940 : ECONOMIC SECURI TY ACT

so far practically nothing has been done, and they are in the ex-
perimental stage of trying to work out additional devices for moving
that population from those aress.

The Crairvan.  Thank you very very much. Now, Mr. Sargent.

‘STATEMENT OF NOEL SARGENT,REPRESENTING THE NATIONAL
ASSOCIATION OF MANUFACTURERS

Mr. Sarcent. | have prepared for the use of the committee sets
-of five charts and one table which, if you will kindly have the clerk
distribute to the members, | think will be helpful. ‘

The Caairmax. I wish the * clerk would give those to those who
are present.

Mr. sareent.  These are prepared especialy for use of the com-
mittee.

Mr. Chairman, | may say that we have. had a committee studying
this problem for some time immediately this bill became public, and
our association realizes, of course, that actual distress and indigency
must be relieved.

To the extent that the pending bill, S. 1130, seeks to accomplish
this objective n-e are in accord. But our universal deep desire to
relieve immediate distress and indigency should not over-influence
our judgment in discussing the present. bill, which does not purport
to be an emergency measure.

It is equally important that we do not accept. proposals or methods
as actually capable of accomplishing their objectives merely because
advocates declare they will do so.

We must beware that we do not thus accept proposals which may
possibly aggravate instead of relieve the evils they are designed to
eradicate; that we do not create other serious problems as grave,
iIf not even more so, than those we seek to correct.

We may, in this connection, profit by foreign experience, and be
able to avoid their mistakes. We must, for example, use every-effort
to -see that while * actually providing sound security for aged indi-
gents, we do not repeat the experiences of foreign old-age pension
laws, where the possession of a legal right to pension funds has
resulted in a universal tendency for a steadily increasing number
and proportion of old persons to turn to the government pensions
for support. i ¥ _

Legidation which from its very nature tends to increase depend-
ency and indigency decreases individual energy and efficiency of
individuals in attempting to take care of themselves. It would
thereby decrease the sum total of national productive effort in the
country, and in the long run thereby decrease the aggregate income
available for distribution among the body of citizens; and hence
inevitably lower the standard of Iivin%. Foreign experience and
knowledge of economic matters should be sufficient to cause us to
examine most seriously and carefully any type of legislation which
carried with it any threat of decreasing productive activity with
consequent impairment of our standard of living. _

We must, likewise, use every possible care to see that in attempts
to provide unemployment compensation we avoid, if possible, re-
peating the experience of _foreiﬁn countries with unemployment
insurance. In those countries the laws have actually tended to
increase unemployment, by freezing or stabilizing such economic
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maladjustments as uneconomic wages rates, and maldistribution of
both Industries and workers.

I wish to reiterate the assertion made by the preceding speaker
that the unemployment excise tax here proposed is a tax on em-
ployment—that every increase in wages, every job given an addi-
tional person; is penalized by being taxed. We must carefully con-
sider whether such a tax on employment will decrease employment
*opportunities by penilizing those who provide employment.

‘Senators will recall that Mr. A. H. Hansen, chairman of the un-
employment insurance subcommittee of the Economic Security Com-
mittee’s ‘technical board, stated (hearings? p. 452) that ¢ the first
immediate effect.” of a pay-roll tax would be to decrease employ-
ment. A

I respectfully suggest that you consider requesting submission to
this committee of any technical report. which, may have been pre-
pared, estimating the effect of a pay-roll tax upon the volume of
employment which might be directly due to the tax itself.

We especialy direct your attention to the following points, which
will be amplified in the following remarks:

(1) The bill rejects the belief by President. Roosevelt that the .
.contributory pension system proposed should be actuarially sound ;

(2) The hill rejects the belief by President Roosevelt that the
unemployment-compensation system should provide for specific con-
tributions by employees as well as employers;

(3) The Economic Security Committee rejected on at least 12
points, many of them important, the suggestions of its advisory
-council;

(4) The Economicg Security Committee rejected the advice and
judgment of its own actuaries ;

(5) The bill should be carefully considered in the Iifght of many
fundamental changes it prop&es in the relationship of citizens to
the Federa Government ;

(6) The bill raises questions of the utmost gravity as to both
the raising and safeguarding of terrifically -‘huge sums of money ; and

(7). The bill in its present form is unacceptable because of nu-
merous specific defects., | . L

RECIPIENTS OF FEDERAL FUNDS

In considering such a vast program as that which confronts us
‘in Senate bill 1130, we must be sure that the fundamental principles
and policies proposed are. desirable—that the economic, social, and
-political trends involved are nationally desirable.

Your attention is directed to chart; A which reveals that today
there are 7,920,000 recipients of Federal funds :

Regular employess__. e e 950, 000

War-NaVy - e 400, 000

Post Office e 250, 000

OtREY oo 300,000
Veterans’ AAMINISration - oo oo o oo 1, 000, 000
On “straight " relief s S —— 3, 500, 000
Oon “ work » relief and Public Works Administration —-c-cccecccaaaex 1, 500, 000
Civilian Conservation Corps - I —— 300,000
Home Owners’ Loan Corporation e --- 670,000

7,920, 000
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Senator CONNALLY.  How do you figure the H. 0. L. C.? -

Mr. sarant.  They have been and are receiving, funds from the
Federal Government for the repayment of mortgages.

Senator conay. A man might have a good job and be doing
that; lots of them have.

Mr. sareent, SO have the regular employees. | did not say all
of these were relief cases.

Senator Barkrey. Nobody is receiving any benefits. They are
receiving funds for the refinancing of mortgages! but they are not
receiving it unless they are in a position to repay it.

M. Sarant. The same is true of the regular employees of the
Government. They are not receiving relief, either.

The cmurwn. It strikes me that your other charts tell the story
more than that.

Mr. sareent. | am simply pointing out in this one that under
this law as proposed we might eventually have a situation where
there would be more recipients of public or Federal funds or pros-
pective recipients of Federal funds than there were actual voters for
President in the last Presidential election.

It is now proposed that we add 9,380,000 additional recipients of

Federal funds.

Social security hill - —— - 5, 830, 000-

Unemployment compensation (total coverage, 26,000,000) - 2, 080, 000

Old-age security (total coverage, 7,500,000) 3,750, 000

Soldiers bonus— - - 3, 550, 000
Total_-__ N bbb bbb b bbb bbbt 9, 380, 000

There would aso be an additional 23,920,000 who would look to the
Government for future aid under the social security bill-who would
be interested in having benefits made continuously greater because
they might receive them in the future. -

’lyhis Is a total of 41,220,000 persons who, either under existing or:
proposed laws, would look to the Federal Government for some
measure of support-a number greater than al those who voted for
President in 1932. (While there are un?uestionably some duplica
tions in the above tabulations they are offset by the noninclusion of
recipients of benefit payments from the A. A. A)

This trend toward increasing the number of direct beneficiaries of
Federal funds is one to which every le islator and taxpayer must
give most serious concern, both with rederence to the proposed bill
and- other legislative proposals.

WHOSE CHI LDREN SHALL PAY

The Economic Security Committee presents as follows a most
serious dilemma involved in this proposed legidation :

(1) We deem it advisable that the Federal Government should not pay its
share of the cost of old-age annuities currently * * * To pay this cost non
would unfairly burden the younger part of the %resent eneration, which would
not only pay for the cost of its own annuities, but would aso pay a large part
of the annuities of the people now middle-aged or over. (Rept., p. 27).

(2) There may be valid objection to this plan, in that it |n\}2>tlveg too” great
a cost upon future generations. (Rept., p. 27.)
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The Members of Congress must decide whether they will enact a
system which will, in effect, require this generation to pay its own
premiums and a large proportion of those of an older generation; or
whether it will require the next generation to pay its premiums and
a large part of ours.

The problem is not only economical-it is both social and po-
litical-we have a right to voluntarily assume the burdens of an
older generation—have we a moral right. to now impose upon the
next generation, possibly against. what may be its will, the burdens of
our generation?

It is high time that some very serious thinking be done about
this and related basic considerations involved in the pending bill.

RELATI ON TO OUR ECONOMIC SYSTEM

Would this bill, if enacted, effect vital changes in our economic
system? We are not now considering the questions as to whether
such changes are desirable—but we must .carefully consider whether
this bill might, if enacted, have unexpected effects. |n addition to
subsequently discussed important results of the fiscal situation which
would develop, | direct your attention to the fact that the proposed
tax on industry is itself a very serious matter.

Senator Connarry. Won't the tax be passed on? _

Mr. Sarcent. The question whether it will be passed on, which
was raised in these hearings particularly by Senator Black, 1s a very
complicated matter. It is obvious that If industry could pass on
additional costs when they arose, that no manufacturer would ever
lose any money when those costs arose. But it is well known that
industry has lost 6 billions in the last 3 years. It is obvious that
the .ability of industry to Eass costs on is affected by the competition
from foreign! countries which would not, have the additional costs,
guestions whether they are regulated by public-utility commissions,
or the question whether they are the marginal producers or the best
producers, the most efficient or the least. efficient. The number of
factors of that kind enter into the question.

.Senator ‘ConnarLy.. You cannot, always pass on al of those things,
but when you can, you do, don’t you?

Mr. Sarcext. | would say that the employers certainly either
would try to pass that cost on or try to reduce present costs to com-
pensate for the increased costs.

Senator Coxwarny. It is perfectly natural.

Mr. sareenT.  Yes, but in many cases it would not be possible to
do it; it would be impossible.

Under the proposal of Secretary Morgenthau after a few years
the net tax on employers pay roils would be 51, percent. What
would this mean? In manufacturing, according to Dr. Willford
LI. King, now president of the American Statistical Association |,
the results during a 5-year predepression period would have been
(National income and its purchasing power, pp. 122, 191) :
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Net dividends
on common
Pear %%Ckfﬁtzf_&‘;d’ r}{zvs?ggghssizgﬁs 5%'Ir’gﬁ°etna§( cﬁe{g(} x%(t)
barate pay. | compensation | P dividends
ments

17— $936, 000, 000 [$12, 010, 000, 000 | $660, 550, 000 7
b3 7 1,371,000, 000 | 14, 385,000,000 | 791,175,000 38
024 oo 1,344, 000, 000 | 13, 947,000,000 | 767, 085, 000 57
1025 e 1,518, 000, 000 | 14, 283,000,000 | 785, 565, 000
19260 moommmeeem oo 1,670,000, 00 15, 010,000,000 | 825, 550, 000 I f

When it is said that we will tax wages, one item of production
costs, 5% percent, to many people that doesn’'t. sound extremely big.
But when wc know that the tax would equal 57 percent (average for
5 years above) of al net dividend payments on common stocks, it
seems much more serious.

During the lo-year period 1923-32 the entire net earnings of all
corporations in the United States amounted to less than 43 billion
dollars? or an average annual amount of somewhat over 4 billion
dollars. © Under the present,- proposa the annual tax ‘to be collected
from employers and employees would equa two-thirds of this amount
and an even higher percentage if the plan proposed by Secretary
Morgenthau should be adoEted. Such a comparison gives us some-
thing rather serious to think about. Yet, despite these high figures,
many people have been urging that the proposed benefits be greatly
increased.

According to reliable statements in 217 prominent industrial cor-
porations of the United States, there are over 9 million stockholders,
while it is estimated that in about 1,000 additional companies there
are 6 million stockholders. Even allowing for duplication, it is evi-
dent that the number of industrial stockholders, who may be affected
by such legislation, is greater than the number of industrial wage
carners.

Some concerns will be able to pass all or part of the cost to con-
sumers, many other concerns will not. The consumers will bear the
larger part of the cost; stockholders will pay the rest.

And if dividend payments become so low that capital is not at-
tracted to an industry, or is driven away from it, the employees will
be the chief sufferers. 'We do not urge that the welfare of employees
be sacrified in favor of stockholders, but we do say that employees
as a whole will suffer even more than stockholders as a whole if the
profit incentive IS eliminated or threatened with elimination.

COST OF ADMINISTRATION

We wish to call the attention of the committee to the question of
the cost of administering the agencies that would be set up under
this bill. The single problem of keeping the individual ledger ac-
counts required under the unemployment and the old-age provisions
of the bill will be very great. In the absence of any information in
the report of the Committee on Economic Security or in the testi-
mony of those who have appeared in behaf of the bill, we venture
the guess that no less than 142,000,000 ledger accounts will be re-
qguired for the unemployment and contributory-pension section aone.
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This estimate is based upon the assumption that roughly 26,000,000-
persons will be covered under unemployment insurance, and 32,000,-
000 under the provision for contributory pensions. For each of the
26,000,000 persons covered by unemployment insurance, three sep-
arate accounts must be kept, 1 by the employer, 1 by the State, and 1
by the Federal Government, or a tota of 78,000,000 accounts. For-
each of the 82,000,000 persons covered by compulsory old-age pen-
sions 2 accounts would seem to be necessary, 1 by the employer: and
1 by the Federal Government, or a total of 64,000,000 accounts.
Together, these two benefits will apparently require no less than
142,000,000 separate accounts.

We would not venture a guess with respect to the number of em-
ployees that would be required to keep 142,000,000 accounts. It
goes without saying that the number would be very great. The fig-
ures | have given are conservative. They make no allowance for-
the army of employees required for the administration of nonbook-
keeping provisions of the bill. Before taking final action on this
bill, we urge your committee to cal upon Government and private’
experts f-o work .out .a proposed plan. of administration, incIudingI,
estimates of the cost to the employer, the States, and the Federal
Government.

Indicative of the costs which may be involved, | direct your atten-
tion to the statement that in foreign unemployment-insurance systems-.
the administrative costs :

insofar as made Eublic, range from nearly 10 to 24 percent of benefits paid out
(Index, New York Trust Co., February 1935, p. 38).

FINANCIAL ASPECTS OF BILL

The financial aspects of S. 1130 and its comPanion House bills may-
be considered from five highly important angles:

1. The proposed direct .payment from the General Treasury.

2. The proposed direct taxes upon employees and employers.

3. The additional direct expenditures which would be required’
by .the Federa Government.

4. The direct expenditure which would be required, or at least
expected, of the several States.

5. The investment of the accumulated funds.

PROPOSED DIRE-CT FEDERAL. PAYMENTS

The vearly direct payments from the Federal Treasury specified’
in S. 1130 are as follows:

Fisca year Each fiscal
Item beginnin year
June”30, 1935 thereafter
[O][0 3= 0 SIS - 0= PR $50, 000, 000 $125,000, 000:
Dependent  children 25. 000. 000
Socia Tnsurance Board- ... _ ... il 1,000, 000 50, 000, 000
Maemndad T T et 4, 000, 000
Crippled chlTdren-— o o i c e mmccmemmmememcmmeeme————- 3, 000, 000 3, 000, 00Q-
Child wellare. - - . <2 o e 1, 500, 000 1. 500, 000
Public health . ..o i eccccaeea 10, 000, 000 10:000,000
Total... 98,500, 000 218, 500, 000 -
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PROPOSED DIRECT TAXES ON EMPLOYERS AND EMPLOYEES

S. 1130 proposes an earnings tax upon employees as follows :
Percent Of wages

10874 e %
194246 e e e e emeemmmeemmmeeee 1
104700 e 1%
195256 e e 2
1957 and after— o e e 214

It imposes an employment excise tax on employers of the same pay
roll percentage (in. each case the tax is, in eftfect, only on wages and
salaries under $250 monthly). These amounts are the contributions
of employers and employees to the contributory old-age pension
system.

There is aso imposed on employers an additional employment ex-
cise tax of 3 percent (during 1936, 1937, and 1938 it may be 1, 2, or
3 percent), representing the only source ‘of payment into the unem-
ployment compensation fund. We see in chart B the sums which
would be necessary to distribute as unemployment benefits ‘under the
standards suggested by the Economic Securitv Committee.

The Cuarrmaxn. | do not under&and that. &art very = well.

Mr. sSarceNT. If you have 10 million unemployed, recelvmg $15
a week for 16 weeks, that would amount to $2,400,000,000.

Senator ConnaLLY.  You are putting that at the maximum.

Mr. Sarcent. That is the standard.

Senator CowvaLLy. That is assuming_they will al be unemployed
for the maximum period of the bill. = That would be the absolute
peak limit.

Mr. Sarcent. That supposes the average which would presumably
be reached under, the condition of unemployment which the com-
mittee itself knows would probably exist.” Under the plan that Sec-
retary Mgrgenthau advocated, if that were adopted then the total
annual cost would be. $3, 200 ,000,000. ‘

The Curairman. That- Would be reached when? =

Mr. Sarcent.  In 1949 instead of 195'7, which is the basis in ‘the
present bill, which would be an 8 percent burden oh all pay- rolls,
equal to the' entire revenue of the Government ‘in the prosperous
years of 1923 to 1930.

Assuming a1l percent ‘employment excise tax in 1936, 2 ‘percent in
1931, and 3 percent in 1938 and thereafter, in manufacturlng in-
dustries aone, the combined taxes would gradually increase (based
on averages of 1929 and 1932 pay rolls) to a grand total of
$792,000,000 in 1957, of which about $233,000,000 would be paid by
employeea The stages by which this total would be reached are
set forth in chart C.

But this bill does not affect only manufacturing. On the basis
of all industries, including agriculture, the tax by 1957, would reach,
on the basis of the average of 1929 and 1932 pay rolls :

Unemployment exciSe tax---------======zscccmmmmmmmoaao- $1, 150, 0600, 000
Employment excise tax---------------ccmemmmmimioiooo 850, 000, 000
Earnings tax ---------mmmm e 850, 000, 000

Total----mmmm oo 2, 850, 000, 000
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Secretary Mm;jgenthau has recently proposed that the earnings and
excise taxes paid with the old-age-pension fund be sharply increased,
employees and employers each paying, as | understand the proposal:

Percent pay-

roll taw
1037730 e e e e e e e e e e e e e e 1
194042 e e e e e o e e e e e e 134
L3-S e e e e e e e e e e e e e e e e e e e 2
B RS T L 8 SO 214
1949 and «after------------- "o 3

This would mean’ that in 1949 and after (on the basis previously
assumed) the tax in’ manufacturing. alone would be :

Employers : ‘

3 percent on total Ipay POl === e $330, 000, 000

3 percent on pay roll under $250____ 279, 000, 000
(Combined equal 5.5 percent of total pay rall.)

Employees-3 percent on pay roll under $250_.____ ———— 279,000,000

otal 3888, 000, 000

On all industrial pay rolls, including both manufacture and agri-
culture, the tax ini1949:and-after-unider the Morgenthau plan .would
be:

EMPIOYers. e e ---- $3,200, 600, 000
Employees - - e e e 1, 000,000, 000
Total oo e ————————— 3, 200, 000, 000

This is a net burden of 8 percent on all pay. rolls, equal to the
entire normal revenue of the Government. during the prosperous
years 1923-30. In a year of general prosperity such as 1929 the
tax would reach $4,000,000,000, an amount equa to the annual Gov-
ernment revenues in the prosperous twenties. Mr. L. A. Lincoln,
vice president of the Metropolitan Life, Insurance Co., stated re-
cently that the eventual burden of plans contemplated in the Eco-
nomic Security Committee report might: run « at the very least to
over 17 percent of the pay rolls. affected ” (Eastern Underwriter,
Feb. 8, 1935).

The Economic Security Committee reports actuarial: estimates of
the following Federal costs in the absence of a contributor system
(Report, p. 23), and it may be noted that there will be no payments
out of the“contributory’ old-age=pension , fund - until  1942.

Fiscal year beginning July 1— Amggg:ynec Aprggé)na Deficiency
393 o e $136, 000, 000 . $50,000, 000 $86, 000, 000
1936 . et 199. 000. 000 74, 000, 000
1087 - e o e 224: 000: 000 125, 000, 000 99, 000, 000
1988 . - e e eeeeea 249, 000, 000 125, 000, 000 124, 000, 000
1930 . - e 274, 000, 000 125,000; ooo 149, 000, 000
1940 .« o e 299, 000, 000 124, 000, 000 174, 000, 000
104L e 324, 00! ) 000 125, 000, 000 199, 000, 000

It is evident that these actuarial estimates, instead of being. too
high,, as the Economic Security Committee guesses (report., p. 23),
are just as likely, or even more likely, to be too low. Thus the com-
mittee itself estimates (report p. 20) that at least one-half of the
approximately 7,500,000 people over 65 years now living are de-
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pendent. On this basis there would be a national annual old-a.ge
assistance bill, a $30 monthly (the standard set forth in title 1), of
$1,350,000,000, of which the Federal share would be $675,000,000. | f
the act shall accomplish its declared objectives then certainly after

a year or two the total Federal share of the relief payments should be
.$675,000,000, leaving the annual appropriation provided in the act
$500 000 OOO too low. Experience in all countries having old-age
pension laws shows that the number and percentage of persons willing
to rely on the Government for support, either because their relatives
were willing no longer to support them or because they no longer
felt it necessary to rely on their own ‘efforts? constantly increases.
We might well expect, therefore, a steady increase above the ‘50
percent of dependents, and thus further increases in the net deficiency
of the $125,000,000 Federal appropriation, and increase in the ‘nec-
essary additional” Government subsidy. The ultimate costs which
might be involved under Nation-wide old-age pension and assistance
systems are set forth in charts D and E. Chart D shows the esti-
mated increase in the number of persons 65 and over; taking this
increase into consideration chart I snhows the amount which would be
necessary to give everyone 65 or over $30 monthly:

Senator Couzens. | am required to be at another meetlng Have
'you a proposed substitute for this bill?

Mr. Sarcent. | am suggesting subsequently about 25 specific points
in which the bill contains defects and which by assumption could
be remedied by the elimination of the defects.

Senator CouzeNSs. You are not agalnst the whole legislation then?

Mr. Sareent. No, dif.

Senator Couzens. Very ‘well; thank you. -+ .

The Federa-State costs - of the pending old-age : assistance plan
will, moreover, be further increased by about $100,000,000 annually
if the bill as it may be finally adopted should incorporate the sug-
‘gestion of Secretary Morgenthau - that domestics - and ‘agricultural
workers be excluded from the contributory &l-age pension plan.

When ayments are initiated -in 1942 under the old-age pension

of the act, the maximum monthly payments the first year
WI|| be $22.50 (sec. 405, bl: 5) ; 'the -~ average would presumably
be less. Title | establishes an old- dge assistance monthly standard
of $30 (sec. 7) and it is not unreasonable to suppose that both the
Federal and State Governments will be expected to pay the difference
between the old-age pension (say $22.50) and the $30 old-age assist-
.ance standard. This would further increase the direct obligation
of both the Federal and State Governments.

- No matter how we consider it the $125,000,000 old-age assistance
appropriation (section 1) is too low to meet the payments provided
in this bill.

The next question is whether the earni (?s and employment excise
-taxes paid into the old-age pension fund (title II1) are sufficient
to enable the Government to make the pension payments as sched-
uled (title 1V).

In the first place we must note that it is not intended that the
-old-age pension fund shall be actuarially sound in the sense that we
expect life insurance cornpanies to maintain actuarially sufficient
reserves. The Economic gecunty Committee, for example, states
(report, p. 26) that the initial payments scheduled will be greater
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than they would be if “ on a strictly earned basis.” It is stated that
to be actuarially sound the contributory old-age pension plan would
need a total reserve of $75,000,000,000 (ibid.), and the establishment
of such reserve is strongly opposed by the Economic Security Com-
mittee. The committee thus challenges the soundness of Mr. Roose-
velt's statement in December (at Washington Economics Security
Conference) that :

Full solution of this problem is possible only On insurance principles.-

The Security Committee states that beginning in 1965 the Fed-
eral ‘Government, under the plan proposed in S. 1130, would have to
make extra payments into the fund to permit payment of the sched-
uled pensions. The amount of the additional Federal payments ‘is
not specified, except that it is stated they will be greater than $500-
000,000 vearly (report, p. 26), and would reach $1,400,000,000 by
1980 (ibid, p. 27). The Economlc Security Commlttee as pre\llously
noted, says that a reserve of $75,000,000,000 would be necessary to
have the contributory old-age penS|on fund actuarially solvent
(report, p. 26) ; it estimates that its own plan that in the bill, pro-
vides a reserve of $15,250,000,000, leaving a ‘maximum net unfunded
floating debt to the peogﬁle of the country of nearly $60 000,000,000.

‘It is estimated that the maximum reserve under ‘the unemploy—
ment compensation plan would be 2 billion dollars ; and, that the
maximum reserve under the contributory old-age pension plan as
proposed by Secretary Morgenthau would be 50 billion dollals—-—a
total of $52,000,000,000. At 3-percent interest on this volume ‘of
Government bonds there would eventually be 1mpos.ed on taxpayers

an additional annual tax burden of $1,560,000,000."

%ecretary Morgenthau has presented a suggestlon for a combina-
tion of increased contributions and earlier contributions, which are
designed'to make annual income .equal annual payments, thmmh not
makmg the contributory pension plan actuarialy sound. . .

This cost problem is, .as Senators have' observed from testnnony
previously presented by many witnesses, extremely serious and also
extremely complicated.

It. would appear that the Economic Secumty Committee has in its
own judgment. rejected the advice of its own actuaries, makmg such
statements as : \ .

We believe that these estimates are too high: .

. This figure * * , * may reach the greaf total estimated by the actuaries.’

. The Economic Security Committee, moreovel makes these swmﬁ-
ant statements :

* % % else the annual Government contributions will be so high as to
congtitute an impossible charge ON the taxpayers.

This plan thus involves the creation of a debt upon which future generatlons
will hare to pay large amounts annually.

* * % will impose a burden on future generallons which me do not wish
to minimize.

In view of the apparent rejection by the Economic Security Com-
mittee of the advice of its own actuaries, and in view of the admis-
sions of huge tax burdens upon either this or, future %eneratlons—or
both-1 respectfully suggest that this committee celll before it for
examination all of the actuaries and actuarial advisers who col-
laborated with the Economic Security Committee. Certainly this
country should not embark upon such an evidently costly program
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as this bill contemplates without greater knowledge of whither we
are leaping—the present and future costs. to ‘which we and. our chil-
dren and grandchildrenare being committed.” Let us never that
we must jump ‘in: without knowing where-any student. of history
knows that once we embark on any national system of this kind it Is
practically impossible to constructively alter a once-adopted plan—
the tendency Is toward continued liberalization, and * hang the cost.”

It is clear that ‘President Roosevelt himself apparently well real-
izes the practical ‘difficulties involved in -establishing an actuarially
sound contributory old-age-pension system on a national basis. You
will recal that at the December economic security conference Mr.
Roosevelt said :

| do not know whether this is the time for any Federal legidation on old-
age security * * * | hope that in time we may be able to provide security
for the aged-a sound and a uniform system.

You will further recall that in his January 17 message to Congress
the President declared : .
It is overwhelmingly important to avoid any danger of permanently discredit-
ing ;the sound - and necessary policy. of Federa legisation for economic-security
by -attempting to-apply. it on too ambitious a scale * * * The place of such
a fundamental in ‘our future civilization is too precious to be jeopardized now
by extravagant action.

The Members of Congress must decide whether the pending bill in
proposing a costly and nonactuarial contributory old-age-pension
stem violates even the fundamental standards advanced by . Presi-
ent Roosevelt; whether’ it is a fiscal juggernaut which threatens
national economic stability.

FINANCIAL COST TO STATES

This bill would in fact, though' not :in' law, require the States: to
enact legislation, or in some cases amend existing State laws, requir-
irig, Stateé expenditures ‘in’ the following- fields :

1. Old:age assistance.

2. Dependent-children aid.

3. Maternity' and child - health;

4. Aid to crippled children.

5. Child-welfare service.

We have not listed ¢ old-age pensions” laws above, since this sub-
ject is to be dealt with, under the bill; by- direct Federalaction.
Nor have we listed State unemployment-compensation laws, since
the administrative costs of the State laws are to be paid -by the Fed-
era Government.

The only one of the above items which will require heavy State
expenditures amost from the outset is ¢ old-age. assistance.”

The Economic Security Committee estimates (rept., p. 20) that
“ at’ least one-half of the approximately 7,500,000 people over 65
years now living are dependent.”

Either the bill ‘proposed is intended to care for this 50 percent; or
it is not. Assuming that it is so intended; then the yearly cost of
providing $30 monthly (apparently the Federal standard; sec. 7) to
3,750,000 persons, would be $1,350,000,000.

The bill contemplates that the Federal Government should pay
one-half of this amount (sec. 7) or $675,000,000. The States would
be' expected to assume the ' $675,000,000 remainder.



ECONOM C SECURI TY ACT

How much would this mean to each State?
According to the 1930 census,. there :were 6,663,805 persons aged ,

65 or over in the United States.

,951

The following table gives the percentage of this number in each

State. and the amount such percent

e is of- the $675,000,000 total,

that :1s, the -old-age-assistance cost this - bill ‘expects. every State to -
assume ; the amount to each State would be reduced to the extent that'
they now distribute so-called “ old-age pensions ”, and by any in-

crease, in the age limit above, 65.

This committee, in fact, might-well consider raising to 70 the
age limit in both the old-a ge assistance and old-age-pension system

proposed in S. 1130.

It is *estimated that such. an. increase: would

reduce the costs 40 percent.. and if- experience demonstrated the eco-
nomic feasibility of paying the higher costs then the age limit could

be lowered.
1 ' 2 3 4
State Total popu- | Percent of | Cost under
lation 65 or | national | :: proposed
OVer :«: total hill -+

Alabama._ o 09,240 1.492 $10,071, 000
Arizona_ ... 15. 768 237 | 17,599,750
ATRADSES o o o e e e e e e e .75, 600 1:139 7 7,688, 250
California. - . e 366,125 5.519 '37, 253, 250
Colorado. - o e . 61,787 . 931 6, 284, 250
(9753 o ¥« =141 4 1c2 1 { A 03,319 1.406 9,490,500
Delaware_______ e e 16,678 L3251 1,694, 250
Digtrict of Columbia- . - 27,253 .. 410 2,767, 300
‘Florida_...____ S 71,202 1,073 7, 242. 750
(€ 7T0) ¢4 V-SSP 113,278 1. $07 11, 522, 230
Tdaho- oo iicieel_. 22,310 . 336 2,268,000
THInOS. - oo e 2421, 073 6. 347 1,42, 842,250
Indiana. ..o 3. 509 23, 685, 750
JOWa . o e 2771, 18;744, 750
Kansas, - oo 1951 13, 169, 250
Kentueky - .o 2.142 . 14,458, 500
Louisiana...._ ... ... 15143 7,715, 250
Maine.. ... ... 1.040 , 7,020, ooo
Maryland 1401 ' 9,436, 750
Massgchusetts 4.133 27, 897,750
aAn_. .. 3.842 | © 25,633, 500
‘Minnesota. - 2.464 v 16.A32,000
Mississippi 1. 167 7,877, 250
MISSOUET - o eeeecceaas 3.686 * 24,880, 500
Montana. - o e . 402 2,713, 500
Nebraska. oo oo e e m 1.299 8, 768, 250
NOVAAA - oo e 4,814 .072 486,000
New Hampshire. .. oo e 41,560 . 626 4, 225, 500
NewJersey... ... meme mcmenan o memmmane . 2201,043 1.3.030 | - 20,452, 500
New Mexico. oo e 16,825 .. 253 1,707,750
B0 ) o : S PSPPI S 667,325 110, 059 67, 898,250
North Carolina_.._._.___.______._ e e e e 115,671 1.743 11,765, 250
North Dakota. oo e e e am 30,280 . 456 3,078, 000
L) ¢3 1o T 414,836 6.253 42,207, 750
OKlahoma. - oo eCeeeees 96, 888 1.460 9, 855, 000
[0 -0 ¢ 67,332 1.014 6, 844, 500
Pennsylvania.. 508,278 7.662 51, 718, 500
RhodeIsland . 39,953 . 602 4. 063, 500
South Carolina 57,164 . 861 5:811,750
South Dakota 36,915 . 556 3, 753, 000
A o (LT TS 119,045 1794 | 12,109, 500
S ¢ 1 322.459 3.504 23,652, 000
Utah:,. oo ool 22,665 .341 2,301, 750
N ermoOnt - - e 31,253 . 471 3,179, 250
Virginia . o 116,678 1.751 11, 839, 500
Washington_ ... ____.____________________ .. , 101,503 11530 10, 827, 500
West Virginia. - o 73,043 1.101 i, 431,750
WaSCOMSI N - - - e 1 192,.059 2.895 -19, 541, 250
W YoM D el 8, 707 L131 884, 250
Lota). e 6, 638, 805 99.972 674, 811, 000

Note.—I1f the Economic Security Committee R
there are approximately 12.5

nationa total and of the tota cost would remain the same as above.

ort extent of 7,500,000 aged 65 or over is correct, then
percent more persons 65 or over in each State: but the State percentages of the
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| realize that figures have been presented to you which purport.
to show that only 1,000,000 aged persons would qualify for oId-a%e,
assistance, and that the total annual cost to the States would be
about $111,000,000 annually.

There are several points to be observed about this:

1. If the statement is correct then the Economic Security Com-
mittee report gives either a misleading. picture of the gravity-of the
situation which it is claimed demands enactment of this legidation,
or else is an admission that the legidlation can go only 27 percent
of the way in remedying the bad situation which the report says
exists.

2. Regardless of what the material costs are the eventual costs.
will be increased about $100,000,000—divided between States and
Federal Government-annually if the bill is adopted incorporating:
Secretary Morgenthau’s suggestion that domestic and agricultur
workers'be excluded from the contributory old-age pension system.

3. Many State laws now require near relatives able to do so to.
care for aged dependents, but under the bill as it now stands a
State old-age-assistance plan would not secure the Federal subsidy.
if it makes such a requirement. If, therefore, the requirement Is
ﬁl_ixﬁinated then both the initial and subsequent costs will be much.

igher.

%f. Under the bill as proposed, moreover, the costs to some States-.
might even be considerably higher than those set forth in the fore--
going table. If,’ for example, the administrator feels that in some-
particular State the old-age-assistance plan will not provide reason-
able subsistence unless the State provides say $30 monthly per person.
instead of $15, and refuses to permit the Federal $15 to be paid
unless the State does pay $30, then the State cost might well be
double that set forth-or else the act proposed would fail to accom-
plish its objective. _

5. We must consider the potential burden the law would impose-
on States, instead of speculating that the law might work out in
such a way that the cost made possible under the law might not

actually have to be paid.

INVESTMENT OF THE ACCUMULATED FUNDS

Sections 404 (a) and 604 (@) provide that the Secretary of the-
Treasury may invest or reinvest all or any part of the “ old age-
funds »? and ¢ unemployment trust fund ” in either (x) :
any primary obligation of the United States or in any obligations guaranteed
as to both prmmrpal and interest by the United States * * * by purchases.
of outstanding obligations, at the market price thereof, or, on original issue at
par—

or (y):

obligations acquired by the fund on origina issued, which are issued exclusively
to the fund * * * notwithstanding the availability in the market of obli-
gations of the United States bearing the same or different interest rates.

We believe that in view of their complexities and possibly serious
implications these investment provisions require detailed study by
expert governmental and private financial authorities. The extreme
importance of this problem is indicated in the following extracts.
from A Program for Unemployment Insurance, published in 1934 by -
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the University of Minnesota ; among the authors of the book is A. H.
Hansen, chairman of the Unemployment Insurance Subcommittee of
the Technical Board of the President's Employment Security Com-
mittee.

The effect of the purchase of Government bonds during the boom period wauld
clearly be to stimulate investment * * * a stimulus toward longer capital
investment would therefore follow from this pO|IC¥ and the boom would thus be
intensified. On the other hand, the payment of unemployment benefits from
the sale of bonds during the depression period would necessarily tend to de-

preciate the bond market and intensify the liquidation process, and to this
extent increase the severity of the depression (pp. 184, 185).

There are other extremely important aspects of the investment
problem. For example, if the Treasury competes in the open market
for Government bonds as is permitted under this bill, it will natu-
rally increase their price, with two effects :

(1) Insurance companies, hospitals, universities, and endowments which
subsequently purchase Government securities will receive a lower percentage of
income on their investments-which, for example, would increase the cost of
life insurance.

(2) The yield to the Treasury upon old-age fund and unemployment trust
fund investments will almost certainly be less than the estimated 3 percent
(report, p. 26). .

. Serious consideration must be given to the fact that creation of
such a huge market for Government bonds establishes an artificia
situation; an artificial base for Government credit. It thus encour-
‘ages further Government borrowing and opens practically unlim-
ited possibilities of reckless public financing, since there would be
enormous pressure from without, and perhaps from within, upon Con-
gress to authorize accumulated reserves. It will be recalled, more-
over, that comparatively. recently when a reserve was accumulated
under the Federa civil service retirement and disability fund, those
who had paid into the fund clamored that the reserve was in fact a
surplus and besieged Congress to use what was a trust fund for future
payments to establish immediately increased benefits. How much
. greater will the  pressure for distribution of reserves be in a system
involving millions of persons instead, of 400,000¢ With billions of
dollars apparently in the Treasury how great will the pressure be
for vast Government expenditures of all kinds from these funds ?
The gravity of thisproblem has been pointed out in these hearings by
the distinguished chairman of the committee who called attention
to the “ political agitation . which would exist to “ dissipate any
reserve that had been built up ” (hearings, pp. 204-205).

If such a distribution or spending program should once be started
it would grow like a snowball and would lead to practically uncon-
trolled Government spending and impaired Government credit.

We must redlize, too, that the ultimate total amount involved is
$52,000,000,000—the combined unemployed compensation and con-
tributory oid-age pension reserves—an amount. far greater than our
national debt has ever been; an amount exceeding our total national
income in many years. There might,, moreover, be added to the old-
age and unemployment reserves additional large reserves accumulated
from the sale of annuity certificates.

Senator Couzewn. Are dyou going to offer any suggestions as to
how these reserves should be kept?
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Mr. SarcexT. | am not prepared to do that. | have studied this
for some time. | was formerly instructor in finance in a_ university,
and | believe it is so complicated it requires months of study instead
of merely the few weeks which have been available since this bill
was proposed.

Senator Couzens. Then you believe we ought to postpone this
whole thing ?

Mr. sareent. Only as far as the investment of f unds. is concerned.

Senator Couzexns. In other words, you would pass the bill and leave
that part and make another bill to cover that field?

Mr. SarcenT. I would certainly provide more specifically as to meth-
ods of doing that. For example, the advisory council recommended
that the funds be put. in the hands of the Federal Reserve Board.
That is not contained in the bill as it is now. It is proposed .to put
it entirely in the hands of the Secretary ‘of the Treasury providing
two methods of investment,, one of .which opens up serious-possibili-
ties, and Mr: Hanson, who testified before you recently, observed, that
on the upward curve it would intensify a boom, and on the downward
curve it would lengthen. a:. depression.

On the question of:-the defects .in- the bill .generally, would it be
possible to bring out these specific. points in a few minutes tomorrow?

Senator Barxrey (acting chairman). I do .not. know. : We:have
Dr. * Townsend * for tomorrow. You have your statement. ,prepared
i .writing ?

: Mr. Sarcext.: | have, it in writing, but | think some of the things |
have ‘would bring out questions.

Senator Barxrey. | have no authority to change .the program.

Senator CoxwaLry. If you are . going. to be here.. anyway,. ‘you
might come and we.will take a chance on working you.in.

Senator: Barkrey. The chairman: has. arranged the program..for
tomorrow and |. am not in a position to change it. If you,want to
take a .chance on. it, you may. do so, otherwise, of course, your, state-
ment Will go into the record as you have prepared it. - | do.not. know
what to suggest in: the - way. of offering any opportunity: for, tomorow .
I imagine we are going.to, be pretty.well filled up.

Senator. ConNALLY.; You might hold yoursalf ready, and if ;there
IS, opportunity . tomorrow, :we might,be. ableto. hear. you.

' Mr.-Sarcexnt. I will asi< the reporter. .to take .the ‘paper jthen, as
you ; suggest.

(The statement referred . to follows :)

I'urther attention is called to the fact that when annuities or other types
of insurance are bought from, a private company: the premiums are, in normal
times ;ordinarily -invested . in the, -bonds) .of . railroads, -.public . *utilities, and in
real-estate mortgages, so that expansion in the capital-goods. , industrijes . is
stimulated. However. the investment of such sums in public bonds by. “the
purchase of annuities from the -Government will inevitably - divert, a large
amount- wof investment funds from .private . uses. and so tend to retard ‘in-
dustrial development.

This program, therefore, involves from many angles the future .economic
welfare of the ,entire country ; we .must beware that it is not permitted
to create dangers worse than the social ills it -is intended to relieve.

We therefore wrge -that: this committee call .before it, for consulation upon

the entire investment problems, both ..Treasury experts and private financial
authorities.



ECONOMIC SECURITY ACT 955

SPECI FI O pEFECTS COF 8. 1130

In addition to the previously presented basic points which should govern
" consideration and action on this bill, the bill is in our opinion unsound in
many vital respects. Among the economic and administrative defects which
render it unacceptable in its present form we list the following:

TITLE |

1. Section 2 provides that when the State legislature is not in session the
governor of a State may signify the State’s acceptance of Federal appropria-
tions for old-age assistance. e believe it is unwise for the Federal Govern-
ment to commit itself to appropriations in this manner without more specific
assurance that the State as a whole desired or needed such -appropriations,
or that the -legislature would subsequently ratify the governor's action. It may
be pointed out, moreover, that gubernatorial acceptance alone does not mean
that any plan the legislature might subsequently provide or approve would
meet the Federal standards specified in sections 3 ‘and 4. We understand
further that in at least some States a constitutional amendment would be
g_?(lzessary to enable the governor to take the action authorized in the pending

ill.

2. Section 3 declares that “ old-age assistance shall mean financial assist-
ance.” If assistance is to be provided we have no objection to financial as-
sistance being permitted, but apparently the language quoted in section 3
is open to the interpretation that all assistance must be financial in char-
acter. In other words, that assistance given each individual must be given
exclusively in the form of money. In our opinion this is unsound. We refer
your committee specifically to the New York and Massachusetts old-age-assist-
ance laws, the former being endorsed by President Roosevelt; the principles
of these two State laws are sound on the whole, and they do, not restrict the
provision of assistance to mon?/ alone, They permit the glVlng of assistance
in other ways if the needs and condition of the particular individual render
such other treatment preferable. _

3. Section 4 provides in paragraph A that the State government must give
“ substantial financial participation ” in a State old-age-assistance plan. The
term ¢ substantial ” is too indefinite; a more specific standard should be pro-
vided as to the total amount or proportion which should be contributed by the
State government as such. _ . o

4. The bill as drawn would appear to disqualify, as concerns eligibility of
States to receive Federal assistance, existing State old-age pension or assistance
laws which reguwe the furnishing of aid to aged individuals by close relatives
(cf. secs. 3 and 4). _

5. Section 4 provides that a State old-age-assistance plan shall be approved
by the administrator ¢ only if such plan® contains certain provisions. This
language is open to the interpretation that while the State plan must conform
to the standards specmcaléy listed, it would be possible for the administrator to
require additional standards for his approval of a State plan.

6. Sections 2 and 4 require approval by the administrator of State old-age-
assistance plans. Section 6 (e) provides for withdrawal of such approval by
the administrator. In neither case is there any provision for a review before
an impartial tribunal over either an initial refusal to approve or subsequent
withdrawal of approval. The same objection applies to the approval and with-
drawal of approval of Federal appropriations for State plans providing for aid
to_dependent children (secs. 204 and 106 d). _ _

7. Sections 9 and 209 (title Il) permit the Federa Emergency Relief Admin-
istrator to employ “ experts, assistants? clerks, and other persons ” without ref-
erence to the civil-service laws, athough in section 401 (b) the Social Insur-
ance Board, in its employment of regular officers and employees, is “ subject to
the civil-service laws.”

TITLE III

1. In section 307 the definition of employers upon whom the employment
excise tax is levied specifically excludes States and their political subdivisions.
We suggest that here and in the corresponding definition in section 606 the
language be amended to conform to the Federal income tax, under which the

116807—35——61
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Federal tax is levied upon employees of State and local proprietary operations,
such as publicly owned waterworks, street railways, and electric-light plants.
2. We believe that both employees and employers should receive a credit .
allowance against the earnings and employment excise taxes provided in sec-
tions 301 and 302 for contribution to plant old-age pension plans whose age and
payment provisions meet the standards specified in section 405 (a) of title 4.
Proper provision should be made to transfer to the Federal old-age fund of
accrued plant-pension credits where workers leave employment for any reason
before the age specified in the Federal act. Such tax credit would be anaogous
to the credit provided for plant guaranteed unemployment plan as permitted in
sections 606 and 608 (c).

TITLE 1v

1. We direct attention to the fact that section 401 (&), providing for estab-
lishment of the Social Insurance Board, does not require Senate approval of
board members, although such approval Is required for members of other Fed-
eral boards of comparable importance, such as the Federal Trade Commission
and the Interstate Commerce Commission, neither of which has authority over
the expenditure of the vast sums contempiated in this hill.

2. We believe the committee should carefully review the question as to
whether contributory old-age pensions should be provided through one standard
old-age-pension law to be administered entirely by the Federal Government,
or whether there should be provision for erX|biI_itP/ through State laws and
primarily State administration of such laws. Title VI for such flexibility

provides in State unemployment-compensation laws, and it has been sug-
gested that this bill might consistentg/ Erovide for minimum Federal old-age-
pension standards, on the same gener ederal and State financial basis as is
provided in the State unemployment compensation laws in title VI. The
criticism is made that such a plan must be on a national basis, since in some
States the age distribution is such that it would be extremely costly to provide
a State pension plan. Consideration might well be given, however, to the
fact that the vast bulk of the population and of the United States is in States
where there is sufficient diversification both of population and industry to
provide coverage under State laws. The small minority of population in other
States could be provided for through State old-age-assistance laws as set forth
in title 1. It may be pointed out that some 28 States now have laws which
in many respects conform to the State old-age-assistance plans specified in
title 1, and which have been endorsed as socially adequate by proponents of
the present legislation. Moreover, the existence of State contributory old-
age-pension laws would permit pension payments consistent with the varying
wage scales in the different States.

. Section 407 (a3) provides that unemployment compensation should be paid
“ to all persons eligible thereto », under the respective State laws. It seems
inconsistent to then provide, as does section 606, for regular payment of
unemployment-compensation tax into the Federal Treasury upon wages paid
all employees, regardless of whether the law of the State in which the em-
ployer is situated renders any of his employees ineligible to receive unem-
ployment benefits.

4. Section 407 (a4) requires that all unemployment compensation be paid
“ through ?Iublic employment offices of the State ”, although some of the
States might have available or prefer other methods of making such pay-
ments. Under the bill as now planned the State administrators are given no
latitude to prescribe pl aces of unemployment-compensation benefits.

TABLE V

1. The entire provision for issuance and sale of annuity certificates by the
Social Insurance Boarcl is unjustified and unwarranted, since it puts the
Federal Government in competition with existing private business. If this
provision, as contained in the law, is passecl, provision should be made for
|ncIud|n% in the cost of such annuities, allowances for taxes and other items
of overhead which must be borne by private insurance companies.

2. Section 501 provides that the annuity amount should be based on premium
paid, plus interest accretions, yet section 502 specifically permits deferring
“ payment of interest ”, which would mean that despite payment of premiums
which should be sufficient to assure the annuity specified at age 65 the Social
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Insurance Board might, if it considers its funds insufficient, or for any other
reason, reduce the amount of the annuity by deferring that part of the “annuity
attributable to interest accretions, and there is no limit specified as to the
duration of such annuity reductions. The purchaser of the Government annuity
certificate would, in other words, have no assurance that he would receive at
age 65, and after, the monthly amount specified.

TABLE VI

1. In connection with section 601 it may be noted that if any State does not
provide for contribution to a State unemployment compensation fund until
after January 1, 1936, during such intervening period the employer must pay
his full unemployment compensation tax into the Federal Treasury without
being able to obtain any portion of the 90-percent credit provided in section 602.

2. It is now provided In section 601 that during the 3 years beginning Jan-
‘uary 1, 1936, the unemployment excise tax upon employers shall vary between
1 and 3 percent, and that after the first 3 years the tax shall be 3 percent.
‘During the first 3 years the percentage of the tax is related to the Federal
Reserve ‘Board’'s adjusted index of total industrial production averages for
the years 1923 to 1925, inclusive. We believe it is essential to point out in
this connection our belief that new cost burdens should not be imposed upon
‘industry, ‘thus increasing the price of goods which agriculturists must pur-
chase, and thereby furtber increasing the disparity between industrial prices
and agricultural prices, until farm buying power is increased.. In this con-
nection | direct your attention to the following statement made by Mr. Louis
H. Bean, of the Agricultural Adjustment Administration, during the National
Industrial Recovery Board hearing, January 31.:

“ Policies that tend to raise prices to the producer, whether they are due to
increased manufacturing costs rought about by the sharp reduction in hours
or to distribution costs, tend to widen the gap between farm and city prices,
which, from the standpoint of stabilization, need actually to be brought closer
together. Agricultural prices were 38 ﬁercent below 1929 during the year 1934
and 31 percent below in December, while industriul prices were only 13.5 per-
cent below.” o . _

It is obvious that this bill would impose large additional taxes upon industry.
Consumers as a whole, and particularly agricultural consumers, weculd p\)ﬁy
more for their purchases as the tax burden upon industry is increased. We
suggest that the committee carefully consider the advisability of providing that
the pay-roll tax should not exceed 1 percent of the employer’'s pay roll until
the ratio of prices received to prices pad by farmers, as reported by the Bureau
of Agricultural Economics, reaches 84 percent of the average for the years 1923
to 1925, inclusive. If after the first 3 years the two levels, both industrial
production and farm buying power, are not at the 84 Percent level, then the
tax should be ‘further reduced to say one-fourth or possibly one-half of 1 percent
until both indexes reach at least the 84 percent level. The State of Wisconsin,
moreover, provided that the State law imposing a pay-roll tax burden upon
employers should not become effective until a certain employment average in
the Sfate was reached. We suggest to this committee the advisability of care-
fully considering incorporating a provision in the pending bill that if any State
in its unemployment compensation law establishes a State-wide index of indus-
trial production or employment which must be reached before payments are
made into the State fund, that employers of such State during such period shall
either be exempted from contribution into the Federal unemployment trust
fund, or shall at least receive credit against their Federal tax of 90 percent
of the amount of such tax. Otherwise, there is a Federal tax penalty on
em%loyers in a State when the State itself believes it would be unwise to collect
such tax.

3. Under section 601, the entire employment excise tax is paid bK the em-
ployer. The earnings and employment excise taxes to be paid into the old-age
pensicn fund, as provided by titles |1l and 1V, provide for equal payments by
both employers and employees. We suggest to this committee careful con-
sideration of providing for payment into the unemployment trust fund by em-
ployees as well as employers. In every operating foreign system both employers
and employees contribute. | direct your attention in this connection to the
following remark made by President Roosevelt when Governor of New York in
addressing the New York State Federation of Labor at Buffalo, August 2'7, 1930:
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“ | hope that the next administration and the next legislature will take up a
Practlcal, definite study of unemployment insurance, avoiding, of course, any
orm of dole, and basire their investigation on sound insurance lines under
which the State, the employer, and the employee would all be joint premium
payers.”

4. Section 602 (2) declares that unemployed persons shall not lost their
right to benefit payments because they refuse to accept work at wages “sub-
stantially less favorable than those prevailing for similar work in the locality.”
This lan ua?e should certainly be more clearly defined-is « similar work ” any
job in the Tocality-perhaps the highest paying of many employers, or does it
mean, as | think it clearly should, the wage being paid for the majority of
private work in the same trade and industry? Under the bill as it now stands
the Secretary of Labor is given inside authority to practically dictate the wage
which shal exist in every trade in every locality. _

5. Section 602 (e3) is objectionable as prohibiting requirements that em-
ployees join a so-called “ company union ”, while not prohibiting compulsion
upon the employee to join any other form of labor organization. As It now
stands this Ianguagi_(ie would permit a requirement that employees belong to
communistic or other radical labor organizations. We respectfully suggbest
that the Government has no Ieg#al or equitable right to discriminate either be-
tween individuals or groups of citizens and that it should make no require-
ment, and should favor no requirement, that employees be required either to
join or refrain from joining any lawful labor or other organization.

6. Under section 606 the tax on an employer is upon ¢ the total amount of
al weges paid * * * to persons employed by him.” It is unreasonable
and discriminatory to require the payment of any 'such tax upon the wage of
employees who are not eligible to receive compensation payments under the
law of the State in which the emplo%/er is ‘situated (section 407 (a3), 602 (e) ,
and 606, lines 10, 11, and 12 on p. 47).

‘7. Under section 606 only employers, and their employees, of four or more
persons are taxed or covered.. Why four? Why not three or five? Since a
Federal record must be kept on every employer of one or more persons in the
contributory old-age pension system which would be estabiished, 1t should from
an administrative standpoint be no more difficult to ‘provide that the unem-
ployment compensation provisions shall also directly affect all employers of
one or more persons. Moreover, under this law a person normally employing
less than four persons, who employs five or more for one quarter of the
year-for plowing, harvesting, ice-cutting, etec.—must pay his one, two or three
employees the entire remainder of the year.

8. Under section 602 an em?loyer may receive a credit of 90 percent for
contributions to a State unemployment compensation fund. In the absence of
a_n){1 contrary provision it would appear that such State law may provide for
either a central pooled reserve, an industry reserve, or a company reserve
basis. Under section 607 an employer may receive additional credits against
his Federal tax, if he has been permitted to decrease his State tax to a lower
point than the Federal tax. For example, the standard Federal tax is 3
percent. The standard State tax is, we will assume, also 3 percent. But the
State law permits an employer because of a favorable employment record, or
some other reason, to reduce his tax to 2 percent. Under normal conditions
the Federal tax will be, let us say, $300 on the employer's pay roll, and the
State tax $300. The employer, however, would receive credit of $270 against
his Federal tax, thus paying $30 to the Federal fund and, $300 to the State
fund. If the employer is allowed to reduce his State tax to $200, he would,
in the absence of provision for any further credit, receive a Federal credit
of $200, and pay a Federal tax of $100;3Ius a State tax of $200. Thee(?ro-
visions for additional credit in section 607 would, however, permit a Federal
credit of $270, thus making the Fecleral tax $30 and the State tax $200.

But under section 608 the additional credit provided in section 607 will not
be granted unless the employer has ever since contributions “ were first
required of him ” contributed to a “ pooled fund * * * at least 1 percent
of his pay roll.” .

In other words, the bill apparently allows the State governments to have
Booled or reserve plans, but in fact to coerce them into creating pooled funds

y specifically providire that employers will not receive credit for favorable
employment records unless the State has such pooled funds. , It will be observed
that provisions (b), (c), and (d) of section 602 are of an optional character,
while provision (a ) , relating to pooled funds, is apparently mandatory. We
urge that each State be fully and actually allowed to determine for itself
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whether it desires to establish a pooled fund, an industry reserve plan, or a
comgan reserve plan as the basis of its law. _ _

(9) Section 608 (b) stipulates that if a State law permits or requires a
separate reserve for an employer, or a group of employers, and allows reduc-
tion or elimination of payments by such employers, that no “ additional credit”
against the Federal tax can be obtained unless the reserve account at issue
“ amounts to not less than 15 percent of the State pay roll of such employer or
group of employers. ) ) ) )

Accepting for the present the Economic Security Committee estimate that
there is a norma unemployment of 8 percent (report, p. 1) then the 15 percent
reserve is obviously unreasonably high ; moreover, since the employer or group
of employers in question would be allowed to reduce their contributions to
the State fund only because of exceptionally favorable previous empl%ment
stabilization records, the 15 percent seems completely out of question. e 15
percent is approximately twice the 8 percent unemployment average; the 15
percent might well be reduced to 6 percent, or the equivalent of total contribu-
tions for 2 years.

10. In paragraph (c¢) of section 608 we believe the 7% guarantee is too high ;
it is altogether disproportionate to other tax and payment provision’s in the
bill. This could, it would seem, be reduced to at least 6 percent.

11. Under section 602 the standards required for State unemployment com-
pensation laws would apparently permit unemployed, seasonal, and casual
workers to receive benefit payments on the same basis as other workers. This
is such an important aspect that the recommendations of the Economy Security
Committee (report, p. 18) should be incorporated in the bill itself. o

.12. The standards for State unemployment compensation laws are deficient
in not requiring applicants for benefit payments to be able to show that they
are genuinely seeking work and in not requiring them to reEort regularly to
local or district State administrative officials. When the English Govern-
ment removed the requirement that applicants must show themselves to be
genuinely seeking work there was a large immediate increase in the number of
applicants for unemci)lo ment benefits. .

13. The standards for State unemployment compensation laws are also
deficient in not providing, in order to prevent fraud, that all persons for whom
contributions are made should be ‘properly registered, and all applicants for
payments properly identified. The same protection should be provided in
connection with the ceatributory old-age-pension system. .

14. The standards for State unemployment compensation funds are inade-
guate, moreover, in not protecting solvency of such funds by providing that
payment to any individual should be directly related to the number of weeks .
of his previous employment ; that is, the period for which contributions have
been made on his behalf to the State fund. This is recommended in the Eco-
nomic Security Committee Report (p. 18) and should be in the hill. We direct
your attention in this connection to the following statement made by Presi-
dent Roosevelt when Governor of New York, before the New York Life Under-
writers association :

“ It is of the utmost importance that unemployment insurance, like the other
forms, be based on sound actuarial tables. This is the fundamental which
will prevent a mere dole or gift on the part of either private agencies or
governments themselves.” (Insurance Federation News, April 1931.)

15. We further suggest that the standards for State unemployment compen-
sation laws are deficient in not prohibiting payment of benefits to those who
have voluntarily left their work, either by %oing on strike or otherwise. The
Wisconsin law and every European unemployment law provide that unem-
ployment due to trade dispute shall not be compensated.

16. The standards for State unemployment compensation laws are further-
more deficient in not providing that workers discharged for cause should be
treated on a different footing than workers who lose their jobs through no
fault of their own.

VAGUENESS THROUGHOUT BILL

This bill is replete with indefinite phrases and standards which are open
to at least two serious objections : )

(a) They make it difficult to know what the bill actualy proposes.

(b) They supply an insufficient guide to those charged with administration
of the various parts of the proposed law. /
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~ Among the many standards set forth in the bill which are so vague and
indefinite as to challenge curiosity, defy exact interpretation, and puzzle
administrators, we find the following :

é. hs?cealtiﬂns 3, 4, 203, 204: “ Reasonable subsistence compatible with decency
an th.”

2. Sections 4, 204: ¢ Substantial ” participation by State governments as such
in State plans.

3. Sections 206, 406, 701, ‘702, 703, 802 : Apportionments of Federal funds ““ on a
basis of need ” (or equivalent language).

4. Section 406. “ Proper administration of such laws.”

5. Section 407. “ Reasonably calculated to ins&e full payment.”

6. Section 602, “ Substantially less favorable ” ; « similar work in the local-
ity ”; ¢ bona fide labor organization.”

7. Sections 701, 702, 703. * Reasonable provision for State administrative
and supervisory services.”

8. Section 702. “Adequate facilities.”

To illustrate some of the practical difficulties involved in connection with,
such vague definitions as those quoted:

1. What is a wage “ prevailing for similar work ” ?

Interpreting a similar phrase the United States Supreme Court has said:

“ The words ‘¢ current rate of wages ' do not denote a specific or definite
sum.”  ( Connally v. General Cons truction Co., 269 U. S. 385 ; 1926.) One
Secretary of Labor might adopt one idea as to what constitutes the prevalent
wage and his successor might supply a totally different yardstick. No adequate
standard is provided in this bill.

2. Or what is a * substantially less favorable ” wage? One percent’ less, 2
percent less, 5 percent less, 10 percent less, or 25 percent less? Here again
undecrI tr&e bill as now worded every Secretary of Labor might apply a different.
standard.

3. Or what is a “ reasonable ” subsistence? Shall we apply an arbitrary
standard for the entire country? Or shall we apply a separate standard for
each State? But even in States there are wide variations in living standards
from State to State.

The United States Bureau of Labor Statistics has made no budgetary survey
of living costs since 1918, and the predecessor of the present Commissioner
of Labor Statistics declared that the present Bureau figures as to living costs
in only 90 locdlities lack “ the accuracy which is. essential to their usefulness.”
This bill provides no standard for determinations of what is “ reasonable.”

4. Or take the comparatively simple question as to what is a “ locality.”
This is not, as | gather it, a penal statute, but certainly me should at least
try to hare as much accuracy and definiteness in a bill of this sort as is
required in penal statutes. Upon the meaning of the word * locality ” the
United States Supreme Court has said (ibid.) :

“Additional obscurity is imparted to the statute by the use of the qualifying
word ¢ locality.” Who can say, with any degree of accuracy, what areas con-
stitute the locality where a given piece of work is being done * * * In
other connections or under other conditions the term * locality * might be defi-
nite enough, but not so in a statement imposing criminal penalties.”

CONCLUSION

Mr. Chairman, we submit in conclusion that measures designed to
establish permanent economic and socia systems should receive most
careful consideration. We pledge our full cooperation, wherever it
may be desired, to this committee in its study of the problems pre-
sented in the pending bill. These problems are so extremely com-
plicated that they really require and justify months instead of weeks
of analysis. '

We fully appreciate the seriousness with which this measure is
being reviewed by your committee, and deprecate any attempt to
hurry the committee to a definite favorable recommendation of a
substantially unchanged bill. Daniel Webster in discussing a
measure of similar import. well said, in effect, that “ it. would be
better to have no hill than a bad bill.”
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This bill has three principal divisions. (I.) the establishment of
a permanent Federal—gtate old-age assistance system, which is de-
sired in part, however, to also relieve the present emergency Situa
tion ; (2) the establishment of a permanent Federal contributory
old-age pension plan; (3) the creation of a permanent Federal-con-
trolled system of State unemployment compensation, neither of the
latter two having any possible beneficial result in the relief of pres
ent distress and indigency.

The Federal standards set up for the proposed State unemploy-
ment compensation laws are both inadequate and in opposition to
lessons learned from foreign experience.

The unemployment compensation tax proposed ignores, moreover,
the fact that additional cost-increasing burdens should not be im-
posed on industry until farm buying power increases. _

The Federa contributory old-age pension system raises questions
of actuarial solvency, of investment of funds, of stability of Federa
financing, of possible raids on reserve funds, of whether this gener-
ation should arbitrarily compel future generations to bear qur
burdens-all questions of such extreme gravity, surely,. that they
merit long and calm review. ;

‘This "bill permits arbitrary Federal attempts to control both liv-
ing standards and wages in every part of the country.

This bill, as it has been formulated and presented to your com-
mittee, not only necessitates an elaborate administrative system and
Is filled with vaguely defined standards, but it violates principles
enunciated by the President, disregards opinions of actuaries con-
sulted by the Economic Security Committee, and in many_important
respects disregards advice tendered upon request to the Economic
Security Committee by its advisory council. )

Finaly, Senators, we commend to your ‘atention the belief by
Edmund Burke that it is—

Better to be despised for too anxious apprehensions than ruined by too
confident security.

The caarwn.  The next witness is Benjamin C. Marsh, of Wash-
ington, D. C., representing The People’'s Lobby.

STATEMENT OF BENJAMIN C. MARSH, REPRESENTING THE
PEOPLE'S LOBBY, WASHINGTON, D. C.

Mr. MwsH.  Mr. Chairman and members of the committee, | ap-
pear on behalf of The People’s Lobby and would like to make some
comments on this bill, with your permission.

| want first to discuss the general principles involved, but to point
out that in our judgment the bill should not be called a security
bill or social-security bill for two reasons. The first is that you can-
not make any individual secure in the unstable insecure situation in
America today, which is daily getting worse and more precarious.
The only thing that is preventing a complete collapse is the fact that
the Government is continuing the policy inaugurated under Presi-
dent Hoover-l am going to be frank and not play any politics—
of giving Government credit to maintain values which are water
in the main. The proposed banking bill premits a complete shift in
the whole banking policy of the country under which banking de-



