provided further, That nothing in this
paragraph shall operate in any way to reduce any insurance benefit payable,
with respect to such individual's wages mider subsections (b), (c), (f), (g), or (Is),
or aity lump-stum death payment so payable tnder subsection (i)."
On page 10, line 15, strike out "200 (i)" and insert "210 (h)".
On page 11, line 14, strike out "209 (k)'" and insert '210 (1)'.
On page 11, Uine 17, strike out "209 (g) and (h)" and insert "210 (h) and (i)".
0ii page 13, af:er line 1, insert the following subsections.
"Primary Disability Benefits
"(d) Every individual who (1) has attained the age of eighteen but has not
attained the' age of sixty-five, (2) has filed application for priniary disability
benefits, (3) at the time of filing application and after December 31, 19,0, was
disabled (as defined in section 210 (m)), (4) has been currently disabled for not
less than six consecutive. ealendai months, and (5) at the time of filing application,
was a full, and currently insured individual, shall be entitled to receive a isrimary disaility benefit as defined in section 210 (f) for each month beginning
with the month in which such individual becomes so entitled to siehi disability
benefit, and ending with the month immediately preceding the first month in
which any orofdies.
the following occurs: HIe ceases to be disabled, attains the age of
sixty-five,
"Child's Disability
Benefits
'1(e) (1) Every child (as defined in section 210 (1)) of an Individual entitled tor
primary disability benefits, if such child (A) has filed application for child's disability benefits, (B) at the time such application was filed was unmarried and had
not attained the age of eighteen, (C) was dependent upon such individual at the
time such application was filed, and (D) is not entitled to receive child's insurance
benefits under subsection (e), or i, entitled to receive such chi~d', insurance benefits
each of which is less than one-half (,r a primary disability benefit of such individual'
(as that may be reduced pursuant to section 210 (f)), shall be entitled to receive a,
child's disalbillty benefit for each month, beginning with the month in which such:
child becomes so entitled to such disability benefits and ending with the month
immediately preceding the first month in which any of the following occurs:
3ieh child dies, marries, Is adopted, attains tile age of eighteen, becomes entitled to,
receive a child's insurance benefit under subsection (oWwhich is equal to or greater
than one-half of a primary disability benefit of such individual (as that may be
reduced pursuant to section 210 (f)), or such individual ceases to be entitleil to.
primary disability benefits.
"(2) Such chill's disability benefit for each month shall be equal to one-half of
a primary disability benefit of such individual (as that may be reduced pursuant.
to section 210 (f)), except that, if such child is entitled to receive a child's insurance
benefit for any month, such child's disability benefit for such month shall be reduced by an amount equal to such child's insurance benefit for such month.
When there ismore than one such individual with respect to whose wages the child
is entitled to receive a child's disability benefit for a month, such benefit shall be.
equal to one-half of whichever primary disability benefit is greatest (as it may be
reduced 4 pursuantt to section 210 (f)).
"(3)
he dependency of a child for the purposes of this subsection shall be,
determined in the same manner as is provided In subsection (c) of this section for,
the purpose of determining the dependency of a child upon a living parent under
that subsection."
On page 13, line 11, strike out "(d)" and insert "(f)", and strike out "209 (j)'"
and insert "210 (k)".
On page ?A, beginning with line 11, strike out all down to and including line 15,
on page 15, and insert in lieu thereof the following:
'(g) (1) Every widow (as defined In section 210 (k) of an individual who died'
a fully or currently insured individual after December 31, 1939, If such widow'
(A) has not remarried, (B) is not entitled to receive a widow's insurance benefit,.
and is not entitled to receive primary insurance benefits or primary disability
benefits, or is entitled to receive primary insurance benefits or primary disability
benefits each of which is less than three-fourths of a urinary insuranac benefit
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of her husband, (C) was living with such individual at the time of his death,
(D) has filed application for widow's current insurance benefits, and (E) at the
time of filing such application has in her care a child of such deceased individual
entitled to receive a child's insurance benefit, shall be entitled to receive a widow's
current insurance benefit for each month, beginning with the month In which she
becomes so entitled to such current Insurance benefits and ending with the month
immediately preceding the first month in which any of the following occurs:
No child of such deceased individual is entitled to receive a child's insurance
benefit, she becomes entitled to receive a primary insurance benefit or a primary
disability benefit equal to or exceeding three-tourths of a primary insurance
benefit of her deceased husband, she becomes entitled to receive a widow's insurance benefit, she remarries, she dies.
"(2) Such widow's current insurance benefit for each month shall be equal to
three-f ourths of a primary Insurance benefit of her deceased husband, except that,
if she is entitled to receive a primary insurance benefit or a primary disability
benefit for any month, such widow's current insurance benefit for such month sHIal
be reduced by an amount equal to such primary Insurance benefit or such primary
disability benefit."
On page 15, line 17, strike out "(f)" and Insert "(h)".
On page 17, line 10, strike out "(g)" and insert "(I)".
On a e 17, strike out line 15 and Insert in lieu thereof the following: "sections
(b), (c), (f), (g), or (h) of this section, an amount".
On page 18, line 24, strike out "(h)" and insert "(j)'.
On page 18, strike out line 25 and Insert In lieu thereof the following: "benefit
under subsections (b), (c), (e), (f), (g), oz (h) for any".
On page 19 strike out line 7 and insert in lieu thereof the following: "under
subsections (a), (b), (c), (f), (g), and (h) of section 2(2, payable for a month with
respect to an".
On page 19, line 11, strike out "209 (f)" and insert "210 (g)".
t On page 19, strike out lines 13 and 14 and insert in lieu thereof the following:
'shall, orlor to any deductions under subsections (e), (f), or (I), be reduced to such
least amount".
On page 19, after line 14, insert the follownig subsection:
"(b) Whenever the benefit or total of benefits under subsections (d) and (e)
of section 202, payable for a month with respect to an individual's wages, exceeds
(1) $85, or (2) an amount equal to twice a primary disability benefit of such
individual, or (3) an amount equal to 80 per centum of his average monthly wage
If his eurent disability began before he attained the age of fifty-five, or an amount
equal to 64 per centum of his average monthly wage If his curre'it disability began
after he attained the age of fifty-five, whichever of such three amounts is least,
such benefit or total of benefits shall, prior to any deductions under subsections
.(e) f), or (i), be reduced to such least amount."
On page 19, line 15, strike out "(b)" and insert "(c)".
On page 19, line 16, after "(a)" insert "or (b)".
Oin page 191 strike out line 19 and insert in lieu thereof the following: tonss
under subsections (e), (f), or (h), be increased".
On page 19, line 21' strike out "(c)" and insert "(d)".
On page 19, strike out line 22 and insert in lieu thereof the following: "benefits
for a month Is made under subsection (a), (b), or (c)".
On page 20, line 1, strike out "(d)" and insert "(e)".
On page 20, line 14, strike out "1(e)" and insert "(f)".
'On page 20, line 20, strike out "(f)" and insert "(g)".
On page 20, line 24, strike out "(g)" and insert "(h)".
On page 20, strike out line 25 and insert in lieu thereof the following: "tion
under subsection (e) or (f), because of the occurrence".
On page 21, strike out line 7 and insert in lieu thereof the following: "imposed
under subsection (e) or (f)".
On page 21, line 8, strike out "(h)" and insert "(I)".
On page 33, after line 14, insert the following section:
DETERMINATION ON OF DISABILITY AND REHABILITATION OF DISABLED BENEFICIARIES

"SEc. 207. (a) The Board shall make provision for determination of disability
and Its redetermination at regular Intervals or at specified periods.
"(b) The Board may make provisions for furnishing of medical, surgical, institutional, rehabilitation, or other services to individuals entitled to receive primary
disability benefits if such services may aid in enabling such individuals to return
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Such services shall be furnished by qualified practitioners and

through governmental and nongovernmental hospitals and other institutions
qualified to furnish such services: Provided, That nothing herein shall authorize
Tie construction of any such hospitals or other such institutions: Providedfurther,
That expenditures for the purposes of this subsection shall not, In any fiscal year,
exceed 2 per centiiin of the total amount which the Board estimates will be ex.
pended dining such fiscal year for the payment of benefits under subsections (d)
and (e) of section 202.
"(c) The Buard may refuse to make certification or recertification under section
205 for any person claiming benefits in respect to disability, if the disabled individual refuses to submit himself for examination or reexamination."
On page 33, line 16, strike out "207" and Insert "208".
On page 33, line 23, strike out "208" and insert "209".
On page 34, line 15, strike out "209" and Insert "210".
Oil page 36, line 12, strike out "(1)" and insert 1'(n)".
On page 42, after iae 8, insert the following subsection:
"(f) Tihe term 'primary disability benefit' means an amount equal to an Indlvidual's primary insurance benefit except that If such individual's current disability began after he attained the age of fifty-five, his primary disability benefit
sha be reduced to 80 per centum of this primary insurance benefit: Provided,
That this reduction shall not operate to increase any widow's current Insurance
benefit which may be payable to such individual and computed pursuant to the
provisions of section 202 (g) (2) over what such insurance benefit would be if
there were no reduction of such widow's primary disabilitlY benefit as provided in
this subsection, nor shall It operate to entitle such individual to any widow's
current insurance benefit under section 202 (g) (2) to which such individual would
not be entitled if there were no reduction of such widow's primary disability benefit
as provided in this subsection."
On page 42, strike out lines 9 to 18, inclusive, and insert in lieu thereof the
followin
"(g)
'he term 'average monthly wage' means the quotient obtained by dividing
the total wages paid an individual before the year in which lie died or became
entitled to receive primary insurance benefits, whichever first occurred, or if he
is currently disabled, before the year fi which lie became entitled to receive primary disability benefits in respect to such current disability, by twelve times the
number of years elapsing after 1936 and before such year fit which lie died or
became so entitled, excluding any year prior to the year In which he attained the
age of twenty-two during which lie was paid less than $200 of wages: Provided,
That if such individual has been at any time entitled to receive primary disability
benefits in respect to any disability from which he has recovered, any year in
which he was so entitled to any such disability benefits, and any wages earned
during any such year, shall not be included for the purpose of this computation:
Provided further, That in no case shall such total wages be divided by a number
less than thirty-six."
On page 42, beginning with line 19, strike out all down to and including line 5
on page 44, and insert in lieu thereof the following:
"(h) The term 'fully insured individual' means any individual with respect to
whom it appears to the satisfaction of the Board that"(1) (A) he attained age sixty-five prior to 1940, and
"(B) he has not less than two years of coverage, and
"(C) the total amount of wages paid to him was not less than $600; or
"(2) (A) within the period of 1940-1945, inclusive, lie attained the age of
sixty-five, or died before attaining such age, or If he Is currently disabled,
his current disability began prior to the year 1940, and
"(B) he had not less than one year of coverage for each two of the years
specified In clause (C), plus an additional year of coverage, and
"(C) tle total amount of wages paid to him was not less than an amount
equal to $200 multiplied by the number of years elapsing after 1936 and up
to and Including the year in which lie attained the age of sixty-five or died,
whichever first occurred or if he is currently disabled, up to and including
the year In which his current disability began: Povided That If lie has been
at any time entitled to receive primary disability beneAts in respect to any
disability from which he has recovered, any year in which he was so entitled
to any such disability benefits shall not be included for the purposes of this
computation;
r ortotal amount of wages paid to him was not less than $2,000,
n(3) (A) the

and

"(B) lie had not less than one year of coverage for each two of the years
elapsing after 1936, or after the year in which he attained the age of twenty-
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one, whichever year is later, and up to and including the year in which lie
attained the age of sixty-five or died, whichever first occurred, of if lie is
currently disabled, up to and including the year in which is current disability
began, plus an additional year of coverage: Proviaed, That if he has been at
any time entitled to receive primary disability benefits in respect to any disability from which lie has recovered, any year in which lie was so entitled to
any such disability benefits shall not be included for the purposes of this
computation: Providedfurther, That in no case did he hive less than five years
of coverage, or
"(4) he had at least fifteen years of coverage.
"As used in this subsection, the term 'year' means calendar year, and the term
'year of ,overage' means a calendar year tn which the individual has been paid not
less than $200 in wages, When the number of years specified in clause (2) (C)
or clause (3) (B) is an odd number, for purposes of clause (2) (B) or (3) (B),
respectively, such number shall be reduced by one."
. On page 44, strike out lines 6 to 10, inclusive, and insert in lieu thereof the
following:
"(1) The term 'currently Insured individual' means any Individual with respect
to whom it appears to the satisfaction of the Board that he has been paid wages
of not less than $50 for each of not less than six of the twelve calendar quarters,
immediately preceding the quarter in which he died, or if he is currently disabled,
the quarter in which hiis current disability began. An individual whose right to
primary disability benefits is terminated by his death shall be deemed to have died
a fully and currently insured individual."
On page 44, line 11, strike out "(I)" and insert "(j)".
On page 44, line 14, strike out "(j)" and insert "(k)".
On page 44, line 16, strike out "(g)" and insert "(i)".
* On page 44, beginning with line 19, strike out all down to and including line
2, page
45, and insert in lieu thereof the following:
"(i) The
term 'child' (except when used in section 202 (1)) means the child of an
individual, and a stepchild of an individual by a marriage contracted prior to the
date upon which he attained the age of sixty and prior to the beginning of the
twelfth month before the month In which he (lied, and if he Is entitled to primary
disability benefits in respect to a current disability, prior to the beginning of the
twelfth month before the month in which such disability began, and a child legally
adopted by an individual prior to the date upon which e attained the age of sixty
and prior to the beginning of.the twelfth month before the month in which he died,
and if he is entitled to primary disability benefits in respect to a current disability,
prior to the beginning of the twelfth month before the month in which such disability began.".
On page 45, after line 2, insert the following subsection:
"(im) The term 'disability' means total and permanent inability to work by
reason of illness or injury not arising out of, or in the course of, employment.
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On page 45, line 3, strIke out , ." and insert "(n)".
employing
On page him."
46, line 12, strike out "(i)"and insert "(o
On page 47, lIne 1, stake out "(n)' and insert "(p)' ".
On page 100, line 12, after the word "birth" insert ", health".
STATEMENT SUBMITTED BY HON. ROBERT P. WAGNER,
UNITED

STATES SENATOR PROM THE STATE OP NEW YORK
EXPLANATORY STATEMENT ON PROPOSED AMENDMENT TO THE SOCIAL
SECURITY ACT TO PROVIDE ANNUITIES FOR EMPLOYEES PERMANENTLY AND TOTALLY DISABLrD
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At this time, when the
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Congress is giving careful consideration to the liberalization of the
Social Security Act, it is desirable that it make provision to protect
workers and their families against loss of earning capacity because of
permanent disablement due to illness or accident,
OBJECTIVES OF TIlE AMENDMENT

There is great tragedy, largely unseen and unrealized, in the word
"unemployable." That word, now so often used, reflects tle plight

of men and women who cannot hold their footing in the labor market.
It summarizes the tragedy of unemployed workers who cannot keep
or even seek a job.
Though we have had the unenployables with us for a long time,
we are only now beininiig to provide for them on a decent and selfrespecting basis. The Chairman of the Social Security Board has
recently estimated that, oi an average day of the year, there are
probably about 7,000,000 persons who are disabled and unable to go
about their work or schooling or other usual occupation. It is estimated that of these 7.000,000 about half have disabilities which last
more than 6 months, with about 2,500,000 suffering from disabilities
which last more than a year. In 1937 the total loss of earnings on
account of disability probably exceeded $1,000,000,000, without giving weight to the loss of earnings among those workers who, being
already permanently disabled, are out of the labor market. In years
when employment conditions are better, the loss of wages on account
of disability is even larger.
Among those who are permanently disabled, it is estimated that
more than 750,000 are between the ages of 16 and 65. These are the
people who, if they were not disabled, would be among the gainfully
occupied workers of the country. These "unemployables" are today
among the most tragic group in our society, because many of them
are in the younger ages of life, and their disability has destroyed not,
only their own economic independence but also their capacity to
support their wives, their children, and their aged parents.
Many workers who become sick and disabled soon exhaust their
own resources, and many of them are compelled to fall back on public
relief. Disability is one of the most important reasons why people
are being supported at public expense through various kinds of relief
and assistance programs-Federal, State, and local.
There is some provision now to help the "unemployables" through
public assistance for the needy aged, the needy blind, dependent
children, and for those disabled through work accidents and occupational disease. All told, however, these existing provisions care for
only a very small fraction of those who become disabled during the

active working years of life.

The old-age insurance system developed under the Social Security
Act provides annuities for workers at age 65 and over thus recognizing
that working capacity ordinarily ends at that age.
he same reason-

ing which has led us to protect workers who lose their earning capacity at age 65 because of their age compels us to recognize the
needs of those who lose their working capacity at earlier ages through
disablement. Voluntary insurance against permanent disability has
been widely developed, but such voluntary insurance for wage earners
applies for the most part only to comparatively rare dismemberments
160883-39---20
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and to blindness, and does not provide anything like adequate proworkers of the United States. Voltection to the majority of tile
untary insurance of broader scope is apparently impossible to achieve.
Only the national insurance which we have developed under the
Social Security Act can furnish to the workers of the Nation the
essential protection they need against permanent disability.
The proposed amendment would provide such basic protection to
all who are already or who will be insured against ol age, and it
would furnish this additional protection at a moderate cost.
DISABILITY INSURANCE RECOMMENDED

BY PUBLIC BODIES

In the report on proposed changes in the Social Security Act, transmitted by the President to the Congress in January, the Social Security Board said it had given much thought to the expansion of the
old-age insurance system to include benefits for workers who become
permanently and totally disabled before reaching age 65 and to their
dependents. The Board pointed out that with the single exception
of Spain, every country which has a system of old-age insurance has
made provision for permanent disability. Although the Board recognized that the administrative problems involved are difficult, it did
not believe these problems to be insuperable. The Board pointed out
that the administrative problems could be met and that the additional
costs would not be large if f fairly strict definition of disability were
adopted, at least at the outset. The proposed amendment takes
careful account of the recommendations made by the Social Security
Board.
The provision of annuities for workers who become totally and permanently disabled was strongly recommended by the Interdepartmental committee to Coordinate Health and Welfare Activities in a
report transmitted by the President to the Congress on January 23,
1939. This interdepartmental committee was appointed by the
President in August 1935, and was composed of representatives of the
departments and agencies of the Federal Government concerned with
health and welfare problems. After long and careful study of the
Nation's health needs, this committee recommended the development of social insurance to ensure partial replacement of wages during
periods of permanent disability. The committee further recommended that insurance against permanent disability should be established through liberalization of the Federal old-age insurance system
so that benefits would become payable at any time prior to age 65 to
qualified workers who become permanently and totally disabled.
I have already introduced a bill (S.1620) to implement the other
recommendations made by this interdepartmental committee; at
the present time, when the liberalization of the old-age insurance
system is under consideration by the Congress, it is appropriate to
consider legislation providing permanent disability benefits.
The provision of permanent disability benefits was also studlied by
the Advisory Council on Social Security. This council, consisting of
representatives of employers, employees and the public, reached the
unanimous conclusion that the provision of benefits to an insured
person who becomes permanently and totally disabled and to his
dependents is socially desirable. There was some difference of
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opinion as to when these benefits should be introduced. Some members favored the immediate inauguration of such benefits; others
believed that, on account of additional costs and administrative difficulties, the problem should receive further study.
The Social Security Board has reported that it is prepared to meet
the administrative problems, provided a reasonable time is allowed to
make the necessary preparations between the amendment of the legislation and the date when benefits first become payable. Furthermore,
the financial analyses recently made available by tile Secretary of tie
Treasury and by the Social Security Board before the House Ways
and Means Committee indicate that the estimated costs for disability
benefits are moderate and well within our means.
The proposed amendment takes into consideration both the administrative and the financial problems.
PROVISIONS OF THE AMENDMENT

The definition of disability is of crucial importance in determining
the number of workers who would become eligible to receive benefits.
The amendment restricts disability benefits to those who are permanently and totally disabled by reason of illness or injury not arising
out of or in the course of employment. It is a strict definition;
benefits would be payable only to those who have lost substantially
all of their earning capacity and for whom it is reasonably certain
that the total disability will continue throughout life. I am prepared
to admit that it is, if anything, too strict. It has the advantage,
however, that it would protect those workers and their families who
most seriously need protection, while holding the number of beneficiaries and the cost of the benefits to a modest level until experience
has accumulated. After there has been a few years' experience, it
would be possible to determine the extent to which the definition
should be liberalized.
Disability benefits would be payable to the disabled workers who
are over 18 and under 65 (when workers become eligible for old-age
annuities), who have met the basic eligibility requirements that are
required of all workers who are to become eligible to old-age benclits
(fully insured individuals), and who, in addition, have also been
engaged in insured occupations shortly before they become disabled
(currently insured individuals). The benefits would be calculated on
the same basis as is proposed for the calculation of old-age annuities,
using the same average earnings, the same benefit formula and the
same minima and maxNima, except that the benefits and the maximum
benefits are reduced by 20 percent for workers who become disabled
after attaining age 55 when, progressively, the distinction between
disability and old age becomes more difficult to draw.
The amendment also provides supplementary allowances for the
dependent children of disabled workers. Similar allowances for the
wives of disabled workers when they attain age 65, and annuities for
their widows, are provided under the old-age and survivorsllip amendments already being considered by the Congress.
The amendment authorizes the Social Security Board to make
provisions for determining disability and for the furnishing of such
services as may aid in rehabilitating disabled workers so that they
can return to gainful work. This authorization is limited so that
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rehabilitation services shall be furnished through qualified practitioners and through existing hospitals and institutions. The expenditures for rehabilitation are limited to an annual maximum of 2 percent
of the disability beiXUfz p .1yinewcs.
The amendment excludes disability arising out of or in the course
of employment. Disability due to work accidents and injuries and
occupational disease remain a responsibility to be met under the
workmen's compensation acts of the several States and of the Federal
Government.
The amendment does not deal with compensation for those who
stiffer loss of wages during periods of temporary disability. That is
another, though related problem, met by title XIV of S. 1620, the
National Health Act of 1939, which is now pending. The provisions
of this amendment would, however, fit smoothly and reasonably with
such provisions as may be developed by the States to partially compensate temporarily disabled workers.
The amendment provides that permanent and total disability
benefits first become payable January 1, 1941. This permits a
sufficient and reasonable lapse of time between the enactment of
this legislation and the date when the Social Security Board must
be prepared to certify the payment of disability benefits. It would
make the disability benefits first payable 1 year after old-age and
survivor benefits would first become payable under amendments now
being considered by the Congress. Such a temporary delay is im.portant in order that the Board shall have an adequate interval during which, knowing the specifications for permanent disability benefits, it can develop the necessary administrative procedures. The
Chairman of the Social Security Board recently reported to the
House Committee on Ways and Means that:
The Board is reasonably certain that it can handle the administrative end (of a
permanent disability program) if such program goes into effect January 1941,
and more certainly if it goes into effect January 1942 (hearings relative to the
Social Security Act amendments of 1939, vol. 3, p. 2431).
ESTIMATED COSTS

It is difficult to forecast accurately the costs for disability insurance. Many of the difficulties which have been encountered in commercial and in nonprofit voluntary insurance schemes are not applicable to the disability insurance system that would be established
by the proposed amendment. Many voluntary insurance systems
have suffered from difficulties inherent in any insurance in which an
individual or a small group has the privilege of insuring or not insuring.
Also, many administrative problems in disability insurance are much
more readily solved by governmental insurance with compulsory
coverage than by nongovernmental systems. In addition, we have
available to us the successful experience of other countries of the world
which have had disability insurance for as long as 50 years.
Because of the conservative definition of disability as well as other
restrictions, the amendment proposes a system of disability insurance
that is carefully safeguarded. The costs are bound to be relatively
small in the early years so that there will be ample opportunity to
reinspect the provisions after sufficient actuarial experience has accumulated. We shall never know much better than we now know what
the costs will be until we have experien( from actual operation of an
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insurance system. No amount of further study, without such practical experience, will resolve the major uncertainties that now confront us. Cautious and conservative practice will, however, give us
the correct answers.
There are no detailed estimates available at this time which exactly
fit the specifications of this amendment. However, in the hearings
before the House committee, thee is available pertinent information
on a substantially identical system of disability insurance-with the
exception that under this amendment, benefits would first become
payable January 1, 1941, instead of January 1, 1940. The Secretary
of the Treasury, when testifying before the House committee, submitted some estimates of total benefit payments to be expected for
the years 1940-55 under title II, amended so as to provide disability
as well as survivorship and old-age benefits. These estimates, later
supplemented by the Chairman of the Social Security Board (hearings
p. 2173), included the following "intermneliate" estimates for disability benefits:
Disability beneflt
pujments (fit roll.
ioi s of dollars)

Disabilitybenefit
PIa ers (in roll.
Uonaofdolflrs)

1940 --------------------------

27 1945 -------------------------- 162

1941 -------------------------

67 1950------------------------

1942-------------------------

96 1955 ---------------_---------- 304

246

These figures will need some adjustment, when applied to the proposed amendment, because no disability benefit payments would be
made thereunder until 1941, In consequence, though the total expenditures over a period of years would be reduced, somewhat larger
benefit payments would probably be made in 1941 (and perhaps for
a year or two thereafter) than is anticipated for the corresponding
years (1940 and following) in the estimates quoted above.
These estimated disability benefit costs are based on actuarial
assumptions which allow for liberalization of the specifications as the
insurance system progresses. With such liberalization, the addition
of disability benefits to the old-age and survivorship insurance system
now being considered by the Congress would only slightly increase the
long-range (i. e., "level premium") cost of all the benefits, combined,
over and above the costs of the original provisions of title II. It may
well be, however, that if the disability insurance system adheres to
the specifications of this amendment, there would be no substantial
increase in the log-range co,.s of the inquran-e system over those
already involved in the present old-age insurance.
CONCLUSION

Disability insurance, developed in conjunction with old-age and
survivor's insurance, is needed; it is practical; its costs are well
within our means. The added protection will be an almost incalculable boon to millions of workers and their families who now live
in dread of illness and accident that may deprive the breadwinner of
his working capacity. The enactment of this proposal would constitute another major step toward achieving for the American people
the full blessings of social security.
The CHAAInh AN. I desire also to submit for the record a telegram
I have received from Mr. Jay C. Hormnel, of Austin, Minn., concerning
certain provisions of II. R. 0635.
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AUSTIN, MINN.

Senator PAT HAISI5ON,

United States Senate; Chairman, Senate Finance Committee,
Washington, D. C.
With reference to H. R. 6635, 1 have long been convinced that regularization
of employment Is outstandingly important, both socially and economically. A
group of employers, who have embraced that belief to tile extent of having worked
out, over a period of years methods of regularizing their own employments, agreed
air. 'ag themselves that any Inducement to employers to give more thought to
stabilizing their employment would have importint national significance, and
this group accepted the experience-rating provisions of the unemploymentcompensation laws as satisfactory inducement which would become effective when
the working of the experience-rating provisions become widely known and understood,
Last fall I was appointed a member of the American Legion national committee
on employment. At a meeting of that committee in Indianapolis on December
12 there was adopted an employment-stabiization resolution which I shall quote
to you presently. Pursuant to that resolution, there was adopted an employment-

stabilization program which, it was agreed, should be undertaken on an experimental basis by the Legion in Minnesota before. attempt should be made to organize It on a national scale. The Minnesota Legion thereupon established an
employment-stabilization committee, which has undertaken, through the Legion
posts, to contact employers to show them low the experience-rating provisions
might work to promise stabilized employment; whereas otherwise the law affords
only temporary compensation in periods of unemployment, and to contact
employers to explain the workings of the law and to emphasize the experiencerating provisions as an inducement to employers for greater effort in the direction
of employment stabilization.
This work is now under way. The lack of knowledge respecting the law is
astonishi g, and tl-e rc-ponse ti thi:. Leeivn effoK to cl,.unfy u:,derstaiding of it
Is gratifying and indicates that, as understanding of the law becomes general,
the merit-rating provisions will indeed become the inducement which the statement of public policy in the law indicates as one of its major purposes.
In addition, the 'Minnesota Legion employment-stabilization committee has
engaged the services of competent persons, headed by Professor Emerson Schmidt
of the University of Minnesota, to compile, in detailed case-history form, a
manual presenting the experiences of various employers operating under varying
eircumstanwcs In their efforts toward employment stabilization. The outlines of
this manual already arc completed and actual compilation of it will begin next
week, thus furnishing a guide to employers who accept the merit-rating provision
as an inducement and thereby, we hope, materially accelerating general progress
In the direction of stabilizatiol.
Meanwhile, sections 1600, 1601, and 1602 of H. R. 6635 are represented to
me as containing language which would mean the probable loss of any meritrating plans that have been adopted, including Minnesota's.
Although it would seem to me in my own lay reading of it that the prohibition
expressed in subsection a (1) which starts on line 7, page 70, Is offset by the provisions of subsection b (1) which starts on line 15, page 72. 1 am assuredby
technical staff members of the Minnesota unemployment-compensation division
and by lawyers who assisted in the drafting of the Minnesota law that it is by
no means clear that this language protects existing exprilence-rating plans.
Some say at best this wording postpones the effectiveness of experience ratings
until the 10-year period is up, and several point out other unsatisfactory language in these sections. I shall forward some of these specific comments to you
separately. '
The language of the Legion employment committee's resolution is as follows:
"1. Whereas the first step in securing the employment of men and women
over 40 is to maintain that employment which already exists for and Is enjoyed
by them, and as fluctuations in employment in Industry, with their attendant
lay-offs, are a continuing threat to the employment of that age group, it Is deemed
any gain in the stability of employment in this country would be an outstanding
contribution to the security of employment now held by them; and
"Whereas, tile savings to employers who qualify for merit ratings under various
State unemployment-compensation acts are substantial, which potential savings
opportunities apparently are not generally known to, and appreciated by, all
employers, it is deemed that any action by the American Legion which leads to
a wider attempt on the part of industry to attain stabilization of employment
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would not only be of service to persons over 40 and to society as a whole, but
would also increase the profits and the stability of industry; Therefore be it
"Resolved, As a part of our national-employment program, that we advocate
the Immediate conduct, by the American Legion, in cooperation with all Interested
agencies, of a research of the possibilities of this stabilization program and the
distribution of the information so obtained, to industry."
Experience clearly shows that the unemploynient-compensation law, without
merit rating, induces unemployment for, where the employers have not understood the merit-rating features, we find instance after instance in which borderline cases were decided in favor of lay-offs on the basis that the men would be
paid unemployment compensation.
However If the merit-rating provisions are protected, the results will
be reversed, With that as an inducement, and with a well-integrated plan for telling
employers how the law works and for giving them assistance In finding ways and
means of regularizing their employment, I am convinced that the experiencerating plans, if protected, will serve to contribute much, and quickly, toward
increased employment stabilization.

I urge that no changes be made in the law without making certain that the
experience-rating features are protected and definitely stated as having been
intended by the committee In approving the bill.
JA^Y C. 1-OaMEn.

The CHAIRMAN. Senator Downey, would you like to make a statement to the committee?
STATEMENT OF HON, SHERIDAN DOWNEY, UNITED
SENATOR FROM THE STATE OF CALIFORNIA

STATES

Senator DowNEY. Senator, at some subsequent stage of the proceedings, I would like to make a more extensive statement, but I think
it would be appropriate for me at this time to support the suggestion
made by Senator Byrnes. I would like just a very few minutes to
do that.
In order that I may not be misunderstood, Mr. Chairman, I want
to say this, that I am a supporter of the Townsend plan, and of course
believe in a national plan, and upon the floor of the United States
Senate I shall attempt to convince the Senators, as well as the Social
Security Board, that this Stat,-Federal plan is so involved and works
out so many injustices that ',e must shift to a wholly Federal plan,
but expressing my own ideas, which I believe would be sup ported by
the people of the State of California, I want to say that I think the
present plan is wholly unfair to the poorer States. I go further than
Senator Byi'nes.
If the people of the State of California receive $15 or $20 for each
citizen entitled to a pension, I think every other State in the United
States ought to have that same privilege.
It is generally considered that fair taxation relieves the burden
of the weaker States, or the weaker individual, and transfers it to the
stronger States. The tendency of this law is at least to throw the
heavier burden upon the weaker States and to favor the stronger
States.
Now, I realize, Senator Lodge, that it is not altogether true in the
State of Colorado, which now pays the second largest pension. It is
not one of the richest States. Generally, however, there is a marked
correlation between the high payments and the wealth of the State
and the lower payments mand poverty of the State. The Senator's
own State, one of'the richest in the Union, ranks third. Illinois and
New York are high ut, and generally the payments tend to increase
according to the well- being of the State.
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I believe that we have reached a state in our civilization when the
stronger and wealthier States should endeavor to sustain the poorer
and weaker.
There is one thing I want to say to this committee that I regret to
say, and I only say it because my own father was a colonel in the
Northern and Federal Army, and an enthusiastic Republican until
the day of his death, but since the Civil War literally billions of dollars have gone from the Federal Treasury to the Northern States.
Hundreds of millions of dollars have gone into the New England
States, if not billions of dollars, and in my own opinion those payments were a tremendous help to commerce and prosperity in the
northern States. I am not opposed to Civil War pensions. I am
for them, but, nevertheless, the income that paid those pensions
was drained out of the South, along with the rest of the Nation,
and was allocated amonF the New England and Northern States,
and the New England States were particularly fortunate in that,
and it is my own belief that commerce and business were largely
sustained in the smaller towns by those hundreds of thousands of
payments flooding in to the widow and to the veteran, and to the
orphan of the veteran. Now, nothing that we could do to assist
the Southern States would compensate for the tremendous loss arising
from Civil War pensions.
In addition to that, if I could point out to the distinguished Senator
from Massachusetts, whose heart I know is open to any lust argument,
there is no doubt that the protective tariff has drained billions upon
billions of dollars out of the South and into the northern manufacturing
centers. Nobody can doubt it, No one can honestly read the economic history of America without coming to believe that a tremendous
subsidy was paid to the manufacturing States by the rest of the
Nation.
That is past and gone. We are on a different basis.
California, one of the richest States in the Union, now takes $15 per
pension recipient out of the Federal Treasury while $2.50 or $5 per
pension recipient is received in most of the Southern States and in
some other of the poorer States.
I want to point out that this combined State-Federal system leads
us into many irregularities, many illogical, unjust conclusions. I
believe we must adopt some kind of a system under which the States
will share equally in the Federal contributions. I want to go the whole
way and have a national plan. I hope something will be done to at
least ameliorate some of the marked improprieties in this act.
Just in connection with this subject, Mr. Chairman, let me point
one thing out to you. If the Senate does provide for the $20 allocation
for the Fgderal Government, I shall return to California and be partially instrumental, I know, in calling a special session of the legislature to take advantage of that extra $5 a month. We already pay
$32.50. No other State even pays $30. The State of Colorado pays
something like $29, and Massachusetts, I think, $28, something of
that kind.
We have about 120,000 recipients. At $5 a recipient additional
we will secure $600,000 a month, or about $7,200,000 from the Federal
Government additional. Mr. Altmeyer estimated that this additional
allocation would not increase the Federal disbursement more than
$5,000,000 to $10,000,000. I can serve notice on Congress right now
that California, by the 1st of January, in my opinion, will at least
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claim $7,200,000, and we are not going to stop until we get our
pensioners a decent living dignified social dividend.
Now, Mr. Chairman, that payment of $20 a month will go not
only to a husband past 65 in California, but to the wife so that the
Fed eral Government will be contributing $40 a month to husband and
wife in California. We will be matching it, and the husband and
wife iii California, if this law goes into effect, as now proposed, will
be getting $80 a month. I think that is too small, although such
sum becomes more dignified and possible to live on than present
payments. Regardless of whether it is too small or too large, Mr.
Chairman, consider this fact. A part of the Social Security law is
the contributory system. Suppose a man worked for 40 years at an
average wage of $100 and gives up 6 percent of his pay, as is contemplated by this act, and ie is married and his wife is past 65. At
the end of 40 years that husband and wife will only get $52.30, while
another husband and wife in the State of California, and probably in
many of the other wealthy States, will be getting $80 as a matter of
charity under the present old-age assistance law. What an extraordinary thing that this so-called contributory plan will absolutely
penalize the persons whose wages are taxed 6 percent every month.
Indeed under this law as it works out, 80 to 90 percent of the persons
in the United States, as a matter of charity, will get more than will
be paid to those who pay the 6 percent of their wages under the
contributory system.
Under the old-age assistance law the average paid is about $19.35.
It is estimated by the Social Security Board that in 1942 the average
single man will get $26.85, but this 'ncludes men with incomes up to
$250 a month. If you take 80 percent of the smaller salaries, they
will average about $20. Consequently, we have here created a system
under which in the wealthier States the people who are getting charity
without any contributions will get substantially more than the man
who gets his as a result of contributions. meI than
cannot
imagine anything
that.
that seems more bizarre and strange to
I firmly believe we have got to get away from such inequalities, if
we do not want to create tremendous confusion, bewilderment, uncertainty, and dissatisfaction in the United States.
While I am making this statement, I am speaking directly against
the interests of the people of the State of California, yet I know the
viewpoint of the people of the State of California. We vision a
national, dignified, social dividend system in which every citizen past
60, retired from gainful employment, shall receive an allowance
ad equate to live upon in dignity. That is our vision.
We certainly do not want to take advantage of any of the poorer
States, and I know I speak for almost every citizen of my State, when
I say we would prefer to see every State given the same allocation
in lieu of the present matching system.
Mr. Chairman, at some later time I will want to go into various
other phases of the law, but while Senator Byrnes' testimony was
fresh in your minds I just wanted an opportunity to support his
argument.
The CHAIRMAN. Thank you very much, Senator.
The committee will now recess until 2:30 this fteramon,
(Whereupon, at the hour of 12:20 p. m., a recess was taken until
2:30 p. m. of the same day.)
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SESSION

(The hearing was resumed at 2:30 p. m., pursuant to the adjournment for the noon recess.)
The CHAIRMAN. The committee will come to order.
Is Mr. Millard W. Rice in the audience?
(No response.)
The CHAIRMAN. Mr. M, M. Walter,

Mr. WALTER. Yes.
The CHAIRMAN. You may proceed, Mr. Walter.
STATEMENT OF M. M. WALTER, HARRISBURG, PA,, REPRESENT.
ING THE NATIONAL REHABILITATION ASSOCIATION
Mr. WALTER.

Mr. Chairman and members of the committee.

My remarks, which will be confined to section 503 of the amended
act, the vocational rehabilitation of the physically disabled, may appear to be a sort of an interlude, because unlike the other testimony
that has been presented to this committee in which the problem has
been one of providing benefits to people who are either unemployable
or have become unemployed due to economic reasons our problem is
one of putting people to work. We are concerned with a group of our
society who are employable and can be put to work.
Again, our problem is one about which there is very little difference
of opinion, Furthermore, from a quantitative point of view the
amount of money involved in the program may appear insignificant,
yet, froin a qualitative point of view, the return to society and the
benefit to individuals, the program is one which looms up as a major
factor in social security as indicated by Congressman McCormack in
a radio address last week when lie was discussing the amendments to
the Social Security Act and referred to vocational rehabilitation as
follows:
Small as this sum is in comparison to some of our other expenditures, it represents a very real contribution to security. Every crippled employee retrained
to an occupation represents a definite gain in security. In reducing the cost of
caring for him if he remained dependent, in returning him to society and to his
family as a useful and self respecting citizen.

In 1920, the Federal Government passed the national civilian rehabilitation law to provide for the restoration of the physically handicapped. In 1935 this law was included in the Social Security Act,
and in the present amendment 6635, provision is made for extending
the function.
Now, in the light of our experience over 19 years which would seem
to affect the reliability of such experience, we feef that the program
should be given further consideration by this committee, and by way
of explanation I should just like to present a few facts for your attention.
You may not know that every minute of the day someone is either
killed or maimed as the result of accidents. In this country alone
we have over 10,000,000 accidents a year; in other words, the chances
are 1 to 12 or 13 that you and I are going to be the victim of an
accident. Without appearing to be personal in the matter, I might
say that I was marked for an accident three times last year, and one
resulted in anatomical loss, although fortunately it was not functional.
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Again, each day of the year, there are 5,000,000 in this country who
are required to remain horne due to illness, and over 22,000,000 of
the population each year is required to remain home at least 1
week due to illness. The National Health Survey tells us that there
are at least 1,600,000 individuals in this country who suffer permanent
disabilities each year as the result of accidents, and 50 percent of
those are in industry. This survey also tells us that there are foul
times as many disabled persons on relief today as in the $3,000 brackets
and over.
So from these figures I think you will agree that we are rather conservative when we estimate that there are in this country at any one
time at least 4,000,000 persons with permanent physical disabilities,
and that each year we have a new crop of 800,000, of which at least
260,000 are going to become members of our permanent relief rolls
unless something is done for them to make it possible for them to
return to work again and become economic and social units of the
community in which they live.
Since the passage of the Vocational Rehabilitation Act of 1020, notwithstanding the limited funds available, it has been possible for the
States to rehabilitate 120,000 physically handicapped persons and
return them to remunerative employment. This was (lone at a.cost
of about $300 a ease. When you consider that the Government spent
$5,000 on each disabled veteran that was rehabilitated following the
War, you can see that from the point of view of the expenditures we
have been economical.
Now, from the point of view of the stability of this program, I
should just like to )resent to you a few figures. We have studies that
show that 00 percent of all of the persons that are rehabilitated here
in this country are still employed at the end of the year, and over 50
percent get an increased wage. In another study of 1,000 cases, 69
percent were unemployed prior to the rehabilitation, and following
rehabilitation 73 percent were employed at a wage of at least $15 a
week, and 10 years later, notwithstanding the economic conditions in
this country, more than 60 percent of those cases were still employed
at a wage of at least $15 a week. It co~t $300,000 to rehabilitate this
particular group. Before rehabilitation, their wages were about
$290,000; following rehabilitation their wages jumped up to $1,000,000.
In another study, it was shown that for every dollar spent oR
rehabilitation of a disub!kd person, more than 47 were returned to
society. In another study made 10 years after the 1,000 cases were
rehabilitated, the income of the group was more than 800 percent
higher than at the time of rehabilitation.
We made a little study in Pennsylvania several years ago that was of
particular interest. The question of the stability of a handicapped
worker was the issue. We reviewed all of the automobile accidents in
Pennsylvania that year, and this is what we found, that there were
29,000 crippled operators driving automobiles in Pennsylvania, and
in that year only 175 were involved in an accident, while on the other
hand there were 2,000,000 normal operators, and in that particular
year over 92,000 were involved in an accident. The ratio was 0.6 of
1 percent to over 4X' percent. So you see from the point of view of
stability, tile return to society, the ability of a handicapped person to
carry on if lie is fitted for a suitable occupation, the money that is spent
is worth while. It is a service that should not only be continued, but
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in the light of the other developments in the program of social security,
including unemployment compensation, employment provisions in tile
Byrnes bill for the handicapped who are unemployable, the disability
insurance which is part of the Wagner bill, an( the work for crippled
children, it should be expanded. I think you will agree that since we
are now only spending about $2,000,000 of Federal funds a year for
this service, and although the Ways and Means Committee of the
House saw fit to add another $1,000,000 to the authorization, we
are justified in asking for a further extension of the program, because
our figures show there are 45,000 handicapped persons now being served
by the States, and there are over 60,000 handicapped persons now on
the waiting lists who cannot be served on account of inadequate appropriations. The cost of maintaining this group at State and Federal
expense is over $30,000,000 a year, while on the other hand they can
be rehabilitated for $18,000,000.
Senator DAVIS. How much are they appropriating in Pennsylvania?
What is the cost in Pennsylvania for this work?
Mr. WALTER. In Pennsylvania, our State and Federal appropriation today amounts to about $700,000 for the biennium, or $350,000
a year. The chief cost was about $350 a case to rehabilitate an individual in Pennsylvania.
Senator DAVIS. '"hen you referred to these disabled ones driving
an automobile, the percentage of accidents was in favor of the disabled?
Mr. WATTFP,. Of the d1-able'p, group, only 0.6 of I percnt were
involved in acciden s, while inure than 4/ percent of the normal gru'oup
met with accidents. In other words, the percentage favored the crippled drivers. I simply bring this out to show the stability of the
handicapped worker. The Western Electric'Co., in a study of the
handicapped from the point of view of sickness, absence from work,
and accidents, discovered that those who were disabled were, as a
whole, m(ve reliable than the normal individual.
In order to take care of 60,000 persons who are now waitiiv- on the
lists and cannot be served, as I said it would cost about $18,000,000
a year, and the proposal which we are submitting to you and to your
committee for consideration is much more conservative. We are suggesting that section 503 of the House bill 6635 be amended to read
as follows:
Szc. 503. Section 531 (a) of such act is amended by striking out "$2,938,000"
and inserting in lieu thereof "$5,000,000"; by striking out "$5,000" and inserting
in lieu thereof "$25,000."
in order to increase the allotments for Hawaii, and by adding:
Provided, That the allotments of funds to any State shall not be less than a
minimum of $30,000 for any fiscal yearso that our minimum States can benefit from the increased appropriation.
We are also suggesting that the act be amended by striking out
"$102,000" and inserting in lieu thereof "$200,000," to permit the
Federal agency to take care of the necessary expansion growing out
of the work.
The President in his message to Congress on social security had
this to say:
We would be derelict in our responsibility If we did not take advantage of the
experience which we have accumulated In the field of vocational rehabilitation to
strengthen and expand its provisions.
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In other words, the President has endorsed the expansion of this
program, and from the point of view of the cost that is involved, I
think you will agree that it is a very small amount compared to the
other amounts of money that are being spent for social security, and
that we are engaged in the problem of putting people to work and not
providing benefits for those that are unemployable and cannot work
any longer or who are unemployable for economic reasons, but our
problem is to get them off of relief and get them back to work again,
and as a constructive program I think it is sound.
The folders that we have left with you will cite a number of cases
in your own particular States and will summarize and tell you what
has been (lone, and I think with that brief statement, I will finish my
remarks, Mr. Chairman.
Senator KING. Do the States as a rule make any important contribution?
Mr. WALTER. Last year, the States not only matched the Federal
contribution, Senator King, but they also asked the Federal Government for $400,000 in additional appropriation; in other words, they
had $400,000 of State nioney available to match with Federal money
more than we actually got from the Federal Government. We are
not only matching the Federal allotment now, but last year we could
have matched at least $400,000 more.
Senator KINo. How are the organizations integrated between the
Federal Government and the States? Is there an organization here
in Washington?
Mr. WALTER. There is a Division of Vocational Rehabilitation in
the United States Office of Education, which is the Federal agency
of administration. The State programs are under the supervision and
control of the State boards for vocational education, as provided in
the Federal law. Integration is provided through a plan of cooperation between the State board andthe Federal agency.
Senator KING. Do you think it should be in the Bureau of Education or under the Social Security Board?
Mr. WALTER. The United States Office of Education is being
transferred to the Federal Security Agency on the 1st of July, so it
will be brought in under the Federal Security agency with the C.C. C.,
the N. Y. A., Health, and the other social security features. They
will all be brought together the 1st o?*July.
The CHAIRMAN. Thank you very much. Is Mr. Nathan in the
audience?
Mr. NATHAN. (Mr. Robert Nathan, Chief, Income Section, Division
of Economic Research, Bureau of Foreign and Domestic Commerce.)
Yes.
The CHAIRMAN. Probably a little later, Mr. Nathan, we will want
to ask you a great many questions, but there are other witnesses
here from various sections who should be heard, and I am asking you
to step forward, please, because Senator Lodge would like to ask you
a question now.
Senator LODGE. I just wanted to ask you if you would prepare
for the future reference of the committee, a statutory definition of the
per capita along the lines of the conversation that I had with Senator
Byrnes?
Mr. NATHAN. Would it be all right to prepare it in several different
alternatives?
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Senator LODGE. Yes. And also a statutory definition of "cost of
living" so that we cgn have both of those things before us.
Mr. NATHAN. That will be a little more difficult, because we have
never done anything along that line. I will be glad to think about
it, however.
Senator LODGE. Oh; you can do it all right.
Mr. NATHAN. Thank you sir; I will try.
The CHAIRMAN. Next is Vr. Ray Murphy. Mr. Murphy represents the Association of Casualty and Surety Executives and the
National Board of Fire Underwriters. We knew Mr. Murphy
when lie was national commander of the American Legion. All right,
Mr. Murphy.
STATEMENT OF RAY MURPHY, REPRESENTING ASSOCIATION OF
CASUALTY AND SURETY EXECUTIVES AND THE NATIONAL
BOARD OF FIRE UNDERWRITERS
Mr. Mumpmy. Mr. Chairman and members of the committee, the
statement that I ainabout to make should be prefaced by saying that
the organizations for which I a pear are not here in opposition to the
Social Security Act. As to the organizations' employees, they are
of course fully complying with the act. My statements will be
directed only to a proposed change in the act dealing with a comprehensive and as we believe an arbitrary broadening of the definition
of "employee."
The Association of Casualty and Surety Executives is an association
of 61 capital-stock insurance companies doing business in the United
States, and writing approximately 79 percent of the casualty and surety
business written by capital-stock companies in the United States.
The National Boardof Fire Underwriters is an association of fire
companies with a membership of somewhat in excess of 200 companies
writing approximately 85 percent of the fire-insurance business written
by capital stock companies in the United States.
There is no connection between the two organizations, but this
statement is being made jointly for them because in this particular
instance our interests are identical.
The association and the national board believe that the definition
of "employee" as contained in amendments adopted by the House
(pp. 63 and 97, H. R. 6635), may be construed by the administrators
of the act to include insurance agents placing business in capital stock
casualty, surety and fire companies. It is the opinion of the association and the national board that such agents are not within and should
not be placed within the classes for which the act is intended to
provide.
The casualty, surety, and fire-insurance agent is not an employee,
and not in the ordinary full sense even an agent; the business he does
is his; he services it and looks after the interests of the insured, even
though before the expiration date, he, the agent, no longer writes for
the company issuing the policy. By usual provisions of his contract
with the company the agent's right to the business written, to "expirations," is ordinarily protected, but even when the agent's contract
with the company does not so provide specifically, such right for
many years has been uniformly recognized by the company. The
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agent's compensation comes from the insured, not from the company, though the rate of commission is determined by contract between
company and agent.
The company has no voice or concern whatsoever in the manner
or method by which the agent runs his office. He procures the business of the agency as lie sees fitSenator KING. The agent does?
Mr. MURPHY. Yes; the agent does. And when lie sees fit, and
places it with such a company as lie chooses, whose facilities are
available to him.
Senator KING. le may choose such a personnel as lie wishes to
operate his agency?
Mr. MURPHY. Absolutely.
Senator KoNG. And Ile might be an employer of those who are
soliciting for him?
Mr. MURPHY. Very definitely.

Senator KING. You bave no objection to the employees of the
agent coming within the category of employees?
Mr. MURPHY. No objection to those who are truly employees coming within that category and within the act.
Senator KING, But the agent himself you do not feel should 6e
characterized as an employee of the company?
Mr. MURPHY. That is right.
Senator Djwxs. Are not most of those agents individual contractors?
Mr. MURPHY. We think so, Senator, and quite independent.
Senator HERRING. You feel that there is a difference between an
agent that is compensated by a commission and one who is coipensated by regular salary?
Mr. MURPHY. Very definitely, Senator. I think the question of
control enters there to a large extent.
Senator HRRIm. You think the method of his employment,
whether it is on a commission or on a salary determines whether he
is an employee or not?
Mr. MURPHY. In general I think that is true. There might be
some additional factors that control which I would like to dwell on
and will touch upon later if I may, and that phase is also covered in
the samples of contracts between companies and agents which, with
the permission of the committee, I will file.
Senator HERRING. These agents often represent 20 or 30 different
companies, do they not?
Mr. MURPHY. I am sure that some of them represent as high as 40,
and I understood some represent as high as 100 different companies
in the same agency.
Senator HERRING. How would you determine who is the employer
Mr. MURPHY. It would be something of a puzzle, I should think
and would involve quite a little detail.
The company is without right or semblance of right to dictate
where the business shall go, in other words, the agent may, if lie sees
fit, place new business with one particular company, or lie may place
it in the company whose facilities are available and, in the event of
renewal, he may place the business with any company of his own
selection.
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Each agent is appointed for a specified territory. Tile company
has
no power He
to remove
from his
or to assign
for, him
nor
obligation
to territory
collect premiums
to another.
is underannoagent
to service policies not written through him. The agent is not required to solicit or report on any list of prospects that the company
may furnish, nor is he expected to report at any time for any reason
at the company's office, The company has no power of supervision
over its agents through field men or anyone else, Whether or not
the agents advertise in their own name is a matter unlown to the
company and over which it has no control, An agent is free to solicit
business only in accordance with the license issued to him by the State
in which he does business and only for the companies for which lie is
licensed. The agency agreement expressly provides that the business
of the agent is his property. He is, of course, free to dispose of it as
lie sees fit.
Generally speaking, agents are often engaged in other activities,
principal among which are real estate, banking, and law, although in
the smaller communities they may be engaged in mercantile pursuits;
and while the great majority writing property insurance do not represent life-that is, they confine their activities to fire and casualty and
surety-yet there are many who represent all these branches.
The agency agreement provides that either party may terminate
the contract at will. There is no way in which the company can discharge an agent. Our agents are compensated at a rate of commission,
from time to time mutually agreed upon, on the business which they
reduce. They are never compensated on a guaranteed or salary

g

oasis.

The company reserves the right to refuse to accept contracts for
insurance, because the form of the policy, the rate of premium or
other matters incident to the policy contract are not satisfactory to it,
In general, the rates and forms are prescribed by statutory supervising
authority and promulgated by rating bureaus for which the various
companies may be but are not always members.
Senator KING. Under existing law, are these agents held to be
employees?
Mr. MURPHY. They are not.

Senator KING. But this is a new provision?
Mr. MURPHY. This is a new proposal; yes.

Senator KING. Was there any testimony before the House Ways and
Means Committee, so far as you know, that warranted this interpretation or this expansion of the law?
Mr. MURPHY. Senator, so far as I know no opportunity was given
to discuss the matter before the Ways and Means Committee, at least
we lad no information which would permit us to have been there in
time to discuss it.
Senator KING. It just came out of the blue sky?
Mr. MURPHY. It did.
Senator CONNALLY. Does the bill include all agents, or only those
who are working for one company?
Mr. MURPHY. It includes all.

Senator CONNALLY. Even though a general agent might represent a
-dozen different companies, would he be an employee of each one?
Mr. MURPHY. Under the amendment he would be.
Senator CONNALLY. I mean in the House bill.
Mr. MURPHY. In the House bill; yes, sir.
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Senator CONNALLY. My thought was that an agent that devoted
all of his time to a single company possibly ought to be included, but
that an agent who was an independent operator and worked on purely
a commission basis ought not to be included.
Mr. MURPHY. Well, Senator, I do not like to take exception to
your thought, but it does not seem to me that that is quite the test.
Senator CONNALLY. It may not be, but that is just my tentative
opinion.
Mr. MURPHY. I would not like anything I have said to prejudice
the case of, say, the life companies whose agents generally represent
but one company, although sometimes they represent more than one.
It so happens that as to our particular type of agents, because of the
nature of the business generally, the wide variety of contracts and
the changes in conditions that our agents usually write for almost
any number of companies, but I do not think thathanges the principle.
The agent of course is expected to conform to the statutory requirements, and in the event of divergence, it is customary for him to
submit the proposition to the company for its acceptance or refusal.
The sole right of the company is to accept or refuse the business, and
it has no redress if the agent sees fit to place the business elsewhere.
The designation of "agent" is a statutory one; the laws of the
various States prohibit a company from executing contracts covering
property or risks located in a State except through an individual,
partnership, or corporation which is licensed by the State to act as
such for the company.

It is impossible to state with any degree of accuracy what percentage of local agents are individuals as distinguished from partnerships
and corporations. Our estimate would be about 50 percent individuals, 25 percent partnerships, and 25 percent corporations. This inability for accurate estimate arises because generally the license required by the State is only issued to individuals. Where the agent is
a corporation, each member of the corporation individually engaged in
procuring insurance is required to hold an individual license.
The company has and can exercise no domination or right of control and direction over the business of the agent, and there is a complete absence of any right so to do. The sole concern of the company
is with the results obtained in the form of business placed with it and
not with the manner and method by which such business is procured
or the expense of same.
Under the conditions stated it would seem highly inconsistent with
fact, wholly arbitrary, and contrary to the intent of the act itself, to
classify our type of agent as an employee. Wishing will not make it
so, and no matter what the declaration of the statute to the contrary,
the facts establish that our agents cannot be employees.
Nor do our agents wish to be defined as employees in the act. They
are not asking either for the expected benefit or the certain expense.
This will be made clear, as we are informed, by a statement to be'made
to this committee on behalf of the National Association of Insurance
Agents.
It seems needless, because of the nature of the business and the
relations between company and agent, because of the complete
independence of management of the agent of his business and accounting, and among other things, because of the innumerable unrelated
transactions between company and agent, that an unusually heavy
10088-9---21
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burden and a heavy expense of accounting under the act would result
if the strained definition of "employee" as adopted by the House were
to become law. The nuisance thereby created to administrators,
agent, and company would far outweigh any benefits.
There are appended hereto as a part hereof three blank copies of
typical agency contracts used by member. companies, which we
believe fully sustain the position we take herein.
With the permission of the committee, this statement with samples
of contracts and policies will be filed for the record.
(The same will be found at the conclusion of the witness' statement.)
Mr. MURPHY. It is respectfully recommended that the provisions
of H. R. 6035 insofar as they define "employee" be amended to
exclude "an insurance agent compensated on a commission basis."
Senator KING. Thank you very much.
Senator CONNALLY. May I direct your attention to the language
at the bottom of page 97 and the top of page 98, which has an exception to the general rule, and might exclude some of these parties, in
section 801 of title VIII, which reads:
Unless such services are performed as a part of such individual's business as a
broker or factor, and, in furtherance of such business as broker or factor, similar
services arc performed for other persons and one or more employees of such
broker or factor perform a substantial part of such services, or (b) such services
are not in the course of such individual's principal trade, business, or occupation.
Senator KING. Mr. Calhoun, can you help us out on that? If the

agent is the representative of a number of companies, would not the
principal trade, business, or occupation come within that classification?
Mr. CALHOUN (Mr. L. J. Calhoun, Social Security Board). Correct;
but if he had any employees working for him, lie would not be an
employee himself.
Senator KING. But if he did all of the work himself as an agent in
obtaining contracts for the company, then he would be an employee?
Mr. CALHOUN. If he spent his full time doing it.
Senator KING. If he did it on commission?
Mr. CALHOUN. That is correct.

But if, for instance, there was a bank clerk writing some insurance
at night of casualty insurance, or a real-estate man writing some fire
insurance or something like that, his principal business would not be
an insurance salesman you see so he would not be covered.
Senator HERRING. Asume that his principal business is that of an
agent of insurance, an insurance agent, and he represents 20 companies, is he an employee?
Mr. CALHOUN. Depending upon whether he has employees of his
own, the way this is drafted.
Senator HERRING. Who would be the employer if he were repre.
seating 20 different companies?
Mr. CALHOUN. Each one of them.
Senator HERRING. They would all have to report?
Mr' CALHOUN. That is correct.
Senator KING. Whether he is an employer or not depends upon
whether he does the business himself or has somebody else help him?
Mr. CALHOUN. That is correct.
Senator KING. That may be a part of the concept of those who
drafted this bill, Now, are there any questions?
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(No response.)

Senator KING. Thank you very much.
(The three copies of sample contracts are as follows:)
AGENCY
UNITED

AOREEM!Nr

STATES FIDELITY AND

GUASANTY

COMPANY

Baltimore, Md.
, A. D., 19 , between United
day of
This agreement, made this
States Fidelity and Guaranty Company, a corporation of the State of Maryland,
with its principal office In the City of Baitimore, State of Maryland (hereinafter
.
...------------------------------------called the "Company") and ----.
of ---------------------------------------------------------------------

(State)
(County)
(Town)
(Street and No. ofP. 0. Box)
(hereinafter called the "Agent")
Witnesseth:
In consideration of the mutual covenants and agreements herein contained
the parties hereto agree, as follows:
1. The Company hereby grants authority to the Agent in the following territory, viz: ..............................................................
to solicit and sumbit applications for the classes of insurance and fidelity and
surety bonds for which a commission is specified in the Commission Schedule
which forms a part hereof; to Issue and deliver policies, bonds, certificates, endorsements and binders which the Company may, from time to time, authorize
to be issued and delivered; to collect and receipt for premiums thereon or therefor; to cancel such policies, bonds and obligations in the discretion of the Agent
where cancellation is legally possible; and to retain out of premiums collected and
paid oveo to the Company in accordance herewith, as full compensation on business
placed with the Company by or through the Agent, commissions at the rates
set forth in said Commissron Schedule.
2. A report of risks assumed shall be made to the Company daily. Accounts
of money due the Company on the business placed by or through the Agent with
the Company are to be rendered at the end of each month; the balance shown
to be due to the Company shall be paid not later than the 20th day of the second
succeeding month to the -------------------------------------------office.
3. In the event the Company shall, either during the continance of this Agreement or after its termination, refund premiums under any policy or bond by
reason of cancellation or otherwise, the Agent sball immediately return to the
Company the commission originally retained by him on the amount of the premium so refunded.
4. Any policy and bond forms and other Company supplies furnished by the
Company to the Agent shall always remain the property of the Company and
shall be accounted for and returned by the Agent to the Company on demand.
All accounting records of the Agent pertaining to the business of the Company
shall be subject to inspection at any time by the accredited representatives of
the Company.
0. The Company shall not be responsible for agency expenses such as rentals,
transportation facilities, clerk hire, solicitor's fees, postage, telegrams, telephone,
expressage advertising, exchange, or any other a ency expense whatsoever.
6. The Company reserves the right to cancel direct any contract of insurance
or suretyship at any time, but in the event of such cancellation the Company
shall noI noify the Agent prior to giving notice thereof.
7. In the event of the termination of this Agreement, and provided the Agent
has promptly accounted for and paid to the Company all premiums and other
moneys or securities collected or held for or on behalf of the Company for which
the Agent may be liable, the records of the Agent and the use and control of
expirations shall remain the property of tho Agent and be left in his undisturbed
possession.
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8. This Agreement supersedes all previous Agreements, whether oral or written,
between the Company and the Agent, and may be terminated by either party
at any time upon written notice tor the other.
Signed, sealed and dated on the day and year first above written.
UNITED STATES FIDELITY AND GUARANTY COMPANY,

Attest:

............

By .....................................................
AGENT

[eAL]
.
.............
........

-'...

....................................

SEALJ -----------------------------.

IThesipature should as
with the agent's name shown st the beginning of the agreement. If agent is
a firm, the signature must include the firm name and name of partner signing. If agent Is a corporation the
signature must include the corporate name, the signatur6of the proper ofc rs, with their titles, and the

corporate Sealaluxed.]

COMMISSION SCHEDULE

1. Fidelity and Surety (Includes Fraud Bonds, Merchants' Protective
Percent
• Bonds and Crime Policies) ........................................
2. Bankers' and Brokers' Blanket Bond ................................
3. Primary-Excess--Commercial Blanket Bonds ......................
4. Bank Check (Includes Depositors' Forgery, Commercial Forgery,
and Bankers' Limited Forgery) --------------------------.
.......
6. Bankers' Blanket Forgery and Alteration ..............................
6. Securities Blanket Bond ....................................
........
7. Forgery
and Alteration Bond (Supplementary to B. B. B. No. 8
Revised) --------------------------------------. -.-------. -.......
8.
9.
10.
11.
12.
18.
14.
16.
16.
17.
18.
19.

Blanket Position Bond .............................................
Bank Depository ..................................................
Burglary (Includes Blanket Residence) ..............................
SecuritesIns. Policy Covering on Insured's Promises ----------Securities Ins. Policy Covering Outside Messenger Hazard ..............
Plate Glass (Includes additional 2%% for inspection)..................
Workmen's Compensation and Workmen's Collective ...................
Employers' Liability .......................................
........
Public Liability
r.................g
s....... os...i
................
-Physicians', Dentists', Druggits' and Hospital Liability ................
Beauty Parlors, Barbers and Hair Dressing Establishments .............
Amusement Parks and devices (Public Amusement Polley-AP
Form)................................................
20, Automobile Liability. --------------. ------------------------.
..
.
21. Automobile Property Damage ......................................
22. Automobile Collision............
-.
- -.................
28. Public Automobile Liability .................................
........
24. Public Automobile Property Damage ................................
25. Public Automobile Colsion ........................................
26. Long Haul Truekmen Automobile Liability and Property Damage .........
27........................................................------28........................................................------29. Accident (and Health with waiting period of two weeks or more) ..........
30. Health (Except as above stated) ....................................
31,
Group Accident (Volunteer Fire Departments only) ..............-----82.............................................................
88.
----------------34, .....
...............

----------...............

--------------------......
.....
............

-------..

AGENCY AGREEMENT WITH THE FIDELITY AND CASUALTY COMPANY OF NEW YORK
AGENCY AGREEMENT

This agreement, made this .... day of ---------between ...............................................................

A. D. 193.., by and

o-----------,in the County of ------------ and State of ------hereinafter designated as "Agent," and the Fidelity and Casualty Company of
New York, a corporation duly organized and existing under and by virtue of the
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laws of the State of New York, and having its principal office'in the Cityof New
'York, and State of New Yorki hereinafter designated as "Company":
Witnvsseth that:
Pursuant to request that the underwriting facilities of the Company be made
available to the undersigned, as Agent, the Company hereby grants authority to
Agent to receive and accept proposals for such contracts of insurance covering
risks on properties located in ------------------------------------------as the Company has authority lawfully to make; subject, however, to restrfictios
placed upon such Agent by the laws of the state or states in which such Agent is
authorized to write insurance business and to the terms and conditions hereinafter
set out.
It is hereby agreed between the Company and the Agent as follows:
(1) Agent has full power and authority to receive and accept proposals for
insurance covering such classes of risks as the Company may, from time to time,
authorize to be insured; to collect, receive, and receipt for premiums on insurance
tendered by the Agent to and accepted by the Company and to retain out of
premiums so collected, as full compensation on business so placed with the Company, commissions at the following rates, viz:
SCHEDULE OF COMMISSION ALLOWANCES

Peromt

Liability--except as stated below ----------------------------------...
Liability, Employers.....................
.-.........................
Liability, Automobile on Public Passenger-Carrying Risks .................
Liability, Automobile Long-haul-Truckmen Risks ..........................
Workmen's Compensation .............................................
Workmen's Compensation, Volunteer Firemen's Section 205 N. Y ...........
Property Damage and Collission, except as stated below ...................
Property Damage and Collision, Automobile...
.
.
.
.
.
Property Damage and Collision, Automobile on Public PassengerCarrying Risks ......................................................
Property Damage and Collision, Automobile Long-haul-Truokmen
Risks -----------------.----------------------------------------B urglary ----------------------------------------------------Securities Insurance Policy--Outside Messenger Hazard.................
Securities Insurance Poliy-Premises of Assured .......
Plate Glass ..........................................................
Plate Glass Inspection and Claim Service ................................
Steam Boiler, Engine, Flywheel, Machinery and Electrical Equipment .
.................................................
....
Accident & Health ....................................................
Safe Depository Liability -------------------- ------------------.. .......
Compulsory Automobile Liability .............-.-..................
.......
Com bination Residence ........................................
........
It is a condition of this Agreement that the Agent shall refund ratably to the
Company, on business heretofore or hereafter written, commissions on cancelled
liability and on reductions in premiums at the same rate of which such commissions were originally retained.
(2) For the convenience of the Agent the Company will send monthly to the
Agent a record of the business of the month placed by the Agent with the Company, the premiums on which, if collected by the Agent, shall be paid to the
Company promptly thereafter.
(3) Company shall not be responsible for Agency expenses such as rentals,
transportation facilities clerk hire, solicitors' fees, postage, advertising exchange,
personal local license tees, adjustment by the Agent of losses under policies
issued by the Agent, or any other Agency expenses whatsoever.
(4) Any policy forms and other like Company supplies furnished to the Agent
by the Company shall always remain the property of the Company and shall be
returned to the Company or itq representatives promptly upon demand.
(5) The Company reserves the right to cancel any policy or other contract of
Insurance or suretyship by direct notice to the Insured or'obligee,
(6) The Company may at any time, by written notice to the agency, change
the schedule of commission allowances.
(7) This Agreement supersedes all previous agreements, whether oral or written, between the Company and the Agent and may be terminated by either party
at any time upon written notice to the other.
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IN WITNESS WHEREOF the Company has caused its corporate name to be
subscribed hereto and the Agent has set ---- hand and seal on the day and year
first above written.
TnE FIDELITY & CASUALTY COMPANY OF NEW YORK,
By ....................................................
(Agent)

ATTEST:

--.....................

By ..........................
.-

.....--...

ATTEST:

AGENCY AGREEMENT

WITH THE CONTINENTAL INSURANCE COMPANY OF NEW

YORK
AGENCY AGREEMENT

day of --------- , A. D. 193.., by and
Thib agreement, made this ---between ................................................................
and State of -------------of ------------- in the County of -------------hereinafter designated as "Agent", and The Continental Insurance Company, a
corporation duly organized and existing under and by virtue of the laws of the
State of New York, and having its principal office in the City of New York, and
State of New York, hereinafter designated as "Company":
Witnesseth that:
Pursuant to request that the underwriting facilities of the Company be made
available to the undersigned, as Agent, the Company hereby grants authority
to Agent to receive and accept proposals for such contracts of insurance covering
. . . . . . . . . . . .
.........................
r is h s o n p ro per t ie s l o c a te d in
as the Company has authority lawfully to make; subject, however, to restrictions
placed upon iuch Agent by the laws of the state or states in which such Agent
is authorized to write insurance business and to the terms and conditions hereinafter set out.
It is hereby agreed between the Company and the Agent as follows:
(1) Agent has full power and authority to receive and accept proposals for
insurance covering such classes of risks as the Company may, from time to time,
authorize to be insured; to collect, receive and receipt for premiums on insurance
tendered by the Agent to and accepted by the Company and to retain out of
premiums so collected, as full colnpenLsation on business so placed with the Company, commissions at the following rates, viz:
(2) In the event of termination of this Agreement, the Agent having promptly
accounted for and paid over premiums for which he may be liable, the Agent's
records, use and control of expirations shall remain the property of the Agent
and be left in his undisputed possession; otherwise the records, use and control
of expirations shall be vested in the Company.
It is a condition of this Agreement that the Agent shall refund ratably to the
Company, on business heretofore or hereafter written, commissions on cancelled
liability and on reductions in premiums at the same rate at which such commissions
were originally retained.
(3) Accounts of money due the Company on the business placed by the Agent
with the Company are to be rendered monthly so as to reach the Company's
office not later than the ---- day of the following month: the balance therein
shown to be due to the Company shall be paid not later than ---- days after
the end of the month for which the account is rendered,
(4) Company shall not be responsible for Agency expenses such as rentals,
transportation facilities, clerk hire, solicitors' fees, postage, advertising, exchange
personal local license fees, adjustment by the Agent of losses under policies issued
by the Agent, or any other Agency expenses whatsoever.
(5) Any policy forms maps, map corrections, and other like Company supplies
furnished to the Agent by the Company shall always remain the property of the
Company and shall be returned to the Company or its representatives promptly
upon demand.
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(0) This Agreement supersedes all previous agreements, whether oral or written,
between the Company and Agent and may be terminated by either party at any
time upon written notice to the other.
In witness whereof the Company has caused its corporate name to be subscribed
hereto and the Agent has set -----hand and seal on the day and year first above
written.
THE CONTINENTAL
By .....................................

INSURANCE

COMPANY,

ATTEST:
(Secrtary

SAETi

OFARMN
WLMWiia T. Red, J,

ASpreInGtn DhC.

REPRESENTING THE NATIONAL ASSOCIATION OF INSURANCE
AGENTS
Mr. REED.

Mr. Chairman, and members of the committee: The

National Association of Insurance Agents is an unincorporated, voluntary, nonprofit association of insurance, agents placing all general
forms of insurance, other than life and title, compensated on a com-

mission basis.

It

was

organized in 1896 and has been in continuous

operation ever since. Its organization comprises underlying State
units of insurance agents in the respective States. This mainbership
is composed of over 15,000 firms and corporations commonly called
"agencies." The number of individual licensed, comnmissionbed insurance agents in this membership is approximately 75,000 persons.
This organization is opposed to sections in the bill Ii. R. 0635 now
pending before this committee which define the term "employee" in
such a way as to include the members of this association, and which at
the same time recognizes in such definition that such a person so
,o
.,
,,-,,the amendmenltvasan
,,,
- -,denonatedbyf
"employee" is not an employee
The business of fire, casualty, and surety insurance in the United
States
very largely
produced
through
is known
as thecompanies
American
agency issystem.
That
is a system
bywhat
which
insurance
secure business through the medium of local insurance men, called
local or general agents, as distinguished from salaried employees of
insurance companies.
Because of the universal practice which prevails in this country,
these insurance agents are vested with certain property rights, one
of
which and
is anplace
ownership
in the
expirations
of theThere
business
whaddition,
ich they
produce
upon the
company's
books.
is in
a certain established value in such an agency, consisting of equipment and supplies and the goodwill attaching to such an agency.
This is all the agent's property. It is his plant. He is by virtue
thereof established in the business. He is engaged in a distinct oc-
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eupation, Ile is not under the direction of any insurance comp any
as to how he shall work or where lie shall go, or whom he shal see,
or what he shall do. le has his own office, for which he pays the
rent. He owns all his office equipment, hires and pays all his employees, and operates entirely as an independent contractor, without
any supervision from any insurance company.
Senator Kim;. Ilis employees would be employees?
Mr. REED. Yes sir
Senator KiNa. But the agent himself would not be?
Mr. REED. Yes.
Senator KiNe. That is your contention?
Mr. REED. That is our contention.
His compensation is a given percentage of the insurance business
written by him and his solicitors. lie also assumes a distinct liability in becoming the guarantor of the payment of the earned premium when carried beyond the usual cancellation date. Before he
can operate as an insurance agent he must be licensed by the State
so to act. He goes forth to the public seeking to secure and care for
certain insurable interests, lie proposes to give a certain, definite,
and distinct service in exchange for this trust.
While developing this business such insurance agent is not acting
as the agent of any particular insurance company, because he represents many. Ile is acting for himself as an independent contractor.
He is about to assume a distinct obligation to his clients to provide
adequate indemnity for them in reliable companies at proper rates
and in accordance with certain established rules and customs. All
of this has nothing to do with any relations between himself and any
given insurance company. He is under no obligation to give the
business to any certain company, because the disposition of it belongs
to him. After securing the business from the client lie then determines in what company or companies f4 place the risk. He could,
if he so desired, place the business in companies which he did not
represent as agent, under a brokerage arrangement with some other
agent. It cannot be said that in the soliciting and securing of in.
surance the agent is either a common-law agent of any particular
company, or the employee of any company.

Upon the determination of such an gent to place a line in a given

company he thereupon begins to exercise the insurance agency power
vested in him by the company to create extensive company liabilities.
He then becomes charged with the duty of protecting the interest of
both the company and the assured. This dual presentation is a
service that is highly beneficial and is in proportion to the knowledge,
skill, ability and industry of the agent hunself. He instinctively sees
that in rendolng a highly acceptable service to both the companies
and the assurods he is building up for himself a stable and permanent
business which he himself owns.
From the above description of the operation of an insurance agent,
it is beyond the pale of reason to call such men "employees."
This proposed amendment to the social-security law will strike
down the independent character of all insurance agents and runs
counter to their well-known and legally established position of independent contractors.
It is not the intention of the National AssociatioA of Imsuranco
Agents to object to the wise and wholesome provision of social-security
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laws generally. The iniquity of this amendment lis in striking down
and emasculating the independent status the insurance agents of the
United States have enjoyed for a hundred years. For Congress to
attempt to define as an 'employee" a person who has not been, and
cannot in the very nature of the case, be an "employee" is contrary to
reason and common sense.
The insurance agents of the United States will suffer a great injury
if this attempt to take from them their independent status is enacted
into law. Any benefit they might secure under a tax levy is entirely
negligible, compared to the harm that Congress will bring upon them
by enacting this amendment as it is presently drawn.
It is, therefore, respectfully requested that the Senate Finance
Committee will permit the definition of "employee" to remain as it
is in the present law, or at least not to extend the definition so that
it will include this large body of independent businessmen who vigorously object to being classed as "employees" when they are not.
Senator KING. MaIr I ask you a question? What would be the
status of one or more individuals who were commissioned by the agent
to write insurance for that office-if I asked for permission to represent
your agency and you assign that to me and I go out and work for
myself on a commission, would I be an employee of your agency?
Mr. RaED. I think if your relationship and your contract with me
was on the basis that you have just atiggested with a commission paid
on such business as you brought in and I had no control over your
operations, you would be an independent contractor, just as much
as the agent would be, and the Bureau of Internal Revenue has so
held.
Senator KING. But if I, were working for a salary, I would be an
employee?
Mr. RIDE. Yea.
Senator CONNALLY. As you have described this agent, lie is nothing
more than a broker.
Mr. RiED. In the insurance business we have a different status for
those whom we call brokers. They represent the assured. They place
the business under a State license with any company in the State.
Senator CONNALLY. Don't you have insurance brokers?
Mr. RED. Yes. That is what I was trying to indicate,

Senator

CONNALLY.

How would you change the language in the

House bill? Just strike it all out and go back to the present bill?
It seems to exempt t an agent where he has employees, and it seems
to make it clear that lie is not an employee.
Mr. REED, There was other language in the bill when it passed
the House. It sfatodThe term "employee" includes an officer of a corporation. It also includes
any individual who, for remuneration (by way of a commission or otherwise)
under an agreement or agreements contemplating a series of similar transactions,
secures applications or orders or otherwise personally performis services as a
salesman for a person in furtherance of such person's trade or busiluess (but Who
is not an employee of such person under the law of master and servant.)

It would appear from this language that even if you occupy the
status of an independent contractor, where you are engaged in
handling insurance, you might be considered to be an employee
Senator CONNALLY. If you were an individual, it might be true.
Later on when you become an, employer, you are no longer an
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Mr. REED. That is right.

The CHAIRMAN. Mr. T. J. Priestley, Jr., presidentrof the Priestley
Printers.
STATEMENT OF T. J. PRIESTLEY, JR., PHILADELPHIA, PA.,
PRESIDENT, THE PRIESTLY PRINTERS
Mr. PRIESTLEY. Mr. Chairman, I am astonished by the fact that
business, particularly small business has not been more adequately
represented at these hearings. There are some 2,000,000 of them
employing
over any
20,000,000
wage ofearners.
This bill
affects
more
are them
the underThey
our citizens.
other class
adversely than
dogs. They are what the Government calls incompetent.
l am a charter member of the National Small Business Men's Association and if I may have your indulgence I will try to make up for
the lack of adequate representation for the small-business men.
What I say will be my personal opinion, founded by contact with
small-business men.
Senator IKiNo. Do you speak for them and with their knowledge
that you are representing them?
Mr. PRIESTLEY. I am not going to speak for them. I am going to
speak for myself, and that will be because I know their general thoughts
Mr. Chairman, I am in favor of a social-security bill, but I am not
in favor of that part of this bill which is known as the employers'
contributions, because it is unjust, dishonest, and it violates the
spirit of the Constitution.
That is what I want to talk about. I would like to refer to Mr.
Altzneyer's brief-quote:
During the calendar year 1938, benefits amounting to almost $400,000,000
were paid to some 3,800,000 workers temporarily unemployed in the States then
paying benefits.
This appalling army of 3,800,000 is but a fraction of the unemployed.
I heard someone say that the beneficiaries received an average of $19.
a month- that is $4.50 per week, or 10 cents per hour, assuming they
were working-most of them received less than half of this amount,
or 5 cents, while some received more, and as Senator Byrnes said, 3X
and 2X cents an hour.
Senator KING. Persons on relief you say get that?
Mr. PRIESTLEY. Yes; if they get $6 a month, it would amount to
that, assuming they worked each week for 45 hours.
I wonder if it has not occurred to every Senator and Representative
that we should be ashamed of ourselves for not having tried long
before this to correct the conditions which caused so much unemployment and distress. We not only have not bettered conditions
as a whole, but we have indeed legislated more unemployment by
fixing hours and wages, and have failed to protect the worker in Ins.

right to work.
Senator KING. Do you mean against strikes?
Mr. PRIESTLEY. Yes, sir.
Senator KING. And sit-downers too?
Mr. PRIESTLEY. Yes.

Referring again to the briefWith respect to taxes, the bill freezes the old-age insurance at 1 percent oii the
worker and on the employer for 3 years.
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Under our present system of taxation you may think you are
freezing the employer's tax, the employer knows; the employers have
come face to face with the fact that the privilege to tax is the privilege
to destroy. This freezing process is like cutting a dog's tail off 1 inch
at a time, instead of 3 inches at a time, so that it won't hurt him so
much. The idea is wrong; the underdog would tell you so if he would
but speak.
I do not know who is responsible for such phrases as employers'
contributions; a contribution is a donation, a gift. This tax is the
same kind of contribution which the gasoline mian gives when lie has
a pistol pressed into hi, belly by a hold-up man.
Speaking about "agricultural labor," quoting:
The extent of the exception is shadowy indeed where the producer also engages
in processing and marketing,

The whole bill is shadowy if you have to take the employer's
economic security away and give it to his competitor's employees as
social security.
I would like to explain how that is done. I will use a little example
here that I think you can comprehend very easily.
Senator CONNALLY. Make it awfully small. [Laughter.]
Mr. PRIESTLEY. Using the chicken business as an example, we
find A and B so engaged on opposite sides of the street. A in using
old methods employs 20 hands to clean and dress a certain quantity
of chickens. B, using modern machines, employs 4 people to clean
and (tress the same number of chickens. They each pay a wage of
$20 per week to each hand, and this leaves A with a pay roll of $400
each week and B with only a pay roll of $80. The pay-roll taxes for
social security at this tine are 4 percent, so we find A's tax is $16
each week, but B's tax for doing the same amount of business is only
$3.20 each week. In ,52 weeks A pays a total of $932, while B pays
only $166.40 for doing the same gross business. Our question is
whether our Government is forcing A to subsidize B's business; and
if so, why?
This was a letter that I received from one of my friends:
Why should our Government persist in causing so much unemployment?
We know that that condition as it exists would not exist very long,
because it would not be very long before a man who was employing
but 4 men would have 8 men, and the other fellow would be out of
business, and you would have 16 more men unemployed, but that is
not the big part about that. The part that is bad about it is that the
Government steps in and helps to push him out by this tax. He
would go out naturally if lie did not buy some more machinery, but
if he loses $932, it might be just enough to buy one machine, and the
following year he might have just as many as the other on the other
side and still there would be more people out. I don't object to that.
Senator KING. You are arguing against technology and its development and technical improvements?
Mr. PRIESTLEY. Oh, no; I am in favor of machinery. I claim that
machinery to the manufacturer is like sun and rain to the farmer.
Senator KiNG. How would you meet what you contend to be, If
I understand you-and pardon me if I do not-the disparity?
Mr. PRIESTLEY. You don't meet it that way. More people will
eat chickens when there are more people working, so that both of
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them are satisfied, and they could turn out practically the same amount
with the new machinery, but other conditions back of it have to be
understood so that they can' both do that.
Senator CONNALLY. What you mean is that the Government Imposes this tax on the man with 20 against thc. man with 4 and just
hastens his exit?
Mr. PRIESTLEY. Yes sir.

Senator CONNALLY. Your point is that you give him an exit push
and get him out of the picture?
Mr. PRIESTLEY. Yes; that is what it does.
But I am trying to explain that there is a way to make it possible
for everybody to have a job, and when everybody has a jobSenator CONNALLY (interposing). You tell us that, and we will
elect you to something.
Mr. PRIESTLEY. I think I will, but I could sell it to one man I
think. I have sold it to every man that I have spoken to individually.
Mr. Altmeyer has presented a very intriguing brief--Lut remember
that is his job-it is not so important to him that this bill be constitutionally right and fair, as it is that he present the best bill which he
can think of to accomplish this purpose-that is his job. But the
Senators and Representatives have a job or trust which is quite different. Their duty is to see that one part of our people is not hurt in
order to benefit another part; and that any act of theirs should keep
within the spirit and the lines of our Constitution.
If I did not know that this' could be done I would have neither the
strength nor courage to address you.
I have explained one of the reasons which are now defeating, and
which will defeat, the very object we are trying to accomplish; but
there is another reason vouched for by the statistics of the Census
Bureau, Department of Commerce. '
I will read this letter which I just received, dated Juno 12:
The statistics promised in my letter of May 26 in regard to the size of establish.
ments according to the value of products reported by the Census of Manufactures
for 1937 are enclosed. These are advance data and are furnished to you only on
the condition that you will keep them in strict confidence until they have been
published by this Bureau. We hope to issue the report sometime this month, and
I shall advise you of the release date as soon as It has been fixed.

I went to see Mr. Austin, Director of the Bureau of the Census,
about these statistics in order to compare the latest statistics-that is,
1937-with 1929, 1925 and 1920. These statistics are the most appallingstatistics that I Lave ever read, although I had in 1930 predicted
something very much like what is now happening. I printed a little
booklet called the Survival of the Fittest. In that booklet I went on
to say that if all the large fish ate all of the small fish, the large ones
would starve. These statistics have shown not only that small businesses are dying off, but it shows that the fairly large ones are now in
process of decay.
I printed in that little booklet-"statistics, from year to year, and
even month to month, are pointing to the fact that free and unbridled
Competition would eventually leadT to the elimination of the small and
gradually but surely to the larger businessmen and manufacturers"
and these figures positively show that. In other words this shows
establishments doing business from $5,000 to $20,000, and from $20,000
to $50,000, and from $50,000 to $100,000 and so on. We were only
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worried about businesses doing $20,000 to $50,000 and now it has
gone up practically to the $1,000,000, those doing $1,000,000; it has
affected them very adversely, I mean, the conditions as they are.
Senator KING. Do I understand that you are objecting to the
competitive system in our industrial and business life?
Mr. PRIESTLEY. No' I am trying to help that condition.
Senator KING. Pardon me if I misinterpreted your observation,
but I understood that you are attributing much of the bad competition that exists to the competitive system, and I was wondering if
you favored regimentation?
Mr. PRIESTLEY. No; I am against it. In other words, I am in
favor of equitable taxation. The small-business man by these figures
pays 5 to 10 times as much on his dollar of sales in proportion to that
which is paid by the larger concerns; therefore, while in the small
concerns, the men will produce, we will say, $5,000, in very large
concerns they produce up to $17 000 So it shows that the small
concerns pay three or four times, by that illustration, as much in the
dollar of sales as do the larger employers.
Senator CONNALLY, Do you mean that social-security taxes or
general taxes indicate that?
Mr. PRIESTLEY. If I may read thisSenator GEORo (interposing). You are talking about general costs.
Mr. PRIESTLEY. In other words, you had here yesterday a gentleman--Senator CONNALLY (interposing). You said through the payment

of taxes.

What kind of taxes?

Mr. PRIESTLEY. Any kind of taxes, and social-security taxes par-

ticularly. I would say that would cover it. In other words, the
other taxes does not charge him anything unless he makes it. I
mean the ordinary business taxes.
Senator KING. Corporation tax?
Mr. PRIESTLEY. Yes. Unless he makes it they do not charge him;
but this tax, regardless of whether he makes anything or not, is
taken away from him. Suppose the party who had to pay $932,
supposing lie did not make anything, he would still have to pay to
the Government by a social-security method of taxation.
The point which I wanted most particularly to emphasize is that
while this employers' tax is dishonest, it is doubly so to the small
enterprises, because the Government statistics prove that small enterprises pay from two to five times as much for each employee's
insurance as do the large corporations in proportion to their dollar of
sales.
Those are facts, and we cannot get away from them.
I am not using the figures for 1937 which the Director told me not
to use, but I will use figures for 1929, which show that a man produces
in value for his employer, in the small concerns doing up to $20,000,
$3,083. The man produces for his employer doing $20,000 to
$50,000, $4,739 and if we keep on going up until we get to $5,000,000
and over, we find the man produces or" his employer $11,789. It

runs $3 083, $4,739, $5,644, $5,765, $6,102, $6,504, $7,089, $7,801,
and in the largest one, $11,789.
In the first instance-that is, in the small concerns-man production
has decreased from $4,777 in 1920, and it has kept on going down
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so that in 1929, even when things were good, they only produced
$3,089, while in the larger brackets they produced per man $7,870and kept on going up until now it is nearly $13,000 per man.
Senator GEORGE. If you don't levy any tax to support the socialsecurity system, how would you support it?
Senator KING. Before you answer Senator George's question, if
you will pardon me, if I understood you, your contention is that the
small man pays a larger tax under the social-insurance laws than the
big manufacturer or the big-business man, because the big manufacturer and the big-business man produces cheaper or produces a larger
quantity per man than the smal1 manufacturer?
Mr. PRIESTLEY. Yes; in other words, you mentioned that on their
sales, and that is tile only thing that anybody has any profit in, is
sales, and nothing else; therefore it is not equitable,
Senator GEORGE. If you put a tax on the value of the product of

the labor that you employ, would you consider that a fair basis?
Mr. PRIESTLEY. I did not understand your question.
Senator GEORGE. If you placed the tax on the value of the employed
laborMr. PRIESTLEY (interposing). No. On sales, I will just give you
some figures. If we place equitable taxation on sales, we have an
income to the Government of $12,000,000,000 by this method.
Senator GEORGE, Are you talking about total sales?
Mr. PRIESTLEY. Yes; in other words, the total transactions would
be $600,000,000,000, which would give an income to the Government
of $12,000,000,000.
Senator CONNALLY. Do you mean a general sales tax on everything
that is sold?
Mr. PRIESTLEY. No; a general sales tax looks something like this,
but it is as different as a goose is to a swan. They look very much
alike, but they are not,
Now, my way of figuring out this tax is that 60 percent of all of the
enterprises would pay no more than one-fourth of 1 percent on their
gross sales. That would bring an income of $960,000,000. Twenty
percent of all enterprises would pay no more than 1 percent and bring
in the same $960,000,000.
Senator GEORGE. You would have a different rate?
Mr. PRIESTLEY, Oh, Yes; because if they are paying equitably on
their sales, the sales are'stepped up; in other words, take in my business, which is a printing business. In 1929 every printer could have
done $114,000 worth of business to equalize the total amount of
business done. Therefore, it is only right that any printer should do
that much if lie had an opportunity and ability, lut there were very
few that did that, but that is the fair amount. We start with a fair
amount, and if a printer does $114,000 or any less, lie pays one-fourth.
of 1 percent gross. If lie does another $114,00, he pays' one-half of 1
percent ol that. And another $114,000, three-fourths of I percent,
and stepped up at the rate of one-fourth of 1 percent.
Senator CONNALLY. A progressivo tax?
Mr. PRIESTLEY. Yes, but it is anmequitable progressive tax. hI
other words, this thing is not new, as far as the method of taxation is

concerned, with the United States.

You are doing practically the
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same thing on personal incomes, but there is no scientific method back
of that. You simply say to a man if lie makes $100,000, you take
$33,000 away from him;if he makes $1,000,000, you take $666,000; but,
if he makes $20,000,000, you take $15,000,000 away from him. Why
that is worked that way I do not know, but I know it is worked tit
way. Do you quite understand what I mean by that? in other
words, it is a progressive tax; it is a tax that you (1o not have to do
very much other than start a little committee and find out what is
equitable, and go to it, and you could do that at this session; and if
you do, istead of having to worry about the unemployed, they will
find their own social security and also their economic security.
Of this $12,000,000,000 which 1 am talking about, which is an
income to the Government, $6,000,000,000 of that should be sent back
to the States from which it canie. For instance, if one State paid
more than another, they should get it back in the saine proportion,
and they could take care of their own social security; but the fact of
the matter is that there would be very little need for enacting social
security laws, because everybody could get a job.
If one man in a small concern produced $3,000 and lie goes to a
larger concern, and lie there produces $17,000, it is not long before
that one man will eliminate five or six other nien, and that is what has
been happening.
All of the employment has gone to the larger concerns, but if we
were taxed equitably, it would allow the little fellows to exist, and all
could find employment; in other words, business men are afraid to
do anything, but if they had some method by which they knew that
they were going to be taxed fairly, they would start in business, But
who wants to start in business now? Who would buy new machinery
right now? But, put this equitable tax on, and you will find that every
line of business will pick up.
I did not expect to appear before this committee. I appeared before
the Ways and Means Committee, and when I learned that this bill
was going to the Senate, I jumped on a car, half prepared, and came
down to see my Senator, Senator Davis. He told me that the best
thing that I could do was to come before this committee, lie gave
me a few minutes, and that is why I am here. On Saturday I learned
of the passage of the bill in the House, and I drew up the letter which
I was going to send to every Senator and every Representative. Il
the meantime, after I arrived here, imy foreman sent this letter down
to me, so this will give a fair idea of my plan. It will only take ime.
maybe, 10 minutes to read it.
Senator KING. You have had so much time now-can't you put it
in the record?
Mr. PRmmESTLEY. Yes; I could, but----

Senator KING (interposing). I do not want to interfere with your
desire.
Mr. PRIESTLUY. The only thought is that I would like to be ableI may do it in less than 10 minutes.
Seimator KING. We will be very tolerant.
Mr. PRIESTLEY. I wish you would because we have not been represented here by any other small-business man or by large-business
men, either.
Senator KING. Proceed.
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Mr,PRIESTLEY [reading]:
To the Honorable Senators and Representatives, Washington, D. C.:
GENTLEMEN: Since appearing before the Ways and Means Committee on March
13 and advocating a plan of equitable taxation as a cure for social insecurity,
T have been trying to obtain from the Census Bureau advance copies of the forthcoming Issue of manufacturing statistics, giving size of establishments according
to value of products, in order to give the committee the benefit of my study.
The latest published edition contained the statistics for 1929, but the Census
Bureau kindly promised to give me early in June the particular data I requested,
provided I did not broadcast It until the latest edition was published. This
precluded my request for a hiring; therefore, I am writing, trusting that my efforts
may be of some benefit to yoo. in your deliberations on taxation.
The Nation owes a debt of gratitude to our Congressmen for their treatment of
the Townsend bill-

Senator KING (interposing). You mean the treatment in killing it?
Mr,PRIESTLEY. In killing it.
and I am sure that every Member of Congress has as profound sympathy for our
unfortunate aged citizens as does Dr. Townsend.
I am also sure that this committee is anxious to be instrumental in making
happiness possible for all our citizens and not only the aged.
It is this laudable objective which we have in common that prompts me again
to advocate "one tax only for business" as a true solution for the unhappiness
caused by our Nation's chaotic condition.
The most important and proper function of the Ways and Means Committee
is not only to draft a tax bill to meet the needs of our Government, but to draft a
tax bill that will be equitable In reference to the ability to pay.
The dire repercussions caused by inequitable taxes based on the net profits of
corporations; the excess-profits tax; the undistributed-profits tax; the vicious
capital-stock tax; and the dishonest pay-roll taxes which are so evidently unfair
and detrimental to real social and economic security as to make an unbiased citizen
wonder why such laws were enacted.
Since facts and government statistics prove that corporations increase their
profit advantage very materially in direct proportion to their increased production
and sales, it is evident that taxes should be based on gross sales in accordance to
the wisely established principle that taxes should be levied in proportion to the
ability to pay, and in proportion to the benefits received.
It proves that progressive taxation on gross sales is the only logical, fair, and
honest method of taxation; but if we should fail to comprehend the importance
and the necessity for establishing the base, or "fair amount," of business in each
line of enterprise for the purpose of progressive taxation, our present chaotto
condition would not be improved. Therefore, the total amount of business done
in each different line of business throughout the Nation should be divided by the
number of enterprisers or corporations following each line, and the quotient should
be the base or 'fair amount' in each line, for the purpose of taxation.

1. This tax should be one-fourth of 1 percent of the gross receipts not in

excess of the base or "fair amount," and
2. One-half of 1 percent of the gross receipts in excess of the base amount, and
not in excess of twice the base amount, and
3. Three-fourths of 1 percent of the gross receipts in excess of two times the
base amount, and not in excess of three times the base amount, and
4. One-fourth of 1 percent for each additional base amount taxed progressively and cumulatively.
By this method of taxation the larger corporations will pay less in taxes than
they will eventually have to pay if some such equitable tax plan is not enacted.
Mr. Knudsen of General Motors Corporation stated on January 6, 1938, before
the Committee on Unemployment and Relief, that their increase in cost of production on account of labor and materials was 18 percent more in 1937 than
in 1936.
lIe stated later that the increase was not added to the sale price of
products. Mr. Knudsen made one other statement hi reference to production
which is pertinent for you to keep in mind, and that is, "You know, Senator, it is
all labor, when you come right down to it. It is only a question of what we make
and what somebody else is making."
My estimate of the probable first returns to the Government by this method of
taxation is as follows:
Basing the figures on $600,000,000,000 total transactions, $12,000,000,000
would be the tax return, made up as follows:
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Taxation percettages on gross sales
60 percent of all enterprisers will pay no more than one-fourth
percent or 8 percent of total or..-----------------------20 percent of all enterprisers will pay no more than 1 percent or
8 percent of total or ...................................
10 percent of all enterprisers will pay no more than 2 percent or
9 percent of total or ----------------------------------4 percent of all enterprisers will pay no more than 4 percent or
12 percent of total or ---------------------------------3 percent of all enterprisers will pay no more than 7 percent or
14 percent of total or ----..---------------------------2 percent of all enterprisers will pay no more than 9 percent or
16 percent of total or ..................................
1 percent of all enterprisers will pay no more than 12 percent or
33 percent of total or ----------------------------------

$960,000,000
960, 000, 000
1, 080, 000, 000
1,440, 000, 000

1, 680, 000, 000
1, 920, 000, 000
3, 060,000, 000

Total, 100 percent of all enterprisers ................
12, 000, 000, 000
Not having the latest figures, I am using the Government statistics for 1929
showing particularly how employees' production increases in direct proportion
to the increased production and sales.
Wage
estab.
118sh. earners
months

$8,000to,0 .......................................

$90,OOto $10,000................................
000to IS
........................................
..
to $0,00
$00,000 ...........................
$820,000
to $300,00...............................
$500000to $1,000,000 ......................................
SW,000to $2,00,000 ....................................
,00,00 to $8,00,000 ..................................
1000,000 and over .....................................
Total ..............................................

Value

Number

Establisbments producing between

69,423
4618
281617
704
. ,409

pro.
ofpro- df cio
Value
dut[ni
per
dol9i5
Men.

202,58
$771,417,430
51,912 1,497,191, 175
377,243 2,090, N, 101

7,430
2,479
: ,854

894,007
5,485677,826
1,121,547
7,294,860,945
1,606,221 11,384,840,099
1,099,6553 8,878,377,642
2,442,326 28,703,897,992

210,059

8, 83, 843 70,434,863,443.

10395

$3,083
4,739
544
,75
0,02
8,504
7,080
7,801
11 789

U. S. Fifteenth Consus Report, manufacturers, 1029,vol. 1.

This takes in the aggregate of all manufacturers, but If we take identical business
we find more pertinent facts.
Printing and publishing industry, United States Census of Manufacturers, 1929
Establishments producing between5,000 to $0,000.

...............................

20,000to $5000 .......................................
91000 to $100,000......................................
,oooto$OW
...................................
$20,000 to $800,000
.....................................
$ ,0000
to $1
, ......................................
t,,ooto
110,00o0
..................................

estab.
Number
l

wage

nlulf

ower

12,370
5,0
2,8

1,09

801
.440
2

20,818
26,950
26, 022
39,201
31,820
34,000
30,040

Value of ro alu
Vaueeo
ons o
ductiof pr
dolar
Iion pr
131,145,841
178,084,396
200,751,101
300,185,o
279,08,306
M0,16, 308
394,So0,760

5,238
6,40
7,714
7,838
0,048
18,772

8, 878

$2,000,000 to $5,000,000 ..................................7

21, 120

277, 220 716

13,122

5,000,000end over ....................................

38,948

607,624,967

17,447

280,309

2, 744,955, 0.

Total ............................................

6
24, 230

The Federal Government should return about 50 percent of this tax to the States
from which it originated, in order that but one tax be levied on business.
This tax would create parity prices for farm products and would cover social
security objectives in fact, with the enactment of a progressive gross tax our
citizens could obtain their own rightful social and economic security, and there
would be no need for Federal pauper legislation.
160888-9.--. 22
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The -net income tax.-It will be seen that an establishment producing no profit
to itself is a menace to security and the Government receives nothing in taxes,
while other corporations in like businesses are distressed by unfair competition,
proving the net profit tax to be Inadequate and incompetent for business.
The excess-proflis tax.-This tax is inequitable and unfair. It accomplishes by
subterfuge that which seems to be unconstitutional, namely, double taxation by
the Federal Government.
The undistributed-profits tax.-This tax has all the points against it contained
in the excess-profits tax, and has in addition malicious regimentation, so that
profits honestly made may not be spent or divided in the best manner by the
directors. This method of taxation will not put more men to work, but Intensi.
fie- unemployment.
The capital-stock tax.--This vicious tax places a premium on stagnation by
taking improvements and additional capita goods regardless of the increase or
decrease in production or sales.
The pay-roll tax.-(I have already commented on that.)
Why should our Government persist in causing so much unemployment?
Freezing this tax at 1 percent is like cutting a dog's tail off 1 inch Instead of
4 inches at a time. In either case it is wrong.
Is there a Senator or Congressman who will contend that a progressive gross
tax would not be an advantage to the Nation's welfare.

The CHAIRMAN. Thank you very much.
The next witness is Mr. Sherman H. Dalrymple, president, United
Rubber Workers of America, and acting chairman, social security
committee of the Congress of Industrial Organizations.
STATEMENT OF SHERMAN H. DALRYMPLE, ACTING CHAIRMAN,
COMMITTEE ON SOCIAL SECURITY, CONGRESS OF INDUSTRIAL
ORGANIZATIONS; PRESIDENT, UNITED RUBBER WORKERS OF

AMERICA
Mr. DALRYMPLE. Mr. Chairman and gentlemen of the committee,
we feel thankful to your committee for allowing us at this time to
present a few of our 'thoughts on the social security program.

On behalf of the Congress of Industrial Organizations, I wish to
present our views with respect to the amendments proposed to the

social security system by this bill, H. R. 6635.

While we recognize

that a sincere attempt has been made by this bill to meet the demand
for real security on the part of the American people, we must nevertheless submit our major criticism that the bill fails to provide ade-

quate safeguards in the unemployment compensation laws, and fails
to provide adequate pensions for our needy aged. I shall deal briefly
with each of the major divisions of the social security system, namely,
the general assistance programs, the unemployment compensation
system and the old-age pensions,
ASSISTANCE PROGRAMS

1. We approve of the change made to increase the Federal grant
for dependent children from one-third to one-half of the total funds
appropriated in any State and to raise the age limit from 16 to 18 in

the case of children still attending school, However, we feel that

each of the assistance programs dealing with maternal and infant
care, dependent children and needy blind should contain a guarantee
against discrimination in the administration of the laws on account
race, color, creed, union affiliation or other reason. We feel that

the $1,000,000 appropriation made by the bill for vocational rehabilitation is no substantial contribution to the problem of. our disabled.
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It has been shown that the cost of a program to take care of permanently and totally disabled would be relatively small and could
be carried along as part of any program for old-age insurance benefits
or pensions. There is no reason why it should not be done.
UNEMPLOYMENT COMPENSATION

2. Experience has already shown that the administration of a
Nation-wide unemployment compensation system upon the basis of
48 States systems without adequate Federal standards has resulted in
chaos and confusion leading to limitation of benefits and administrative complexities. The present benefits paid are by no means adequate either in amount or in duration.
The CHAIRMAN. Your organization approves, then, of the phase to
which you just alluded? The McCormack amendment, for instance.
The standards embodied in that, does your organization approve of
them?
Mr. DALRYMPLE. I am going into that part of it now.
Instead of meeting this problem this bill authorizes the States to
make a general tax reduction. To cover up this backward step the
bill sets up certain standards with which the States must purportedly
comply, before they can take advantage of the tax rebates. These
standards provide chiefly for a 2-week waiting period, $5 weekly
minimum benefit, and a 12- to 13-week benefit period. However,
there is nothing in the bill concerning eligibility or coverage so that it
is possible for States to set up high qualifications and to arbitrarily
limit coverage as in the case of seasonal employment, with the result
that many workers would be disbarred, few benefits would be paid
and the States would be able to accumulate sufficient reserves to take
advantage of the reduction. We consider this portion of the bill to
be a fraud on the American workers.
OLD-AGE PENSIONS

3. Our criticism of the old-age pensions provisions in the social
security program is fundamental. The amendments continue the
present separation between the Federal and State system of old-age
assistance and the Federal old-age insurance scheme. The bill increases the maximum Federal contributions to the State old-age assistance plans from $15 to $20 per month per recipient, thus permitting
the States to pay a maximum of $40 per month instead of the present
$30 per month. However, the report of the House Ways and Means
Committee itself estimates that there will be very few States who will
be able to take advantage of the increased Federal grant, particularly
where the need is greatest.
As to the old-age insurance program the bill while extending coverage of the law to take in seamen and employees of national banks
also exempts a large group of persons who are employed in so-called
agricultural pursuits and who are now covered by the law. In other
words, the right to Federal old-age benefits has been taken away
from a group of workers who badly need it and who had already begun
to make contributions toward it on their pay roll and wages. This
change is due to the high-powered lobbying of commercial cannery
and packing interests masquerading in the name of the small farmer.
It is absolutely without any justification.
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The major changes made by the amendments are with respect to
the computation of Federal old-age insurance benefits and the eligibility therefor. The bill recognizes the need for some immediate
measure of relief to our aged people. It provides for the payment of
benefits to commence on January 1 1940, and for certain supplementary allowances to wives and chidren and dependent survivors.

But the eligibility requirements of the bill are impossible. These
requirements are to be found in section 209 (g). Under these requirements, the eligibility conditions to the receipt of benefits increases
each year, beginning in 1940 and successively thereafter. A person
reaclng the age of 65 must have larger total earnings and an increasing number of years during which he was engaged in covered employment, earning at least $200 a year.
We have three principal objections. First, these eligibility conditions are unnecessarily complicated, beyond the understanding
of the average worker and are absolutely arbitrary.
Second, these eligibility requirements violate the principle of contributory payments upon which the bill bases the right to benefits.
As a matter of fact, benefits will be paid to those who have made only
a nominal contribution while a large number of persons who made
substantial contributions will never be paid anything or be paid very
little. We do not argue for the contributory principle, but we wish to
point this out as showing that the bill itsef recognizes the fact that
a sound system of old-age pensions must be based not upon insurance
principles, but rather upon the social principle of paying benefits to
take care of the needs of our aged people out of public funds.
Third, the arbitrary eligibility conditions established by the bill
will have the result of debarring each year hundreds of thousands of
workers who cannot keep up with them. I wish to refer the committee to a memory ndum introduced for the record which points out
in detail how the bill will so operate.
(The same will be found at the conclusion of the witness' statement.)
CONGRESS OF INDUSTRIAL ORGANIZATIONS PLAN FOR $60 AT 60
Mr. DALRYMPLE. We believe that this bill does not meet the goal

of making adequate payments of minimum benefits to our aged people
immediately, and we have come to the conclusion that it is necessary
to adopt a program that will accomplish this result.
The executive board of the C. I. 0. at its meeting in Washington,
June 13-14, unanimously adopted a resolution reading as follows:
Resolved, That the Congress of Industrial Organizations undertake a national

campaign in cooperation with old-age and progressive groups to achieve real
security for our aged people upon the basis of a pension of $60 per month at 60
years of age to individuals and $90 per month to married couples o60 years of age.

Under this plan the $60 maximum benefits will be subject to deduction on account of outside income which an individual himself may
receive. Thus this program will guarantee to every aged person
and aged couple the minimum of security.
This plan will assure a single unified Federal system with universal
eligibility for all residents. The present Federal and State funds
available for payment of pensions will be combined. The use of
pay-roll taxes will be continued, but only as a means of collecting
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the funds for the payment of pensions rather than as a measure of
the eligibility or the amount of benefits to which a person is entitled.
It is important to remember that at the present time there is
itel
$1,050,000,000 being collected or spent for old-age
ens . Tis is represented by $500,000,000 collected under the
Federal old-age insurance taxes of 1 percent on pay rolls and wages,
$500,000,000 for existing Federal, State, and local expenditures for
old-age assistance, and some $50,000,000 under W. P. A. and other
relief programs reaching aged people.
The figures show that in 1940 there will be some 13,000,000 persons,
including couples, who will be 60 years and over. If we estimate that
20 to 25 percent of these aged individuals will be eligible to receive the
maximum pension provided under our plan, the total cost of this plan
will run from $1,700,000,000 to $2,150,000,000. However, we must
deduct from this cost the $!,050,000,000 already collected so that the
net additional cost of this program will be between $600,000,000 to
$1,000,000 000.
Senator VANDENBVRG. May I ask you at that point if your executive
board has suggested any way by which that balance would be raised?
Mr. DALRYMPLE. The question was discussed briefly, but there was
no conclusion reached as to what they would recommend. I will
cover that briefly, though as I go forward here.
Senator VANDENBERG. I am wondering if you favored an increase in
the pay-roll tax or a transactions tax?
Mr. DALRYMPLE. I will cover that.
Senator VANDENBERG. All right.
Mr. DALRYMPLE. I cannot too strongly impress upon this committee the necessity for some immediate action that will provide
adequate minimum benefits to the aged of this country. I know from
my own experience as president of a large industrial union in one of
our maior industries that the situation is rapidly becoming acute.
Already developments are taking place. First, industry refuei.c to
make any adequate provision for our aged people to maintain them
in their advanced years; second, where these aged people are retained in their bobs, they are eliminating jobs for our young people.
The result is that we have both a want on the part of large sections
of our aged people and the lack of jobs for the young people who are
thereby unable to marry and settle down and become responsible
citizens in their communities. I say to you in all seriousness that I
know from my own personal experiences that without jobs our young
people will take to the streets and become criminals, and society, and
not they will be to blame.
We believe that it is only under such a program as we advocate.
that any substantial contribution can be made to the problem of
security for aged people.
If the present Federal and State resources available for the payment of pensions are combined, the additional funds required to pay
a $60 benefit at 60 years of age can be secured from the presently
untapped resources of wealth and. income in estate. and gift taxes
and tax-exempt securities. We feel a goodly proportion of that could
. I..
.
..
be raised along those lines..
There is one final thought which I wish to leave with the committee,.
We rest our program upon the assumption that this country will have
a continuously expanding economic system, returnig increasingly
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larger yields of income to the Nation. We know that a program of
this kind will require the determined development of a national plan
and policy designed to bring about the maximum use of our productive
capacities.
In enlarging on my written statement just a few minutes, I would
like to point out where we can see the evil that is in some of the larger
industries at the present time, especially in the rubber industry.
Many companies are requesting of our organization the elimination
of the seniority programs and the return of the merit system, and
when we make our demands to preserve our seniority programs that
protect the employees and give them job security, men that have been
in the plant over a period of years and who are becoming in many
cases between the age of 50 and 65 and some as high as 70, it appears.
to me that when they cannot get the employees to agree that the
younger people be brought into the plant and the older ones put out
of the plant, they immediately start some form of decentralization
where they are establishing small subsidiaries in other communities
where they will employ the younger people, bringing young blood
into their industry. We believe that the sound policy is to relieve
the
ed people of this strenuous work, especially those that have
raisedlarge families and they are still compelled to support the family
although they have a group of young men that they are still supporting. We claim that it would be much sounder policy for the aged ones
to be relieved and the younger ones placed in that industry.
I cannot quite agree with some statements that I have heard that
it would be an easy task to furnish employment for all of our people
under our present form of industry, where automatic machines are
taken logically displacing thousands and thousands of employees.
Senator CLARK. Let me ask you a question about that, Mr.
Dalrymple. What do you say about the soundness of the proposition
of putting a tax on labor-saving devices for the purpose of taking
care of these technological unemployments?
Mr, DALRYMPLE. I think it would be fundamentally sound, because.
I do not think that it would stop progress, but I do think it would
help the smaller-business, man that was not financially able to install
this automatic machinery and mechanize the plant.
Senator CLARK. Would it not have the effect of putting the cost of
support of the technological unemployment upon the devices and upon
manufacturers of the devices which brought about that technological
unemployment? In other words, nobody wants to stop the progress
of industry or invention and science or in any other possible way, but
would not such a task both take care of those who are thrown out of
employment by the introduction of labor saving devices, and at the
same time permit the general public which are firet to be considered,
to enjoy the benefits of the advance of science?
Mr. DALRYMPLE, Yes; that is true, Senator, and even reaches
further than that. It would be an inducement to the manager to
keep more employees on certain operations where instead of laying
then all off it would keep them on.
Senator CLARK. It certainly to a certain degree removes the temptation of the entrepreneur to introduce machines for the purpose of
making economies and throwing people out of employment by the
certainty that the people thrown out of employment will have to be
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taken care of in some manner and ought to be taken care of to a
large extent by those technological advances, does it not?
Mr. DALRYMPLE. I agree with you on that subject.

The CHAIRMAN. All right, Mr. Dalrymple, you may proceed.
Mr. DALRYMPLE. That is about all I have to say on the subject,
Senator. I just know that there is a large number of our aged people
depending on the State pension programs that are not receiving
security. We are confronted with more of thc se being employed
as time goes on, because over a period of a few years, industry apparently has made up their mind that once a man at the age of 45
is laid off, he is not coming back in the plant unless there is a strong
militant organization there to see that he is returned to his job.
During the last 10 years, those that have been employed have been
only partially employed. They have been compelled, as I just
previously stated, to provide for large families in many instances
where the children cannot get employment. They have not been
able to lay aside any money for old age and all of that, and many of
them have allowed taxes to accumulate on their property until it is
about to be sold from wider them.
So we are very serious about what is going to be done for the aged
people of our country. Giving security to them and making a way
for security for the younger people as well, because I believe we all
realize the millions that are coming out of the high schools this year
and out of the colleges, without any future, in my opinion, of securing
employment, being gainfully employed, and earning, an honorable
living for themselves.
As I stated in my written statement, there are just too many of
our young people resorting to crime because they become despondent,
and I believe that many of us older people, and society in general,
is goig to have to accept the responsibilities of much of this crime.
The CHAIRMAN. Thank you very much, Mr. Dalrymple.

This

memorandum will go into the record.
(The memorandum referred to is as follows:)
R. 6035 SUBMITTED BY CONGRESS OF INDUSTRIAL ORGANIZATIONS, COMMITTEE ON SOCIAL SECURITY
The purpose of this memorandum is to show briefly how the eliuibility requirements for old-age insurance benefits, H. R. 6635, will operate. These eligibility requirements of the bill as described in the report of the House Committee
on Ways and Means are as follows:
A. An individual aged 65 or over on January 1 1940, is fully Insured for
retirement benefits if he has 2 years of coverage and $600 total earnings before
retirement (a year of coverage is a year in which $200 or more was paid for
covered employment);,
B. An Indiv dual who attains age 65 or dies in one of the years 1040 -o 1945,
inclusive, is fully Insured with respect to all benefits if he has had at least the
applicable coverage and earnings as follows:
MEMORANDUM

ON H.
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C. An individual who attains age 65 or dies in or after 1946 Is fully Insured with
respect to all benefits if he has had not less than 1 year of coverage for each 2 years
after 1936 (or the year of attaining age 21, if later) plus an additional year, and
not less than $2,000 of total earnings, subject to a minimum of 5 years of coverage,
and in any ease if he has 15 years of coverage.
Currently insured individua-An individual who does not meet the above
requirements is, however, currently Insured (I. e., "widows' and orphans' current
benefits" are payable) provided that he has had earnings of $50 or more in at
least 6 of the 11;calendar quarters immediately preceding the quarter in which
he died."
In addition it should be noted that until January 1, 1940, wages earned after
reaching the age of 65 do not count.
The first class of those becoming 65 before January 1, 1940, deals with a group
of Individuals whose beat years of employment have long since past. The fact is
that such aged people probably have not had any employment during the past few
years and they will not therefore be able to satisfy these requirements. It is estImated that about one-sixth of the employees who attain the age of 65 In 1939 will
not be eligible to any benefits because they will be unable to meet the requirements
as to years of coverage.
Indeed in view of the fact that earnings after 65 do not count before January 1
1940, it may well be that even a larger percentage of these aged up to one-third oa
them will not be eligible for any benefits under the proposed bill.
In the second class, namely, the group who become 65 between 1940 and 1915,
as each year pases, the eligibility requirements Increase. Once again, this class
is composed of a group of individuals who have passed the years of their employment, individuals who were between 55 and 60 in 1937. It can therefore be
reasonably expected that in each year there will be hundreds of thousands of
workers who will lose their eligibility for benefits because they will not be able
to keep up with the increased amount of total earnings or with the increased
number of years of coverage required.
The same thing is true with respect to the third class because although the total
amount of earnings remains a flat sum of $2,000, the required years of coverage
increases until the maximum of 15 is reached.
The provision for currently insured individuals suffers from the fact that it In
effect establishes a period of 1 year and 9 months after which the right to benefits
lapses. In other words, as soon as an individual suffers complete loss of employment he loses his right to current insurance benefits at the end of a year and 9
months.
Moreover, it should be noted that the computation of benefits is based on the
average monthly wage and this is based upon the total number of years elapsing
between the date when an individual first became covered and the date of his
reaching the age of 65 or the date of his death. The result is that the longer an
individual lives, after lie loses his employment, the greater lie is penalized.
That the bill abandons the so-called contributory principle is clear. Thie
principle proceeds upon the assumption that old-age insurance benefits should
e a matter of right and be based upon the contributions made thereto by the
individual, But by reason of the arbitrary eligibility conditions established by
the bill,
individuals will receive varying amounts irrespective of their contributions depending upon the year in which they became 65, whether the total of their
earnings fall within the calendar years, and whether they have a number of years
of covered employment. For example, let us take the case of A and B.
A reaches the age of 65 on December 31, 1939, and earned $400 from wages in
1937 and $200 in 1938. The total taxes in his account would have amounted to
$12. titsmonthly benefit would be $6.84, which would entitle him to the minimum of $10, If he had a wife of 65 or over or a dependent child as defined by the
bill hi-i
benefits would be $13.34 a month.
dn the other hand, B receives wages of $3,000 in 1937 and $3,000 in t938 and
becomes 65 oiiJanuary 1, 1940. But he will get no benefits of any kind although
$120 in taxes have been paid in by himself and his employer. The reason why
he will not receive any benefits Is that ho will not have had 3 calendar years in
which he received wages of at least $200 per year.
On the other hand, the same individual If ie had earned only another $200 In
1940 would be entitled to a benefit of $28.75, and If he had a wife o dependent
child there willbe a total benefit of $43.14 per month.
We do not see how It is possible for such a system as this to operate successfully
because of the inequities that will develop and because of the fact that it will
arbitrarily disqualify large numbers of aged persons from the benefits of the plan.
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FIOURBS IN SUPPORT O

$60 AT 00 PLAN

In support of our proposal for a maximum of $60 pension at the age of 60,
and $90 per month to each married couple, we submit the following figures:
R8timato of number of persons age 60, number eligiblefor aid under various eligibility
ratios, and cost of assistance to such persons at $60 per month to each individual
and $90 per month to each married couple
Number of Assuming 20percent of all
persons areeligible
age 60 and
Amount
over, 1940 Numuber
Unmarried persons and persons
wIth spouse under ago 60........
Married persons both ago 00 and
over .............................

Assuming 25 portent of all
persons are eligible
Number

$,152,000,000

2,000, 000

6,200,000

1 ,,040,000

01,000,0

1,300,000

Total ....................... 13,200,000

2,840,000

1,713,000,000

8,30, 000

00,
000,000

............

81000,000 1,600,000

Minus:
Federal, State, and local ex.
pendltures for old.sge assist.
.no ..............
............ ............
Tax yield under the Federal
old-ase lasuranooe system at
I percent ...................
Amount aged persons rooelv.
log aid under Works PMR
reos Administration and
State general relief pro- ............
............
........................
grams (rough estimate) ......
Total additional cost .

............ i ............

Amount
$1, 440,000,000
702,000,000
2,14Z,000,000

600,000,000

0

000
0,000,

............

601,000,000
50,
000,000 ............
M, 0o , 000 ............

50,
000,000
1,091,000,000

The CHAIRMAN. Mr. Paul Scharrenberg, representing American
Federation of Labor.
STATEMENT OF PAUL SCHARRENBERG, WASHINGTON, D. C.,
LEGISLATIVE REPRESENTATIVE, AMERICAN FEDERATION OF
LABOR
Mr. SCHARRENBERG. Mr. Chairman, my distinguished chief, President Green, had intended to make a personal appearance here, but
unfortunately, due to a number of more than ordinary appointments,
he is unable to come himself, and he has asked me, with your permission, to read this statement in his behalf.
"The American Federation of Labor approves those amendments
to the Social Security Act, now being considered by your committee,
which would operate to increase the security of workers and their
families against the hazards of old age and premature death. Particularly, the federation approves the extension of the old-age insurance
coverage to seamen formerly excluded by the act. We heartily
support the recommendations of the Advisory Council on Social
Security that coverage should be extended to employees of nonprofit
religious, charitable, and educational institutions, and as soon as
administratively possible to farm and domestic employees, with the
ultimate objective of including other excluded groups, and we urge
that measures be taken to embody that recommendation in the law.
"We wish also to endorse the amendment which makes it obligatory
for employers to furnish their employees with receipts showing the
amount of wages and the amount of the tax imposed for old-age
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insurance. Common honesty in handling the workers' money demands that they be supplied such receipts for amounts withheld from
their pay and for which the employer is trustee until he pays the taxes
under the act. We believe that receiving such notices will help
general understanding of the act. No employer should object to
rendering the employee an honest account of his wages and of the
part withheld for the tax, in a form suitable for retention. The
provision that the statement may be furnished either at the thine wages
are paid, or quarterly or annually makes it possible for the employer
to arrange for the small amount of extra clerical work involved in
furnishing such receipts at his convenience.
"In other respects the bill of amendments is definitely retrogressive.
The federation believes that no classes of persons now covered by the
old-age insurance or unemployment compensation laws should be
excluded from coverage in the future. Not until coverage is extended
to all workers can we have a satisfactory security program. Any
changes in coverage should operate to enlarge, not to restrict coverage.
"The wholly unwarranted definition of agricultural labor would
exclude thousands of workers who are engaged in labor not commonly
considered 'agricultural labor,' not the ordinary work of a farm hand
performed for the owner or tenant operator of a bona fide farm. It
could include many occupations performed away from farms and in
connection with processing of products even beyond the primary
stage. There can be no justification for this new definition which
would exclude many workers who have started to build up equities
in the old-age insurance system and who need to have their security
continued.
"Similarly, by new clauses in the definition of 'employment,' the
amendments would exclude from social security in the future many
workers now covered. The addition of the words 'local college club
or local chapter of a college fraternity or sorority' to the exclusion oi
domestic service in homes is unreasonable and wholly undesirable,
excluding, as it would do, many employees of commercial service
companies which cater to such clubs. The difficulties which are urged
as reason for new exclusions are minor compared with the positive
injustice of narrowing the security program already undertaken.
The federation urges you rather to bend your best thought and effort
toward making the program as broad and inclusive as is possible at
this time and to refuse to withdraw the promise of security once held
out to the affected classes of workers. Particularly because we
believe all farm and domestic labor should be included as soon as
possible we deplore any move to restrict still further coverage of those
occupations.
"A change in definition of 'employer' was suggested by the Social
Security Board in order to cover for unemployment-compensation tax
purposes as well as for old-age insurance, employers of one or more
persons. The federation believes that as a matter of policy as well as
administratively this change would be desirable. The enlarged coverage would bring security to more workers, unfair competition now
existing would be checked, and the tax basis of the two laws would
be more nearly the same, and so administratively simplified.
"The federation cannot express too emphatically its opposition to
any reduction in the Federal 3-percent tax for unemployment compensation. When the Social Security Act was passed, the 3 percent
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rate was considered the smallest amount consistent with the establishment of any security against the risks of unemployment. It was
recognized that the benefit scale which States could establish if they
enacted laws based on 2.7-percent rates giVing their employers the
advantage of the full credit offset, would be less than satisfactory.
The experience to date certainly justifies no reduction in those rates.
"Benefit payments in every State have been far below adequate
standards. In many jurisdictions in which reserves would have Justified benefit increases, the expected liberalization has not materialized,
or has been so meager and grudgingly granted as to shame the term
'social security.' Instead, on every side, we see employers' associations seeking to hack away the basis of benefits-the tax rate. The
vicious system of so-called employer merit rating makes the employer
directly interested in having benefits denied workers whenever possible. The result has been a drive in many States for a more severe
and injurious catalog of 'disqualifications,' denying benefits for unreasonably long periods or permanently, under an increasing number
of pretexts, Now, while benefits are still far too low and while experience with the system is limited, we are facing proposals for State merit
rating, which would allow some States to reduce their tax rates and
would put such competitive pressure on all States to follow suit that
benefits would be permanently frozen at low levels.
"The only sound basis on which employment risks can be met is
to have the risks spread by the use of a pooled fund into which taxes
are paid by industries of heavy and light unemployment burdens
alike. To permit individual 'merit rating' systems to deplete those
pooled funds is to victimize the workers for whose benefit the system
was designed. So long as individual States retain that anomoly of
merit rating in the system of pooled risks, therefore, the federation
believes the Federal Government should require the States to maintain an average 2.7-percent rate for certification of their laws.
"Because 'social security' is only a meaningless phrase unless rer.sonable benefits are aid the federation believes the Federal law should
establish certain benefit standards, the adoption of which would be
prerequisite to certification of State laws. The federation believes
that the standards should not be inferior to the following: A minimum
benefit rate of not less than $5 a maximum rate of not less than $15,
weekly benefits not less than half the normal weekly wage for fulltime employment, a waiting period not longer than 1 week, benefits
to be paid for not less than 16 weeks in the year, partial benefit to be
paid when the weekly wage is less than the full-time benefit rate, and
no disqualifications to be more severe than an additional waiting
period of 5 weeks. If these standards were written into the laws our
security system for unemployed workers would take on positive
meaning.
"The savings anticipated for business in the reductions of unemployment-compensation taxes are largely fictitious. Much of the tax
is now passed on and so does not rest ultimately on business and cannot be 'saved' by tax reductions. The money paid in benefits is all
spent by unempoyed workers. The economy of larger markets demands benefits and there will be more profits for business. How can
it be supposAd that the Nation's economy will profit by pensions to
the aged and not by adequate benefits to unemployed workers? The
families of the :latter, if receiving reasonable payments over the nec-
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essary periods of time, will be good customers with every cent they
receive. If any State has excessive unspent reserves let it raise its
benefits above tile minimum standards we ask for certification of all
State laws. The gain to the community and to business will far outweigh that to be derived from tax reductions.
"The social-security program was enacted to bring some security
to workers who are in no position to achieve it individually. ft
should not be emasculated by tax reductions, either for individual
employers or for States, while benefits are admittedly so far from
adequate.
"The federation urges this committee to strengthen the socialsecurity program by recommending the establishment of Federal
standards for unemployment-compensation benefit payments as a
condition of certification of State laws, by refusing to approve the
new exclusions from coverage, by supporting the liberalization of the
program in those amendments affecting old-age insurance, and by providing for the extension of the program to uncovered groups as rapidly
as possible, beginning now with defining the term 'employer' for
unemployment-compensation tax purposes, as it is for old-age insurance-employer of one or more persons."
The statement is signed by Mr. Green, Mr. Chairman.
The CHAIRMAN. Thank you. I called Mr. Rice previously and
he was not here.
Mr. RICE. I am here now.

STATEMENT OF MILLARD W. RICE, WASHINGTON, D. 0., REPRESENTING THE VETERANS OF FOREIGN WARS OF THE UNITED
STATES
Mr. RICE. Honorable Chairman and members of the committee:
I appreciate very much the opportunity to appear before the committee concerning social-security legislation, and promise that I will
take up as little time as it is necessary.
Let me say that at the last national encampment of the Veterans
of Foreign Wars held in Columbus, Ohio, last August, it adopted
four different resolutions which pertain to social-security legislation
as such. One resolution would call for old-age assistance to all citizens after attaining the age of 50 who have become unemployable;
another one would require entitlement to old-age benefits, that is the
insurance benefits, to all American citizens who have passed the age
of 50 and have become unemployable; another one would require
liberalized assistance to dependent children, and in that respect
specifically it endorsed the one-half contribution by the Federal
Government instead of the one-third, as now provided for by law;
and the fourth resolution called upon our organization to disseminate
information concerning various social-security benefits so that the
members of the organization and affiliates and friends might be aware
of what they mnybe entitled to.
In order to carry out the specific recommendations of the resolutions, our first suggestion would be that section 3 of the act at present
be amended by adding the following words; after the word 'older"
in line 13 on page 3 "who at the time of such expenditure are 65 years
of age or older or who if more than 50 years of age, is unemployable
and who" and then continue with the language as it is.
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As to entitlement to old-age benefits after the age of 50 for those
men who have become unemployable, I have become convinced that
that would be impracticable on an actuarial basis, and therefore, even
though it was endorsed specifically by the organization, I camot
specifically recommend any amendment to the act to accomplish that
particular end, because it could not very well be attained and accomplish what was in mind.
The House committee did change the one-third matching of funds
by the Federal Government to a one-half basis as recommended by
our organization.
We are also very much concerned relative to the matter cf the
benefits which are payable in the various States, amid concerning that,
we have no specific recommendation to make such as proposed by
either Senator Byrnes and Senator Caraway. I should like, however,
to call to the attention of the Senate Finance Committee that there
are other methods by which this can be accomplished.
This committee also has jurisdiction over legislation pertaining to
veterans and the dependents of veterans and the question of benefits
to the unemployable disabled veterans, and the dependents of deceased
war veterans is very closely related to the question of social-security
benefits to other citizens.
Senator CLARK. Lot me ask you this, Mr. Rice. It is not your
contention, is it, that the Veterans of Foreign Wars, of which I happen to be a member, or the American Legion or any service man's
organization has any particular interest in this subject of social security
other than the general interest of the public?
Mr. Rici. That is right.
Senator CLAnK. In other words, you are appearing there simply as
a body of citizens who have a right to pass resolutions on any subject
of interest to your organization and to the public generally, but you
are not appearing here as you ordinarily do before this committee or
subcommittees
of this committee with particular reference to veterans'
legislation?
Mr. Ri E. Not specifically; no.
Senator CLARK. This matter does not involve a veteran in any other
way than it involves every other citizen of the United States?
Mr. RicE. The recommendation that I made specifically pertained
to all citizens and not veterans. The reason we are interested in this
is because we have veterans in the organization and the widows and
wives and children of veterans.
Senator CLARK. All of whom are citizens?
Mr. RIcE. Yes; and we did not feel that we were entitled to request
anything for the veterans without asking for it for all the citizens.
We have not attempted to go through all of the provisions of the social
security law, because we did not think it would pertain sufficiently
closely to our general program. In the respects I have mentioned, I
think it does.
I wish to call the attention of the committee to the fact that the
question of providing benefits for unemployable disabled veterans and
te dependents of deceased veterans is one that is very closely related
to social security benefits for other citizens. I call attention particularly to the fact the benefits for old-age assistance in the various States
ranges from-all the v-y from $6.15 in Arkansas up to $32.43 in
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California; one-half of which up to a maximum of $15 is matched by
the Federal Government, which means that the Federal Government
sends about $3.08 for each such case to the State of Arkansas and $15
for each such case to California, about five times as much. If the
burden of taking care of aged unemployable disabled veterans and the
dependents of deceased veterans were transferred from the local community and from the various States to the Federal Government
through the Veterans' Administration, as now administered as to
veterans of the Spanish-American War and the Civil War, then that
would relieve the load in the various States and local communities.
That in turn would enable such States to spend the same amount of
money for a lesser number of citizens, which would then in turn result
in a greater expenditure for each other person so entitled to such
benefits, and that in turn would entitle such States as are now included
in the range of the economic problem No. 1 States to a greater amount
of the matched Federal funds from the Social Security Board, thereby
providing more adequately for them. At the same time this would in
part take care of the problem of the States which are now unable to
match the amount available through the Federal Social Security
Board.
Veterans are not now distributed throughout the country in the
various States in the proportion as the number who enlisted from each
State, and for the purpose of proving that, I would like to have this
table inserted in the record which proves that the veterans have
tended to concentrate in such States as Arizona, Colorado, California,
the District of Columbia, Florida, Georgia, Illinois Minnesota, Maryland New Jersey New York, Maine, Oregon, Texas, Washington,
and Wyoming. We can explain that in some cases by reason of their
search for health and as to others by reason of their search for jobs.
Senator CLARK. Why did they concentrate in the District of Columbia?
Mr. RicE. Because of their search for jobs.
Senator CLARK. Most people who come to Washington and stay
here have jobs, don't they?
Mr. RIcE. Yes; but many veterans acquired such jobs. I am talkin about the number of veterans who reside in each State.
Senator CLARK. I understand that, but it seems to me that list does
not very well hang together.
Mr. RIcE. It seems to me that it does and shows that veterans
have tended to concentrate in Washington D C. greater than the
number who enlisted from the District of dolumbia because of their
search for jobs, and they have been somewhat successful in securing
jobs in the District of Columbia, and that is the reason for it.
Senator CLARK. Through the assistance given them by Congress.
Mr. RIcE@. Yes; I am not complaining about it, but I am stating the
fact that the veterans are concentrating more in some States than in
other States and when they get to the age of getting unemployable,
they thereby become a proportionately greater burden in some States
than in others. And of course, in the natural course of events, they
are all destined to become older. I have a table of the number who
will be age 65 in certain years, which I would like to have also inserted
inthe record.
The CHAIRMAN. Without objection it will be.
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(The same is as follows:)
Number of World War veterans age 65 in certain years
World War veterans now living I ----------------------------- 4,100, 000

32, 000
Die each year ----------------------------------------------Number
Year-Continued.
Numkr
Year18,600
1962 .--------------- 2,208,000
1930 ----------------1963 -------------- 2,214,000
1940 ----------------- 21,700
2, 105,000
1964 .
_
----------1946 ----------------- 49,000
1950 ---------------- 104, 000
1965 --------------- 2, 120, 000
1966 --------------- 1,991,000
1957 ---------------- 987,000
1907 -------------- 11,847,000
1958 -------------- 1 , 212,000
1959-------------- 1, 407, 000
1068 -------------- 1, 693,000
1, 545, 000
1, 751, 000
19609 -------------1960 -------------1961--------------- 2,059,000
I80 percent married.

Mr. RI E. This table shows, for example, that the average veteran
will be aged 65 in die year 1957, at which time there will be 987,000
above the age of 65. Tile greatest number to pass the age of 65 will
be in the year 1963 when there will be 2,214,000 estimated to be of
that age. Those men will then be eligible for social-security benefits,
or they would be eligible for pensions if Congress provided for such
legislation. Because this committee also has jurisdiction of the matter
of pensions for unemployable disabled veterans and the dependents of
deceased veterans, I feel that that question is very closely related.
This committee has before it a bill introduced by Senator George,
S. 2440, to provide a pension of $60 per month (instead of $30 as at
present) for all war veterans who are so permanently disabled as to
be unable to follow any substantially gainful occupation. Some
50,000 are now receiving the penurious pension of only $30 per month
for their permanent total disabilities for themselves and families.
I might also call attention to the fact that there are now several
thousand widows of deceased World War veterans and children
to whom no pensions have been given. There are less than 2,000
dependent children now receiving Aid to Dependent Children under
public assistance social security legislation. The statistics show
that there are now about 376,400 dependent children of deceased
World War veterans who are not now receiving any pensions whatsoever, that there are 193,400 dependent widows of World War veterans
who are not now entitled to receive any pensions, and 43,000 dependent parents of deceased World War veterans who are not now entitled
to pensions, a total of 612,800 dependents of deceased veterans at the
present time who are not now entitled to any pensions.
This problem is also within the province of this committee to
solve. By solving this particular problem, a problem which will
have to be met by local, State, or Federal Government in some way,
just as it has been previously met as to the veterans of the Spanish.
American War and the Civil War, the committee might also help to
solve one of the most perplexing problems as to the distribution of
Federal funds in proportion to thC population for social-securitybenefit purposes.
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VETERANS OF FOREIoN WARS OF THE UNITED STATES,
OFFICE OF THE LEGISLATIVE REPRESENTATIVE,

Washington, D. C.

Comparative study of World War veterans by State of residence

State of residence

Receiving com.
pensatlon, pension, or retirement,
June 30, 1938
Number

8,201
Alabama ..................
3, 271
Arizona ..............
5.004
Arkansas .............
30,495
.............
California
0,560
Colorado ..............
5, 273
Connecticut ................
394
Delaware ..................
4,065
Distrot of Columbia.
Florida ..............
,
403
Georgia ....................
1,310
Idaho .................
................ 18,046
Illinois
10,376
ndiaa ..................
W8
6,
Iowa ..................
4, 742
Kansas ................
1, 923
Kentutky .............
6,923
Louisiana .................
2,221
Maine ...................
Maryland ................,123
t7,0 2
Nfassaeh usotts .............
11,703
Michtgon ..................
11,08
Minnesota .................
9,091W
MIssIsippi ................
12,974
Missouri ..................
2,561
Montana ................
3,013
Nebraska .............
472
Nevada ...................
1,334
Now Hampshire ...........
7, 713
New Jersey ................
New Mexico ...............
New York .................
,959
North Carolina .........
1,698
North Dakota ..........
21,001
Ohio .....................
8,300
Oklahoma ...............
IX4,345
Oregon ..................
21,844
Ponusylvania ...........
2,113
Rhode Island .........
4,853
South Carolina ........
South Dakota .............. 2,099
8,681'
To ssee ..................
17,259
Texa .................
Utah ..................
1,35
W2
1,
Vermont ...................
Virginia ....................
6,260
Washinqton................
3,900
West Virginia .............
9,785
Wisconsin .............
1,022
Wyoming .............
Total, United States.

389,888

Estimated living,
June 30, 1938
Percent
of total

Number
Peroent
of tal I
59,30
12, 860
t0, 518
2.07
'237,623
7.91
39,320
1.44
00,840
1.37
,10
'32,890
1.03
47,218
1.52
67,80
2.18
12,748
.31
293,00
4.81
109,004
2.69
90,851
1,83
65,709
1.23
73,008
3.09
63,142
1.54
24,082
. 68
65, 482
1.33
150,534
4.97
3.05
97,25
2.87
42,880
2,36
3.38 ,,128,099
21,04
.88
40, 48
*74
'3,794
.12
14,130
.35
2.00 . 135,348
1
607 f1k , 00
440,032
7.44
1.80 S,.73, 374
2.11

P .44

21D,100
77,8S
13,7 f41,817
644
2g8,891
.55
.49,46
1.25
t26,039
2.5
F 7,049
174,186
4.47
16,382
.30
, 430
.32
71,728
1.47
68,900
1.3A
49,729
1.03
e100,110
2.51
'12,822
.26

1oo0 1 40

Percept
of c31.
mated
living
receiving
benelt

1.47
.31
1.28
9.90
.98
1.28
.14
.8k
1,17
1.69
.39
7,20
2,71
2.28
1.03
1.81
1.57
.t11
1.18
3, 89
3.88
2.42
10
1.06
52
1.:14
.00
.35
.3.30
.29
10.93
.82
6.46
5.22
1.03
1.04
7. 42
.:59
1.00
.65
1.57
4.33
.41
.23
1.78
1.64
1.24
2.40
.82

I4 1 0. 001

13.82
28.00
15.84
12.83
14.14
10.37
8.88
12.47
1239
12.38
8.32
6.32
9,82
6 57
7.21
16.33
9.38
11.26
7.63
11.38
21.20
10.08
12.12
6.04
12.44
9.44
0.70
22.02
9.48
0o. to
10.28
10.74
10.39
8.31
8.06
12.01
8.00
12.02
9.91
8.63
13. 107
7.93
7,90
7.98
9.77
7,97
9.59

Individuala In sere.
ie during World
War
Number
84,
477
12,382
70,496
12. 710
43, 421
87,746
01388
27,051
42,318
103,785
22,357
325,307
133,045
114,292
81, 724
94,448
78,727
33, 040
02,405
199,884
104, 99
119,30
82,607
123,172
40,160
87,329
5,457
18, 005
144 780
14,301
4K 020
80,898
27, 591
241,483
90032
42,030
801,809
27,803
63,300
32,017
913,
290
193, 82

21,5
13,040
0, 047
67,408
38,208
120,970
12,348
4,637, 4

Percent
of total
1.80
.27
1.0
3.46
.92
1.44
.22
.8
.90
2.21
.48
0.92
2.86
2.43
1,74
2.01
1,03
.70
1.33
4.24
3.81
2.54
1.33
3.47
.86
1.22
.12
.40
3.08
.31
10. 2
1.80
.09
8.14
1.93
.93
7.70
1.86
.68
1.92
4.10
.46
.30
1.98
1,41
1.24
2.58
.20
IO.00

I Estimated number of living June 30,1938, exceeds the number in service from these States.
Based on number of adjueted.servico certificates In force In June 1938.

If the testimony of the representative of the Social Security Board,
Dr. Altmeycr, did not include the various amounts being paid in the
various States, I should like such a table to be included, although
I assume it has been included.
The CHAIRMAN. It has been.
Mr. RiCE. I desired to have the opportunity to present the relationship of these matters to the committee, and thank you for this opportunity.
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The CHAIRMAN. Thank you.
Mr. Leach, of Milwaukee, Wis. T may say that we have three
witnesses on the calendar that we want to hear this afternoon, and
I trust they may be as brief as possible in making their statements as
the committee expects to close these hearings this afternoon.
STATEMENT OF R. W. LEACH, MILWAUKEE, WIS., PRESIDENT,
UNEMPLOYMENT BENEFIT ADVISERS, INC.
Mr. LEACH. My name is R. W. Leach, Milwaukee, Wis., president
of Unemployment Benefit Advisers, Inc., a member of the Wisconsin
Industrial Commission's unemployment compensation advisory committee.
I might add that, which my own company is one of the smallest
companies subject to the Wisconsin unemployment-compensation
law, I have been devoting full time to this subject of unemployment
compensation for 6 years starting more than 2 years prior to the passage
of the Social Security Act, and I am an employer representative of
the Wisconsin Industrial Commission State advisory committee.
I am here, on behalf of Wisconsin employers, in support of the
retention of certain principles which we adopted in Wisconsin, after
10 years of study, discussion, and debate-.3% years before the SoQial
Security Act "encouraged" other States to enact similar legislation.
You have been told that the Wisconsin law is "illiberal" and that
our conservatism is attributable to the principles on which our legislation is based. We have been used as the glaring example of evils
which are to be corrected by section 610 of this bill. We naturally
would be so used, since our law is the only one in which these principles
have actually gone into effect.
The principles I am referring to, of course, are the experience-rating
principles which find their most logical, simplest, and most effective
embodiment in the Wisconsin Unemployment Compensation Act.
Under our law we employers stand on our own feet with respect to our
experience rating. No factor other than the contributions we pay and
the benefits paid to our unemployed workers has any effect on our
contribution rates. We know where we stand and what we can expect.
There are no such indeterminate factors as are here proposed-to
destroy our confidence in and certainty of experience rating. We can
afford to initiate stabilization programs, because we know we will gain
by doing so.
We are not ashamed to be held up before this body as a State which
has a conservative unemployment compensation law. Neither are
we irritated, because the attack is not on us but on the principles for
which we stand, along with a majority of our sister States. While we
started far ahead of other States in point of time, we started well
behind them in point of liberality. What else could have been expected
of a State enacting the only unemployment-compensation law in the
country? What else, than greater initial liberality, cotld have been
expected of other States force-fed draft bills in the'hectic closing days
of legislative sessions? Do these more liberal States deserve cominendation for passing ready-made laws, in some instances with
scarcely any knowledge of their provisions?
We have repeatedly enacted liberalizing amendments to our law.
More often, I believe, than any other State. These amendments have
ossa3-3---2a
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been sent to the legislature with the joint and active support of employers and workers. While we started behind tile other States, we
have been rapidly drawing abreast of them. Our senate and assembly
oil Tuesday of this week unanimously passed another bill of amendments which, when effective, will provide a further over-all liberalization of at least 25 percent in actual benefit costs over our present law.
This bill has the active support of employers, without which it probably
could not have passed the present Wisconsin Legislature.
In view of tlis record of progressive but thoroughly considered
liberalization, do you believe that Wisconsin can properly be used
to show that experience-rating will freeze illiberal beneit provisions?
Our average 1938 total unemployment-bonefit chock was within a
half dollar of the country-wide average. Our average duration of
benefits falls short of the average for the country by about 3 to 3 ,2
weeks, but the changes just enacted put us on a par with other States
in this respect,
All this is not in defense of Wisconsin. We still believe that our
judgment' (of our legislature and of our .. )rkrs and employers in
conference agreed) as to local needs id local resources is at least as
good as that of others further removed. I speak of this point because
we do not counteMance the use of our situation and tile principles embodied in our law mid ii those of more than two-thirds of tie other
States to support proposals which would, just as surely as outright
and above-board repeal of section lool (b) of the Internal Revenue
Code, mean the end of State exporiellentation in the field of experiencerating.
This bill proposes to give us two alternatives, one of which we must
accept if we are to continue to benefit, ly our experience-rating Iwovisions, This bill would give 'is no tax savings in exchange. no
only thing it would do would be to kill our oxperionco-rating and increase our costs, both individually and collectively. We don't want,
flat reductions in contributions. We dol't beli;ive in adjustments
which ignore individual experience. Of course, if enough individual
onillloyers have good enough experience to have a reduced rate, then
tile tOal yield under our law will be loss than 2.7 percent of our pay
roll. Our yield could just as well go above 2.7 percent if there wore
enough employers who had an unfavorable experience and had to lpay
increase(l rates.

In other words, our present law, and any other

experience-rating law can now under the present law, got certain and
substantial tax savings, l)robably equal to any claimed to be possible
under these prop osed new standards. Those new stanlar(ls cannot
fairly and hionest]y bo sold to the public as an "appeasement" measure.
Any savings which States might ttl)orarily realize are likely to ovaporate in higher over-all costs when the impact of the benefit standards
has been felt.
Mr. Altmoyer has told you that the Social Security Board will not
be greatly concerned if section 1002 (b) is not amended to permit
flat reductions and impose benefit standards, provided the provision
(1602 (a) ()) requiring a 2.7 percent yield is added to the present
law. Tis statement is welcome, because we are very decidedly
opposed to incorporating benefit adequacy standards in the Social
Security Act at any point. Uniformity between States, even as to
so-called "minimum" standards, is undesirable.
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However, we deplore his insistence upon a requirement that every
State should be required to collect an average of 2.7 percent from al
its employers, for the following reasons, which I merely eninerate,
for the sake of brevity:
I. The sterilization of large funds through a constant yield of 2.7
percent in the more stable States is undesirable.
A. itthe effort to disburse the surplus in the form of benefits,
States may be forced into adoption of unwise and socially undesirable
expe(lients. Such liberalization could result in an illogical situation
under which the States which had the least unemployment paid the
highest benefits.
The payment of extremely liberal benefits in stable States will
tend to force less stable States to liberalize beyond their resources,
and these differences in liberality will provide new arguments for
those who, ignoring the complexity of the administrative problems
involved, want a national system of unemployment compensation.
B. In case the stabler States refrain from wholesale and indiserintinate liberalization, the resutling surplus will doubtless invite diversion. Congress might soon be askd to allocate that surplus to a
"reinsurance fund" to finance benefits in other, less stable States, or
to sot it up as a national reserve for sonie new form of social insurance,
for the benefit of all States.
C. The fear of this eventuahty may or may not further encourage
the unreasoned and illogical dis I)ursemnent of the State moneys.
11. It will be very complicated to so administer individual experionce-rating laws as to comply with this requirement.
A. The yield must be substantially (in the judgment of the Social
Security loard) equal to 2.7 percent. For practical purposes, this
allows very little leeway and State agencies would have to be extremely
cautious not to overstep the invisible line of substantiality.
B. This means that State laws would have to require that the administration estimates accurately at the beginning of each year each
employer's pay roll for the ensuing year. (If there are State or
Federal employees who can perform this feat, they are wasting their
talents at that present employment.)
This estimate would have to be made before rates could be assigned
to individual employers because the average yield requires that every
dollar of pay roll subject to a reduced rate must be offset by another
dollar subject to an increased rate. Thus, if contributions are to be
collected currently (which is certainly desirable) andl at the applicable
rate (which is also desirable), the States will be faced with a difficult
and oxpensive task indeed.
We favor simplification.
III. A flat 2.7 percent yield will reduce the effectiveness of the
stabilization incentive.
A. No employer can be sure of a reduced rate to reward his plans
an(i expenditures for stabilization. His reward will depend not on
absolute factors as at present but purely on his relative position with
reference to al the other employers in the State.
His good record will mean a reduced rate only if there are enough
employers with bad records who must have increased rate. His rate'
imay well be higher after a year of good exl)erience than after a year
of bad experience.
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IV. A flat 2.7 percent yield will create employer opposition to
experience-rating where there would be little occasion for it if this
standard were not applied.
As soon as unstable employers realize that every dollar of reduced
rate is gained at their expense, there will be a clamor for higher
minimum rates and for repeal of experience rating. This is not a
substantial factor at the present time because rate reductions will
typically be offset in part by increased rates for some employers and
inpart by reduction in general yield.
Tie effect of these amendments would be to preclude any satisfactory or thorough test of the long-range constructive purpose for
which experience-rating is intended. Since this will be the effect, the
adoption of these amendments will be an admission of defeat, and
unemployment compensation will merely become "something to
quiet the patient" until he passed on into the unknown.
I say to you, experience-rating has a worthy purpose. Work and

wages are more "socially adequate" than unemployment and benefits.
We hope you will let us try this cure and not summarily consign us to
sedatives and lingering death.
We without any reservations whatsoever, approve the amendments
introduced by Senator Johnson. I thank you.
The CHAIRMAN. Thank you very much. The next witness is Mr.
Russell Seversen of New York, representing the National Association
of Direct Selling Companies.
STATEMENT OF RUSSELL SEVERSEN, NEW YORK CITY, REPRESENTING THE NATIONAL ASSOCIATION OF DIRECT SELLING
COMPANIES
Mr. SEvERSEN. Mr. Chairman and members of the committee;
the hour is drawing late, and I know that you would like to close
the hearing, and I have a memorandum prepared here with a brief,
and if you wish, I can submit it to be copied into the record without
reading it.
The CHAIRMAN. What are you discussing?
Mr. SEVERSEN. It is the independent contractor. I would like to
read it if I may have permission.
The CHAIRMAN. We will give every consideration to it, because that
is one of the questions that has been brought up here and which will
be discussed and considered fully by the committee. If you put your
brief in the record, it will receive the real consideration which it
deserves.
However, if you want to read it, that is all right, but there are very
few members of the committee present, and I am sure that if what
you have to submit is placed into the record, there will be no necessity
for your reading it now, as it will receive every bit as much consideration in that way as if you read it here.
Mr. SE ERSEN. I would merely like to add that Mr. George, who is
the counsel for the association, was to appear here, but he could not
do so and he asked me to make the appearance instead.
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NATIONAL ASSOCIATION OF DIRECT SELLING COMPANIES,
Winona, Mina., June 16, 1939.
To the honorable MEMBERS OF THE COMMITTEE ON FINANCE
United States Senate, Washington, D. 0.
GENTLEMEN: Wo are primarily interested in the treatment of independent outside salesmen with respect to social security legislation. There are probably a
million men in the direct selling field whose sales amount to approximately $1,060,000,000 annually. Independent outside salesmen sell a variety of products.
Some of these are automobiles, farm machinery, bakery and dairy products,
laundry supplies, newspapers, drugs, clothing, nursery products, oil burners, and
electrical appliances such as refrigerators, sewing machines, vacuum cleaners,
washing machines, etc. Tile very nature of the work In which independent outside
salesmen are engaged renders it impossible to satisfactorily cover these individuals
under the Social Security Act,
There has been referred to your committee H. R. 6635, which recently was passed
by the House of Representatives. This bill purports to amend, among other provisions, those sections of the Social Security Act and the Internal Revenue Code
For reasons which are herein discussed we
which relate to covered "employees."
firmly believe that these proposed amendments should be given additional study
and consideration.
H. R. 6635 amends section 1420 (d) of the Internal Revenue Code, which
originally was a part of title VIII (Old Age Benefits) of the Social Security Act and

wh lollhrelates to covered "employees,' to Include commission-paid salesmen.
The comparable provision under title IX (unemployment insurance), which is
section 1607 (i), is left undisturbed. Under that title, in its present form, iilde-

pendent outside salesmen are not covered. This is the construction placed on
s.R.
6635 by the House Committee on Ways and Means, which, in its official
report (H. Rept. 728), states with respect to tile unemployment-insurance provisions of the act that "although the term (employee) is not broadened with respect to salesmen as was done us the definition for purposes of old-age-Insurance
coverage, the test for determining the employer-employee relationship laid down
in cases relating to tort liability and to the common-law concept of master and
servant should not be narrowly applied."
In view of the, above statement, there can be little doubt that the Committee
on Ways and Means intended to include commission-paid salesmen under the
old-age-benefit provisions and to exclude such individuals from the unemployment-insurance provisions. Despite this fact, however, H. R. 6635 is inconsistent
and in need of clarification with respect to its proposed amendments of section 801
(6) of title XI (which relates to general provisions). The bill amends this section
ill such a way as to make the term "'employee," when used throughout tle entire

Social Security Act, refer to commission-paid salesmen. Obviously this was not
the Intention of the Conmmittee onl Ways and Means. As pointed out, the official

interpretation of the proposed amendments to the uneinployment-insurance provisions shows an intention to exclude commission-paid salesmen from the provisions of title IX (Unemployment Insurance), and in view of this interpretation,
It would seem that the amendment to section 801 (6), title Xl, was made a part
of H. R. 6635 by mistake. We therefore respectfully request that tile proposed
amendment to section 801 (6) of title XI either be deleted from H. R. 6635 or the
amendment clarified in order to make It refer only to tile definition of "employee"
under tile old-age-benefits provisions and not to the comparable provisions under
the title of unemployment insurance.
For the assistance of your committee we suggest that clarification of section
801 (6) of title XI can be accomplished by the following provisions annexed to
the end thereof: "Provided, however, That nothing contained herein shall be
construed to affect the definition of 'employee' contained in section 1607 (1) of
title VI herein."
This, we believe, would accord with the intention of the Committee on Ways and
Means.
Aside from tile questionable application of Hf. R. 6635, there are compelling
reasons why independent outside salesmen should not be covered under either
title VIII (Old-Age Benefits) or title IX (Unemployment Insurance). These
reasons are unique to the direct selling industry and apply to the independent
outside salesman. They differentiate individuals engaged in this occupation
from the ordinary "employed" salesman to such an extent that it would be Im-
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practicable to bring this type of worker under the Social Hlecurity Act. These
reasons are as follows:
1. The inclusion of commission-paid salesmen falls to recognize the fact that

"outside" salesmen are of a self-employed status and are utterly different, in the
nature of their operations, from "inside" salesmen or traveling* " salesmen. The
Social Security Act was never Intended to cover self-employed individuals.
2. Under the proposed amendments, all classes of commisi ion-paid salesmen
are not to be covered. 11. R. 6635 would appear to include oidy those salesmen
dealing regularly with the same principal and excludes any salesman who performs
personal services at irregular times and for a variety of principals. Such a provision
puts
a premium
irregularity and casualness of business relations and,
in
effect,
is arbitrary
andondiscriminatory.
3. Independent outside salesmen have heretofore been specifically excluded
from other social legislation such as the N. I. A. codes and the Fair Labor Standards Act of 1938. T he authors of these legislative measures recognized the selfemployed nature of outside salesmen's activities and the imposicibility of fairly
and effectively extending to this class of salesmen the benefits of those respective
measures.
4. If independent outside salesmen are to be covered by social security legislation, it would seem that other self-employed groups, such as lawyers, doctors,
public stenographers, and small-business men, should also be included. In this
respect also the specific inclusion of independent salesmen would seem to be
discriminatory.
5. Another important item to be considered Is the expenses of independent
outside salesmen. These expenses vary considerably and are difiicidt of approximate determination. If such Individuals are to be covered by the Social Security
Act, how can their expenses accurately be accounted for in contribution reports?
If the employer is unable to make such a determination, and pays tho tax based on
gross commissions, would not the act amount to a gross business tax?
6. Suppose an independent outside salesman has agreements with six firms
for the sale of their respective products. When he calls on a customer he endeavors to sell not merely one of these products but all of them. In other words,
the time which he devotes to selling a particular product varies considerably
from day to day. Suppose, further, that his commissions at the end of each
month vary from $100 for one product down to $50 for the other products, and
the time which he has devoted to the sale of each varies in inverse ratio. It would
be impossible for either the salesman or any of the six firms to accurately state how
much time he spent on the sale of a particular product or how much of the expenses
which he has Incurred were entailed in trying to sell any particular one of these
products. It would therefore be impossible for accurate contributions on this
salesman's common sons to be made under the Social Security Act.
7. Independent outside salesmen are masters of their own time aiid efforts and
cannot be supervised or controlled. They work when and where they please.
Such an individual can hold back orders for goods and draw unemployment compensation for several weeks. At the end of that period, the accumulated orders
are turned in and large commissions collected. There are several variations of
this "racket"-all of them difficult, if not impossible, to stop.
8. The effect of covering independent outside salesmen-or other self-employed individuals-is to guarantee them a minimum wage or business profit.
or example, the opportunity for the independent outside salesman to make a
sale always exists because the outside selling market is, potentially, unlimited.
Yet the independent outside salesman cannot be controlled or "made" to sell
as can the ordinary inside salesman. Whether he sells or not, therefore, rests
entirely in hio own discretion. If he chooses not to sell he can draw unemployment compensation. The Social Security Act was never intended for this purpose. It was intenJed to cover only those individuals who were subject to supervision and control. It was not intended to cover independent individuals in
whose discretion rested the decision to work or not to work.
9. To cover independent outside salesmen would be to lose sight of the original
purpose of the Social Security Act. This measure was enacted to relieve and
prevent economic distress due to involuntary unemployment which individuals,
through no fault of their own, are, from time to time, forced to undergo. It was
not intended to provide relief for voluntary unemployment-the only type of
unemployment which the independent salesman may experience. If he wishes
to sell, the opportunity is always available--his potential market unlimited,
To grant unemployment relief '. such individuals would work a distortion of
the Social Security Act never Intended by its authors.
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In conclusion, and as a further basis for our contention that the proposed
amendments of H. R. 6635 should be given further study and consideration, we
quote the comments of Representatives Carlson and McCormack, at 84 Congressional Record, 9798, June 10, 1939, as follows:
"Mr. CARLSON. I thank the gentleman for the correction. I am speaking of
the entire paragraph (d). The gentleman from Massachusetts fMr. McCormack)
has offered an amendment that I think greatly clarifies this particular section,
but even with its adoption I am fearful we have not accomplished the desired
result. I am speaking of paragraph (d), on page 63. The amendment offered
by the gentleman from Massachusetts, I think, improves it, but I am not satisfied
with it. I am willing to let it go to the Senate or hope to have it clarified In
conference.
"The section (1426 (d), title VIII) deals with the independent outside salesmen.
They are paid solely on a commission basis and are not furnished an expense or
drawing account. It is my contention that this section, if adopted, will throw
thousands of people out of work.
"It is estimated that this sales force is now distributing products from manufacturers doing a business in excess of $1,000,000,000 annually. Large businesses
have been built by outside salesmen. They do not have a contractual relationship of employer and employee, and this section tries to establish that. I am
afraid we have gone too far. This includes this group of citizens that sell newspaper subscriptions, insurance, and people who are now making a livelihood on
a commission basis. One of my friends is engaged in business on a large scalein fact, a national business. Ie hires people, regardless of age, togo out and
sell his product on a commission basis. If this provision goes into effect he and
other manufacturers and distributors will greatly limit their forces, and then we
will have, in my opinion, thousands of additional people out of work-people
who are now engaged in work as salesmen on a commission basis. Personally,
I think this is a poor time to legislate in any way that will throw people out of
work.
"I merely wanted to express my position on this. I do not care to offer an
amendment to strike this paragraph from the bill, but the House should know
what it is passing when this section is adopted.
"Mr. MCCORMAK. Will the gentleman yield?
"Mr. CARLSON. I yield.
"Mr. MCCORMACK. So the gentleman's position will not be misunderstood,
the amendment I have offered as a committee amendment, the gentleman is
absolutely in favor of? I agree with the gentleman that there is a question
where there are some who should be included a nd some who should not be, but
it is difficult to phrase it. As my friend from Kansas stated, we are hoping it
will be taken care of in the Interim between the time the bill passes the House and
the time the conference report is agreed to, and the amendment I have offered
is an amendment along the line that we all want."
There is'submitted herewith a memorandum which purports to set forth in
greater detail the points discussed in this letter. We believe that this memoranum establishes that Independent outside salesmen and other self-employed
individuals cannot properly or satisfactorily be extended the benefits of the
Social Security Act.
Respectfully submitted.
RUSSELL SEVERSEN,

Represenfing National Association of DirectSelling Companies.
REASONS

SUBMITTED DY THE NATIONAL

ASSOCIATION or DIRECT SELLING

COMPANIES, WINONA, MINN., WHY INDEPENDENT OUTSIDE SALESMEN SHOULD
NOT HE COVERED UNDER THE TITLES OF THE SOCIAL SECURITY ACT, OR THE
INTERNAL REVENUE CODE, RELATING TO OLD AGE BENEFITS AND UNEMPLOYMENT COMPENSATION

Because of the unique nature of their occupation and the fact that their busl
ness activities are entirely different from those of the ordinary "employed" sales.
man, Independent outside salesmen should not be covered under tile provisions
of title IX (unemployment Insurance) of the Social Security Act.
The original reason for enacting the unemployment insurance provisions of the
Social Security Act was a severe economic depression which had thrown millions
of able-bodied workers out of their jobs. The President in his message te Congress and the debates prior to the enactment of this act called attention to the
necessity for relieving and preventing economic distress due to involuntary unemployment which individuals, through no fault of their own, are from time to
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time forced to suffer. In the enactment of State unemployment-compensatiol
laws as supplementary to the Federal act this purpose was also expressed. In
nearly every one of the State acts there is declaration of public policy which
states that:
"Economic insecurity due to unemployment is a serious menace to the health,
morals, and welfare of the people of this State. Involuntary unemployment is
therefore a subject of general interest and concern which requires appropriate
action by the legislature to prevent its spread and to lighten its burden which
now so often falls with crushing force upon the unemployed worker and his family.
The achievement of social security requires protection against this greatest hazard
of our economic life. This can be accomplished by encouraging employers to
provide more stable employment and by the systematic accumulation of funds
during periods of employment from which benefits may be paid for periods of
unemployment, thus maintaining purchasing power and limiting serious social
consequences of poor relief assistance. The legislature, therefore, declares that,
in its considered judgment, the public good and the general welfare of the citizens
,of this State require the enactment of this measure, under the police power of the
State, for the compulsory setting aside of unemployment reserves to be used for
the benefit of persons unemployed through no fault of their own."
In other words, the original purpose in enacting unemployment-insurance
legislation was to alleviate involuntary unemployment as that turn. had become
known during the depression, namely, the involuntary unemployment of previously employed workers.
Title IX was an emergency measure designed to encourage State legislatures
to act Immediately and pass unemployment-compensation laws. It is clear that
title IX was not originally intended to specify the requirements which individuals
must satisfy in order to receive unemployment benefits. Tiat function was left
to the State acts. The only purpose of title IX was to provide a broad framework
within which State unemployment-compensation legislation could properly operate. To amend and revise the "employee" definitions in title IX would be a
departure from the original scheme of unemployment insurance and an arrogation
of authority to the Department of Social Security which more properly should
remain within the jurisdiction of the respective State unemployment-compensation commissions. If the State legislatures desire to extend coverage of their
respective unemployment-compensation acts, it should be left In their discretion
to do so. That was the intention of the authors of the Social Security Act as it
now exists.
At the time the Social Security Act was enacted there was no intention expressed
in any of the comments or debates thereon to include individuals other than ordinary employees, who, together with their employers, occupied the legal status of
employer-employee or master and servant. In the event that independent outside
salesmen are included under the coverage provisions of the Social Security Act,
the door will be opened to include independent businessmen and professional
people, such as public stenographers, lawyers, and physicians, since independent
outside salesmen, for all practical purposes, occupy the same status as these independent individuals. Furthermore, if independent outside salesmen are included,
the original purpose of the Social Security Act will be defeated and it will become
a distorted piece of legislation granting benefits to all classes of persons, irrespective
of their actual employment status.
Salesmen are of various kinds. Some are what may be termed "inside" salesmen. Such salesmen are employees and are already included under the Social
Security Act. There are reasons for this. Such an Individual has his working
hours prescribed and he can be controlled. It is known whether he works or not.
If he absents himself from the place of employment, there is a record that he did
not work. It is easy to determine when such an individual is involuntarily unemployed.
Certain "traveling" salesmen, as that term is ordinarily understood, can be
classed as employees. Those who are employees are already included under the
Social Security Act. Probably most traveling salesmen are on a salary basis and
are furnished a drawing account. Their itineraries and clientele are usually
prescribed and they are required to submit regular reports of hours worked, customers called upon, and sales made. Usually they are furnished with transp ortation and expense accounts and are required to produce a minimum volume of
business, With the exception of the fact that he works outside his employer's
office, such a traveling salesman's status is that of any other supervised employee.
In addition to the classes above mentioned, there are other salesmen who
occupy an independent status and are commonly known as "independent outside
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salesmen." They are not supervised and their activities cannot be controlled.
Such an individual is continuously out In the field, working or not as he chooses.
His time is his own. He can work 1 or 2 hours In the morning and quit for the day.
He may not work for a week. He may be handling products for several companies.
It is Impossible for any company selling through such a salesman to know what lie
does or how he spends his time. He is paid solely on a commission basis and is not
furnished either an expense or drawing account. No itineraries are prescribed and
production of a minimum volume of business is not required, The independent
outside salesman is usually not required to submit reports of hours worked, customers called upon, or sales made. He pays for his own transportation and
other expenses. In other words, lie is engaged in an independent occupation and
business,
The entire tenor of the Social Security Act as It originally was enacted, implies
that it was intended to cover only employment relationships. Employment is
taxed. Involuntary unemployment is compensated. There is no suggestion that
its purpose was to provide a guaranteed income for the independent businessman
who may or may not work as lie sees fit; who can go off for a week's vacation
without letting anyone know; who may work for an hour in the morning and spend
the rest of the day in recreation or other business; who may sell the goods of one
or of niny concerns and who cannot be checked as to when, where, and for whom
lie is selling merchandise.
To include persons who are independent contractors would not only be revolutionary but would mean a radical change in the philosophy behind the Social
Security Act and a revision of the entire act itself. The tax would no longer be
a tax on employment as such but a tax on contractual relations. It may operate
as a tax on gross business; that is to say, upon the expenses as well as the profits
of the business.
Independent outside salesmen are as truly self-employed as any other independent business or professional men, and should be classed with and considered
in the same category. To segregate such salesmen from their normal classification, and accord them special ticatment, would require the reorganization of established sales methods now employed by manufacturers and distributors doing
a national business estimated substantially in excess of a billion dollars per
annumi-thus retarding business and increasing unemployment at a time when
every effort is being made to increase the volume of business and provide additional employment.
Recognition was given to the independent nature of the outside salesman's
occupation, and the necessity for exempting him from the social-security type of
legIslation, as far back as the N. R. A. period, when it was proposed that outside
salesmen coming under the provisions of minimum wages and maximum hours
be excluded, Hearings were had at that time and the record made before the
N. R. A. on this occasion is represented by 3 volumes containing 1,128 pages.
As a result of these deliberations, it was concluded by the various boards that
N. R, A. legislation could not be applied to independent outside commission-paid
salesmen and they were specifically excluded in various codes. Bearing in mind
that at the time of the N.R. A., the desire was great to include everyone under its
provisions, It Is clear that the reasons for specifically excluding independent outside commission-paid salesmen must have been most persuasive.
When new wage-and-hour legislation was introduced by Senator Black and
Representative Connery, the question of exempting independent outside salesmen
was again given consideration with the result that in the final enactment of the
Fair Labor Standards Act of 1938, the following exemptions are included:
EXEMPTIONS
t

"Sac. 13, (1) Any employee employed in a bona fide executive, administrative,
professional, or local retailing capacity, or in the capacity of outside salesmen (as
such terms are defined and delimited'by regulations of the Administrator)."
It is significant, therefore, that on every occasion when all material facts and
information relating to outside salesmen have bien considered by the authors and
those charged with the administration of legislation such as the N. R. A. Code,
the Fair Labor Standards Act of 1938, the State unemployment-compensation
laws, and the Social Security Act, the independent status of such outside salesmen
was recognized and their activities were excluded from the operation of these laws.
Conceding that this prior legislation concerned minimum wages and maximum
hours, it nevertheless bears a direct relation to the questions raised here, for the
Inclusion of Independent outside salesmen as employees in any single type of social
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legislation will create a tendency to include them as employees in other similar
legislation. After all, is not the payment of partial unemployment benefits the
same in effect as payment of a mInimum wage? And if an independent outside
salesman in his own discretion can refuse to work, knowing that lie cannot be
controlled, and yet must be paid partial unemployment benefits because lie has
not received "wages," is that not equivalent to a minimum wage which, in effect
amounts to a business subsidy? Is it not subsidizing uncontrolled lack of effort
So long as the Social Security Act covers only the employer-employee relationship, the tax can be based on a definite figure. On the other hand, assume that
a salesman is paid $100 during the first week of the month, nothing during the
next 2 weeks of the month, and $100 during the last week of the month. Assume
that his expenses are $100. Should the tax be based on the gross paid to him or
on the nt?Is
the Social Security Act to be converted into a gross business tax?
If the tax is to be based on the earnings of the salesman, is he to make his own
reports and pay his own tax? Obviously, the alleged employer cannot pay it
unless he can obtain from the salesman his account of expenses. If lie requires
reports of this character, he may, under other laws, be held to be an employer of
individuals, who, under such laws, vould ordinarily be regarded as independent
because of the fact that they are not required to file reports and are not otherwise
controlled. Clearly it will be taking a long step to require such complicated accountings. And it becomes still more complicated where the salesman sells the
goods of various concerns. In that case, who is to make the contribution and how
are expenses to be allotted and taken care of?
In the case of independent salesmen having a variable income and having expenses, what base is to be used in determining unemployment benefits? Assume
the case of an outside salesman working solely on commission who receives in a
given month $100 in commission tie first week, nothing for the'next 2 weeks,
and $300 in the last week. Under the unemployment laws of many States
(Which are a part of the social security legislation and which cannot be Ignored
in this situation), such a salesman may be considered to be unemployed during
2 weeks of the month because lie received no commissions, On the other hand,
suppose lie had expenses which ate up most of his commissions. Should he then
be considered as unemployed, and, if so, for what period? On what standard
should he be paid? It seems evident in such a ease that there can be no pay
ments which will accurately constitute unemployment compensation, The payments will clearly be a guarantee of either gross or net income depending upon
what the base is to be. Clearly if there is a tax, there must be some benefits and
since #he benefits would be payable not on an employment status but on a business status, would this not be opening time door to Government subsidy of all
independent business?
There is no means of determining how many hours per day an independent
outside salesman devotes to selling. Under the usual contract (if there is any
contract), the company does not require the submission of reports as to time
spent. As a matter of practice, if It required such reports they would in many
cases be false. There can be no control of tile accuracy of such reports. In the
event independent outside salesmen are covered by social security legislation,
such a salesman may cease selling entirely for a given period and then assert that
he has made efforts to sell but has been unsuccessful and that, therefore, lie
should be entitled to partial unemployment compensation. On the other hand
such an outside salesman may devote all of his energy, all of his time, and all of
his skill for a given period and still sell nothing and earn no commissions. Can
any law be drafted-and if drafted can it be administered-o the basis of motives
of men? Does not the proposed inclusion of independent salesmen put a promium on laziness and dishonesty, or, on the other hand, will it not penalize
honest but unfruitfil efforts?
In at least three respects dishonest practices are likely to develop if independent
outside salesmen are included under title IX.
First, salesmen can hold back orders for goods and draw unemployment compensation benefits for several weeks, At the end of that period, the accumulated
orders are turned in and large commissions collected.
Second, two or more salesmen can conspire to lump the business of a group in
such a way that each has certain weeks of low earnings and during that time can
draw total or partial benefits.
Third, a salesman may terminate his contract and draw benefits for several
weeks. At the end of that period, he can enter Into a new contract, work for
several weeks, quit work and go through the same procedure again and again.
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Such an operation by salesmen Is, of course, demoralizing to the entire sales
organization of the company. It is difficult to stop for the reason that the company usually has no control over the mode or method employed by the independent outside salesman or the hours which he devotes to his business.
By means of the dishonest practice of lumping orders and obtaining illegal
benefits, unscrupulous salesmen are assured a minimum wage. They can collect
both commissions and benefits. This, of course, was not the Intention of the
authors of the Social Security Act and the fact that outside salesmen have been
expressly
1 excluded from minimum wage laws--such as the Fair Labor Standards
Act of 938-argues emphatically against their inclusion under unernloyment
compensation laws, when to do so would guarantee a minimum wage.
There are sound reasons why independent outside salesmen were excluded from
minimum wage laws. These reasons apply with equal force to unemployment
insurance legislation which operates to guarantee a minimum wage. Independent
outside salesmen are less productive if they have a guaranteed income and the
attraction to the field of outside selling of persons seeking only to benefit by
minliumn wages, with no control or supervision, would make it necessary for
companies operating on this basis to eliminate low production men. Reduced
sales volume naturally will result in reduced production, consequently affecting
suppliers of the materials required for manufacturing. Curtailment of employnent would he inevitable, not alone in the selling field but would extend as well
to office and factory workers.
Let us assume that John Smith is an outside salesman living in a small tow,
lie enters into a contract to sell electrical equipment for X Co. He has no pc
sonal contact with the personnel of the company except by correspondence, lie
receives his goods by express and sends In the money as lie sells the goods, together with the papers prepared by the company for the sale of the goods to the
customer by the company. The company sends him his commission and makes
contributions and deductions under the Sqocial Security Act. John Smith is not
a very industrious individual, and he likes to spend days at a time fishing. Tire
company has no knowledge of what he does, when he works, where he works,
whom he contacts, and makes no deriands on him to furnish any particular
amount of business. John Smith knows that the X Co. has been taxed for tie
commissions paid to him and he may also have contributed with respect to the
unemployment tax.
There Is no reason why John Smith should be denied the privilege of selling ill
the same manner indefinitely. He may deal in other products of other companies. Also, lie may have a small Independent income, inadequate for his
needs, which lie wishes to augment through direct selling. Since taxes are collected ostensibly for the purpose of assuring him a return when he does not earn
a minimum (which we will say is $15 a week), Is this not guaranteeing his buiness a minimum profit? There probably will be no dispute that expenses may
be deducted in computing "earnings." In any week, then, when John Smith
elects to go fishing, may he not receive his minimum bushess profit, erroneously
called unemployment benefits? If he is to be erroneously called an employee
and If his contractual relationship is to be erroneously termed an employrient
relationship, can it be said that he would not be justified in erroneously seeking
the return for which the tax apparently had been made? Of course, this could
not go on indefinitely. But It can go on a substantial part of every year and it
deprives the outside salesman of that incentive which Is essential fo the success
and which Is essential to the character of the body of men who make up this
specialized profession,
Some of the businesses that would be affected by restricting the direct selling
method where outside salesmen are concerned are:'Automobiles, farm machinery,
bakeries, dairies, electrical appliances, gas companies, ice dealers, laundries,
newspapers, clothing, nurseries, oil burners, refrigerators, sewing machines,
vacuum cleaners, washing machines, drugs, etc.
If companies employing Independent outside salesmen are forced to include,
rinder the Social Security Act as employees, they will be compelled to readjust
their organizations and change their selling methods--methods which have proved
successful over a long period of time and through which successful business
enterprises have been established.
No apology need be offered for the profession of outside salesmanship. It is
probably one of the oldest forms of merchandising. This profession has probably
been tire most Important factor In the introduction and distribution of new
products of American industry throughout the country. The great majority of
farms were first introduced to harvesters and other mechanical farm equipment
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by outside salesmen. By this class of people, the tremendous investment in life
insurance was built up. Many modern appliances, including sewing machines
and vacuum cleaners, have been introduced almost exclusively by outside salesmen. The incentive of the outside salesman has been his limitless earnings on a
basis de ending upon his effort. There are probably a million men In this cate.
gory. Is it the intention to guarantee this large group of the American populace
a profit In their business, regardless of how much or how little effort they put into
their business? Can any legislation be sound which fosters laziness and tends to
kill the initiative of men it this group?
And if tho profit of the outside salesman Is to be guaranteed, is there any reason
why this should not be extended to doctors and lawyers and others who sell
personal services? The Government guarantee of profit to an independent
businessman is a very serious matter to be carefully considered lest it encourage
unemployment, kill incentive, and disrupt industry. Everyone is in accord that
the major problem before our country is to restoe confidence in business, Increase
volume, and create more work and employment. No action should be taken which
sets up new and additional trade burdens. Independent salesmen are never
unemployed, but if, by subsidizing their businesses, there is taken away their
incentive to sell, their volume of sales will rapidly diminish, and this will immediately affect the production and buying power of both the factory workers who
produce the merchandise, and the salesmen themselves.

The CHAIRMAN. Mr. Roland Rice, Washington, D. C., representing
the American Trucking Associations, Inc.
STATEMENT OF ROLAND RICE, ASSISTANT COUNSEL, AMERICAN
TRUCKING ASSOCIATIONS, INC., WASHINGTON, D, C.

Mr. R IcE. My name is Roland Rice, and I am assistant counsel
of the American Truckig Associations, Inc., of 1013 Sixteenth Street
NW., Washington D. C
The American l'rueking Associations is the national association of

the trucking industry and includes in its membership all types of
carriers-common,

contract, and private.

What is said here has

reference only to the common and contract carriers-the for-hire
branch of the industry. Affiliated with the American Trucking Associations are 50 State and local associations located in 46 States. In
addition to the State associations, the carriers are represented accord.
ing to natural divisions, such as common, contract, household-goods
carriers, petroleum carriers, and others.
The for-hire industry operates about 600,000 trucks and employs
over 1,250,000 persons. The entire trucking industry, exclusive of
farm trucks, employs 3,545,000 persons. Employment in the for-hire
division alone is greater than that in any other form of transportation.

The annual volume of business of the for-hire industry grosses about
$2,000,000,000, 50 percent of which, or a billion dollars, is paid to
workers.
We call your attention to the economic position of the motor carriers.
Their net income is represented by a line so thin that it has
in many places reached the vanishing point. In various hearings conducted by the Interstate Commerce Commission in different regions

throughout the country, it ha been demonstrated by the evidence
presented that the carriers are in a precarious position.

Without going

into detail, it is sufficient to say that in Ex parte 123 the evidence
showed that, by September 1937, carriers reporting for the eastern
part of the Umited States had an operating ratio of 100.59. They
were "in the red."
In the West the figure was 98.47; and in the South

it was 99.22.

Cases conducted by the Interstate Commerce Commis-

sion since that time have shown similarly bad conditions.
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When we bear in mind that any additional tax to be paid must come
from our margin of profit, which is precariously narrow, we see how
acute is the problem facing the industry.
One of the real difficulties faced by the trucking industry is that
our pay roll represents such a large percentage of gross income, an
average of 50 percent. Many industries show a pay roll of only 2 or
3 or even 10 or 12 percent. A trucking company with a pay roll of
$500,000 paying 4-percent social-security tax must spend $20,000
annually for this tax alone. In another business with a gross income
the same size and a pay roll of but 10 percent of gross, tie einployer
is required to pay only $4,000. This seems to be a very difficult burden
and we ask the committee's consideration for those industries whose
pay roll represents such a large percentage of gross income.
We hope that at a later time, if not now, real relief can be afforded
this business which spends so much of its gross income for pay-roll
outlay. It may not be feasible for anything to be done at the present
time, but a committee might be appointed to consider it, just as a
general committee has been appointed to give attention to other
matters relating to social security, and we will be happy to cooperate
in anything whlch will place the facts of the situation before you.
The CHAIRMAN. Your industry is in the present law?
Mr. RicE. Yes, sir; it is.
The CHAIRMAN. And there is nothing worse in this law that
affects your particular business than the present law?
Mr. Ricn. You are referring now to the amendments?
The CHAIRMAN. The bill as passed in the House.
Mr. RicE. I think that is correct, but, of course, the suggestion that
I made there concerns the burden that is under the general law.
The CHAIRMAN. That is along the same argument that was made,
I think yesterday by the laundry people?
e find ourselves in a very similar
Mr. hicH. That is correct.
position to them, and we should be happy if some very thoroughgoing study could be made to go into that. We might find that the
solution is one thing or the other, or that we could all come to some
agreement oR it, and we should be glad to work with your committee
or to serve on a committee that would be appointed to find some
solution. There may be a great many facts thbat at the present time
we are not aware of, and we will be glad to help discover them.
I appeared before the House Ways and Means Committee and
presented our views which may be found ir that committee's proceedings and I do not wish to burden you with a repetition of the statement
made there. I presume this committee will acquaint itself to some
extent with the record made before the committee of the House.
Suffice it to say that we spoke of the financial position of our industry, of our large employment, and of our desire to have the old-age tax
pegged at the 1938-39 level. Since that time the House of Representatives has passed H. R. 6635, which, aniong other things, pegs the
old-age tax at I percent of pay roll. With this we are in accord and
we recommend that that provision be retained by the Senate.
The House bill, general ly speaking, improves the situation and foe
the most part we hope it will be approved. May we call your attention, however, to just two additional specific items:
It appears, and much has been said by many witnesses and writers
on this subject, that the vast reserve being accumulated is unneces-
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sov"r, and that a smaller fund would be adequate. This point we
be . ve merits active consideration To achieve this end, it may be
necessary to provide for credit against the Federal pay-roll tax of 3
percent, for payments to States and for the amount by which State
rates are reduced.
I might say there that a good deal has been said here in the past
2 days while I have been here concerning the so-called McCormack
amendment, and it would seem to us that as much latitude as possible
might very well be given with regard to the matter of the authority
in the States to treat this matter of experience ratings, and that they
should not be tied down to too definite a provision.
Secondly, it would help business materially if greater importance
could be attached in the final act to the application of experience ratings. In our own industry this should lighten the tax burden considerably because %,etare comparatively young and have never had an
unemploymcn- problem. There are likely other businesses similarly
situated. 'A strong influence against unemployment can be created
by making full employment attractive through credits to employers
'with good* employment experience ratings. If the amendments to
the Social Security Act can be so drawn as to promote and expand
experience ratings hiall the States; we shall not only provide employinent and security but also achieve them at less expense to everybody
concerned, and with a maximum spirit of cooperation.
Now, Mr. Chairman, there is just one other matter that I should
like to call to your attention, and that is apart from what I have
prepared. There has been a point raised here today by more than
one witness concerning independent contractors. We have a great
many independent contractors in the trucking industry. I can
illustrate that best by saying that we might consider for a mionient a
man who operates an over-the-road business, as we call it,that is
he might operate from Pittsburgh to New York; lie will have his locai
pick-up and delivery work performed by a local cartage man. That
man is subject to the Social Security Act, just as the man who operates
from Pittsburgh to New York is subject. Very frequently, if not
geiierally, it is the practice for the over-the-road man t~pay a
lump sum for the service of the local cartage man. Everything in
that service is included in that lump sum. We frequently find that
the local cartage man is paying his Social Security taxes because lie is
subject to the law, but in a good many instances we find that there is an
attempt on the part of the Federal Government officials to attempt to
collect social-security taxes on the whole amount of the over-the-road
man, the whole amount that the over-the-road operator is paying to
the local-cartage operator.
Of course, that is a very definite form of double taxation, and it is
a form of taxation on services and on an outlay which were never contemplated to be taxed under the social-security law, because that flat
outlay will include the use of the tiuck, it would include gasoline, it
would include insurance, as well as it includes the services of these
men who drive the trucks, and on those men a social-security tax has
already been paid by the local-cartage man who employs themo. If
some consideration could be given to that item when you are considering
the effect of the independent contractor in his relation to the insurance
companies and to other companies, you would certainly be dealing
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with something which is most vital to us and on which we have had
a great deal of difficulty in getting a proper and an equitable solution.

The

CHAIRMAN.

Thank you very much.

There are no other witnesses, are there?
(No response,)
Senator HERRING. I would like to submit certain amendments for
the record,
The CHAIRMAN. They will be inserted.
(The amendments submitted by Senator Herring are as follows:)
SUGGESTED AMENDMENTS TO H. R.

6635

Add a new subparagraph (p. 62, line 23) to be designated as section 1426 (b)

(14):
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DEAR SENATORARnnisoN: The adiinistrati'
board the Natio
Catholic
Welfare Conference sires to place befomjuuirco inmnittee it view~vith regard
to H. R. 6035, a bill
amend the Social Security Act.
The purpose of ttehU
d States Congress ienacting PubliAs271, Seventyfourth Congress (H. P.
the Social Security Act, appbic
gust 4, 135,
as stated in the act, is:
..
_
"To provide for the general w]e
Rs system of Federal old-age
benefits, and by enabling the several Sta s o iak more adequate provision for
aged persons, blind persons, dependent and crippled children, maternal and
child welfare, public health, and the administration ,of their unemployment
compensation laws; to establish a Social Security Board; to raise revenue; and for
other purposes."
Among its provisions the Social Security Act establishes threo activities. Title
II provides a Federal system of old-age benefits for workmen employed in industry
and commerce and an excise tax on their employers. Title IX levies a second tax
on employers of eight or more in industry and commerce, with certain credits
allowed to employers contributing to a State plan of unemployment compensation.
Under this act not all persons gainfully employed are covered by either the
unemployment compensation system or by the old-age benefits system.
Titles I, VIII, and IX of the Social Security Act exclude from the benefits of
this act any worker employed in the service of a nonprofit charitable, educational,
or religious institution.
The principal benefit provided by the old-age benefits system is a monthly
pension payable to a worker in a covered employment after lie has attained the
age of 65. The bill now before your committee substitutes for lump-sum benefits
monthly benefits for widows and children. Thus a worker in a noncov.ered em.
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ployment, a nonprofit religious, charitable, or educational institution, etc., is
entitled to no benefit at all; a worker who has at times received wages in a noncovered employment and at times in a covered employment is entitled to a benefit
based solely on the wages lie received in a covered employment.
This provision of the Social Security Act places the worker in a noncovered
employment at a serious economic disadvantage as compared with the worker in a
covered employment, unless the noncovered organization employing the worker
has made some equivalent provision for him in his old age. No practical plan for
providing such protection has been recommended. Especially is this true in the
case of workers in the lower wage brackets and these workers are precisely those
who need this kind of protection the most.
In his message of January 16, the President emphasizes the "desirability of
affording greater old-age security." The President holds that the extension of
the old-age benefits system "to as large a proportion as possible of our employed
population" is necessary "in order to avoid unfair discrimination." The administrative board of bishops is desirious of gaining for the lay workers in Catholic
Institutions the benefits which accrue to employees generally under the Social
Security Act. The administrative board wishes to assist in removing discrimination against workers in our charitable, educational, and religious institutions.
The Advisory Council on Social Security, in its final report of December 10,
1938, makes the following recommendation:
"I. The employees of private nonprofit religious, charitable, and educational
institutions now excluded from coverage under titles II and VIII should immediately be brought into coverage under the same provisions of these titles as affect
other covered groups.
"Tihe council believes that there is no justification in social policy for the
exclusion (ofthe employees of such organizations from the protection afforded
by the insurance program here recommended. Further, no special administrative difficulties exist in the coverage of the employees of such organizations under
the system."
Tle administrative board agrees with the general meaning of that recommendation and would accept it unequivocally If all payments under the Social Security
Act were segregated in an insurance fund and not collected as taxes in the general
fund.
Workers now in excluded employments but not permanently bound to such
employments may at later periods acquire benefit rights by working in such
employments that are not excluded. The rights they could thus acquire, however, would not be as complete and extensive as they would be had they been
working continuously in a covered employment. Thus the worker in the employment of a nonprofit organization is practically reduced In lils old age to a
condition of economic inferiority as compared with one who works in an employment operating for profit.
As workers become conscious of this fact and are made to feel the loss in the
value of their old-age benefits, it willbecome increasingly difficult to find satisfactory workers willing to make the sacrifice of a part of their old-age benefits.
Thus it becomes apparent that excluded employments may find the exclusion
a burden rather than a benefit.
The employees of tax-exempt institutions do not enjoy the exempt status of
the institutions for which they work but are subject to income and other taxes,
Federal, State, and local. There is no essential difference between the services
rendered under the Social Security Act by the old-age benefits system and other
public services such as public education, etc.
The administrative board, therefore, pleads for a formula of participation by
workers in the old-age benefits of the act without prejudice to the tax-exempt
status of the nonprofit religious, charitable, and educational institution. These
institutions at the same time desire that any amendment extending to their
employees the coverage of old-age benefits recognize and safeguard their traditional status of exemption from general laws of taxation.
Our nonprofit institutions of charity, education, and mercy are religious
foundations. In these institutions ineinbers of the clergy and of religious orders
of men and women devote their lives freely and generously to the cause of education, religion, and charity. Education and charity traditionally are fields in
which the church has hadan important place. The clergy and religious devote
their lives to education and works of mercy without regard to compensation
other than what is necessary for life. They administer and operate these institutions. To that extent they are self-employed. They should continue to be
exempt as they now are under titles II, III, VIII, and IX of the act. The general
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welfare does not require that the coverage of old-age benefits or unemployment
compensation be extended to include them.
With regard to title IX, which levies a tax on employers of eight or more in
commerce and industry, the administrative board of the National Catholic Wefare Conference feels that since unemployment in religious, charitable, and
educational institutions is not seasonal there is no unemployment problem as
far as they are concerned, and that there, too, their traditional tax-exempt status
should be recognized.
The administrative board expresses the earnest hope that an adequate formula
be written to grant coverage under the Social Security Act to the lay employees
of our charitable, educational and religious institutions. In summary, the
administrative board recommends:
1. That lay employees of Catholic institutions be included under time provimions
of the Social Security Act on the basis of a contribution on the part of the employce, but not on the part of the employer,
That the present status of our institutions as tax exempt be kept
II)].2.paired.
3. That unemployment coverage be not extended to employees of religious
institutions, because, since unemployment in such institutions is not seasonal,
there is, generally speaking, no unemployment problem as far as they are
concer,.cd.
4. That clergy and religious he not included in the category of employees but
In the category equivalent to the family relationship as provided in the act.
5. 'hat all payments be segregated as an insurance fund rather than as a
general fund constituted of taxes.
With sentiments of esteem, I remain
Respectfully yours,
MICHAEL J. REIADY,
General Secretary.

Mr, EuGENE J. BUTLER. In addition to that, Dr, Caldwell, the
secretary of the American Hospital Association has sent a statement
and asked me to present it to be filed with the record.
The CHAIRMAN. It will be inserted.
(The same is as follows:)
[Letterhead oti
Am mICAN HOSPITAL ASSOCIATlON, 18 E, DIVISION ST., CHICAGO, ILL.
BERT W. CALDWELL,

The Honorable

N.

D.,

EXECUTIVE SECRETARY

JUNz 15, 1939.

PAT HARmSON,

Chairman, Committee on Finance, The United States Senate,
Washington, D. C.

MY

DEAR SENATOR HARRISON: The joint advisory committee of nine members

fully authorized to represent the American Hospital Association, the Catholic
Hospital Association, and the Protestant Hospital Association having knowledge
of tire fact that the committee of which you are chairman is holding an open hearing on H. R. 0635, a bill to anuend the Social Security Act, appreciate your desire
that we file with the committee for the record a full statement of the attitude of
the nonprofit charitable hospitals with regard to this bill.
We therefore take this opportunity to present to the committee the attached
statement, as authorized by the three hospital associations which we represent.
The joint advisory committee in authorizing this action request that I express
to you and the members of the committee our appreciation of your attitude of
cooperation with the hospitals.
Very truly yours,
/S/ BERT W. CALDWELL, M. 1).,
Secretary of the joint advisory committee.
THE JOINT ADVISORY COMMITTEE

For the American Hospital Association: Dr. Fred G. Carter, president-elect,
St. Luke's Hospital, Cleveland. Ohio; Dr. Claude W. Mungor, St. Luke's Hospital,
New York City; Msgr. M, F, Griffin, 13824 Euclid Avenue, Cleveland, Ohio.
160883-3 -
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ployment, le did mention education where wages are monthly and not always
paid during vacations. The charitable hospitals contribute very little, if at all,
to this in-and-out movement.
Employment in the charitable hospitals does not fluctuate either cyclically or
seasonably, as does employment in industry.
Emplloyment on the basis of an annual salary is customary in these hospitals.
These hospitals do not originate any substantial Iroblein of unemployment.
With regard to nonprofit organizations and Federal Instrumentalities now exempt, the chairman said that to extend coverage of old-age insurance to their
employees presents no administrative difficulties to the Board, It would involve
undoubtedly serious difficulties and expenses for the nonprofit hospitals.
In his discussion the chairman predicts that, as the number of recipients of
old-age benefits increases with time, the income from the taxes on pay roll now
levied by the Social Security Act will not be sufficient to meet the cost of the
old-age insurance system. Re states: "The Board believes that contributions to
the old-age insurance program should eventually be made out of Federal taxes
other than those on pay rolls."
No nonprofit charitable hospital or institution desires to see its employees the
victims of discrimination. To deny them the benefits of an old-age insurance
program under which the employees'of profit or proprietary hospitals are covered
certainly is discrimination. It is a penalty imposed on the employee for no
reason other than his being employed in the service of a nonprofit charitable
institution.
Speaking before the Committee on Ways and Means for the joint hospital
committee, Mr. Robert Jolly, on January 29, 1935, discussed this provision of the
Economic Security Act, then before the committee, and pleaded with the cornmittee to remove this discrimination. "We are for old-age insurance. We want
our people taken care of," spoke Mr. Jolly 4 years ago. "We favor old-age
insurance."

Mr. Jolly pleaded with the committee to find a way to extend the

coverage of old-age insurance to hospital employees by exempting the nonprofit
charitable hospitals from the taxes levied in the act.
We felt then and we still feel today that the plea made by Mr. Jolly was reasonable and just and In harmony with the best American tradition
The taxes levied by titles VIII and IX of the Social Security Act, though in the
mind of the taxpayer they may be related in some manner to tme old-age insurance
system and the uinploynimet-comensattion system, though they mfy have the
psychological effect of encouraging the taxpayer to look on them as not truly
taxes but contributions, these taxes are under te provisions of the Social Security
Act true taxes.
The proceeds from these taxes are paid Into the Treasury of the United States
like oth or Internal-rovenue taxes generally. They are not earmarked in any
way. There are penalties for nonpayment.
Title 11 does create an account In the United States Treasury to be known as
the old age reserve account. Title IX creates aneunemployment trust fund. No
present appropriation ismade to either the reserve account of the trust fund.
All that the act does is to authorize appropr nations Annually. How great Is to
be the amount of these appropriations is not stated. The Chairman of the Social
Security Board thinks now halt with time they wvill have to be greater than the
amount of the revenue derived from the taxes levied by the act. That amount is
in tie way related to the amount of the revenue produced by the taxes delivered
by the Social Security Act. That amount as provided by the act is to be ufflelent
as n annual premium to provide for the payments required and is "to be deter-

mined on a reserve basis in accordance with accepted actuarial principles, and

based oinsuch tables of mortality as the Secretary of the Treasury shall, from time,

to time, adopt, and upon an interest rate of 3 percent per annutm. compounded
annually."
Not tI goes into the Account by force of the Social Security Act alone unaided

by acts to be enacted in the future. Likewise the trust fund is to be made ip of
deposits to be made by the several States having no relation to the tax on eis-

ployers of eight or more levied In the Social Security Act.
IBeyond rtlnestion, therefore, the taxes levied by the Social Security Act are not
contributions; to a reserve fond' they clearly arc taxes.
In the United States nonprofit charitable hospitals and institutions are exempt
from taxation. This exemption is in agreement with the American tradition,
The exemption of these institutions from taxation Is not only a recognition of
social services rendered. Truly it is that, bitt it is more than thiat. The exemption of these charitable Institutlons from taxation is related to the natural right
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of the citizen to liberty in the exercise of the Christian virtue of charity and
philanthropy.
To foster and protect the exercise of that Christian virtue and thus to
strengthen these charitable agencies Is a proper function of Government. These
charitable agencies serve the general welfare as truly and certainly with no less
efficiency than do tax-supported agencies in the same field.
Men and women in these institutions dedicate themselves to the service of the
sick and tie needy, often at great pemonal sacrifice. These services are not
paid through taxation. They represent a substantial economy to time taxpayers.
As a class these nonprofit hospitals are not fully endowed. To lay upon them
the burden of heavy taxation would render it increasingly difficult for them to
continue to provide the indispensible services they now provide. Some of them
would be forced to close.
Dr. Carl Shoupi, a well-known writer and authority on taxation, author of the
recent work on Studies in Current Tax Problems, in the Annals of the American
Academy for March 1939, discusses the subject Taxing for Social Security. Dr.
Shoup finds that the tax on pay roll paid by the wage earlier in time is absorbed
by the employer through increased wages; and that ultimately this tax together
with the tax paid by the employer are passed on to consumers, either in increased
prices or by failing to reflect in reduced price economies in cost of production,
obtained perhaps by the introduction of labor-saving devices which aggravate tie
problem to be solved by the Social Security Act itself, The burden of the tax
on a charitable hospital ultimately would fall on some sick person who could not
be given the hospital service lie required.
A nonprofit charitable hospital is not am industry. It is not a trade. Whatever
net income a charitable hospital may derive from its operations, or from gifts,
does not inure to time benefit of any shareholder or individual, but is used to provide care for the needy sick.
Indeed in a time of stress like the present hospitals have been unable to avoid
incurring deficits. Time hospital cannot curtail its operation cost as can industry.
It must be prepared for every emergency. When not thus prepared it does not
serve an important purpose for which it is established, and this is true especially
with regard to charitable hospitals and Institutions. The hospital cannot curtail
overhead or cut down its employment.
Time common experience of voluntary hospitals is that their receipts from the
patients admitted has reached as high as 72 percent of the cost of operation in the
more prosperous years, and have been less than 46 percent of time cost of operation
in times of depressimon. There are two caujes which affect the income of the
hospital fmHompatients in depression periods: First, and most important, the
inability of the patient who formerly paid In part or whole for his hospital care
to pay anyting at all; and second the greatly increased burden of charity imposed
upon the charitable hospital which it must accept regardless of whether it is facing
increasing deficit in operation or iot, trusting to the hospital's community to help
out materially to keep its doors open and its service for the care of the sick
unimpaired.
The nonprofit charitable hospitals serve needy sick not only directly but indirectly through a vast system of schools for the training of nurses. These hospitals 'mot only employ 80,000 graduate nurses constantly; they have constantly
in training an average of 72,000 studeimt nurses. In addition they employ between
75,000 and 80,000 women aids in the house-keeping departments. All these
classes of employees and may others are receiving their professional training in
and at the expense of the nonprofit charitable institutions. In addition these
nonprofit institutions maintain training schools and courses of study for medical
men as well as for nurses and other skilled employees.
The prices paid by those who can afford to pay for essential hospital services
are not competitive. They are rigidly standardized on the basis of cost, They
cannot be raised and lowered to meet the exigencies of the moment. They are
iot governed by time pressure of supply and demand.
From whatever point of view we look at the charitable nonprofit hospital we
are confronted with time fact that it is riot like an industry.
Speaking for the nonprofit charitable hospitals and in conclusion of this discussion, we cannot do better than repeat the plea our committee made 4 years
ago that a way be found to extend the coverage of the old-age insurance system
to employees in time service of nonprofit charitable hospitals which will recognize,
respect, and safeguard the tax-exempt status of these hospitals; and that, iin recognition of time fact that nonprofit charitable hospitals do iot originate any substantial unemployment problem, you continue in effect the provisions of the Social
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Security Act under which they are exempt from the tax on employers of eight
or more.

The CHAIRMAN, Before the hearings are closed I wish to have included in the printed record, for the consideration of the committee,
communications, briefs, and statements relative to the pending bill,
submitted by the following: Mr. S. E. McKee, assistant manager,
the Texas Co,, New York City; Breed, Abbott & Morgan, attorneys
New York City, on behalf of California Perfume Co., Inc.; Paul
Fisliback, secretary, National Food Brokers Association, Indianapolis,
Ind.; Mr. W. Gibson Carey, Jr., president, Chamber of Commerce
of the United States; Mr. Howard Friend, secretary, the Inter-Organi-

zation Council of Indiana; Miss Marguerite M. Wells, president,
National League of Women Voters; E. E. Cammack, chairman,
Group Association (association of insurance companies writing group

insurance); Mr. Timothy J. Mahoney, chairman, New York State
Employers Conference, New York City; and Mr. H. F. Elberfeld,
chairman, social security committee, Now Jersey State Chamber of
Commerce.
(The communications, briefs, and statements referred to are as

follows:)

SOCIAL SECURITY ACT AMENDMENTS

Hon. PAT HARniSON,

Tun TEXAS Co.,
New York, June 18, 1939.

Chairman, Finance Commitee,
United States Senate, Washington, D. C.
DEAR SENATOR HARRISON: It is my understanding that the amendments to the
Social Security Act incorporated in H. R. 6635 are presently being considered by

the Senate Finance Committee.
It is my opinion, and I believe the opinion of those representing other business
interests, that the proposed enactment should be amended in several important
particulars, and I am, therefore, taking tie liberty of presenting the following
sugg Stiolns.
I. CREDITS AGAINST THE TAX IMPOSED BY TITLE IX ON ACCOUNT OF CONTRIBUTIONS
TO STATE UNEMPLOYMENT FUNDS

Under the existing statute credit is allowed to the extent of 90 percent of the
tax under title IX for contributions with respect to the taxable calendar year which

are paid to the States before the due date of the Federal return for such year,
which
is January
of the
year
Section
1601 (a)31(3),
page
67 following.
of the above bill applicable to taxes fer the calendar year 1939 and thereafter, does not extend the time within which payment to
the States may be made and the full credit of 90 percent taken against the Federal
tax, but does permit a lesser credit to be taken if the payments to the States are
made before July I next following the last day upon which the taxpayer is required
to file his Federal return.
Section 902 (a), page 100 of the bill, would permit credit against the Federal
taxes imposed for the calendar years 1936, 1937, or 1938 for taxes paid to the
Staten before the sixtieth day after the enactment of the bill or on or after such
sixtieth day with respect to wages paid after the fortieth day after the date of
enactment.
If, under existing law, a taxpayer does not pay his State unemployment taxes
before the due date of his Federal return, he losets the 90 percent Federal credit:
in effect he pays what amounts to almost a double tax, Obviously it is unfair to
penalize a taxpayer to such extent for delayed payments to the States, especially
when lee is already penalized in the form of State interset penalties, which range
from 6 to 12 percent per annum.
While the present bill ameliorates this situation, it does not go far enough.
This new type of social legislation has raised many legal questions, which it will
take some time for administrative bodies and the courts to pass upon. It seems
fair, therefore, that the taxpayer should have a longer period within which to
claim the Federal credit for State taxes than that provided In the above bill. A
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period of 4 years is suggested, since under existing law a claim for refund of social
security taxes may be presented by a taxpayer within 4 years next following the
date of payment thereof. If the proposed change In H. R. 6635 hereinafter set
forth is adopted, the period within which credit for State payments could be
claimed and a claim for refund filed would then be the same. The adoption of
this amendment would not encourage delayed payments to the States, since the
interest penalties provided by the State statutes for late payments would act as
a deterrent to delinquency, and the Federal statute, jasyou know, provides for
6 percent interest om late payments of Federal tax.
In this connection I might point out that the 80 percent credit against the
Federal estate tax, allowed for inheritance taxes paid to the States, ordinarily is
permitted to be taken If such taxes are actually paid to the States and credit
therefor claimed within 4 years after the filing of the Federal estate tax return.
In order to accomplish the change above recommended, it Is suggested that
section 1601 (a) and section 902 (a) be modified to read as follows:
"SEo. 1601. CREDITS AGAINST TAX:
"(a) CONTRIBUTIONS TO STATE UNEMPLOYMENT FuNiss*

*

*

*

*

*

*

"(3) The credit against the tax imposed by section 1600 for any taxable year
commencing with that of 1930 shall be allowed If payment by the taxpayer of
contributions into an unemployment fund under the compensation law of a State
for which such credit Is claimed is made within 4 years next after payment of the
tax under section 1600 to which such credit is applicable."
*

*

*

*

*

*

*

"SEC. 902. (a) Against the tax imposed by section 901 of the Social Security
Act for the calendar year 1936, 1937, or 1938, any taxpayer shall be allowed credit
for the amount of contributions, with respect to employment during such year,
paid by him into an unemployment fund under a State law"(1) Within 4 years next after payment of the tax under section 901 of the Social
Security Act to which such credit is applicable;"
IT. DEFINITION OF "1EMTLOYEE

'

Under the present statute the term "employee" Is not defined except as including
(airt. 205, regulations 90,
of a corporation. However, the regulations
an officer
1
and art. 3, regulations 91) further define the term.
Art. 205of regulation go reads asfollows.
another within the meaning of the
ln the employ nf
"ART.205. Employed Indmiduals.-An individual Is
art ithe performs services In an employment as defined insection 007 (c),However, the relat lonsmip
such services and the person for whom such services are rendered
between the individual who performs
must asto those services, be the legal relationship of employer and employee. The act makes no distincVon between classes orgrades of employees. Thus, superintondonls, msaniagers,and other superior em.
ployees are employees within the meaning of the act.
"The words employ,' 'employer,' and 'employee,' as ased In this article, are to be taken In their ordinary
moaning. An employer, however, may be an Individual, a corporation, a partnership, a trust or estate, a
Joint-stock company, an association, or a syndicate, group, pool, joint venture, or other unincorporated
organisation, group, or entity. An employer may be a person acting inailduolary capacity or on behalf of
another, such as a guardian, committee, trustee, executor or administrator, trustee In bankruptcy, receiver,
assignee for the benefit ofcreditors, or conservator,
be determined upon
"Whether the rolntionslilp of employer and employee exists, will In doubtful cores
an examination of the porticulnr facts of each case.
"Oenerally the restlonslip exists when the person for whom services are performed hosthe right to
control and direct the indivdiml who performs the services, not onlyas to the regut to be accomplished by
the workbut also Astothe details and means by whieh that result Is accomplished. That Is, an employee
to tha will and control of theemployer not only as to what shall hedone but how It shall be done.
Is subject
In this
connection, it Is not necessary that the employer atually direct or control the manner In which the
en Important
services are performed: It is sMcient if he hes the right todo so. The right to discharge is elqo
that tigit Is an employer. Other factors charterlstlc of an
factor
Indicating that the person posessin,
employer airethe furnishing of tools and thefurnishilng of a placeto work, to the individul who performs
as to the
another
merely
the services, In general, Itan Individual is subject to the control or direction of
result to tie accomplished by the work and not as to the means and methods for accomplishing the result
he Is ionIndependent ontrmctor, not an employee.
the designation or desdritonof terelationship by
"If the relationship of employer and employee exists,
as anything other than that of employer and employee l; ImMaterial, Thus, iftwoindividuals
the part les
in fact stand In the relation of employer and employee to each otuer, it is of no consequence that theemployee
is esi nated as a partner, eoadventnrer, agent, or Independent contractor.
"rhe measurement, method, or dosignation of compensation is sloe immaterial, if the rolatlonship of
employer and employee in fact exists,
"Individuals performing services as Independent contractors are not employees clenerally, pheslctans,
lawyers, dentinsts, veterinarians, contractors, suhcontractors, public stenophers, Auctioneers, ana etilers
who follow as Independent trade, business, or profession, In which lbcy offer their serv ices to t",,puuiiel, see
ssc.i
o.Adrco
u
ietr
independent contractors and not employees. ftecroain
drce
uh snt
"An Me1er efta corporation lean employee of h oprtobtadrcoa
MAYbe no employeoof the corration, however, if he performs scrvlcxefor the corporations ether than these,
required by at tendamnceat and participation in mieetinge of timeboaid cf directors."
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The bill amends the definition of "employee" (see. 1426 (d), p. 63; see. 801
(b) (6), p. 97). It includes within the term aiiy individual who secures applica.
tions or orders or otherwise personally performs services as a salesman for a person
in furtherance of such person's trade or business, even though such individual
is not an employee of such person under the law of master and servant, unless
such services are performed as a part of such individual's business as a broker or
factor, and in furtherance of such business as a broker or factor, similar services
are performed for other persons and one or more employees of such broker or
factor perform a substantial part of such services, or such services are casual
services.
The amendment i8objectionable for these reasons, among others:
(1)It expands the definition of "employee" to include any individual who for
remuneration by way of commission or otherwise secures applications or orders
or otherwise personally performs services as a salesman, but who is not aii
employee under the law of master and servant.
(2) It embraces salesmen, brokers, and factors who would not be employees
under existing State statutes.
(3) It selects a particular group of persons and arbitrarily and capriciously
classifies them as employees, with the result that the provision tiiay possibly be
declared unconstitutional. (See iciner v. Donnan, 285 U. S.312.) It would be
just as logical to provide that all persons engaged in the manufacture of airplanes,
or any ot iergroup, should be regarded as employees, even though ii law and in
fact they might be independent contractors to whom the Social Security Act
never was intended to apply.
(4) There is no justification for making a distinction solely on the ground that
one factor or broker sells the products of one person, while another factor or
broker sells the products of more than one person-both may be equally independent businessmen.
(5) The definition is unnecessary, since the above-quoted regulations, which
have the force of law, provide an adequate and proper test for coverage, and
under that test, which is the common-law test of employer-employee relationship,
salesmen now come within the statute in those cases which the Social Security
Act was intended to embrace; that is, where they are subject to the direction and
control of their principals and are, therefore, employees.
111. DEFINITION OF WAGES

As the Social Security Act now stamids, the term "wages" is not defined fin
titles VIII amid IX other thati to mneami
all reinmeratiotn for employment, including
timecash value of all remuneration paid iii any medium other than cash (with the
$3,000 limitation in title VIII). However, the term "wages" is further defined
by article 209 of Regulations 90 (pertaining to title IX) and article 16 of Regulations 91 (pertaining to title VIII). Thus, article 209 of Regulations 90, so far
as material, provides:
"(d) Prnen8 on lfe
inswmauoe.-Generally, pr.miu
paid
ns by an employer
oi a plley of life insurance covering thle life of aii fniployca constitute wages if
tle enspoyr is mot a beneficiary under the pulley. -o~vver, premi ms paid by
am employer oil
policies of group life insurance covering the lives of his cnploye
are
lot
wages, if the employee has no option to take the amioumnt of the premiums
instead of accepting tme in surance and lis no eqtity i the policy (such as the
right Of assignmu'nt or the right to the surrender value ol termination of his
emoploymeiit).
1(f) Pyilients impe
aployers
into employees' funds-Payments made by an einhloyer
into a stock' bonds, pension, or profit-sharing funidcoistitute wages if such
pamnet inure to tim exclusive beitefit of the employee and may be withdrawn
or is missal, or if the co tract
resignation
or upom as
time, paynont
a ny such
eat, iire
by t hle mplo e rl
ornploilienet
part of the compeiisationi
Vhiether or
not tiude;r other circunistamices such payments comstituite wages depeiids uiponi the
particular facts (if eachi cse,"
Suib )aragrap)lu (d) and (f) of article 10 of Ileguinatiomis 01 are simnilar.
1. 6635 provides that the tern "wages" mneatis all remuneration for employmemit, iiicluidimig the cash Nvalue of all romnuneration paid it: amiy medium other thami
cash; except that such term shall iiot include"(2) 'ile aimoutit of amiy payment made to, or oi behalf of, an employee under
a plati or systm established by all employer wvhih makes provision for his employees generally or for a class or classes of his eniphoyces includingg any amount
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paid by an employer for insurance, or into a fund, to provide for any such payment), or account of (A) retirement, or (B) sickness or accident disability, or
(C) medical and hospitalization expenses in connection with sickness or accident
disability."
Tile Report of the House Ways and Means Committee (No. 728) contains the
following statement:
"nDEFiNITrON OF WAGES
"Section 209 (a): This subsection continues the present definition of wages,
but excludes certain payments heretofore included. Paragraph (2) excludes all
payments made by the employer to or on behalf of an employee, or former employee, tinder a plan or system providing for retirement benefits (including
pensions), or disability benefits (including medical and hospitalization expenses),
but not life insurance. These payments would be excluded even though the
amount or possibility of such payments is taken into consideration in fixing the
amount of remuneration and even though such payments are required, either
expressly or impliedly, by the contract of employment. Since it is the practice
of some employers to provide for such payments through insurance or the establishment and maintenance of funds for tie purpose, the premiums or insurance
payments and the payments made into or out of any fund would likewise be
excluded from wages."
(See pp. 59 and 72 of Report No. 728 for similar comments with respect to tie,
definition of "wages" tit sec. 1426 (a) and sec. 1607 (b), respectively.)
Inasmuch as Congress by the above bill is now covering specifically in the statute
itself some of the features presently embraced in the regulations, it seems desirable that there should be Included in the bill also a provision expressly excluding
from the term "wages" death benefits paid by an employer and premiums paid
by an employer on policies of group-life insurance covering the lives of his employees at least if the employee lias no option to take the payment or the amount
of the premiums instead of accepting the insurance and has no right of assignment
or other equity such as that described In the regulations. The object of the bill,
as stated in Report 728, is to liberalize the law, and it seems, therefore, that the
phrase, "but not life insurance," where it appears in Report 728, undoubtedly
was intended to refer to cases embraced In tire first sentence of subparagraph (d)
of article 209, above quoted, and not to group-life insurance on employees tinder
the conditions specified in the second sentence of said subparagraph. It is advisable, however, to have this made clear and to remove by clarification any possible
room for doubt later or.
Tire express exclusion from tire term "wages" of premiums paid by an employer
for group-life insurance on his employees, and of death benefits paid by air cmgioyer himself pursuant to an uninsured plan or system, could be accomplished
by adding after tire semicolon at tire end of subparagraph (2) or pages 35, 57,
and 85 of tire bill tire following paragraph:
"Or (D) death, provided the employee has not (i) the option to receive, Instead
of provision for such death benefit, any part of such payment or, if such death
benefit is insured, any part of the preiniurs (or contributions to premiums) paid
by his employer, and (if) tire right, under the provisions of t.e plan or system or
policy of insurance providing for such death benefit, to assign such benefit, or to
receive a cash consideration in lieu of suhei benefit either upon his withdrawal
from the plan or system providing for such benefit or upon termination of such
plan or system or policy of insurance or of ris employment with such employer."
In the same subparagraph (2) the words, ", or annuities," should be added
after "insurance," since retirement pensions ordinarily are provided for by annuity
contracts rather than insurance.
To summarize briefly, my suggested amendments are:
(1) That the period within which credit may be taken against tire Federal tax
on account of payments of unemployment compensation taxes made to tire
States should be 4 years next after payment of the Federal tax; such provision to
apply with respect to 1936 and all years thereafter.
(2) That the proposed amendment of the definition of "employee" be omitted;
and
(3) That the proposed definition of "wages" be amended so as to exclude
death benefits paid by an employer and premiums paid by an employer or policies
of group-life insurance coveringIris employees and to include in subparagraph (2),
after the word "insurance" tire words ', or annruities,".
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I should appreciate it If you would include this letter in the record. for consideration by your committee. I am taking the liberty of sending a copy of it to each
member of the committee.
Respectfully yours,
S. E. McKEE,
Aasistant Manager.
LComnmnittee
on Finance, United States Senate, 76th Cong.-Herlngs on H. It, CO1M
MEMORANDUM ON BEHALF OF CALIFORNIA PERFUME Co., INr., SEEK'TNO CLARIFICATION OF PROPOSED AMENDMENTS CONTAINED IN H. R. 6635, TITLE VI,
SECTION 606 AND TITLE VIII, SECTION 801 (B)
INTRODUCTORY STATEMENT
This memorandum is submitted on behalf of California Perfume Co., Inc., a
New York Corporation, with its principal office at 30 Rockefeller Plaza, New
York, N. Y., and engaged in the direct seing of Avon and Perfection products
(cosmetics, perfumes, flavoringextracts, toilet articles, household specialties, etc.)
throughout the United Statesby means of approximately 30,000 sales representatives. Its purpose is to urge consideration by your committee of certain proposed
amendments contained in H. R. 6035, title VI, section 606 (being, In part an amendment to sec. 1426 (d) of the Internal Revenue Code) and title VIII, section
801 (b) (which strikes out paragraph (6) of section 1101 (a) of the Social Security
Act and Inserts in lieu thereof a new paragraph) with a view to clarification of the
definition of the term "employee" contained therein. The proposed definition
reads as follows:
"EMPLOYEE.-Tie term 'employee' includes an officer of a corporation. It also
includes any individual who, for remuneration (by way of commission or otherwise)
uider an agreement or agreements contemplating a series of similar transactions,
secures applications or orders or otherwise personally performs services as a salesman for a person in furtherance of such person's trade or business (but who is not an
employee of such person under the law of master and servant); unless (1) such
services are performed as a part of such individual's business as a broker or factor
and, in furtherance of such business as broker or factor, similar services are performed for other persons and one or more employees of such broker or factor perform a substantial part of such services, or (2) such services are not in the course of
such individual's principaltrade, business, or occupation." [Italics ours.]
The sales representatives of California Perfume Co., Inc,, have been held by the
Treasury Department not to be "employees" within the meaning of that term in
the present Social Security Act. We believe that the intention of the italicized
portion of the above amendment is likewise to exclude such representatives from
the term "employee". This memorandum will show the desirability and fairness
of such exclusion and will urge that the italicized clause in the above definition be
so clarified that persons performing services such as are rendered by the sales
representatives of California Perfume Co., Inc., are explicitly excluded from the
meaning of the term "employee" as used in the Social Security Act.
DESCRIPTION OF THE ACTIVITIES OF SALES REPRESENTATIVES

An pointed out in the introductory statement, the products of California
Perfume Co., Inc., are distributed throughout the United States by approximately
30,000 sales representatives. Of these 27,000 are active in rural and suburban
districts and in smaller cities. A very large majority of these 30,000 sales representatives are housewives who are engaged in selllng the products of California
Perfume Co., Inc during a portion of their spare tin,' for the purpose of earning
a small amount of incidental Income.
A sales representative has complete discretion as to when and where, In her
particular territory, she will 'work and to choose her own customers. Her hours
,of work are of her own making and subject to no control by the company. No
customers' lists are furnished to a sales representative and the company does not
and is, in fact, unable to make any check on her clientele, which is consequently
dependent upon her ovin desires and initiative. She is not prevented from
engaging in any other business activity nor from carrying competing lines of
merchandise. She Is not required to fulfill any minimum quota of sales, In
fact, the average gross sales of representatives who work. for a full year amount
only to approximately $150 and a large majority of the representatives do not
work for a full year. Commissions of 40 percent, which are a sales representative's
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sole compensation, would amount to $60 on this volume of sales. It is, therefore

obvious that selling by the average representative constitutes a pin money activity.
In the nature of a side line rather than a real trade, business or occupation.
As stated above, a sales representative's only remuneration Is a 40 percent commission on her gross sales. When the volume of her sales reaches a quota which
she considers sufficient to warrant shipment from the company, she fills out an
order blank and sends It to the company. The latter thereupon forwards her
the ordered goods on a 20-day credit basis. She then delivers to her customers
the particular goods ordered by each and remits 60 percent of the list price to the
company retaining 40 percent as her commission. While the company endeavors
to maintain the list price of its goods, It has no way of knowing at what price a
particular representative sells, She can, In fact, pass along to the customer any
part, or all, of the 40 percent commission retained by her, Similarly, the company has no way of knowing whether or not she sells on a cash-on-delivery basis.
the
If representative should extend credit to one of her customers, she would be
obligated to bear whatever loss migh
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accurately to make such a determination, tfhe ax would amount to one on ross
commissions.
The clerical burden isespecially heavy in the instant ease because of the turnover of sales representatives eah year. The company Is represented each year
b approximately 30,000 new saleswomen. The company has little or no know-'
edge of the length of time during which any one representative sells its products
because its contact with the saleswomen Is predicated entirely upon the return
sent in from time to time. Since there is such a huge turn-over, th clerical cost

of setting up and maintaining accurate pay-roil records for each sales representative wuld, In many cases, be too great to justify the "employment" of such
representative.
As previously stated, the average comnmiusin paid to a representative annually
amounts to about $60. It istherefore clear that in such average ease the financial

burden which would be Incurred both by the company anid by the representative
would not be commensurate with the benefits to be obtained tinder title VIII of
the Social Security Act. The company's financial burden, aside from this actual
greatly in excess of that imposed upon companies employingF a
would be
tax paid,number
similar
of regular salaried employees due to the added clerical bu, en
necessary under this company's particular type of direct selling. The financial
burden of the representative is confined, of course, to the tax paid, but In view
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I should appreciate it if you would include this letter in the record for considera-

tion by your committee. I am taking the liberty of sending a copy of it to each
member of the committee.
S. E. McKEE,
Respectfully yours,
Assistant Manager.
lConimittee on Finance, United States Senate. 76th Cong.--Iefrings on H. n. 60351
MEMORANDUM ON BEHALF OF CALIFORNIA PERFUME CO., INC., SEEHI'NO CL.AiIFICATION OF PROPOSED AMENDMENTS CONTAINED IN H. R. 6635, TITLE VI,
SECTION 6006 AND TITLE VIII, SECTION 801 (B)
INTRODUCTORY STATEMENT
This memorandum is submitted on behalf of California Perfume Co., Inc., a
New York Corporation, with its principal office at 30 Rockefeller Plaza, New
York, N. Y., and engaged in the direct selling of Avon and Perfection products
(cosmetics, perfumes, flavoring extracts, toilet articles, household specialties, etc.)
throughout the United Statesby means of approximately 30,000 sales representatives. Its purpose is to urge consideration by your committee of certain proposed
amendments contained in H. It. 0635, title VI, section 606 (being in part an amendment to sec. 1426 (d) of the Internal Revenue Code) and title VIII, section
801 (b) (which strikes out paragraph (6) of section 1101 (a) of the Social Security
Act and inserts in lieu thereof a new paragraph) with a view to clarification of the
definition of the term "employee" contained therein. The proposed definition
reads as follows:
"EMPLoY E.-The term 'employee' includes an officer of a corporation. It also
includes any individual who, for remuneration (by way of commission or otherwise)
tinder an agreement or agreements contemplating a series of similar transactions,
secures applications or orders or otherwise personally performs services as a salesman for a person in furtherance of such person's trade or business (but who is not an
employee of such person tinder the law of master and servant); unless (1) such
services are performed as a part of such individual's business as a broker or factor
and, in furtherance of such business as broker or factor, similar services are performed for other persons and ode or more employees of such broker or factor perform a substantial part of such services, or (2) such services are not in the course of
such individual's principaltrade, business, or occupation." [Italics ours.]
The sales representatives of California Perfume Co., Inc., have been held by the
Treasury Department not to be "employees" within the meaning of that term in
the present Social Security Act. We believe that the intention of the italicized
portion of the above amendment is likewise to exclude such representatives from
the term "employee". This memorandum will show the desirability and fairness
of such exclusion and will urge that the italicized clause in the above definition be
so clarified that persons performing services such as are rendered by the sales
representatives of California Perfume Co., Inc., are explicitly excluded from the
meaning of the term employee'" as used in the Social Security Act.
DESCRIPTION OF THE ACTIVITIES OF SALES REPRESENTATIVES

As pointed out In the Introductory statement, the products of California
Perfume Co., Inc., are distributed throughout the United States by approximately
30,000 sales representatives. Of these 27,000 are active in rural and suburban
districts and in smaller cities. A very large majority of these 30,000 sales representatives are housewives who are engaged in selling the products of California
Perfume Co., Inc., during a portion of their spare time for the purpose of earning
a small amount of incidental income.
A sales representative has complete discretion as to when and where, In her
particular territory, she will work and to choose her own customers. Her hours
of work are of her own making and subject to no control by the company. No
customers' lists are furnished to a sales representative and the company does not
and Is, in fact, unable to make any check on her clientele, which Is consequently
dependent upon her own desires and Initiative. She is not prevented from
engaging In any other business activity nor from carrying competing lines of
merchandise. She Is not required to fulfill any minimum quota of sales. In
fact, the average gross sales of representatives who work for a full year amount
only to approximately $150 and a large majority of the representatives do not
work for a full year. Commissions of 40 percent, which are a sales representative's
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sole compensation, would amount to $60 on this volume of sales. It is, therefore,
obvious that selling b the average representative constitutes a pin money activity
in the nature of a side line rather than a real trade, busine:.s, or occupation.
As stated above, a sales representative's only remuneration is a 40 percent commission on her gross sales. When the volume of her sales reaches a quota which
she considers sufficient to warrant shipment from the company, she fills out an
order blank and sends it to the company. The latter thereupon forwards her
the ordered goods on a 20-day credit basis. She then delivers to her customers
the particular goods ordered by each and remits 60 percent of the list price to the
company retaining 40 percent as her commission. While the company endeavors
to maintain the list price of its goods, it has no way of knowing at what price a
particular representative sells. She can, in fact, pass along to the customer any
part, or all, of the 40 percen* commission retained by her. Similarly, the comeany
has no way of knowing whether or not she sells on a cash-on-dolivery basis.
f tie representative should extend credit to one of her customers, she would be
obligated to bear whatever loss might result.
The name of a sales representative does not appear and has never appeared on
the pay roll of California Perfume Co., Inc. All expenses of the solicitation, including transportation expenses, are borne by the representative. The actual
sales technique employed by a sales representative rests entirely In her discretion.
The only contact maintained by the company with the great majority of sales
representatives is by correspondence because, even if it wished, the company
could not keep in touch with each of the 30,000 representatives, scattered as they
are throughout the entire United States.
The length of time during which a sales representative will be engaged in her
activity will depend completely upon her own initiative. She is free to terminate
her selling activity at any time. As a matter of fact, a very largo percentage of the
sales representatives pursue their activities for only a short time, and, as a result,
California Perfume Co., Inc., must appoint each year approximately 30,000 new
representatives. The company is unable and makes no attempt to force any
representative to continue her selling activity. In short, California Perfume Co.,
Inc., has no direct control over either the character or the duration of a sales
representative's relationship with the company. The sales representative is her
own master. California Perfume Co., Inc., merely affords her an opportunity to
sell its products as long as she desires.
EFFECT OF IMPOSITION OF TAX IN THE INSTANT SITUATION

It is Immediately apparent from the relationship between California Perfume
'Co., Inc., and its sales representatives, as above outlined, that a tremendous clerical
burden would be placed upon the company should the act be made applicable
to such sales representatives through an extension of the term "employee" to
Include them. Their expenses vary in each individual case in accordance with
varying methods of solicitation and modes of transportation. Since they pay their
own expenses and make no reports thereof to the company, the clerical work which
would be entailed in making even an approximate determination for the purpose
of contribution reports would be enormous and, If the employer were unable
accurately to make such a determination, the tax would amount to one on gross
commissions.
The clerical burden is especially heavy in the instant case because of the turnover of sales representatives each year, The company is represented each year
by approximately 30,000 new saleswomen. The company has little or no knowledge of the length of time during which any one representative sells its products
because its contact with the saleswomen is predicated entirely upon the returns
sent in front time to time. Since there is such a huge turn-over, tho clerical cost
of setting up and maintaining accurate pay-roll records for each sales representative would, inmany cases, be too great'to justify the "employment' of such
representative.
As previously stated, the average commission paid to a representative annually
amounts to about $60. It Is therefore clear that in such average case the financial
burden which would be incurred both by the com pany and by the representative
would not be commensurate with the benefits to be obtained tinder title VIII of
the Social Security Act. The company's financial burden, aside from the actual
tax paid, would be greatly in excess of that imposed upon companies employing a
similar number of regular salaried employees due to the added clerical burden
necessary under this company's particular type of direct selling, The financial
burden of the representative is confined, of course, to the tax paid, but in view
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of the fact that qualification for old-age benefits is predicated upon receipt of a
total of at least $2,000 in wages from included employment over a period of 5
years and before reaching 65 years of age, it is difficult to see how the overwhelming majority of representatives could qualify for old-ago benefits through their
"employment" with California Perfume Co., Inc. Viewed in this light, it is submitted that the possible benefits accruing from the inclusion of these representatives within the meaning of the term "employee" under the Social Security Act
in no way justify the burden placed upon the company and such representatives.
There are equally compelling reasons why the proposed definition should not
be extended to title IX of the act if such definition should be construed to include
these sales representatives and other salesmen similarly circumstanced, The
effect of covering such self-employed individuals would be to put a premium on
voluntary unemployment. Whether such a person sells or not rests entirely
within his own discretion. She is master of her own time and efforts and cannot
be supervised or controlled. If she chooses to sell, she is entitled to commissions.
If she should be included under title IX, and the States should follow the lead of
Congress in this respect, she would be eligible to draw unemployment benefits by
choosing not to sell. In other words, thus to extend the definition of "employee'
would be to violate the intent of the Social Security Act which was to provide
economic relief caused by involuntary rather than voluntary unemployment.
That this was the original intent of Congress is evidenced by the original exclusion
of individuals who were not subject to supervision and control and in whose discretion rested the decision to work or not to work. The involuntary unemployment at which title IX and its companion State acts are directed is of necessity
unknown to the sales representative of the type here concerned. Since her opportunity for employment is always available and dependent solely upon her own
Initiative, the only type of unemployment which she may experience is voluntary.
In addition to the digression from the original intent of title IX which the
inclusion of such representatives would cause the clerical and financial burden
which would be placed on the company would, as in the ease of title VIII, be
tremendous,
In the light of these important considerations, it is important that attention be
given to the true intent of the Social Security Act and of the newly proposed definition of an "employee" and to the question of whether that definition should
clearly exclude salesmen of the typo who represent California Perfume Co., Inc.
INTENT OF ACT NOT TO COVER INSTANT CASE

From the very beginning the Social Security Act contemplated the exemption
of self-employed individuals. Sales representatives who are masters of their own
time and effort, and subject to little or no supervision and control, have been
specifically excluded from practically all social legislation passed under this administration. As far back as the N. It. A. period it was proposed that independent
outside sales representatives be excluded from the provisions relating to minimum
wages and maximum hours. As a result of the hearings had thereon commissionpaid sales representatives were specifically excluded in various codes. Subsequently, under the Fair Labor Standards Act of 1938 the following exemption
appeared:
4SEc. 13. (1) Any employee employed in a bona fide executive, administrative,
professional or localretailing ca acity, or in the capacity of outside salesman (as
such terms are defined and de, limited by regulations of the administrator),"
[Italics ours.]
The draftsmen of these laws recognized clearly the impossibility of fairly and
effectively extending to this class of salesmen the benefits proposed under those
laws and, as'a consequence, exempted them,
No less apparent is the intent to exclude such individuals from the coverage
of the present Social Security Act, In the instant case the Treasury Department
has specifically ruled that the sales representatives of California Perfume Co., Inc.,
are not and never have been intended to be within the meaning of the term
"employee."

Nor have the draftsmen of the proposed definition of the term "employee" In
H-. It. 6635, as applied to title VIII of time Social Security Act, intended to change
entirely the original intent of the Social Security Act, In extending the coverage
of thle term "employee" to commission salesmen, two definite exceptions have
been made. One, it is sincerely believed, is directed at just such individuals as
are here involved, That exception provides that persons whose services are net
In the course of their NrlncIpal trade business, or occupation are not within the
meaning of the term employee.") the bill as previously framed provided that
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the term "employee" did not include persons whose services were "casual servlees" not in the course of their principal trade, business, or occupation. Subse.
quently the words "casual services" were deleted from the exception. This broadening of the definition evidences a sincere effort on the part of the draftsmen to
exempt the type of sales representative hero involved.
It is submitted, however, that this intention should be further clarified so as
to remove a possible ambiguity. As stated above, a large majority of the sales
representatives of California Perfume Co., Izie., are housewives, widows, and the
like, who sell the company's products as a means of obtaining pin money. Of all
types of independent salesmen it would seem that persons like these should be
the first to be excluded from the term "employees." We believe the exception as
presently worded may be ambiguous in eases where such a sales representative
has no other principal trade, business, or occupation in the accepted sense despite
the fact that the services performed for the California Perfume Co. do not amount
to a principal trade, business, or occupation. In other words, the present exception might be considered susceptible of the following interpretation: A man with
other steady work would be excluded from the term "employee" whereas a woman
whose primary work consists of duties as housewife or housekeeper would be
included on the ground that such duties were not a "principal trade, business, or

occupation."

Yet it would seem unfair to call services which produced $60 worth

of commissioners the "principal trade, business, or occupation" of a person the
majority of whose time Is consumed in houtsehoid duties. For this reason we sub-

nit that the exception as presently worded should be clarified to Include without

question the services of such persons.

SUGGESTED CLARIFICATION

Thus far we have advocated a clarification of the exception to the newly proposed definition of the term "employee." However, if the suggested clarification
of the exception is deemed impractical, we believe that the entire amendment to the
present definition of "employee" should be deleted in order that the sales representatives of this company and other companies whioh employ substantially the
same methods of merchandising will be exempted.
In approaching the problem of clarification wo respectfully urge that your
committee )ear in mind the discritntation which, as pointed out above, is likely
to occur if the exception is left undisturbed. We have drafted a proposed amenmont which we believe would eliminate such discrimnatlon. In other words, the
amendment is designed to include sales representatives whose services are the
same as those intended to be covered by the present clause and yet who may not
otherwise have what is comnuonly tormiied a principall trade, business, or occupation."
The definition
of "employee" as contained it title VI, section 606, and title VIII,
section 801 (b), of H. R. 6635 together with the proposed clarifying amendment
woUld read as follows, the now matter being set out initalics:
"The term 'employee' includes an officer of a corporation. It also includes
any individual who, for remuneration (by way of commission or otherwise) under
an agreenentor agreements contemplating a series of similar transactions, secures
applteations or orders or otherwise personally performs services as a salesman
for a person in furtherance of such person's trade or business (but who is not an
emplyee of such person under the law of master and servant); unless (1) such
services are performed as a part of such itdividtal's business as a broker or factor
or factor
broker
of such
taployes
e or
ote orasmore
sud, in furtherance
of such and
business
broker
factor,
similar
services
are
for other persons
performed
of
do innotthe
or occupation,
trade, business
perfortnof a such
substantial
individual's
part ofprincipal
such services,
or (2) such
services areornot
course
perregfularity
consumed,
time with
(including
the ofcharacteristics
have
themselvJesand
'posncipaof trade,
the phrase
associated
profit) customarily
extent
fermence
abuiness ooccupation'."
that this or some similar clarifying amendment be inserted
We respectfulIly utrge
i the bill
Respectfully submitted.
BaEfD, Aa Osr & MORGAN,
New York, N. Y., Attorneys for California Perfume C'., Inc.
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FOOD BROKERS

ASSOCIATION,

Indianapotis,June 18, 1989.
Hon. PAT HARRISON,
Chairman, Finance Committee, United States Senate,
Washington, D. C.
Sin: I am instructed to invite your attention and the attention of the Finance
Committee to a provision in H. It. 6635 which appears to be unworkable so far
as It affects the members of the National Food Brokers Association and their
principals.
I refer to the proposed definition of "employee" under title VI
amending section 1426 (d) of the Internal Revenue Code. Under this section
it appears that brokers are excluded from the definition "employee" provided:
Flrst, "Such services are performed as a part of such individual's business as a
broker or factor and * * *."
Second. "In furtherance of such business as broker or factor, similar services
are performed for other persons and * * *"
Third. "One or more employees of such broker or factor perform a substantial
part of such services * * *."
The last clause of section 1426 (d) as shown in the proposed bill and reading
"or such services are casual services not in the course of such individual's principal
trade, business, or occupation", does not affect the food broker.
The food broker Is an Independent sales agent In the various trade centers of
the country who negotiates sales of food and grocery products to wholesalers for
and on account of many principals, producers, manufacturers, and processors
of food products. His compensation is solely on a commission basis. Many
food brokers In the various trade areas are individuals having as many as 150
principals located in various parts of the Nation. Some of these brokers, operating as individuals or partnerships, employ assistants or outside salesmen, while
others do not, It appears to us that all food brokers who employ assistAnts or
salesmen are clearly excluded by the definition. However, It appears that the
individual food broker or the partnership who employs no assistants or salesmen
to perform a "substantial part of such services" cannot qualify for exclusion
under the tliod provision quoted above. It Is our opinion that the application
of the provision to food brokers is utterly unworkable. The food broker is an
independent businessman. He has contracts with a hundred or more principals.
There Is no way of the principal knowing the cost of doing business of the broker
or the amount of expenses allocable to a particular principal. Furthermore, it
would seem impractical to Impose upon a broker difficult and expensive costaccounting analysis in order to get at facts and figures essential to finding the
wages on which the tax is Imposed.
It would seem inevitable that if this section is enacted Into law with this effect
the small independent individual broker would lose his accounts. Principals
would go to the large brokerage firms exempt tinder the definition. We respectfully urge that the third "and" clause, reading as follows, be eliminated:
"and one or more employees of such broker or factor perform a substantial part
of such services * * *,')
There appears to be no legitimate reason to discriminate ag,,'nst and threaten
to drive out of business a small broker who does not need or cannot afford the
employment
assistants.
Reslpectfullyof sbiitted.
PAUL FISHnACK,
Secretary.
CHAMBER OF COMMERCE OF THE UNITED STATES,

WasMington, June 1., 1989.
H. R. 8605, AMENDMENTS TO SOCIAL SECURITY ACT

Hon. PAT HARRISON,

. Chairman, Committee on Finance, United States Senate.
My DEAR MR. CHAIRMAN: Important parts of H. R. 6035, as this bill has passed
the House of Representatives, so closely accord with principles we have been
advocating by reason of decisions made by our organization membership that
we trust there will be concurrence by your committee. Principal features to which
I refer areAdvance of time for the beginning of payment of Federal old-age benefits to
1940;
Increase in the amounts of such benefits in the earlier years after payments
begin;
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Abandonment of the accumulation of vast reserve in connection with the Federal
plan for old-age benefits and substitution of a trusted fund which is more appropriate for the Federal Government;
Postponement of the increase in tax rates under the Federal old-age plan from
the present rates of 1 percent on pay rolls and I percent on wages, thus, according
to the official estimates, avoiding imposition next year, and in each of the two
succeeding years, upon employers and workers of tax burdens in addition to the
present burdens in the amount of $275,000,000.
IMMEDIATE TAX REDUCTION

Relief from present tax burdens can also be given through this bill, in large
amounts. The minimum relief in 1939 can amount to $100,000,000, and in 1010
the minimum is $200,000,000, after added costs for the States that would be
imnposed by H. It. 6635. But such added costs should not be made a price for
reduction of rates in State taxes, Tho prcsvnt State laws have been certified by
the Social Security Board as meeting the specifications of the Social Security Act.
Any questions respecting State laws should be considered separately, and upou
their own merits. There should be relief at once from excess taxation of pay rolls
under the present State laws. That relief will mean a reduction in the present
tax burden of at least $500,000,000 In 1939 and 1940.
In order that this direct tax relief may be obtained, of course, there must be
provision In ii. R. 6635 for employers to obtain credit against the Federal pay-roll
tax of 3 percent, not merely for their payments to States but also for the amount
by which State rates are reduced.
Provisions of this kind appear in H. R. 6035 but they are couched in such terms
as to cause doubt about their immediate applicability; the language may be
interpreted as meaning there can be no relief until a State law has been in effect for
10 years. Besides, the provisions contain new and additional Federal specifications to which I have alluded in my reference to added costs,
EXPERIENCE RATING

There should also be increase of opportunity for saving in taxes by each employer
subject to State laws for unemployment compensation. This opportunity can be
given in a form that will advance the public interest, by exerting strong Influence
against unemployment. This opportunity will be afforded if the amendments
to the Social Security Act cause the Federal statute to promote use of experience
rating in the State laws.
H. it. 6635 hasprovisions relating to experience rating, but they are restrictive,
not promotive. It is very doubtful if experience rating could persist long in any
State under these restriqtive provisions. They would be very unlikely to permit
experience rating to be extended to any State where it Is not as yet available as an

Incentive and as a reward for accomplishments In maintaining employment.

There are other features of H. R. 6635 about which I should under other cireumstances wish to address you, but the two subjects upon which I have dwelt
are so general In their application that I desire to give them special emphasis.
The latest declaration of our organization membership respecting amendments
to the Social Security Act I am attaching. I am addressing you in support of this
declaration.
Trusting that the considerations which I have outlined will appeal to you and
to the committee, I am,
Sincerely yours,
W. GIBSON CAREY, Jr., President.
SOCIAL SECURITY ACT
RESOLUTION ADOPTED AT THE TWENTY-SEVENTH ANNUAL MEETING OF THE CHAMBER
OF COMMERCE OF THE UNITED STATES, WASHINGTON, D. C., MAY 4, 1039

As Congress will soon consider amendments to the Social Security Act, the
report of the chamber's committee which is before the anmal meeting is most
timely.
Announcement of a decision by a congressional committee to prevent the tax
rate on employers and employees from rising at the beginning of 1940 is most
welcome, and contains recognition of the depressing effects of taxes collected now
to pay benefits in distant years.
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The financing of the old-age insurance system should be definitely and permanently changed from a reserve basis to a basis for provision each year to meet
the obligations maturing in the year, This means that tile rates of tax for employees and employers will be so set as to bring in only enough to pay current
benefits and build up a contingent reserve against periods of temporary depression,
In the other recommendations of the committee respecting this part of the law
we concur, including the proposal that benefit payments begin next January,
with supplemental benefits under certain conditions.
The costs of this part of the law should have constant attention. As the law
now stands, the costs will eventually become very large. We are concerned, and
believe every thoughtful person must be concerned, over the total eventual cost
of the present system to covered persons, employers, and the Government,
which the original official estimates placed at 10 percent of pay rolls, and believe
that actual eventual cost should always be kept below such a figure.
The burdens of the provisions for unemployment payments are also large.
These burdens should be lessened by provisions promoting experience-rating
'and allowing relief for employers in States where funds have already been accunmulated far in excess of the needs for payment of benefits. The Federal tax should
be limited to the first $3,000 of annual salary, and other provisions also placed
upon the same basis as for the old-age plan, in order that employers may make 01e
report for the two kinds of pay roll taxes,
There are in Congress, too, proposals with respect to old-age assistance and
public health, Advocating as we do a strengthening of provisions for old-age
insurance, we believe there should be no additions to the Federal responsibility for
the old-age assistance plans of the States. Proposals for the increase in grantsin-aid to States for public health services and for the enlargement of public-health
programs should not be considered until the country can afford them and can
pay for them without burdens that will create new hardships in other directions,
STATEMENT TO TIlE FINANCE COMMITTEE OF THE UNITED STATES SENATE RELATIVE
TO H. I. 6635, SUBMITTED BY TIlE INTER-ORGANIZATION COUNCIL OF INDIANA

GENTLEMEN: The ensuing statement is made to your honorable body, with the
request that it be incorporated in the record of your hearings on H. It. 0635, as
representing the constructive views of Indiana employers oi features of the
above-mentioned ill affecting State unemployment compensation programs.
The Inter-Organization Council of Indiana, it should be explained, represents
practically all types of employment in Indiana. Affiliated with it are the following
business and trade associations:
Indiana State Chamber of Commerce.
Associated Retailers of Indiana.
Indiana Junior Chamber of Commerce.
Indiana Bankers Association.
Indiana Grain Dealers Association.
Coal Trade Association of Indiana.
Legal Ileservw Life Insurance Association of Indiana.
Indiana Electric Association.
Indiana Real Estate Association,
Associated Employers of Indianapolis.
Indiana Bakers Association.
Indiana Lumber & Builders Supplies Association.
Indiana Telephone Association.
Indiana Retail Hardware Association.
Auto Dealers Association of Indiana.
Indiana Millers Association.
Indiana Petroleum Marketers Committee.
Indiana Association of Ice Industries.
The Inter-Organization Council, as representing employers of the State, has
worked earnestly, through its committees, in cooperation with the Indiana State
unemployment compensation division. It has been anxious to help build In
Indiana a sound unemployment-compensation program. It is fully as anxious to
preserve the soundness of that program which has now been developed.
Employers generally are appreciative of features of the bill which recognize
that everyone will profit through the softening of tax deterrents to industrial
expansion and growth. On the other hand, they are convinced that these features
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will be nullified, insofar as unemployment compensation Is concerned, If tile
proposed amendments to section 1602 of the Internal Revenue Code, restricting
State Individual merit-rating programs and establishing drastic Federal minimum

benefit standards, remain In he ill.
The latter statement is based on the twofold, logical premise that if the unemployment-compensation program is to be successful, the economic benefits
derived from it must outweigh its costs; and that when merit, or experience,
rating is rendered ineffective in practical operation, one of the primary objectives
of the unemployment-compensation program-stabilization of employment-is
defeated.
Features of theproposed amendments in H. R. 6635 to section 1602 of the
Internal Revenue Code are believed to be Inimical to the development of a sound
unemployment-compensation program for the following reasons:
lIt
must be assumed from announcements that have been made through
official sources that the purpose of the unemployment-compensation features of
this bill is to alleviate the tax burden on employers to an extent commensurate
with the unchallenged necessity of maintaining a sound unemployment-compensation program-a purpose which is in keeping with the now-accepted conclusion
that an important part of the solution to the unemployment dilemma lies in
minimization of tax deterrents on business. But contrary to this interpretation
of the measure, careful analysis has established that it would increase materially
the costs of unemployment-compensation programs borne by industry-rather
than reduce the cost-in nearly all States, For Indiana, the minimum benefit
requirements of the bill would increase costs of the State program at least 20
percent. Thus permission to States to reduce unemployment compensation
rates on a State-wide basis becomes an empty promise and, in fact, a threat of
still higher taxes.
2. The creation of Federal minimum benefit standards-whether they be mild
or, as in the present bill, drastic, would establish a dangerous precedent which is not
justified by existing conditions and cannot be authenticated by the present limited
experience with unemployment compensation. Certainly the experience thus
far in the enactment of State laws has proved that the States may be depended
upon to enact liberal benefit provisions. The only apparent reason, therefore, for
injecting Federal minimum standards at this time Is the proposal for State-wide
tax reductions, and there appears now to be agreement that this should not be
enacted at this time or until there has been more experience under present laws.
This point, however, we emphasize: That the proposed minimum standards
would effectively block any appreciable tax reductions and would, without doubt,
in time require even larger levies.
3. The implications of the bill as to merit rating are twofold. If a State is
compelled to operate under the requirement of an average 2.7 percent rate on all
pay rolls, merit rating is almost completely nullified. If a State takes advantage
of the alternative, compliance with the minimusm-benefit standards would result
in a substantially more narrow margin within which merit rating might operate,
defeating it completely for some employers.
In view of the above-stated considerations, we are of the belief that Federal
minimum standards should be eliminated from H. R. 6635. Specifically, we urge
that section 610 of H. R. 6635 be stricken out, thus leaving present provisions of
section 1602 of the Internal Revenue Code unchanged.
We also urge the elimination of section 302 of H. R. 6635, which would amend
section 303 (a) of the Social Security Act by adding thereto paragraphs (8) and
(9). As we interpret these two paragraphs, they would, in effect, give to the
Social Security Board the authority to draft State administrative budgets.
Since the board already exercises the rower of approval of State budgets, we feel
this extension of Federal control Is unjustified.
There is one further point we wish to make before your committee. Under the
provisions of the present Federal law, in our State-and we feel sure this is true
in many If not all others-we have made a very splendid start in establishment of
a successful system of unemployment Insurance. Our State law and our State
administration are operating successfully, and to the satisfaction of employees,
employers, and the general public. It would, indeed, be most unfortunate to
interrupt so successful a beginning, starting of in other, untried directions, All
that has been gained In the confidence and support of those whose cooperation Is
so necessary, would be endangered and perhaps lost,

May we ask, Is the objective of the proponents of these amendments complete
abolition of State unemployment-compensation programs, and the substitution of
160883--39--26
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a Federal system? Certainly the amendments tend most strongly in that direction, and we greatly fear that we would be only a short stop removed from that
eventuality.
In closing, we present, and ask that it also be included in the record, an editorial recently published in the monthly publication of our State unemploymentcompensation division, signed, personally, by Mr. Clarence A. Jackson, director
of the department. We ask that it be included because we believe it represents
fairly the attitude of the great majority of interested citizens of our State, and,
Incidentally, a policy which has twice been affirmed by an overwhelming vote of
ourRespectfully
State legislature.
submitted. THE
INTER-ORGANIZATION COUNCIL
OF INDIANA,

By HOWARD FRIEND, Secretary.
lEditorall
MERIT RATING VERSUS POOLED FUND

What do American wage earners want-stabilization of their jobs or another
charity under a new name?
We are told that this planet earth stays in its proper orbit among the millions
of stars because of continuous rotation at terrific speed. We are told that the
basis of all life on this earth is motion. Birth, growth, and death-for plant and
animal life, for our buildings, homes, and machinery-wherever you look you
see this fundamental and endless process in action.
The problem in human relations, especially in government, is sometimes not
to let this process move too rapidly. In our opinion, this may be happening
now in the national unemployment-compensation program. Unemployment
compensation is a developing program, but it should develop along the lines of
practical experience--of which there has necessarily been little to date.
The best unemployment-compensation system \ ould be a system under which
no benefits were ever paid. The explanation of this paradox lies in the fact
that under ideal conditions everyone who was capable of working would have a
job. The country is now experimenting with a Nation-wide unemploymentcompensation program in which there are two distinct and conflicting schools of
thought. One, the writer believes, is an attempt on the part of some groups
to Eoropeanize unemployment compensation, an irrevocable step toward Europeanizing American labor. This group is opposed to the individual-reserve, or
merit-rating, plan for employers. This viewpoint is supported by some professional labor leaders and a certain class of manufacturers who, because of the
ineconolnic operations of their industries, know they have to pay a higher rate
under an employer merit rating system. Therefore, they prefer the so-called
pooled fund, so that the employees and employers in more stable industries will
have to pay part of their operating costs.
The pooled-fund group claims that the ills of one industry should be paid for
by all industries. They would make unemployment compensation just another
tax. They apparently ignore the basic rules which have governed huinan action
since history began. ,]'hey want to remove all rewards for attempting to stabilize
Industry, which means to give men and women steady income. They would pay
benefits not only according to a wage record, but would also invoke the element
of need, thus pointing unemployment compensation toward being just another
charity. They would retard the very definite progress being made toward an
annual wage program.
The advocates of the reserve-type fund, or merit rating, for employers believe
that their ideas should have a fair test, which, of course, they have ilot yet had,
for the obvious reason that none of the various State nerit-rating plans have gone
Into effect.
"From border to border and coast to coast" the battle rages-around the
legislative halls, in the debating forums, and, at present, chiefly il the Halls of
Congress.
Indiana has merit rating for employers. Every Indication today points to the
fact that It is working, and we mean by that that it is working to the advantage of
the employee. Both employers and employees itl Indiana are interested in the
program and are cooperating with the division. They are helping to iron out the
difficulties. They are doing these things because they feel that this is not just
"another tax" but that it is a great, national movement of which they are a
part. They feel that their greatest contribution would be to stabilize their own
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businesses so that they will be contributing as little as possible to the mass unemployment problem in this country. Merit rating for employers will go into
effect in Indiana in 1940. Obviously it will be 2 or 3 years after that (late before
a true picture of its good and bad points will loom up in clear perspective.
In the meantime, it is well for Indiana employees and employers and the
Indiana staff to know that the eyes of the country are focused on this State,
along with one or two others, in the study of this important question.
CLARENCE A. JACKSON.
JUNE 14, 1989,
Committee.
To: The Senate Finance
Subject: Statement in support of amendments to Social Security Act: (1) To
require appointment of State personnel under a merit system, (2) to increase
Federal financial participation in aid to dependent children program.
From: National League of Women Voters, Miss Marguerite M. Wells, president.
Personne.-When Congress enacted the Social Security law, it was aware of
the serious problems of administration involved. Recognizing that the success of
the program would depend largely upon the skill with which it was administered
the Congress stipulated that Federal personnel with only a few exceptions should
be chosen under the merit system. The Social Security Board has used sparingly
the discretion given it by the Congress to appoint certain key personnel without
regard to the civil-service system, There has been little criticism of the Federal
administration. A tremendous undertaking has been successfully launched.
The intent of the Congress obviously was to insure, to the extent possible in the
law, sound administration free from partisan political influence. Since this program, with the one exception of old-age benefits, is a cooperative one between the
Federal Government and the States, with the States responsible for the actual
disbursement of funds to the needy individuals, its ultimate success depends upon
the supplementary State laws and their administration, Failure of the Congress
to safeguard Federal funds by requiring methods of administration within the
States as sound as those required for the Federal Government has led to serious
criticism of the program in many areas, to a complete break-down of the old-ageassistance program in some States. State leagues of women voters have worked
within their States for sound personnel systems. They have reported to us the
need for this Federal requirement.
The Social Security Board has made clear that It does not wish to assume responsibility for tile selection of State personnel, It does ask, however, that State
personnel be selected in such an objective manner as to insure freedom from partisan political manipulation, continuity of service, so that there will not be periodic upheavals ininicable to the program, and the attraction of well-qualified
Persons to the service of the State. Mr.Altmeyer, chairman of the Social Secure
ity Board, has pointed out that where such systems for the selection of State
personnel exist, the Social. Security Board has not found it necessary to scrutinize
the details of administration as minutely as in those States where personnel is
chosen in a hit-or-miss fashion or on the basis of political patronage. In other
words, establishment of State merit systems has freed the States from irksome
Federal supervision otherwise necessary to enable the Social Security Board to
carry out its responsibilities as established in the Social Security Act.
The intent of Congress-to insure sound administrative practices-lhas in some
instances been thwarted by failure of the States voluntarily to comply. It therefore become, evident that the Congress should reqire the establishment of State
merit systems as a prerequisite for receiving grants-in-aid under each of the categories of time social-security program.
The members of the League of Women Voters urge the Senate to include the
amendment proposed by Mr. Altmcycr, and elso included in the Byrnes bill,
which would require such merit systems as one element of proper administration,
Aid' to dependent children.-H, R. 6635 as passed by the House provides for
50-50 participation by tile United States Government and the States in grants
for the care of dependent children. The League of Women Voters approves
this amendment. In addition wo urge that some additional requirement be
placed in the bill to insure that the increased Federal funds be used to increase the
average allowance per child in the States or to add to the number of children
cared for under this program, rather than to reduce the amounts appropriated
by State and local communities. The requirement in the Byrnes bill that an
average grant of $10 for a dependent child be maintained might accomplish the
desired result.
M
Miss
MAIIOUSRITE M. WELLS, President.
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To the Senate Finance Committee:
Under the present terms of the Social Security Act and the Treasury and
Board's regulations, "wages" do not include the employer's contribution to the
cost of group life insurance for his employees. Group life insurance is protection
in event of death provided through employers for the benefit of their employees.
Over 20,000 employers have such plans in effect covering some 9,000,000 employees
for an average of about $1,500 life insurance each.
Approximately 95 percent of the group life insurance in force is in companies
who are members of the group association, 'and this statement is being made on
behalf of tire association.
At present the definition of "wages" include employer's contributions for certain other types of employee-benefit plans, such as certain forms of retirement
benefits, dismissal wages, disability benefits, and medical and hospital expenses.
In order to avoid discouraging plans of this nature, the Social Security Board and
the Advisory Council on Social Security have recommended in public'reports that
employer's contributions for these plans be also excluded from the definition of
wages,
Those recommendations are carried out in If. R. 6635, now under consideration
by your committee. Unfortunately the phraseology used raises doubt concerning the continuance of past exclusion of employer's contributions for group life
insurance. We believe it was the intent of the Social Security Board and the
Advisory Council to have exclusion continued. If that exclusion is not continued,
it would be very difficult and probably impossible to determine what portion of
the total premium for all employees would constitute wages of a particular employee. This sit nation may readily result in the abandonment of group life insurance by many employers. Any such resulting cancelation of all or any part of
the total of $I5,000,000,000 of group life insurance now In force o 9,000.000 emplovees is, we are confident, not in the minds of the Social Security Board, the
Advisory Council, the House of Representatives, or your committee.
Accordingly, we strongly urge the amendment of H. R. 6035 to make clear that
the past exclusion from wages of the employer's contributions for group life insurance will be continued. The three subsections making the exclusion for retireinent, disability, and medical and hospitalization benefits are: Section 209-(1)-2,
sections 606 and 614, amending, respectively, sections 1426-(a)-2 and 1607-(b)-2
of the Internal Revenue Code.
We suggest the following addition at the end of each of these subsections:
"or (D) death."
Hence they would provide for the exclusion of"The amount of any payment * * * by air employer which makes provision for his employees * * * oil account of (A) retirement, or (B) sickness
or accident disability, or (C) medical and hospltalization expenses in connection
with sickness or accident disability, or (D) death." S E. E. CAMAex,
Chairman Group Association (Association of Insurqnce Companies Writing
Group Insurance).
MEMORANDUM

H.

RELATIVE TO CONDITIONS

OF ADDIrIONAL

CREDIT ALLOWANCE,

. 6635, SUBMITTED iY TIMOTiHY J, MAHONEY, CHAIRMAN, NEW YORK

STATE EMPLOYERS CONFERENCE, 350 MADISON AVENUE, NEw YOnRK,N. Y.,

JUNE 14, 1939.

STATEMENT

The Social Security Act provided for the two underlying principles of an llii.

employment compnsation system: (a) Prevention; (b) Alleviation.
Addlonal credit allowance, the Incentive to prevent unemployment, was pro.
vided for in sections 909 and 910 of the Social Security Act.
Section 909 Is now known as section 1601 of the Internal Revenue Code and
section 910 is now known as section 1602 of the said code. This change is in
pursuarree of the provisions of an act to consolidate and codify the internal revenue
aws of the United States. (H. I. 2762, Pub, No. 1, 76t0 Cong.)
THE SOLE QUESTION UNDER CONSIDERATION IS THE PROPOSED REVISION OF SECTION 1602

The proposed revision of section 1602 Is a radical departure from the first of
the two underlying principles mentioned above. The substantial change In the
wording of the section Is found in the bill commencing on page 70 thereof. Severe
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conditions are imposed which must be complied with in the State laws before
employers and employees may obtain the benefits of employment stabilization
wich President Roosevelt said In January 1935 was the 'larger purpose" of an
unemployment compensation system, Experience rating now definitely provided
for in the Federal law and in the laws of a great majority of the States under fair
and reasonable conditions would be nullified if the changes suggested in section
1602 were accepted and approved by the Congress.
WHAT IS "ADDITIONAL CREDIT ALLOWANCE"

AND HOW MAY IT BE OBTAINED UNDER

TIE PRESENT LAW?

Having in mind that the maximum credit allowed under the Social Security
Act is 90 percent of the Federal unemployment compensation tax for any eiployer, additional credit allowance may be described as the difference between
2.7 percent of the wages payable by an employer under a certified State unemployment compensation law and the amount said employer actually pays at a
lower tax rate because of his good employment experience.
Perhaps an illustration may be useful, Suppose under a certified State law an
employer's tax was $900 and his Federal unemployment compensation tax was
$1,000. After he paid his State tax he would deduct from his Federal tax the full
$900 (00 percent of his Federal tax). Suppose after 3 years of compensation experience because of his favorable employment experience he paid the State In
accordance with an experience-rating system in the State law $750 instead of
the normally required $000.
When he paid his Federal tax lie would deduct
therefrom $000 the normal 2.7 percent of the Federal tax and thus save $150.
This $150 would represent his additional credit allowance, the incentive for keeping
people on the job.
The only condition for additional credit allowance in a pooled-fund law now
provided for in section 1602 is: "Such lower rate, with respect to contributions to
a pooled fund, is permitted on the basis of not less than 3 years of compensation
experience."
In this memorandum reference Is made only to pooled-fund State laws since the
great majority of State unemployment comp6sation laws are of that type. However, employer reserve laws such as in Wisconsin, the pioneer State in the unemployment compensation field, are likewise adversely and seriously affected.
THlE PROPOSED CONDITIONS OF ADDITIONAL CREDIT ALLOWANCE

Instead of merely providing for 3 years of compensation experience section 1602
as rewritten in H. R. 6635 provides for two alternatives:
A. That additional credit be allowed with respect to any reduced rate of contributions inder a State law only if the Social Security Board finds that: "The
total annual contributions will yield not less than an annunt substantially
equivalent to 2.7 percent of the total annual pay roll with respect to which contributions are required under such law." (P. 70, lines 7-10.)
B. Notwithstanding A, a taxpayer shall be allowed an additional credit with
respect to any reduced rate of contributions permitted by a State law If the
Board finds that under such law the following minimum standards are complied
with:
1. That the amount in the unemployment fund as of a specified date each year
equals not less than one and a half times the highest amount paid into or paid
out of such fund whichever is greater in any one of the preceding 10 calendar
years and
2. That not less than 16 weeks of benefits shall be payable to an eligible individual in any 52 consecutive weeks or one-third the individual's total earnings
during above period of not less than 52 consecutive weeks, whichever Is less.
3. The waiting period shall iot be longer than 2 weeks in 52 consecutive
weeks.
4. That weekly rates of compensation payable for total unemployment will
be related to full-time weekly earnings and will not be less than: (a)$5 per week
if such full-time weekly earnings were $10 or less; (6) 50 percent of such fulltime weekly earnings if they were more than $10 but not more than $30; and (c)
$16 per week, if such full-time weekly earnings were more than $30.
5. Provision Is made in the State law fo, partial unemployment benefits.
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THE PROPOSED CONDITIONS OF ADDITIONAL CREDIT ALLOWANCE ARE NOT RECOMMENDED BY THE SOCIAL SECURITY BOARD; ARE INCONSISTENT WITH THE FEDERALSTATE SET-UP

In considering this point we should be mindful of the Federal-State system
intended by President Roosevelt, by the Senate Finance Committee and clearly
provided for In the Social Security Act. In his message to Congress (74th Cong.,
1st sess., H. Doe. No. 81) transmitting the report of the Committee on Economic
Security, President Roosevelt said: "Moreover, in order to encourage the stabilization of private employment Federal legislation should not foreclose the States
from establishing means for inducing industries to afford an even greater stabilization of employment."
In the report of the Senate Finance Committee (74th Cong., lst sess., S. Rept.
No. 628) at page 13, we find this pertinent statement: "except for a few standards
which are necessary to render certain that the State unemployment compensation laws are genuine unemployment compensation acts and not merely relief
measures, the States are left free to set up any unemployment compensation
system they wish without dictation from Washington. * * * Likewise, the
States may determine their own compensation rates, waiting periods, and maxi-

mum duration of benefits.

Such latitude is very essential because the rate of

unemployment varies greatly in different States, being twice as great in some
States as in others."
The new and burdensome conditions proposed in section 1602 would not leave
the States free to set up their own compensation systems. There would be no
State systems, but only the Federal system. The States would be regimented
into what Mr. Carpenter, the capable and efficient director of the Texas uneanployment compensation law, referred to on June 13, 1939, in his testimony before
the Senate Finance Committee as an "administration monstrosity." '!'here is
no foundation for the intended Federal system. Even before some States have
paid any benefits under their laws and before any of the States, except Wisconsin,
bave had 2 years of compensation experience the 51 State laboratories would be
abandoned and discontinued because of the Federal system provided for in the
proposed section 1602. The country would then grope in the dark with a new
Nation-wide experiment.
The rigidity of the Federal standards would be deathlike for the Federal-State
unemployment compensation system act tip in the Social Security Act. The

Social Security Board does not recommend these Federal standards. ' (See Chairman Altlneyer's answers to Senator Vandenberg at the hearing of the Senate
Finance Committee, June 13, 1939.) What is the basis for the standards?
There Is no mention of them in the Social Security Board's report to the President
submitted by him to the Congress, January 16, 1939. The standards were not
mentioned during the public hearings before the Committee on Ways and Means,
House of Representatives. The hearings started February 1, 1939, and ended
April 7, 1939. It must, in fairness, be assumed that the person or persons who
advanced the idea of Federal standards believed their adoption by the Congress
would be wise and in the interests of unemployment compensation. Is it not,
therefore, quite significant that for over 2 months during which public hearings
were held by the House committee on this bill that Federal standards were not
discussed?
Chairman Altmeyer did say in further answer to Senator Vandenberg, on June
13, 1939, that If the Board were requested now it would advocate the adoption
of the first alternate of the proposed new section 1602-namely, the requirement
that each State unemployment compensation law yield an average of 2.7 percent
6f covered pay rolls. Heretofore such recommendation had not been made.
Therefore, In the hearings before the Senate Finance Committee, the first opportunity to meet this proposal is presented for those who employ the workers of
the Nation and meet the pay rolls and pay the taxes thereon.
'TR

PROPOSED CHANGES

IN SECTION 1602 ARE ARBITRARY

AND UNWARRANTED

The first alternative for an additional credit allowance is that the normal
maximum net tax on pay rolls of 2.7 percent become the average rate of tax under
State laws. This in a subtle manner increases the pay-roll taxes for unemployment compensation. We are thus confronted with an'increase in pay-roll taxes,

notwithstanding a surplus of a billion and a quarter dollars In the Federal unemployment compensation trust fund which is steadily growing under present tax
rates. The business recession in 1938 following the comparatively good employment year of 1937, and te fact that most of the States opened the floodgates for
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unemployment compensation benefits in 1938 resulting therefore in heavy withdrawals from State funds emphasize the absence of justification for any Increase
in the tax rate.
Chairman Altmeyer admitted yesterday before the Senate Finance Committee
that we have not had sufficient benefit paying experience throughout the country
to determine standards. He seems to fee however because of the surpluses, that
are generally piling up throughout the States, which ultimately find their way
into the Federal unemployment compensation trust fund that a lower tax rate
may be put into effect in the next 2 or 3 years, when the merit-rating provisions
of the Bdard's model bills adopted by most of the States become operative.
Merit rating is now more accurately referred to as experience rating. Lower
tax rates, obtainable only because employers stabilize their employment, are
more than offset by tile requirement of a 2.7-percont average over all. If lower
tax rates became effective under the conditions mentioned in 1941 or 1942, pursuant to the present law, it appears Mr. Altmeyer believes benefits may be cut
in such States. This coming from him is rather amazing when we face the facts,
In the workmen's-compensation field, without pressure from the Federal Government, the States have liberalized their laws consistently over the past 25 years.
In the unemployment compensation field, many of the States have, in advance
of any extended experience, liberalized their unemployment compensation laws.
If the 2.7-pereent average yield were adopted how would it affect the States?
Let us take Wisconsin, the State with almost 3 years benefit experience, the longest
of any State. There, thanks to experience rating, the average tax rate is now
about 2.1 percent. Under the first of the proposed alternatives, if Wisconsin
employers are to have additional credit allowances on their Federal unemployment compensation taxes, Wisconsin would be compelled to demand of them
an additional six-tenths of I percent of their pay rolls. This obviously would
be unnecessary and arbitrary. In effect they would be penalized for their efforts
to achieve the "larger purpose" of an unemployment compensation system. To
carry the matter to Its logical conclusion let us consider an extreme case, not
likely to happen, but which clearly demonstrates the titter ridiculousness of the
proposal. If the employers in a State did not lay off a person and therefore had
a perfect employment record they would be unable to obtain the additional
credit allowance provided for in the law because each of them would be compelled to pay 2.7 percent of their pay rolls.
In order for State contributions to yield an average of 2.7 percent, sone employers would be required to pay as much more than 2.7 percent as is saved by
other employers who pay the lower rate due to stabilized employment. This
arbitrary arid unnecessary increase on many employers would destroy experience
rating. But experience rating is not opposed by tie Social Security Board nor
is there any tendency to oppose it. (Chairman Altmeyer's testimony before the
House Ways and Means Committee, April 4, 1939.) On page 2376 of volume 3
of the hearings relative to the Social Security Act amendments of 1939 before the
Committee on Ways and Means, House of Representatives, Seventy-sixth Congress, first session, Mr. Altmeyer said:
"Finally we recommend clarification of the provision relating to the so-called
merit ratig or experience, rating under the State unemploymeniit-coi pensation
law. There Is some language there that Is not clear, and I have not tile
details
to present at this time. That is a drafting proposition, no substantive change

beilg Suggested."
Certainly the provisions of H. R. 6635 are substantive changes vhicenthe tax
rate is raised by making the net tax 2.7 percent, compared with that rate as the

maximum now provided for In the law.

We submit this change, if adopted,

will manifestly be an attempt to make the uneplovinent compensation law

popular by prov Ing greater end longer bnefits.
h~ appears t4obe Mr. Altineyer's philosophy, rather than to attempt to prevent unemployment, by fosterlig the Incentive of experience rating for the additional credit allowance, The
Senate F finance
Comittee is athority for the axiomatic proposition: "Everyone

will agree that it Is much better to prevent unemployment than to compensate
It," (Report of Senate Finance Committee, p. 14, 74th Cong., tst sess., Rpt,
No. 028.)
Time second alteriiative, to Incorporate miimiuim Federfal standards, is Objectionable because the cembiiiation of standards set uip for the States to comply with
would greAtly Increase thle benieflit load and would compel practically every State
to change Its unemploymnent-compensation lawv in one or more particulars. This
liberalization, with hardly any beneft paying experience throughout the Nation,
cannot be justified. As hIas been stated herein the Social Security Board did not
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and does not recommend these standards. This alternate, Mr. Carpenter, Direc.
tor of the Texas law says will increase Texas benefit costs 30 percent or more.
The State Director from Vermont testified on June 13, 1939 before the Senate
Finance Committee that his State without any pressure from Washington liberalized Its law about 46 percent and the proposed Federal standards would add at
least an additional 14 percent. If adopted, the proposed standards would devour
a sizeable amount of the rapidly diminishing independence of action by the States
to govern their own internal affairs. The proposed Federal standards are so
high the State funds in all probability would never meet the specified level of one
and one-half times the highest amount paid into or out of the State fund, and
therefore no additional credit allowance could be obtained by any employer, no
matter how regular his employments. The unemployment compensation system
would degenerate rapidly to a dole system, Congress meets every year and If
action is needed it can be taken. At present no evidence has been presented to,
justify the adoption of the proposed revised section 1602.
* For the reasons briefly set forth herein, it is respectfully urged that section 1602
of the Internal Revenue Code remain unchanged, at least for the present and
until the States have had an opportunity to function under their laws approved
by the Social Security Board.
. The proposed revised section 1602 is not an Improvement to the law. On the
contrary, the States would be prevented from developing sound compensation
experience under conditions peculiar to the various parts of the Nation. Such
experience would be invaluable, without which the best interests of our FederalState unemployment compensation system would not be served.
The States should be allowed a fair opportunity to administer and put into
effect experience rating as approved by the Board in its model bills as well as
other experience-rating systems, such as have been in effect in Wisconsin with
most commendable results in the prevention of unemployment (see the testimony
of Paul A. Raushenbush, director of the Wisconsin unemployment-compensation
law, before the Senate Finance Committee on June 14 1939), and the experiencerating system adopted by Texas in March 1939, by Delaware in April 1939, and
by Illinois in May 1939. This can be done simply by allowing section 1602 to,
remain as it is in the present law.
Respectfully submitted.
TIMOTHY J. MAHONEY,
Chairman, New York State Employers' Conference.
Telegram]

NEWARK, N. J.,
Jutne 14, 1959.

Senator PAT HARRIsoN
Chairman, Senate finance Committee.
We respectfully request that the Senate Finance Committee give Its attention
to section 1602 of H.R. 6635, now under consideration by your committee. The
effect of this section as an implied threat to merit rating in the State unenployment-compensation laws will be ultimately detrimental to business, and We are
therefore opposed to this particular amendment, We further respectfully
request that this communication be Incorporated In the report of the Senate
Finance Committee hearings on amendments to the Social Security Act.
H. F. ELEER ELD,
Chairman, Social Security Committee,
New Jersey State Chamber of Commerce.
The CHAIRMAN. The hearings are now closed and the committee

will adjourn.
,(Whereupon at 5:10 p. m. the committee adjourned subject to call
of the chairman.)
(Subsequently the following briefs, letters, etc. were submitted for
the record:)
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WITH

RESPECT TO CERTAIN PROVISIONS OF H. R. 6635

This discussion relates solely to certain phases of H. R. 6635 which appear to
have a prospective adverse effect upon the desirable features of "merit rating"
under the various State unemployment compensation laws.
It is questionable whether it is necessary to present any lengthy argument
favorable to the plan of merit rating. The fundamental purposes back of the
enactment of unenployment compensation legislation were twofold: (1) To
stabilize employment and to prevent enforced idleness by offering inducements
to emplovers to prevent temporary lay-offs or discharges; and (2) to provide a
fund to which employees, who were nevertheless discharged or laid off, might
have recourse to provide livelihood during the slack period of nonemployineit,
'[here has been, for the past year or more, a definite drive on the part of certain
groups to abolish or throroughly devitalize the principle of merit rating. In
some instances the benefits from unemployment compensation already have been
definitely written into proposed plans of guaranteed annual wages.
These same groups have been instrumental il placing a lower upper limit on
contributions to State funds or have been active in support of such legislation.
Amendments to the Federal law which prevent deductions from the Federal
tax unless and until certain standards have been effected under State plans may
have a tendency to encourage State plans which produce a standardized minimum
contribution. In turn this destroys incentive by removing the opportunity of
lowered merit ratings to induce employers to make unusual efforts to stabilize
employment.
There has been little difficulty, of a practical nature, experienced in gaining
State legislation drafted in terms, If not in the words, requested by the Social
Security Board. There would seem to be as much justification for amending the
law to continue to offer greater encouragement to employers to join the group
stabilizing work as to draft such revisions in terms of relieving a general burden
on business and to provide increased benefits to the unemployed. The prno
object of the law should always remain the prevention of unemployment rather
than the granting of benefits because of It. The law should be constructively
corrective and not destructively compensatory.
The limitations of added section 1602 (a) (1) should, we believe, be at least
deferred until a more definite need is shown for any such generalized formula.
Many States with adequate reserves and provisions of law for replenishment, in
times of need, still may fail to meet this formula, with the result that employers
having excellent records of employment will be deprived of the opportunity of
earning merit rewards for their contributions toward a more stable industrial
activity.
The requirement of section 1602 (b) (1) would seem to set a formula of higher
than required standards against any credit for Federal taxes paid.
The allowance of deductions against paid Federal taxes in terms of lowered
State requirements is of little avail if the same law that grants the exemptions
becomes the declarer of the formulae that make it impractical to expect State
plans to offer the opportunity for merit-rating rewards.
I If the desire Is to accumulate huge reserves pending a future hope or expectancy
of Increasing -benefits, the burden should be placed where it belongs-upon the
employers with leas satisfactory records of stabilized employment.
MEMBERS

OF THE AMERICAN DRUG MANUFACTURERS

ASSOCIATION

Abbott Laboratories, North Chicago, Ill.
Armour & Co., Union Stock Yards, Chicago, I1.
Ayerst, MeKenna & Harrison, Ltd., Rouses Point, N. Y.
Bauer & Black, 2500 South Dearborn Street, Chicago, Ill.
Orange, N. J.
E. Biluhber, Inc.,
W. J. Bush & Co., Inc., 11 East Thirty-eighth Street, New York, N. Y.
G. W. Carnrick Co,, 20 Moint Pleasant Avenue, Newark, N. J.
Citro Chemical Co., Maywood, N. J.
Cole Chemical Co., 3727 Laclede Avenue, St. Louis, Mo.
Cutter Laboratories, Fourth and Parkers Streets, Berkeley, Calif.
Davies Rose & Co,, Ltd., 22 Thayer Street, Boston, Mass.
Difco Laboratories Inc., 920 Henry Street, Detroit, Mich.
The Dow Chemical Co., Midland, Mich.
The Drug Products Co., Inc., 26-32 Skillman Avenue, Long Island City, N. Yo
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Fairchild Bros. & Foster, 70-76 Laight Street, New York, N. Y.
C. B. Fleet Co., 021-927 Commerce Street, Lynchburg, Va.
Fritzsche Brothers, Inc., 76 Ninth Avenue at Fifteenth Street New York, N. Y.

Heyden Chemical Corporation, 50 Union Square, New York, N. Y.
Hynson, Westcott & Dunning, Baltimore, Md.
Johnson & Johnson, New Brunswick, N. J.
Mead Johnson & Co., Evansville, Ind.
Lederle Laboratories, 30 Rockefeller Plaza New York, N. Y.
Eli Lilly & Co., Indianapolis, Ind.
Lloyd Brothers Pharmacists, Inc., 300 West'Court Street, Cincinnati, Ohio.
John T. Lloyd Laboratories, Inc., 412 Central Avenue, Cincinati, Ohio.
Magnus, Mabee & Reynard, Inc., 16 Desbrosses Street, New York, N. Y.
Mallinckrodt Chemical Works, 3600 North Second Street, St. Louis, Mo.
The Maltbie Chemical Co., 246-250 High 4t.reet, Newark, N. J.
The Maltine Co., 21 Weat Stmet, New York, N. Y.
Maywood Chemical Works, Maywood, N. J.
McNeil Laboratories, Inc., 2900 North Seventeenth Street, Philadelphia, Pa.
Merck & Co Inc., Rahway, N. J.
The Win. S. Merrell Co., Cincinnati, Ohio.
Monsanto Chemical Co., 1724 South Second Street, St. Louis, Mo.
The National Drug Co., Ino.,4A79 Stenton Avenue, Philadelphia, Pa.
Nelson, Baker & Co., 1301 West Lafayette Boulevard, Detroit, Mich.
The New York Quinine & Chemical Works, Inc., 99-117 North Eleventh Street,
Brooklyn, N, Y.
NThe Norwich Pharmacal Co., Norwich N. Y.
Parke Davis & Co., Detroit, Mich.
The 9. L. Patch Co., Stoneham Post Office, Boston Mars
S. B. Penick & Co., 132 Nassau Street, New York, P. Y.
Chas. Pfiser & Co., Inc., 81 Maiden Lane, New York, N. Y.
Pitman-Moore Co 1220 Madison Avenue, Indianapolis, Ind.
Reed & Carnrick 155 Van Wagenen Avenue, Jersey City N. J.
0. D. Searle & Co., 4737 Ravenswood Avenue, Chicago, Ill.
Sharp & Dohme, Broad and Wallace Streets Philadelphia, Pa.
G. H. Sherman, M. D., Inc., 14600 East Jeerson Avenue, Detroit, Mich.
Smith, Kline & French Laboratories, 105-115 North Fifth Street, Philadelphia,
Pa.
E. R. Squibb & Sons, 745 Fifth Avenue, New York, N. Y.
Frederick Stearns & Co., 6533 East Jefferson Avenue, Detroit, Mieh.
H. J. Strasenburgh Co 195 Exchange Street, Rochester, N. Y.
Tailby-Nason Co., 49 Amherst Street, Kendall Square Station, Boston, Mass.
The Tilden Co., New Lebanon, N. Y.
U. S. Standard Products Co., Woodworth, Wis.
The Upjohn Co., 301 Henrietta Street, Kalamazoo, Mich.
Henry K. Wampole & Co., Inc., 440 Fairmount Avenue, Philadelphia, Pa.
William R. Warner & Co., Inc., 113 West Eighteenth Street, New York, N. Y,
White Laboratories, Inc., 113 North Thirteenth Street, Newark, N. J,
The Wilson Laboratories, 4221 South Western Avenue Boulevard, Chicago, Ill.
Winthrop Chemical Co., Inc., 170 Varick Street, New York, N. Y.
John Wyeth & Brother, Inc., 1118 Washington Avenue, Philadelphia, Pa.
The Zemmer Co., 3943-47 Sennott Street, Oakland Station, Pittsburgh, Pa.
JVosa 20. 10.
Hon. PAT HARRISON,
Chairman, Senate Finatnce Committee.
DEAu SIR: Herewith the copy of printed matter I asked you last Thursday the
15th to have inserted in the record at the end of hearings, on the social security
ses1in. It covers the matter
bill so your committee could consider itIn execrative
from pages 129 to near the middle of page 187 signed "U. S., VhalneerS, 1ne."
An abstract from, Smoke Control-hearings on H. . 22 and H. V. 7204, dated
Friday, April 5, 1935
I I
While this niatter is in i public document open to public fnspectibb atany time
there are some very recent ftcts and developments.that have'6ome to my attend tln
that for certain reasons have been completely hidden from the public. A careful
Inquiry of very many Congressmen indlcatk they are unknown to them. I re-
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quest to appetir before the Finance Committee in executive session an hour to
give the
committee a brief outline of these facts.
]Respectfully,
W. EDWARD NEWBERT,
ProfessionalEngineer, New York State.
Mrs. VIRGINIA JENCKES,
Chairman, Special Committee on Smoke Control for District of Columbia:
In connection with my brief statement at the hearing on April 16 and your
comment that such a result might happen in a hundred years.
On the contrary we have now reached the point in the transformation wrought
by the machine age when we have all the facilities at hand enabling us to fly into
the power age with amazing rapidity.
The building of a great central power plant suggested midway between Washington and Baltimore on Chesapeake Bay could be done easily in 3 to 5 years.
The byproducts derived from such a
gbe light, power, and electric
heat to be priced at an figure
, e1l'en give n
However, the genera plai
ested to et us out of
ression and speed
us into the Power Age
a od of Glants-the giant
Ole Sam," have
already been submitted
the President--part as early as Dee
r 1933, and
a further outline in
1934, by U. S. E
h Inc.,
We hereby reque
t be inserted in the eord6 Iintelligent ide an be had
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Statement of purpose
The time has arrivedto promulgate a
declaration
of independence in thes
cited States of America.
"We hold these truths
e self-evident, that all men
created free and
equal and endowed with cer
,,4alienable rights, amo
ich are life, liberty
and pursuit of happiness, and for'
q
vernments are instituted
among men deriving their just powers rem
of the governed."
Pioneering on this continent from the Atlantic to the Pacific, seizing, occupying, and holding the choice areas of North America, we have had an opportunity, growing from a handful of settlers to over 122 millions to push forth as
conditions in more settled areas became intolerable or burdesome, to spreast
over unoccupied lands, and-under rugged individualism, the free play of initiative and enterprise, the grasping, grabbing, and skimming the cream from
unrivaled natural resources-to make this the richest and fullest developed by
the modern machine process of any part of. the earth's surface.
In doing It great Industries have been built up, unrivaled systems of traneportation and communication created, and the capacity to proauce beyond the
bounds of the supremest wants and desires of us all are awaiting fufillment.
And now what Is the next step?
"New occasions teach new duties,
Time makes ancient Truth uncouth,

They must up and ever onward
Who would keep abreast of Truth,"
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One thing primarily, this country has differed from others in our unique
growth from a primitive wilderness, has been a two-party system, which, by
and large with all its faults, has enabled us to make definite decisions politically. With the limitations all of us endowed with one-track minds, this
process in politics has enabled few and only momentous decisions to be arrived
free competition to establish the
field, of realm.
theafter
greatthechanges
at,
following
economic
thlethe
fact in in
change
political
Though this rough-and-ready process plunged this country into the greatest
clvii war of modern times, we as a nation have passed through the fiery furnace
of trial and tribulation and emerged with ever greater strength and unity in the
the intensest
a people
we are
Withal
end. sentiments-the play of patriotic,
a common
toward of
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of social
play
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of the
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Party,
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the
to
adhering
others,
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and Theodore Roosevelt, equally feel proud of that membership. Recent termA
of Congress have shown more and more disposition by Members and Presidents
to find common ground, with less resort to merely partisan bias.
Hence the Progress Party calls upon all citizens, without regard to previous
party affiliations, as well as the great mass of independent voters, who in recent
years have determined election results by unprecedented landslides in an effort
to find some course to follow politically, leading to the "new deal" that promised
to get us somewhere.
Pursuant to this pu-pose, we herewith present the following platform of the
Progress Party:
PLANK I

New declaration of independence.-No life, liberty, and the pursuit of happiness is any more possible to all of United States without an assured certain
income for every citizen arriving at majority and extending throughout life.
Therefore the United States establishes a universal yearly salary in six categories, beginning at $1,500 yearly minimum, first category, common labor.
Second category, $3,000 yearly, foremen and skilled labor, one-tenth in number
of first category.
Third category, $6,000 yearly, superintendents, etc., one-tenth of second
category.
Fourth ea'ogory, $12,000 yearly, managers, scientists, etc., one-tenth of third
category.
Fifth category, $25,000 yearly, such as directors and heads of well-managed
industries, transportation communications, Members of Congress, judges, Governors, heads of large cities, labor leaders, foremost professional men, etc., onetenth of fourth category.
sry,
$50,000 yearly, one-tenth of fifth category, less than 1,000 in
Sixth cate
the United S~tates who can spell "ablest"; designation not necessary.
Multimilllonaries over $50,000 yearly income outside of categories, IneJuding
President of the United States.
PLANK It

With the Anlimited capacity of the modern machinery of production, every
citizen in the six categories shall receive a yearly increment in salary raise of 6
percent and a bonus doubling the salary at the end of each consecutive 10 years.
All citizens of whatever occupation unable to make a minimum income of $1,500
yearly put in Government employment on public works.
PLANK III

All persons, partnerships, and corporations managed so as to be able to pay
'ininum salaries in time different categories to employees, with increments from
year to year, to continue in free and fair competition with no restrictions as to
any improvements and/or consolidations for more efficient and better service.
PLANK IV

All minors placed in universal service for 3 years, 18 at $600 a year, 19 at $900
a year, 20 at $1,200 a year. Service may be in private and/or public employment
to secure the best training and experience. At 21 minimum of $1,500 or higher
they have qualified therefor.
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PLANK V

Poll tax, $150 a year on all citizens over 21. Unchanged for 10 years while
increments are increasing salaries. Raised to $300 a year on increase to $3,000
a year minimum at the beginning of second 10 years. Or a poll tax on all etizens
equivalent to 10 percent on each doubling of minimum salary.
Income tax of 10 percent on all incomes incategories 2 to 6,inclusive, varying
every year according to increasing salaries, Income tax of 20 percent on all
incomes dver $50,000.
Tax-exempt bonds done away with; levy of one-half of 1 percent on all bonds
in whatever amount held by anyone. General sales tax of 2 percent. Internal
revenues and tariffs on same general basis as previously laid.
PLANK VI

To establish an equitable, well-balanced growth and development of the whole
of the United States, eliminating all unnecessary duplications and expense,
giving the best results to all in every part of the United States, all State, mrmlcipal, and local taxes are abolished, and the sums needed to carry on all State,
municipal and local activities apportioned out of the income of the United States
so as to give to every part of the country the very best results for the benefit of
each of United States separately and all of United States jointly.
PLANK VII

Capital investment by United States in largest projects at lowest unit costsdams for "white coal" potable water, irrigation, and fisheries. Ditches for
canalizing and lake connections. Drains to transform swamps into finest garden
and farming areas, rented to ablest farmers and gardeners at rents beyond competition. Terracing of mountains, irrigation of arid lands. Forestation of all
lands not otherwise better used on largest scale by United States at lowest unit
cost. United States owning and renting to users.
United States capital investment at greatest speed consistent with good workmanship in heat- and cold-proof, fire- and flood-proof, tornado hurricane- and
earthquake-proof structures, the best built on the largest scale at the lowest
unit cost, rented for residence business, industries, warehouses, and other purposes. United States the landlord.
PLANK VIII

United States progressively reinvesting obsolescence, salvaging, and transforming United States industry and methods of production by issuing 3-percent
United States bonds with 2-percent amortization, giving ownership in fee simple
by United States in 50 years.
United States loans to private enterprises, farmers, industries, transportation, communications, mining, etc., of demonstrated merit at 5 percent on a 20year basis, renewals where success renders them desirable. United States
landlord,
PLANK IX

Universal 0-hour day, 5-day week established In all Government and private
works for all employees, Four daily shifts of 6 hours and a stagger system
wherever more efficiency at less cost is obtained by use of automatic machinery,
processes, and/or continuous operation.
PLANK X

Until complete world disarmament the maintenance of Army, Navy, and air
forces for defense superior to that of any other world power.
PLANK XI

All citizens of the United States to be registered with individual yearly identification papers supplied. All aliens in the United States shall have 10 years to
complete naturalization from their date of entry. On failure to do so at the end
of 1 Oyears, to be returned to the country of origin. Whenever the construction
projects in the United States exceed the amount of labor available, alien laborers
under their foremen may be brought in to serve not more than 8 years continuously at a salary greater than the country of origin bdt less than In effect for
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United States workers. Such work shall be confined to that not considered
essential from its character for the defense of the country and preferably such
as would give the aliens the best training iii those special public works their own
country could most benefit through their experience on their return.
PLANK XII

As a means of stabilizing prices, more necessary safeguarding unforseen demands in time of peace as well as urgent necessity in time of war, all metals and
materials that can be stored without deterioration indefinitely shall be acquired
from mines or other producers by United States and stored in safest structures,
location concealed, in at least 10 years' supply as of current use. "A store is
no sore."
PLANK XII. EDUCATION

Establishment of a universal system of education In which every child from
Its earliest years shall have Boy Scout and Girl Camp Fire training in camps
established all over the United States and possessions so every child shall have
contact and experience growing tip in every part of the United States,
All scoutmasters and Girl Camp Fire matrons to be drawn from the citizens
at retirement age of 65 from such as indicate special fitness and love of this
work and best liked and appreciated by the children. The teaching and administrative staff in all phases of education up to universal service at 18 also drawn
from the ablest leaders of society at retirement age whose outstanding accomplishments lender their advice and counsel invaluable. The independent incomes
of all citizens at retirement giving no incentive to take up the work except interest
and ability. The aim shall be to secure in the greatest measure self-made men
and women with economic self-reliance and self-support in the process of education,
A department of education with a secretary of education, a new Cabinet
officer, to be the head under the President.
PLANK XIV

The United States shall have the sole power to coin money and regulate the
value thereof.
The assumption of some of these functions through private credit proving Its
incapacity to produce the best results, the United States extends the Postal
Savings banks to merge all mutual savings, commercial, investment, and private
banking, life and fire insurance, brokerage and stock exchanges, mutual loan
and mutual building associations into the great United States House of Finance.
Every officer and employee of the present organizations merged, apportioned
their particular work in the institution according to their demonstrated functions
and abilities.
PLANK Xv

Foreign commerce controlled directly by the United States based on the principle of exchange of all commodities to the fullest degree for the mutual benefit
of the United States and the country exchanged with. The process of foreign
exchange to be a function of the United States House of Finance so a fair deal
for all may be secured, as the program now with gold and silver gives indication
of success,
PLANK XVi

Amendment to United States Constitution for initiative, referendum, imperative mandate, recall, and direct election of President and Vice President by
popular vote.
PLANK XVII

Criminals with anti-social, atavistic complexes justifying life imprisonment
to be confined in remote island institutions under charge of the United States;
one in the Pacific Island of Guam and one in the Atlantic on the most naccsible of the Virgin Islands, While safe guarding society by such inaccessible
segregation, scientific research to be made of them to extend the knowledge of
psychology and discover the best methods of control and prevention.
PLANK XViii

To provide data for the exhaustive planning estimate and comparison of
every project on the land surface of the United States and a necessary preliminary to an extensive series of test drillings 2 miles or more in depth In at least
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10-mile squares all over the United States to get comprehensive accurate data
of the geological resources of the country, the completion of tiletopographic
surveys and topographic contour maps of the United States in their entirety
shall be placed first on the calendar as the most urgent task to complete with
the greatest speed consistent with accuracy.
PLANK XIX

Extension of research and laboratory functions of United States Departments,
Bureau of Standards, and other. All previous inventions to be culled over for
overlooked investions worthwhile, and all new inventions and discoveries to
come to these agencies for careful test and comparison. The United States
sitting in and participating in returns from all patents and discoveries granted
by the Patent Office up to 5 percent of actual profits therein,
PLANK XX

Great American competition.-Two billion dollars in prizes. Every person able
to read and write over 13 years of age, eligible and required to compete. Everyone
to receive at least $10 to $5,000,000, the grand prize. Data from which great
American plan is derived to run the United States for next 40 years. Plans
submitted by secret Australian ballot system. Names kept in United States
secret archives.
Thereafter system of yearly awards established for suggestions of improveruents and changes that miay be adopted making an elastic plan capable of healthy
growth.
PLANK XXI

Building of great air rafts to remain in and travel exclusively in the stratosphere with suitable floating stratostations near the great centers of population
in the United States. Their extension for a world system of transportation as
fast as helium can be obtained from the United States and/or elsewhere.
Thie heavier-than-air craft with air-tight cabins forming loading and unloading
elevator service. These air transport facilities shall be kept under the sole
ownership and control of the United States.
U, S. ENoINaxs~t, INC:.

Hon, FANKLIN D. ROOSEVELT,

MAY 17, 1934.

White House, Washington, D. C.
DxAR MR. PRESIDENT: Herewith copy of Senator Norris' Senate Resolution
No. 164 with 21 suggested points to plan giving some of the implifleations and
extent a faithful attempt to carry it out would lead us to.
Its passage by the Senate and 'the little work you have done on it since is the
one greatest event since you took office.What, after all, are the others but
parts of "the experiment" that demonstrate r.:jstcompletely that they are
"incompetent, irrelevant, and immaterial," while resolution No. 164 is the'start
to take us into a new world not through a rejection of capitalism but through
supercapitalisan to the nth power, completing its destined task in this land chosen
by manifest destiny for its highest fruition.
We cannot after 15 months much longer persist in "progress within the framework of the existing system of private enterprise and private profits," but rather
under Senate Resolution 164 the path is made plain under supercapitalism to
advance "a law of necessity i capitalism that obliges it to employ its profits
toward the future, so there is a law of power that forbids those uho possess it
to rest upon liti
for if they do they
lllose It; and then a law of life that compels
strong ard virile nations to go competing for power. Th one most resolute to
go er with thle method we talk so lightly of giving up, would, If we did give it

timp,
very soon pass uts and take that command of thle world which belongs to oe
people at a time.
Simply perhaps in anticlimax it must be said in coricluion, "There is nothing
too big to do that we can do, arid if we callnmake it pay to do we must finally do
it or sink unto oblivioni."
None of the 21 suggestions A to U appenided to resolution 164 are too big to
do-they all can be made to pay to do. Iffthere are any bigger and better than
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them they will simply displace them.
them.

Grim necessity will force us to adopt

Yours respectfully,

W, E

NEWDET,

Prof. Engineer, New York State.
General delivery-Washington, D. C., and New York City.
[S. Res. 164, 73d Cong. 2d sess.]
Resolved, That the President be, and lie is hereby, requested to send to the
Senate a comprehensive plan for the improvement and development of the
rivers of the United States, with a view of giving to Congress information for
its guidance in legislation which will provide for the maximum amount of flood
control, navigation, irrigation, and development of hydroelectric Vower.
Senator Norris, change "control" to "prevention." W. E. N., Eng'r.

A
We will make a plan conforming to S. Res. 164 for the next 50 years.
We will set all labor to work at continuously increasing salaries.
Capital reinvested In soundest securities in Uncle Sam's projects.
We dam, ditch, and drain.
Universal terraced lakes, stocked with fish, hydroelectric power, terraced
mountains, forestation, irrigation, new soil supreme.
Safest structures sheltering all of United States.
All under giants of modern progress. Let's got

B
Let the Rushmore contest inscribe in imperishable stone the best memorial of
the American people for the significant events and expansion of their country
to 1934.
Closing up the epic of the past, let the United States open a greater volume.
Our ancestors did themselves proud in a Lilliputian world-a world of midgets.
Now let us hasten into the land of giants ahead. Uncle Sam, the sleeping
giant, awakes.
C
Maximum, the limit, i. e., a great seaway across Florida, the Mississippi River
from St. Louis to the Gulf, like the Riker project, each finally 3 wiles wide and
over 300 feet deep.
Alluvium from the Mississippi River mixed with pulverized phosphate of lime
from the Florida seaway, making the new soil of incredible fertility, distributed
and leased at lowest cost around every city and on mountain terraces, defrays
the entire cost. Let's start.
D
A great task needing all the forces of men, machinery, and management for
the next 50 years.
Merge Democrats, Republicans Farmer- Laborites, and the great masses of
independents on the platform of te new Progress Party through which capital
labor, agriculture, transportation, and communication, including radio and
movies are concentrated and cooperating unitedly on this project of the great
giant, bnle Sam.
E
From 150,000 to 200,000 dams required in the United States, converting al
streams into lakes from a few acres in extent to the greatest.
The smaller dams to be built by Boy and Girl Scouts for scout camps; larger
ones by local groups for private use and public parks.
The largest dams to be constructed by the United States in a great system
of terraced lakes in the several States, connecting with lakes in Canada and
Mexico, and extending from Central America to Alaska.

F
Dams from 50 to 1,000 feet in height, of the Ambursen watertight apron
type with lake side on 2 to 1 slope, roadway on top downstream face vertical,
and metal trussing in box construction making a hollow structure to be utilized
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Same also to be used for dam fine apart-

Thus cost of dams can be largely charged to rentals by United States.

G
"Maximum amount of * * * development of hydroelectric power", requires greatest terraced lakes the land topography permits and puts great numberof cities and towns under water, as wellas low parts of some large cities.
Combination of "Ambursen" hollow dams and hollow mountain terraces
transfers people to new structures where best air conditioning and finest living
facilities may be built on the largest scale at the lowest rentals by the United
States.
H
The program of putting people in new structures, determined by great terraced lakes, from their greater desirability, renders all other present structures
obsolescent. Reconstruction for all other cities towns, villages, and other individual residences becomes essential. On the largest scale, the best at the lowest
unit cost Is obtained, rented by United States at the lowest rates, finally making
United States the only landlord.
I
Great terraced lakes at their maximum puts large part of railroad and highway
mileage under water.
The plan to follow in this emergency is to develop a helium transport service in:
the stratosphere with heavier-than-air express in cooperation, doing away with
railroad and ocean shipping by the better, faster, safer transportation in the air.
The United States' monopoly of helium makes the United States master of the
air.
J
Prhnitive civilizations 'terraced the Andes by low, rubble walls with trickling
mountain streams for irrigation.
Great terraced lakes created by United States, giant of the machine age, finally
completes terraces of America to highest peaks covered with richest soil. T erraces
front
25 feet to heights rivaling skyscrapers and hollow for terraced cities accommodating untold billions. A task lasting for centuries.

K
The great terraced lakes, interconnected on same levels, make necessary the,
L. W. C.'s, universal land and water carriers from family sizes for pleasure to
gigantic freight transports exceeding 2,000,000 tons gross, carrying vast tonnages;
on land or water at low speed, like tramp steamers, and at nominal rates, uniform
for all distances like postage. Plans ready when needed, starting as rich soil
carriers.
L
Requiring intensive prosecution for 50 years of the entire man power, machinery, and management of the United States; a universal pay roll of all from
21 to death Is established starting at a minimum yearly salary of $1,500 in six
categories to $50,000. All the complications of life insurance, pensions etc, are
eliminated by the United States taking all the risks for all citizens. (Aee plank
I, Progress Party.)
M
With the unlimited capacity of the modern machinery of production, every
citizen in the six categories shall receive a yearly increment in salary raise of 6
percent and a bonus doubling the salary at the end of each consecutive 10 years.
All citizens of whatever occupation unable to make a minimum income of
$1,500 jearsly, to be put in Government employment on public works. (See
plank If, Progress Party.)
This resolution requiring fullest freedom to compete fairly under the N. R. A.:
"All persons, partnerships, and corporations managed so as to be able to pay
minimum salaries in the different categories to employees, with increments from
year to year, to continue in free and fair competition with no restrictions to any
1os883-30 -20
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improvements and/or consolidations for more efficient and better service.
plank Ill, Progress Party.)
0

(See

Program under resolution requiring intensive training of youth:
"All minors placed in universal service for 3 years, ago 18 at $600 a year, age
19 at $900 a year, and age 20 at $1,200 a year. Service may be in private and/or
public employment to secure the best training and experience. At age 21 the
minimum of $1,500 a year or higher if qualified therefor." (See plank IV, Progress
Party.)
P
"As a means of stabilizing prices, safeguarding unforeseen demands in time of
peace, as well as urgent necessity in time of var, all metals and other materials
that can be stored indefinitely without deterioration, shall be acquired from mines
or other producers by the United States and stored in safest structures, location
concealed, in at least 10 years' supply as of current use. 'A store is no sore.'
(See plank XII, Progress'Party.)

Q

An emergency existing for at least 50 years, with all the resources of the country
concentrated on great public works under S. Res. 164, it becomes of vital necessity
to merge all institutions of finance into the great United States House of Finance
to coordinate and cooperate in all their functions to the one common end. (See
plank XIV, Progress Party.)
Foreign commerce controlled directly by the United States based on the principle of the exchange of all commodities to the fullest degree for the mutual
benefit of the United States and the countries with whom such exchanges are
made.
The process of foreign exchange to be a function of the United States House
of Finance so that a fair deal for all may be secured, just as the program now
with gold and silver gives indication of success. (See plank XV, Progress Party.)
S
Most urgent for immediate completion: "To provide data for the exhaustive
planning, estimate, and comparison of every project on the land surface of the
United States-the completion of the topographic surveys and topographic
contour maps of the United States, in their entirety, shall be placed first oi the
calendar as the most urgent task to complete with the greatest speed consistent
with accuracy." (See plank XVIII, Progress Party.)

Of vital importance: "Extension of research and laboratory functions of the
Bureau of Standards, United States )epartments, and others. All previous
Patent Office filings to be culled over for overlooked worth-while inventiofis; and
all new inventions and discoveries to come before these agencies for careful
tests and comparison, The United States sitting in and participating iin returns
from all patents and discoveries up to 5 percent of actual profits therein." (See
plank XIX, Progress Party.)
U
Analogy: Capital and labor chasing each other around in a circle inside a
high, tight, sharp pointed, picket board fence, each trying to get more than)
there is from a common trough.
Senator Norris' resolution knocks a wide board off the fence so we cai crawl
through and get no end of room and new troughs with supply ample to fill them
for all.
Let capital and labor crawl through their fence of limitations, spread out, and
dig.
U. S. EwOmNmZasu,
INc.

399

SOCIAL SE(11ITY ACT AMEN1)MENTS
WASHINGTON

Nnws LETTER ON SOCIAL LEGISLATION,

Washington, D. C., June 19, 1939.
Hon. PAT HARRISON,
Chairman, Senate Finance Committee, Washington, D, C.
Re services for the blind.
DEAR SENATOR HARRISON: As you know, although the Federal Government
may match money payments for aid to the blind for the rest of a recipient's life,
the Social Security Board cannot, under the present Social Security Act, spend a
cent directly for medical care to restore sight, or for services for social or vocational
adjustment which night make blind individuals self-supporting.
Enclosed is a draft of a bill designed to remedy this situation. It calls for no
additional appropriation. It should result in substantial economies. For
example, the average cost of operation to restore sight is $100, about onc-t' ird
of the cost of paying assistance for 1 year. Examinations of oplhthalmologists
indicate that sight can be restored in approximately 15 percent of tile cascs 1ow
receiving assistance, a total of about 7,500 individuals.
Might I suggest that you take this matter up with the Board, asking them for
an evaluation of this suggested bill? I have been assured that this measure will
have widespread support among individuals and organizations interested in the
welfare of the blind,
Mr. Robert Irwin, executive director of the American Foundation for the
Blind, 15 West Sixteenth Street, New York City, informs nle that lie would
personally be glad to testify o1 this matter, on request.
GLEN LEST.
A BILL To amend mheSociai Security Act to provide services for the blind
Be it enacted by the Senate and House of Revresentatives of the United States of
America in Congress asscmnled, That section 1006 of the Social Security Act is
amended as follows:
SECTION 1006. When used in this title the termn "aid to the blind" means money
payments to blimd individuals. It shall also mean expenditures by a State for
services including but not limited to medical care, for persons who are blind, or
threatened with blindness, and, notwithstanding the provisions of section 1002
(a) (3) the single State agency which administers such services need not be the
same Atate agency which administers money payments to blind individuals.
The $30 limnitation'in section 1003 (a) (1) shall not apply to payments for services.
The exclusion of inmates of public institutions in section 1003 (a) (1) and the
provisions of section 1002 (a) (7) shall not apply to services. An advisory council
shall be appointed by the Board to advise the Board o matters relating to
services for the blind.
JUNE 20, 1939.
11011. PAT HARRISON,

Chairman, Senate Finance Committee,
Washington, D. C.
DEAR SENATOR HARRISON: You may be interested in the attached statement
which indicates that time proposal to in crease Federal aid to dependent children
from one-third to one-half Is favored by the State welfare administrators of 47
States, Hawaii, Alaska, and the District of Columbia.
Sincerely,
GLEN LEST.
(For immediate release]
STATE WELFARE ADMINISTRATORS

UNANIMOUSLY

FAvoR

AMENDING

FEDERAL

AID TO DEPENDENT CHILDREN LAW-RESULTS OF A POLL CONDUCTED BY
GLEN LENT, EDITOR, WASlINGTON Np,%vs LETTER ON SOCIAL LEGISLATION

State welfare administrators unaIlimonusly favor changing time aid-to-dependentchildren title of tile Social Security Act, according to a poll conducted by the Washington News Letter on Social Ligislation. State welfare officials denounced the
present aid-to-dependent-children provision as discriminatory and unjust. According to Glen I,ect, editor of the Washington News I.etter oil Social Legislation,
time poll revealed that all of the officials replying, Iicluding the directors of Public
Welfare for 46 States, Hawaii, Alaska, and the District of Columbia, were in favor
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of amending the present aid-to-dependent-children provisions of the Social
Security Act, so that the children are aided on the same basis as tile
aged and the
blind.
Under the present Social Security Act the Federal Government is paying only
one-third of the total expenditures of States for aid to dependent children, but is
paying one-half of the total expenditures of such States for aid to tile
blind and
aid to the aged. As a result of this discrimination the programs for children are
lagging in a number of States. Congressman John W. MeCormack has introduced
a bill, H. it 1965, for the purpose of removing this inequality. His bill
would
provide that the Federal Government participate in aid to dependent children on
the same basis as aid to the aged and aid to the blind; that is on a 50-50 basis,
The State welfare administrators, being the people in the States who are most
familiar with the practical problems of administering public assistance and public
welfare, have been polled by tle Washington News Letter off Social Legislation to
determine their reactions to Congressman McCormack's proposal.
To late replies have been received from the State administrators in the following
States and Territories: Alabama, Arizona, Arkansas, California, Colorado, Connecticut, Delaware, Florida, Georgia, Idaho, Illinois, Indiana, Kansas, Kentucky,
Louisiana, Maine, Maryland, Massachusetts, Michigan, Minnesota, Mississippi,
Missouri, Montana, Nebraska, Nevada, New Hampshire, New Jersey, New
Mexico, New York, North Carolina, North Dakota, Oklahoma, Oregon, Pennsylvania, Rhode Island, South Carolina, South Dakota, Tennessee, Texas, Utah,
Vermont, Virginia, Washington, West Virginia, Wisconsin, Wyoming, Alaska,
District of Columbia, and Hawaii,
Out of a total of 49 replies received, 49 were in favor of increasing Federal aid to
dependent children from one-third to one-half. The reasons for this remarkable
unanimity are indicated in the following extracts from some of the letters from
State administrators:
Alabama: Miss Loula Dunn, commissioner, department of public welfare:
"This department is very much in favor of the increase, mainly for the followIng reasons: (1) More dependent children who have been deprived of parental
support will be given the care they need. The 'ill-fed, ill-clad, and ill-housed'
dependent children of Alabama could be far more adequately provided for in
their own homes if we could secure 50 percent Federal matching for assistance
which the State and county are able to render; (2) the tendency on the part of
many State and local governments to place more emphasis on aid to aged persons
than on aid to dependent children would be largely corrected in that the cost to
the State and local governments would be the same for both categories."
Arizona: Mr. Henry W. Hill, commissioner, department of social security and
welfare:
"It seems to me that this is a very deserving program and deals with the people
who are going to be our citizens in the next few years. I believe that money
spent in their behalf at this time will be a good investment for the entire country.
Arkansas: Mr. John Ii. Thompson, commissioner, department of public welfare:
"We all realize that the children of America are its future citizens and that
some of these children are handicapped because of a lack of financial security.
I believe, therefore, it to be of tile utmost importance to this great Nation that
their health, character, and general well being be guarded. This can be clone only
through a measure of financial security as provided under tire Social Socurity Act.
Consequently, I give the movement to increase the Federal grants in-aid to dcpendent children from one-third to one-half, roy heartiest approval and support."
California: Mrs. Florence L. Turner, director, department of social welfare:
"I would be very much in favor of this proposition as it would greatly simplify
tire many problems now encountered by giving One-third up to $18 per month for
some children and one-third up to $12 forother children, 1? one-half of a certain
amount were given for each child, this would not only give the States more frrds
for tire children's aid program, but would also eliminate a great deal of difficulty
and simplify the procedure in the States. It would also make tire children's aid
program similar to the aged and blind plans and would create more uniformity in
the administration of tire categorical aids."
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Colorado: Mr. Earl M. Kouns, director, department of public welfare:
"We believe that tire program for children Is a most worthwhile program and
we are del)ending upon Congress to change the Federal participation from onethird to one-half, as, certainly, they should give as much consideration to children
as they do to the aged, the highways, and various other functions. Unless
Congress changes thisFederal partic ipation early this year, the various counties
of the State will not have sufficient funds to make their share of the payments
for aid to dependent children benefits. We hope that Congress will enact this
law just as soon as possible.
"Most of the other Federal programs for children start at age 18, Civilian
Conservation Corps camps at 17, and as oppo-tunities for employment are limited
for 16-year-old children there is a gap between the termination of the aid to
dependent children grants and other programs, and certainly some consideration
should be given to children between the ages of 16 and 18."
Connecticut: Mr. F. C. Walcott, commissioner of welfare:
"We are tremendously interested inthe bill now before our general assembly to
provide aid to dependent children. We have been basing our calcrlations on the
possibility- of the 50-50 principle meeting with the approval of Congress Even
with the most advantageous fig during, however, it would cost tir State $820,000
a year in new money, anu as the Governor has promised to balance the budget
this year without any new taxes, it would be very difficult to finance thislaw if it
were enacted. Consequently, we may have to get along without it for another 2
years, but we are very much in favor of it and hope that the Federal Government
may increase its participation front one-third to one-half,"
Delaware: Miss Frances A. Griggs, executive secretary, mothers' pension commission:
"Our commission is in hearty accord with the idea of increasing the grant for
aid to dependent children front one-third to one-half."
Florida: Mr. C. C. Codrington, commissioner, State welfare board:
"The State Welfare Board of Florida sincerely believes that the Federal contribution for aid to dependent children should be one-half instead of one-third
as at present, Florida's viewpoint is that this is the most important arid valuable
category under its administration."
Georgia: Mr. Braswell Deen, director, department of public welfare:
"The only reaction I have had relative to the position of the Social Scerity
Board to increase the Federal contribution for aid to dependent children from
one-third to one-half has been most favorable. Personally, I very much hope
this can be done."
Idaho: Mr. D. Child, director, department of public assistance:
"It is my feeling that a increase inthe Federal contribution for aid to dependent
children from one-third to one-half would be most helpful to State administrators
intheir efforts to establish adequate standards of assistance to dependent children.
I feel that untilthis is(lone there willalways be discrimination on the part of the
States toward the end that their expenditures will be made in those directions
which will yield the most generosity in the matching of Federal funds."
Illinois: Mr. John C. Weigel, administrative assistant, division of old age assistairo :
"Just as a matter of investment on the part of the Federal Government, certainly the dependent children of America who are to )ethe citizens of America
tomorrow are entitled to as much by way of grants inaid aq are the needy aged."
Indiana: Mr. T. A. Gottschaik, adniistrator, department of public welfare:
"This subject has been under discnrssion in this department quite often and we
are very much in favor of such an increase ii Federal reimbursement. 'This is
also favored by the counties of the State of Indiana, who, under the Indiana plain,
participate in the cost of tire program."
Kansas: Mr. R. B. Church, director, Board of Social Welfare of Kansas:
"The State Board of Social Welfare of Kansas is inaccord with the proposal of
the Social Security Board to Increase the Federal contribution for aid to dependent children from one-third to one-half,"
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Kentucky: Margaret Wall, commissioner, department of welfare:
"I would heartily endorse the proposal of the Social Security Board. In fact,
I see no reason for discrimination against the children in the distribution of Federal
funds."
Louisiana: Mr. A. R. Johnson, commissioner, department of public welfare:
"I think Mr. Altineyer's proposal to amend the Social Security Act so that an
increase in Federal participation in the aid to dependent children category may be
provided, is commendable and worthy of every possible consideration by the
Congress of the United States."
Maine: Mr. George W. Leadbetter, commissioner, department of health and
welfare:
"I am strongly in favor of this change."
Maryland: Mr. J. Milton Patterson executive secretary, board of State aid and
charities:
"I think it is very sound for the Federal Government to change their contribution for aid to dependent children from one-third to one-half. I the first place
it would make uniform the grants to the States for all three categories, and
would eliminate a lot of confusion in bookkeci ing; but most of all it would make
available, to the States more money for children, and, in my judgment, the
children's program is much more essential than any of the others because we are
dealing with the citizens of today and not the citizens of yesteryear."
Massachusetts: Mr. Walter V. McCarthy, director, department of public welfare.
o
"I am certain that Massachusetts desires to join with those States in favor
the proposed increase in Federal contributions from one-third to one-half in the
category of aid to dependent children."
Minnesota: Mr. Benjamin E. Youngdahl, director of public assistance:
"There is no reason known to us for giving children a smaller amount of Federal
support than its given the aged group. If anything, the Federal Government
should take the lead in aid to dependent children and foster it ilk every possible
way. One reason for this statement is the fact that children do not of themselves form a pressure group-children do not lobby for themselves and almost
no one else lobbies for them, yet this aid to dependent children program Is in
most ways the most hopeful and promising of the various programs of aid carried
on i, the country today. It is our sincere hope that this proposal of the Social
See,,-ty Board will receive favorable consideration by Congress. It might even
be logically argued that the Federal maximum of $18 per month for the first child,
and $12 for each additional child should be increased. Many States, among them
Minnesota, have higher maximums. In many states these higher maximums
are necessary because of living costs. It would favor the development of a proper
participated 50 percent tip to a higher maxiprogram
mumn." if the Federal Government
Mississippi: Mr. W. F. Bond, commissioner, State department of public welfare:
"I cannot see why there should be any objection at all from any source to the
amendment of the Social Security Act providing that aid for dependent children
shall be on a 50-80 basis between the Federal Government and the States as is now
provided for in aid to the needy blind andto the needy aged. I certainly hope
that this amendment is carried In Congress."
Missouri: Mr. George I. Haworth, Administrator, Social Security Commission of
Missouri:
"At a meeting of State Administrators in Washington early In Decenber, I
believe that it was the unanimous opinion that the Federal Government should
contribute one-half for aid to dependent children, the same as for old-age assistance. This difference is very hard to explain to State officials and many States
need the assistance of the Federal Government In making these grants available
for a cause as worthy, if not more so than grants to the needy aged."
Montana: Mr. I. M. Brandjord, Administrator, department of public welfare:
"As far as I know, the sentiment in favor of this change in the State of Montana
is unanimous. It has been impossible to explain to people why the Federal
Government contributes one-half for old age assistance and one-half for aid to
reedy blind, but only one-third for aid to dependent children. Our legislature
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has already passed a memorial toCongress favoring this change. It may interest
you to know that this department is seeking legislative approval for passing on
this increase in tile Federal grant to the counties. InI House bill No. 133, originating iii this department and now pending in the Committee on Social Securit
section 18 seeking to amend section 7 of part IV of the Public Welfare Act of the
State contains the following provision: 'If and when the Federal grant for aid to
dependent children is increased from 33% percent of tie total payments to 50
percent of the total payments, the reimbursement from each county department
to the State department of public welfare shall be decreased to 162j percent of the
total payments. If the Federal grant is increased by some other percentage, the
percentage added to the Federal grant shall be deducted from the percentage of
reimbursement to be made by the counties. These reimbursements shall be
credited to the aid to dependent children account of the State department as
heretofore."
"This proposed increase in grant will be gratefully received by all of us in the
State of Montana."
Nebraska: Mr. Neil C. Vandemorr, Director of Assistance, Department of
Assistance and Child Welfare:
"We see no reason why there should be a difference in the matching by Social
Security funds in old age, blind, and aid to dependent children."
Nevada: Mr. Gilbert C. Ross, secretary, State board of relief, planning, and
pension control:
"Of course, I am in favor of this change."
New Hampshire: Mr. Harry 0. Page, commissioner, department of public welfare:
"I am very hopeful that the Congress will pass favorably upon the recommendation of the Social Securlty Board that the Federal contribution for aid to dependent children be increased from one-third to one-half. The dependent children
situation in Now Hampshire is very serious at the present time. The State has
never appropriated sufficient money with which to meet the needs of applications
made in behalf of dependent children and as a result this department has had established for some time a waiting list of eligible applicants to whom grants could not
be made because of a lack of funds.
"A study of New Hampshire's expenditures for public assistance reveals what
we know all too well to be tried and that is that in th face of pressure from organized groups working in behalf of the aged, the necessities of children have been
sadly neglected, At the present time this State expends $92,000 per month for
tile care of persons who are 70 years of age or over, and at the same time spends
only $13.500 for the care of children who are under the age of 16 years and living at
ho n with the mother or another relative. Our Governor has In both his inaugural
as well as budget message to the legislature urged increased appropriations for
A. D. C. and I am sure that he will do all that he can to get favorable action.
This, to us who are working daily in the public-welfare field know as well as anyone else the great need which exists among children, At the present time the only
form of public aid which is available for a large number of them is direct relief and
under New Hampshire law this is papor aid which the mothers of these children
dislike to receive. An increase in the amount of Federal participation up to the
matching basis on which old-age assistance and blind-aid grants are now made
would do much to get for New Hampshire children who are dependent, the kind of
care which all of us want them to have,"
Now Jersey: Mr. William J. Ellis, commissioner, department of institutions and
agencies:
"At the meeting of the American Public Welfare Association in December it was
the general consensus of the groups that the Federal contribution for aid to dependont children should be increased and put on the same basis as aid to the blind and
aid to the aged; that is, on a 50-50 matching basis. I would strongly recommend
this."
New Mexico: Mr. Fay Guthrie, director, department of public welfare:
"In my opinion Congress should increase Federal contribution for aid to dependent children from one-third to one-half and place it on the same basis as
Federal participation in old-ago assistance and aid to needy blind. It is very
difficult to obtain State appropriations for aid to dependent children inasmuch
as there are few in this group who vote and the pressure comes from the old-ageassistance group which has a strong, organized program in this State."
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New York: Mr. David C. Adie, commissioner, department of social welfare:
"That in connection with said suggested change the State board of social welfare
further urges the Social Security Board to consider the removal of the present
limit in Federal reimbursement of $18 for the first child and $12 for each additional child, substituting therefor 50 percent of the actual budgeted needs."
North Carolina: Mrs. W. T. Best, commissioner, State board of charities and
public welfare:
"We expressed keen interest in the proposal to Increase Federal contributions
for aid to dependent children from one-third to one-half-the same basis upon
which grants are made to States for old-age assistance and aid to the blind. You
will note in the letter that we also expressed interest in a higher Federal contribution than a 50-50 basis to the poorer States; also in the matter of general
relief. North Carolina does not appropriate State funds for general relief, which
means that the only source at the present time Is from inadequate local funds
that are available. The average per capita grant for general relief for the month
of December was $5.71."
North Dakota: Mr. E. A. Willson, executive director, public welfare board:
"Under the present act, with the Federal Government contributing only onethird there Is a tendency to neglect the dependent children and favor the aged
and the blind, for whom the Federal Government provides one-half of the paymonts. I am also of the opinion that the maximum payment of $18 for the first
child and $12 for the second child should be raised as those maximums do not
provide sufficient funds to meet the needs of a mother and one or two children.
We have introduced into the North Dakota Legislature a bill removing the maximum on our aid-to-dependent-children law, and providing for grants strictly on
the basis of need. This bill has passed the State senate and I feel confident that
it will pass the house and be signed by the Governor. I would strongly suggest
that the Social Security Board Act be amended either removing the ceiling, or
increasing the maximum, particularly in the ease of the first and second child.
The above represents the opinion of the North Dakota Public Welfare Board as
well as my personal opinion."
Oklahoma: Mr. Fred Spear, director of public welfare:
"We are in full sympathy with the proposal now pending in Congress that the
Social Security Board increase the Federal contribution for aid to dependent
children from one-third to one-half."
Oregon: Mr. Elmer R. Goudy, administrator, State Relief Committee of Oregon:
"We feel that the increase of the grants in aid to the States for aid to dependent
children to one-half, both of grants and administration, is very important at this
time. The financial burden for social-security programs and relief has become so
heavy on the counties and the State that at the present time we have discontinued
accepting new cases on aid to dependent children in approximately one-half the
counties of the State, representing approximately 75 percent of the case load of
the State, which includes the city of Portland."
Pennsylvania: Mr. Howard L. Russell, secretary, department of public assistance:
"I concur heartily in this proposal. Its adoption at this session of Congress
-would be of definite help to States like Pennsylvania, which, despite a critical
problem of financing, is striving to maintain necessary assistance services without
cutting standards."
Rhode Island: Mr. Mortimer W. Newton, chief, division of social security:
"I heartily approve of the proposal of the Social Security Board to increase
the Federal contribution for aid to dependent children from one-third to one-half,"
South Carolina: Mr. Thomas H. Daniel, State director, department of public
welfare:
"In my opinion the program of aid to dependent children should at least be on
an equal footing with that of aid to the needy aged and aid to the needy blind,
Insofar as Federal contribution is concerned."
South Dakota: Mr.C. H. MeCay, State director, department of social security:
"We do have an A.D.C. law which provides for such a program with one-half
contribution by the Federal Government. However, there is no appropriation
available to make this program effective even though the present Congress changes
their proportion of aid."
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Tennessee: Mr. Paul Savage, commissioner, department of public welfare:
"My opinion is best expressed in House Joint Resolution No. 6, which states:
'Therefore, be it resolved by the House of Representatives of the Seventy-first General
Assembly of the State of Tennessee, the Senate concurring, That the Seventy-sixth
Congress of the United States of America be and it is hereby requested and urged
to enact Into law United States Senate bill No. 3759 or a bill of similar nature
providing for division of costs at a one-half arid one-half ratio between Federal
and State governments In carrying aid to dependent children under the United
States Social Security Act.' "
Texas: Mr. W, A. Little, director, Texas old-age assistance commission:
"The A. D. C. group Is the least adequately financed. Actually the amount of
money usually available for an individual case results in slow starvation, In
comparison with the amount possible for old-ago assistance, for example, in
Louisiana, an A. D. C. family consisting of a mother and two children is Iimtied
to a grant of $30 whereas a single 0. A. A. recipient may receive $30. Tire mother
is barred from W. P. A., and her chances for supplenrointig the grant by private
employment, in order to allow her presence in the home sufficient for supervision
and care of the children are slight. We should like to go further and endorse
the extension of the age limit to 18 years in instances where children are attending
school and suggest that the upper age limit in any instance must be extended to
coineiie with the ago covered by the comnpulsory-sclool-atterdarc laws, so that
there will be nioperiod in which a child is protected by neither assistance nor
em ployment. Public sentiment has not been touched by the problem of dependent
children to the extent that it has by that of old age, for the facing of old age with
its attendant insecurity is a universal problem which engendprs uneasiness inthe
inds of all. Because more money is needed for this
category and public enthusiasm has not been aroused to the point of action, we feel strongly that States
should be given inducement to develop air adequate program for the care of
dependent children. Undoubtedly the increasing of Federal participation to 50
percent would provide a stimulus in thisdirection."
Utah: Mr. J. W. Gillman, director, department of public welfare:
"I feel that I can speak for the State welfare board and the State welfare department and say that we would be favorable to such a program its it is difficult for the'
State and counties of Utah to finance the two-thirds to adequately care for dependent children."
Vermont: Mr. W. Arthur Simpson, chairman and director, old-age assistance
department:
"I believe that tire State of Vermont will look with a great deal of favor on
increasing the Federal contribution for aid to dependent children from one-third
to one-half. There is no reason whatsoever why tins contribution should not be
on the same basis as the other public assistance programs."
Virginia: Mr. William H. Stauffer, commissioner of public welfare:
"It would be extremely helpful to States like Virghla, whose economic resources
are not large, to have the Federal Government contribute more adequately for the
support of so important a program as aid to dependent children. Moreover,
there seems to be no valid reason why the participation by the Federal Government
in the ease of dependent children shouldnot be on the same basis as aid to the
needy aged and aid to the needy blind, which as you know Is on a 50-50 basis. I
have tile further feeling that the Federal statute should liberalize the administrative contribution to the States under the old-age assistance pro am. As you
know, tire Federal Government Is contributing for administration to the State an
amount equal to 5 percent of the amount which. is remitted for grants In aids.
Administrative costs on an adequately staffed program in a State like Virginia
will run from 10 to 18 percent depending upon the magnitude of the grants
themselves."
West Virginia: Mr. A. W. Garnett, director, department of public assistance:
"I am heartily in accord with the proposal of the Social Security Board to
increase Federal contribution to aid to dependent children from one-third to onehalf.Much might be said with respect to the inconsistency between this and
other categories under present law all of which should be obvious, but beyond
the strong case that could be made for equal, If not preferential, treatment of
children, I am impressed with the fact that the States are in need of this subsidy
in many instances In order to finance more adequately this very Important
category."
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Wisconsin: Mr. George M, Keith, supervisor of pensions:
"We can take but one view, which is to give complete support to this proposal.
Relatively the aid to dependent children program in this State has suffered by
virtue of a lower Federal contribution than is received for old-age assistance or
aid to the blind, although the State itself has made a somewhat more liberal
contribution than for either of the other two aids. Secondly, the Federal limitation of one-third of $18 for the first child and one-third of $12 for each additional
child each month has operated as a bar to more liberal allowances in some instances
and in some counties where the counties have considered the Federal maximum
as a limit to which they would grant aid although our law sts no nmaxihui and
merely requires the granting of aid on the basis of a family budget. We should
like to see the Federal contribution raised to one-half and that one-half on a family
budget and not on a maximum of $18 and $12."
Wyoming: Mr. S. S. Hoover, director, department of public welfare:
"We feel that the Federal contribution should be Increased from one-third to
one-half, placing aid for dependent children In the same status as that now contributed by the Federal Government for old-age assistance and aid to the blind."
Alaska: Mr. William B. Kirk, director, department of public welfare:
"Although Alaska does not have an aid-to-dependent-children program, legislation has been proposed before the Territorial legislature, now in session, which
would enable the Territory to cooperate with the Federal Government in an aidto-dependent-children program. There is no doubt that if the Federal contribution of such a program were increased from one-third to one-half, it would undoubtedl3 be more attractive to Alaska.
District of Columbia: Mr. Elwood Street, Director of Public Welfare:
"I approve most l-p0rtily of the proposal of the Social Security Board to increase
the Federal contribution for aid to dependent children from one-third to one-half.
I also think the limit should be raised from $18 for the first child and $12 for
each additional child per month to, let us say, $30 for the first child and $20 for
each additional child if there must be any limit set in the act."
Territory of Hawaii: Miss Pearl Salsberry, director, board of public welfare:
"It seems to me that the Federal Government would encourage better standards
of work for children if it participated to at least as great an extent in their care
ai in the care of the aged and blind. In times of financial stress such as we are in
at present, it is difficult to keep the Interests of children in the foreground simply
because of the greater participation In other programs. Inadequate assistance
to children now is likely to result in future dependency for them. Personally I
would rather see a larger participation In the ease of children even if this meant
less participation in the case of the aged and blind."
JULY 26, 1930.
Senator PAT HARRISON,
Chairman, Senate Finance Committee,
Washington, D. C.
(Re Grants to States for general public assistance.)
DEAR SENATOR HAaRsoN: The Washington News Letter on Social Legislation
has been conducting a series of polls of expert opinion on current social legislation.
A recent poll indicates that 91 percent of State and local welfare directors favor
an amendment to the Social Security Act which would provide grants to States
for general public assistance.
Attached are extracts from some of the replies of these public officials.
Sincerely yours,
GLEN LEET,
Editor, Washington News Letter
on Social Legislation.
DEPARTMENT OF PUnLIC WELFARE,

Jackson, Miss., April 17, 1989.
Copy of H. R. 5736 by Voorhis of California received.
I think it is a good bill and If Congress is going to make provision for this class
of needy people I do not believe a better bill could be framed. Passed in its
present form this bill will be of considerable help to needy persons in Mississippi.
Cordially yours,
W. F. Bonn,
Commissioner, State Departmnent of Public Welfare.

SOCIAL SECURITY ACT AMENrIFMENTS

407

TEXAS OLD AGE ASSISTANCE COMMISSION,

Austin, Tex., February16, 1939.
Unfortunately, Texas Is without sufficient funds at this particular time to
properly finance a direct relief program.
However, in my opinion, all States should, in the interest of a balanced security
and general welfare procedure, make such provisions, and it is my conviction that
the Federal Government should participate in what is known as the category of
general family direct relief.
Certainly, there will be a lamentable gap in our State program of security for
all groups who are unable to maintain themselves without public assistance
unless we have a Federal grant for direct relief. It is now history as to the
aftermath of the withdrawal of Federal aid from the States.
In Texas, in most instances, excepting large urban centers, general relief consists
of Federal surplus commodities. That need for direct relief exists is now indisputable. There seems no logic in Government discrimination against a group
because it does not fall within one of the established categories. Federal participation is the answer for direct relief just as it has been for the other categories.
We feel tiat the sound policy would he that of making variable grants to the
States on the basis of need in the State.
Yours very truly,
W. A, LITTLE, Director.

TERRITORY OF HAWAII,

BOARD OF PUBLIC WELFARE,
Honolulu, May 8, 1939.
In my letter of May 1, 1 promised to comment o11H. R. 5736. I believe
heartily in the fundamental principle of Federal aid in all types of public assistance. The inclusion of general assistance will tend to better administration of all
public assistance. For instance, the insistance on proof of age, relationship, and
location of children has wrought real hardship In some cases, So much admninistrative time has gone Into securing of proofs in order to fit an applicant into a
category for which there is Federal participation that good case-work principles
have been lost sight of. It would be my hope that so-called categorical assistance
might be done away with and that all types of assistance be placedon a generalized
basis. I believe a more economical administration could be effected and a bettor
grade of work could be done for all persons receiving assistance,
The inclusion of (5) section 1202 is important if any kind of personnel standards
are to be maintained, though it is well to remember that even a merit system has
its weaknesses, At any rate, this section is certainly far in advance of the present
Social Security Act. It seems to me that the interests of the community might be
protected if a section regarding collection from estates were added, modeled on
title I, section 2 (a) (7), of the Social Security Act. It might be argued that the
agency administering public assistance should not become involved in collecting
from estates and that a person with an estate should arrange for care through
other sources, using the estate as collateral, but we are well aware of cases where
this is neither practical nor possible.
The participation on the basis of per capita income, with a two-thirds maximum,
seems to me exceedingly sound and if applied to other parts of the social-security
program would bring grants more nearly in line with local needs. The sharing of
administrative costs on a 50 percent basis would obviate some of the difficulties
State agencies have had to meet. The present Social Security Act, which provides for the granting of 5 percent of the grant made for assistance, for administrative expense, has given the impression in some places that the sponsors of the
Social Security Act regarded 5 percent adequate to administer the program.
Postponing financial participation for those States having constitutional limitations for 5 years or until July 1, 1944, seems a long time. Are there any States
where such limitations could not be removed in less time than that? It would
seem to me that a State to have its plan approved must show evidence of its good
faith by taking steps as early as possible to remove such constitutional limitations
and to proceed with successive steps as rapidly as legal limitations will permit.
A statement making It possible to consider each State on the basis of its own constitutional limits would be sounder than If a fixed date for the time at which a
State must participate if Federal funds are to continue.
Very truly yours,
PEARL SALSBERRY, Director.
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STATE OF MINNESOTA,
STATE BOARD OF CONTROL,
DEPARTMENT OF PUBLIC INSTITUTIONS,

St. Paul, April 81, 1989.
11. R. 5736 has our endorsement and support. We have long sought a way out
of the difficulty of dual standards. The principles of Federal financial participation involved in this bill are probably the only solution for maintaining adequate
public assistance programs in this country. General public assistance standards
have been rapidly declining, largely due to inadequacy of State and local funds.
The proposal of Mr. Voorhis will fill a gap which must be filled soon if the categorical programs are to continue. It is impossible to long tolerate an administrative situation which makes necessary the application of two different standards
used in the same relief household.
Sincerely yourJ,

PUBLIC ASSISTANCE,
BENJAMIN E. YOVJNGDAHL,

Director.
STATE DEPARTMENT OF SOCIAL SECURITY AND

WELFARE,

Phoenix, Ariz., April 19, 1989.
I have received you letter of April 13 encldcsing a copy of H. R. 5730, by Voorhis,
which act would provide grants-in-aid to the States for general public assistance.
After examining the contents of the Voorhis measure, I believe that it is very
meritorious and that something of this kind is needed by the States. In your
Washington News Letter of April 12 you state:
"Voorhis is convinced that the only humane and constructive way of meeting
the transient problem is by providing adequate public assistance in the States

from which these people come."
In my opinion, IM Voorhis has a very constructive thought in this regard. I do

feel, however, that insofar as California and Arizona are concerned, the matter of
providing adequate public assistance in the States from which the transients have
migrated is a great deal like closing the barn door after the horse is gone, for the
reason that many of these people have now been absent from their home State a
sufficient length of time to have lost their residence in that State, and the return of
them to the State from which they came would be somewhat of a futile gesture,
unless they are eligible for general public assistance under the laws of the State.
The Voorhis measure, however, would serve as a check on a further influx of transients into the Western States and at the same time greatly assist the States in the
administration of general public assistance, particularly In those States where
available funds is a serious handicap.
Very truly yours,
STATE DEPARTMENT OF SOCIAL SECURITY AND WELFARE,

HARRY W. HILL, Commissioner.
STATE OF IDAHO,
DEPARTMENT OF PUBLIC WELFARE,
DIvIsIoN OF PUBLIC ASSISTANCE,

April 85, 19,59.
I believe the Federal financial participation to needy persons as contemplated
In this bill Is the only device by means of which States can be brought about to
administer public assistance on an equitable basis to all recipients. It has certainly been a fact in Idaho that public assistance under the Social Security Act
has been administered at great cost to the State- and county-financed programs
of general relief. Federal matching funds on a somewhat comparable basis, I am
confident, Is the only means by which public assistance can be uniformly administered.
My feeling Is that the passage of this bill would be a huge step toward the solution of a tremendous problem. It seems to be a very necessary amendment to
the Social Security Act. I feel that it represents something which Is bound to
come sooner or later, and I think that only experience of administration under
this act can suggest any very fundamental changes.
I particularly like the provision for establishing personnel stanards on a merit
basis, which I feel will result, under the supervision of the Social Security Board,
In good administration by States.
Very truly yours,
B. CEIL, Director.
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STATE OF INDIANA,
DEPARTMENT OF PUBLIC WELFARE,

Indianapolis,February 14, 1939.
Indiana would be very glad to receive grants-In-aid for direct relief; however
I doubt very seriously that Indiana could qualify for any Federal grants-in-aid
without a change in our present State laws regarding direct relief.
Direct relief is administered locally in Indiana by the township trustee as
overseer of the poor, and no State agency has any supervisory function. I am
of the opinion that the Federal Government would give no grants-in-aid for direct
relief without the State assuming certain administrative or supervisory functions.
This would necessitate a change in our laws.
Very truly yours,
T. A. GOTTSCHALK, Administrator.

COMMONWEALTH OF KENTUCKY,
DEPARTMENT OF WELFARE,

Frankfort, February 17, 1989.
In response to your letter asking toy reaction to the proposal to provide grantsin-aid to Stated for direct relief, my personal reaction to this proposal is that there
should be an appropriation by the Federal Government to provide grants-In-aid
to States for direct relief. There is need for Federal assistance in this field and
many unmet needs in the States in which Federal aid would be a very real help
and an Incentive to States to make further provisions along this line.
Sincerely,
DEPARTMENT OF WELFARE,
MAROARET WOLL, Commissioner.

STATE OF MARYLAND,
BOARD OF STATE AID AND CHARITIES,

Baltimore, April 17, 1989.
I am very much In favor of Federal grants-in-aid to the States for general public
assistance, It is just as necessary to take care of this group of people as any other
if we are to have a coordinated and well-rounded social-welfare program.
At the session of the Maryland Legislature just closed, we amended our law
so that we are authorized to administer general public assistance if grants are
made to the State, and we have an item in the budget of State funds that could be
used for matching purposes with the Federal Government, but which will be used
for matching with the local units If there is no Federal participation.
Sincerely yours,
J. MILTON PATTERSON,
Executive ,Secretary.
STATE WELFARE DEPARTMENT,

Lansing, Mich., April 17, 1989.
Any plan whereby grants and aid for public assistance may be made to the
States meets with my approval. Federal participation in a program to care for
needy individuals not eligible for old-age assistance, aid to the blind, etc., and
who are unable to obtain W. P. A. employment, appears to be essential In order
to maintain a reasonable standard of relief. The financial limitations of many
States, including Michigan, makes it appear that it Is essential to have the
Federal Governtent participate in a general public assistance program to care
for those not now wl'thin the social-security categories and unable to obtain
W. P. A. employment, either because of physical Impairment or shortage of funds.

Very truLy yours,

STATE WELFARE DEPARTMENT,

Mrs. Osono

W. RoERs, Director.
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DEPARTMENT OF PUBLIC WELFARE,

Helena, Mont., May 4, 1939.
We are sadly in need of additional funds for general relief in the State of Montana at the present time, and the prospects are that this need will continue. Fedoral assistance
be most welcome.
Sincerelywill
yours,
I. M, BRANDJORD, Administrator.
STATE OF NEw JERSEY,
DEPARTMENT OF INSTITUTIONS AND AoENCIES,

Trenton, N. J., February14, 193.9.
I strongly favor this as the basically sound and well-tested type of relationship
for the Federal Government to local governments.
Personally, I do not believe the Federal Government should operate directly
in this field, but only on a grant-in-aid program.

Cordially yours,

DEPARTMENT OF IN5TITUTION5 AND AOENCIES,

WILUIAM J.

EaaIs,

Commissioner.

I favor Federal aid to States for general public assistance.
Comments: This is the only practical l)lan before us to bring some order out
of the chaos in State administration and financing of relief. Further it will add
greatly to the integration and cooperation of Federal, State, and local services,
Further it is the only plan now available for the better handling of the transient
problem.
Name: David C. Adie.
Position: New York State commissioner of social welfare.
Address: Albany, N. Y.
STATE OF TENNESSEE,
DEPARTMENT OF PUBLIC WELFARE,

Nashville, May 8, 1939.
I would look with favor upon the passage of this bill provided that it would not
interfere with the passage of bills which have been introduced upon the recommendation of the Social Security Board to provide for a liberalivation of aid to
dependent children grants and Federal matching of administrative costs for the
operation of the present three categories, i. e., old-age assistance, aid to the blind,
and aid to dependent children. If this bill were passed, Teinessee would be
faced with the difficulty of not being able to participate until the 1940 session of
its legislature, for the reason that the budgets havo been set u) for the next
biennium.
I want
to thank you for giving to me the opportunity of studying this bill.
Sincerely yours,
PAUL SAVAGE,
Commissioner.
I favor Federal aid to Slates for general public assistance.
Name: Oeo. W. Haworth.
Position: Administrator, State Social Security Commission of Missouri,
Address: State Office Buildiug, Jefferson City, Mo.
STATE DEPARTMENT OF PUBLIC WELFARE,

Salt Lake City, Utah, April e1, 1939.
We believe that I. 11. 5736, introduced )y Representative Voorhis, which
you sent to us o April 13, includes provisions of great merit.
Grants-in-ad for general public assistance should make for less discrimination
by the States and their subdivisions in the care of employable persons and others
not eligible for assistance under the present Social Security Act. In Utah during
1938 each person in an employable household was granted assistance averaging
12 cents a day. Each person in the household of an old-age assistance granted
received an average of 50 cents a day.
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Grants-in-aid should be of great assistance to the States and their subdivisions
in the financing of the general public assistance program, Because of a low
pr capita income in this State, Utah would benefit greatly by such a measure.
rho present revenue of tile State is taxed to capacity and the budget request of
the State department of public welfare for the biennium 1939 to 1941 exceeds by
several hundred thousand dollars the amount of revenue available. Therefore,
if adequate standards of general public assistance are to be observed or established, some other method of financing should be developed.
The inclusion of a provision in the measure to place the personnel on a merit.
basis would undoubtedly be of good effect in raising the standards of all personnel
in State and local departments.
We appreciate your courtesy in forwarding a copy of this bill to us and thank
you for tie opportunity to express our support of the measure.
Sincerely yours,
GLLMA,
Director.

STATE

DEPARTMENT OF PUBLIC AssISTANCE,

Charleston, W. Val, April I8, 1989.
In the absence of Mr, A. W. Garnett, I am submitting certain comments relative to H. R. 5736, as you requested of him In your letter of April 13.
From a national standpoint, such a bill would be a boon to States in those
sections where there is a low per capita income.
From the standpoint of West Virginia, the release of such funds by tile Federal
Government would provide assistant to many persons for whom Works Progress
Administration employment is not available. It would materially improve the
standards of relief for such employables, especially since increasing unemploynient in the coal fields has made our limited funds for general assistance increar.ingly inadequate. In this respect, we have never been able to render general
assistance in any manner commensurate with our grants to the aged, blind, and
dependent children. We believe that the suggested plan for matching administration costs 50 percent would serve to Improve administrative standards.
Speaking from the standpoint of the bureau of social service, passage of this
bill would not materially affect our present procedure. We may attribute this to
tie fact that all categories of assistance are administered under one department
and that our local visitors have carried case loads which involve investigation and
determination of eligibility on the same general basis for all such categories.
Passage of this bill would undoubtedly involve a revision of the accounting
systems in all States. Fiscal procedure would be much more complicated that
that now in use iii administering those categories in which grants-in-aid are
made by the Federal Government. In the ease of West Virginia, it would be
necessary to give attention to county levies for general relief as well as to State
allocations to counties, General relief payments are made semimonthly and
emergency orders are issued for hospitalization, medical assistance, food, fuel,
and rent. However, these are matters of small Importance when we consider
the true objective of the bill, which is to provide a better standard of living for
those unfortunates who are now, through choice or otherwise, being neglected
by both the works program and the assistance programs of the various States.
IWe trust these comments will be of some value to you.
. Zooi,
Esum.
Very truly yours,
Acting Chief, Bureau of Social Service.

I favor Federal aid to States for general public assistance.
Comments: Aside fhm the need of the States for financial assistance in meeting
the general relief problem, the full benefits of the work-relief and public-assistanee
programs which are financed by the Federal Government, wholly or iii part, will
never be realized until the general public assistance programs in the State are
fully organized to supplement and give support to those programs. Federal
participation only In specialized fields necessarily results In burden ing those forms
of assistance with cases and problems which do not properly belong to those
categories merely because of the financial advantage to the Statcs.
Name: Kathryn 1). Goodwin.
Position: Assistant director, State public welfare department.
Address: 315 South Carroll Street, Madison, Wip.
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PUBIC WELFARE DEPARTMENT,
STATE OF WiSCONSiN,
Madison, April 28, 1989.
Your letter of April 13 addressed to Mr. Fianner in regard to the Voorhis bill
has been referred to me.
I am sure it is unnecessary for us to express again our feeling for the need for
grants-In-aid for general relief. The inclusion of such grants under the Bureau
of Public Assistance of the Social Security Board seems to us a guaranty of a
stability of administration at the Federal level which would be extremely helpful
to the States.
The definition of relief which is incorporated in this bill seems to leave a
possible gap for persons who require assistance supplementary to Public Works
programs or private employment. The wording of the definition is a little obscure
in that the phrase "or available to the families of such persons" does not seem
clearly to refer to any of the preceding phrases. Possibly this is intended to mean
families of persons who are employed-on-Public Works projects, or families of
persons who are eligible for the special types of aid specified in other sections of
the act, although it would seem to mean the reverse.
In section 1203, line 15, the phrase "with respect to each person", which is
carried over from the other sections of the act, would seem to us quite difficult
for administration in a general relief program since it implies Federal matching
on an individual-case basis. Matching on an individual-case basis for the longertime types of assistance already in the act has presented many difficulties which
would be intensified by application of the same method to the more rapidly changingproblems of general relief.
The inclusion of the provision for appeal and fair hearing is, of course, a protection to general assistance recipients, which we should be very glad to see,
although again it would be much more difficult of administration for general
relief than forthe special aids which are more capable of definite legal interpretation. This difficulty, however, is undoubtedly outweighed by the advantage
,of the Inclusion of such a provision.
KATHRYN D. GOoDWIN, Assistant Director.
Very sincerely yours,

STATE OF ALABAMA,
DEPARTMENT OF PUBLIC WELFARE,

Montgomery, April 17, 1939.
In view of the fact that the proposed amendments to affect old-age assistance,
aid to dependent children, and aid to the blind provide for minimum grants to
individuals, I am wondering why this bill does not provide a minimum grant.
Insofar as the bill provides payments to needy persons who are not eligible for
assistance under the other Social Security categories and for whom public works
projects are not suitable or available, we are in favor of It. It would seem that this
ill is more desirable than bill S.1218 inasmuch as the definition of general public
assistance is more inclusive and there is a 50-50 matching for administration.
Alabama is administering two assistance categories-namely, aid to handicapped
and temporary aid-with State and local funds. We feel that Federal matching
will enable us to provide this aid more adequately and with less apparent discrimnation in favor of persons who come in the categories matched by the Federal
Government.
Sincerely yours,
LoULA DUNN, Comiesioner.

I favor Federal aid to States for general public assistance.
I wish to recommend very earnestly that consideration be given to the possibility of extending congressional legislation in aid of social-welfare programs so as
to include the United States territories, including the Virgin Islands, In their
benefits. It might be possible to set up the program in such manner that Federal
aid for old-age pensions, child welfare, etc., might be given these islands'on a basis
*of matching expenditures for these purposes made by the islands' government.
Name: Roy W. Bornn.
Position: Superintendent of public welfare.
Address: Charlotte Amalie, St. Thomas, V. I,
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DEPARTMENT OF SOCIAL SECURITY,

Pierre, S. Dak., April t, 1939.
I have your letter of April 13, In which you Inquire my opinion on the merits of
H. R. 5736, a bill proposed by Voorhis of California.
From my own personal viewpoint I feel that general relief should be handled
by the State and counties as a'purely local matter, rather than an expansion of
the present
Yoursmethod
truly, of grants-in-aid to the States for such unfortunates.
C. H. McCAY, State
Director.

I do not favor Federal aid to State@ for general public assistance.
Comment: Florida would have difficult in providing funds for matching,
Name: C, C. Codrington.
Position: Commissioner.
PUBLIC WELFARE BOARD OF NORTH DAKOTA,

Bismarck, N. Dae., April *4, 1989.
This is in reply to your letter of April 13, 1930, in which you asked fora statement from me as to the merits of H. R. 5736, Senator Voorhis' amendment to the
Social Security Act to provide grants to the States for general public assistance.
I believe Federal grants to the States for general public assistance is very much
to be desired and a move in the right direction. We know that relief standards in
some States and in some local subdivisions where general relief is handled locally
are entirely inadequate. In some areas, assistance standards are much lower for
the so-called unemployable general relief eases than for the categorical groups
under the Social Security Act.
In North Dakota we have had considerable difficulty with some of the bordering States where general relief is handled by the local community and is entirely
inadequate. Needy persons in those areas have practiced all sorts of subterfuges to get into North Dakota and establish residence as they know that, under
our standards, general relief cases have in the past been given the same treatment
as categorical relief cases.
Because of the complexities of our economic system the profits and hence the
ability to pay taxes are oftentimes received in States other than those in which the
production that made possible those poflts originated. To equalize this income
and taxpaying ability, it would seem entirely logical that the Federal government
should contribute toward general public assistance as well as special categories.
Federal supervision of general relief would make for uniformity and result in
better administration and the elimination of political favoritism.
I am very much in favor of Senator Voorhis' amendment and hope that it
passes Congress.
E. A. WiLsoN,
Sincerely yours,
Executive Director, Public Welfare Board.
I favor Federal aid to States for general public assistance.
Comments: Federal aid will guarantee (1) a more uniform relief plan and (2)
better standards of administration.
Name: Joseph L. Moss, Director,
Position: Cook County Bureau of Public Welfare, Chicago.
I favor Federal aid to States for general public assistance.
Comments: I do favor Federal aid to States for general public assistance
because it is my feeling that the unemployment and relief problem is not confined
to any particular locality but is national in scope. Because of taxing limitations
of States and public subdivisions, I do believe that a Federal long-range plan is
very essential in order that millions of our people will not face possible starvation
and want.
The State of Ohio records indicate that the Federal Government at present is
contributing approximately fifteen and one-half millions per year to the State for
general public assistance. It would be practically impossible for the State of
100889---2T
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Ohio to assume all of this obligation and to care for its people properly were It
not for Federal participation in grants and aid.
Name: Walter M. Costello.
Position: Supervisor, division of public assistance.
Address: 206 East Fifth Street.
THE STATE OF WYOMING,
DEPARTMENT OF PUBLIC WELFARE,
Cheyenne, April 28, 1989.
I have your letter of April 13 enclosing copy of H. It, 5736 which would provide
grants-in-aid to the States for general public assistance,
We do not feel at this time that the State of Wyoming is justified in asking the
Federal Government to participate in direct relief.
Yours very trtly,
S. S. HOOVER, Director.

I favor Federal aid to States for general public assistance.
Comment: States and counties to conduct own work program.
Name: A. J. Ersehul.
Position: Executive secretary, St. Louis County Welfare Board.
Address: Duluth, Minn.
STATE OF VERMONT,
OLD AGE ASSISTANCE DEPA'rMENT,
Alontpelier, Vt., February 13, 1939.
Because of the relief afforded by categorical assistance under the Social Security
Act, I do not believe that it would be necessary for the State of Vermont to
receive grants-in-aid for general relief.
There is a feeling In the State that the cost of public assistance is getting beyond
the ability of government to pay and that the only inetlod to check these tondencies will be through individual and local responsibility.
Very sincerely yours,
W. ARTHURSnwsoN, Director.

I favor Federal aid to States for general public assistance.
Name: Solon F. Russell.
Position: Director of welfare.
Address: Louisville, Ky.
MERCED COUNTY DEPARTMENT OF PUBLIC WELFARE),
Aferced, Calif., April 18, 1939,
In reply to your request contained in the April 12 Issue of the Washington
News Letter regarding the consensus of opinion concerning Congressman Jerry
Voorhis' amendment to the Social Security Act providing for grants-in-aid to
States for general public assistance, I should like to state that I am heartily in
favor of such an amendment.
As you know, Mr. Voorhis has been extremely active In behalf of California In
its attempt to cope with the migratory situation, and I believe his solution to
the problem, i. e., raising standards of public assistance in States from which these
people come, will be not only of vast benefit to the already overburdened taxpayers in California, but will have beneficial results in the Middle Southern States
where relief standards are low.
Please assure Mr. Voorhis of our continued support of his proposals to aid the
transients in California.
Very sincerely yours,
GEoRoB K. WYMAN, Director.
I favor Federal aid to States for general public assistance.
Name: Mrs, Helen Daley.
Position: Acting administrator, Kent County Welfare Relief Conmittee.
Address: Grand Rapids, Mich.
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Fargo, N Dak., Alay 8,1989.
I am giving you my opinion on the President's plan which was asked for In the
Washington News Letter on Social Legislation of April 26, 1939.
I am in favor of his plan. I do feel that the closer coordination we have
between these Federal agencies the more workable the plans will be, and certainly
by having fewer departments will gain that point to a certain extent. I am sorry
that I cannot give you any more information about this, but I have not followed
it close enough so that I could pass my opinion any further than what I have
so far,
Very truly yours,
B. M. P~AKINS,
Executive Secretary,
Cass County Welfare Board.
I favor Federal aid to States for general public assistance.
Comments: I am inclined to favor some Federal aid toward the general relief
program, in the event that there would be sufficient assurance given that there
would be only a mininium of supervision from the Federal end; further, if the
Federal authorities would bring about the establishment of proper personnel and
salary standards while recognizing perhaps the necessity of having varying salary
standards in the different sections of the country. I would not be in favor of
Federal aid if it would lead to real interference on the part of the Federal authorities in connection with the local administration in this assistance, so that local
authorities would not have a suliciently free hand in the administration of the
assistance. In other words, I am afraid of such a thing as too much red tape from
the Federal end.
Name: Gearhart Booker.
Position: Director of public welfare.
Address: Room 9, City Hall, Worcester, Mass.

THE

BOARD
OF THE

OF PUBLIC WELFARE)
DISTRICT OF COLUMBIA,

TVashington, D. C., April 17, 1989.
H. R, 5736, by Voorhis, which would provide grants-in-aid to the States for
general public assistance seems to me entirely satisfactory insofar as the principle
of matching State payments is concerned. The proposal to make special allowances to States of lower incomes than the average is an interesting variation on
the Social Security Act provision and might be worth trying out to see how it
works in actual practice. It ought to help bring up low standards of relief in
some of the low standard States.
Thank you for your note of regret that I am leaving Washington. I felt that
whatever abilities I had could be more usefully exercised in the field of community
organization than in that of public welfare administration under conditions as
they exist in the District of Columbia. I shall be sorry to leave my good friends,
among whom I count yourself, but after all, Richmond is only 110 miles away.
You may be sure that I'shall have many occasions to take advantage of your offer
of service in the future and I look forward to the pleasure of continued association
with your able self,
Cordially yours,
Eawoon STREET,
Director of Public Welfare.
I favor Federal aid to States for general public assistance.
Comments: In a State like Texas, with no general public assistance from the
State an.i very little from the local governments, Federol aid for general assistance
would be of inestimable value. It would eliminate a tremendous amount of
suffering. It would stinmulate the local communities, and it would develop a
sound administration which Is otherwise not very likely, This is going to be
particularly Important as the amount of work relief available declines. Our
communities have failed to take care of employables and certainly will not be
taking care of the needy employables without Federal aid.
Name: Walter W. Whitson.
Position: Director, Htouston-larris County Board of Public Welfare,
Address: 1103 Elder Street, Houston, Tex.
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THE NORTH CAROLINA STATE BOARD
OF CHARITIES AND

PUBLIC WELFARE,

Raleigh, N. C., April 18, 1989.
Replying to your letter of April 13, may I express approval of H. R. 5736 by
Voorhis providing grants-in-aid to States for general public assistance. I would
like, however, to see some provision made for those States that have not made
State appropriations for general relief, their legislatures havingalready adjourned
whereby they could be-given credit for appropriations madeby the counties and
other governmental units for general relief. We understand, of course, that the
plan would have to be in effect in all political subdivisions of the State and that
when the legislature again convenes 2 years hence, the State would be required
to make a State appropriation if it wished to continue to participate in the
general relief program.
Participation by the Federal Government in general relief would be of tremen.
dous help to the States, particularly those States with low average per capita
incomes in providing more adequately for needy people who do not come under
any of the relief categories.
Mrs. W. T. BOsT,
Sincerely yours,
Commissioner.
I favor Federal aid to States for general public assistance.
Comments: I feel that a more uniform and impartial method of distribution
will be worked out if Federal aid is given for general public assistance. Also that
the transient indigent will be better cared for.
Name: Emory Afton.
Position: Commissioner of department of public welfare.
Address: Sixth and Bannock, Boise, Idaho.
COMMONWEALTH OF PENNSYLVANIA,
DEPARTMENT OF PUBLIC AssISTANCE,

Harrisburg, February28, 1989.
This is in reply to your letter of February 9 in which you ask my views on the
proposal that the Federal Government provide grants-In-aid to States for direct
relief.
I believe this to be a sound proposal in principal. The basis for distribution
should, in my opinion, be one which would permit States to budget their direct
relief programs with statutory assurance of Federal aid in meeting a fixed part of
the cost. (This would obviate the month-to.month and arbitrarily determined
Federal participation which characterized the Federal Emergency Relief Administration period.) At the same time provision should be made to insure minimum
administrative standards In the States and impartial, nonpolitical handling of relief
at the local level. It seems to me the Social Security Board is the logical agency
to assume this responsibility.
As you probably know Pennsylvania is one of the relatively few States to maintain direct relief without stoppages or cutting of standards since the advent of
Works Progress Administration. In view of the economic limits which apply to
total Federal appropriations for relief, it seems to me the time has come for a
definite division of available Federal funds between work programs and direct
assistance rather than continuation of a policy which, in effect, tends to penalize
families not provided for by Works Progress Administration.
million
the several
yours,
Sincerely
HOWARD L. RUSSELL, Secretary.

I favor Federal aid to States for general public assistance.
Name: Benjamin Glassberg.
Position: Superintendent, Department of Outdoor Relief, Milwaukee County.
Address: 794 North Jefferson Street, Milwaukee, Wis.
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STATE DEPARTMENT OF PUBLIC WELFARE,
Columbia, S,. C., April 17, 1989.
I have just this morning received your letter of April 13 asking an expression
as to the merits of H. R. 5736 which proposes grants-in-aid to the States for
general public assistance.
I have not time to study the details of this measure, but have no hesitancy in
expressing approval of Federal grants-in-aid for general public assistance upon a
substantially similar basis as for the granting of Federal aid for old-age assistance
and aidYours
to thevery
needy
blind provided for in the Social Security Act.
truly,
THOMAS H. DANIEL,
State Director.
I favor Federal aid to States for general public assistance.
Comments: While the Works Progress Administration program has provided
employment to a substantial number of unemployed persons on relief, it has never
fully absorbed all employable persons and, consequently, the local communities
have been left with a direct relief burden that they have been unable to finance
on any sound basis, The existence of the Works Proress Administration as the
only contribution of the Federal Government toward unemployment relief has
also resulted in forcing on to Works Progress Administration projects people who
are not equipped for the type of work involved, which has greatly reduced the
efficiency and increased the costs of the Works Progress Administration projects.
Our community has never paid anything toward the cost of direct relief from
current tax funds and has continued to go in debt to finance relief since 1933.
The State government likewise has never worked out a plan for financing its
contribution toward direct relief on a current basis and as a result the contributions
of the State have been decreasing each year. There is apparently no answer to
the problem except Federal grants in aid to the States for general public assistance
Name: F. M. Rarig, Jr.
Position: Welfare director.
Address; St. Paul, Minn.

STATE

STA'E OF OREGON,
PUBLIC WELFARE COMMISSION,

Portland, Oreg., May 5, 1989.
While we are not in a position to discuss the details of the bill, we feel that i is
sound in principle. It is our understanding that the bill provides for grants-in-aid
to the States for general assistance without restriction as to the employability or
unemployability, residence or nonresidence of applicants. We assume that this
bill takes the place of the bill heretofore Introduced to provide grants-in-aid to the
States for the care of nonresident persons. The staff of the State Public Welfare
Commission is of the opinion that a bill for grants to the States for general public
assistance is sounder than a bill providing grants-in-aid exclusively for nonresident
care.
Yours truly,
STATE PUBLIC WELFARE COMMISSION,
ELMER R. GOUDY, Administrator.
I favor Federal aid to States for general public assistance.
Name: A. W. Garnett.
Position: Director, State department of public assistance.
Address: Charleston, W. Va.

STATE OF WASHINGTON,
DEPARTMENT OF SOCIAL SECURITY,

Olympia, May 9, 1989.
Hon. HOMER T. BONE,
United States Senator, Washingtoa, D. C.
DEAR SENATOR BONE: I have Just seen a copy of Congressman Voorhis' H. R.
5736, which aims to provide grants-in-aid to the States for general public assistance.
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In the light of the actual experience of the various States at the present time,
the help of the Federal Government, through a bill such as the one introduced by
Congressman Voorhis, is absolutely necessary to assist local communities in taking
care of their needy people. I have in mind two groups of persons, namely, the
general group that migh be though of as unemployable because of some physical
or mental handicap without respect to age; and, secondly, that group of men and
women in the age group of 50 to 64, inclusive, who have no particular service to
sell and who are too old for much successful retraining or rehabilitation. At the
present time there is no social-security category provided for these persons, and
yet we all know that they can suffer just as much as men and women 65 of age and
over.
The Voorhis bill has the practical advantage of requiring no new machinery or
new administrative agency. In fact, its financial provisions give definite force
and purpose to the local agencies already created. These agencies, because of
inadequate funds, are now obliged to spend their energies in some form of negative
answer to the application of persons in need.
I find everywhere a disposition to curtail criticism in face of the desire for
obtaining some action in doing somethinF about the situatk.n which is facing us
this next winter with the obvious reduction in work relief quotas. It is in this
spirit that I commend for your attention the provisions of the Voorhis bill as a
plan for obtaining action that will definitely help the States and counties carry the
people in
need yours, the winter that is aheadof us.
Sincerelythrough
CHARLES F. ERNST,
Director.
THE WESTERN UNION

TELEGRAPH

CO,

60 Hludson Street, New
JuneYork,
15, 1089.

Hon. PAT HARRISON,
Chairman, Finance Committee,
United States Senate, Washington, D. C.
DEAR SENATOR HARRISON: We have not asked to be heard by your committee on
the proposed amendments to the Social Security Act but we should like to file
this statement.
The Western Union Telegraph Co., which was organized in 1851, 88 years ago,
provides a comprehensive telegraph service for the Nation. Throughout its
corporate existence it has constantly improved the quality of its telegraph service
which it has endeavored to furnish at the lowest possible rates. From the outset
of its corporate existence Western Union has occupied the dominant position in
this field of communications, and is looking forward in the next 12 years to the
cOnpletion of a century of progress.
Western Union now serves practically every city, town, and village in the
United States. It reaches points all over the world either through its own offices
or its overseas connections. The only product it has to sell is service. Therefore,
labor is necessary in its operations to an unusual degree, and it rates high among
its assets an efficient and loyal force which numbered 43,546 at the close of 1938.
Many, many years ago Western Union recognized that the peace of mind of its
employees was inextricably linked with the well-being of the company. For this
reason it sought 26 years ago to mitigate the hardships resulting from accident,
sickness, superannuation, and death by establishing a plan for employees' pensions,
disability benefits, and death benefits. The plan is noncontributory. The entire
cost of It has been borne by the company. Under this plan the company has paid
out during the past 25 years, the follow Ing:
Pensions -------------------------------------------------$15, 253, 983
Accident-disability benefits ---------------------------------3, 510, 110
Sickness-disability benefits ----------------------------------9, 074, 320
Death benefits --------------------------------------------3, 899, 433
Total ----------------------------------------------31,737,846
Western Union revenues are particularly sensitive to general business conditions. They rise and fall as business improves or slackens. The volume of
telegraphing is a most reliable gage of general business conditions. Anything
which affects business adversely is reflected promptly in lower telegraph revenues.
When the administration recently recommended to Congress that consideration
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be glven.'to modifying current statutory requirements for progressively increasing
taxes on account of old-age benefits, it recognized that pay-roll taxes are deterrent
to business generally. Such taxes are a particular deterrent to the telegraph
industry because of its high ratio of labor cost. The Western Union labor cost
consumes over 60 percent of its gross revenue. The higher the ratio of labor cot
to gross revenue the greater the burden of pay-roll taxes. For example, the tolegraph and the telephone compete for the long-distance communications business.
Tlie telephone merely furnishes the facilities over which the patron performs the
service. The telegraph not only furnishes the facilities but, in addition, the
employees to pick up, transmit, and deliver the communications. Thus the
ratio of labor cost in the telegraph Industry is substantially higher than In the
telephone Industry. The result is that pay-roll taxes are proportionately a greater
burden, a distinct competitive disadvantage, and an impediment to the continued employment of a large number of people.
Unlike the average employer, Western Union cannot transfer pay-roll taxes
to ultimate consumers by increasing the prices of Its services. As your committee knows, telegraph charges are fixed by th;o Federal Communications Commission and by the respective State commissions. The inability of Western
Union to shift added costs to others was demonstrated forcibly during 1938 when
the Federal Communications Commission denied the plea of the telegraph companies for a 15-percent increase in certain commercial rates.
Pay-roll taxes affect Western Union Indirectly as well as directly. Its revenues
are depressed by the effect of such taxes on general business and its operating
expenses are Increased by the disproportionately heavy pay-roll taxes which It is
pay.
reuired
n 1938toWestern
Union's operations resulted in a deficit of $1,637,879. It paid
$2,266,064 during 1938 in IFederal and State Soe'nl Security taxes and about
$60,000 for clerical help to keep the records and make the returns required by the
Social Security administrative authorities. These expenditures a lone represented
the difference between a profit and a deficit, and the unfortunate part of it is that
none of these expenditures are of any value to Western Union, and the Social
Security taxes paid by its employees are of little, if any, value to them as long as
the Western Union private plan is in existence. In 1938 Western Union paid out
about $1,911,000 oi account of this private plan and these payments were in
addition to the $2,266,064 which it paid in Social Security taxes.
On May 22, 1939, in commenting on the causes of the present condition of the
telegraph Industry before a subcommittee of the Senate Interstate Commerce
Committee in connection with Senate Resolution 95, Commissioner T. A. M.
Craven of the Federal Communications Commission, said:
it*
* And then there is the higher cost of operation in recent years due to

social-scurity taxes, and other factors."

With pay-roll taxes becoming more and more prominent In the company's
results, it is Inevitable that the company will be forced reluctantly at an early
date to modify its private plan substantially. The cost of Social Security taxes

in addition to the cost of its own p lan creates a heavier financial load than the
company can continue to carry. In seeking to lighten this load tle company
Ni have to resolve what, if anything, it cal do about the following problems:
(1) Peisions (annuities) tnder the Social Security Act are based only el employmhent from January 1, 1937, whereas under the company plan the enploye

receives credit for all his years of service with the company, Including those prior
to Jaiiuary 1, 1937; (2) in many eases employees would receive pensions under
the company platiin excess of $85 per month, the maximum provided for under

the Social Security Act; and (3) the company had 1,889 former employees onl Its
vision roll at the close of 1938 for whom no provision has been made in thle
social Secunity Act.
The Western Union plan has operated to the complete satisfaction of all concernied for more than a quarter of a century. It has provided Westermi Umion

employees with substantial social security and at no cost to them. There Is no
gaisayino, that it is In the national Interest to encourage the continued operation
of such plans. Congress can do this very readily by amending the Social Security
Act at this session and exempting companies with such plans from the payment
of soial-security taxes, or at least allowing such companies a credit against such
taxes of the sums paid out tinder such private plans. In either event the Government would be relieved of old-age payments to thousands of employees, and the
employees, including those on pension and with long years of service prior to
January 1, 1937, would continue to enjny the fruits of such private plans. It is
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elementary that the more a company pays out in pay-roll taxes the less It will
have available for distribution under a private plan. This Is particularly true of
Western Union, where the labor cost consumes over 60 percent of its gross
revenue.
Do you not feel relief should be provided for companies which had been voluntarily affording liberal social security to their employees for years before the
advent of social-security legislation and which now find these laws create a heavy
burden? Is it not decidedly in the interest of the public, telegraph employees,
and the holders of telegraph securities, that appropriate relief be granted now
through an amendment to the Social Security Act?
. B. WHIT.
Yours very truly,
x

Following the close of the public hearings on H. R. 6635, the com
mittee began consideration of the bill in executive session. The
proceedings which follow contain testimony given in executive session
by various witnesses
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MONDAY, JUNE 26, 1939
UNITED STATES SENATE,
COMMITTEE ON FINANCE

Washington, b. U.
The committee met in executive session, pursuant to call, at
10 a. m., in room 312, Senate Office Building, Senator Pat Harrison
(chairman) presiding.
The CHAIRMAN. The committee will come to order.
We have with us this morning Senator Murray, and Miss Lenroot,
and Dr. Eliot, of the Children's Bureau. I thought it advisable that
we hear them before we begin to consider amendments in executive
session.
Senator Murray wants to be heard briefly on this matter. All
right, Senator.
STATEMENT OF HON. 1AMES E. MURRAY, UNITED STATES SENATOR
FROM THE STATE OF MONTANA

Senator MURRAY. The Children's Bureau is seeking to get some
additional funds. The hearings on the Wagner health bill developed
a very glaring necessity for funds for maternal and child-health
services, and inasmuch as that bill will not be enacted at this session
it is proposed that these additional amounts be provided for through
your committee here.
I wish to incorporate as a part of my statement the communication
I addressed to the chairman of the committee respecting this program.
JUNU 13, 1939,

Hon, PAT HARrisoN,

United States ,Senator, Senate Office Building.
DEAR SENATOR HARisoN: During the last several weeks I have been serving
as a member of a subcommittee of the Senate Committee on Education and Labor
holding hearings on the Wagner national health bill, S. 1620.
The testimony presented at these hearings has convinced me that there is a
great need for an expansion of the program for maternal- and child-health service i,
I am, therefore, submitting to you herewith a few suggested amendments to H. R.
6635, which is now being considered by your Committee on Finance.
The suggested amendments, a draft of which is appended hereto would increase
the amounts authorized under title V, part 1, for maternal and ebild services by
$2,000,000. This includes $1,000 000 to be added to subsection 502 (a) to be
matched by State funds in the raio of one-half Federal and one-half State, and
$1,000,000 to be added to section 502 (b) so that a total of $1,980,000 instead of
$980,000 will be available for allotment by the Secretary of Labor without matching, according to the financial need of each State for assistance in carrying out its
State plan as determined by him after taking into consideration the number of
live births in such State. No other changes in title V, part 1, are proposed.
There is now no provision for a "B"fund in title V, part 2. The entire amount
authorized in title V, part 2 must be matched by State funds in the ratio of onehalf Federal and one-half State. It Is proposed to add a new subsection, 512 (b)
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to authorize a fund of $1,000,000 to be available for allotment on the basis of tile

financial need of each State for assistance in carrying out its State plan, thus
putting the services to crippled children on the same basis as the maternal- and
child-health services. No other amendments to title V, part 2, are proposed.
Testimony'presented to the Senate Committee on Education and Labor in
hearings on the national health bill, S. 1620, by the Chief and Assistant Chief of
the Children's Bureau, indicated the urgent need for expansion of the maternal
and child health and crippled children's programs In amounts far larger than those
suggested In the proposed amendments. Although S. 1620 does not provide for
any funds to be allotted to the States without matching requirements, the principle of variable matching grants has been introduced in that bill. In her testimony before the Senate Committee on Education and Labor, Miss Katherine F.
Lenroot, Chief of the Children's Bureau, pointed out that the amount of the
"B" fund now provided in title V, part 1, for maternal and child health services
represents about one-fourth of the total appropriation. She stated that if the
committee should not see fit to retain the principle of variable matching, which
in her judgment was an extremely valuable feature of the bill, provision for a
"B" fund should be reincorporated and a similar fund should be provided in part
2. She stated that absence of provision for such a fund has handicapped seriously
the program of services for crippled children in some States and has made it
difficult for the Federal Government quickly to mobilize needed resources to
deal with Infantile paral sis epidemics.
In the statement by Dr. Martha M. Eliot, Assistant Chief of the Children's
Bureau, before the same committee, she pointed out that experience under the
Social Security Act has brought to light the many gaps that exist in the maternal
and child health program, and has indicated the direction in which the program
should advance if obvious needs are to be met. She stated that the knowledge
of how to save the lives of women and children is at hand, but the resources to
provide services and facilities are not adequate. In submitting their plans for
maternal and child health services for the fiscal year 1939, 28 State health officers
reported their needs in such a way that the cost could be accurately estimated.
The total increase Indicated as necessary by these 28 State health officers was
$22,000,000. With reference to crippled children, Dr. Eliot stated that the sum
appropriated each year for grants to States for services to crippled children,
$2,850,000, is not sufficient to take care of children known to be in need because
of orthopedic conditions, and does not provide for children crippled from other
conditions. On May 15, 1939, there were 14,573 children on the lists of the
official State agencies awaiting hospital care. Of these 12,981 were awaiting
care because of lack of funds. To care for the children awaiting hospitalization
at the present time, because of lack of funds, or lack of beds, would cost at least
$3,000,000.
The States are in a position to take up an Increasing amount of Federal aid for
maternal and child health services under section 502 (a) for which matching is
required. Charts submitted by Miss Lenroot in the course of her testimony on
S. 1620 showed that in the fiscal year 1939 all but five States were matching 100
percent or more of the annual Federal allotments. Although the amounts required to expand the program on the basis of urgent need to the extent that
would be provided if S. 1620 should be enacted greatly exceed the amounts
suggested in the amendments now proposed, such amendments would permit
moderate expansion of the present program along the lines now established and
would strengthen the foundations of an enlarged program which would include
medical care of mothers and children and care of additional types of handicapped
children when the additional resources contemplated by S. 1620 could be made
available.

Sincerely yours,

JAMEs

E.

MURRAY.

I have with me here Miss Lenroot, of the Children's Bureau, who
has made a study of the matter, and I would like to have you hear
her statement, showing the necessity of this appropriation at this
time.
The CHAIRMAN. All right, Miss Lenroot.

SOCIAL SECURITY ACT AMENDMENTS

425

STATEMENT OF MISS KATHARINE F. LENROOT, CHIEF, CHILDREN'S
BUREAU, DEPARTMENT OF LABOR
Miss LENROOT. My name is Katharine F. Lenroot, Chief, Children's

Bureau. I have Dr. Martha Eliot, the Assistant Chief, with me, who
will speak as to need in more detail.
We are very happy to have this opportunity of speaking with
reference to the possibility of including in the Social Security amendments which are now under consideration before your committee,
a small amount for increased funds for maternal and child-health
services under title V, part I, and services for crippled children under
title V,part II.
The CHAIRMAN. What is the present appropriation?
Miss LENROOT. The present authorization is for $3,800,000 under

part I, and $2,850,000 under part II.
The CHAIRMAN. Is that on the basis of one to three?
Miss LENROOT. No. All but $980,000 of the $3,800,000 is on a

50-50 basis, Mr. Chairman, and all of the $2 850,000 is on a 50-50
basis. The $980,000 for maternal and child-health is available for
assistance to the States without matching, on the basis of their need
for financial assistance.
Senator LA FOLLETTE. That is what you call your B fund?
Miss LENROOT. Yes; that is what we call our B fund. The A fund
is the part that has to be matched, and the B fund is available for
allotment without matching.
Senator GERRY. How much is the B fund?
Miss LENROOT. $980,000 of the total of $3,800,000. I want to
say this has not been cleared with the Bureau of the Budget, so I am
speaking personally with reference to this amount.
The CHAIRMAN. Has the Budget been approached on this?
Miss LENROOT. No; it has not, Mr. Chairman. I think it might
be helpful to the committee if I discussed some of the efforts that have
been made to obtain additional appropriations since 1937. When
the Social Security Act was passed, of course it was impossible to
foretell just how rapidly the States would be able to match the fund
and in what position they would be administratively with reference
to the services, so that the amounts that were included in the original
act were more or less guesses. After the act had been in operation
for a little over a year, the advisory committees to the Children's
Bureau, appointed by the Secretary of Labor, were asked to canvass
the progress that had beer made and to advise us with reference to
what next steps ought to be taken or any modification we ought to
make in the program to assure greater efficiency.
Senator GERRY, Who was on that advisory committee?
Miss LENROOT. That was quite a large advisory committee.
Senator GERRY. Just put it in the record. I will not bother you.
Miss LENROOT. It was a large advisory committee made up of
medical people and' lay people, representatives of labor, farm goups,
medical groups social workers and health workers. The list was
inserted in the hearings on the Wagner health bill.
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The membership of the committee is as follows:
GENERAL ADVISORY COMMITTEE ON MATERNAL AND CHILD-WELFARE SERVICES

(Appointed by the Secretary of Labor to advise the Children's Bureau concerning the development of general policies affecting the administration of title V,
pts. 1, 2, and 3 of the Social Security Act)
Chairman, Fred K. Hoehler, director, American Public Welfare Association.
Grace Abbott,' professor of public welfare, the School of Social Service Administration, University of Chicago.
Fred L. Adair, M. D., professor of obstetrics and gynecology, University of Chicago; American Committee on Maternal Welfare; chairman, Children's Bureau
Advisory Committee on Maternal and Child-Health Services.
Mrs. Roscoe Anderson, National League of Women Voters.
W. W. Bauer, M. D., director, Bureau of Health and Public Instruction, American
Medical Association.
Mrs. Dorothy Bellanca vice president, Amalgamated Clothing Workers of
America; Congress of Industrial Organizations.
Mrs. Edwin Bevens, General Federation of Women's Clubs.
Kenneth D. Blackfan, M. D., professor of pediatrics, Harvard University School
of Medicine.
M. 0. Bousfield, M. D., director for Negro health, Julius Rosenwald Fund.
C. C. Carstens, executive director, Child Welfare League of America, Inc.
A. J. Chesley, M. D., secretary and executive officer, Minnesota Department of
Health' secretary-treasurer, Conference of State and Provincial Health
Authorities of North America.
71. Ida Curry, chairman, Children's Bureau Advisory Committee on Community
Child Welfare Services.
Harriet Elliott, dean of women the Woman's College of the University of North
Carolina; American Association of University Women.
John A. Ferrell, M. D., associate director International Health Division, the
Rockfeller Foundation; American Public health Association.
Homer Folks, secretary, State Charities Aid Association.
Mary G. Hawks, National Council of Catholic Women.
Henry F. Helmholz, M. D., Mayo Clinic, professor of pediatrics, University of
Minnesota Graduate School of Medicine.
T. Arnold Hill, director, Department of Industrial Relations, National Urban
League.
W. Freeland Kendriek, chairman, board of trustees, Shriners' Hospitals for
Crippled Children.
Paul H. King, the International Society for Crippled Children, Inc.
The Reverend Bryan J. MeEntegart, director, Division of Children, Catholic
Charities of the Archdiocese of New York.
Robert B. Osgood, M. D., emeritus professor of orthopedic surgery, Harvard
University School of Medicine; chairman, Children's Bureau Advisory Committee on Services for Crippled Children.
Mrs. J. K. Pettengill, president, National Congress of Parents and Teachers.
Emma C. Pusahner, director, National Child Welfare Division, the American
Legion.
Robert H Riley M D., director, Maryland State Department of Health.
Mrs. Abbie C. Sargent, the Associated Women of the American Farm Bureau
Federation.
Mrs. Dora H. Stockman, the National Grange.
Mrs. Nathan Straus, National Council of Jewish Women.
Linton B. Swift, general director, Family Welfare Association of America.
Katharine Tucker R. N., University of Pennsylvania; director, Department of
Nursing education, University of Pennsylvania.
The CHAIRMAN. Dr. Felix Underwood of my State is interested in

this matter.

Miss LENROOT. Yes, he is.
'Decwd, lhne 19,1039.
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The CHAIRMAN. I might say I have had several communications
as to the conferences. I think he is one of the most extraordinary
men we have in the State, with his feet on the ground and his heart in
this particular work.
Miss'LENROOT. We think he is a remarkable person, Mr. Chairman,
and his influence is Nation-wide, as you know as the president of the
State and Provincial Health Authorities of korth America. He is
regarded generally as an outstanding leader in public health work of
this country.
In 1937 the advisory committees to the Children's Bureau, after
canvassing the situation, recommended that in view of the urgent
needs which have existed for further resources for maternal and
child-health services, an attempt should be made to secure additional
funds from Congress under title V, part I.
Then the State and Provincial Health Authorities, in their conference in April 1938, approved the draft of a bill which had been
prepared by representatives of that organization, and that bill was
introduced by Senator Barkley on April 20, 1938, and in the House
by Mr. Doughton on April 12, 1938. Because it was introduced so
late in the session, there were no hearings and no action was taken.
The bills provided additional sums under title V, part I in amounts
beginning with $3,000,000 and ascending to $20,000,000 for the fiscal
year 1943, with such sums thereafter as might be needed.
Now there was a great deal of popular interest in this proposal.
The organizations concerned with the welfare of mothers and children,
including health organizations, labor and farm, and women's organizations, took action, so that there were 18 of these organizations definitely on record as supporting the Barkley-Doughton bills. These
included the American Legion, the Committee for Industrial Organization the American Farm Bureau Federation, the American Pediatrics Society, the National Grange, the National Women's Trade
Union League, the Conference of State and Provincial Health Authorities and a number of other groups.
The CHAIRMAN. Do those proposals carry a 50-50 basis?
Miss LENROOT. They were to be allotted on the basis of need by the
Secretary of Labor without matching being required, as provided in
the Barkley bill.
Senator VANDENBERG. What is the definition of "need"? What
do you mean by "need"?
Miss LENROOT. The State's need for financial assistance in carrying out its plan, and it was contemplated that the same general
methods be used as were followed in making allotments of the $980,000
of the B fund, which is to take into consideration excess infant
mortality, excess maternal mortality, sparsity of population, and
the number of live births. We have used that formula consistently
in allotting the B fund, and it has seemed to be quite acceptable.
Senator VANDENBERG. Does the B fund go to all States in different
degree, or to a few of the States?
Miss LENROOT. I think all States have had it except two this year,
but in different degrees, based on this formula.
Senator GERRY. Is this in addition to the B fund?
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Miss LENROOT. The proposed amendments
that have been sug.
vested to this bill would be ditributed this wily: $1,000,000 additional
for the A fund, whiel would have to he maiethed 50-,0; $1,000,000
additional for the B fund making a total B fund of $1,080,000, and
then $1,000,000 for erip1d hobildron, which, according to the plan
that has been su ete, would not have to be matched but would
be available on t to basis of financial need according to a formula

similar to that while I have indicated.

Senator GCEnny. How much would you add to the B fund?
Miss LmnNoOT. $1,000,000.
Senator Giimny. Under this?
Mis IARooT. Under the proposed suggestion.
Senator O ty,. Has tlt been submitted to the Budget?
Miss LEwNoo'T. No, it has not, Senator.
Senator VANrDNNHmHG. Are thero any of the States that have failed
to match the existing arrangement?
Miss LEnrooT. All tie States are matching with increasing ability
to take up the funds. There were submitted to the Senate Comnittee
on Education and Labor, in connection with the hearings on the
Wagner bill, charts showing that all but five States were now matching
100 percent or more of the annual limit under title V, part I.
Senator VANDENBERG. What are those live States?
Miss LuNmooT'. Those five States are Iowa, Wyoming, Nevada,
Nebraska, and South Dakcota.
The CHAIRMAN. I think it would be well to put tint in the record.
Miss LmINROOT. I would be vry glad to do so.
(The charts referred to are as flowss)

8OOZAL,
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What would be the reason for their failing

to match in Iowa? It is certainly not lack of resources.
Miss LENROOT. Dr. Eliot, could you answer that?
Dr. ELIOT. It is a matter of the State appropriation for the publichealth services in the State not being adequate for the State health
department to assign sufficient funds to maternal- and child-health
programs for matching the allotment.
Senator VANDENBERG. Suppose they fail to provide, let us say in
Iowa, sufficient funds, would that establish a right to relief under the
B fund?
Miss LENROOT. We have considered that it takes some time to
develop, in certain States, public opinion that would support the
full appropriations that are needed. There has been constant progress
in that from year to year, more States appropriating the total amounts
of money needed, but in some States it has been slower than in
others. Except for Iowa, these States are very needy States that
are not matching in full.

Senator

VANDENBERG.

Is Nebraska a need State?

Miss LENROOT. I was thinking of such States as South Dakota

and Wyoming.

Senator

HERRING. IS this for dependent children?
Miss LENROOT. This is for health services.
Senator HERRING. They neglected to appropriate

the

money.

The legislature just did not interest itself in Iowa and did not appro-

priate the money.

Senator VANDENBERG.

What I want to know is whether that

justifies the use of the discretionary fund to help Iowa because of its
own failure to attend to its own job.
Senator HERRING. I hope it does not.
Senator VANDENBERG. I want to know whether it does or not.
Miss LENROOT. They only had small amounts of the B fund,

Senator. They have matched nearly all of the amount under the A
fund, not quite all, and they are matching more and more each year
but it seems it is necessary for a short time, with the relatively small
amount of money, as these amounts are, to demonstrate to the people
just what these services mean, and of course we believe the Federal
Government and the States have a joint interest in the health of
children. The children are citizens of the United States as well as
the State. As long as we can see continuing evidence of State interest
and State cooperation, we feel that a little time to develop full 100percent cooperation is to be expected, and that the record that has
been made by the States is an excellent record, the record of cooperation that has been made.
Senator

VANDENBERG.

in connection with it?
Miss

LENROOT.

Why has no request been made of the Budget

The matter came up recently.

We had been hold-

ing back the friends of the movement to secure more adequate appropriations, holding back on account of the hearings on the Wagner bill,
because if the Wagner bill had been advanced toward passage, that
would have taken care of this need, and it was not desired to do anything that would appear to be minimizing the need for the entire
program as provided in the Wagner bill because those interested in
children realize that the general public health and the broad health
program are essential to the most effective work with children.
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When, however, it became clear a week or two ago, that it probably
would not be possible to advance the Wagner bill very far at this
session, and when it was realized that the social security amendments
had passed the House and had included in title V some increased
appropriations for vocational rehabilitation, it was thought that
it would be desirable to see what could be done in getting some
additional funds in connection with the social security amendments.
So Dr. Underwood, the president of the State and provincial
health authorities, came to Washington, saw the chairman of this
committee and others, and raised with Senator Murray the question
of whether it would not be possible to obtain some modest increase
for services that were already advanced but needed desperately
somewhat more adequate resources.
The initiative was taken by Dr. Underwood, and it was felt that
perhaps it would take too long to clear the matter through the Bureau
of the Budget, and that if this committee could get before it the situation as it appears to Dr. Underwood and to us, that that was all we
could do at this time.
Senator LA FOLLETTE. Well, of course, if the authorization should
be provided, any estimate for appropriations thereunder would have to
clear with the Budget.
Miss LENROOT. Yes.
Senator LA FOLLETTL. It is not proposed to make the appropriation here,
Miss LENROOT. NO; it is just an authorization,
Senator DAVIs. This is just an authorization?
Miss LENROOT. Yes, Senator Davis, The President has indicated
repeatedly his sympathy with the general objectives. Although
he has never recommended a specific amount, in his general attitude he has expressed sympathy with the objectives when we have
had conferences here in Washington, and in his action transmitting
the reports of the interdepartmental committee to Congress for its
consideration.
Senator GERRY. If you get the authorization, the appropriation
would naturally follow.
Miss LuNROOT. Well, if the Congress felt that it was needed.
The CHAIRMAN. Your suggested changes here for authorization
for these various types of Federal services, are they as modest as those
requested in the so-called Wagner bill?
Miss LENROOT. They represent lust a very small proportion of
what is requested in the Wagner bill.
The CHAIRMAN. In other words, you are more conservative?
Miss LENROOT. Yes. The Wagner bill recommended $8,000,000
for part 1, and we are recommending $2,000,000. It recommended
$13,000,000 for crippled children and medical care of children, and
we are recommending $1,000,000.
These amounts that are suggested here would simply permit us to
enable the States to meet their urgent and express needs for carrying
on more fully the existing program. For instance, we have one-fourth
of the counties in the United States still without any public health
nursing service for rural areas. So this would simply enable the States
to round out their present program, but would not provide funds, excepting for small demonstrations, as contemplated in the Wagner health
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program, for providing actual medical care for mothers at the time of
childbirth, or for providing actual medical care for children. That
would have to await the more adequate appropriations contemplated
in the Wagner health bill.
But if we could provide the States with just the small additional
amount? it would help to lay the foundation for more adequate services
at the time when Congress might deem it possible to go forward, and
would enable them to meet these urgent needs for preventive services
on the basis that they are at present proceeding.
Senator GERRY. Is not what you are doing, then, trying to pass
part of the Wagner health bill by putting it into this bill?
Miss LENROOT. Just the minimum part, and, in fact, only a part
of what had been proposed and urged last year in the Barkley and
Doughton bills, but had been held in abeyance by the organizations
interested because they did not want to confuse the issues with
reference to the Wagner health bill.
Senator GERRY. Then really this subject ought to be considered as
wholly in the Wagner health bill.
Miss LENROOT. It seemed perfectly appropriate in connection with
the social security amendments, since the purpose of those amendments, as expressed by the Ways and Means Committee, was to more
fully attain the objectives of the Social Security Act and since they do
propose a slight change in title V, parts I and II, with reference to the
administrative provisions, providing that plans must show proper
and efficient administration.
Senator GERRY. The only thing I am thinldng about is, if this
Wagner health bill is probably going to another committee, that it
ought to be taken up there.
Miss LENROOT. The Committee on Education and Labor, a subcommittee of which Senator Murray is chairman.
Senator GERRY. Here we are trying to legislate on matters that
another committee has before it.
The CHAIRMAN. This matter originated, though, in the Social
Security Act, did it not?
Miss'LENROOT. It did, Senator.
Senator LA FOLLETTE. The present program for these additional

amounts would only make more complete the work that is already
going forward under the Social Security Act.
Miss LENROOT. That is right, Senator La Follette.
I have here some tables that would show the way in which we
would propose to allot these additional amounts, that you might
like to have filed with the committee.
The CHAIRMAN. They may be filed with the clerk.
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(The tables referred to are as follows:)
Distributionof funds for maternal and child health services for fiscal year 1989 and
tentative distribution under proposed amendments to tiide 17, pt. 1, of the Social
Security Act
Present (fiscal year 1939)
State or Territory

TotaLfund
At d
find B

Fund A I

j

Total ............... $3, 00, 000. 00 $2,82, 000.09 $980,000.09
90.848. 89
70,20.63
21,074. 8 13,714. 43
27,07161 2, 781.09
47,994. 9 20,473. 49
0%572.78 12, 722.90
8,283.91 19,589.81
88,50(3.96 10,171,0
23,270.0
7,488.00
29,774 72 24, 289.3
43,468.62 32,867.77
71,494.38 54,870. 74
8,210.28
27,680.13
28,008.68 14, 42. 24
113,677.61 10,290.00
o, 032. 32
83,127.10
8,22,51
80,673.91
40,008.18 23. 780.78!
,0. 60 84 570,8
0, 6w.43 41,981.93
82,770.84 12,910.98
24
4230.27 19,980
7,1IM.13
71,632.78 10,
70&761
93,8 0.78
9,73.80
59,
73 61
81,29.37 04,718. 18
17,98. 0
68,698.8
28,88.8
22,421.41!
39,875.17 12,031.78
21,100.10 29, 6. 50'
20,413.29 10,018.00
64,929.20 1 ,470.00
30,779.48 41, 71.67
172,391.00
83,824.24
81,33.97 12,493.60
10, 608.71 10,249.91
4,922 20 84,01.8
31,671.3 2, 598, 0
103,118.82
39,090.00

10,854.92
Alabama .................
4, 789.28
Alaska ....................
50,702.70
Arizona ..................
8,468.08
Arkansas .................
103,29 .14
Caifornia .................
54,80.7
Colorado .................
48,734.98
Connecticut ..............
380764.3
Delaware............
04,014.08
District 01Columbia....
7(,3W.29
Florida ...................
128,366.10
Oeorgia ...................
08,890.41
...................
Hawaii
43,480.92
Idaho.....................
123,087.51
Illinois ....................
72, 0509.
42
Indiana ..................
63,900.42
Iowa......................
88,818.89
Kansas ...................
101,154.40
Kentucky ................
Louisiana .................
4,690.20
Maine....................
62, 165.51
Maryland ................
78,600.91
Massachusetts ............
Michigan.................
467.41
89,
Minnesota ................
98,010.50
Mississippi ...............
84,88.42
Missouri .................
91,107.08
Montana .................
01,90.09
Nebraska .................
0, mi.60
Nevada ...................
88,431.20
New Hampshire ..........
78,429.23
...............
New Jersey
72,881.10
New Mexico ..............
172,391.09
New York ................
114,829.18
North Carolina ...........
43,82763
North Dakota ............
11, 6 62
Ohio ......................
89,873.03
Oklahoma ................
2,269. 98
Oregon ...................
163,118 82
Pennsylvania .............
Rhode Island .............
32,894
10, 143.04
South Carolina ...........
49, 001.89
South Dakota ............
84,070.00
Tennessee ................
14,981.49
Texps.....................
43,70o.98
Utah .....................
38, 842.83
Vermont ..................
94,099.73
Virginia ..................
01 203.94
Washington ..............
86,08 84
West Virginia .............
71,142, 36
WLoonsin ................
23,969. 52
Wyoming.................
Reserved for allotment
for special needs ........

01,8.15
80,76.04
8.2,234.93
113,205.84
8, 482. 10
82,9.0
39,622.73
04,118.84
63,940.82
23,989.02

Proposed (tentative distribution)

Total, fund
A and
Fund B I
fund B

47,328.19
183, .8
22,740.60
3, 770.8
13,218.88
13.456.5S
1,00 28
11, 683.21
14,480.00
7,202.04

Fund A

,800,09. 0 $3,820,000.0(

Fund BE4
1,00, 000.00

81,99 30
97,946.14
21,828, 22
28,988.30
g3278. 1
90,00.14
38,045.08
84,578.24
81,083.04
119,213.53
44,809.2e
85,217.58
48,812.14
9,470.6
20,09.87
88,
198.
32
10,680.6
51,39 9.29
3,615. M
15,783.78
0,989.72
57,330.3(
38,659.42
03,679.92
164,700.64
101,045.72
1%,695.65
47,451.70
80,888. it
24, 02. 60
33,118,17
08, 20.86
9,470.66
18,847.11
17,3 17.79
W,957.54
104,7
9.78
18,002.24
73,298.4
18,771.93
92, 40.30
21,718.3
87,100,0S
78,818.39
29,803.08
119,747.8(1 91,063.7(
79,203.74
51,744.60
129,948.34
39,288 Z
80,023.95
69,312.17
17,140.14
00,093.00
72,38.69
118,497.47
98,104.2C 15,303.18
150,9013.40 19,809.m0
14,204.31
18,310.11
99,087.07
80,171.9(
80,07.13
61,257.14
137,184.27
33, 0o.36
92,050.64
128,731.00
20,89.04
58,80N.03 82,90.08
21,818.28
48,174.9
69,993.34
48,72D00
2A,203.8V 28,510.10
14,848.54
44,000.82
29,808,7
9,470.60
89,080.11
98, 50 82
79,669.58
87, 505.8 42,103.90
12,941.78
287,326.58204,6804 8
02,181.88
172,198.05
120,048.77
2, 851. 7
61,838,87
35,987.0
27,719,46
183,817.40
156,098.0(
82, 097.87
72,447,9
104,846.28
39,8.17
82,844.51
23,089.34
43,364.27
267,410. 14 224,050.87
9,949.03
82,9054.8
42,983. 93
04,108.16
71,418.04
208,27.00
24,463.06
05,080.2C
59,628
28
41,083.87
80,708,60
126,792.17
100,202.02
18,827.6(
287,029.62
3,020.40
69,93.74
38,012.84
29,003.24
18,798.73
46,802.97
85,723.7(
128,071.79
42, 8418.809
01,8G73.00E 22,323.19
73,997.07
2,782.05
73,419, 2
100,231.28
13,684.87
87,739.0
101,323 93
25,731.01
61,24. 13
459,00 06
495,000. 00
.. o...........
495, 00. 00
149,042.44
47,018.02
71,38.40
102,824.22
170,298.07
80,020.81

............. I........................
I Uniform apportionment of $20,000 to each State and apportionment of $l,800,OOon basis of ratio of live

births in State to total live births.
9 Allotment according to financial need for assistance in carrying out State plan, alter number of live
births is taken Into consideration.
$ Uniform apportionment of $20,000 to each State and apportionment of $2,800,000on basis of ratio of
live births in State to total live births,
4 Subject to modlficatioin on baste,of States' needs for financial sestante as shown In State plans to he
,128.27,
submitted. Conditional distribution of $1,485,000mde as follows: $182,824.73, uniform ant;
sparsity of population; 34,128, access infant mortality; $384,120,excess maternal mortality.
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Distribution of funds for services for crippled children for fiscal year 1989 and
tentative distrtbution under proposed amendments to title V, pt. 9, of the Soial
Security Ad
State or Territory

Total ............................
Alabama ...............................
Alaska .................................
Arlona ................................
Arkan ...............................
California ..............................
Colorado ...............................
Connecticut ............................
Delaware ..............................
District of Columbia ...................
FlorIda ................................
Goorgla ...............................
HawaU ................................
Idaho ...............................
Illinois .................................
Indiana ................................
Iowa ...................................
Kans.................................
Kentucky .............................
Louisiana ..............................
Maine .................................
Maryland ..............................
Ma&saohusetts ........................
Michigan ..............................
Minnesota ............................
Mississippi .............................
MissourI ...............................
Montana ...............................
Nebraska ..............................
Nevada ................................
New lampshire .....................
New Yersey............................
Now Mexico ...........................
New York .............................
North Carolina ........................
North Dakota .........................
Ohio ...................................
Oklahoma .............................
Oregon ................................
Pennsylvania ..........................
Rhode Island ..........................
South Carolina .........................
South
Dakota
..........................
..............................
Tennessee
Texas ..................................
Utah..................................
Vermont................................
...............................
Virinla

Proposed (tentative distribution)

Total, present
(fiscalyear
1939)1

Total

Fund A I

$2,850,000.00

$3,850,000.00

$2,850,000.00

69,313.49
20,863.23
35,424,10
45,331.51
107,724.93
42,71.25
37,703.35
22,80. 67
29,186,05
87,367,14
60,299.9
26,017,24
2,686.88
99, 714.03
5 313.84
87, 876.94
41,489.22
86,000.00
47,63%12
3,881.12
04,138,8
74678.48
100,000.00
09,825.08
47,961.78
88,864.27
8, 884.22
81,103.92
20,88.04
24,894.46
72,876.74
80,00033
147,01.0
98,37.02
29,222.60
115,80,80
77,543.82
29, 61.22
133, C04.21
27,811.59
80,047.13
28.776
,08
84,
263.92
99,111.92
30,080.00
2, 978.22
72,040.08

Washington ..........................
82,26,38
West Virginia ..........................
03,672.78
Wisconsin ..............................
03,447.20
Wyoming ..............................
2 ,047.07
Reserved for allotment for special needs ................

84,878.26
20,941.81
37,720.27
88,960.11
129,466.17
47,659.48
48,202.31
23, .08
8,899.86
84,878.94
77,209.02
27,122.38
28044.89
133,160,50
70,130.41
69,147.68
80,463.09
99,297.24
9, 226.02
a6,60 48
81,749.18
9,424.8 9
2,821.23
82,629.27
89,693.99
78,170.96
41,820.08
87,945.98
21,227.99
28,048.08
91,216.34
32,478.20
200,306.92
118,063.08
3, 082.22
148024.96
80,642.41
33,487.78
181.270.31
30,805.28
61,873.08
82,488.35
68,
626.10
130,339.11
32,918,43
26,647.42
85,483.47

69,313.49
20,683.23
35,424,16
45,331,21
107,724,93
42,718.25
37,753, 35
22,560,67
29,12.05
87,37. 14
60, 299.98
3,017.24
23, 866.00
99, 714.08
3,313.84
87,876.94
41,489.22
83, 000.00
47.032.12
32,881.15

84,138.66
74,67& 48
100,000.00
6,828.05
47,991.78
88,864,27
38,884.22
81,163.92
20,86. 04
24,894.46
72,870.74
30,000.3
147,056.50
28,37.08
29,222.60
11 869.so
77,543.02
29,801.22
188604.21
27,011.89
50,047.13
28,778.08
64.283.92

99,111.92
30,000.00
23,978.23
72,040.
08
8, 000.13
52,265. 38
83,605. 37
3, 72.75
77,480.99
6,447.20
23,757.73
22,647.07
40 00.................

Fund B 4
$1,000,000.00
17,112.47
88.38
2,728.0
12,080.48
20,027.46
8,323.30
8,070.82
1,052.27
1, 788.8
8,079.88
18,691.32
2,937.86
3,286.61
30,751.81
13,684.66
12,074.87
10,28804
10,269.24
11,872.33
4,210.72
6,804.69

15,763.23
19, 799.02
13,078.67
13,795. 55
1e,9815&
3,632.93
8,128.37
452.17
1,993.40
16,40.68
3 041.21
47, 257.14
20,740.45
4,780.81
2,372.23
14,611.90
4.632.01
44. !17.87
2,876.68
113,1.78
4,463.60
14,.353.95
84,468. 9&
4,072.86
1,62.39
13.372.21
7,4,3.8
9,427.23
14,029.88
1,351,00
400, 00 O0

I Uniform apportionment of $20,000to eacihState and apportionment of $1,&30,000
according to need of
each State after taking into consideration number of crippled children in need of services and cost offurnishing service. Distribution made as follows: $1,430.000on basis of ratio of 8tate population under 21years to
total population under 21years; $400.00 on basis of need as shown In State plans after taking into considers.
lion number of crippled children in need ofservircs and cost of furnishing such services.
, Uniform apportionment of$20,000to each State and apportionmentof $1,830,000aocording toneed oleach
State after taking into oon~idemtion number of crippled children In need of services and cost of furnishing
services, Based on 1939distribution.
s ub et to modilfoatlon on basis of States' needs for finanolal assistance as shown in State plans to be
submitted.
eAmOunt for distdbutlon aceordiog to ftnanoianed of each State for assistance in carrying out Stateplan
after taking into consideration number crippled children In need of orvicesaand cot otfrimlshng service.,
Includes oildren crippled from orthopedloonditlons heart disea e, and certain other crippling conditions.
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Miss LENROOT. You might like to hear Dr. Eliot briefly as to
further evidence of need in addition to the statements I made. She
made a very exhaustive statement before the Senate Committee on
Education and Labor.
Senator VANDENBERG. Have you any table showing where we
might find money to pay the bill?
Miss LENROOT. I will leave that to the wisdom of the Congress.
Dr. ELIOT. What is that?
Miss LENROOT. Any table showing where we might find the money,
the Senator says.
Senator VANDENBERG. I know that is an irrelevant question.
The CHAIRMAN. You may proceed, Dr. Eliot.
STATEMENT OF DR. MARTHA M. ELIOT, ASSISTANT
CHILDREN'S BUREAU, DEPARTMENT OF LABOR

CHIEF,

Dr. ELIOT. I might say that there has been great progress, Mr.
Chairman, in the development of the programs in the States during
the 32 years that both the maternal- and child-health and crippled
children programs have been in operation under the provisions of the
Social Security Act, title V, parts I and 2. All the States and
Territories are cooperating in both of these programs.
The services under the maternal- and child-health programs might
be described as two types:
1. The minimum basic services which for many years have been
developed, first in, cities and later in the rural areas. Under title V
of the social-security program, extension in the rural areas has been
very definite. It was one of the major purposes of the title, you will
remember, to extend these services to the rural areas, and that has
been done in all of the States.
The minimum services that have been provided fall into two general
types. There are what are known as the child-health conferences and
the maternity clinics (the prenatal clinics) and then the second major
type of services is the provision of public-health nurses in the rural
areas of the States.
These services have been extended under the Social Security Act
quite widely.
On January 1 of this year, 1939, there were 1,207 prenatal clinics
under the supervision of State health departments in connection with
this program; 69 percent of these prenatal clinics have been established
in the past 3 years with the funds made available under this program,
but I think it should be realized that in spite of this increase only 14
percent of our rural counties have such service today.
There were, on January 1, 1939, 3,700 permanent child health
centers in 45 States.
The CHAIRMAN. What do you mean by "child health centers"?
Dr. ELIOT. Child health center is what you would probably describe
as a preventive clinic for well babies, a conference organized by a
physician, to which mothers may bring their infants and young children for advice with regard to how they may be fed, what to do in case
of minor illness, and for recommendations in case of more severe
illness, as to whom they should go for care.
These child health conferences have, for many years, been established in our cities. Private voluntary organizations and city health
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departments have established these centers for advice for mothers to
which they may go with their babies.
Cities have also established these centers for prenatal care, for the
care of mothers during pregnancy. Now, the rural areas, until the
passage of the Social Security Act, have had relatively few such
centers for advice and aid to mothers, but with the Social Security
funds the States have developed this program very materially. In
fact, as I pointed out, 69 percent of the prenatal conferences in the
rural areas have been established under this program, and 60 percent
of the child-health conferences in the rural areas have been established
under this program. And yet there are still vast areas in the rural
sections where conferences of this sort are not yet available. Of
2,451 rural counties only 26 percent are provided with a child-health
center.
There is, therefore, urgent need for the development of this particular phase of the program. I think it may interest you that in the
State plans for maternal and child-health services now coming into
the children's bureau for the fiscal year 1940, the State health officers
have expressed specific needs for increased funds to develop this
particular program.
We have received, up to date, 32 plans for this coming year; 26 of
those plans show a need for funds to provide 9,000 additional prenatal and child-health conferences of this type. The States estimate that those clinics and conferences would cost them approximately
$3,300,000.
The second major part of this program is the public-health nursing
service. Public-health nurses have increased in number in the rural
areas under this program in the last 3 years very materially.
Federal, State, and local funds for maternal and child health are now
paying part or all of the salaries of 2,800 public-health nurses in small
cities and in rural areas. On January 1, 1939, 1,980 counties had publie-health nursing services for mothers and children; 38 percent of these
have been established since the social-security program has become
effective, but still there are approximately 800 counties in which there is
no public-health nursing service for rural mothers and families. Many
counties, moreover, need additional public-health nursing service.
On January 1, 1939, there was 1 public-health nurse for every
5,000 people in our cities; however, in our rural areas there was only
1 public-health nurse for every 10,000 members of our population.
Nurses are, therefore, needed very much more in rural areas than they
are in cities, but even in cities the supply of public-health nurses is
still far under what is estimated to be adequate for the needs of the
people-namely I nurse for every 2,000 persons.
In the plans that have been submitted so far this year for the fiscal
year 1940, 26 States making specific requests with respect to additional funds have indicated that they need 1,664 additional publichealth nurses immediately, and that those nurses would cost sapproximately $3,500,000 annually.
In addition to these two basic health services for mothers and children, that is, the conferences or clinics, and thecpublic-health nurses,
these same 26 States have shown a need for an additional $800,000 for
various general maternal and child-health purposes, nutrition, dental
services, and so on. in other words, the estimate of these 26 States
for additional needs, which should be filled today if it were possible, is
about $7,600,000.
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Now, in addition to those miihnum services, tie States during
these 3% years have been carrying out certain special projects, certain
special demonstrations, as provided for in the Sooiid Security Act
itself, inder the conditions of approval set up ili section 503 (a) of the

act, demonstrations through which the States have been able to

establish in selected areas, services whicl are more adequate than
those which they have been able to provide generally throughout the
State.

For instance, 28 States have developed maternity nursing service
for women at time of delivery, Prior to tile Social Security Act
nurses in tile largest cities frequently gave service in t1w homes to
mothers at time of delivery, and aid to attending physici.s who

delivered the mothers in their own homes. Such work was scarcely

ever attempted in rural areas prior to the Social Security Act, but
today 28 States have established satisfactory demnonstrations, proving
that this type of service is feasible, Should there be funds to provide

it, those services could be provided in all of the rural areas of the
country.
Then in addition to these nursing services at time of delivery, a
number of Statt have established demoitstrations for complete
maternity service, includbg medical care at time of delivery as well
as nursing service at delivery. There are a number of exceedingly
interesting domonstratios in this field. Oklahoma, for instance, has
established t in a district of

5 counties,

a demonstration in whicl medi.

cal service is paid for by the hospitalization is paid for by the welfare
department, public-health numes are providel for deliveries and
follow-up care by trses through the whole matornity period aid
care of the infant".
In one county in lowa-Washington County-there has been a most
important demonstration of how adequate maternity care may be given

to il mothers in tile rural area should funds become available to carry
out such a reasonably adequate program, Physicians have been
paid for their service, nurses have been )rovided to care for the

mothers, hospitalization has again been taken care of. Michigan has
started a demonstration of this sort in one of the counties in the

northern peninsula. Louisiana has such a demonstration in one of its
most southern counties. Utah has established such a demonstration,

where physicians are being paid, as well as adequate nursing service
being provided. North Carolina has established such a demonstra-

tion, and the plans for this coming year will undoubtedly show a

number more, provided there are the funds to take care of it,
Senator DAVIS. You made the statement there about Utail, that
the physicians have been paid. Is that from funds provided by the
Government or from voluntary subscriptions?
Dr. Eue'r. That is from funds provided by the State, the locality,
and tile Federal Government comb ined.
The States also realize that if this service is to be adequate in
character, in quality, there must be provided for the local general
practitioners in ruralareas specialists' consultation services, Twenty.
three States during the past 2 years have established, in limited areas
because they have not had the funds to extend beyond the limited
areas, specialists' consultation service. They have provided3 for
instance, in the State of Michigan, two very well traded obstetriian
who are advising the general practitioners of certain counties in the
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northern part of the State with regard to the type of obstetrical care
that is being given to the women in those particular areas.
Some States are doing this on a State-wide basis. That is, as a rule,
in the eastern States, where obstetricians arc available in the different
parts of tie State. In many of the Western and Southern States
tlore are vast areas where there is no obstetrician, where, if such service were to be provided, soie well-trained obstetrician would have to
be persuaded to go to such a State and territory to practice, mnd
probably would have to have a certain portion of his living guaranteed
if he is to make a success of his work in the territory.
We know, for instance, certain areas in some of the Western States
where a woman must go at least 200 miles to get the advice of m

obstetrician if she wishes it. The same, of course, is true in some of
the Southern States, though the distances there are not so great.
During this past year, 110 specialists of this sort have been paid by
State health departments, to give this type of consultation service.
Mielgan has such a service; Iowa has such a service; Virginia, Mary-

.I
land, Utah, and as I said 23 States in all have such a service.
here have been other special projects for the care of infants, special

attention behig paid to newborn infants. Massachusetts has developed an outstandig project for the care of prematurely born infants,
a project that could e carried out in many other States were fund$

available to make it effective.

The States have realized during the past several years that
adequate nutrition is one of the groat needs in the care of children.
The numbers of malnourished children, the numbers of children who
are suffering from deficiency diseases such as pellagra scurvy, or
rickets, in different parts of the country, ar very great. Through this
program much can be done to educate mothers and to see that inothers
buy food which will prevent these deficiency diseases, if the educational program were made available. This is really a fundamental
part of the program, and yet only 24 States have been able to develop
it, because of the lack of funds.
Dental services, important in the prenatal period.-important for
thie proper care of children-have been grossly inadequate. Dental
services, of course, as we all know, are expensive, aid corrective services are often very difficult to provide, but at the present time the
programs in the States have been limited largely to educational programs. Only 13 States have had sufficient funds to do anything in
the correctional field,
Mental hyglenealso is (Creatly limited in these programs. Only seven
States have had funds o even begin this program in relation to
children.
One of the phases of the program, however, that has been most
widely used and has become very popular has been the postgraduate
education of rural practitioners in obstetrics and pediatrics. In his
testimony before the Committee on Education and Labor, Dr. Fish.
bin, of the American Medical Association, spoke of this program as
being one which has been aceptable and has been widely used.
During the past 3 years all States have had courses for general practitioners in small cities and rural areas in the field of maternity care
and care of children, In the year 1938 alone 10,000 general praotitioners attended these courses throughout the country.
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I would like to point out, particularly in connection with this work
that has been organized during these last years, that the State agencies
have developed a basis of administrative experience and procedure on
which they can now plan soundly to expand this growing program if
there were more funds for them to use.
I have not gone into a discussion of the maternal mortality rate,
the infant mortality rate. As you know, for years there was relatively
little decrease in the maternal mortality rate in this country. During
the past 2 years, there has been a definite decrease in maternal mortality rate. The infant mortality has been decreasing slightly but
consistently through the past 20 years. The provisional rates for the
year 1938 have just been issued by the Bureau of the Census and
show again a consistent but small decrease in infant mortality during
the year 1938. So much for maternal and child health.
The crippled children's program, which was started under the
Social Security Act, has progressed steadily during these 32 years.
The number of States to cooperate under this program increased
somewhat gradually. In the first year, the fiscal year of 1936, which,
as you may remember, consisted only of a 5-month period, 38 States
cooperated with the Federal Government in this program. By 1938,
50 States and Territories had submitted and had plans approved,
and in this last year, 1939, 48 States and the District of Columbia,
Alaska, and Hawaii have all cooperated with the Federal Government.
The activities under this program have increased steadily. The
type of service that is rendered is, as you know, primarily a program
of medical care for crippled children. Diagnostic services are provided on a State-wide basis. These diagnostic clinics may be either
permanent, that is located in hospitals, or they may be itinerant
clinics in different parts of the State. The program provides hospital
care for crippled children, convalescent care for them when they leave
the hospital, and after care in the homes by nurses and social workers.
The Children's Bureau has not defined what a crippled child is.
The Children's Bureau has left the definition of a crippled child
entirely to the State, so that the State might proceed to broaden its
program as the fund and the plan for the program permitted. However, with the limited funds available, most of the States have felt
that it has been possible to care only for children who are crippled in
an orthopedic sense, that is crippled by defects of muscular development or bone development. Very few States have included in their
program children who are crippled from heart disease, and yet many
of the States in which this particular condition is prevalent are very
anxious that they should include children crippled from heart disease.
Senator RADCLIFF. I suppose that would include those who are
crippled from infantile paralysis?
Dr. ELIOT. Yes, that covers the children crippled from infantile
paralysis. Approximately 25 percent of the children included in
the program are children who have been crippled from infantile
paralysis.
There is an urgent need to extend the program from the orthopedically crippled children to children who are crippled from heart
disease, and also to children who are physically handicapped with
respect to vision and hearing. Several of the States have requested
that they be allowed to use funds for these latter purposes but because the funds were not adequate to take care of the children who
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are orthopedically crippled, the bureau has felt that it would be
unwise for them to spread into this very large field of care of children
with visual defects until the other children have been nore adequately cared for.
Senator JOHNSON. Do you mean by that statement that there are
more State funds available than there are Federal funds on a matching
basis?
Dr. ELIOT. In certain States there are more State funds available
for matching than there are Federal funds; yes, that is true. Of
course, that is not true in all States by any means.
Senator GERRY. Have you got a list of those States?
Dr. ELIOT. I could supply that for the record.
The CHAIRMAN. I wish you would.
(Subsequently Dr. Eliot provided the following list:)
Proportionof annual Federal allotment for services for crippled children matched by
States in fiscal year 1989

State

States
St
States
ates
matching
nmtchivg
more
Matching
ess
than 100 100per- than 100
percent
cent
percent

state

States
matching
les s
than 100
percent

Sats
1tc r
00percent

States
matiorn
than 100
percent

Total .......

13
4
5o M
lssssip .........
........ .......... ..........
....................
Missouri
a ...............................
I Montana ..............................
a------------------------------Nebraska ..............................
Arizona- .............................
I Nevada --------------......
..........
Arkansas ...............................
1
Now Hampshire........... ..........
California ..........
1 --------- --------New Jersey----Colorado ..................-.............
-I
Now Mexico---------------------Connecticut --------------------------I New York .........
I ---------Delaware
I---------- -----....
North Carolna-------------------------1
District of Cotun.
North Dakota -------------------------a------------..........-----------I
Ohio ...-------.-----------------Florida -----------I .......... ...........
Oklahoma ...................
I ..........
Georga ............ ..........
-.......... 1
Oregon ............ .......... ..........
Ilawat ------------ ---------- ---------I Pennsylvania ...... .......... ..........
Idaho .............. .......... ..........
I Rhode Island ......
1 ...................
Illinois ------------------------------1
South Carolina .............. ..........
Indiana ----------- ---------- ---------1
South Dakota.---.
I ....................
Iowa...............
..........
..........
I Tennessee .........
..........
..........
Kansas ............ .......... .......
1 Texas........................
..........
1
Kentucky ----------------------------Utah-------------------........
-Iouisiana I-........ ..........
-.................... Vermont ...........
I ..........
- ---- ..
Maine ............. ....................
I Virginia -------------------Maryland
I .....................
1........W shngton .........1 .........
Massaehusts ------------------------1
West Virginia-.-...----------Michigan-------------------I-----------Wisconsin ............................
Minesola .........-..........
..........
I
Wyoming
1........
..........
Al

I First plan stubmitted late In 1030,

The CHAIRMAN. Let me ask you, the law is drawn to take care of
the increased type of cases, but the funds are not sufficient to be
supplied to the States?
15r. ELIOT. That is right.
The CHAIRMAN. We do not have to change the law?
Dr. ELIOT. Only increase the authorization. A few States have
included these types of children in their programs, but it has been
those States that have been better equipped to take care of the other
type of children.
I introduced into the hearing on the Wagner national health bill a
table showing the number of crippled children on the waiting list of
hospitals on May 15 of this year, 1939, and I think it might be of
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interest to this committee to have that table submitted in this particular connection. There were 14,500 children on May 15 awaiting
hospital care this year, nearly 13,000 of them because of lack of funds
to take care of them, 1,200 of them because of lack of beds in which
the children could be taken care of in the hospitals. I will submit
that for the record.
(The table referred to is as follows:)
Number of crippled children on waiting list of State agencies as of May 15, 1989
State

Duo to
lack of
funds

Due to
lack of
beds

Duo to
other
reasons

Total

Alabama ....................................
.3,189........................
3,189
Alaska ..........................................
88.........................65
Arizona ...........................................................
79
Arkansas ...........................................
.........................
265

California .............................................
199........................
199

Colorado ..............................................
60 .........................60
Connectiout...................................................................
so
so
Delaware ..............................................
............2
2
District of Columbia ...................................
............17
17
Florida ...............................................
.
315.........................
316
.
.
..
7
76
.eorga.
700

Haw.i................................................

............
18

Idaho ......................
..........................................
Illinois ...........
..........................
ao

18

91

Indiana..................................................
206.2H

Iowa .........................................
1,200........................
1,200
Kansa ................................................
........................ 1o
100
Kentuck..
...................................
3A000.............
...........
000
Louisiana ..............................................
............ 200
200
Maine .............................................................
2
2
Maryland .........................................................
.29 ..... '.
29
Mss~
usetts .........................................
............
8 ............
8
Mihigan .........................................
0 ........................ 0
Mnnesot.
........................................
23
49 ............
72
Ml
|jslpp.......................3.........................
339
Mssou. ..
.200
........................
200
Montana .......................................................................
64
64
Nebraska ..............................................
26
33
60
Nevada ............................................
...........
............
24

.......................................
0.......................

20

New Jersey................................... 0......................... 0
New Mexico ...........................
...................
230
New York ......................................
.
..........
2
North Carolina ........................................
.................
97
North Dakota .........................................
....................
0
Ohio
............................................
750.........................
70
Oklaho .........................................................
20
.
200
oren...nia....
......................................
..........
6
400
a..
.
....................................
Pen nlia
oe Ila nd.....................................
14. ........................14
South Carolina.........................................
28 ............
............ U0
South Dakota..........................................
160..........................
0
Tennessee.............................................
201
2 ...........
226
Texas ................................................
e2 ............
............ 822
Utahin.................................................
32 ........................36
Vermont. ...................
...................................
78
76
............ 130
............
IO.........................
.... .................................
Virgina
W
ln n.
...
.......................................
8o
West vrginia, ...................................
............
............
26
26
Wisconsin....................494..............
.........
490
wynmig...............................................to
6
Total ............................................
1,918
1,26

402

14,673

Dr. ELIOT. In connection with that last point, I would like to say
that the figures do not represent the full case load that is awaiting care.
The States estimated in June 1938, when submitting the plans for
this current year, that there were 160,000 crippled children who were
in need of care and who would not be taken care of on the funds.
available. To take care of the children awaiting hospitalization on.
May 15 would have cost the States $3,000,000 alone
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With respect to the children suffering from heart disease, I would like
to introduce into the record the fact that we estimate there are approximately 200 000 of these children between the ages of 5 and 19
with rheumatic ieart disease, and possibly as many more again with
rheumatism or chorea or other conditions which are forerunners of
this particular type of disease. The cost of caring for children in
hospitals and in convalescent homes is very great, the treatment is
pro onged, it is expensive. It is estimated on the other hand, that
if care is given to these children that probably 60 percent can be
restored to normal existence if proper care and early care is given.
In 1936, 3,300 children died of heart disease. Rheumatic heart
disease
in adults
result,
in a very
large proportion
cases, of
the damage
done istothe
them
in their
childhood,
A definiteofbeginning
could be made on providing care for this group of crippled children if
additional funds were made available at this time. The amount
of
money
program,
underasthis
youamendment,
can see, in
beginningfor
on this
meeting
the needs,
would
justthat
makeis arequested
he States
these fields. The needs of these States are very great.
themselves continually present us with their problem. We are unable
to meet them with te funds that have been made available under
the act.
Miss Lenroot asks me to say a word about the need of a B fund for
the crippled children's program. In part 11 of title V of the act
$2,850,000 is made available for the care of crippled children, all of
it to be matched by tbe States. Throughout the 3%years it has been
apparent that if the current needs of States, especially the needs for
children having poliomyelitis, are to be met, it is desirable that there
be a sum of money available to grant to the States without matching.
Just as in the maternal and child health program there is the $980,000
B fund, under the crippled children program a similar fund is needed to
be granted to the States for emergency programs for special needs.
For instance in the State of South Carolina at the present time,
there is an epidemic of poliomyelitis that is infantile paralysis. The
problem of how to get increased funds to South Carolina to meet their
urgent immediate needs at this time has been very great, South
Carolina, by obtaining additional funds front a private foundation,
funds which were deposited with the State treasury, made it possible
for us to make an additional grant from a reserve fund which we had
at the beginning of this month, still remaining in the funds for this
year. It would be greatly to the advantage of the States if there
were an additional fund, a B fund for crippled children and it is for
this reason that the request for additions to the crippled children's
program has been put in this particular form at this time.
Senator RADCLIFE. It is my understanding that the amount raised
each year from these birthday balls for infantile paralysis amounts to
about a million or a million and a quarter. I have been connected
with it for the last 6 years. I suppose that fund is very helpful. That
is used, of course, for that very purpose in connection with infantile
paralysis. I have always been under the impression that with very
little effort that amount could be increased very greatly, I mean
through private contributions and through private activity. Instead
of raising a million dollars you could raise three or four million dollars
each year. This year they raised about a million and a half. I assume
that fund is of considerable help in carrying out some of the purposes
which you have outlined.
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Dr. ELIOT. Some of the States have used certain amounts from
that fund for the purposes of the program as outlined in the Social
Security Act. The foundation, however, has allotted considerable
portions of that fund for research in that field, as you know.
Senator RADCLIFFE. Yes; I know.
Dr. ELIOT. The largest amount of that fund has gone for research
a small amount for actual services of the type of work contemplated
under the Social Security Act. It was, however, from that fund that
South Carolina received a grant this last month, and we were able to
match it from Federal funds, and so South Carolina has now been able
to add to its program, I think it is six orthopedic nurses the services
of orthopedic surgeons, and hospital care for these children with
infantile paralysis.
The CHAIRMAN. Are there any other funds that could be used for
this purpose, such as the Rockefeller Foundation, something like that?
Senator RADCLIFFE. Yes; there is a fund in New York. I was a
little bit active in trying to get an appropriation a few years ago. I
think at that time there were about 12 or 15 of the leading medical
schools in the country which were doing that sort of research work.
I have been keeping fairly close in touca with it since then. A few
ears ago there was not any money available from that foundation,
ut wegot some from other foundations in New York.
Tile HAIRMAN. Can you put into the record these foundation
funds where part of it or all of it is being used for any of this service
that you have been talking about?
Miss LENROOT. I have here, Mr. Chairman, a table showing the
funds available for services for crippled children under the program,
and in some instances funds expended outside the program, showing
whether they are State or Stite and local, The symbol "S" moans
State, the symbol "L" means local. There are only a few States that
are using private funds, and I think none from a national foundation
except in the case of funds from the Infantile Paralysis Foundation.
Isn't that right, Dr. Eliot?
Dr. ELIOT. That is right.
Miss LENROOT. There are some local funds used in various ways,
such as those by societies for crippled children, but I think no national
foundation fund except from the infantile paralysis foundation is used.
I will submit this in a little better form for the record in a day or so.
(Subsequently Miss Lenroot submitted the following table:)
States which included in State plansfor services for crippled children fiscall year 1989)
private funds for inatching purposes

Ala
bam
.......................
a
.
Alaska .......................
M
iss l Carolina-----p . .. . ... .. .. .. .. ... ...
.. ..
....
.
------Nlorthi

na...........
..............

I North Dakota .............
1 IRhode Island ..............
S ou t h Car olina - . .. .. .Vemn----------------

.........
......

.. ... .....
I Vermont ..................... I.........
I

I
I

Other sources Include local societies for crippled children, local funds from the Presldeet's Birthday Ball,
special donors.
National Foundation for Infantile Paralysis.
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The CHAIRMAN. Thank you very much. Senator Murray, are
you suggesting these amendments?
Senator MURRAY. Yes.
The CHAIRMAN. I'ave 52, line 15, section 501. Insert before
clause (3) the following: Section 501 is amended by striking out
"$3,800,000" and inserting in lieu thereof "$5,800,000."
So you are askingfor a $2,000,000 increase in that item, are you?
Miss LUNROOT. Yes, Mr. Chairman.

The CHAIRMAN. Clause (a) of section 502 is amended by striking
out "$1,800,000" and inserting in lieu thereof "$2,800,000." That
carries the increased authorization.
Subsection (b) of section 502, that is the one that the StatesMiss IENROOT (interposing). Do not have to match.
The CrrAIRMAN. Do not have to match?
Miss LENROOT. That is right.
The CHAIRMAN. Subsection (b) of section 502 is amended by
striking out "$980,000" and inserting in lieu thereof "$1,980,000."
That is an increase of $1,000,000. That is the program, is it not?
Miss LENROOT. That is for part I. Then we have an additional
$1,000,000 that has been suggested for part I, which is for crippled
children.
The CHAIRMAN. Subsection (a), what part of that, Senator Murray,
does your amendment include?
Senator MURRAY. That is for B funds, in title V, part II. The
entire amount authorized in title V, part II, must be matched by
the State funds in the amount of one-half Federal and one-half State.
It is proposed to add a new subsection 512 (b) to authorize the fund
of $1,000,000 to be available for allotment on the basis of the financial
iieed for each Stte for assistance in tarrying out its State plan,
thus putting the services to criplpled children on the saine basis as
the maternal and child-health services.
The CHAIRMAN. I think that ought to be placed in the record
with these other suggestions, because that is not in this list, as I see it.
So we can insert that in connection with this in the record, together
with these additional suggestions that you make.
(The suggested amendments are as follows:)
On page 52, between lines 14 and 15, insert the following:
"SEc. 501. Section 501 of such Act is amended by striking out '$3,800,000' and
inserting in lieu thereof '$5,800,000'.
"Szc. 502. (a) Subsection (a) of section 502 of such Act is amended by striking
out '$1,800,000' and inserting in lieu thereof '$2,800,000'.
"(b) Subsection (b) of such section 502 is amended by striking out '$980,000'
and inserting in lieu thereof '$1,980,000'."
On page 52, line 15, strike out "Sic. 501" and In lieu thereof Insert "SEc. 503".
On page 52, between lines 19 and 20, insert the following:
"SEc. 504. Section 511 of such Act is amended by striking out '$2,850,000' and
inserting in lieu thereof '$3,850 000'.
"SEc. 505. (a) Subsection (aS of section 512 of such Act is amended by striking out the words 'the remainder' and inserting in lieu thereof '$1,830,000'.
"(b) Such section is further amended by inserting after subsection (a) the followingqnew subsection:
' '(b) Out of the sums appropriated pursuant to section 511 for each fiscal year
the Secretary of Labor shall allot to the States $1,000,000 (in addition to the
allotments made under subsection (a)), according to the financial need of each
State for assistance in carrying out its State plan, as determined by him after
taking Into consideration the number of crippled children in such State in need of
the services referred to in section 511 and the cost of furnishing such services to
them,'
ie08ss-89----s
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"(e) Subsection (b) of such section 512 is amended by striking out the letter.
'(b)' at the beginning thereof and inserting In lieu thereof the letter '(o)'."
On page 52, line 20, strike out "SE~c. 802" and insert "SEC. 805".
On pale 52, after line 24, insert the following:
"Sze. 06. (a) Subsection (a) of section 514 of such Act Is amended by striking
out 'section 512' and inserting in lieu thereof 'section 512 (a)'.
"(b) Such section 514 is further amended by inserting at the end thereof the
following new subsection:
" '(c) The Secretary of Labor shall from time to time certify to the Secretary of
the Treasury the amounts to be paid to the States from the allotment available
under section 512 (b), and the Secretary of the Treasury shall, through the Division of Disbursement of the Treasury Department and prior to audit or settlementby the General Accounting Office, make payments of such amounts from such.
allotments at the time or times specified by the Secretary of Labor.'"
On page 53, line 1,strike out 'SEc. 503'1and insert "SEc. 507".

The CHAIRMAN. Is there anything else you wish to submit?
Miss LENROOT. I think not, Mr. Chairman.
The CHAIRMAN. Thank you very much.

The committee will meet Thursday morning at 10 o'clock.
(Whereupon, at 11:05 a. m. the committee recessed until Thursday,,
June 29, 1939, at 10 a. m.).

SOCIAL SECURITY ACT AMENDMENTS
THURSDAY,

JUNE 29, 1939
UNITED STATES SENATE,

COMMITTEE ON FINANCE

Wa~hinton, b.

c.

The committee met in executive session, pursuant to recess, at 10
a. m., in Room 312, Senate Office Building, Senator Pat Harrison
(chairman) presiding.
The CHAIRMAN. Tile committee will come to order. I requested
Congressman McCormack to appear here in regard to this important
amendment that is in the bill, not only for our edification but for the
record to make a statement about his proposal and to give us an
explanation of it.
STATEMENT OF RON. JOHN W. MoCORMACK, A REPRESENTATIVE IN CONGRESS FROM THE STATE OF MASSACHUSETTS
Mr. MCCORMACK. Mr. Chairman, and members of the committee:
I am going to confine myself strictly to the State plan and the merit
system, because I assume that is the main thing that concerns the
committee, so far as my appearance is concerned.
The State plan-and I use the term "State plan" as distinguished
from the merit plan, the merit plan being in the present law, using
that for descriptive purposes to distinguish between the two--the
State plan is a State merit plan as distinguished from the individual
merit plans provided for by existing law. The merit plan in the
present law resulted from or came about in the Federal law in consequence of the agitation in Wisconsin between 1921 and 1932 in relation to unemployment-compensation insurance, which led to the
employer-reserve principle in the law of that State.
The provision for a merit plan was not in the original House bill
as reported by the Committee on Ways and Means when it passed
the House in 1935. Naturally when it came to the Senate, the experience and the efforts of the State of Wisconsin, as I remember it
was not advanced very much before the House, but was advanced
before the Senate and the Senate adopted the amendment. We
remember there was considerable controversy at that time. I
remember the Clark amendment was involved. The Senate adopted
an amendment which was substantially agreed to in conference and
which resulted in the existing law with reference to the individual
merit plan.
The purpose of it was, in general, where experience rating with
reference to employment showed a stabilization of employment that
a State might pass a plan to give to such employers a-lower pay-roll
tax than imposed upon other types of employers. In any event,
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there was a very broad field left for States, in which States might
experiment along the lines of merit systems, and the States have
experimented along such lines.
Now it is not my purpose to discuss the weakness of the present
merit system from an administrative angle, or to discuss it from the
angle of the long and involved paper work that might be connected
therewith, or to discuss it from the angle of its complicated formulas
necessary to determine employment experience for tax classification,
and also connected with the rights of the employee, whether the
employee is capable of reasonably determining his rights; or to discuss
whether it can be used as an inducement to stagger employment in
order to maintain a good employment experience record to obtain a
lower pay-roll tax, which it clearly can do, coming under the head of
avoidance, not evasion-avoidane, of course, being to legally obtain
a lower tax, pay-roll or otherwise, and evasion, of course, usually
involves fraud-I will not go into that, because experience in the
future will show what, if anything, would have to be done along
these lines, but there is one fundamental weakness in the present
merit system that, I believe, for the interest of the Federal Government, the interest of the State Government, and for the interest of
employer and employee should be corrected, and the State plan is a
step in that direction and the 2.7 average is the completion of it in
relation to the merit system.
Now at the outset I want frankly to admit that the 2.7 average, in
my opinion, is too great a burden to apply to the merit system. I do
not think it is necessary. Mark you, what I say is simply offered
for whatever value it might be to you gentlemen, and I hope it will
prove to be of some assistance. I have given this matter as profound
a study, in the limited period of time I have had, together with other
matters that have come under my consideration, as I am capable of
doing.
The 2.7 was put in to meet a weakness, but in turn it went too far.
It creates, in turn, that very weakness, so far as the merit system is
concerned, that the State merit plan, the fund of one and a half
times, is designed to meet. I am trying to make that just as plain
and as simple as I can.
Under the present merit system a State can have a pooled fund,
a guaranteed employment account, or a reserve account, and three
States have that. Michigan has a partially pooled fund, the general
purpose of which is to give certain employers that stabilize employment a lower pay-roll tax than others. that is commendable, but,
on the other hand, that character of fund has its weakness, because
it disregards the fact that the strong must do something for the weak.
It disregards the fact that if you give all employers that stabilize
employment that lower pay-roll tax, that all you would have is a
system of bad risks. Now' if you lower the pay-roll tax somebody
else must pay a higher rate somewhere along the line, and if you
had a State system that eliminated all employers that have stabilized
employment then you have just got a system of bad risks and you
are not going to have a fund ultimately to pay the benefit demands
that are made. Therefore it is to the benefit of certain legislatures
and of emplw)ers that that situation should not exist, on the part of
the Federal (Aovernment and the State because if it does exist, as
I see it, looking into the future, there will be a break down of the
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system in some one of the States, and just as soon as there is a breakdown whether in the State of Wisconsin, or one of the States, there
is going to be a demand for the nationalization of the law, that is,
for a national law, because unemployment compensation is here to
stay, whether it is going to be a Federal-State program or not, and if
the Federal-State program breaks down it is going to be a Federal
program, because American public opinion generally and strongly,
in a great measure, supports this character of legislation.
I absolutely subscribe to the Federal-State program, I am not so
much concerned with the details but the objective of my plan, something being done to strengthen the present merit system, is designed
to protect the present Federal-State relationship and at the same time
to give to employers in those States, where an adequate fund exists,
to meet reasonable future demands, a lower pay-roll tax through
preventing the surpluses from piling tip.
Now it is also my opinion-I may be wrong-that if these surpluses continue piling up in certain States exceeding the benefit
payments, that there is going to be a demand from the weaker States
that the stronger States contribute, to help strengthen their funds,
and that demand will probably evidence itself, in the first instance,
through a partial nationally pooled fund, taking from the financially
strong States to pay into a national pool to a certain extent to distribute among the other States. Just as soon as that happensmaybe I am wrong-it will be the beginning of the breakdown of
the Federal-State program, and it will be only a matter of time before
the demand will be made, that we have a completely national unemployment compensation law.
So the plan that I propose, and which the Ways and Means Committee accepted, is designed to help the employer, but not at the
expense of the employee.
Now, as I see it, the 2.7 pay-roll tax which the State receives is
unnecessary if in a State-and there are 35 to 40 of them where this
condition exists-the tax receipts are exceeding the benefit payments.
The unemployment trust fund in those States is simply piling up and
piling up.
Furthermore, an unemploymen t-compensation fund having a reasonable reserve fund to meet future contingencies should distribute the
money, because one of its purposes is to keep purchasing power maintained and to distribute it to the worker who is unemployed, through
an alleviation of the distressing economic conditions that lie encounters
when he loses his employment. Now that is just a brief outline of
my frame of mind as an approach to the subject, State merit plan.
I say this because I notice in Mr. Mahoney's testimony, and one or
two others I have read, a sort of a criticism that it is trying to do a
job on the employers. I say it is a million miles wrong, the whole
objective is truly intended the other way. It may be the opinion of
others the wbole thing is wrong, but certainly the state of mind which
prompted it is just tie opposite to what they, not directly but indirectly, tried to convey tothe committee. I llave the highest respect
for Mr. Mahoney. I Iave conferred with him on a number of occasions. Ile knows my state of mind, and lie knew it before I appeared
before the committee. He knew that I believed that the 2.7 average
could be substituted, so far as a merit system is concerned, by a similar
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one of one and a half times the highest benefit payments, or the highest
contributions in any year whichever is the greater, the same as provided in the State plan. He knew that was my frame of mind, because
I frankly told him so, recognizing that in trying to meet the weaknesses, unconsciously we may have gone too far.
On the other hand, the weakness is there and it should be met,
because if a State puts into operation a merit plan that, in effect,
results in the fund being dissipated, then you are going to have a
break-down in the State with the result it will become contagious.
The employers in that State are going to get lower pay-roll taxes by
reason of local conditions and the employers in the adjoining States
will have to compete with the employers who have a lower pay-roll
tax. If one State breaks down it is goinq to present a very serious
problem to all of us who are concerned with the maintenance of the
Federal-State unemployment-compensation program.
Now what prompted my recommendation? I suppose that is what
might interest you. I saw reserves developing in 35 or 40 States.
Massachusetts and some other States who had had benefit-payment
experience had taken more in last year by far than they had
paid last year. 1937-38 is probably a pretty good test on the payment of benefits, so far as the State is concerned, and I believed those
circumstances warranted employers should be given consideration by a
lower pay-roll tax, but under our now law no State can give a general
reduction. It has got to be a merit plan, and there has got to be
3 years' benefit experience before a State can give a penny reduction
to its employers under the present Federal law, even if a State fund has
tremendous reserves. Some of the States here cannot give a lower
reduction in the pay-roll tax even when they get plenty of reserves in
1942, because they haven't had the 3 years in the payment of benefits.
Therefore, I reasoned that in addition to the present merit system
if we could devise a scheme that went into immediate operation
where, in any States where they had an adequate reserve to protect
the fund a lower pay-roll tax could be imposed applicable to all,
that it would be a desirable thing to do. It would in no way interfere with the merit plan. The individual merit plan could exist in
States and the State merit plan that I propose could also exist without
conflicting with one another.
I Now I hn ve analyzed the evidence, and there is justification in the
criticism made before the committee that the 2.7 average being
applied to the present merit system will defeat the very purpose of
the merit system. That was never intended but I recognize the
logic of that argument. However, they only discuss the weaknesses
of this proposal of the 2.7 average, they do not discuss the weaknesses
of the present law.
Mr. Mahoney in his testimony-and I like and admire him-and
I introduced the bill in which he was interested to confine pay-roll
tax on unemployment compensation to the first $3,000 of salary
because it was the thing I thought should be done, I made the motion
to freeze the pay-roll taxes on the contributory annuities, and I refer
to that because certainly no one who is in business can for an instant
indicate that I do not try to have a profound regard for the problems
of business, and we all should have that regard. But in his testimony
he said that the Social Security Act provided for two underlying
principles of an unemployment-compensation system, (a) prevention
and (b) alleviation.
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However, my conception of an unemployment-compensation law
'is not the same as his. The two underlying principles as I understand
the law are (1) protection, protection of the fund; and (2) prevention,
prevention of unemployment. Under "prevention" comes alleviation. That is an element of prevention. The one main thing in
unemployment compensation trust accumulations is to protect the
fund. He starts out with one of the two fundamental premises, or
underlying principles, but the important one he fails to state in his
testimony, and what is the good of prevention if we haven't got a
fund to alleviate, if conditions exist which require alleviation? Tierwfor the solvency of the fund is the first consideration we must protect,
and then follows the consideration of the prevention of unemployment.
My amendment was one and one-half times the benefit payments,
the plan I proposed. The original plan was one and one-half times
the contributions, but some of the members of the Ways and Means
,Committee thought that the fund should also be one and one-half
times the benefit payments, whichever was the highest, because some
States have had higher benefit payments than tax contributions.
That was a compromise. That was designed for the purpose of
protecting the fund, so that the fund will not be dissipated.
With the protection of the fund I then approach the consideration of a lower pay-roll tax for the employer in those States where
that fund can be established. That is logical. We give, first, protection, and then we give the prevention. That doesn't interfere
with the protection, it strengthens it, if anything. Then we give
to the employers in the States which have the fund of one and one'half times either tax contributions or benefit payments the right of
a lower pay-roll tax. We do not tell the States how much they can
lower it, they can make it nothing, if they want to. Once it establishes the reserve fund of one and one-half times the highest tax
payments, or the highest benefit payments, that State can lower its
pay-roll tax to all employers, and it goes for a year. If the fund goes
below one and one-half times contributions must again be collected
until that fund of one and one-half times is replenished. That is
the reasonable thing to do.
Now as to this criticism about the standards required. The testimony I have seen would try to indicate that those are basic standards
to the act itself. Well, they are not. These are standards for the
guidance of State plans. Why should there be a lower pay-roll tax?
I have asked this question of myself. Should I vote to give a lower
pay-roll tax if it is at the expense of the employee? That is a very
pertinent question. I do not say that States will do it, I do nor say
that employers will do it deliberately, but I am practical enough to
know they are liable to try and bring it about at the expense of the
employee through hard eligibility requirements, or through a limited
number of veeldy benefit payments. My plan does not change the
law, except that if a lower pay-roll tax is granted, under the plan that
I propose, in all justice to the employee and to the employer, the fair
employer-and most employers are fair, 95 percent of them want to
do what they ought to do, but a few of them, the other 5 or 10 percent,
affect the whole of them-in all justice to them there ought to be at
least minimum standards below which the State plan cannot go,
because they are getting a special consideration, they are getting a
lower tax than the 2.7 provided by law, and in order to do that we
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certainly should not have it done at the expense of the employees.
Nobody has to attack or impugn the motives of anyone. Certainly
it is a safe precaution, it is good caution, good judgment, as I see it,
to at least put minimum standards in there. I recognize the fact
that the minimum standards should not be too high to defeat the
very purpose that we have in mind.
Now, what are the minimum standards of the State plan? Sixteen
weeks of benefits. Who call complain at that? I don't care if it is
14 weeks. I am concerned, first, with the protection of the fund,
and, second, getting to the employer as low a pay-roll tax as possible.
We all want that, but certainly we do not want to have it done at
the expense of the employee though small payments. Now, whether
it is 14 or 16 weeks, whether it is 12 weeks-and I do not think any
State has 12-week payments. I think the lowest is 13 weeks, and
most States have over 16 weeks, so that the great majority of them
are paying from 16 weeks up now, so that not many will be affected
who can oppose 16 weeks' benefit payments, or 33% percent, whichever is the lesser. Who can oppose part-time payments? That
doesn't mean that everybody gets 16 weeks; of course it doesn't. If
they only work]part time they get their proportionate payments.
Who can oppose minimum payments of $5 a week? There are only
four requirements in there that we say a State cannot go below, and
these requirements are to the State plan itself, not to the act itself.
Now, so that my state of mind might be understood, I think that
business is making a serious mistake if they oppose the objective of
this plan. I have told Mr. Mahoney and all who have talked with
me on this subject, that there might be differences of opinion as to
the standards, and whether there should be any or not. I want to
see the fund protected for the employees and the employer given an
opportunity to get a lower pay-roll tax than to see nothing done.
We can rely upon public opinion existing in each State to control the
legislature so that the legislature would not repond to pressure
groups to bring about such low payments or severe eligibility requirements for one to be eligible for payments as to practically defeat the
main purpose of the unemployment compensation law, to have a fund
sufficiently large to meet benefit payments as the conditions arise
and which requires alleviation when men and women are unemployed
who are covered by the law.
The 2.7 could be stricken out and my plan could stay in. The 2.7
relates to the present merit provisions of the law, but if you do that,
gentlemen, I respectfully submit that you are permitting the inherent
weakness to exist in the law itself, It would be unwise to do that.
The 2.7 average required is unnecessary.
If the fund of one and one-half times is required before the merit
system can go into operation I would suggest, of course, that that not
go into operation until 1941, so far as the present merit law is concerned
because some States have already started into operation and they
should be given an opportunity-I don't care whether it is 1941 or
1942-to change their law, and they should not be compelled to suspend the operation of their law, under existing provisions of the Federal
law, m an arbitrary manner by such a proposal which tells them they
cannot continue between now and a reasonable opportunity for their
legislature to meet to change their law to conform *tothe present merit
system with some kind of a provision for a reserve fund.
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The Interorganization Council of Indiana are all fine men, but they
represent the employers. I am not saying that to impugn their
motives. I just refer to the fact that they represent the employers.
Here I try to look at it from the angle of the employer and employee,
the Federal Government and State government, as you gentlemen
do-they do not directly oppose my proposal, they simply say it is
doubtful whether there has been enough experience to consider it at
the present time. Well, if we do not consider something else most of
the States of the Union will not be able to have a lower pay-roll tax
for at least 2 years, when they have got an adequate fund that would
justify a lowering of their pay-roll tax to all of their employers.
Let me give an illustration of the State plan that I propose, if it
goes into operation. Under the Federal law the Federal Government
receives three-tenths of 1 percent; 2.7 is paid to the State. The Federal Government allows 00 percent credit where there is an approved
State law. Suppose there is a fund of one and one-half times under
the plan that I propose; suppose the State administrators of the unemploynent compensation law said, "Well, we could lower this to 2 percent and still maintain this fund of one and one-half times" or suppose
they said 1 to 2 percent; they could do it under my plan at once
although under the merit plan they might not be able to do it for 1 or
2 years, because they haven't had 3 years' experience rating, yet when
they have had the 3 years' experience rating they could still have their
nierit plan, and then if they should make an over-all reduction to
2 percent, under my plan, the merit plan could in turn operate with
my plan, and absolutely no objection to it.
'Let me talk about employment. A man who has money to invest
goes into business, lie is in the front-line trenches with his money
invested, and I am not too critical of 1im, because lie is out there
trying to keep our system going. He may make a lot of mistakes,
and who does not, but I will not be too critical of that businessman,
because I do not know what I would do myself if I was in his position.
It is to his interest to see that this plan does not break down; it is to
his interest to see that nothing occurs that is likely, in the reasonable
future, to bring about a national unemployment compensation law.
I think it would be unwise, unworkable, and would result in great
hardship. If these reserves are permitted to grow certainly we are
laying the foundation where, as the result of that, a demand might be
made for a national unemployment system, and if any one of the State
systems break down under tle merit system certainly that is going to
be a powerful piece of evidence for those who want a national unemployment system as distinguished from a Federal-State program, to
urge the break-down of the State system as a reason why we should
establish a national system.
The plan that I propose, in substance, gentlemen of the committee,
is to prevent that very situation from arising, and at the same time
protect the fund, because that is the important thing. If that fund
breaks down then you know what is going to result. Protect the
fund, but at the.same time, when the fund is protected, give the
employers in the State a lower pay-roll tax.
The weakness of the other merit system is the fact that there is no
adequate protection of the fund. We leave it to the States. Maybe
the States will take care of it and maybe they will not. I am not
impugning the States. I am a States' rights man, although it is
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hard to define that under the complicated conditions of today. We
should leave it completely to the States.
There ought to be certainly, before the lower pay roll tax goes into
effect either under a merit system, or under a State plan merit system
there ought to be some provision for the fund to be protected. That
is my whole objective. Give to the employer a lower pay-roll tax
where you can, but at the same time protect the fund.
Now one more observation and I am through. I do not know that
I have contributed anything. I am just talking extemporaneously,
giving my views as I consider the matter because I consider it important. The argument is made about a lower pay-roll tax, yes; but
when you and I go into business we are lucky in the kind of business
we choose. What about the public utilities that we give a monopoly
to by law? Should not they contribute something to the weak?
Should they be left out completely from paying an unemployment tax?
I am not saying where there is a merit system they should pay the
full rate. They come in and say, "We stabilize our employment."
While the management has something to do with it, it is a minor
thing, as I view it. It is the luck of a person going into a particular
field of industrT. The man who is a construction man, lie might be
the best executive in the world, but his employment is more or less
seasonal. Take somebody going into the banking business insurance
business, there are certain forms of business where employment is
more stabilized than in others. Are we going to leave them completely
out of a payment, or pay a little insignificant amount? If we do, to
protect the fund, somebody else is going to pay to keep the fund well
up. There is the common sense of it, as I see it.
While I believe in a merit system, and I believe we should leave it
to a State, nevertheless I believe that it is the duty of the Federal
Government to see that at least before there is a lower pay-roll tax
the State has an adequate fund to protect the fund,
Senator DAVIs. I would just like to ask a question, Mr. McCormack.
Mr. M CCORMACK. I have completed, Senator.
Senator DAVIs. You referred to the public utilities. At the moment my mind isn't just quite clear as to whether or not an electric
light or a waterworks plant that is owned by a city is exempt. Are
those plants exempt?
Mr. MCCOBMAcK, They are, because they are public employees.
Senator DAVIS. I thought so.
Mr. McCoHMAcK, Yes.
Senator DAvIs. I wanted to get it clear in my mind.
Mr. McCoMAcK. Yes; when I picked out public utilities I wasn't
picking them out in any sinister sense. I just used them as an illustration.
Senator DAVIS. Privately owned public utilities come under the
unemployment compensation, but the municipally owned public
utilities do not?
Mr. McCofRMACK. That is right.
Senator WALSH. I haven't heard the testimony. Is it along the
line you discussed with me the other day?
Mr. McCORMACK, Yes; Senator Walsh.
Senator WALSH. I think I have your point of view.
Mr. McCORMAcK. I have just this thou ht. As to these minimum
standards, we have got to compromise. While I personally would not
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approve of it, if they are eliminated and the State fund, one and onehalf times, on the merit system, is put in to protect the fund, in my
opinion it would represent very substantial progress. It would pro.
tect the fund and it would also enable the employers to get a lower
pay-roll tax. So I want to give my view as to my approach on this,
and also for whatever value it might be worth to say so far as I am
concerned I think the important thing is to protect the fund, and the
one and one-half times, if applied to both will protect the fund, and
then in the future, if necessary, we can take care of the other details,
as we have experience.
Senator WALSH. Was this put in on the floor or in the committee
meeting'?
Mr. cCORMACK. This was put in in the committee. It was first
called to my attention by a gentleman from Maaachusetts, Mr.
Parkinson. if I remember rightly, who is a very fine businessman,
very much interested in unemployment compensation. I asked a
number of questions of Mr. Altmeyer, I was particularly anxious to
find out if they intended to have a national pooled fund, and then later
the Massachusetts Unemployment Compensation Commission proposed something along those lines, and then this was put in. I want
to say that the Massachusetts Unemployment Compensation Commission, while they approve the objectives, think the standards are
a little too high. I want to frankly state their position. I think there
is some logic to that. While I nay disagree, I can see their logic, I
can see their side, but it would be unwise for them not to have something in there to protect the fund.
This one and one-half times the tax benefit payments is nothing
unreasonable. Not one will deny that.
So far as the standards are concerned, I think in order to get a
lower pay-roll tax there ought to be some minimum standards. If
there is difficulty in that respect, the important thing, as I see it, is
to protect the fund. And furthermore, the employers in those States
who have not had 3 years' experience in benefit payments, but who
have a fund, either one and one-half times or more, or rapidly approaching it-and there are 35 or 40 States in that situation-they
cannot get
llower pay-roll tax except through the method I have
suggested until they have had a 3-years' experience rating.
The CHAIRMAN. If you desire to elaborate on your remarks you
may do it within the next day or two, because this is one of the major
questions before us.
Mr. MCCORMACK. All right.

The CHAIRMAN. It is a question about which there is a lot of difference of opinion,
Mr. MIcCORMACK. I recognize that fact. The thing that interests
me is the protection of the fund and giving to the employers a lower
pay-roll tax. If that is kept in mind, certainly no one will want to
give them a lower pay-roll tax without the fund being protected. One
and one-half times is a reasonable protection. You have got to start
out with protection before you can give a lower pay-roll tax, and that
fund is protection. Forty-eight States and three Territories within
the next 6 months could get the benefit of this State plan if it is
incorporated in the bill.
There is one more suggestion that I want to make in connection
with the State plan that I have proposed and which is in the House
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bill.
If a State raises the necessary fund and a lower pay-roll tax is
imposed, as it can, it should not be imposed upon the employees.
Under such conditions the lowered pay-roll tax should be wholly paid
by the employers. In other words, no employee contribution shall be
required or exacted for the purpose of enablinga State to reduce or
to maintain a reduced rate of employer contributions from the rate
normally required by a State law. If the Senate keeps the State plan
in the bill in its present form or in amended form, as I urge this committee do, I suggest and strongly urge that an amendment to this
effect be inserted therein.
The CHAIRMAN. Much obliged.
Mr. MCCORMAcK. Thank you.
The CHAIRMAN, Dr. Parran. Doctor, Senator George has an

amendment that he desires you to discuss before the committee.
Senator GEORGE. Doctor, with reference to this proposal for an
increase in public-health funds from $8,000,000 to $12,000,000 a
year, we will be glad to have you make such statements to the committee as you wish to make regarding that amendment.

(The amendment proposed by Senator George is as follows:)
[H. R. W5, 76th Cong., ist soo.]

AMENDMENT Intended to be proposed by Mr. George to the bill (H. R. 6635)
to amend the Social Security Act, and for other purposes, viz: On page 53,
after line 3, insert the following:
TITLE V (A)-AMENDMENTS

TO TITLE VI OF THE SOCIAL SECUuITY

ACT

SEc. 510. Section 601 of such Act is hereby amended to read as follows:
"For the purpose of assisting States, counties, health districts, and other
political
subdivisions of the States In establishing and maintaining adequate public
health services, Including the training of personnel for State and local health
work, there is hereby authorized to be appropriated for each fiscal year, beginning
with the fiscal year ending June 30, 1940, the sum of $12,000,000 to be used as
hereinafter provided."

STATEMENT OF DR. THOMAS PARRAN, SURGEON GENERAL,
PUBLIC HEALTH SERVICE, TREASURY DEPARTMENT
Dr. PARRAN. Mr. Chairman I am very glad to be here in response
to your request. Since the specific amenu, ,ent has not yet been passed
upon by the Budget Bureau I am not informed as to whether or not
it is in accord with the fiscal program of the President. I do not appear
here, therefore, in support of the amendment, but with your permission
I should like to discuss the professional considerations in reference to
the operation of the present title VI and the additional needs which
have been shown.
Senator GEonOE. Yes, sir,
Dr.

PARRAN.

The passage of the Social Security Act marked the

recognition of two important principles in our national social policy:
first, that the Federal Government is jointly responsible with the States
for relief of the end results of social and economic disorganization;
second, that this joint responsibility extends beyond relief, to prevention of these end results,
The public health titles of the act represent an a pproach to a national health program-a balanced comprehensive plan of preventive
and medical services which must be our ultimate goal. The health

SOCIAL SECURITY ACT AMENDMENTS

457

provisions of the present act represent the first step toward the achievement of this objective. They seek to reduce drastically the volume
of sickness and premature death by making available to all areas and
all groups of the population in need of service the proven methods of
prevention against the major causes of sickness and death. Accomplishments under the act have failed to realize the full potentialities
of these services because of the limited funds available.
Finally, the public-health titles of the act are notable as a demonstration of the successful application of the grant-in-aid system to the
field of health. In that connection, I think it fair to say that there
seen to me to be more determining reasons for Federal assistance to
the States in public health than in any other field of social endeavor.
In matters concerned with the control of disease, the individuals of a
community are interdependent. But the community of today is not
the city, or the State; it is Nation-wide--a community of 48 States.
Improved methods of transportation have intensified the means of
disease spread a recent example being the exposure of a number of
people to smallpox in Syracuse, N. Y., a few weeks ago, which has
spread to a dozen States. Interstate migration of the unemployed
has created special health problems. Since 1933, several hundred
thousand migratory laborers have entered California and other States
in the West, and many are sick with communicable diseases. The
State health commissioners of a number of western States have emphasized the impossibility of having a State itself take care of this
added health hazard. Also in testimony in another committee of
the Congress last year the mayor of New" York City has pointed out
that thousands of sick people, too ill to labor in the cotton or wheat
fields because of the ravages of tuberculosis, come to Now York in
search of work or medical care.
In spite of the relatively small sums made available under the
terms of the act, undoubtedly a greater advance has been made in.
public health in the United States in the past 3 years than over before
within a comparable period. Under title VI of the act, the major
development has occurred in the expansion of the basic services
designed to prevent illness-the control of acute communicable diseases, public-health nursing, sanitary control of water and milk supplies, the registration of vital statistics laboratory services, and all
of these activities tre carried out through local departments of health
with trained personnel.
The CHAIRMAN. What is the authorization under this bill?
Dr. PARRAN. $8,000,000.
The CIIAIR.AN, This amendment seeks $4,000,000 additional?
Senator GEoneE. It seeks $4,000,000 additional for all the States.
The CHAIRMAN. Do the States have to contribute?
Dr. PARRAN. Under the present provisions of title VI there is no
definite requirement as to the extent of State contribution. However, we have been very gratified to see the extent to which they have
put umptheir own money. During the current fiscal year, for example
there ins been budgeted for public-health work under title VI a total
of State and local funds of $44,861,000.
The CHAIRMAN. Can you put that table into the record?
Dr. PARRAN. 1 shall be very glad to.
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(The table referred to is as follows:)
State and local funds availablefor public health work Jan. 1, 1935, and Jan. 1, 1089

Stats

Total Total
State
State
and localand localIncrease
funds funds
Jan, 1,
Jan. 1,
19301
19391

State

Total
Total
State
State
and localand localIncreasa
funds
funds
Jan. 1, Jan. 1,
10351

19391

$739,466$1,043,444 $303,978 Montana ..........$85,110 I 128,3791 $43,269
Alabama ...........
53,
300
34,700
62,589
48,106 Nebraska ..........18,600
14,483
Alaska .............
Ariona -----------82,971 122,069
39,098 Nevada- .......
18,.04
23,070
4,172
Now Ilinphlre ... 124,328 168,0)10 21,291
331,066
106,004
Arkansas ..........16,082
1,090,
P6 1,749,405
651,009
California--------31,162,476 1,5 41,570 379,103
New Jcrvcy ........
Colorado----------37, 000 163,228
120,728
New Mexico ...... 190,
330 226,070
46,
245
Connecticut
....... 612,921 874,907
262,030 Now York ,......4,101,7E406,349,655
2,247,771
Delaware ..........
1270,000 '338,038
68,938
North Csrolna..
675,7F6 1,274,944
599,108
District of Colum.
North Dakota.... 22, 027 117,675 95,148
bla------------8519,807 631,852 111,985 Ohio....--...... 1,903,63 2,317,724
363,k80
Florida
----------193,008 382,690 189 592 Oklahoma .........I ,368 330,490 233,122
Georgia
............
481,4 1,070,352
594,887
Oregon ............
88,04
215,305
127,231
HawaII---------111.80,307
'847,130 160,829 Pennsylvani ......,30,0o0 2 .18,
89,%0
Idaho ..............
36,093 107,148 71,023
hodeIlond ......
,715 215,05
5.00
Illinois .............
2,623,60933,461,208
837,515 SouthCt-rolina...
114,93 412, ,99 277, 0)
Indiana. ...........
207,300 297,260 89,950 South Dakota ..... 25,00
76,970
61.925
Iowa...............
143,225 206,
522 63,
297 Tennessee .........418, 76,7 7, 258 347,)1)1
Kanoas ............
174, 0
23, 437
78,677
Texqs..............
008,154
920,080
422,020
Kentucky ......... 1
e1)0,158 121,908
Uta-.............24,000
142,990 118,990
Louisiana ..........
'790, 04 '900, 237 110,183 Vermont ...........52,000
70,480
23. 480
Maine .............
147,060 198,416 01,416 Virgili ...........
2878,626 2970,032
01, 404
Maryland ........
85,758 1,347,690 811,935
Washington
....... 136,85M 28 731 148,870
Massachusetts ...12,769,494 '3,384,742
615,248 Wort Virginia ...... 220,668 3 4,455
143,787
MIchigan----------713, 105 i,(87,784324,679 Wlsconsln ........
364,
317 498,95
133,038
Minnesota.
595,580 738,027 142,32 Wyoming ......... 12.400
14.765
2,300
Mississippi
.
380, 58 497,618
116,901
MIssouri--------- 27,362 409,117
181,705
31, 555,868
44, 501,322 13,266,
44
I This does not include local funds expended by large cities, exceptinltems by special budgets, or expend.
ltures of citIes and counties
not participating or expenditures of nno cial ageneles.
I Includes maintenance of State sanatoria and hospitals.

The CHAIRMAN. YOU mentioned $44,000,000.

For what period

was that?
Dr. PARIAN. That is for the current fiscal year, 1939.

There has

been an increase; that is, new money from 9tate and local sources
since 1935, of $13,265,000. In other words, the States seem to have
done their part, and done it very well, in meeting the Federal funds;
in fact, more than meeting the Federal funds.
Senator DAvIS. What has been expended in the State of Pennsyl-

vania?
Dr. PARRAN. In the State of Pennsylvania, the total State and
local funds during the period January 1, 1935, to January 1, 1939,

has been $6,198,000, of which nearly $900,000 represents new money
appropriated by State or local sources since 1935.

Senator DAVIS. Did the Federal Government contribute any part
of that?
Dr. PAInAN. The Federal Government has contributed no part of
that, but in another schedule here I have a detailed statement as to
the amount of Federal funds budgeted by the States for the current
fiscal year.
Senator DAVIS. Will you put it inthe record?

Dr. PARRAN. Yes.
(The table referred to is as follows:)
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Total budgeted for fiscal year 1939
underAt rovisions of title VI of the iSocial
Security
,Alabama ------------Alaska -------------Arizona -------------Arkansas .............
California ..-..........
Colorado -------------Connecticut ---------Delaware ------------District of Columbia ....
Florida -------------'Georgia-------------Hawaii ...............
Idaho...............
Illinois-------------Indiana ............
Iowa------------Kansas ..............
Kentucky ............
Louisiana ............
Maine ...- ------.
Maryland -----------Massachusetts --------Miohigan ------------Minnesota ............
Mississippi
............
'Missouri.
-------------M ontana --------------

Senator

WALSH.

$248, 821. 00
37, 324. 69
57, 170. 95
245, 405. 42
360, 386.00
168, 568. 36
112, 609. 25
30, 504. 49
83, 084. 10
141, 927. 28
300, 161.17
09, 520. 16
77, 910. 34
441,722. 89
255, 649. 51
197, 760. 09
130, 037. 60
224, 077.72
188, 532. 47
77, 171.86
142, 020. 79
248, 672.87
251, 278. 67
192, 822. 73
198, 559. 92
296,542. 22
66, 969. 00

Nebraska -------------

$113, 820. 00

Total ----------

9, 734, 748. 37

Nevada --------------Now Hampshire -------New Jersey -----------New Mexico ----------New York -----------North Carolina -------North Dakota --------Ohio ---------------Oklahoma ------------Oregon --------------Pennsylvania ---------Rhode Island ---------South Carolinr .........
South Dakota --------Tennessee ------------Texa ---------------Utah ----------------Vermont -------------Virginia -------------Washington ----------West Virginia ---- ----Wisconsin ------------Wyoming -------------

41, 633, 32
56, 792. 29
252, 619. 08
73, 490. 56
656, 480. 00
346, 412. 36
111,333. 20
375, 126. 89
203, 130. 82
105, 200. 25
6 52, 022. 65
60, 068. 33
197, 272. 72
80, 636. 38
315, 94. 18
421, 719. 84
63, 113. 77
52, 796. 45
233, 180. 00
153, 134. 95
180, 380. 00
212, 621.03
30, 968. 25

How is the $8,000,000 that is already in the act

distributed?
Dr, PARRAN, Under the provisions of title VI it is distributed in

accordance with three criteria: The population, the financial need,
and the special health problems.
Senator WALSH. Does every State get some?
Dr. PARRAN. Every State gets some.
The CHAIRMAN. Of course, more would be allocated for some
:special health problem in one State than in another State that did
not have that special health problem?
Dr. PARRAN. That is quite true. Malaria in Mississippi, industrial
hygiene in Massachusetts,

Pennsylvania, Connecticut,

and Now

ork, and on the west coast the problem of plague has warranted
.additional expenditures.
Senator GEORGE. Do you have the necessliry force in the Public
Health Service through which this increased fund ,w:i Le 'ell used?
Dr. PARRAN. By straining our force I feel that w,. ,io hi ,, Senator.
We already have set up the basic organization, acl it ).a almost as
easy to supervise the expenditure of $12,000,000o a¢ it is to supervise
1same.
the expenditure of $8,000,000, because the forimui. will beVe
brief summary
Senator LA FOLLET'TE. Doctor, could you give us tu
of your estimate of the need for this add itiond monv, or Ow, useful
way in which it could be expended?
Dr. PARIAN. Yes, Senator La Follotte. The States ,::' the curThere
rent moneys primarily to build the basic health organization.i,
are now full-time health deplartinent9 in about one-third of the
counties. The first step would be to expand the development of
those health departments to include the remaining counties. Those
remaining, generally spe0ing, are the snalluir counties, therefore the
,costs will not be ws'high. Tho second stop would be to intensify their
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work in many counties of 20,000 or 30,000 population which have
only a health'officer, a nurse, and sanitary inspector.
Senator LA FOLLETTE. Those are largely rural counties?
Dr. PARRAN. I am speaking of rural counties. It has been in the
rural areas that the largest proportion of the funds has been sent,
with the exception of industrial-hygiene activities. The basic organization is well on the way to being set up, in other words, and it is the
consensus of all of us who have studied this problem that we need to
intensify our efforts against a few of the great causes of disease and
death for which we have scientific weapons of unquestioned- power.
Next to the control of venereal diseases, which has been made
possible under your act, Senator, I think we can get a greater return
on the funds spent for the control of tuberculosis than any other
health problem. Progress has been made in reducing the amount of
tuberculosis. It has been cut down to a size where we can come to
'p with it. But the decline in mortality from this cause has not
een uniform. The tuberculosis death rate is still abnormally high
in certain groups of the population particularly the younger age
groups. These additional funds will be used to make a tart toward
a national campaign for fighting tuberculosis.
The CHAIRMAN. Have you got the record there of the decrease of
tuberculosis in Mississippi?
Dr. FARRAN, The mortality rate from tuberculosis in Mississippi
has been reduced approximately one-third within the past 10 years.
The rate for 1937, the last year for which complete data are available,
Was 63.6 per 100,000 population. The reduction in Mississippi has
more or less parallelled that in the country as a whole, ant in the
country as a whole tuberculosis has dropped from first to seventh
among the causes of death. Last year the rate was approximately
50 per 100,000 on the average. In New York City, for example, the
rate was 50 per 100,000, but that average figure of 50 obscured a rate
of 260 in one borough of New York, in one health-center district of
New York containing 300,000 people.
Senator WALSH. In the Northern States tuberculosis is usually
confined to foreign groups?
Dr. PARRAN. It is not, Senator. In fact some foreign groups show
a rather great resistance to it. In general, one may say it is most
prevalent among the poor, the ignorant. The Negro has a very high
susceptibility to the disease, and the same applies to the Puerto'Rican
and Mexican groups of the population.
Senator WALSH. I observed some years ago that the people who
came from countries where they lived aixagricultural life and were
transported into the industrial life of our country were susceptible
to tuberculosis, I do not know whether that condition exists now
or not.
Dr. PARRAN. Among some racial groups that is true. I think in
some instances there is a greater opportunity for the disease to spread.
We find among unskilled and semiskilled male workers in 10 states
deatl;s from tuberculosis are exceeded only by those from diseases of
the heart.
The CHAIRMAN. Doctor, in the country as a whole the progress in
fighting the disease has been startling?
Dr. PARRAN. There has been remarkable progress, In fact the
progress has been go great that we are encouraged to hope that if we
were to apply all over the country intensified methods of finding cases
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and providing hospital care for them, within a generation tuberculosis
as a cause of death would drop as low as typhoid fever now id.
Senator CLARK. Doctor you have had very remarkable results in
my State in the way of reducing deaths from pneumonia.
Dr. PARRAN. Pneumonia is the second problem I was going to

discuss.

Senator CLARK. I happen to know what has been done in my own
town in regard to that.
Dr. PARRAN. The situation in regard to pneumonia has become
very favorable. In 1937 there were nearly 150,000 deaths credited
primarily to pneumonia and influenza, 110,000 of them being reported
Ionia as the really killing
as pneumonia and the ot
resent about 600,000
enza. This wou
disease that followed
ie development of
cases annually. Through
to 700,000 pneu
velopment of a
typing the disease, through the
a rapid method
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m and more reW Vy4 rough the d
therapeutic s
relatively s' ple chemical it is ,stiinate we can redu pneumonia
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S
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e fI 4
would use so e

d make a egnning toward the ,6ution of that
the problem,
problem.
.
inalaria problem in
been made briefly to
Reference has al
the South, Very goo 'tJ4
znm
-be e in the control of this
asels, and we should intensify
disease, but there are sti a gr fT I
our present efforts agaist malaria. A great deal of progress has
been made under the W. P. A. in the application of malaria-control
measures-drainage operations to eliminate mosquito breeding
places-but that needs to be supplemented by medical methods,
making blood tests to find out who are the malaria carriers, and giving
treatment to those affected.
Senator LA FOLLETTE. It is my understanding that in those areas
where you have been able to set up experiments you have had remarkable success; is that right, Doctor.
Dr. PARRAN. You are quite right. There has been a very successful
reduction. I think it fair to say there are a few areas in the South in
which the malaria problem is so severe, where the value of the property
embraced is so little, the number of people so scattered, in the swamps,
so to speak, that it is still a problem which baffles us. We just do not
know whether it is economically sound to try to protect a few people
living in a little swamp area by other than screening and medical
measures. That is, the problem of draining and eradication of the
16088-V
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malaria mosquito is out of the question. That represents only a
small part of the total.
Senator JOHNSON. You haven't mentioned it, Doctor, but I prosime the greatest accomplishment has been by the cooperation you
built up with the profession,- people engaged in health work, such as
physicians, surgeons, and nurses. I find that they are very strong
for your program, and I think that is a real accomplishment,
Dr. lPmAnAN. It is very gratifying to know that, Senator. In that
connection I might say when this program was started we were insistent on competent personnel being employed with the Federal
funds which have been appropriated. Three thousand eight hundred
and twenty people have been given special postgraduate courses in
schools of public health, in schools of public nursing, or in sanitary
engineering, which included health officers, engineer, nurses, laboratory technicians, and others, so that the quality of health work in the
country has been tremendously raised. This rather new provision of
the Fe(leral law as to the use of Federal funds for tile training of personnel for public-health service, in my opinion, was one of tle wisest
provisions lit the act.
The CHAMAN. Have you made very great progress in the control
of the mosquito?
Dr. PAIRRAN. The progress in the biological control of the mosquito
has not advanced very far since the introduction of paris green some
1O years ago. Draining, oiling, use of paris green may have been
important factors. A notable exception to my rather pessimistic
statement is what has been learned in controlling mosquitoes in
impounded reservoirs. These methods involve the clearing of the
edges and the periodic raising and lowering of the lake level within
predetermined limits to clear off the mosquito larvae.
I have referred briefly to the problem of industrial hygiene, and
here again there is tremendous lack in what we know and what we
do about industrial hygiene. We know for a fact that the life expectancy of the people wlo work in industry is 8 years less than the general
population, yet we have not applied all over the country, and among
industries, anywhere near the knowledge we have in the prevention of industrial diseases. This is not a static problem. That is,
it is not static in the sense that malaria is a static problem. It is
a growing problem, because each year the chemical industry brings
out thousands of new products. Many of them find industrial use,
and many of them introduce new physiological factors. Many of
these chemicals are not known, so one needs to be constantly on guard
in testing the chemicals and chemical processes, to see that some new
hazard is not created. We had a striking example of that a little
while ago when tetraethyl lead was introduced as an antiknock agent
in gasoline. Because of the lack of knowledge of its danger a number
of people were killed. As the result of studies by the Public Health
Service it has been possible to surround the dispensing of ethyl gasoline with such safeguards that no hazard now exists. That is just
one example of which hundreds could be mentioned in connection
with industrial hygiene.
Summarizing the special purposes for which tile health authorities
of the country agreed that these funds are needed, they are: To expand
public health activities, to expand our basic health organization in
those areas not now covered; to make intensive efforts against tubercu-
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losis, pneumoria, cancer, and against such regional diseases as malaria

and pellagra; and to further industrial hygiene.
The CHAIRMAN. Of course, under these rules and regulations that
your budget comes under, you are not advocating this amendment?
Dr. PARRAN. I am not, Mr. Chairman. I am trying to give you
tie benefit of the professional judgment of the State health officers
and others in the country who have brought these facts to my attention.
Senator WALSH. Doctor, has your attention been called to the
recommendations of the administrative board of the National Catholic
Welfare Conference in reference to certain additions to the socialsecurity law?
Dr. PARRAN. I remember that Monsignor O'Grady presented
those recommendations before another committee of the Senate.
Senator WALSH. I would like to read you what the recommendations are. Some of them are as follows:
The administrative board, therefore, pleads for a formula of participation of
workers in the old-ago benefits of the act without prejudice to the tax-exempt
status of the nonprofit, reliious, charitable, and educational institution. These
institutions at the same time desire that any amendment extending to their
employees the coverage of old-age benefits recognize and safeguard their traditional status of exemption from general laws of taxation.
They should continue to be exempt as they now are under titles II, III, VIII
and IX of the act. The general welfare does not require that the coverage of
old-age benefits or unem ployment compensation be extended to include them.
With regard to title IX, which levies a tax on employers of eight or more in
commerce and industry, the administrative board of the National Catholic Welfare Conference feels that since unemployment in religious, charitable, and educational institutions is not seasonal, there Is no unemployment problem as far as
they are concerned, and that here, too, their traditional tax exempt status should
be recognized.
The administrative board expresses the earnest hope that an adequate formula
be written to grant coverage under the Social Security Act to the lay employees
of our charitable, educational, and religious Institutions. In summary, the administrative board recommends:
I. That lay employees of Catholic institutions be Included under the provisions
of the Social Security Act on the basis of a contribution on the part of the employee, but not on the part of the employer;
2. That the present status of our Institutions as tax exempt be kept unimpaired;
3. That unemployment coverage be not extended to employees of religious institutions, because, since unemployment In such Institutions is not seasonal, there
is, generally speaking, no unemployment problem as far as they are concerned;
4. That clergy and religious be not included in the category of employees but
In the category equivalent to the family relationship as provided in the act;
5. That all payments be segregated as an insurance fund rather than as a
general fund constituted of taxes.

If you do not care to comment now, I would be glad to submit
their letter of recommendations, but it is, in brief, a desire that their
lay employees be given the benefit of the old-age provisions of the
act, and that they be taxed and that the institutions be not taxed.
Dr. PAIRAN. Senator, I am wondering if it would be appropriate
for me to comment on that? That is a matter that is under the
V isciction of the Social Security Board, isn't it, rather than the
Public Health Service?
Senator WALSH. May I send their letter to you then and ask you
to comment on it at your convenience, after the Board takes action
on it?

Dr.

PARnAN. Yes.
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Senator WALSH. That is the desire on their part, that lay employees
be given the benefit of the old-age provisions of the act. Heretofore
I think religious institutions and charitable institutions have requested
that they be exempt from the act, and they are now exempt from the
act, This is a desire on their part to have the lay employees receive
the benefits of the act.
Dr. PARRAN. Mr. Chairman, without seeming to wish to dodge
any responsibility, I wonder if Senator Wralsh realizes it is the Social
Security Board that is concerned in this rather than the Public
Health Service?
Sena'.or WALSH. I understand that.
Senator LA FOLLETTE. Doctor, I notice you have a statement there
that probably goes into this subject more fully tln you have been
able to cover it extemporaneously. Could you submit that for the
record?
Dr. PARRAN. I would be glad to.
(The statement referred to is as follows:)
The passage of the Social Security Act marked the recognition of two Important
principles In our national social policy: First, that, the Federal Government is
jointly responsible with the States for relief of the end results of social and economic
disorganization; second, that this joint responsibility extends beyond relief, to
prevention of these end results.
The public-health titles of the act represent an approach to a national health
program-a balanced, comprehensive plan of preventive and medical services
which must be our ultimate goal. The health provisions of the present act represent the first step toward the achievement of this objective. They seek to reduce
drastically the volume of sickness and premature death by making available to all
areas and all groups of the population in need of service the proven methods of
prevention of these great causes of illness against which we have weapons of un.
questioned power--prevention of deaths of nmiiers and babies; a Nation-wie.
attack on tuberculosis; prevention of deaths from pneumonia by prompt treatment with serum or simple chemicals; addition of useful years of life to those
suffering from cancer by early diagnosis and appropriate medical care; the practical eradication of malaria, a major health problem in large areas of the South;
promotion of industrial hygiene, with greatly intensified efforts toward the control
of the occupational diseases, and Integration of all phases of the preventive program for the health protection of the working population. Such activities as
these form a recognized part of the modern public-health program. In theory,
their development is an inherent part of the public-health provisions of the Social
Security Act. Accomplishments tinder the act have failed to realize the full
potentialities of these services because of the limited funds available,
Finally, the public-health titles of the act are notable as a demonstration of the
successfuTl application of the grant-in-aid system to the field of health. The
principle of Federal grants-in-aid for educational purposes has been accepted
since the middle of the last century. Its extension to the field of health dates
from the passage of the Social Security Act. Yet I should like to point out that
there are more determining reasons for Federal assistance to the States in public
health than in any other field of social endeavor. In matters concerned with
the control of disease, the Individuals of a community are interdependent. But
the community of today is not the city, or the State-It Is Nation-wide, a community of 48 States. Modern methods of transportation have intensified the means
of disease spread. A person may be exposed to smallpox In Muncle, Ind., today
and spread it to those at the World's Fair tomorrow. Since 1933, several hundred
thousand migratory laborers have entered California, largely refugees from the
drought States of the central and southern Middle West. The State commissioner
of health recently expressed the urgent need for Federal assistance in tile tremendous task of extending adequate health supervision to this large transient group.
In testimony before another committee of time Cougrcss, time mayor of New York
City has pointed out that thousands of sick people, too ill to labor in the cotton
or wheat fields because of the ravages of tuberculosis, come to New York in search
of work or medical care.

SOCIAL, SECURITY. ACT AMENDMIUT

-,465

ACCOMPLISHMENTS UNDER TITLE VI

In spite of the relatively small sums made available under the terms of the act,
undoubtedly a greater advance has been made in public health in the United States
in the past 3 years than ever before within a comparable period. Under title
VI of the act, the major development has occurred in the expansion of the basic
services designed to prevent illness-the control of acute communicable disease,
public health nursing, sanitary control of water and milk supplies, the rqfistration
of vital statistics, laboratory service. This trend is a result of the widespread
need for basic health organizations in urban, and especially in rural, areas of the
country. The record of accomplishment is tangible. At the end of the year
1936, only 946 of some 3,000 counties in the country were receiving health service
under full-time county or district health organizations; at the close of 1938, the
number had increased to 1,371, a gain of 425 counties in 2 years. Between 1937
and 1938, full-time public-health nurses employed by State and local agencies
Increased by 1,720. Over a third of these new nurses are serving rural areas and
small cities under 10,000 population. Postgraduate training in public health was
given to 3,820 persons between 1936 and 1938. Health officers, medical directors
of special services such as tuberculosis and venereal disease control public health
nurses, sanitary engineers and other technicians have been equipped to staff newly
,organized local health departments, and to expand organizations lacking adequate
personnel.
UNMET PUBLIC HEALTH NEEDS

It is in the sense of the development of these minimal health services that the
public health advance made under the act has been notable. Measured in terms
of public health needs, only a beginning has been made. Federal funds available
under title VI budgeted by the States for the fiscal year 1939 includingk innexpended balances) amount to 9.7 million dollars. The incomplete development
of the basic health services in local areas is indicated by the fact that 7.2 million
dollars-74 percent of the total of 9.7 million dollars of Federal money available
for 1939--has been budgeted by the States for this purpose. This amount does
not reflect high appropriations in a few States. Thus, general allocation of funds
for the development of local health services has been made by 45 States in the
present year.
The action of the States in giving major emphasis to basic health organization
is based on evident need, It is estimated that over one-half of the counties In
the country are still not served by full-time health officers on a county or district
basis. But the need is not confined to rural areas-the proportion of cities without full-time health officers is almost as high. At the beginning of 139, 745
counties in the country had no public health nursing service. But areas having
public health nurses are by no means adequately supplied. In 18 States, the
average rural population served by a public-health nurse is between 10,000 and
20,000; in 5 States, the ratio is 1 nurse for between 20,000 and 30,000 persons; in
2 States, the ratio exceeds 1 to 30 000
Use of so large a proportion of funds available under title VI for the basic
essentials of public-health work obviously leaves only a small margin for the
special services which hold promise of great return in the promotion of health,
In these special health services are included such activities as the control of tuberculosis, pneumonia, cancer and malaria; services in industrial hygiene, and in
dental hygiene. Only a million dollars of Federal funds have been budgeted by
the States for these services in the current fiscal year-about 11 percent of the
total funds available. In marked contrast to the widespread use of Federal
funds for the expansion of the essential health services, allocation of funds for
these special health services has been made by relatively few States. Only 6
States have designated Federal funds for cancer control, although 3 additional
States are supporting activities in this field from State funds. Federal fNuds
help pneumonia control activities on a State-wide basis In 15 States. About hal
of the States have budgeted Federal funds for the control of tuberculosis, and
Industrial hygiene services, The meager development of these special health
services permitted by funds authorized under the existing terns of title VI
creates an urgent need for additional Federal funds for this purpose. 1 should
like to review briefly the basis for my conviction that tuberculosis, pneumonia,
cancer, malaria, dental disease, and defect, and the health supervision of the
working population offer challenging opportunities to save life and money.
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Tuberculosis Is a major health problem of young adult life. About 40,000
persons in the productive ages between 15 and 45 years die annually from this
cause.
The reduction of deaths from tuberculosis in the present century has been one
of the notable achievements of this period. In 1900 tuberculosis was the loading
cause of death; today, it ranks seventh in the population as a whole. But the
decline in mortality from this cause has not been uniformly favorable.
There is a low average death rate from tuberculosis in New York City, approximately 50 per 100,000 last year. Yet in one borough of New York 1ina healthcenter district of several hundred thousand people there was last year a tuberculosis death rate of more than 250, five times the city average. Among unskilled
and semiskilled male workers in 10 States in 1930, deaths from tuberculosis were
exceeded only by those from diseases of the heart; among professional men in
these States, tuberculosis ranked sixth in importance as a cause of death. In a
group of 14 Southern States in 1931--33, respiratory tuberculosis ranked third in
importance as a cause of death among Negroes, but occupied eighth place among
the white population.
But the extent of the problem of tuberculosis Is inadequately measured by the
total of some 70,000 annual deaths from this cause. It has been estimated
recently that "the tuberculosis problem in a community concerns roughly 24
the fatal case, 3 'contacts,' or persons exposed
people for each annual death, i. e.,
to this case; 5 active cases, and 15 contacts of these cases." The control of tiberculosis Involves appropriate attention to both types of case: for the active case,
competent medical supervision, frequently requiring ustitutlonal treatment, and
follow-up of the case when the disease has been arrested; for cotnacts, X-ray
examination of the chest for the purpose of diagnosis, with subsequent transfer
into the active group of cases showing symptoms of the disease. The National
Tuberculosis Association has estimated that a total of 792,000 family contacts of
active cases of tuberculosis exist In the country at any given tine, and that
at an average cost of $7 each, would involve an
group, dollars
this,million
examination
of aboutof 5%
exediture
-ay
It is estimated recently that 50,000 new beds are needed to bring the Nation's
hospital facilities for the tuberculous up to a minimum standard. Until hospital
facilities for care of active eases are more adequate, case-finding activities on a
comprehensive scatle are obviously not justifiable at the outset. However, a
limited program of ease finding Is urgently needed. Case finding, and the followup of arrested eases after discharge from the hospital, represent alpproprlate
activities of organized health departments. Additional funds are needed to
develop these activities, in particular among low-income families, and In the
young adult period In which the disease takes so high a toll of life. Next to
venereal-disease control, expenditures for the control of tuberculosis brin a
proportionally greater return for a given investment than Is possible In any otier
fieldof public health work. The disease involves high costs for medical care. The
annual maintenance cost per patient Is estimated at a minimum of $750. To this
cost must be added the wage loss accruing over a long period of disability, and the
frequent cessation of earnings through premature death.
PNEUMONIA

In 1937 there were nearly 150,000 deaths credited primarily to pneumonia and
Influenza, 110,000 of them being reported as pneumonia and the others involving
pneumonia as the really killing disease that followed influenza. This would
represent about 800,000 to 700,000 pneumonia cases annually.
Pneumonia (exclusive of influenza) is the fifth cause of death being exceeded
only by heart diseases, cancer, cerebral hemorrhage, and nephritis. Ifinfluenza
Is included, the group becomes, on the average, the third cause of death, even
rivaling cancer for second place.
Pneumonia mortality and disability is excessive among workers exposed to
marked changes in temperature, Inclement weather, poor ventilati6n, and a
dusty atmosphere. Health supervision of the worker and his environment is an
effective measure in reducing sickness and deaths due to this cause.
The more common forms of pneumonia are now being treated effectively by
serum therapy. It has been estimated that general use of serum treatment
would reduce the gross pneumonia mortality by more than 25 percent. But the
costs of the therapeutic serum, and the preliminary typing of sputum necessary
for diagnosis, place serum therapy beyond the resources of persons of low income.
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In a series of hospitalized pneumonia cases studied by Hirsh in New York City,
the median cost of serum used in the treatment of ward eases ranged from $59
to $76 per case, depending on the schedule adopted in pricing the serum. These
figures represent the cost of the serum alone. Tire costs of medical care In the
home or hospital, of the essential services of the bedside
and of other
special services, such as oxygen therapy, greatly increase the nurse,
costs of illness
due to pneumonia. Control of the disease is thus, in part, antotal
economic
problem.
It has therefore seemed appropriate to certain of our State health departments
to promote the control of pneumonia through the development
of
laboratory
facilities for typing, and the distribution of serum. The commissioner of health
of Massachusetts, where such a program is in operation, states that "the
distribution of serum has become as integral a part of the public-health program
of the State as Is the * * * supervision of the milk or waer supplies."
in the present fiscal year, 15 States have allocated Federal funds for the control
of pneumonia; two additional States are developing programs
supported by State
and local funds. 'fhe total amount appropriated for this purpose
federal,
State, and local funds combined for the year 1939 mriounis to onlyfrom
for 600,000 cases. Additional funds are needihd if the control of this$463,961.17
disease
undertaken on a comprehensive basis. The use of sulfapyridine holds promiseis
of reduction in the costs of specific therapy, but will not greatly reduce the high
residual costs of medical and nursing care.
CANCER

For more than half a century, the Increase In the number of deaths attributed
to cancer has attracted the attention of medical and lay people alike. However
no general agreement has been reached as to whether the recorded increase is real
or spurious in the sense that it results from Improved methods of diagnosis,
increased accuracy in the certification of the cause of death,
combined perhaps
with greater care ii searching for cancer. There is no doubt, though,
that cancer
is now one of the most Important unsolved medical problems.
In 1900, the death rate per 100,000 population was 63, but by 1937, this had
increased nearly 80 percent, to 112 per 100,000 population. Cancer was seventh
in rank as a cause of death in 1900; in 1937, it outranked every disease except heart
disorders and accounted for 144,774 of the 1,450,427 deaths recorded during that
year. At the present time, 1 out of every 10 deaths is attributed to cancer.
There are no comprehensive verified data Oi the number
persons suffering
from cancer in the country as a whole, but preliminary resultsoffrom
studies being
conducted currently by the United States Public Health Service Indicate
the
mirinium figure is 500,000, since this number of persons is estimated that
to have
received medical treatment during 1937.
Cancer also claims a place in the public-health
as a high-cost illness.
Diagnosis of the disease requires the services of program
specialists in clinical medicine
and in microscopic pathology. The methods of treatment vary
with the site of
the cancer and its stage of development, surgery, X-ray, and radium
comprising the three commonly employed plans. Each is costly. The treatment
fee sched.
rile of the Chicago Medical Society for surgical operations on superficial
ranges from a minimum of $200 to a maximum of $2,000. The high cost of cancers
is well known. In as wealthy a State as New York, the amount of radim radium
available In units of 200 milligrams or more amounts to only 36.1 grams, 75 percent
of
this amount being owned by hospitals and physicians in New York City.
The costs of hospitalization increase the economic problem for cases which
receive Institutional cafe. It has been estimated that about two-thirds of the
existing cancer cases require hospitalization during a year for an average period
of I month. Thus, a minimum of about 330,000 cases would Incur annual hospital
costs amounting on the average to at least $200 per case.
Already a small group of States have undertaken a State-wide program of cancer
control through the organization of tumor-diagnostic clinics and treatment
the provision of tissue-diagnostic service, and, In a more limited degree, centers
medical
treatment where needed. Notable among these Is Massachusetts. Additional
States with organized plans for the present year include Colorado, Connecticut,
Michigan, New York, Pennsylvania, Missouri, New Hampshire, and Vermont.
The total comprises only nine States. Federal, State, and local funds
by these States in 1939 for cancer control amount to only $459,118.97. budgeted
Expeditures of a much larger order are required if the 39 States which have undertaken
no activities in this field are to share the benefits of existing knowledge concerning
the possibilities In the control of this disease,
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MALARIA

The malarious area in the United States has gradually receded during the past
75 years. However, the Mississippi Delta and certain of the southeastern States
remain endemic focl. Even in these regions, it is now largely a rural disease, but
there it shows little tendency toward spontaneous decline.
In two of the Southern States, malaria remains one of the leading causes of
death, but the fatal eases of the disease are an Incomplete indication of the economic disorganization resulting from disability. In Mississippi in 1936, deaths
due to malaria numbered 352; the cases reported numbered 57,709. The State
Commissioner of Health has reported recently that malaria causes more illness in
this State than any other disease. In theory, the disease should be eradicated
easily by control of the Anopheles mosquito and other established procedures.
In practice, however, economic difficulties stand in the way.
Of late, substantial progress in the application of malaria-control measures
has been accomplished through work-rolief projects financed by the Works
Progress Administration. These problems entailed drainage operations designed
to eliminate mosquito-breeding places. While it is expected that additional
progress may be made in this way in the future, there is a need for medical measures
of control ini all malarious areas of sufficient importance to justify a more permanent basis of financial support.
INDUSTRIAL

HYGIENE

For more than 25 years, the United States Public Health Service has been conducthg both laboriory and field research In an effort to evaluate the various
problems in industrial hygiene and to develop methods for their solution. There
,as existed a gap between our knowledge of how to control industrial health
hazards and the aplplication of this knowledge to practical problems throughout
the country.
The effect of the industrial environment on the health of a large number of
workers has been demonstrated in numerous studies. For example, It has been
found that adult males engaged in industrial pursuits have higher rates of sickness and mortality than those in other types of work; that industrial workers
experience a higher prevalence of physical impairments than do the professional,
business, and agricultural classes. In addition to the important occupational
diseases, such as silicosis and lead poisoning, which cause excessive sickness and
death among workers, it has been shown that the incidence of tuberculosis and
pneumonia among employees in certain industries Is much higher than among
other gainfully employed persons.
Aside from the social implications of ill health, the economic loss resulting from
illness and premature death In Industry is striking. It Is estimated that nearly
$10,000,000,000 are expended in this country annually through losses from occupational disease, Industrial and nonindustrial Injuries, and other causes of
disability among workers. Yet in the current fiscal year, the combined appropriations from Federal, State, and local funds for activities in the field of Industrial
hygiene amount to less than half a million dollars. Approximately $2,000,000
has bicen set as the minimum amount which would provide all of the gainfiffworkers of the country with the services appropriate to the field of industrial hygiene.
This amount is exclusive of activities in the control of tuberculosis and pneumonia
which would he integrated in the general program but operated by other divisions
of the health department.
Twenty-three States are now actively engaged in rendering Industrial-hygiene
services. Twenty-five States still have no industrial-hygiene program. But the
23 States now engaged in industrial-hygiene activities have limited personnel
and are functioning on meager budgets. The States of New York, New Jersey,
Missouri, Illinois, Massachusetts, Michigan, California, and Pennsylvania, all
having large industrial populations, are especially in need of additional personnel
and funds for conducting adequate industrial-hygiene programs.
Finally, if we are to achieve our desired objectives and eradicate such important
industrial div.ses aq tubereulosie, pneumonia, amid the various other chronic and
incapaciating disease and correct nmiy of the phy';ical impairments new found
among workers, it will be highly essential that additional trained personnel and
funds be made available to the various States for these important services.
To expand public-health activities toward the solution of these urgent health
problems, It is the consensus among the State health authorities that tie sum
authorized under section 601 of title VI should be Increased from $8,000,000 to
$12,000,000. In making use of these additional funds, particular emphasis
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would be placed on developing State programs for the control of tuberculosis,
and malaria, for the reduction of mortality from cancer and pneumonia, and for
Industrial-hygiene activities.

The CHAIRMAN. This morning Senator Downey and Senator Pepper
desired to be heard by the committee briefly with reference to old-age
ptensions. Before you start, Senator Downey, the letter referred to
b Senator Walsh might be given to Mr. Altmeyer, so he will be ready
to give an opinion on it. Go ahead, Senator.
STATEMENT OF HON. SHERIDAN DOWNEY, UNITED STATES
SENATOR FROM THE STATE OF CALIFORNIA
Senator DowNEY. Mr. Chairman, no adequate presentation of this
subject can be made short of several hours, and I am only going to
very briefly sketch, in a very few minutes what I have to say, but it
leaves me with a tremendous sense of inadequacy.
I have been an advocate of adequate social dividends now for 13
years, having believed over that period of time that we have entered
a permanent era in which savings will outrun capital needs, and that
we are going to see a continuous disintegration of our economic system
in the next 10 years as we have seen in the last 10 years, unless we
rapidly install some system that will reduce the savings of our Nation
to the capital needs of our Nation.
Now I have believed that the Social Security Act was a miscarriage
and an unfortunate piece of legislation from the beginning. I do not
believe that this committee at this time ought to report these new
amendments into the Senate, because I think they are illogical, absurd, and unjust, and I do not believe that any Senator can go back
to his State and successfully defend these amendments when the
American people, and particularly the American workingman, know
what these amendments mean.
Now this present Social Security Act has two features, and I first
want to speak upon the so-called contributory feature under which
it is claimed to the public, and the workers are led to believe, that,
they will receive insurance payments after they are 65 proportionate
to their amount of contributions. Of course one might fairly and
honestly defend a contributory system under which the benefits were
proportionate to the contributions. Well, gentlemen, while that
pretense and claim is made the law does not work out that way at all.
Now let me tell you the unfortunate position that the distinguished
Senator from Massachusetts will be in, that the distinguished Senator
from Colorado will be in, that the distinguished Senator from Iowa
will be in, and some of the other Senators to a lesser extent will be in.
Eighty percent of the workers, Senator Walsh', uider this plan, who
pay now 2 percent, or at least their pay checks are taxed 2 percent,
anda will in the future be taxed 6 percent if the law is carried out as
contemplated, will receive substantially less in Massachusetts than is
now paid as a matter of charity. And that is true, Senator Johnson, of
Colorado. Eighty percent of the workers, under this law, in 1942
will get under $20 a month, while in Massachusetts, California, and
Colorado we now pay around $30.
Senator BAILEY, Senator, I have been reading a book with a great
deal of interest compiled by you for the Senators entitled "Pensions
or Penury?" published in 1939. I want to call your attention to
certain excerpts, which I will read into the record. I know you will
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not object to that. It is in regard to your statements about social
security.
Senator DOWNEY. That is all right. I would be very happy to
have the entire book go in.
Senator BAILEY. You said here on page 36:
The new act, Instead of abolishing the existing conception of State charity,
had turned the whole country into one great national poorhouse.
Is that right?
Senator DOWNEY. Do I state that,'or is that true?
Senator BAILEY. Is that what you say now?
Senator DOWNEY. Oh, I am sure that is true, Senator. Of course,
let me say this, Senator, I was not referring to "us" as the whole
country, I was referring to the ones who were affected by the act.
Senator BAILEY. It seems to apply to the whole country.
Senator DOWNEY. I was referring to the persons affected by the
act.
Senator BAILEY. I will read again:
The legislation which was to have been the Magna Carta of the older generation proved to be a pauper's contract.
Senator DOWNEY. I am confident that is true, Senator.
Senator BAILEY. Here is a statement on page 37, referring again
to the repercussions of the Social Security Act:
We are not concerning ourselves in this chapter with the economic repercussions of the act, though we might note that in 1937 this financing policy meant
-collecting $500 In pay-roll taxes for every dollar spent on old-age benefits.
Is that a fact?
Senator DOWNEY. Yes; that is true; because you see, Senator in
1937 there was almost nothing paid out to the worker's contribution,
and yet there were several hundred million dollars came in. That is
not true now.
Senator BAILEY. That was rather taking advantage of the fact that
the act was in its initial stages, wasn't it?
Senator DOWNEY. That is true, Senator. All I meant was, that was
one of the factors that helped to precipitate the depression of 1937,
because it assisted in drawing several hundred million dollars out of
the consumptive stream, that was not returned except by way of the
Government borrowing it instead of borrowing stagnant capital.
Senator BAILEY. Let me read again. I quote:
What we wish to indicate is merely that the Social Security Act has made no
one secure, with the possible exception of its own administrators. The act may
not be a wholesale einbezzlenent of the public funds: but it is certainly a gallant
attempt to fool all of the people all of the time, including, doubtless, its authors.
Senator DOWNEY, I have no doubt the authors believed this to be a
good law.
Senator BAILEY. For instance, the Finance Committee, the Senate
and the Congress were the authors.
Senator DOWNEY. Well, you may so construe it. I have never
believed, that the Senate of the United States realized the inequity
of this act, and I do not think when you realize that, Senator, you will
give it your approval.
Senator BAILEY. Again referring to the act, I quote:
* * * but It held a Joker that few people appear to have seen. For it
turned out, when the Board published Its suggestion, that some peculiar juggling
of figures had been indulged in.
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Do you really mean to say they have been juggling on us?
Senator DOWNEY. I would like to defend that, if you desire to bear
me.
Senator BAILEY. What I am getting at, here is a book, a perfectly
fine book, and we must consider it of responsible value. No mind is
more devoted to this subject than yours, and I doubt if anyone pays
more attention to it than you do. I was amazed, when
read the
book, at the indictment of the Social Security Act. I voted for it; I
had attached some hopes to it. If this book is to be believed, the act
is not only a failure, but it is, to some extent, a great fraud.
Senator DOWNEY. Will you allow me to give you just one example
about that?

Senator

BAILEY.

Go ahead.

Senator DowNEY. The Social Security Board is holding forth to the
American people that this law, as now proposed-the amendmentsis an increase over the present law. For a few hundred thousand
eople in the next 2 or 3 years it will increase it, in a negligible amount
ut for the greater number of workers, the amount that they will
receive under the contributory system will be substantially less than
what most of the States now pay as a matter of charity.
The Social Security Board gives out that in the case of the married
worker past 65, whose wife is past 65, that the pension is being increased by 50.percent. That is just not true. If a man would work
for 40 years in a covered occupation, every month, at an averae
wage of $100, he would receive at the end of that time, under the
present law, $52.25. Now under the new law, if he is married, that
is increased to $52.50, or 25 cents, while if he is single it is reduced
to $35, or 50 percent. In other words, it decreases the payment for
the single man 50 percent and adds 25 cents for the married man.
Now let me go further and show you why specifically I say it is
almost fraudulent in its implications. It is given out to the senate ,
and I know the Senators believe it, that 50 percent additional to the
married men will help some of our elder citizens-that it really means
something. Let me show you why it just doesn't mean anything,
and why finally the Social Security Act comes down to that admission. The 50 percent, gentlemen, is not added unless the man is
past 65, and his wife is past 65. Well, these gentlemen know that
about 60 percent only of men past 65 are married, and of the men
who tire married and are past 65 less than half of them are married
to wives past 65. So that reduces the number of men that get the
married benefit to about 30 percent. But it is reduced still further
(town to a negligible amount, and let me read from the Social Security
bulletin to show you how that is done. I am quoting now from page
11, of the report of Mr. Doughton, quoting from the Social Security
Board:
A "upplementary benefit payable an aged wife is one-half of the primary
insurance benefit of the annuity. Because most wives in the long run will build
up wage credits of their own account as the result of their own employment,
these supplementary allowances will add but little to the ultimate cost of the
system.
Now then I ask you, could human thought rise to greater absurdity
than this? Let me read you tlis sentence:
They will, on the other hand, greatly increase the adequacy and equity of the
system.
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Now how will they increase the adequacy and equity of this great
system? By recognizing that the probable need for a married couple
is greater than that of a single individual. By recognizing that it
takes more money to support two people than one, As a matter
of fact, Senator Bailey, for all practical benefit to any substantial
amount of American people you might just as well forget about that
50 percent increased allowance, because there will be very few of our
senior citizens who will ever get one dollar benefit of it. The Social
Security authorities in that statement recognized it. It means
nothing more than the recognition of a principle, that it costs more for
two to live than one.
Senator BAILEY. That is what you mean by the "juggling"?
Senator DOWNEY. Yes; because all over the United States senioi'
citizens are now believing that this new law is going to help them, it
is going to give them something. The workers are now expecting
they are going to get more. Of the workers under this contributory
system, 80 percent will get less than the averago now paid in the United
States as a matter of charity, and that is only $19.61.
In the State of California, if the Social Security amendment increasing the allotment of the Federal Government is increased to $20 a
month, California will, of course, accept that. We now pay $32.50 to
everybody past 65 who is in need. We pay it not only to the husband, but we pay it to the wife. So in California the husband and
wife now get $65 combined. And then we have, too, the right to $15.
earnings additional on the side. That will be increased in California
then to $80 a month. Now I have got to go back to the workers in
California and say that under this proposed Social Security Act, if'
they work for 40 years in a covered occupation every month at an
average wage of $100, and if they give up ultimately 6 percent of their
salary, and if they are married to a woman past 65 they will then get,
under all those favorable conditions, $52.50, 40 years from now, whenright today we will be paying $80 as a matter of charity to husband
and wife.
The same thing will be true largely in Massachusetts, and likewise,
in other States.
Senator BAILEY. I will read again. This is on page 45. I quote:
As an improvement, the Board's proposition turns out to be a really extraordinary piece of legislative ehicanery.

Pretty rough word, that word "chicanery." What did you mean by
the word "chicanery"?
Senator DowNEY. I meant exactly what Senator Byrnes said here,
that the American people are being led to believe the pensions are
going to be increased to $40 and $80 a month, by publicity in the
papers and elsewhere. This is wholly untrue.
Senator BAILEY, You mean it is plain deception and fraud?
SENATOR DowNrY. I would not say it is deception and fraud. I
would stick to what I seid. I think iCis chicanery. I think, in other
words, representation is being made to the elderly people in America,
through publicity given out in the newspapers that they never will
realize, and I think when the American voters realizeSenator BAILEY (interposing). A promise not intended to be performed is fraud, isn't it?
Senator DowNEY. You may characterize it that way, Senator
Bailey.
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'Senator

BAILEY. I think that is the definition of "fraud."
Senator DOWNEY. Very well. I say that the retired citizens of
America are being led to believe that they are going to get social
dividends or pensions that will not be forthcoming to them under this
act, and I think they are purposely being led into that belief.
Senator BAILi'. Purposely?
Senator DowNEY. I think so.
Senator BAILEY. Now on page 48 I quote:
If then, we lump together our examinations of both the Federal-State aids and
the federal old-age-insurance provisions of thin incredible Act, we find ourselves

confronting the obscene spectacle of our own Government sanctioning, approving,
all by enforcing poverty. Without a tremor or a blush it connives in the application of a humiliating means test which strips the aged of the final shreds of
-dignity left to them by destitution. Without a moment's shamefaced recognition
of our economy's tremendous potential production, it confines our indigent old
peoplee to a standard of living which would bo weird if it were not so pathetic.
For the Social Security
Act has no
to
our
technological
society.
Economically,
designed
forrelevance
theand
agothe
ofrack.
the modern
wheelbarrow;
socially,
it is
linked with the iterawas
of the
thiumbscrew

That is your description of the Social Security Act of the Congress,
which we passed I think exactly according to the designs and the
recommendations of the President of the United States. Now all I
am saying is that has arrested our attention. I want to get all the
facts, all the considerations in your mind that justify those conclusions.
If they are true then there is a pretty big work right ahead of us,
isn't there?
Senator DOWNEY, I think it is the greatest problem we have,
Senator. In order to make my position plainer to you I want to say
this: I understand why you would, very Justly, feel'that the language
is very strong and perhaps entirely unjustified.
Senator BAITLEY. I am not saying that. I am inquiring.
Senator DowNEY. I want to say that I start out with this assumption, that a worker in our industrialized society, who is forced out of
his job by technological processes when he is 45, or 50, or 60, society
refuses to use him any longer and then, os I say, degrades him to living
on $19,61, the average in the United States I have observed anu
associated with these elderly people, they are just dying on their feet
as you and I would die, Mr. Chairman, if we had to live on $20 a
month, They are dying on their feet. They exist in humiliation,
degradation, eating the lonesome bread of poverty. I do not think
in the entire history of the world any civilization has ever condemned
any great number of its people to the misery and degradation that we
are condemning the senior citizens of America to,
Senator BAILEY. Then you mean we are condemning them under
the Social Security Act as it is?
Senator DOWNEY. As I have said in that book, I think the Social
Security Act makes their poverty official. They were condemned by
the unfortunate working out of thi s system of ours to the point which
it has reached. The Social Security Act makes it official and decrees in
the United States we are going to dondein the average retired worker
to live on $19.61.
Our latest economic data shows that under the most favorable conditions that can bejnitiated American business enterprises now develop all the capital that American industry can now or in the future
use. That means just one inescapable fact: If American industry is
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now developing its own capital there is no room in our economy for
savings. If you once clearly have in mind this picture, that these
incomes of ours do not come out of the printing press but are generated
in the production of wealth, and that these savings are diverted out
of the national income, and if it cannot be restored to our economy by
capital consumption we just cannot have savings for the great masses
of the American people, because their attempt to save will break down
our economy.
The most distinguished men in America, the heads of the steel
industry, General Motors, bankers, insurance companies, the most
conservative economists gathered the figures, and they are there
presented.
Now, I do not want to proceed upon that particular phase of this
subject any longer, because it would require hours for its discussion,
but I do want Senator Bailey to understand this very clearly as a
justification for my attitude: I am as firmly convinced as I am sitting
here that the great masses oftli American people can no longer save,
and since they can no longer save they become almost wholly dependent upon what I term "social dividends" for the senior citizens, and,
consequently, if we are going to create pensions of $20 a month we are
condemning them to the life the $20-a-month standard of living means
and to me that would mean worse than degradation and death. If I
had to endure the humiliation and degradation of trying to live on
$20 a month I would prefer death, and many of these elderly people
do, because there are numerous suicides monthly by the elderly people
in the United States-and I mean it; it is subject to proof.
Now, I want to say to the Southern Senators particularly this: In
the manufacturing and the other States where we do pay the higher
pensions this law is a great injustice to the worker who believes
he is going to get something more than charity, but who, after being
taxed 6 percent on his pay roll, actually gets less and it is also a tremendous injustice to the Southern States. Wly do I say that? I say
that because these allotments are paid out of the Federal Treasury.
They are gathered in from taxes all over the United States, and if $2.50
or $5 is paid to a Southern State and $20 is paid to Massachusetts, or
Colorado, or California, it means that the Federal Government is
helping to drain wealth out of the Southern or other States and give
it to the States where the higher pensions are paid.
Now, I expressed myself on that subject before. I believe that a
serious injustice has been done the Southern States by draining
out of the Southern States the moneys for the veterans' pensions.
That was a help to New England, to the Atlantic States for 75 years,
and a great loss to the South.
Senator BAILEY. Those men fou ht for the Union; they fought
against the Confederacy. I don't know th nt anybody objected to
the Union soldiers being paid reasonable pensions.
Senator DOwNEY. Senator Bailey, I might say this to you: I have
always been known as an idealist and dreamer and probably I am.
As I said before, my father was a colonel in the Federal Army. When
I was a young man of 26 1 was in a Republican State convention and
I there introduced a resolution memorializing Congress to pay to Confederate veterans the same pensions that were paid to the northern
veterans. I think that that would have been fairness and justice
and I think we would have had a lot better Nation today if we had
done it.
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Now, in addition to that one factor I have spoken of, undoubtedly,
out of the rural South and 'est large sums, billions of dollars have
been drained by the high protective tariff.
If the Southern States desire to continue a system under which other
States are greater beneficiaries from the Federal Treasiiy than they
are, I have no objection to it. As far as the State of California is
concerned, we are benefiting by this, and will continue to benefit, and
if the Southern Senators are willing to have that, I cannot object for
them.
I do think this, that a national pension plan under which every
State received exactly the same amount would be just and fair.
After all, the taxes come from all over the United States, and that one
State should receive $5 when another State receives $15 or $20 from
the Federal Treasury, I cannot justify in my own mind, but, as I
say, I now am speaking against the interest of my own State.
Senator BAILEY. I am not taking any firm position, but I know the
basis. The basis is to induce States to do their part. I am rather
committed to that. I grant we did not provide in W, P. A. absolutely
that each State should contribute 25 percent to relief. I still think
the States have the primary opportunity and the primary obligation.
Senator DOWNEY. Mr. Chairman, I kow how harassed and burdened this committee is on this subject and that I would talk for
a week, if anybody xould listen to me. I haven't at all covered the
subject, but I do not think I will intrude upon the committee today,
unless the Senators desire to ask me a question.
Senator WALSH. What is your proposal? What is your substitution for this?
Senator DOWNEY. Of course, Senator Walsh, I believe in the Townsend plan, which has, briefly, these four factors: First, it must be
national; second, the age limit should be reduced from 65 to 60 and
go to everybody as a matter of social dividend, everybody who is not
gainfully employed.
Senator WALSH. Whether needy or not?
Senator DOWNEY. Yes; a social dividend. Third, it should be very
much increased, I think, at this time to about $60 a month; and, fourth,
I think that the only way we can finance it is by a consumption tax of
some kind.
We have now in the United States about $360,000,000,000 of
transactions. A two percent transaction tax would amount to about
$7,200,000,000, which would pay to 10,000,000 people past 60 about
$60 a month. That would probably open tip in the neighborhood of'
two and a half to three million jobs, about the same number that
W. P. A. now supplies.
While tie total gross obligation would be seven billion and a half"
I believe it would relieve us of the necessity of W. P. A. and others,
cutting the net amount down to about half of it. It would produce
a sufficient amount of money to allow the retired citizens of America
to live on in dignity and peace. I think, used with other things, it would
be a tremendous recovery measure, Senator Walsh. I do not think
it would cost us anything, because we have thirty or forty billion of
unused capacity, and what we have got to do is to develop the
unused capacity and set over five or ten billion to the senior citizens.
But judged mei'ely as a relief measure, I want to say this: If my fig-
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ures are correct, we can do away with W. P. A. and grant a decent
living to the retired men and women of America by passing the
Townsend plan.
Now, as far as I am concerned, I would sleep happier, I would
spend my money happier and enjoy life more by giving up 5 percent
of my income and knowing this tremendous problem was worked out.
Now in addition to that, if I knew that when I was 60 years of age
I would have a social dividend that I could take freely, not as a
matter of charity but as a matter of right, of $60, or $75, or $100,
or $150 a month, and my wife would receive the same amount, I would
also slhep easier.
Ninety percent of my clients in Sacramento were well-to-do, middleclass people, who were stripped by this depression when the banks
failed there, and I know literally tens of thousands of people in
California, the finest citizens we have, middle-class people, loyal, hardworking, industrious, wh'o now, it the declining years of their life,
need assistance.- When I say this law brought the aroma of the poorhouse all over America, I think of people who have been loyal, industrious, and thrifty, who have built the factories, the railroads, and the
equipment which we use, I say when we say to them "From 60 to 65
we do not give you any assistance and after you are 65, if you come
in and humiliate yourself we give you the average of $19.61 and you
have got to live on that until you die," I say everything I said in that
book about the Social Security Act is just ed.
Senator CAPPER. Wouldn't your transactions tax conflict with the
sales tax in the various States?
Senator DOWNEY. Senator, it would not conflict in any way. It
would add that much more, of course. We have about 75,000,000
adults in the United States, 10,000,000 as you will see, is about 15
percent of that. This would give to these people substantially less
than the per capita income in the United States.
I would like to make this point clear. I think, upon reflection,
almost any American citizen will say that it is inhuman and unChristian,'because a worker cannot work any longer, to throw him
out of civilization and to degrade him. Never has a primitive tribe
done it, as I state in the book that Senator Bailey has just quoted
from. This is the first civilization that has ever taken a retired
citizen and given him less food, less dignity, and less shelter. Take
even our Indians that we consider cruel, they don't take a hunter,
when he can't hunt any longer, and say, "You shall only have onequarter as much food to eat, you shall sleep in the snow." They
give himi the same dignity, the same sustenance as the rest of the tribe.
In all history this technological civilization of ours is the first one that
says to the great masses of the people who have been workers,
"As long as we cannot use you we cannot give you what you require
for a decent living."
Senator BAILEY. Senator, those primitive people had no states.
They were working for the sons and daughters when they were growing up, and it was returned to the mothers and fathers for the care
that they had given to their sons and daughters when they were
little. The new plan is wholly social. The young men of 30 or 40
had that obligation throughout the whole history of the race, as you
say, from the earliest primitive times. Isn't that the distinction?
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Senator DOWNEY. Yes, Senator, there is a degree of truth in that,
but still there is another side to it. Take the Mayan civilization
that existed a few hundred years ago in this country. They had an
advanced system of pensions that they paid to the older people. In
China, of course, we have people who consider the elder people to be
the most dignified, the most respected, the most to be cared for.
Senator BAILEY. In China it absolutely was the duty of the sons
to take care of their fathers and mothers, rather than it is the duty
of the state. No one will say that the Chinese Government levies
a tax to take care of the old. They put the obligation on the son.
If the son doesn't do his duty his father can punish him.
Senator DowNEY. Yes, that is true, Senator.
Senator BAILEY. The father is the head of that Government.
Now you have gone 17-leagues beyond that. You take away the
obligation from the son and the daughter and place it upon a wholly
social fabric. You cannot argue much from your Chinese or from
your primitive civilization.
Senator DOWNEY. At least the elderly people were taken care of in
dignity and security, which our civilization is not doing. Let me
point this out to you, Senator. A hundred years ago 00 percent of
our people lived upon farms. We were a rural civilization. Under
farm economy the father and mother could be absorbed graciously
and happily in the declining years of their lives, in lessened household
or farm duties, and they still had security and dignity, but now that our
population is centering more and more in the great metropolitan centers, under this technological civilization, with millions and millions
of the children themselves out of jobs, the misery, anguish, and
degradation of the elder people is, a matter of fact, not a matter
of theory.
Senator BAILEY. I think you are running into trouble there, because you are still proposing to tax the children to support the older
people.
I would like to ask you one question and stop. Your transactions
tax proposes a tax of 2 percent?
Senator DOWNEY. Yes.

Senator BAILEY. On literally every financial transaction, every
purchase, every sale?
Senator DOWNEY. Not the purchase and sale of stocks and bonds,
merely the real wealth. We realize you could not tax a bank, an
insurance company or an individual selling stocks and bonds every
time lie bought or sold an existing piece of property. It is only where
new property comes into existence.
Senator BAILEY. How about buying groceries?
Senator DOWNEY. Yes; of course.
Senator BAILEY. Buying a horse?
Senator DOWNEY. Yes.
Senator BAILEY. Wouldn't that tend to put us all on a cash basis?
Suppose I wanted to buy a horse and the tax was $4, instead of writing
a check why could I not just pay the bill for the horse, which cost
$200, say?
Senator DOwNE Y. You mean evade the law?
Senator BAILEY. Yes.

Senator DOWNEY. Tax laws are evaded now.
160888--.89---6
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Senator BAILEY. The point is you use the cash transaction for any
purpose.
Senator DOWNEY. It might tend to an evasion of the law by using
a cash transaction.
Senator BAILEY. The turn-over is about $40,000,000,000 a month,
in terms of checks.
Senator DowNEY. That would be $480,000,000,000 a year.
Senator BAILEY. Yes.
Senator DOWNEY. I gave the figures as $360,000,000,000.
Senator BAILEY. You figured that to be the gross income?
Senator DOWNEY. Yes; that is right.
Senator BAILEY. That is where you get the $8,000,000,000?
Senator DowNEY. Not entirely, because there are certain bank
and for the purchase and sale of property.
interbank
debits,
* Senator
BAILEnY.debits,
That is what I said. You would add $7,000,000,000
of taxes to the present tax structure, which is about $15,000,000,000,
counting the States and Nation, and if you would not borrow the
money it would be about $20,000,000,000. Call it, though, $15,000,000,000, and then you add $7,000,000,000. You propose a tax strucis thatI about
of ,.about
in America
ture
this
thinkright?
because
quite correct,a year,
Not$22,000,000,000
DowN
Senator
$7,000,000,000 would probably stand in lieu of about half that much of
present taxes. In other words, I think by disbursing this amount we
could do away with the disbursement of about three billion and a half
in present old-age pensions, W. P. A., and things like that, Senator.
Senator BAILEY. You realize none of those are reflected now in
taxes, except social security; they are there to borrow money from.
. Senator UOWNEY. I will agree to that extent; this will put us on a
cash-as-you-go basis instead of borrowing money. I think you will
agree with the advisability of that.
Senator BAILEY. I don't know. There is some difference between
taking money away from a fellow and borrowing money from a bank.
I am a little inclined to think the more honest thing to do is to borrow
it. I sometimes think it is more human, it is a more decent thing to
put yourself in debt. I think you cannot carry that too far either way.
The CHAIRMAN. Thank you, Senator Downey. Senator Pepper, we
will be glad to hear you now.
STATEMENT OF HON. CLAUDE PEPPER, UNITED STATES SENATOR
FROM THE STATE OF FLORIDA
Senator PEPPER. Mr. Chairman, fortunately or unfortunately there
is a great variety of opinion about even matters of great moment to
all of of us. Some would regard it, for example, an extravagance for
us to do what Dr. Parran mentioned a moment ago, that the United
States Government direct the force of its full energies toward the
extermination of tuberculosis, cancer, pneumonia, venereal diseases,
and many other diseases which are taking every year such an economic
toll from the American economy, and I cannot see for the life of me
why it isn't the grossest extravagance for us not to ask technicians
to remove a scourge like that to the American people. That is only
by way of preface.
Now, Mr. Chairman, I would like if I may, to include in the record
what I said before the Ways end Means Committee, beginning on
page 711, part I, of their hearings on social security.
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The Chairman. That may be done.
(ihe testimony referred to will be found at the conclusion of Senator
Pepper's remarks.)
Senator PE PPEi. The pertinent facts to which I would like to call
your attention are, as you already know, that there is a constantly
enlarging increase in the percentage that the number of people 60
years of age and over bear to the total population of this country.
For example, in 1930 we had a total population of 123,465,000, and in
the same year we had people over 60 years of age 10,392,000, or 8
percent of the total population. In 1935 the total population was
127,985,000, there were 11,602,000 people 60 years of ago and over, or
9 percent of the total population. In 1940 we estimate we will have a
total population of 132,630,000, and the population 60 years of age
and over 13,286,000, or 10 percent of the total population in that
category, and we could carry it on to where in 1980 it is estimated we
will have a total population of 153,628 000, with 31,308,000 people 60
years of age and over, or 20 percent of the total population.
Now, in addition to that we have figures, which are set out in the
pages to which I referred, that indicate the degree of dependence of
those people: and it points out that even in the State of New York the
State commission on old-age security estimated that only 5 percent
of the persons 65 years of age and over in that wealthy State, in that
prosperous year of 1929, were self-dependent on their own savings.
So we have then the rather sad prospect of a constantly enlarging
number of elderly dependent people.
Now, of course, there is an alternative. They have got to be taken
care of in some adequate way or they suffer, and if they, by their
private means, are unable to take care of themselves, they stiffer
unless they receive care from the public chest.
The Townsend plan is naturally a subject of considerable controversy, and perhaps almost as much confusion. My idea about the
financing of the payments that are contemplated under that plan,
about it being a self-liquidating or self-paying plan, as it were, is that
the revenue should not be derived from what you would ordinarily
call a transactions tax, but what I would prefer to call a gross-revenue
tax. That is to say, the citizen, the taxpayer, would pay periodically
a percentage of his gross income, and so long as that gross income
percentage tax did not exceed 2 percent, I doubt if even the taxpayer
would be so much inconvenienced or dealt with unjustly, because the
duty would be upon him, of course, to pass on to the general public a
portion at least of the burden of that tax.
Now, in our present tax structure I rather suspect that the most of
the Treasury's difficulty lies in determining what deductions should
be made, and what credit allowances should be made, and the like.
If we had some simple way to say that the Government will tax the
taxpayer upon a given level of income and then the Government not
be concerned about what he deducted and what his expenses were, or
what should be allowed or not, the expense of collecting the tax
would be considerably diminished.
Senator BAILEY. They might not have any money to pay the tax
with.
Senator PEPPER. I said, Mr. Chairman, that the taxpayer would
pay upon a given level of income, and the question of his expenses
and deductions would be entirely up to bin.
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Senator CLARK. Suppose a man had a gross income and did not
have any net income at all, how would lie pay?
Senator PEPPER. Well, the expense of the Government is the expense of doing business, Mr. Chairman, He has to pay his insurance
premium in some way, and he has to pay certain other fixed charges
in some way, and the cost of Government is the cost of doing business.
It is an item of business expense.
Senator GERRY. He can give up his insurance premium without
being sued for it.
Senator PEPPER. I can well believe, Mr. Chairman, that the obligation to pay some contribution to the Government might be a preferred charge against any business operation, and that should be the
first deduction, of course.
Senator BAILEY. Senator, suppose I had a gross income at the
present time, and over against that are my expenses, and I am a loser;
would I pay on the gross income? Suppose my gross income was
$20,000 and my expenses $25,000, 1 am a loser to the extent of $5,000
on a year's operation? That happens to a great many people. Am
I taxed on the $20,000?
Senator PEPPER. You would pay a percentage tax upon your gross
income; yes.
Senator BAILEY. On the $20,000?
Senator PEPPER. Yes.
Senator BAILEY. A man would be paying taxes on nothing and out
of nothing.
Senator PEPPER. He would not be paying taxes on nothing. As a
matter of fact lie has been living for the year, he has been doing business for the year, lie has had police and governmental protection for
the year, and in some way or other that has got to be paid for, if he
is going to carry on the business.
Senator BAILEY. The Government comes along, you haven't got
any money, you have got $5,000 less than you started with, but still
they charge you for it.
Senator PEPPER. Mr. Chairman, I do not concede he hasn't any
money. You mean according to the standard of determining net
profit, and the like, he hasn't any profit at the end of the year. Under
my hypothesis he had money, because he had money when it came in.
When it came in he had to make a deduction for the proportion that
had to go properly to the Government. That is a matter of controversy. That is not the main point.
I wanted to say the substantial thing is this, Mr. Chairman: This
system of old-age assistance it seems to me has got to be a national
system, at least up to a certain minimum point. In the State of
Florida, which I believe is the highest in the South, the amount of
our payments to people for old-age assistance is $15.13 a month on an
average, and in some of the States in the Union it gets down to $5 or
$6 a month.
Now, after all, this is a Federal Union, and ever since the day when
Mr. John Marshall started to write opinions it has been a nation and
not an aggregation of States. By common consent it has become that,
and it is that, and I think with propriety it is that.
Now, there are two objectives that persuade us to attack the difficult problem of providing assistance to the elder people. The first
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one is the humanitarian principle of security for the individual, and
the second one is to make it possible for that individual to be an aid
instead of a hindrance to his country's economy.
Senator BAILEY. Do you think a State is more or less a convenient
or inconvenient geographical subdivision? Is that your conception
of it?
Senator PEPPER. I will state in just a minute what I think the line
of demarcation is. This isn't the first time I thought about the
subject, Mr. Chairman.
If those are two worthy objectives they are worthy in every part of
the country and if they are vitally important to this country they
should be observed everywhere, regardless of either the capacity or
the inclination of a particular State or locality to observe those
principles, or to help put them into effect. We are starting off with
the idea that these things are nationally imperative and desirable,
and yet we make their effectiveness conditioned upon some State
or locality cooperating and making it possible for it to go into effect.
So what I propose, Mr. Chairman, is up to a minimum of $40 a
month for a single person and $60 a month for a married person the
Federal Government provide the whole sum of old-age assistance for
people over 60 years of age.
Senator BAILEY. You are not for the $200-a-month plan?
Senator PEPPER. I am for whatever amount a 2-percent grossreceipts tax will yield and what will be fair to make the people eligible
in that class. I do not know whether it is $3 a month or $300 a
month, and I do not think anyone else knows.
Senator BAILEY. You just said $60 and $40.
Senator PEPPER. I said in the first instance I want it to refer to the
Townsend plan, or to that principle. I think it is a good principle,
I think it could be put into operation, and I think it should be selfsustaining, as that plan would be, by the method of tax to which I
have adverted.
Senator BAILEY. Senator, what is the Townsend plan, in plain
words? A transaction tax of 2 percent on practically all transactions
of a financial character?
Senator PEPPER. More accurately, Senator Bailey, it is a grossreceipts tax upon gross income, 2 percent per year, divided perhaps
periodically over monthly periods, or maybe some other intervals.
Senator BAILEY. Then the distribution of the proceeds to people
on what terms? Let us get that.
Senator PEPPER. Well, there is some little difference of opinion
about whether a means test should be applied or not. At least in the
inception of it I think it would perhaps be desirable to provide that
anybody who does not have an income of that amount might, from
that fund, receive enough to put it up to a decent amount, or a means
test might be applied, whatever the average might be. A person
could be graded, as far as each individual is concerned, with the
income each year that lie has, and lie should be able to receive the
difference up to the average.
Senator WALSH. Would the tax be imposed upon workers?
Senator PEPPER. Senator Walsh, I will say that there is a question,
there is a line in there that involves some difficulty. Theoretically,
I think it should be applied to everybody who earns any income at all.
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The difficulty about that is the practical method of collecting the tax
that way. That would involve a sales tax, if you let it go down into
the lowest brackets of the workman who has only a few dollars a week
or a few dollars a month income. Therefore I thought about the possibility of starting off, as an experiment, by letting those people who
now file income-tax returns begin to pay, and I think they might pay
it monthly instead of early, because it would be easier that way, by
transmitting it monthly to te Treasury, begin to pay a gross-receipts
tax at the rate of 2 percent per year. Of course if we wanted to start
at 1 percent, for an experiment, we could do so. I think it is perfectly
legitimate to make this plan self-supporting.
Senator BAILEY. Senator, suppose you put the tax on the farmers,
and say their income is $8,000,000, that is the gross income now, 2
percent of that would mean the farmers would have to pay $160,000 each year, is that right?
Senator PEPPER. The farmers would have to pay at the rate of 2
percent per year on their gross income, whatever that might be.
Senator BAILEY. Well, I just gave you the gross income.
Senator PEPPER. If your figures are correct then your conclusion
Would be correct.
Senator BAILEY. Now, it is a fair statement that in American
industrySenator PEPPER (interposing). Senator Bailey, did I understand
the principle that the Senator has just indicated contemplated every
one of the farmers, however low, as Senator Walsh indicated a moment
ago, however low was the income,
Senator BAILEY. Yes.
Senator PEPPER. I was suggesting, as a practical matter as a practical beginning, you may start with the people who now Ale incometax returns, and just let them indicate the amount of the gross income
per year.
Senator CLARK, That is in addition to the present income-tax
structure?
Senator PEPPER. That is right.
Senator CLARK. in the nature of a surtax?
* Senator PEPPER. That is right. It would be in the nature of a
2-percent gross-receipts tax. The fellow that would be most hard
hit would be the man who has the largest cost for the commodity,
you might say, that he sells. If you tax him on gross income o
course he would have a greater discrepancy or disparity between th
amount that lie has to pay out to the fellow that sold him the goods
and the professional man whose income is due largely to the service
he renders. But I think the amount not being so high if you start
off with 1 percent, therefore it would be preferable. The amount
not being so high I think he could, as a practical matter, put it into
his sales, distribute it according to his own pleasure, so at the end of
the month or at the end of the year he would have collected 1 percent
more than he would have otherwise collected from the people to whom
he sold the goods.
Senator BYRD. What do you estimate the revenue would be on
that basis?
Senator PEPPER. Senator, I do not know. I have refrained from
giving actual figures, because it is all an estimate. The Treasury
could give you the estimate.
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Senator BYRD. You could give estimates if you based it on those
who paid income taxes. I think you would be greatly disappointed
as to the total amount of revenue you would raise.
Senator PEPPER, Senator, the main thing I should like to see is the
beginning of a system like that. I think it is a fair principle, and I
think we are coming more and more, Mr. Chairman, to the recognition
of a place in our tax structure for a gross-receipts tax.
In substance, all this Townsend tax is, is a gross-receipts tax. You
can collect it in two"ways: By the sales tax paid when the transaction
is made and remitted by the person who gets the money, or you can
have it returned in the way of an income-tax return that is made and
remitted periodically to the Treasury, and limit the collection only to a
given class of the old people, but, mind you, there would not be anybody paid except the people who have been the recipients of money.
Senator JOHNSON, Senator, I understood Senator Downey to say
that the receipts from such a tax would amount to between seven and
eight billion dollars a year. The national income is around
$05,000,000,000. Two percent of that would be $1,300,000,000. I
should have asked Senator Downey where lie got his $7,000,000,000.
Senator BYRD, le had a transactions tax.
Senator PEPPER. I think Senator Downey was talking primarily of
a transactions tax.
Senator BYRD. Levied on every transaction.
Senator PEPPER. Yes. I preferred the plan I suggested, Mr.
Chairman, because I thought it did not tax you or anybody else other
than on the money you actually received during the year.
Senator BRD. Suppose the transaction tax on a bushel of wheat
passed through five or six hands and each time it passed through someone's hands it paid 2 percent, it may be pyramided, it may be 10 or
15percent.
Senator PEPPER. There are possibilities of that character Senator
I prefer to approach it from the viewpoint of the individual, just tax
you on the amount of money, not anything else, not commodities but
your income during the year, the gross income that you received.
Senator BAILEY. That is what a man happened to handle?
Senator PEPPER. That is right. It might be legal services he dispensed, or it might be drygoods, groceries, or something else.
Senator BAILEY. As you already said, you would apply it to the
farmers, and you would also apply it to the wage earners and salaried
people?
Senator PEPPER. Everybody.
Senator BAILEY. And the preachers?
Senator PEPPER. Everybody.
Senator BAILEY. Doctors?
Senator PEPPER. Everybody.
Senator BAILEY. Lawyers?
Senator PEPPER. Everybody.
Senator BAILEY. And churches, colleges?
Senator PEPPER. Every individual. Not an institution, in that
sense unless it is an institution for profit. Every individual would
pay the tax because lie would be having an income under the protectic-.i of his government, and would be bearing part of the expense of
making all this money.
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Senator JOHNSON. Senator, how many people do you estimate
would receive this payment? What is the number?
Senator PEPPER. Senator, it is estimated there are around 10,000,000
people, there are 10 to 12 million people that are within the age limits.
Senator JOHNSON. With a national income of 65 billion and a tax
of $1,300,000,000 and dividing that up among 10,000,000 people I
find each one of them would get $130 a year. That is a year.
Senator PEPPER. Senator, I do not like to say you are going to get
$200 a month, or $105 a month, or any other figure. I am simply
proposing a program which I think is a worthy program for the
Government to undertake; I think it is a necessary program.
Senator BAILEY. You propose a program of your own. I was
trying to find out what the Townsend plan was. I do not profess
to know, but I always understood it was $200 per month for every
man and woman in the country over 05. Then there was some agitation to reduce that to 60, and then some further agitation to reduce
it to 55. In fact Mr. Downey in his book speaks of the possibility
of reducing it to 55. I want to get an idea of what the Townsend
plan is.
Senator PEPPEr. The Townsend plan is just exactly what I am
describing, Senator, and if you had Dr. Townsend here you would
see I am right, because I conferred with him in my office only a few
days ago; I went over in more or less detail with him in substance
what I am saying now.
Senator BAILEY. It is not $200 a month?
Senator Pmi,,,P . It is not $200 a month, unless the proceeds of
the tax proposed would yield that amount.
Senator BAILEY. Suppose it should yield more than that?
Senator PEPPER. If it should yield more than that then it would
be more than that.
Senator BAILEY. And give it both to the husband and wife if they
are 65 years old?
Senator PEPPER. Yes.
Senator BAIL Y. That would be $400 for that family.
Senator PEPPER. Well, it would be whatever the tax would yield,
Senator. I think, as a matter of fact, that nobody has ever contemplated that the tax would yield that amount. I know that the bestinformed people to whom I have talked of the plan have never given
anybody the intelligence that it would yield any fixed sum of money
per month, because you do not know what it would yield.
Senator CLARK. As I understand it, this proposal is just to fix a
formula in advance and then just to divide up whatever should come
into the kitty, without any reference to whether that is an adequate
amount for the support of'the old-aged people. If there is any effort
in this plan to findthe amount that is adequate and necessaiy'for the
support of the old people and then trying to find the means of getting
the tax, that seems to me would be entirely logical, but starting out
with a formula where you do not know whether it will yield sufficient
to take care of the old'people, and just set up a 2-percent tax on that
basis and then divide up the kitty as it happened to turn out, if it
happened to turn out to be $10 that would be all right, or if it happened to turn out to be $200, that would be all right, that doesn't
seem to me to be logical.
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Senator PEPiP,. Lot me answer that. That would be a fair
criticism if it wore as the Senator understands it. I would keep in
operation the existing Social Security benefits. I think it should be
changed and altered, but I would impose this as something on top
of the present plan, Senator, I will say with the idea of eventually, if
the experiment proved worth while, laying that plan up and substituting this for the existing Social Security benefits to that class of
people. I think that is a fairer tax and a fairer method of financing
the program than the Social Security program, but I am not foolish
enough to ask this committee, or the Congress, to come along and
say, "Let us pass it and do away with what we have done already
,experimentally with the Social Security benefits and try seine nebulous
and untried scheme here which. might be either a success or failure."
Therefore I would suggest that you set this plan up in an experimental
way, at 1 percent of the gross receipts of the people of this country,
and they would divide up the $15, or $1,500, or the $1,500,000,000 that
might be derived among these people who are the recipients of old-age
security. I think that would be the first class that I would make
the beneficiaries of it.
Senator BAILEY. I want to get your definition. You say "among
these people." You mean all of the people, all of the men and women
who are over 65, or over 60?
Senator PEPPER. It is given at 60 and 65. 1 should say 60, Senator.
Senator BAILEY. Over 60?
Senator PEPr ER. Yes; and I should preserve, in the initial stages of
it, the means test. I would liberalize the means test some, but I
should take the average and try to see to it that the person's income
who had $10 a month, say, would be supplemented from this fund up
to a reasonable minimum which should be struck for all, based upon
the funds that you had to distribute. If a person had a little home,
had been able to save through a lifetime of thrift, had a little home, that
is certainly to be rewarded, not to he condemned. You can well
imagine an aged couple that might have had a little home somewhere,
a half acre of land, and yet come to the point where the husband is
unable to make any living for the family, so they are the recipients of
charity unless you let them sell their capital by disposing of their
home. I would let that kind of person, who perhaps had $10 a month
income from some old insurance policy, or some child or some person
who could afford it give it to him, I would let him keep the iouse,
let him be eligible in that class, lot him get credit for the $10 a month
and then I would supplement it to the reasonable minimum that would
be possible under this distribution, and give him that money.
Senator BAILEY. Would you impose this tax on the income of
insurance companies, on the gross income of power and light companies or building and loan companies?
Senator PEPPER. Yes; I would lot everybody, Senator Bailey, pay
that tax according to their gross income 1 percent per year, and
I should suggest that it be 1 iaid monthly,
I would have'a coupon
scheme of where they simply send in a notice to the Federal Government, or leave it at'the lost office, whereby they merely recite "My
gross income for the month of January was $480. I leave herewith
my tax of 2 percent on that amount."
Senator BYRD. I understood you to say you l)roposed to take the
gross-income returns to the Internal Revenue Department.
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Senator PEPPER. That is right.
Senator BYRD. Of course that excludes a lot of income that would
not be reported that way
Senator PEPPER. I suggested, Senator Byrd, that we can, in order
to keep the practical boolkeeping of it, as it were, down to a minimum
start with the class only now that has to file income-tax returns, and
then as I got a little data on that I would extend it to all.
Senator BYRD. If you base it on that you cannot get the correct
gross return. It is going to be very much less than you anticipate.
Senator PEPPER. Whatever it is. I think when the principle is
expanded and enlarged, Senator Byrd, and applied to the whole class,
as it were, to which it may properly be applied, that the amount of
it can be made a very satisfactory contribution.
Senator BAILEY. You go ahead until you get up to your $200?

Senator PEPPER. Beg pardon?

Senator BAILEY. You would go ahead in both directions until you
got up to your $200?
Senator PEPPER. No, Senator; I never have proposed that this
country was yet willing or able to pay $200 a month to every person
'that needed it.
Senator BYRD, One other question. Would that be duplicating the
old-age pensions? Suppose they were getting a pension from the.
State and Federal Government jointly would that be duplication?
Senator PEPPER, If the State contribution is less than the amount
we agreed to pay each individual, Senator Byrd, I would then supplement the State payment up to the agreed amount, and he would get
just that difference from the Federal Government. If we agreed,
taking into consideration the money that we had to distribute, that
everybody should get, we will say, $50 a month, and then the person
that you have taken in your example would be getting only $25 a
month from the State, I would let him get the other $25 from the
Government.
Senator BYRD. You would work this in cooperation with the State?
Senator PEPPER. I would let any income that ie derives from any
source be a credit against the amount to which he would be entitled
under this plan. If his existing income would be equivalent to what
he would be entitled to receive as I have outlined there, he would get
nothing. If his income was less than that he would get the difference
between the two.
Senator BYRD. The real essence of the Townsend plan is that the
old-age pensions are entirely a Federal obligation.
Senator PEPPER. Yes; that is right.
Senator BYRD. You would ignore that only to the extent that
someone draws a pension from the State, and that would be a credit?
Senator PEPPER. That is right. If he draws anything from any
source, that would be a credit against what he should receive from
the Federal Government.
Mr. Chairman, I would like to present an amendment to be proposed to the existing Social Security Act. I would provide that
the Federal Government should make available to each person 60
years of age and over, who could meet the requirements of a fairmeans test, and the present means test could be modified, for that
matter, $40 a month, and to each married person who could meet
such a means test $60 a month, to be paid entirely from the Federal
Treasury, with no matching required from the States or from any
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local political subdivision, the principle being that the only way that
we can have uniformity of application of this principle, which is
designed to meet two worthy objectives is from the National Government of this country, The idea of selecting $40 per month for the
single person and the $60 for the married person Iderived from the
results of the Gallup poll, that indicated that that is about what the
American people were thinking should be the amount that each of
those persons should receive.
Now then, you observe that that is what I call a minimum amount
of assistance. If the States wanted to go above that amount then
they would have, of course, a perfect right to do so, but until then
that would make something like a decent standard of living possible.
Senator WALSH. You 'would repeal title I?
Senator PEPPER. Exactly.
Senator WALSH. And you would substitute therefor $60 a month to
each married individual over 60 years of age, also to be paid out of the
Federal Treasury?
Senator PEPPER. That is right, and out of general income.
Senate, WALSH. Out of general income, the General Treasury?
Sonatr r PEPPEr. That is right.
Senator WALSH. You would not apply here that 2-percent gross
income tax?
Senator PEPPER. I am taking advantage of the Townsend plan. I
would set that 2 percent to one side as an alternative plan.
Senator WALSH. I doubt if there is an industrial worker in my
home town where I live who earns more than $1,000 a year. Your
proposal would permit a man and his wife over 60 years of age to
receive $60?
Senator PEPPER. Are you talking about the Townsend plan?
Senator WALSH. No; the present plan that you referred to.
Senator PEPPER. I contemplate the $60 a month only for the old
couple.
Senator WALSH. You would give some of them $20?
Senator PEPPER. I have got the estimates here from the Social
Security Board as to what the cost of that would be.
Senator JOHNSON. That is what I want to know; what it would be
in each case.
Senator PEPPER. In May 1939, 51 jurisdictions were administering
old-age assistance under plans approved by the Social Security
Board. If the number of recipients of old-age assistance remained
the same as in May 1939, namely 1,838,000, and each single person
received $40 per month and each couple received $60 per mont, it is
estimated that the total amount to be expended from Federal funds
would be about $76,000,000 per month, or a total of more than $900,000,000 for 1 year. It is estimated that of these 1,838,000 recipients,
approximately
$40 per month. 30 percent would receive $60 per month and 70 percent
Under the present title I of the Social Security Act, the total
amount of obligations incurred for May 1939 from Federal, State,
and local funds was $35,289,000, equivalent to an annual expenditure
of $423,500,000. Of this amount the Federal share would be approximately $203,000,000, exclusive of the 5 percent additional for administration. In other words, my plan would increase the Federal
contribution under the existing standards from $423,500,000 to
$900,000,000 a year.
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Senator BAILEY. Just tell us about raising the money.
Senator GEORGt,. Senator, before you get away, you must take into
consideration the fact that in many of the States not half of the
eligibles are on the list,
Senator PEPPER. That perhaps is true.
Senator GFoRGE. That is true in Georgia. And also your age limit
is 65 rather than 60.
Senator PEPPER. If that is true then I will make it 65 because I
wanted these figures to be the ones to apply. I do not observe here
whether this is based on 60 or 65, but I intended it to be the age limit
carried in these calculations.
Senator GEORGE. There are probably 50 percent off of the rolls
altogether.
Senator PEPPER. It is not probable that under an all-Federal
assistance program the number of recipients would remain stationary.
At the present time approximately 300,000 applications for old-age
assistance are pending disposal in the States. If a substantial share
of these pending applications was approved and each recipient was
paid in accordance with this proposal, the total cost to the Federal
Government in 1 year might be roughly $1,200,000,000 to aid
2,138,000 recipients. Now, I take it that that is a reasonable maxi.
mum that probably might be anticipated as coming within that class.
In addition to the aged persons whose applications are pending,
there are other potentially eligible persons in the population. This
fact is demonstrated by tihe wide variation among the States in the
percentage of the aged population being aided. In May 1939, these
percentages ranged from 7.8 percent in one State to 56.3 percent in
another State. The average for all States was 23.1 percent. If it is
assumed that all States were to grant assistance to 40 percent of their
aged population, or to grant assistance to roughly 3,200,000 persons
under a Federal assistance program the total cost to the Federal
Government in 1 year might be nearly $1,800,000,000. Thus the
total cost to the federal Government of this proposal for old-age
assistance for 1 year might range from about $900,000,000 with no
increase in the number of recipients, to nearly $1,800,000,000 with an
increase to 3,200,000 recipients.
Now, as I said, I asked the Social Security Board-of course you
understand they did it at my request-to furnish only factual data,
and where they give estimates those estimates represent approxi.
mately the best opinion that they were able to give.
The second test of that would be, Mr. Chairman, an entirely
Federal program with monthly payments of $25 for the first child
in each family and $10 for each additional child.
The probable cost of this proposal has been estimated on the assump
tion that the number of children receiving aid will be the same for
1 year as in May 1939, namely, 688,000. However, in that month
only 42 of the possible 51 jurisdictions had approved plans. The
total cost to the Federal Government for 1 year in these 42 States,
assuming no increase in the number of children, would be $134,000,000,
or approximately $11,000,000 per month, as compared to the
present Federal expenditure of $2,600,000 per month (exclusive of
the Federal share of administration.
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This estimate of $134,000,000, however, is an understatement of
the probable cost of the proposed amendment because under an allFederal system all States would participate. With all States participating, it is estimated that the total Federal cost for 1 year would
be approximately $162,000,000 to aid about 845,000 children comprising 2.3 percent of the population under 16 years of age.
At present there is wide variation among the States with approved
plans for aid to dependent children in the percentage of the population under 16 years of age being aided. The range is from 0.4 to 5.6
percent. If it is assumed that 1,800,000 or 5 percent of all children
under 16 years of age would be aided, the cost to the Federal Government would be approximately $334,000,000. Therefore the range
in Federal cost might be fr9mnabou4lQ$
$334,,00 tto aabout $334,9 000,0O0
.,0_0
00 000.
Now, Mr. Chairmtt, I cannot make it too pilm.that what I want
to reach and w!l tfI believe is the fair thing, is to'AX a decent minimum. If you4'b not agree with.YMy anmjnimum you may,fix another.
If I may so sugest, fix a decent maximum which is the loiest standard
that we wqc0Yd ask an 4AMeican hidividaal or an Ameriqan family
to subsist "on, and t466fi, to!.tiat epeN,,provi ptthat minii4um from
the odeitl Treasi; wlict roprs ents the *h0le country
Then
when yoSY pass thatinimuno.
t.jhe'States,_1lf they desire
do so,
afford aiquacy, or luxury/- w atev tey wWit to affo.d, but
until yo discharge a minimft obligationtt 4eems torme ou h We not
met theIesponiisib
t
fait t heX sadldupon the federal
Government.
If aiiold per
ixiv4q46chusetts is entitle to a
decent 1 ing frombis sictty an ol
ipelsn InMississippi is titled
to it, reg dless of WJethe li tindi$uaj'h p'Otns live in a ealthy
communi or in a or qinmnnity ind tl*Nation, annot scharge
its obligattn to thein unless it treat 'all of tcem alike.
Senator ALEY. Y6u propose t ise the
from $9,000,
senator PiWER. For olad
assistace; yes.
Senator BAILi4W. For old-ag assistance and for 6hildpoh in homes?
Senator PEPPEW,For the children now, that wpld be increased
from the present artbit to $25 a month for thq0.$?6t child and $10 a
month for each additio'iNk4
!d.
.
Senator BAILEY. That woitihwaddltd
these groups?
Senator PEPPER. That would be added to the other.
Senator BAILEY. How do you propose to raise that money? By a
tax upon the receipt of money?
Senator PEPPER. I would be entirely agreeable to that, Mr. Chairman, although I contemplated, in the first instance, that these taxes
on gross receipts should be provided only for old-age assistance.
Now the third proposal is aid to the blind. An entirely Federal
program in which the monthly payments would be $40 for each single
person and $60 for each couple receiving aid to the blind.
In May 1939, only 42 of the possible 51 jurisdictions administered
aid to the blind under plans approved by the Social Security Board.
If the number of recipients of aid to the blind in these 42 States
remained the same as in May 1939, namely 44,000, and each single
person received $40 per month and each couple received $60 per
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month, the total amount to be expended from Federal funds would be
about $1,800,000 per month, or a total of nearly $22,000,000 for 1
year. It is estimated, crudely, that no more than 5 percent of the
44,000 recipients would receive $60 per month and 95 percent, $40
per month. Under the present title X, the total amount of obligations
incurred for May 1939 from Federal, State, and local funds was
$1,020,000, equivalent to an annual expenditure of slightly more than
$12,000,000. Of this amount, the Federal share would be approximately $5,700,000, exclusive of the 5 percent additional for administration.
This estimate of $22,000,000, however, is an understatement of the
probable cost of the proposed amendment because with an all-Federal
assistance program, all States would participate. With all States participating, it is estimated that the total cost for 1 year would be
approximately $34,000,000 to aid about 69,000 recipients. If 100,000
persons were to receive aid to the blind, the cost to the Federal Government might be as high as $50,000,000. The range in the Federal
cost, therefore, might be from $34,000 000 to $50,000,000 for 1 year.
Now as to disability assistance the social Security Board have furnished me the following information, which I will submit for the record
without reading.
(The statement referred to is as follows:)
DisALLTY AssisTAbocs
This is in response to your request for some estimates of probable costs to the
Federal Government if the permanent and total disability benefits of title XA
in S. 3475 (75th Cong, 3d sess.) were embodied In the Social Security Act as a
benefit parallel to other assistance benefits.
Title XA of this bill provides for Federal grants to the States for furnishing
assistance to needy permanently and totally disabled individuals who are not
inmates of public Institutions and who are not in receipt of old-age assistance.
The Federal Government would bear half of the expenditures made under approved State plans for this purpose, not counting so much of such expenditures as
are in excess of $50 a month for any one individual, plus an additional 5 percent
of the Federal Government's share which the State may use for administration
or for disability assistance.
It is difficult to make a precise estimate for a disability-assistance program,
especially because of uncertainties that arise as to the percise meaning to be given
to the definition of disability. The figures developed here must be used with this
reservation in mind.
It is estimated that the number of permanently and totally disabled individuals
in the population who are under 65 years of age and who are not immates of
public institutions Is about 1,135,000, The cost to the Federal Government of
providing assistance to such individuals under the terms of S. 3475 would depend,
in the main, upon the proportion of such individuals who would apply for and receive assistance under the State plans and the average amount paid per person
in receipt of assistance.
At present, approximately 23 percent of the population aged 65 and over are in
receipt of old-age assistance, and the average payment per recipient Is $19.20 per
month. No reliable estimate is available of the proportion of blind persons
receiving assistance. The average grant per recipient of aid to the blind is $23.13
per month.
If it is assumed that the same proportion of the permanently and totally disabled would receive assistance as hold for the aged, and if the average amount
given were the same, the total amount expended for aid to the disabled would be
approximately $60,000,000 annually. Of this the share of the Federal Government would be about $30,000,000. The addition of 5 percent for administration
of the State plans would bring the total Federal expenditures to approximately
$31,500,000.
The following table shows the Federal expenditures which would be required
under different assumptions as to the percentage of disabled individuals who would
be found needy and would receive assistance and the average monthly payments
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made per recipient, In the figures that follow no account has been taken of any
proposal to ansend the maximum individual grant specified in S. 3475, toward
which Federal matching would apply ($50). The effect of one maximum or another
is assumed to be operative in producing the assumed average monthly payments
(i. e.,$20, $30 $40) shown In the table. Of course, the average payments are
not determined by the maximum alone; State practices in determining who is
needydy" the available State funds, etc., enter in producing the average result.
Annual Federal expenditures required under 8. 8475 I
[Under
specified asumptlonsl
payments pr recipient
month]
and Iftheaverage
Irthe percent of disabled persons found to be needy
"
$
receiving assistance is-$20,

$30

$40

$67,200,000
$n,
600,000 $42,000,000
20percent ...............................................
30percent .....................................! 42,000,00064,400,000 85,800,000
85,00000
114,40,00
57,200,000
40percent ........................................
143,000,000
71,000,000
107,300,000
.....................................
50percent
Ipnoluds
percent for administration ofState plans, Based on estimate of1,135,000
persons totally and
permanently
disabled,
These figures are the estimated costs to the Federal Government after the plan has
been in existence for several years.-These estimates of Federal expenditures which
would be incurred for disability assistance under the plan embodied in S. 3475
assume that the plan of disability assistance has reached the same level of "maturity" as has now been reached by old-age assistance after somewhat more than
3 years of operation. The expenditures for old-age assistance in the first year
after Federal aid became available amounted to only about one-third of the
expenditures in the third year. It is assumed that a similar experlenct would
be repeated with disability assistance; namely, the costs would probably be
considerably lower at the outset than in subsequent years. Accordingly (and
taking various factors into account), it may be crudely estimated that Federal
expenditures for disability assistance under S. 3475 in the first year of operation
of a disabilty-absistance program may be expected to fall within the range of
$14,500,000 to $17,000,000.
In these estimates no special or additional allowance has been made for the
wives or other dependents of needy permanently and totally disabled individuals,
There are various provisions in S, 3475 that deserve further consideration.
For example:
1. It has been assumed (though there is no specific provision in the draft to
this effect) that there is intended to be no duplication with benefits under titlea

IV (aid to dependent children) and X (aid to the blind).

2. The administrative grant (5 percent of the Federal aid for assistance payments) should probably be more flexible.
3. The residence requirement Is probably unnecessarily exacting.
4. A serious question may be raised as to the wisdom of excluding from assistance inmates of public institutions.
These and similar points are mentioned here because they have also been
examined In connection with the successive amendments of the proposed title
XA (Aid for Handicapped Individuals) of Senator Byrnes' bill (y.2203, April
19, 1939).
Costs for a wholly Federal program.-If disability assistance was proposed as9
wholly Federally financed program, the figures cited above for the Federal share
in a Federal-State program would need to be doubled (still assuming only 5
percent for administration).

Senator PEPPER. Now, under our second proposal as to old-age
assistance, which is a Federal-State program with Federal matching
of 50-50 up to monthly maxima of $40 per single person and $60 per
couple, if the number of recipients remained at the May 1939 level of
1,838 000 recipients and the average payment per recipient was $19.20
(the May average), the cost to the Federal Government under the
50-50 matching plan would be $220,000,000 for 1 year.
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However, this is probably not a realistic estimate because the old-

age assistance program is expanding. If it is assumed that there would
be about 1,960,000 recipients in 1939-40, the cost of assistance payments might be $250,000,000 from Federal funds. This proposal

probably would not actually result in any appreciable increase in
Federal expenditures over those expected under the present provisions
of title I of the Social Security Act because very few States would be
able to make payments up to the maxima specified in the proposal.
Witness the fact that in 1937-38, the States made full use of the 50-50
matching up to a total of $30 per person in only about 15 percent of the
cases.
Under proposal No, 2, a Federal-State program with Federal
matching of 50-50 up to monthly maxima of $40 per single person and
$60 per couple, under this proposal, the total cost to the Federal
Government for 1 year for aid to the blind in 42 States would be
$6,900,000, assuming that the number of recipients remained the
same as in May 1939, namely, 44,000, and the average payment
was $23.13 (the May average).
If all States should participate in the blind program, the total
cost to the Federal Government might be nearly $10,000,000 for
1 year to aid 69,000 persons.
If 100,000 persons were to be aided, the estimated cost to the
Federal Government for 1 year might be as much as $15,000,000.
Under the second proposal the cost to the Federal Government
for aid to the blind might range from $10,000,000 to $15,000,000,
but these amounts are not much in excess of the present cost because
few States presumably would be able to furnish the State funds necessary to maintain the level of payments contained in this proposal.
Now, as to aid to dependent children, under proposal No.
2, a Federal-State program with Federal matching of 50-50 up to
maxima monthly payments of $25 for the first child in each family
and $10 for each additional child, these maxima also become the
minimum monthly payments which must be made in order to qualify
for Federal funds. Under this proposal, assuming that the same
number of children would be aided as in May 1939, namely, 688,000,
the total cost to the Federal Government for 1 year for aid to dependent children in 42 States would be $67,000,000.
If all States should participate in this plan and if 845,000 children,
or 2.5 percent of all children under 16 years of age, were to be aided,
the cost to the Federal Government would be about $81,000,000 for
1 year.
If it is assumed that 5 percent of the children in the population were
to be aided, the cost to the Federal Government would be about
$167,000,000. Therefore, the Federal cost of this proposal for 1
year might range front about $81,000 000 to about $167,000,000.
Mr. Chairman, the committee has been very kind, but I just think
we cannot go on and let the people in your State get $5 or $6 a month,
and in Florida get $16 a month, meanwhile excluding them from
work relief benefits like W. P.A. By getting these benefits it is
probably excluding them from other benefits they might receive.
I think we have found out by experiments that we have got to fix
a reasonable minimum for the whole country, and if the States want
to go above that, that is their business. I want to say, Senator
Bailey, I do not regard that as a transgression upon State rights. I
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draw the line on the extension of Federal power at that point where
the Federal Government may assist, where the Congress may assist,
from the remote point where Congress may prescribe a rule of conduct

for all the people of our country, to the local government, where the
citizens exercise their prerogatives and do those things that are
prescribed by a rule of conduct that is under local self-government.
This is a national problem and we cannot avoid approaching it in a
national way. Thank you.
(The testimony given by Senator Pepper before the House Committee
on Ways and Means is as follows:)
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SOCIAL SECURITY
* TUESDAY, FEBRUARY 21, 1939
HOUSE

OF REPRESFNTATIVES,

COMMI'rEE ON WAYS AND MEANS,

Washington, D. C.
The committee met at 10 a. m., Hon. Thomas H. Cullen presiding.
Mr. CULLEN. The committee will kindly come to order. The first

witness this morning is the Honorable Claude Pepper, a United States
Senator from the State of Florida.
Senator Pepper, we will be glad to hear you at this time.
STATEMENT OF HON. CLAUDE PEPPER, A UNITED STATES SENATOR
PROM THE STATE OF FLORIDA
Senator PEPPER. Mr. Chairman and members of the committeeMr. CULLEN. Senator, would you like to proceed without interruplion until you complete your statement and then answer questions
that may be propounded by members of the committee?
Senator PEPPER. If I may do that.
Mr. CULLEN. How much time would you like, Senator?
Senator PEPPBR. I dare say not over 15 or 20 minutes.
Mr. CULLEN. YoU may proceed.

Senator PPPER. Mr. Chairman and members of the committee, it
is with considerable diffidence that I come here before you this morning. I certainly do not come in the category of what I would call
a witness. I rather come in the spirit of earnest inquiry as you do,
in regard to the problem that faces us, of doing something about
what we believe to be an acute situation in America at tIs time.
The figures are more or less common knowledge to everybody, as
to how the number of people 60 years of age and over in our population relate themselves to the total population of the country.
In 1930 we had a total population of 123,465,000. In the same
year we had, over 60 years of age, 10,392,000, or 8 percent of the
total population.
In 1935 the total population was 127,985,000, and there were
11,602,000, 60 years or over, making 9 percent of the total population.
in 1940 we estimate that we witl have a total population of 132,680,000, and a population of 60 ears of age and over of 13,286,000,
or 10 percent of the total population in that category.
In 1960 it is estimated that we will have a total population of
147,612,000, and 21,584,000, or 15 percent of the total population,
over 60 years of age.
In 1980 it is estimated we will have a total population of 153,628,000
with 31,808,000, or 20 percent of the total population, 60 years oi
age aid over.
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The Social Security Board has estimated that on July 1, 1938,

there were about 12,418,000 persons 60 years of age and over in this
country.
According to the unemployment census of November 1937 and the
1930 census of population, about 40 percent of those 60 years of age
and over were employed or available for employment n the labor
market.
Thus, about 4,970,000 persons 60 years of age and over are in the
labor market. The remaining number-about 7,450,000-are not
availele for employment.
If iY! 4,970,000 persons were withdrawn from the labor market,
it would mean a reduction of that number in unemployment,
It would leave the way open for younger workers to take the places
of about 3,300,000 of the older workers fully employed. It would
leave the way open for younger workers to take the places of about
570,000 of the partly employed or part-time older workers.
The remaining 1,100,000 older workers totally unemployed on
emergency works projects, ill or voluntarily unemployed would no
longer be in the labor market and counted as unemployed.
At the present time about 150,000 workers leave the labor market
per year when they are around 60 years of age because of death,
voluntary retirement, disability, and other reasons.
An additional 350,000 persons would leave annually during the next
few years were they to receive adequate pensions. The number
would, of course, increase as the population increases.
These additional 350,000 withdrawals from the labor market would
offset the current rate of about 000.000 net new additions to the labor
force, reducing the net additions to about 250,000 annually.
In the Social Security Bulletin of March 1938, on page 6, there is
a table marked "table 1,," indicating means of support of persons 65
years of age and over in the United States, compiled and estimated,
April 1937.
That shows that 5,070,000, constituting 64.9 percent of the people
65 years and over of our population, were totally dependent.
Approximately 65 percent of our total population, 65 years and
over, were totally dependent upon someone else for support.
From page 7 of the same Social Security Bulletin, March 1938, I
read the following: The State commission on old-age security in New York estimated that only
5 percent of persons 65 and over in that wealthy State in the prosperous year
of 1029 were self dependent on savings.

That was 5 percent, in the State of New York in 1929, who were.
capable of their own support, on their own savings.
Taking the country as a whole, there is strong evidence that four-fifths of
the entire adult population has on the average about $250 per capita accumulated wealth and, therefore, cannot be self supporting, except for a short period,
by reason of savings, Interest, rents, dividends, receipts from Insurance (exclusive of annuities), or proceeds from the sale of owned property. Estate data
analyzed from the period from 1912 through 1923 indicated that four-fifths of'
all adults dying during those years had estates of an average value of approximately $250. Presumably, therefore, more than four-fifths of all persons 65 and
over have wealth of less than $250, for most of them have passed the period of
accumulation and are drawing on past savings.

In the magazine Monthly Labor Review, volume 44, No. 6, June
1937, the deplorable difficulties facing the older people in an effort
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to get employment are pointed out, and on page 1386 of that volume

appears the following:

The existence of discrimination in employment against older workers In

Massachusetts waf, fully established by this investigation.

Also, in the Monthly Labor Review, volume 46, No. 1, January
1938, with regard to the same subject, the following appears:
Although there have been relatively small changes in the age distribution of
the unemployed recorded by the United States Employment Service at various
dates during the past 18 months, nien and women beyond time middle fortlee,
who have fallen out of work, have on the whole regained a place In Industry
less easily than younger workers 'his statement holds good for workers in
all types of occupation, though the more highly trained are probably In a
somewhat less unfavorable position than others.

That was on page 15 of the volume that I have just indicated.
It is also of interest to observe that the Unemployment Census of
November 1937 showed 16.7 percent of those employed or available
for employment between 65 and 69 years of age are totally unemployed. That is to say, the whole number of our people between 65
and 69 who want and are able to work, contains 16.7 percent who are
totally unemployed. Between 70 and 74, the totally unemployed constitute 15 percent of the total number. And between 60 and 64, the
percentage of totally unemployed is 15.2.
An interesting question is, How long does this unemployment last
on the part of the several age classes?
We find that the duration for those 60 to 64 is 43.8 percent-that is
the median duration-and for those 65 and over it is 43 percent.
This appears in the volume Employment and Unemployment in
Philadelphia in 1936 and 1937.
Also in Employment and Unemploymnent in Philadelphia in 1936
and 1937, part II, May 1937, it is shown that for the age 60 and over
there was an average of 47.3 for the number of months of nemplong
loyment of each individual unemployed. Now, you can see how
a period 47 months is, and what that period would do to a
savings of $250, even if the individual had an average saving of that
amount.
Referring to Recent Trends in Employment and Unemployment
in Philadelphia, on page 51, from this census that was taken in
Philadelphia, it is disclosed that 29.4 percent of those from 60 to 64
were unemployed. That is to say, of the total number unemployed
those from 60 to 64 represented 29.4 percent and of those 65 and over
represented 34.4 percent.
Last November there were about 1,770,000 persons that received old.
age assistance benefits. That is from the Social Security Board under
the existing law. Benefits averaged about $19.30 per person and
totaled over $34,000,000.
Some 22 percent of the population 65 years and over received
benefits.
The committee, of course is aware that old-age-assistance benefits
under the Social Security law are only paid to those in dire need.
A view might be taken of the long-term aspect of the unemployment problem. Measures already adopted to stimulate recovery are
not enough to do away with our employment problem quickly. During the 41/2 years of recovery from March 1933 to September 1937
reemployment averaged about 2,000,000 per year. Because of the
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increase of about 600,000 annually in the labor force-that is to say,
about 600,000 young workers coming every year into workable,
employable status over and above replacements for those leaving the
labor market because of death, retirement or disability-unemployment declined at an average rate of 1,400,060 per sear. This is about
what we can expect under the existing set of arrangements.
Even though at some times in 1937 we reached the 1920 level of
activity, unemployment did not fall below 7,400,000. It is an interesting thing to recall that in 1936 we produced within 5 percent of as.
many goods as we turned out in the year 1929, prosperous as it was:
and yet while we had probably only 4 or 5 million unemployedin 1929, we had probably at least 10 or 12 million unemployed in 1936,
which takes into account not only the number of new workers coming
constantly into the field, but, in addition to that, the number of people.
being annually displaced by technological improvements which, as we
all know. is no inconsiderable portion of the employable class.
Now we have slipped back and must start from a 10- to 11-million
level. If we can do no better than the 1933-37 rate of reemployment, it will take at least 7 or 8 years more to liquidate the unemployment problem.
that is to say, if the present momentum of reemployment continues.
With regard to this question of technological improvement and
the improvement of mechanical devices which displace men and
women from labor, I believe that a little while ago I saw figures
that it would require throughout the year 1939 one-fourth more
national income to give employment to as many people with present
technological means, as would be employed if we used the technological situation of 1929. In other words, at least 10 percent fewer men
are employed in 1939 to turn out and to produce the same national
income as would be employed if we used the rate of production per
man that we had in 1929.
I believe that back in about the early part of the nineteenth century it was that that I farmer produced enough to feed 5 people
on the farm and one-half of a person in the city, whereas in the
current year the productive capacity of 1 man on the farm is 4
people on the farm, 12 people in the city and 2 people abroad. It
is not an extraordinary thing, therefore, that we have great agricultural surpluses.
Furthermore, 50 or 60 years ago the capacity per workman might
be regarded as 1 horsepower and now it is 5 ho sepower for the same
workman.
So we. have the 2 ends that are gradually approaching an intersection, one of them the new workers who are coming annually into
the labor market-about 600,000 of them-and the other is the number of people that are being thrown out of employment every year
by technological improvement.
'A little bit ago a delegation from Conaress and some other people
made a visit to my own State of Florida. We went down into the
cane-growing area in the Everglades, and we rode along the railroad
and along the highway, and we saw laborers out there in the fields,
cutting this sugarcane preparatory to sending it into the sugar mill.
Then we went on up to what might be called the main office of the
company and we saw there a gFreat harvesting machine. The manage.
meant of the company pointed out to us--and they exhibited that
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machine in operation-that that machine had a capacity to do the
work of 200 men per day. And had it not been for the humanitarian
instincts of those people and their desire to see those men provided
with employment, and thereby contributing to the purchasing power
of that community, they could any day have turned that machine,
into operation, out in the field, and displaced 200 of those men that
were earning a competence there by their labor.
I know that the-members of this committee do not hold the belief,
and neither do I, that some of our friends seem to express, that when
such a thing as that occurs and these people become unemployed,
that all of a sudden they become worthless and shiftless and undeserving. I know a great many good people that have been the victims of
technological adjustment and mechanical improvements, and I do
know that either through vocational education, or through newly
made, newly created work, or by limitation of hours or in some way
we have to make provision that will compensate for that disturbance
and lack of adjustment in our economic system.
Now, we all know that we have embarked upon a social security
plan. And we are very proud of the progress that has been made
toward the objective that was being approached. And, insofar as
we have approached it, all credit to those of us who have had anything to do with it. But there is one very serious aspect about tre
present social security program, and that is the manner in which that
program affects the purchasing power of the people of this country
and the degree to which that program may not increase, but diminish
for the years in immediate prospect ahead, the purchasing power of
the masses of the people of this country.
In 1937 there were $579,000,000 estimated collections from the
social-security taxes. In that same year, 1937, $1,000,000 only were
dispersed under the social-security program. Therefore, there was
a net withdrawal from consumer purchasing power of $578,000,000.
That was in 1937, at a period when we needed purchasing power to
be increased rather than diminished.
In 1938, under the social-security program, the collections were
$510,000,000 and the disbursements estimated to be $10,000,000, or a
net withdrawal from consumer purchasing power of $500,000,000.
In 1939 it is estimated that the collections will be $550,000,000 and
the benefits paid $25,000000, or a net withdrawal from consumer
purchasing Tpower of J525'000,000.
In 1940 it is estimated that the collections will be $870,000,000
and the disbursed benefits $30,000,000, and therefore the net withdrawals from consumer purchasing power of the country $840,000,000.
Now, that is when we are struggling up the hill, trying to get out
of the trough of the depression.
I tried to put my hand on a volume, before I came over here, pub.
listed by the League of Nations, representing an economic survey
of the nations of the world by the impartial authority of the League
of Nations. And that volume, in criticizing, in examining the
economy of the United States, pointed out what happened to us in
our economic system in 1930 and 1937. They showed that approaching the era 1930 and 1937 from 1932, we had begun to spend money
and put that money into the channels of consumer purchasing power.
We, for example, in 1936, spent around two billion dollars in the
discharge of the soldiers' bonus, for which, may I remind you, that
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in a material way we got no compensation back from those who were
the beneficiaries of that disbursement. So whenever anybody tells
you that it is an impossible thing to derive public benefit from a
disbursement without material consideration in return, I think that
instance in our history controverts such an accusation or statement.
So that beginning in 1933 with the F. X. R. A. and the C. W. A. and
the R. F. C. and the other emergency agencies of the Government;
and then in 1935 with the W. P. A. and the 4-billion-dollar expenditure at that time, finally up until 1936, we had spent or put into
consumer purchasing power circulation some 10 or 12 billion dollars.
Now, alongside those expenditures appears the payment of the
bonus in the year 1936-37 and in the subsequent fiscal year there were
about a billion or a billion and a half dollars that went out in veterans' benefits also. No wonder, therefore, that we had built up a
consumer purchasing power that, gave us the momentum of 1936 and
1937.
Then what happened? The social-security laws went into effect
and taking into consideration the receipts for the social-security taxes
and the reduction in expenditures, the total number of dollars which
the Federal Government disbursed in the fiscal year 1937 was approximately the same number of dollars that it received. In other words,
instead of pouring new dollars into the channels of purchasing power,
we had entirely stopped the flow; because it makes no difference what
may be the cause of the diversion. The social-security taxes went
into reservoirs of capital that became static and therefore those dollars were taken out of the channels of consumer purchasing power.
This impartial economic survey made by the League of Nations
pointed out that we brought our own house down on our own heads
by simply destroying the momentum of purchasing power that we
had carefully anddiligently built up from 1933 until the latter part
of 1936.
So that in the year 1937 we had substantially a balanced budget,
when you take into consideration the total number of Federal doll ars
collected as related to the total number of Federal dollars going out.
I may add that if in addition everyone who has receive a umpsum payment and gone out of the system were brought back in-that
is, regarding social-security benefits--the benefits might reach as
much as $20,000,00. Even this would mean a net witlidrawal from
consumer purchasing power of about $650,000,000 per year.
If everyone over 65 on January 1, 1940, or becoming 66 thereafter,
who has worked in the covered occupations were made eligible benefits might reach $450,000,000 to $500,000,000. Even this would leave
a net withdrawal of around $400,000,000.
Both of the last two contingencies are based upon the assumption
that a rate of wages formula is used in calculating benefits rather than
the cumulated earnings formula. This would mean average benefits
for a single person of $30 per month and for a married person of $45
in place of the provision of $15 per month.
A dverting to the statement that I was making a moment ago,
to see how the net disbursements of the United States Government
ran, I would like to recapitulate for the period from 1932 up to the
month of December 1938.
In 1932, in January, our outlays amounted to about $278,000,000
and our receipts about $173,000,000, a net contribution of $105,000,000
to consumer purchasing power.
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In February 1932-and I will now read just the net figures, if I
my-in February 1932 the net contribution was $142,000,90.
Th March the net contribution was $186,0, 000.
In A ril the net contribution was $182,000,600.
.In ay the net contribution was $183,000,000.
In June the net contribution was $179,000,000.
In July the net contribution was $150,000,000.
In August the net contribution was $171,000,000.
In September the net contribution was $102,000,000.
In October the net contribution was $118,000,000.
In November the net contribution was $144,000,000.
In December the net contribution was $166,000,000.
Then we come to the calculations for the calendar year 1932 and
we find that the outlays were $3,614,000,000, the receipts $1,785,000,000, and the net contribution to consumer purchasing power by
the Federal Government $1,829,000,000.
In 1933 in January the net contribution was $157,000,000.
In February the net contribution was $149,000,000.
In March the not contribution was $192,000,000.
In April the net contribution was $199,000,000.
In May the net contribution was $175,000,000.
And in June the net contribution was $217,000,000.
In July the net contribution was $93,000,000.
In August the net contribution was $77,000,000.
In September the net contribution was $102,000,000.
In October the net contribution was $114,000,000.
In November the net contribution was $159,000,000.
And in December the net contribution was $246,000,000.
For the calendar year 1938 the total outlay of the Government was
$4,253?000,000, the total receipts were $2,373,000,000, and the net contribution to consumer purchasing power $1,880,000,000.
In 1934 the net contribution of the Federal Government in January
was $350,000,000. You will notice the amount jumping up there.
In February the net contribution was $277,000,000.
In March the net contribution was $257,000,000.
In April the net contribution was $237,000,C0.
In Miay the net contribution was $228,000,000.
In June the net contribution was $201,000,000.
In July the not contribution was $221 000,000.
In August the net contribution was $2K0,000,000.
In September the net contribution was $260,000,000.
In October the net contribution was $293,000,000.
In November the net contribution was $285,000,000.
In December the net contribution was $285,000,000.
For the calendar year 1934 the total outlay by the Government was
$6,492,000,000; the receipts were $3,202,000,000 and the net contribution to consumer purchasing power was $3,230,000,000.
In 1985, in the month of January, the net contribution was $299,000,000.
In February the net contribution was $2602,000,000.
In March the net contribution was $231,000,000.
In April the net contribution was $285 000,000.
In Way the not contribution was $260,600,000.
In June the net contribution was $341,000,000.
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In July the net contribution was $312,000,000.
In August the net contribution was $310,000,000.
In September the net contribution was $295,000,000.
In October the net contribution was $293,000,000.
In November the net contribution was $229,000,000.
In December the net contribution was $342,000,000.
Or for the calendar year 1935, the total outlay by the Government

was $7,042,000,000; the total receipts $3,583,000,000 and the net contribution to consumer purchasing power $3,459,000,000.
You will notice that for the 2 years of 1934 and 1935 the Federal
program and policy ut into consumer circulation nearly $7,000,000,000, almost as much as, I observe from the newspapers, the total
rearmament program that Great Britain is now in the process of
launching-a colossal sum of money. That was in 1934 and 1935, a
build-up to the years 1936 and 1937, when the results of that increased
purchasing power became obvious to everybody.
In 1936 the net contribution of the Federal Government to con$290,000,000.
was$192,000,000.
in Januarywas
In February
the power
net contribution
purchasing
sumer
In March the net contribution was $274,000,000.
In April the net contribution was $313,000,000.
In May the net contribution was $323,000,000.
In June the net contribution was $655,000,000.
In July the net contribution was $453,000,000.
In August the net contribution was $397,000,000.
In September the net contribution was $294,000,000.
In October the net contribution was $347,000,000.
In November the net contribution was $04,000,000.
In December the net contribution was $301,000,000.
For the calendar year 1936 the total outlay was $8,437,000,000; the
total receipts $4,294,000,000; and the net contribution toward consuner purchasing power $4 143 000 000
Now, adding that onto the J7,060,000,000 that makes well over
$11,000,000,000 that in 3 years' time we had added to the consumer
purchasing power of the country.
We all know what happened. The year 1936 and the year 1937, in
the economic prosperity of the country, were comparable to the boom
year 1929. Prices began to soar. Money began to move so rapidly
that the President of the United States felt so disturbed about it as
to feel duty bound to issue a statement designed to reduce prices in
certain commodity fields. Whether that was a wise policy to pursue
or not is a matter of controversy and opinion. But at least we had
stimulated consumer purchasing power of America to the point where
prosperity was actually with us and not just imagined to be around
the corner.
And the interesting thing to me, if I may say so, Mr. Chairman and
members of the committee, is that we were not willing to observe a
pragmatic test that actually worked. It is one of the few times that
I know of in history where people have actually thrown away the
very economic medicine that made them well, or here a patient has
repudiated the treatment that actually revived him and stimulated
him.
And yet we were so unaccustomed to that method of improving
the economic system that we were innately or consciously afraid o
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it and we began to put the brakes on instead of keeping the thing
going with the momentum that we had once stimulated.
It reminds me of what I had to do many times, get out on a cold
morning and try to push an old Ford or a Chevrolet, to get it
started. When once you do get it started, it is not very hard to keep
it going. But it takes two or three or maybe more men to get it
started again. And that is just what has happened to our economic
system.
Now, in 1937, in January, our net contribution to consumer purchasing power of the country fell down to $159,000,000.
In February the figure is $59,000,000.
In March it is $101,000,000.
In April it is $102,000,000.
In May it is $44,000,000.
In June it is $100,000,000.
In July it is $89,000,000.
In August the figure is $70,000,000.
In September the figure is $28,000,000.
In October the figure is $50 000,000
I. November the figure is $f8,000,060.
In December the figure is $105,000,000.
So for the year 1937 the record is a total outlay of $7,401,000; total
receipts of $6,416,000,000 and a net contribution to the consumerpurchasing power of the country of only $985,000,000.
So that it fell in 1 year, up to the end of the year 1937 from a
net contribution to consumer-purchasing power of America of $4,143,000,000 to $985,000,000. So eventually we had achieved a balanced
Budget and forever let those honest gentlemen who believe that the
mere balancing of the Budget is the solution of our economic question
remember that year 1937. It is the answer to their remedy to cure
the economic ills of America.
Now, Mr. Chairman, it is common knowledge to every Member of
this Congress that for the whole year 1937 we hoped and prayed that
something would just happen of its own initiative. We actually did
take a do-nothing policy as a means of economic recovery and improvement and we waited month after month, and more and mor4
people went on the rolls of the unemployed and more and more people
lost their businesses, and more and more people went to a premature
and untimely grave from economic poverty and hardship, because
the Government listened to those sirens that said that ali we had to
do to improve the economic situation was to do nothing. And we
did that for a year.
And, finally, in the spring of 1938 we thought that wve had had a
fair example of what happened when we did nothing, as a great
many people wanted us to do. Now, for the year 1938, what did
we do? We began to do something in the sphere where we thought
it would do good, to increase the consumer purchasing power of
America. The result was that in January of 1938 the net contribution to consumer purchasing power of the country, made by the
Federal Government, was $61,000,000.
In February the figure was $16,000,000.
In March the figure was $104,000,000.
In April the net contribution was $140,000,000.
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In May the net contribution was $191,000,000.
In June the net contribution was $170,000,000.
In July-now it is going up again; you remember the late spring
of 1938 was when we appropriated some more money to stimulate
the consumer purchasing power of America. So in July 1938 our
net contribution to consumer purchasing power of the country was
$215,000,000.
In August the net contribution was $277,000,000.
In September the net contribution was $218,000,000.
In October the net contribution was $295,000,000.
In November the net contribution was $240,000,000.
In December the net contribution was $273,000,000.
With the result that the net contribution to the consumer purchasing power of the country by this Government in 1938 was $2,200,000
as compared to $985,000,000 in the year 1937.
And so, when we began to employ again the remedy that had actually got us out of bed, up until 1937, we again began to get up out
of hLIT although those of us who have had the flu or some comparable
disease know that when you have been ill and have a set-back, sometimes it takes you longer to catch up the second time than it would
have if you had not gotten up so soon the first time.
So, Mr. Chairman, those figures I think are very pertinent as indicating a general principle. That is to say, that we can never solve
our difficulty with our economic situation unless we can develop some
machinery to stimulate and to improve the consumer purchasing
power of the country. That is what we are struggling for. Some of
our friends, just as honestly, have appeared and have been saying,
"Look at the great reservoir of capital in the banks of this country.
All we need to do to have prosperity is to release those reservoirs
of capital and let them stream out into the channels of commerce and
trade."
Well, that is all very well. It is a very easy thing to say, "Why,
let the man that wants to make automobiles take some money from
the banks and build an automobile factory and start the mines and
the machines to working and begin to give the transportation systems something to do, and in a little while you will have that additional contribution to the economy of the country." But suppose
he builds his factory, and suppose he has his materials made into
automobiles and has his men employed, and has used up his capital
for that purpose, how is he going to get, it back unless the people
of the country are able to buy those automobiles?
And so what we are struggling for is obviously to approach the
problem from that end, and I am one of those that believes that it is
customers and not this imaginary thing called confidence that will
give real confidence to the business of the country.
With respect to the bill, Mr. Chairman, I profess no wisdom even
comparable to that of your Committee on Ways and Means here in
the House. I do not know, as perhaps you do not know, what plan
will have complete efficacy that might be proposed.
I do believe that it is in the right direction. I do believe it has
merit. I do believe it is dealing with the subject in a fundamental
way, because it keeps money circulating among the people of the
country. I do believe that it is just as desirable; in the first place,
I believe that all older people should receive the benefits of what-
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ever social-security plan we have and not leave out any classes,
domestic or agricultural, or any other classes.
I would just as soon, as far as I am concerned, see those taxes that
will pay for that system's operation arrived at by some sort of an
excise tax, as to see those taxes derived from pay iolls, or even from
the general treasury.
Mr Chairman, you will observe that this is a segmented bit of
revenue. It is taken up and it is distributed back, as it were, from
the whole people to a few people.
I woulX not relinquish-I do not like to call it the means test,
but I would give first consideration, I believe, as this bill does, to
those that are not gainfully employed; because after all if there is
one man here that has a thousand dollars and there is another man
over here that does not have a thousand dollars, while the man that
has a thousand dollars can just as effectively put the money in circula.
tion as the man who has no money yet this fellow would derive
a great deal more good from it while he is putting it into circulation,
with equal efficacy, than the fellow over here that already had some
money.
So I would preserve in the bill the allocation of these funds to
those who do not have other income comparable to this income that
would be provided by this bill.
So the only thing I came here to say, in substance, was that we
have got a problem; that it is a fundamental problem and it is not
going to be cured overnight by anything.
I was during this last summer in Geneva in Switzerland and went
down to the labor building where they have statistics of a world-wide
economic survey. They were indicated in block form upon a table,
and to my regret and to my chagrin, in a way, I looked at those red
blocks on the table indicating the number of unemployed in the
various countries in the world. I observed that the one for the
United States was a very high red block indicating a high unemployment. The one for Great Britain was also high red block
indicating that Great Britain had a large number of unemployed.
The one for France was also high, indicating that that country,
too, had its serious unemployment problem.
The one that was by Holland, the one that was by every democracy
in the world was a high red block.
Then right along beside them on the same table there was a little
bit of a red block, and by that was the name of Germany, indicating
that they boasted of practically abolishing unemployment. And
right beside that was another one for Italy, which was only a little
higher than that of Germany. And over beside that was one marked
Japan, and that was lower than either one of the others.
Now, whatever we may say in abhorrence of their methods, however despicable they may be in philosophy and in conduct to the
American citizen, At least they have approached in a realistic way
this dilemma of unemployment.
I actually saw in the city of Berlin, a part of the city that housed
the American Embassy, a palatial building that housed a family
that is related to the Anheuser-Busch family in this country; a
palatial home that was being destroyed, razed to the ground. they
-were building great new wide avenues and streets there and marvelous
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new buildings in the place of those that were already r-.lmost palatial
in their significance.
I do not want to be misunderstood by anybody in giving approval
to anything that they do other than to say that there is a degree of
realism in their approach, the approach that they have made to this
problem.
And so here in America, if we do not do anything to aid the private
system as it goes along, I venture to say that our total number of
unemployed year by year will become greater and greater, and there
just are not enough jobs in the existing economic system to go
around. That is all there is to it. If we do not take from the
reservoir of saving in this country, and reach down into the man's
pockets that works, and reach down into the pocket of the man that
makes money, and take some money and put it over into a fund that
will be used as an instrumentality of giving other men a chance to
work, then we need not expect anything but economic chaos and
economic weakness and economic disturbance and all the attendant
ills that go along with them.
And so, Mr. hairmiani, this I beg you to consider as one contribution toward that problem. Weigh it, tear it apart as you will, and
perfect it as best you can.
Mr. CULLEN. Thank you, Senator.
Mr. MCCoiiAci. Senator, certainly I do not misunderstand your
reference to what you observed at The Hague when you saw that the
democracies had a larger unemployment than the totalitarian states.
And your language was that they approached the problem in a realistic way.
But, first, have not the totalitarian states driven women back into
the home, and gone back to the position that she is just a chattel, as
she was regarded in the old pagan days; just as one might regard a
piece of furniture?
Senator PEPPRn That is right.
Mr. McCoRMAcIc. We would not stand for that,, would we?
Senator PEPPER. That is exactly right. But I would just like to
say this. There are a great many people--I do not subscribe to that
in any way because our women are entitled to work just as our men
are. But that is one way of approaching the problem to give men
a chance to work and take women out of the places where they are
competing with them. That is at least a realistic approach. I abhor
it, but I say that it is realistic.
Mr. McCORMACK, But in a democracy we cannot do that.
Senator PEPPRa. That is right.
Mr. McCoRAAcK. And certainly I know that you would not stand'
for it.
Senator PEPPER, Not in the slightest.
Mr. McConMAcic. Neither would I. Of course, that is one means
of solving our domestic unemployment problem.
Senator PEPPER. That is right.
Mr. MCCORMACK. Of course, you know about the concentration,
camps that they have over there?
Senator PEPPER. Yes.
Mr. MCCORMACK. And then there is the tremendous increase int
rearmament that is going on in those countries?
Senator PEPPER. That is right.'
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Mr. MCCOMACK. They have been a contributing factor to the

situation that you have mentioned?

Senator PEPPER. That is right.
Mr. McConMAcic. Also they have state subsidies for both domestic

and foreign business, and they have used the power of taxation for
complete social purposes.
Of course, we have a different situation than that. We have ot
to face our problem from the angle of a government of the kind tat
we have.
Senator PErPr. Mr. McCormack, I have heard your questioning
here before, and I know how deeply you are interested in this
problem.
Mr. McCoRNAcx. Let me say-and I do not say it by way of
flattery-that you have made a very powerful presentation of the
facts here. There is no question but what the problem is a very
serious problem-the problem of unemployment. That is the primary
problem that confronts us domestically.
Senator PEPPER. What I started to say was-and I would be glad
to have your observation on it-that this spending program, if you
want to call it spending; I prefer honestly to call it an investment
program-but this disbursement program, it seems to me, is the
democratic way of reaching this problem. And I will tell you why I
say that.
In Germany and in Italy they do not bother to seek the interests
of the individual. Hitler said in his Nuremberg speech, "The State
is everything, the individual nothing."•
Now, when they want 100,000 men-they may be unemployed men,
for all I know-for work either at the front or to work in a shipyard
or in a mine or in the fields, they just order them to go there. And
that is all there is to it. I suppose they give them food and clothes
and maybe some remuneration; I do not know how much, while they
are there. That is all there is to it. That is the dictator's method
of solving the problem. We have never gotten to the point in this
country where, if in Philadelphia there is a shortage, of labor and
in New York there is a surplus in the labor market, we tell those
people in New York, "We are not going to give you any P. W. A.
money or Federal benefits any more. All you have to do to get a
job is to go down to Philadelphia." We have never done that even
negatively, much less to have the Government go up and put them
on trains and tell them that they have got to go down to Philadelphia
and work.
If we are ever going to get any kind of movement that will come
from attracting tie indivi dual to make a decision voluntarily to go
where the job-is, the only way to do that is to create the job and
then perhaps let him know about it and encourage him to find either
in his own community or in some other community the new job that
is created for him.
Mr. MCCORMACK. I was interested to have the record show what
I thought were rather pertinent facts. Because when people talk
about unemployment in the United States and compare it with the
employment situation in totalitarian countries, it seems to me there
are factors which, if people consider them, would make them realize
that they must be taken into consideration to get at the truth.
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You are quite right.

Mr. MOCoRMACK. And beck of it all, the philosophy in those

countries is that the State is omnipotent while the personality of the
individual shall be submerged or destroyed.
Senator PEPnPi. That is right.
Mr. McCoRMACK. That is the basic conflict between religion and
the state. The state tries to dominate religion through the destruction of the personality of the individual. Here, under our form of
government, of course, we must consider not only efficiency, but
satisfaction.
Senator PEPPER. That is right.

Mr. MCCORMACK. And the satisfaction is the possession of individual rights that we enjoy.
Senator PsrnR. That is right.
Mr. McCoRmAcK. And we must make some sacrifice of efficiency in
order to have that satisfaction, or the approximation of it.
Senator PurEe. Just last night I attended in New York a very
significant dinner. It was attended by 8,100 people, at the Hotel
Astor. It was called by the Phi Beta Kappa Society of this country,
to give renewed expressions of fidelity to the humanities and the
spiritual thing that Phi Beta Kappa stands for, in response to the
feeling that man does not live even by bread alone.
And it might be of interest, too, to see how people till cherish
those things, to hear the master of ceremonies and the people in
charge say that while they expected three or four hundred people,
perhaps, to be there, 3,100 actually came and paid $2.50 to be there,
and they had to turn away many hundreds more.
That indicates, of course, that our people still cherish those things.
They even cherish them when bread is in consideration. We are
not willing to give up those things even to get bodily comfort.
Mr. MCCoRMACK. You do not have to tell me what your views are,
Senator. I know them. I asked a few questions because someone
who read your remarks might arrive at a misunderstanding of your
point of view.
Senator Puris. That is right.
Mr. MCCORMACK. There would be no misunderstanding on the
part of a fair person, but we are practical men and we know that the
world is made up of all types of people.
Senator PmPr.

That is right.

Mr. McCotMAx. Mr. Chairman, those are the only questions I
wanted to ask.
Mr. JE;INs. Mr. McCormack asked some of the questions that I
had in mind, Mr. Chairman. But may I take this opportunity to
state that I agree with him that the Senator has made a very brilliant presentation. I am not so sure, even though his presentation
was brilliant that we are anywhere nearer the solution. For in.
stance, I read a few days ago a report where Germany claims that
the key to her success is that her workmen are working 15 and 16
hours a day. Of course, we could not accomplish in this country
what we are trying to do if we took that course.
Senator PuPnn. That is right.

Mr. JENKINS. It would seem, then, that their philosophy is highly
contrary to what we are trying to do in this country.
Senator PFrtzit. That is right.
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Mr. JEN INs. In the first place, we maintain that we have a surplus
of everything. If that is true, we do not need employment of 16
hours a day. And we maintain that in order for us to bring about
what we are after, we must pay high wages. In those other countries
they do not argue so much about high wages; they are not so
particular about wages.
Senator PPPER. That is right. '
Mr. JENmciNs. I do not know whether the answer to the question is
as Mr.McCormack says, that they surrender some of the persona?
things in life that we have in this country.
In other words, I listened to your speech with a great deal of
interest, but somehow or other, I came out at this one place. In your
proposal of the vrownsend plan, you propose to pay money more or
less as a false start, to prime the pump, as it were, to start the wheels
going. But over there in those other countries, in the totalitarian
States, their absorption of unemployment has come from some other
reason.
I do not know how you bright men, who argue in favor of this
proposition, are going to justify yourselves when you come to that
one point of doing atranda-new thing and taking a gigantic step in
that one direction. If you are going to base your program on this one
first step, and if that step should be a failure, then it would look like
our structure would collapse
Senator PEPPER. Mr. Ch airman, I will say to Mr. Jenkins-and
the query that lie puts is one that troubles all of us--is that perhaps
the most reassuring thing about this whole problem is one of us can
be just about as sure thathe knows the answer as the other fellow.
I have talked to rich men and poor men. I have talked to men in
high station and low station, and I have not found any man yet that
has the answer to the problem in the form ol some magic panacea.
It is like the good doctor that will come to a patient and who will
not be demagogic enough to say that he has some pill that he can
give him and tomorrow he will jump up and run around the house.
The good doctor comes and tries to nourish the person's health; to
nurse the individual back to a sound recovery. But he tries to stimulate him. He may allow him a stimulus in his diet, or he will give
him a stimulus in his blood, because he wants to augment the natural
physical processes of recovery.
Now, all the Federal Government has been doing, and it seems to
me what this bill and all leIslation of that type proposes, is that
we shall_ simply give that little impetus that a good doctor tries to
give to his patient to bring him from a weakened condition back
to a sound recovery.
May I say too-and then I would like to have your further comment--that realize that there is nothing more extraordinary than
to have a man that purports to be an intelligent man say that you
can give away money and get back a general economic benefit from
such a donation.
Let us take that for just a moment. If I were to make that statement out in a debate, on a platform, all you would have to do to
ridicule me would be just to wave your hand at the crowd and say,
"Gentlemen, you can judge for yourself about the merit of this
proposal." B9ut the actual facts are that what we gave iA bonus
payments il 1986 aided our recovery. The actual facts are that in
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1920 we said we were lending money to countries abroad, in Europe
and in South America, for the purpose of buying material from us
that set our plants in operation and gave jobs to our people. And
during that era we actually prospered by a process that we thought
was lending, but it turned out later to be a process of donation of
our money to other peoples of the world.
I would not hazard my reputation, whatever it may be, by stopping
there with such a statement, That is not the preferable course.
In relation to the older people, giving away money has a different
aspect. It does actually increase the purchasing power which oils
the machinery of commerce and trade. It is like putting currency
in circulation. You cannot have business unless you have currency.
The panic of 1907, Mr. Chairman and you gentlemen will recall,
was a currency panic and not an economic panic. You cannot do
business, if you please, unless you put currency in circulation. You
cannot do business, if you please, unless you have credit in circulation, available for economic development.
Now, I would prefer that as much of our money as possible go into
economic, productive channels. That is the reason I think the money
that we have spent on useful public projects has been justified by
the economic good that it has actually brought back, the wealth that
it has increased or brought about in this Nation.
Somebody put the question to me over in the Senate the other day:
"Why," they said, "do you espouse the monstrous proposition that
you can keep on going ihto debt and into debt and into debt without
coming eventually to the abyss of bankruptcy?" I said, "Let me give
a simple case to illustrate what I mean. Here is a man down on the
street who has a little hole in the wall operating, we will say, a
weenie stand. We will say he is supported by a hundred dollars'
worth of capital. Suppose he is a diligent fellow, he works hard
and he saves his money a little, and also has a friend that interests
himself in his welfare. He gets a thousand dollars of capital and he
goes up the street a little bit and enlarges his place of business. Now
he owes $1,000. He works for a year or two, and maybe his friend
comes back and pats him on the back and says, 'You have been a
good student; you h~ve handled your two talents very well. I am
oing to help you.' And he gives him $10,000, And he enlarges
his place again and lie goes on to a new progress and a new prosperity. Then suppose he eventually borrows a hundred thousand
dollars. He actually owes a hundred thousand dollars, yet he did
not owe but $10,000 before. But he expands his business until it
becomes a desirable and an attractive enterprise. Finally he finds
be needs some more capital and he floats a bond issue of a million
dollars. He actually owes a million dollars. Would anybody say
that, without more than I have said, that man has become progress.
sively poorer because lie
has become progressively heavier in debt?"
In other words, wealth is determined by a man's net financial state.
ment. Ifwe can bring back newly created wealth we are getting a
return for our money.
As Roger Babson pointed out in an article on the 28th of October
of last year, I believe, from Massachusetts--he said that the Congress
appropriated about 3 billion dollars in the spring and in a few days
increased the value of securities listed on the New York Stock Ex.
change to approximately 15 billion dollars; more than five times dr
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approximately five times return in value created upon the investment
made.
So I will say that there is a limit to the degree to which you can
give money away and be prosperous. There is a limit to how far
you can pull yourself up by your own bootstraps. But I am convidteed from what has actually happened that suc a policy may have
a part in our program within reasonable bounds. Because it is after
alithe principle of the farmer that takes the seed from'the harvest
and plants it back into the ground for a new crop.
As long as we can keep money in circulation, we can actually get
along without gold, in a nation, as Germany has done and these other
totalitarian states have indicated. The German mark is actually
intrinsically worth about a penny and it passes for approximately
25 cents all over that country. And they have kept on doing it, not
3 months or 6 months, but 5 years. They do it by restricting the
money that goes out of the country.
We may even have to change our ideas, to a degree, about money.
I do not know. I do not know anything about it. But I do know
that we have had to change a whole lot of our concepts. We found
out a lot of things that are perhaps a little different from what we
were told in the old classic way they were in economics, because economics has changed a lot since Adam Smith in 1776.
So I do say that there is a place in our Federal program for the
Government being the farmer that will harvest the money and throw
it out again in the field and let it do this work and harvest it in
again and keep throwing it out, so that it will move from hand to
hand and people generally will profit.
That would not be our sole means of revenue and that would not
exclude other things.
Mr. TREADWAY. Senator, I have been very much interested in your
address, In a way you have been dealing with economic problems in
general terms.
Senator PEPPFR. That is right.
Mr. TREADWAY. That is a proper description of your remarks?
Senator PEPPER, Yes sir
Mr. TREADWAY. Wouid you care to help this committee with advice
and suggestion as to the relative merits of the measures we are considering here? I have interrogated several witnesses along this same
line. It seems to me that we have three general programs that have
been suggested; one by the Social Security Board, one by the friends
of H. R. 11, and the other by the friends of H. R. 2. What would be
your advice to this committee, interested as we all are in old-age
security and benefits, as to the manner in which we may proceed and
accomplish something for the cause in which we are interested?
Senator Pmrmn. I will say, Mr. Treadway, as I stated to the chairman when I came here that I did not come as a witness, but I came
as one interested in tie same spirit that you have just indicated.
I do not know but what, if I had to answer that question categorically I should perhaps embody such a plan as this in the existing
social security law.
In other words, I believe, in the first place, that all people that
are 60 years of age or over should be the recipients of these benefits,
whether they work in one vocation or one profession or another.
The man on the farm who is aged, the man in the factory, or the
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charwoman who is aged-they are just as much entitled to provision
by their Government, for their old age, as the man that happens
to work in one of these vocations that is covered by the existing
social security law. So it might not be an unwise way to approach
the problem experimentally; maybe to leave the existing social security law where it is, or you might diminish its benefits for a part.
But even if all the benefit that is possible from this H. R. 2 were
derived, plus the amount that is now being paid to the people that
get social security benefits we are not going to bring them to great
extravagance because, as i indicated from some figures that I had
here in the Leginning, the average contribution now is $19.30 per
month of social security benefits. Even if H. R. 2 brings in $100
a month, as it might-and it might not bring in that much in the
beginning; the collections might not be perfect. There might be
many escapes. It might be that there would have to be changes made
in it after the Treasury Department had had some experience for a
little while.
But the main thing that I am suggesting, Mr. Treadway, is that
the genius of a democracy is sensible and reasonable experimentation.
If ex-Justice Brandeis has made one contribution to the jurispru.
dence of our country it is that very important contribution that in a
democracy we always learn by trial and error. That is the best way
to learn.
I would not embark this Government upon a proposition that
would simply destroy everything that was already set up. But I
think that we might begin to experiment with such a program.
In other words let a general excise tax be the means of deriving
revenue to provide benefits to all people 60 years of age or above,
in the hope that we remove from the employable class about
8,800,000 people within that age bracket, and give that many more
jobs to middle-aged men that perhaps are in active support of families. Or to young men who are just coming into man's estate.
And then at the same time we would be giving them something of
comfort and security in their latter years that would make the burden
a little bit lighter for them.
Mr. TREADWAY. That is a very interesting statement, Senator. Let
me see if you are familiar with the situation that I as one member of
the committee find myself in. I do not know how closely you have
been following this testimony in detail.
Senator PErrER. Unfortunately I was here only once, Mr. Treadway.
Mr. TPREADWAY. But we heard for several days the advocates, led
by Congressman Sheppard, of H. R. 11. In that testimony it was
stated that roughtly it was estimated that-I have no figures to submit personally, but the testimony was that after pro-rating the receipts under their gross-income tax, it was estimated that there would
be a floor of $80 a month and a ceiling of $60 per month. In other
words, that this tax would produce not less than $30 to each recipient
and not more than $60. Then their witnesses definitely said that they
did not expect it to go to $200.
' Later on, I think it was last Friday, we were favored with the
testimony of Dr. Townsend himself. He absolutely threw overboard
everything that had to do with H. R. 11 apd said in effet-I think
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his testimony will so show-that he would advise his friends in Congress that if H. R. 11 were reported, to vote against it.
Now, while witnesses such as Representative Oliver, of Maine, who
made a very illuminating statement, and Mr. McMasters, of Massachusetts--while they felt that there was no likelihood of this amount
of money in benefits going to $200 Dr To, send advocates a minimum of $200 and thinks that witilin a very short period it would
reach $300.
Now, where does that leave your poor committeeman, with such a
divergence of views?
In other words, is there any middle ground where these people can
get together or where they should get together?
Senator PEPPFR. Mr. Treadway, I can sympathize with the
dilemma in which we always find ourselves when presented with a
controversy. My individual situation is to come as near a good
thing as possible. I hope I am of the state of mind where I would
not try to push back another man trying to do a good thing, and I
am sure Dr. Townsend has no desire to retard any approach that
may be made to a better condition of affairs.
Think one of the reasons, perhaps, why I have not gone into
more accurate figures with respect to the mechanics of this bill is that
I do not know; I do not know how much revenue will be derived
from this tax; I do not know how generally it will be paid and how
generally it will be available. I do not know whether it would
accelerate, or perhaps diminish, the number of transactions; I do not
know how much it would yield to the pensioners; I do not know how
the public would take to it. It might be obnoxious to them. But
since the chairman of the committee went on the basis that we are
going to impose a certain percentage of excise taxes upon a business
principle, we are not going to take the responsibility of guaranteeing
any particular sum, we are going to use this method and it is going
to yield what it will yield, and we are going to distribute what it
will yield to those who are entitled to it, and after we have had some
experience and a better knowledge we will be able to make a more
substantial and adequate determination.
I wouldn't be the guarantor to anybody of how much this kind of
a tax will.yield.
Mr. THHADWAY. Just one more thought, if I may.
Senator PixPx. Yes, sir.
Mr. TREADWAY. It is this: I judge you favor H. R. 2 over H. R. 11.
Senator PEPPER. I would; yes.
Mr. TREADWAT. Then might I ask you this; this is a transactions
tax, a tax on every transaction in the development of any line of
goods or saleI
Senator PEPPR. Yes.

Mr. Tm )DWAY. How much would you consider that that would
likely add to the pyramiding of the cost of living?
Senator PErPPY. Mr. Treadway, to answer you frankly, I don't
know. On the other hand, I anticipate that whatever increase there
would be would be, perhaps, balanced by the money added to the
consumer purchasing power of the country.
Mr. TRLADWAY. That is one argument, is it not, for that form of
tax; that it adds to the consumer purchasing powerI
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Senator PEPPER. That is right.
Mr. TREADWAY. It increases the velocity.
Senator PEPPER. There are three things; in the first place it takes
care of the aged, most, of whom are out of jobs and out oi money;
second, it removes the aged from economic competition with tie
middle aged and younger person; and, third, it augments the consumer purchasing power of the country.
Mr. TREADWAY. I think the Senator has given us a very excellent
statement.
Senator PEPPER. I apologize. I told you I would not take so long.
Mr. MOCORMACK. Did you know that Dr. Townsend had renounced the idea of compulsory retirement for those who were the
recipients of this?
Senator PEPPER. I am sorry, I was not able to be here.
Mr. McCoRMACI. He told us the other day that the persons getting
this $200 a month should be allowed to continue at work, without
requiring anything they should get it; the wealthiest man in the world
should get it.
Senator PEPPER. I indicated in my remarks that I thought the consumer purchasing power would be helped just as much by giving it to
the fellow who did have it as well as to the fellow who di1 not have
it, and that fellow would be better off.
Let me call your attention to the fact that Dr. Townsend also
admitted that all the corner stores, the dLrug stores, grocery stores, and
the middleman and the independent would, of necessity, be squeezed
out by this tax because he could not compete, and Dr. Townsend said
that they are incompetent.
Senator PEPPER. I of course have no desire to do anybody any
harm. It was my idea it would do good.
Mr. MOCORMACK. The corner store would have to pay from 8 to 10
transactions taxes before it ultimately reached that corner store to be
sold to the consumer, while the large corporations could buy from
the producer, the manufacturer and sell through its own retail 'agency
with, at the most, 4 or 5 transactions taxes. When that was called
to Dr. Townsend's attention he admitted that the middleman and the
corner store and the independent could not compete under those con.
ditions, ald he said they would be squeezed out; that they should be,
they are incompetent.
Senator PEPPER, I am sure the doctor was honest in whatever
opinion he gave; but, as a matter of fact, wouldn't that be analogous
to the corner store in competition with the chain store? And the
independent merchants have not been forced out of business in spite
of the economy of the chain store.
Mr. MCCORMACK. You are asking me a question.
Senator PEPPER. I didn't mean to.
Mr. MCCOR]fACK. I would be very glad to have you ask me. I
wouldn't consider that analogous, however, to what would exist under
this bill in its far-reaching effects. There is no question, there is a
problem there. Certainly in its application it seems to me it would
be considerably less than under this bill.
Senator PEPPER. That is the reason I say we should proceed in such
a way that if what we do does not work out we can discard it.
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Mr. MCCORfACK. As I understand your situation, you have
addressed yourself in a general way to the proposition that everything should be done consistent with the welfare of all elements that
make up our society, and consistent with the welfare of our Government under the existing system?
Senator PpPEn. That is exactly right.
Mr. CuLLN. Thank you, Senator. The committee stands adjourned
until 2:30 o'clock.
(Thereupon, at 11: 30 a. in., a recess was had until 2 : 30 p. m.)

The CHASEMAN. Thank you very much, Senator. We will recess
until 10 in the morning.
(Whereupon, at the hour of 12:45 p. m., the committee recessed
until 10 a. m. of the following day, Friday, June 30, 1939.)

INDEX,
A

PAP

426
Abbott, Grace ---------------------------------------------------310
Accidents, number -----------------------------------------------428
Adair, Dr. Fred L -----------------------------------------------292, 404,410
Adie, David C --------------------------------------------Administration. See under specific program.
Advisory Council on Social Security:
203,209
Final report -----------------------------------------------203, 255
Membership ----------------------------------------------Recommendations -------- 9,164-165,168, 175, 195, 248, 250, 302, 341,384
Reference to ----------- 163, 167, 169, 183, 193, 194, 244, 256, 261, 264, 367
416
Afton, Emory ---------------------------------------------------Aged:
Dependency among --------------------------21, 22, 163, 337, 339, 496
Disability rate----------------------------------------- 77
Employment difficulties------------------------------65, 72, 497
341
Marital status ----------------------------------------------Number and proportion ------------ 14, 21, 22, 163, 337, 341, 479, 495-496
Old-age assistance recipients. See Recipients under Old-age assistance.
496
Retirement of -----------------------------------------------Unemployed, number and proportion ------------------------496-498
347
Veterans ---------------------------------------------------Wage earners ------------------------------ 57,58,59, 496-497
Wages reported for old-age insurance records------------------67-69
Agents, social insurance coverage. See Definition under Employment
and Agents under Insurance business.
Agricultural employment:
17,104
Administrative difficulties of insurance coverage --------------80, 17, 23, 104, 296, 327, 335, 342
Definition ...-----------------------Old-age insurance coverage ---- 6, 17, 20, 23, 71, 175, 176, 247, 335, 341,342
Unemployment compensation coverage ------ _-----------------8, 28
See also Agriculture.
Agriculture:
282
Farm income ------------------------------------------------282
Tenant farmers -_-----------------------------------------246
Agriculture, Census of --------------------------------------------88
Agriculture, Department of ---------.----------------------------Aid to dependent children: See Dependent children, aid to.
Alabama:
480, 435, 441, 442, 444
Crippled children, services for ----------------400
..-------------------------------Dependent children, aid to ---.
88, 97
Income, per capita -----------------------------------------429, 434
Maternal and child-welfare services -----------------------88, 96
Old-age assistance -------------------------------------------292
Personnel merit system --------------------------------------468, 459
Public-health services --------------------------------------Relief ------------------------------------------------------412
120
Unemployment compensation ..................................
Veterans -------------------------------------------------8 48
Alaska:
Crippled children, services for------------------- 430, 435,441, 442, 444
406
Dependent children, provision for ------------------------------267, 272
Eskimos ----------------.--------------------------------Maternal and child-health services ---------------------------429,434
458, 459
Public-health services --------------------------------------2..................
40
Allen, E. W .........240
Allen Edmonds Shoe Corporation -------------------------------259
Allis-Chalmers Co ...............................................
517

518

INDEX
Page
Altmeyer, Arthur J.:
Reference to ................1,109, 119,123,124,125,127, 139,
142,210,212,217, 255, 272, 280, 301, 304, 308, 326, 328, 348, 350,
351, 367, 368, 383, 386, 387, 402, 455
Statement of-------------------------------------------1-36, 49-99
Amalgamated Clothing Workers of America ----------- _-----------426
Amendment submitted to the Senate Finance Committee by Senator
Herring to amend the bill (H. R.6635, 76th Cong.) to amend the Social
Security Act ----------.---------------------------------------363
Amendments intended to be proposed to the bill (H. R. 6635, 76th Cong.)
to amend the Social Security Act by:
George, Walter F --------------------------------------------456
Hayden, CarlAdding title XII, Aid to Indians -------------------------266, 27t
Relating to transfer from unemployment trust fund to railroad
unemployment Insurance account --------------------273, 274
Johnson, Edwin C------------------------------------------182
La Follette, Robert M., Jr.(for himself and Senator Murray). 423-424, 445-446
Wagner Robert F -----------------------------------------296-300
Wiley, Alexander --------------------------------------------254
American Association for Social Security ----------------------183-195
American Association of University Women -------------------------426
American Drug Manufacturers Association -----------------------389-390
American Excelsior Corporation ------------ _--------------------236
American Farm Bureau Federation ------------------------------426, 427
American Federation of Labor -----.------------------------223, 341-344
American Federation of Musicians -------------------------------223-227
American Foundation for the Blind --------------------------------399
American Hospital Association ----------------------------------365-370
American Institute of Laundering -------------------------------195-202
American Legion -----------------------------100, 306-307,345, 426,427
American LIfe Convention --------------------------------------115-119
American Medical Association -----------------------------------426,439
American Pediatrics Society --------------------------------------427
American Public Health Association -------------------------------426
American Public Welfare Association- ------------------------403, 426
American Red Cross ----------------------------------------------101
American Retail Federation --------.----------------------------227, 228.
American Trucking Association, inc ------- _-------------------360-363
Ancient, Free, and Accepted Masons -------------------------------101
Anderson, Mrs. Roscoe -------------------------------------------426.
Andis, M., Jr --------------------------------------------------240
Andis Clipper Co ------------------------------------------------240'
Annals of the American Academy of Political Science ----------------369,
Annuitants, single, See Single annuitants under Benefits, monthly under
Old-age Insurance.
Ansell, Gen. SAmuel T., statement of ---------------------------223-227
Appleton
Woolen Mills -------------------------------------------241
Arizona:
Crippled children, services for --------------------430,435, 441 442'
Income, per capita -------------------------------------------8!7,
97
Indians -------------------------------------------265,267, 268,271
Maternal and child-health services ---------------------------429,434
Migration to ------------------------------------------------408
Old-age assistance -----------.-----------------------86,87, 96, 278.
Public-health services
--------------------------------458, 459
Unemployment compensation ---------------------------------273
Veterans ----------------------------------------------------348
Arkansas:
Crippled children, services for -----------------------430,435,441,442
Income, per capita -------------------------------------------88, 97
Materna and child-health services ---------------------------429, 434
Old-age assistance -------------------------------------------88,
93, 95, 96, 149, 174, 180-181, 186, 187, 188, 189, 276, 280-281
Public-health services --------------------------------------458, 459"
Rural population --------------------------------------------288
Veterans ---------------------------------------------------34&

INDEX

519

Associated Industries of Massachusetts--- --------------------296-290
Association of Casualty and Surety Executives ----------------------314
Association of College Presidents ----------------------------------22
384
Association of Insurance Companies Writing Group Insurance ----------Austin, William L -------------------.-------------------------328
Aviation, transoceanic, old-age insurance coverage ------............
20
B
Babson, Roger -----------------------------------------------6 10
Bachman, W.A --------------------------------------------19
235
Badger Malleable & Mfg. Co --------------------------------------Bank deposits, distribution ---------------------------------------282
Banks:
Old-age insurance coverage --------------------------------6, 71,335
Unemployment compensation coverage -----------------------8
Barkley-Doughton bills. See Bill to amend the Social Security Act . . .
to authorize additional appropriations for . . . maternity care and tie
care of Infants . . . (S. 3914, 75th Cong.) (H. R. 10241, 75th Cong.).
Bauer, Dr. W.
-------------------------------------------426
Baylor University Hospital ---------------------------------------366
Beckwith J. W -------------------------------------------------292
Belden Manufacturing Co --------------------------------------122-126
Bellanca, Dorothy- ---------------------------------------426
Benefits, old-ago. See Benefits under Old-age insurance.
Bevens, Mrs. Edwin ----------------------------------------------426
Bilbo bill (S. 750, 76th Cong.). See Bill to amend the Social Security Act
with respect to old-age assistance and for other purposes (S. 750, 76th
Cong.).
Bill to amend certain sections of the Social Security Act (S. 2203, 76th
Cong.) ---------------------2, 28-29, 33 34 86, 185, 209, 254, 312, 383, 491
Bill to amend the Social Security Act (II. R. 576, toth Cong.) --... '291, 406-418
Bill to amend the Social Security Act (S. 17, 70th Cong.)--------269, 270, 272
Bill to amend tie Social Security Act by increasing certain Federal contributions, and for other purposes (S. 3475, 75th Cong.) ------------ 490-491
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Average ------------------------------------------------492
Liberalization -------------------------------------489-490, 402
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State plans in operation ----------------------------------3, 489, 492
Bolz, A. C --------.-------------------------------------------234-235
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Byrnes Committee. See Unemployment and Relief, Senate Committee to
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Veterans ---------------------------------------------------348
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Contributory old-age pensions. See Old-age insurance and references under
names of foreigncountries,
413-414
Costello, Walter M --------------------------------------------Costs of living:
290, 293-294
Average ----------------------------------------------88 89, 90, 174, 286, 287
Federal grants, adjustment to State variations inSee also Variable under Federal grants under Blind, aid to; Dependent children, aid to; and Old-age assistance.
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Pepper, Claude (S.
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Ellist llHariet
i William- ---

----------------------------

426

-----------------------------291, 292, 403, 410
Employer-employee relationship. See Definition under Employment.
Employer reports, simplification. See Employer-reporting burchiu under
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H. R. 1965 (76th Cong.). See Bill to amend the Social Security Act to provide for matching equally the sums expended by the States for aidto
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Character ---------------115, 116, 117, 118, 119, 120, 121, 317, 323, 324
115, 116, 117, 118, 121, 158
Commissions as wages ----------------------Employer-employee relationship ----------------------------115 116,
117-118, 120, 121, 157, 158, 159, 160, 317, 318, 319-323, 324 , 325
Group insurance -------------------------------------85-86, 247, 384
Industrial insurance ----------------------------79, 119, 120,121, 244
Multiple representation of companies by agents- _...314-316, 317, 318, 324
117
-----------------------------------Renewal commissions
Self-employment --- 115, 116, 117, 118, 120, 121, 159, 314-316, 317, 323-325
Unemployment hazard ------.--------------------------119, 120, 121
Insurance principles in social insurance -------------------------2, 244, 253
See alse Contributory basis, Private insurance, analogy to, and
Reserve basis under Old-age insurance.
Interdepartmental Committee to Coordinate Health and Welfare Activities --------------------------------------------------------302, 432
Interior, Department of ------------------------------------267, 270, 272
Interior, Secretary of -----------------------------------269, 270-271,272
Internal Revenue, Bureau of -------- 9, 66, 80, 101, 115, 224, 225, 226, 325, 485
Internal Revenue, Commissioner of ------- 103, 105, 106, 107, 108, 109, 110, 111
Internal Revenue Act ------------------------------------------104, 162
Internal Revenue Code, social security taxes ------------------------102,
104, 109, 111, 112, 113, 114, 115, 133, 137, 160, 257, 274, 350, 353,
355, 374, 378, 381 384, 338.
See also Tax, title VIII and Tax, title IX.
International Society for Crippled Children, Inc --- _----------------426
Inter-Organization Council of Indiana -------------------- 370, 380-382, 453
Interstate Commerce Commission ---------------------------------360
Invalidity insurance. See Disability insurance.
Iowa:
430, 435, 441 442
Crippled children, services for ---------------------Income, per capita -------------------------------------------8, 97
Maternal and child-health services.----------- 428, 429, 431,434, 438439
Old-age assistance -------------------------------------------87, 96
Percent of persons with low reported wages ----------------------73
Public-health services --------------------------------------458, 459
Veterans ---------------------------------------------------348
Wages --------------------------------------------------60
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Italy:
Economic conditions -----------------------------------U n emp loym ent .... ..................................

------

8 99

507, 508, 509
--...... 505, 509

J

382-383
Jackson, Clarence A--------------------------------------------505
Japan, unemployment --------------------------------------------402
------ -------- -Johnson, A. R-.............-..
Johnson amendment. See under Amendments to H, R. 0635 (76th Cong.)
intended to be proposed.
368
.-------------.-------------Jolly, Robert ------------------273
Jones, R. T ----------------------------------------------------158.
------------------------------Co
Fire
Insurance
Jordan Mutual
239
-.----------------------------------------Jung, Otto- ---239
Jung Shoe Manufacturing Co ---------------------------------K

Kansas:
430, 435, 441,442
Crippled children, services for --------------------87, 97
Income, p or capita -------------------------------------------429, 434
services
---------------------------Maternaland child-health
87, 96.
Old-age assistance -------------------------------------------458, 459
Public-health services --------------------------------------348
Veterans ---------------------------------------------------406
Keith, George M ------------------------------------------------426
-------------------------------------Kendrick, W. Freeland
Kentucky:
430, 435, 441,442
Crippled children, services for -----------------------88, 97
Income, per capita ------------------------------------------429, 434
Maternaland child-health services ---------------------------88,96
Old-age assistance -------------------------------------------458, 459
Public-health services --------------------------------------348
Veterans ---------------------------------------------------295-296
Ketchum, Phillips ---------------------------------------------292
Kies, Peter J ----------------------------------------------------426
King, Paul H ------------------------------------------------292
Kirby Ams N -------------------------------------------------406
Kirk, William B -------------------------------------------------100
Kiwanis ------------------------------------------------------366
Kneif, M. Ray -------------------------------------------------332
Knudsen, William S ---------------------------------------------401
Kouns, Earl M --------------------------------------------------240
Kramer, Frank --------------------------------------------------.
240
Kramer Sheet Metal Works ---------------------------------------255
Kuechenmeister, Hugo -------------------------------------------L
- 39, 41, 172, 287, 288
Labor, Department of ---------------------------9, 423, 426, 427, 445, 446
Labor, Secretary of -------------------------------Labor costs. See under specific industry.
333
Labor productivity -------------------------------------------88
Labor Statistios, Bureau of ------------------------------------La Follette amendment. See under Amendments to H. R. 6635 (76th
Cont), intended to be proposed.
125
Lakeside Press --------------------------------------------------238
Larson, 0. B ----------------------------------------------------273
Latimer, Murray W -----------------.--------------------------Laundry industry:
196-197,199-200
Labor costs -------------------------------------195-202, 232
Unemployment compensation, effect of, on ---------------256
Laundrymen's Association ----------------------------------------196
Laundryowners' National Association ------------------------------349-52
-------------------------------------of
statement
Leach, ft W
292, 402
.
. ................
Leadbetter deorge W ............-.
499, 500
.
.. ...............
League of Nations.................
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Lebanon Mutual Insurance Co -------.---------------------------159
Leet, Glen --------------------------------------------291, 292, 399, 408
Lenroot, Katharine F.:
Reference to ------------------------------------------423, 424,443
Statement of --------------------------------------425-436,444-446
Leven, Maurice -------------------------------------------------151
Lewis, C. M
---------------------------------------------237
Life expectancy
--------------------------------51, 7&-77, 248, 462
Life insurance. See Insurance business.
Lincoln National Life Insurance Co --------------------------------243
Little, W. A .---------------------------------------------291, 405,407
Loughlin v. Pointer---------------------------------------------226
Louisiana:
Crippled children, services for -----------------------430, 435,441,442
Dependent children, aid to ------------------------------------405
Income, per capita----------.--------------------------------88,97
Maternaland child-health services -----------------------429,434, 438
Old-age assistance ---------------------------------------88, 96, 405
Public-health services --------------------------------------458, 459
Unemployment compensation ---------------.--------------120, 121
Veterans ---------------------------------------------------348
Loyal Order of Moose ----------------.----------------------22, 99-104
Lump-sum benefits. See under Old-age Insurance.
M
McCarthy, Walter V
--------------------------------------402
McCay, C. H -----------------------------------------------404,413
McCormack, John W.:
Reference to ----------------------------------118, 310, 355,400, 447
Statement of
--------------------------------------447-456
MeCormack amendment (see. 610 of Social Security Act amendments of
1939 [H. R. 6635, 76th Cong.] amending sec, 1602 ot the Internal Revenue
Code) -------------------------------------------------------4, 24,
29-30, 123-125, 126-134, 135-136, 137-141, J42-146, 160-163,
176-179, 181-183, 192-193, 20-223, 227-243, 254, 256-261, 296,
335, 342-344 349-352, 362, 379, 380-382, 384-388, 389, 447-456
Indexed in detail under benefit standards, Federal, and Contribution
standards proposed under Unemployment compensation.
MeCormack bill (H. R. 1965, 76th Cong.). See Bill to amend the Social
Security Act to provide for matching equally the sums expended by the
States for aid to dependent children (H. R. 1965, 76th Cong.).
M cEachron, E. D ---------------- I -------------------------------239
MeEntegart, Rev. Bryan J ---------------------------------------426
McKee, S. E --------------------------------------------------370-374
MeMasters, William H -------------------------------------------513
MeNeany's Department Store -------------------------------------240
Mahoney, Timothy J.:
Reference to --------------------------------------370, 449, 450,452
Statement of ----------------------------------------------384-388
Maine:
Crippled children, services for ----------------..
.
. ----- 430, 435,441 442
Income, per capita --.....---------------------------------7
8%, 97
Maternal and child-health services ---------------------------429 434
Old-age assistance ----------------------------------------86,k7 96
Public-health services --------------------------------------458, 459
Veterans ------------------------------------------------348
Malaria control ---.--------------------------459, 461,462,463,465, 468
Malleable Iron Range Co --.
.
..-----------------------------------236
Malzahn, W. E ------------------------------------------242
Mansfield, B. P ------------------------------------------157
Manufacturing Industry:
Labor productivity, size-of-firm variation ---------------------333
Pay roll, relation to sales ------------------------------1906-107,200
Marathon Battery Co --------------------------------------------.
239
Maritime employment:
Federal unemployment compensation system -------------------30
Old-age Insurance coverage -.-------------------6 , 20, 21, 71, 335, 341
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Married annuitants, See Benefits, supplementary under Old-age insurance. Pags
480
Marshall, John --------------------------------------------------Maryland:
Crippled children, services for -----------------------430, 435, 441, 442
87, 07
Income, per capita -------------------------------------------429, 434, 439
Maternal and child-health services -----------------------86, 87, 96
Old-age assistance ----------------------------------------292
Personnel merit system ---------------------------------------458, 459
Public-health services --------------------------------------409
Relief -------------------------------------------------------348
Veterans ---------------------------------------------------Massachusetts:
430, 435, 441
Crippled children, services for ----- _-------------------402
Dependent children, aid to ------------------------------------87, 97
Income, per capita -------------------------------------------Maternal and child-health services -------------------429, 434, 439
86, 87, 90, 307, 308, 469, 472
Old-age assistance ------------------------73
Percent of persons with low reported wages ----------------------288
Population, urban ------------------------------------------------ 458, 459, 461, 467
Public-health services ------------------------3-4, 108, 215, 218, 450
Unemployment compensation ------ _-----------348
Veterans ---------------------------------------------------60
Wages -----------------------------------------------------105
Massachusetts Real Estate Trusts ---------------------------------455
Massachusetts Unemployment Compensation Commission ------------Maternal and child-health services:
Administration:
433
Changes recommended -----------------------------------28-29
Personnel standards, Federal supervision -----------------Changes recommended by334
Congress of Industrial Organizations -----------------------La Follette, Robert M., Jr. (Amendment intended to be proposed
423-424, 445-446
to H. R. 6635 76th Cong.) ------------------Murray, James k. (Amendment intended to be proposed to H. R.
423-424, 445-446
6635, 76th Cong.) ---------------------------Senate Committee to Investigate Unemployment and Relief ..--- 28-29
334
Discrimination, safeguards against -----------------------------428, 432-433, 436-440
Extent of program -----------------------------Federal grants;
429
Allotments matched -------------------------------------423, 425, 427, 434
Amount --------------------------------------423-424, 445-446
Liberalization -------------..----------------425, 427, 428
Matching basis ---------------.-------------------425, 427, 428
Variable ------------------------------------------2, 431
Federal-State responsibility -----------------------------------424, 427, 431-440
Need for extension ---------------------------------28-29
Personnel, State, merit systems --------------------------------427, 428
State need, definition --------------------------------------Maternal mortality, See Mortality rates.
221
Matsohck, Walter ----------------------------------------------236
Mavis, E. A ----------------------------------------------------234, 235
Mayer Oscar, and Co ------------------------------------------439
Mental hygiene -------------------------------------------------Merit rating, See Experience rating under Unemployment compensation,
382-383
"Merit Rating Versus Pooled Fund -----------------------------366
Methodist Episcopal Hospital -------------------------------------Michigan:
430, 435,441 442
Crippled children, services for -----------------------8, 97
Income, per capita -------------------------------------------429, 434 438
Maternal and child-health services -----------------------86, 8, 06
Old-age assistance -------------------------------------467, 468
Public-health services ------------------------------------409
Relief ------------------------------------------------------25,38, 46, 177, 448
Unemployment compensation --------------------348
Veterans ---------------------------------------------------366
Midway and Mounds Park Hospitals -------------------------------408, 410, 413-414, 457, 464
Migrants, interstate, problem of ----------------
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Miller, J. H -----------------------------------------------------235
Miller, Olive
---------------------------------------------159
Minnesota:
Crippled children, services for -----------------------430, 435,441,442
Dependent children, aid to ------------------------------------402
Income, per capita -------------------------------------------87, 97
Maternal and child-health servieds ---------------------------429 434
Old-age assistance
---------------------------------86, 87, 96
Public-hqalth services
--------------------------------458, 459
Relief ----------------------------------------------------408, 417
Veterans ---------------------------------------------------348
Mississippi:
Crippled children, services for----------------430, 435, 441, 442, 444
income, cash - -----------------------------------------282
Income, per capita ---------------------------------------88, 97, 285
Maternal and child-health services ---------------------------429, 434
Old-age assistance ------------------88, 96, 180, 186, 187, 188, 189, 190
Percent of persons with low reported wages ---------------------73
Public-health services ------------------------------458, 459, 460, 468
Racial distribution -------------------------------------------282
Tax revenues -----------------------------------------------282
Veterans ---------------------------------------------------348
Wages -----------------------------------------------------60
Missouri:
Crippled children, services for -----------------------430, 435, 441 442
Income, per capita ------------------------------------------87, 97
Maternal and child-health services ---------------------------429, 434
Old-age assistance -------------------------------.-----------87, 96
Public-health services ------------------------------458, 459, 467, 468
Veterans --------.------------------------------------------348
Money velocity -----------------------------------------------504
Monk, Charles T ------------------------------------------------158
Montana:
Crippled children, services for -----------------------430, 435, 441, 442
Dependent children, aid to ----------------------------------402-403
Income, per capital ------------------------------------------ 87, 97
Iidians----------------------------------------------------271
Maternal and child-health services --------------------------429, 434
Old-age assistance ------------------.--------------------80, 87, 96
Public-health services --------------------------------------458, 459
Relief ------------------------------------------------------410
Unemployment compensation ---------------------------------3
Veterans --------------.---------------.-------------------348
Montavon, William F --------------------------------------------360
Afonthly Labor Review -.
.
.
.
.
..-----------------------------------496, 497
Morgenthan Henry, Jr. See Treasury, Secretary of.
Moritz & Winter Co -------------------------------------------242-243
Mortality rates ----------------------77-78, 427, 440, 460, 461, 466, 467, 468
Moss, Joseph L -------------------------------------------------413
Motor trucking. See Trucking industry.
Munger, Claude W ----------------------------------------------365
Murphy, Ray, statement of -------------------------------------314-318
Murray, James E.:
Reference to ------------------------------------------432, 483, 445
Statement of....
..
...--------------------------------------423-424
Murray amendment. See under Amendments to H. R. 6635 (76th Cong.),
intended to be proposed.
Musicians:
Old-age insurance coverage ---------------------------------223-227
Unemployment compensation coverage ----------------------223-227
Unemployment hazard ---------------------------------------224
Mutual Fire Insurance Co. of Berks County, Pa --------------------160
Myster, Howard S -----------------------------------------------292
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Nathan, Robert ----------------------------------------94, 286, 313, 314
National Association of Direct Selling Companies -------------- 340, 352-360
National Association of Insurance Agents -------------------317, 323-326
National Association of Manufacturers ---------------------------202-209
National Board of Fire Underwriters ---------------------_----- 314-318
National Budget. See Budget.
National Catholic Welfare Conference:
Recommendations of ---------------------------------- 363-365, 463
Reference to -----------------------------------------------363 463
National Congress of Parents and Teachers -------------------------426
National Council of Catholic Women ------------------------------426
National Council of Jewish Women --------------------------------426
National Emergency Council -------------------------------------282
National Food Brokers Association ------------------------------370, 378
National Grange ----------------------------------------------426, 427
National health bill of 1939 (S. 1620, 76th Cong.) ------------303, 312,
423, 424, 425, 428, 43I, 432, 433, 441
National Income. See under Income.
National Industrial Conference Board ----------------------------89, 288
National League of Women Voters ---------------------------370, 383, 426
National Petroleum Mutual Fire Insurance Co ----------------------157
National Publishers Association ------------------------------------205
National Recovery Administration ---------------------------354, 357, 376
National Rehabilitation Association ------------------------------310-313
National Retail Dry Goods Association -----------------------255, 257-264
National Small-Business Men's Association -------------------------326
National Urban League ------------------------------------------426
National Welfare Conference --------------------------------------366
National Woman's Trade Union League ----------------------------427
National Youth Administration -----------------------------------313
Nebraska:
Crippled children, services for -----------------------430, 435, 441,442
Income, per capita -----------------------------------87, 97
Maternaland child-health services -------------------- 428, 429, 431, 434
Old-age assistance ----------------------------------------87, 96
Public-health services --------------------------------------458, 459
Veterans ---------------------------------------------------348
Neenah Foundry Co ---------------------------------------------235
Negroes:
Death rate --------------------------------------------------78
Percent with low reported wages ------------------------------73
Tuberculosis among ----------------------------------------460, 466
Netherlands, unemployment --------------------------------------505
Nevada:
Crippled children, services for -----------------------430, 435, 441, 442
Income, per capita ---------------------------------------87, 97
Maternaland child-health services -------------------428, 429, 434
Old-age nasistance ---------------------------------------86, 87, 96
Public-health services --------------------------------------458, 459
Veterans ----------------- _----------------------------------348
New England Cranberry Sales Co -------------------------------295, 296
New Hampshire:
Dependent children, aid to ------------------------------------403
Income, per capita -------------------------------------------87, 97
Old-age assistance ------------------------------------86, 87, 96, 403
Public-health services ----------------------------------458, 459, 467
Unemployment compensation ---------------------------------126
Veterans ---------------------------------------------------348
New Jersey:
Crippled children, services for -----------------------430, 435, 441, 442
Income, per capital ------------------------------------------87, 97
Maternaland child-health services ---------------------------429, 434
Old-age assistance ----------------------------------------86, 87, 96
Public-health services ----------------------------------458, 459, 468
Unemployment compensation -------------------38, 46, 176, 177, 179
Veterans ---------------------------------------------------348
New Jersey State Chamber of Commerce ...........................
370, 388
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New Mexico:
Crippled children, services for -----------------------430, 435, 441 442
Income,
per capita -------------------------------------------87,271
97
Indians ------------------------------------------------------Maternal and child-health services ---------------------------429, 434
Old-age assistance ---------------------------------------88,96, 403
Public-health services --------------------------------------458, 459
Veterans ---------------------------------------------------348
New York:
Crippled children, services for --------------------430, 435, 441,442
Income, per capita ------------------------------------------87, 97
Indians ..
.
.
.
.
.
..---------------------------------------265, 267, 269
Maternal and child-health services ---------------------------429, 434
Old-age assistance86, 87, 03, 94, 95, 96, 185, 186, 187, 188, 189, 174, 307
Old-age dependency ------------------------------------------479
Percent of persons with low reported wages ----------------------73
Public-health services ----------------------458, 459, 460, 464, 467, 468
Unemployment insurance -----------------------38, 39, 42, 46, 231, 260
Veterans ---------------------------------------------------348
Wages -----------------------------------------------------60
New York State Employers Conference ---------------------370, 384-388
New York Stock Exchange ---------------------------------------510
Newbert, W. Edward ------------------------------------------390-398
Newton
Morganizations:
ortimer W ---------------------------------------------404
Nonprofit
Old-age insurance coverage .... 6, 18, 20, 21, 175, 341, 363-365, 367-370, 463
Unemployment compensation coverage ---------- 6, 363-365, 367-370, 463
Unemployment hazard -------------------------------------365, 368
See also under type of nonprofit employment.
North Carolina:
Crippled children, services for------------------430, 435, 441,442, 444
income, per capita --------------------------------------88, 97, 285
Maternarand child-health services -----------------------429, 434, 438
Old-age assistance------------------------------------ 88,96
Public-health services---------------------------------458, 459
Relief ----------------.------------------------------------404
Unemployment compensation ---------------------------------116
Veterans ---------------------------------------------------348
Workmen's compensation ----------------------------------148
North Dakota:
Crippled children, services for -----------------430, 435, 441,442, 443
Dependent children, aid to ------------------------------------404
Income, per capita ----------------------------------- 88, 97
Maternal and child-health services------------------------429, 434
Migration to ------------------------------------------------413
Old-age assistance --------------------------------------87, 0, 186
Public-health services -------------------------------------458, 459
Veterans ----------------------------------------------------348
0
O'Grady, Msgr. John --------------------------------------------463
Ohio:
Crippled children, services for -----------------------430, 435, 441 442
Income, per capita -------------------------------------------8, 97
Maternaland child-health services ---------------------------429 434
Old-age assistance ..
.
.
.
..----------------------------------86, 8, 96
Public-health services -----------.-------------------------458, 459
Relief ---------------------------------------------------413, 414
Steel industry ---------------------------------------------145, 146
Unemployment compensation ..........................
38, 46,160,161
Veterans-- ___.------------------------------------------348
Ohio Chamber of Commerce ------------------------------------160-163
Oklahoma:
Crippled children, services for -------------------430, 435, 441, 442
Income, per capita -------------------------------------------88, 97
Indians -----------------------------------------------------271
Maternal and ohild-health services -----------------------429, 434 438
Old-age assistance ------.------------------------------------8, 96
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Oklahoma-Continued.
Public-health services --------------------------------------458, 459
Tax, gross-income -------------------------------------------278
Veterans ---------------------------------------------------348
Old-age assistance:
Administration:
Costs ------------------------------------------- 32-33, 405
Federal grants for. See under Federal grants under Old-age assistance.
Personnel standards, Federal supervision --------- 27-28, 35,291-292
Advisory council proposed ------------------------------183 194-195
Amendments proposed. See Changes recommended by
under
Old-age assistance.
Age requirements ------------------------------------------344, 487
Changes recommended by:
American Association for Social Security ---------------184-190
Brown, J. Douglas -------------------------------------170-174
Byrnes, James F. (S. 2203, 76th Cong.)
.--------------34, 276-289
Caraway, Hattie M. (S. 1800, 76th Cong.) ---------------179-181
Downey, Sheridan -------------------------------------474-478
Hayden, Carl (Amendment intended to be proposed to H. R.
6635, 76th Cong.) ------------------------------------266, 272
Pepper, Claude (S. 3475, 75th Cong.) -------------------480-492
Senate Committee to Investigate Unemployment and Relief --- 28-29
Social Security Board ------------------------------32-33, 34, 35
Costs predicted ----------------------92-93, 180, 187, 188, 487-488, 489
Effectiveness of program --------------.---------------487-488, 492
Eskimos, Federal reimbursement for payments to -------------264-272
Expenditures from Federal, State, and local funds -------- 3, 337, 341, 487
Federal grants:
Administrative -----------------32-33, 179-180, 405, 407, 410, 487
Amount -------------148-149, 171,173-174,186-187, 253, 280, 487
Average basis -----------------------------------------185-190
Federal-State relations -----------------------------172, 173, 174
Liberalization ----------------148, 149, 150, 170, 171, 301, 380, 491
Matching basis-------------------.---------------------6,
32-33, 34, 89, 91, 92, 93, 95, 148, 149, 150, 170, 171, 173, 174, 180,
185, 186, 188, 253, 276, 284, 287, 289, 400, 402, 403, 404, 405, 406,
475, 486, 491.
Maximum per recipient .
.
..-----------------------------6, 32,
33, 148, 149, 150, 170, 179-180, 184, 187, 188, 189, 190, 276, 335
Minimum per recipient -----------------------------148, 149, 150
Variable --------------------------------------34, 35, 86, 89-98,
150, 170, 171, 172, 173, 174, 185, 279, 283, 286, 287, 288, 291, 407
Federal-State program -------- _---------------------------491
Federal-State relations ------------------171,189, 276, 277, 284, 285, 308
Federal system --------------------284-285, 480-481, 486-488, 489
Financing:
Federal. See Federal grants under Old-age assistance.
State capacity ------------------------------------------34-35
86-87, 88, 89, 93-94, 173, 180, 181, 185, 189, 253, 277-289, 481
State participation ------------172, 173, 174, 187, 188, 284-285, 481
Tax burden ---------------------------------------------252
Indians, Federal reimbursement for payments to ---------------264-272
Means test. See Needs basis under Old-age assistance.
Multiplicity and diversity of systems ---------------------------489
Needs basis
basis----3, 15, 91, 92, 163, 164, 166, 276, 284, 473, 486-487, 497
Noncontributory basis -----------------------------------------163
Objectives ----------------2, 148, 149, 150-151, 164, 189, 480-481
Old-age insurance, Integration with ------------------------- 335, 336
Payments to recipients:
Adequacy ------------------164, 186-190, 276-277, 279, 309, 486
Average ------ 87-88, 96, 97, 181, 184-190, 309, 410, 473, 476, 491, 512
Married couples ---------------------------------------486, 487
Maximum------------.
--148-149, 186
Minimum.:---------------------393,
148-149, 180, 280, 412, 487, 489
Old-age insurance, relation to------ _------------------2, 8, 30,
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Old-age assistance-Continued.
Page
Payments to relpients-Coatinued.
Single persons -----------------------------------------486-487
State variations -----------------------------------------34-35,
87-88 91, 95, 172, 173, 174, 179-180, 181, 184-190, 276-289, 307,
335, 474-476, 480-481, 492.
Variations among recipients -----------------------------184-190
Wage rates, relation to -----------------------------------487
Personnel, State, merit systems ---------------------28-29,
35,
291-292
Reefpients:
Number ----------------------------------487, 488, 491, 497-498
Ratio to aged population -------------------2, 34-35, 488, 497
Recoveries from estates -------------------------------------407
Relation to other public assistance and welfare programs --.-....
33,
167, 173, 253, 284
Reports required ------------------------------------------179-180
State emphasis upon -------------------33, 173, 402, 403, 404, 405, 410
State plans in operation ------------------------------------2, 3, 487
See also under name of State.
Old-age benefits, See Old-age insurance.
Old-age dependency. See Dependency among under Aged,
Old-age insurance:
Account numbers, applicants for -----------------------2, 5, 86, 246
Actuarial basis -------------------------------------10, 166, 177, 178
Administration:
Costs -----------------------------------------------80, 85-86
Difficulties of coverage extension --------------------------I7,
18, 19, 20, 22, 116, 363, 354, 356, 358, 364, 368
Amendments proposed. See Changes recommended by under
Old-age Insurance.
Average wage basis. See under Benefits, monthly under Old-age
insurance.
Beneficiaries:
Prospective number --------------14, 21, 57, 58, 68-76, 78, 238, 248
Ratio to aged population ---------------------------------21
Benefits:
Adequacy --------------------------------------------471-472
Amount -------------------------------------------52, 240, 250
Equity -------------------------------------471-472
Guaranty of payments. See Safety of funds under Old-age reresve account.
Relation to taxes collected --------------------------------8, 5,
16, 50-52, 62-65, 79, 84, 249-250, 262, 469
Value, aggregate --------------------------------52 64 65, 66
Benefits, lump-sum -----------------------3, 5, 12-13,16, 64, 72, H6, 246
Benefits, monthly:
Adequacy ------------------------------------------10,167,190
Amount -----------------------------------------------50, 51
Annuities, commercial, relation to -------------16-17, 62-63, 79-80
Average wage basis --------------------------13, 16, 78, 245, 260
Benefit formula, effect of ---------------------------------13
15-16, 49, 62-80, 85, 165, 167, 246-247, 248, 336, 346
Contributions, relation to. See Relation to taxes collected under
Benefits under Old-age insurance.
Earlier payment ----------------------------------------6, 12
16, 49, 227, 257, 279, 336, 339, 340, 378,386
Employment, relation to
----------------------------62-76
Examples
---------------------------------------64-67
Liberalization -----------------0-6,10,165, 245, 247 257 279, 378
Low wages, adjustment for. See Benefit formula, effect ot under
Benefits monthly under Old-age Insurance.
Maximum ----------------------------------------148-149, 419
Minimum ---------------------------------------50, 64, 148-149
Need, relation to ---------------------------3, 12,15, 16, 247, 472
Old-age assistance payments, relation to--------------- 469, 471,472
Older workers, adjustment for. See Benefit formula, effect of under
Benefits, monthly under Old-age insurance,

538

INDEX

Page
Old-age insurance-Continued.
Benefits, monthly-Continued.
Short-service period, adjustment for. See Benefit formula, effect
of under Benefits, monthly under Old-age insurance.
13, 16-17, 255, 309, 471-472
Single annuitants ---------------------Wages, relation to---------- _---- 3, 13, 15-16, 51, 52, 64, 62-80, 164
49,52
.
..------------------------------------Benefits, primary ...
See a so Benefits, monthly under Old-age insurance,
Benefits, supplementary:
Aged wives---- 6, 12, 50-52, 65, 66, 74, 190-191, 255, 257, 336, 471-472
50, 257, 336
Minor children -------------------------------------6,12,13,14, 16, 41,
Benefits, survivors' ... --------------------------60, 65, 72, 74-75, 77, 190-191, 245, 251, 257, 336, 340, 363
Changes recommended by190-192
American Association for Social Security ----------------341-344
American Federation of Labcr --------------------------227
American Federation of Musicians -------------------------366-370
American Hospital Association --------------------------363
American Trucking Association, Ino ----------------------164-170,175-170
Brown, J. Douglas ---------------------------..
National Catholic Welfare Conference --------------------- 363-365
257-264
National Retail Dry Goods Association -----------------463
O'Grady, Msgr. John----------------------------....
Shopping News Managers Club------------------------37-49
Social Security Board -----------------16, 17, 18, 19, 20 21 22 23
371-374
The Texas Co --------------------------------.--------Wagner, Robert F. (Amendment intended to be proposed to
H. R. 6635, 76th Cong.) ------------------------------296-305
52, 53, 66
Collusion, prevention of -----------------------------------168, 380
Contingency reserve ---------------------------------------Contracting out for private pension plans ----------------- 419-420, 447
Contribution, Federal. See Government contribution under Old-age
insurance.
3,
Contributory basis -------------------------------------------10, 11, 71, 163-164, 166-167, 168, 251, 253, 309, 340, 469
Cost estimates -------------- 9, 16, 80-81, 190, 203, 246, 248, 249, 250, 380
2,6, 17-23, 58, 71, 98,
Coverage -------------------------------------103, 104, 115, 119, 157, 160, 164, 165, 175, 191, 205, 226, 227, 245,
335, 341-344, 353, 360, 363-365 367-370, 375, 377-378, 463, 464
See also Old-age insurance coverage under specific industry, organization, or type of employment and Shifts between covered and
noncovered employment under Old-age insurance.
Current-cost financing ----------------------247-250, 251, 253-254, 380
Death payments. See Benefits, lump-sum and Benefits, survivors'
under Old-age insurance.
Dependents' allowances. See Benefits, supplementary and Benefits,
survivors' under Old-age insurance.
311
Disability insurance, integration with ------------ _------------Effect. See Effect under Tax, title VIII.
58, 167,178
Effectiveness of program --------------------------------Eligibility:
6, 4, 62-76, 246-247
Age
--------------------------------49-58,
Earnings requirements ----------------------------------59, 62-76, 246, 247, 336, 339, 340, 375-376
Employment requirement ----- 49, 62-76 246-247, 336, 339, 340, 419
Lapse of rights. See Insured status under Old-age insurance,
70
Retirement ------------------------------------------192, 341,342
Employee's receipt for contributions ---------------------Employer-reporting burden. See under Tax, title VIII.
Employment. definition. See Definition under Employment.
191
Exclusion of higher-income groups -----------------------------18
Exclusion of lower-income groups ------------------------------5,10, 11, 82, 248 253, 470
Financing -------------------------------See also Current-cost financing and Reserve basis under Ofdage insurance.
Financing, supplementary. See Government contribution under Old.
age Insurance.
Government contribution ....................... 8, 9, 82, 164-167, 250, 868
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Old-ago insurance--Continued.
253
Insurance principles ------------------------------------------Insured status:
49, 62, 66-67, 74-76, 78, 245
Currently insured ---------------------49, 62, 06-67, 74-76, 78, 245
Fully insured -- _-------------------301, 302, 344
Liberalization of program -------------------------------Lump-sum benefits. See Benefits, lump-sum under Old-age Insurance.
Married men. See Benefits, supplementary under Old-age insurance.
Monthly benefits. See Benefits, monthly under Old-age insurance.
2, 84, 150, 151, 357
Objectives ---------------------------------------335, 336
Old-age assistance, integration with -------------------------2-3, 166, 469
Old-age assistance, relation to ---------------------------Orphans. See Benefits, survivors' under Old-age Insurance,
"Pay-as-you-go."u See Current-cost financing under Old-age insurance.
66
Penalties forfraud -----------..----------------.................
52, 53, 83, 85, 166, 244, 245, 247, 248, 253
Private insurance, analogy to20, 21,169
Private pension plans, integration with --------------------Reserve basis ----------------168, 169, 176, 177, 248, 249, 252, 379, 380
See also Old-age reserve account.
17,
Shifts between covered and noncovered employment --------------50, 67, 69, 72, 76, 79, 245, 246, 364, 367
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