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may be at their height and there has
been insufficient time or opportunity
to accumulate private savings—is at
least as great as the need for income
during old age. The period required
to establish eligibility for disability
benefits under the social security sys-
tem would probably be shorter than
under the special plan, and although
basic benefits might be relatively low,
additional allowances could probably
be made for dependents.

The type of coordination proposed
is similar to that which is now being
used in private industry. The suc-
cessful adaptation of industrial re-
tirement systems which were in op-
eration when old-age and survivors
insurance began, refutes the argu-
ment that existing special plans for
teachers would be destroyed if cover-
age of the Federal system were ex-
tended to employment in governmen-
tal and nonprofit schools.

There is no tailor-made formula for
adaptation of all existing plans cov-
ering teachers. The problems in-
volved in coordinating the State-wide
public retirement systems with the
Federal program would differ from
those encountered in coordinating a

plan that involves TIAA contracts. -

The problems of covering teachers
who have already built up equities in
existing plans will be more difficult
than the problems of providing sup-
plementary protection for teachers
who come within the scope of the
special plan at a future date. But
these problems are by no means in-
surmountable, and the TIAA has al-
ready announced its willingness to
tackle them: “ . . . if a college were
brought under the Social Security
Act, its retirement plan could be modi-
fied as might seem desirable or nec-
essary, and annuity rights already es-
tablished would persist and would
supplement whatever benefits might
thereafter be established under either
the national retirement plan or a
modification of the college’s private
plan. If and when the social security
legislation is extended to employment
for colleges and universities, officers
of TIAA will be ready to counsel with
college officers as to desirable changes
in plans involving its contracts.” ®

8 Teachers Insurance and Annuity As-
soclation, Planning a Retirement System,
1845, p. 30.

Conclusion

Higher educational institutions
have long been interested in providing
their staff members with a guarantee
against dependency in old age. Such
a guarantee has placed colleges in a
favorable position when competing
for high-caliber personnel with em-
ployers who may be able to offer
greater and more immediate financial
inducements. Educational institu-
tions have found that a retirement
plan pays dividends also in the form
of high morale and efficiency, in that
it increases the security of the in-
dividual and at the same time makes
possible the advancement of the
younger staff members.

But despite many years of opera-
tion of retirement provisions for em-
ployees in institutions of higher edu-
cation, perhaps as many as 75,000 to
100,000 employees—out of a total of
approxXimately 225,000—lack protec-

tion against loss of income in old age.
Their families, and the families of
many of the staff members covered by
retirement plans, lack basic protec-
tion against dependency caused by
the breadwinner’s death.

The national program of old-age
and survivors insurance can provide
maximum protection at reasonable
cost for employees who do not now
have economic security against wage
loss resulting from old age or death.
Moreover, old-age and survivors in-
surance can serve as a foundation for
the supplementary retirement protec-
tion which would make employment
for educational institutions even more
attractive.

Many officials and employees of col-
leges and universities are now fully
aware of the advantages of inclusion
and are urging that the Social Secu-
rity Act be amended to permit the
coverage of employment performed
for higher educational institutions.

Old-Age and Survivors Insurance for
Agricultural and Domestic Workers

and the Self-Employed

A report exploring alternative methods of extending cover-
age to the self-employed and to agricultural and domestic em-
ployees was recently published by the Division of Tax Research
of the Treasury Department? Because of the pertinence of its
subject, the Bulletin is reproducing bere the introductory sec-

tion of the report.

THE SOCIAL SECURITY ACT, approved
on August 14, 1935, provided the
United States for the first time with
a general old-age insurance program
and shifted this country from among
the more backward to the more ad-
vanced countries in the field of social
security. Its comprehensive charac-
ter notwithstanding, the 1935 act pro-
vided old-age insurance coverage for
only part of the country’s population;
it left large groups of people outside
the program.

1 The Eztension of Old-Age and Sur-
vivors Insurance to Agricultural end Do-
mestic Service Workers and to the Self-
Employed, November 1947. The study
does not discuss the question of public
policy involved in extending coverage or
offer specific recommendations.

The principal groups excluded from
the benefits of the old-age insurance
program were agricultural workers,
domestic service workers, self-em-
ployed persons, government em-
ployees, employees of educational, re-
ligious, and charitable organizations,
and persons employed in the railroad
industry. In 1946, these categories
included about 30 million people and
represented approximately 40 percent
of the country’s pald employment.

The exclusion of the several groups
from the program was prompted by
different reasons. Railroad employees
were covered by a separate system
established by the Railroad Retire-
ment Act of 1935. Government em-
ployees were excluded partly because
some were covered under existing pen-
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sion schemes and partly because of
legal barriers to the imposition of a
Federal tax on State and local gov-
ernments in their capacity as employ-
ers. Less tangible reasons lay behind
the exclusion of the employees of
educational and other nonprofit or-
ganizations.

Agricultural and domestic workers
and self-employed persons, now ag-
gregating about 19 million, were not
covered principally because the ad-
ministrative problems in collecting
taxes and obtaining proper wage re-
ports were anticipated to be espe-
cially difficult. The concept of social
security was new to this country, and
the introduction of a social insurance
program represented a significant de-
parture both for the Federal Govern-
ment and the American people. In
the initial stages of the program, it
appeared desirable to restrict old-age
insurance to those areas of employ-
ment where the prospects for success-
ful operation were best. Moreover,
it was anticipated that, as adminis-
trative experience was accumulated,
noncovered groups could be brought
in at some future time without jeop-
ardy to the entire system. It was
made abundantly clear at all stages
of the discussion that the exclusion of
these groups from the initial program
was a matter of expediency and in no
way implied a permanent denial of the
rights of these groups to old-age secu-
rity on terms identical with those ac-
corded to the covered groups.

In the case of the self-employed, the
basis for exclusion was largely admin-
istrative in character and related to
the problem of collecting taxes from
self-employed persons with low in-
comes. The financial structure of the
contributory old-age insurance system
adopted in 1935 was bullt around em-
ployer and employee taXes on wages
collected at source. It placed primary
compliance responsibility on the em-
ployer and avoided the need for re-
turns on the part of individual wage
earners. This mechanism obviously
was not applicable to the self-
employed, where employer and em-
ployee are one and the same person.
The financing of social security bene-
fits for the self-employed had to be
built around some alternative struc-
ture involving self-reporting by cov-
ered persons. The mechanism which

held most promise appeared to be an
adaptation of the procedures used for
income-tax purposes. Since, however,
the income tax of those days employed
large personal exemptions and was a
tax payable by a relatively small seg-
ment of the population, its adaptation
for social security purposes would
have required innovations which were
then regarded to involve too much
risk. The retention of income-tax
exemptions for old-age insurance pur-
poses would, in effect, have entailed
the exclusion of precisely those self-
employed persons who were most in
need of social security protection.
The drastic reduction of exemptions
or their complete elimination, on the
other hand, involved questions of en-
forcement practicability which were
then difficult to appraise.

Another problem which had to be
resolved preparatory to the assess-
ment of taxes against the self-
employed related to the separation of
that part of their income attributable
to personal services from the balance
due to capital investment. The tax
which comprises a contribution for
old-age security should apply only to
the counterpart of wages—to personal
service income which stops when the
worker retires and which establishes
both the timing and the scale of his
retirement benefits. Here again,
income-tax experience was relevant
and indicated that this type of segre-
gation was fraught with difficulties.

The principal consideration which
influenced the decision to delay the
coverage of agricultural and domestic
workers under the original social se-
curity program related principally to
the enforcement of social security
taxes and adequate wage reports. A
lesser problem was the valuation and
taxation of income received in kind.

Since, under the program, eligibility
for benefits and the size of those bene-
fits were to depend upon earnings, it
was essential to obtain a complete and
accurate record of the earnings of
each agricultural and domestic em-
ployee. This required employers to
establish and maintain records of each
wage payment made to their em-
ployees. While some employers were
already keeping records of this type,
it was believed that most farm opera-
tors and  particularly housewives
would find it burdensome to comply

with the requirements, both because
of their unfamiliarity with record-
keeping and because of the rapid
labor turn-over.

During the 10 years of the old-age
and survivors insurance .system, the
need for the expansion of its coverage
has frequently received public recog-

"nition. In 1938 the Advisory Council

on Social Security, established jointly
by the Senate Finance Committee and
the Social Security Board, recom-
mended in its final report the coverage
of most excluded occupations as
promptly as possible. This was fol-
lowed by similar recommendations
made by the Social Security Board
and the President, just prior to the
commencement of the congressional
hearings which led to the 1939
amendments of the Social Security
Act. That legislation made important
revisions in the system but, except
for several small groups, failed to
broaden the coverage of the program.

Interest in expanded coverage con-
tinued. The Social Security Board
recommended the enactment of legis-
lation to this end in virtually every
one of its annual reports. From time
to time the President made similar
recommendations to the Congress.
In his 1946 budget message and again
in 1947, President Truman called at-
tention to the absence of social se-
curity protection for large segments
of the population particularly in need
of old-age security, and suggested
legislation to eliminate the existing
inequity.

During every session of Congress a
number of bills were introduced pro-
viding for the extension of coverage
either as a separate step or as part of
comprehensive social security revision.
Notable examples of recent proposals
are those sponsored by Senator Wag-
ner, Senator Murray, and Representa-
tive Dingell for broad changes in the
entire social security program, and by
Senator Magnuson to provide a sepa-
rate retirement program for all those
not covered by existing Federal re-
tirement legislation. The legislation
pending in this session of Congress is
illustrative of the varying approaches
to the general problem. Senator Mur-
ray’s bill (8. 1679) would make exten-
sive revisions in the program, includ-
ing expanded coverage. Senator
Magnuson has reintroduced his bill
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(S. 681). Representatives Curtis
(H. R. 2046) and Bennett (H. R.
3457) propose coverage for the self-
employed. Bills introduced by Sena-
tors Young (S. 508), Aiken and Mec-
Farland (S. 1743), and by Represen-
tatives Beall (H. R. 2022), Lynch
(H. R. 2448), Curtis (H. R. 1892),
among others, would extend old-age
and survivors insurance to other
groups not now protected by the pro-
gram.

The Ways and Means Committee
undertook an investigation of vari-
ous phases of the social security pro-
gram, including expanded coverage,
in 1945-46. Its staff of technical ex-
perts (appointed pursuant to H. Res.
204, 79th Cong., 1st sess.), in report-
ing on this aspect of social security
revision, concluded that it was feasi-
ble to extend coverage to the self-em-
ployed and to agricultural and domes-
tic workers. Following the report of
the Technical Staff, the Committee
conducted extensive hearings. Vir-
tually every witness who addressed
himself to the problem, including rep-
resentatives of business, labor, farm
organizations, Government, and re-
ligious, welfare, and educational
groups, favored extension of coverage
to these categories of workers. In his
testimony before the Committee, Com-
missioner Altmeyer of the Social Se-
curity Administration emphasized the
need for extending the coverage of
old-age and survivors insurance and
presented in some detail a plan for
covering self-employed persons. Ag-
ricultural and domestic workers, he
indicated, might be covered either by
a stamp plan or by a system of em-
ployer reports.

The growth of interest in the ex-
tension of social security coverage
during the past 10 years was accom-
panied by the accumulation of admin-
istrative experience which resolved
some of the problems envisaged at the
time the program was first developed.
The wartime reduction of personal ex-
emptions under the individual income
tax to $500 per taxpayer provided ex-
perience with tax returns from low-
income recipients. In the case of most
farm operators and many employers
of domestic service workers, it estab-
lished the need for the maintenance of
operating records. These develop-
ments have direct application to the

problem encountered in the extension
of old-age insurance coverage. Other
developments, such as the farm aid
programs and rationing, have con-
tributed to making the population
record conscious. Administrative au-
thorities have acquired more than 10
years of experience in enforcing so-
cial security taxes under diverse cir-
cumstances. At the same time, the
generally high level of economic ac-
tivity, including employment, reduced
the rate of labor turn-over in domes-
tic employment and the burdensome-
ness of employment taxes. These de-
velopments have improved the case
for the extension of old-age insurance
coverage.

The present report, which draws
heavily on the Treasury Department’s
experience with the administration of
the tax aspects of the social security
system, examines the problems of ex-
tended coverage and discusses alter-
native plans for bringing the self-em-
ployed and the agricultural and do-
mestic workers into the system. In
examining the available alternatives,
it appeared desirable to confine de-
tailed consideration to those plans
which were consistent with the prin-
cipal characteristics of the existing
social security system. Consequently,
some plans which under other cir-
cumstances would deserve careful
evaluation were not considered.

The present social security pro-
gram is financed by a pay-roll tax im-
posed at a rate of 1 percent each on
employees and employers. The re-
ceipts from this tax have been suffi-
cient to pay the current cost of bene-
fits and to build up a substantial re-
serve, and are expected to continue to
do so for some years to come, notwith-
standing anticipated increases in ag-
gregate benefit payments. It is esti-
mated on the basis of a relatively
optimistic set of consistent assump-
tions regarding the long-term opera-
tions of the system (high wages, low
retirement rates, etc.) that the level
cost of the system is about 3 percent
of pay rolls. Under a less optimistic
set of assumptions, the level cost of
the system is estimated at approxi-
mately 7 percent of pay rolls. Never-
theless, & combined tax rate of only
2 percent has been continuously in
effect since the origin of the program,
with the result that the system has

been operating at an actuarial deficit,
even if the most optimistic set of eco-
nomic and demographic assumptions
underlying the calculations made thus
far should materialize. In the ab-
sence of an adequate increase in the
pay-roll tax, the deficit will presum-
ably be made up from the Govern-
ment’s general fund when the cash
benefit obligations of the system war-
rant it.

‘This prospective dependence of the
system upon some financing from the
general fund prescribes in some meas-
ure the plans available for the cover-
age of hitherto uncovered groups. It
precludes, for instance, recourse to a
plan for voluntary coverage. TUnder
such a plan, those who could best af-
ford to come into the system would do
so, while some of those whose need
for protection is greatest would not
acquire social security coverage. As
a result the general fund would tend
to subsidize social insurance protection
for the benefit of a select group of
individuals who need it less than some
of those not covered. To safeguard
the principle that the Government’s
general funds serve the purposes of all
the population on a fair and equitable
basis, it is necessary to limit the choice
of plans for the extension of coverage
to those which extend protection on
the basis of reasonably fair classifica-
tions. Voluntary coverage, depend-
ent as it is on the financial position of
the insured, would not meet this test.
It should also be noted that there are
other objections to a voluntary sys-
tem. For example, it would tend to
involve an adverse selection of risk
and would thus impose added financial
burdens on those who are compul-
sorily covered by the program.

A further illustration of how the
characteristics of the present system
restrict the alternative approaches to
broader coverage may be cited. From
some points of view, there is much to
be said for a plan of direct reporting
by agricultural and domestic workers
themselves by means of an annual
return of wages and payment of taxes,
similar to that required under the in-
come tax and under a plan discussed
[in the report]l for self-employed per=
sons. Such a plan would preclude the
collection of a tax from the employers
of such workers and would involve

_ (Continued on page 36)
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corresponding  discrimination be-
tween employment in commerce and
manufacturing and employment in
agriculture and domestic service.
Moreover, it is likely that such a plan
would have to exclude a substantial
number of employees. It was for
these reasons ruled out of considera-
tion. :
The plans developed [in the report]
accord closely with the requirements
of the existing social security pro-
gram. They deal only with the tax-
collection aspects of the problem. No
attempt has been made to develop spe-
cific benefit provisions appropriate to
the proposed tax plans. Since, how-
ever, the plans have been molded as
nearly as possible to the present bene-
fit structure and its qualifying provi-
sions, the development of parallel
benefit provisions should not present
special difficulties.

It should be noted, also, that this

analysis of alternative approaches.to
extending coverage involves of neces-
sity a large element of judgment. The
advantages claimed for one approach
as against another are to a large ex-
tent based upon tax-collection expe-
rience under different circumstances
than those which will prevail when
coverage is extended. We have had,
for example, extensive experience with
the taxation of low incomes. Never-
theless, if in conjunction with a tax
on the self-employed with low incomes
a program of benefits.directly related
to that tax were introduced, past ex-
perience would not necessarily pro-
vide a reliable gauge of the compli-
ance to be expected. The payment of
benefits introduces a new factor which
may produce more favorable results
than those obtained when no quid pro
quo was associated with payment of
the tax. ’

On the basis of the studies that
have been made, it appears evident

that administrative considerations no
longer constitute a barrier to ex-
panded coverage. The administrative
problems are difficult, as was the case '
when the existing program was initi-
ated, but given a moderate period of
experience and adequate appropria-
tions for the administration of the
enlarged area of coverage, they can
be resolved. Moreover, tax-collection
features and costs are but some of the
factors to be considered. Other ele-
ments, such as equity among different
groups and the possible reduction of
public assistance costs which are
borne out of general revenues, as well
as public attitudes toward social secu-
rity and other social considerations,
also enter into the evaluation process.
Whether the old-age and survivors in-
surance program is to afford protec-
tion to segments of the population
now deprived of its benefits, is a ques-
tion of public policy to be determined
in the light of these considerations.



