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Calendar No. 1680

81st CONGRESS SENATE { REePORT
2d Session No. 1669

SOCIAL SECURITY ACT AMENDMENTS OF 1950

May 17 (legislative day, MarcH 29), 1950.—Ordered to be printed with
illustrations

Mr. GEORGE, from the Committee on Finance, submitted the following

REPORT

[To accompany H. R. 6000]

The Committee on Finance, to wnom was referred the bill (H. R.
6000) to extend and impiove the Federal old-age and survivors insur-
ance system, to amend the public assistance and child-welfare provi-
sions of the Social Security Act, and for other purposes, having con-
sidered the same, report favorably thereon with an amendment in
the nature of a substitute and recommend that the bill as amended
do pass.

INTRODUCTION AND SUMMARY

I. PURPOSE AND SCOPE OF THE' BILL

More than a decade has passed since the Congress amended the
Social Security Act and established the present benefit provisions
under old-age and survivors insurance. In the interim, tremendous
changes have taken place in our economy. The onrush of broad
social and economic developments has completely unbalanced the
Nation’s social security system. Congressional action is, therefore,
urgently needed to reestablish the proper relationship among the
basic programs in this system.

Your committee is greatly disturbed by the increasing burden on
the general revenues caused by dependency in the United States.
Currently Federal expenditures are running at a rate of $1.1 billion a
year for public assistance as contrasted to expenditures of less than
$800 million under the old-age and survivors insurance program.

Total expenditures for the three State-Federal public assistance
programs in calendar year 1949 were $2.0 billion. The cost to the
Federal Treasury for assistance to needy persons was $1.0 billion in
1949. This was $235 million more than in 1948 and $350 million more

1
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than in 1947. More than three-fourths of the costs of public assistance
grants from the Federal Treasury are for dependent old people. In
1949 the Federal Government spent $795 million for payments to
needy old people alone, and the combined amounts spent by Federal,
State, and local governments for old-age assistance was $1.4 billion.
The magnitude of expenditures for old-age dependency gives us spe-
cial concern because of the growing number of aged in the population.
The number of persons age 65 and over has increased from 7% million
in 1935 when the Social Security Act was passed to 11% million today.
By 1960 we may expect 14 to 15 million aged persons and 25 years
from now 17 to 20 million.

Your committee’s impelling concern in recommending passage of
H. R. 6000, as revised, has been to take immediate, effective steps
to cut down the need for further expansion of public assistance,
particularly old-age assistance. Unless the insurance system is ex-
panded and improved so that it in fact offers a basic security to
retired persons and to survivors, there will be continual and nearly
irresistible pressure for putting more and more Federal funds into the
less-constructive assistance programs. We consider the assistance
method to have serious disadvantages as a long-run approach to the
Nation’s socisl-security problem@e believe that improvement of
the American social-security system should be in the direction of
preventing dependency before it occurs, and of providing more effec-
tive income protection, free from the humiliation of a test of need.
Accordingly your committee recommends action designed to immedi
ately bolster and extend the system of old-age and survivors insurance
by extension of coverage, increasing benefit amounts, liberalizing
eligibility requirements, and otherwise improving this basic system
for dealing with income losses.

Your committee recognizes that the bill which it is recommending
for passage does not do the whole job. Public assistance can be
reduced to a minimum only if the present aged have their needs met
through some other program. It is not enough to provide for those
who will retire in the future. We believe that the problem of pro-
viding income to those who have already retired and who are ineligible
for insurance should be studied further. Your committee has not
been able to arrive at definite conclusions on this problem in the time
available for the consideration of H. R. 6000. We are, therefore,
recommending that further study be given to this and other problems
not resolved by this bill.

To keep assistance at a minimum in the future will also require
even further extension of coverage than is provided in this bill. We
recommend particularly that further extension of coverage to farm
groups be given attention. In the absence of clear-cut expressions
on the part of farm operators that they want this protection the
provisions of the committee-approved bill seem to us to be as far as
1t is desirable to go without fuller consultation with the farm groups.
This should be a matter for further study. :

Another question which is not resolved by this bill but which will be
a matter of increasing importance is the relationship of the public social-
security program to private pension plans, particularly those now
being established through collective bargaining to cover major groups
of industrial workers. Your committee 1s aware that there are many
disadvantages in the collective-bargaining approach to retirement
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plans. From the standpoint of the worker, as well as the economy,
these plans have serious weaknesses. Most of these plans do not give
the worker rights which he can take with him from job.to job. They
tend to discourage the hiring of older workers. They require long
periods of service with one employer and, in addition, employment with
the particular employer just before retirement. Most younger workers
will never qualify for benefits because they will not meet these long-
service requirements. The long-run relationship between the Federal
‘program and the movement in collective bargaining deserves the most
careful study.
. Your committee has not included permanent and total disability
insurance or assistance provisions in the bill. We recognize that the
problem of disabled workers is one which requires careful attention,
especially because of the increasing proportion of older workers and -
the rising rate of chronic invalidity in the population. Moreover, the
problem is not limited to the feasibility of providing income or pen-
sions merely to maintain disabled workers. At least of equal signifi-
cance is the need for assuring fullest use of rehabilitation facilities so
that disabled persons may be returned to gainful work, whenever this
is possible. Your committee believes that the Federal Government
should increase the grants-in-aid to the States for vocational rehabili-
tation and that further study should be made of the problem of income '
maintenance for permanently and totally disabled persons.

Your committee believes that further study should also be given to
the problems involved in the long-range financing of an old-age and
survivors insurance system, particularly the issue of reserve financing
versus pay-as-you-go.

Although your committee recognizes that the bill does not solve all
the prob]gems we believe that its passage would constitute a very
significant step forward in the establishment of a sound social-security
program,

" II. BACKGROUND AND HISTéRY OF LEGISLATION

A. Social Security Act of 1935

This act provided a system of old-age insurance for persons work-
ing in industry and commerce as a long-run safeguard against the
occurrence of old-age dependency. To he% alleviate immediate needs,
Federal grants were provided to States for three forms of public assist-
ance: For the needy aged, the needy blind, and dependent children.
The old-age insurance plan provided monthly benefits (beginning in
1942) only for the insured worker in his old age and also lump-sum
death benefits. A tax was imposed on employers and employees at a
rate of 1 percent each for 1937-39, 1% percent for 1940-42, 2 percent
for 194345, 2% percent for 1946—-48 and 3 percent thereafter. An
old-age reserve account was created to which Congress annually
appropriated funds in amounts “determined on a reserve basis in
accordance with accepted actuarial principles”; in actual practice
these appropriations closely approximated the tax- receipts less admin-
istrative costs which were met out of the General Treasury.

B. 1939 revision of the Social Security Act

The amendments considerably broadened the protection of the old-
age insurance system. Supplementary benefits were provided for the
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eligible wife and children of a retired worker and for the surviving
widow and children (in certain instances also for surviving dependent
parents). The beginning date for payment of monthly benefits was
advanced to January 1940. Benefits payable in the early years were
increased, while benefits were reduced for unmarried workers with
high earnings who would retire after many years of coverage. This
was accomplished by basing the benefits on average covered wages
rather than on total covered wages. The tax rate on employers and
employees was held at 1 percent each through 1942, and was then to
follow the original schedule. Further, it was provided that an amount
equal to the tax collections would be appropriated to the fund and
the requirement as to annual appropriations being ‘“determined on a
reserve basis in accordance with accepted actuarial principles” was
removed.

The 1939 amendments also liberalized the assistance provisions by
increasing the individual maximums for the needy aged and for the
needy blind, upon which the matching by the Federal Government is
based, from $30 per month to $40. Also the Federal matching propor-
tion for aid to dependent children was increased from one-third to
one-half, and the age limit was raised from 16 to 18. Further, it was
required that States in determining need for assistance take into ac-
count income and resources of applicants.

C. Legislation during 1940-45

In 1943 and in subsequent years legislation was passed to maintain
the old-age and survivors insurance contribution rate at 1 percent
each on employers and employees, rather than letting it rise as sched-
uled in the 1939 amendments. In 1943 the law was changed to
authorize appropriation from general revenues to the trust fund of
“such additional sums as may be required to finance the benefits and
payments under the insurance program” (to date no appropriations
have been made under this provision).

D. The 1946 amendments

Provision was made for survivors insurance benefits in respect to
World War II veterans who die within 3 years of discharge from the
armed forces, provided that such survivors are not entitled to pen-
sions under veterans’ laws. The amendments also froze the old-age
and survivors insurance contribution rate at 1 percent for 1947 and
made a number of technical changes which slightly liberalized benefits
and simplified certain aspects of the program. :

The funds available to States for public assistance were increased
substantially. For the period October 1946 through December 1947
the Federal matching proportion for the aged and the blind was raised
from a straight one-half to two-thirds of the first $15 per month of
the average payment and one-half of the remainder, while at the
same time the maximum individual grant upon which matching
could be made was raised from $40 to $45. For aid to dependent
children the Federal share was raised from a uniform one-half to
two-thirds of the first $9 of the average payment and one-half of the
remainder, with the individual maximums being raised from $18 for
the first child and $12 for each additional child to $24 and $15
respectively.
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E. Amendments after 1946

In 1947 the old-age and survivors insurance contribution rate was
again frozen at 1 percent effective through 1949; the rate was to be
1% percent in 1950-51 and 2 percent thereafter. The increased grants
for public assistance provided in the 1946 amendments, scheduled to
expire in December, were extended through June 1950.

In 1948 Congress amended the Social Security Act by passing two
bills over the President’s veto. Public Law 492, Eightieth Congress,
excluded certain newspaper vendors from the coverage of old-age and
survivors insurance. Public Law 642, Eightieth Congress, amended
the definition of ‘“‘employee’” so as to retain the usual common-law
rules for determining the employer-employee relationship. The public
assistance provisions were again liberalized. For the aged and the
blind, the Federal Government would pay three-fourths of the first $20
of the average payment and one-half thereafter, with the individual
matchable maximum raised to $50 per month. The matching grants
for aid to dependent children were raised to three-fourths of the first
$12 of the average payment per child and one-half thereafter, with the
individual matchable maximum payments being $27 for the first child
and $18 for each additional child.

F. Hearings of 1949-50

H. R. 6000 was referred to your committee on October 6, 1949.
Its passage by the House of Representatives followed extensive hear-
ings on socia{ security before the Committee on Ways and Means.
These hearings lasted from February 28 through April 27, 1949, and
consideration by the House committee in executive session continue
for a period of 16 weeks. :

This year, your committee conducted public hearings from January
17 through March 23. Your committee has received and printed
2383 pages of testimony and additional information submitted for the
record by individuals and groups interested in various phases of welfare
activities and old-age and survivors insurance and considered the bill
in executive session from April 3 through May 17.

In considering the House-approved bill your committee also had the
benefit of a comprehensive report prepared by an outstanding advisory
council appointed under authority of a Senate resolution of June 23,
1947.

III. SUMMARY OF PRINCIPAL PROVISIONS OF THE COMMITTEE-APPROVED
BILL

A. Old-age and survivors insurance

1. Extension of coverage.—Old-age and survivors insurance coverage
would be extended to about 10 million persons during the course of an
average week; 8.3 million of them Wou?d be covered on a compulsory
basis, and the remainder on a voluntary basis (at the election of the
employer). The specific additions to coverage are as follows:

(@) Nonfarm self-employed: Covered . if self-employment yields
annual net income of at least $400, except for physicians, lawyers,
dentists, osteopaths, chiropractors, optometrists, 8hristian Science
practitioners, naturopaths, veterinarians, certified public accountants,
architects, and professional engineers.
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(0) Agricultural workers: Covered if on a farm and regularly
employed (defined as employment by a single employer for at least
60 days in a calendar quarter, with cash wages of at least $50 for
services in the quarter). Certain agricultural processing work off the
farm and certain essentially commercial or industrial border-line
agricultural labor are also covered. ]

(¢) Domestic workers: Covered if in a private home (but not on a
farm operated for profit) and if employed by a single employer for
at least 24 days in a calendar quarter with cash wages of at least $50
for service in the quarter. &f employed on a farm operated for
profit, would be covered as agricultural workers—see above.)

(d) Employees of nonprofit organizations: Covered on a compulsory
basis both as to employers and employees, except for employees of
religious denominations and of organizations owned and operated by
a religious denomination. A religious denomination would be afforded
an opportunity to obtain coverage for its lay employees on a voluntary
basis if it so desired, but ministers and members of religious orders
would continue to be excluded on a mandatory basis.

(¢) Employees of State and local governments: Covered only if not
under a retirement system and if State enters into an agreement with
the Federal Government. All public employees under a retirement
system would be excluded on a mandatory basis.

(f). Employees outside of the United States: Covered if United
States citizens employed by an American employer outside of the
United States. Certain employees on American aircraft outside the
United States are covered irrespective of citizenship.

(¢9) Employment in Puerto Rico and Virgin Islands: Employment
and self-employment in the Virgin Islands covered, and also in Puerto
Rico, if requested by the Puerto Rican legislature,

(k) Federal civilian employees: Employees serving under temporary
appointment pending final determination of eligibility for permanent
or indefinite appointment and other Federal employees not under a
retirement system, except certain temporary workers, elective officials,
certain policy-making committee members, etc., are covered. Also
covered are employees of farm loan and production credit associations,
employees of post exchanges and similar organizations, employees of

~ Federal credit unions, ete.

(i) Tips and gratuities: Excluded as in present law.

() Definition of employee: Retains definition based on usual
common-law rules, and extends coverage as employees to full-time
life insurance salesmen and certain agent-drivers.

(k) Effective date: For coverage changes, January 1, 1951.

2. Liberalization of benefit amounts.—

(@) Current beneficiaries: About 2.9 million persons currently
receiving old-age and survivors insurance benefits would have their
monthly bencfifs increased on the average by about 85 to 90 percent.
Increases would range from about 60 percent for highest-benefit
groups to over 100 percent for low-benefit groups. The average
primary benefit of approximately $26 per month for retired workers
now on the rolls would be increased to over $48.
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New primary insurance
amount

Present primary insurance benefit

House- Committee-
approved billlapproved bill

$25 $20
31 31
36 37
4 48
51 56
65 62
60 68
64’ 72

(b) Future beneficiaries: An alternative formula is provided for
persons retiring or dying in the future which would be applicable to
those who have at least six quarters of coverage after 1950.

The formula for the primary insurance amount is 50 percent of the
first $100 of average monthly wage, plus 15 percent of the next $150
(based on the maximum wage and tax base of $3,000 per year). For
example, for an average monthly wage of $200, the primary insurance
amount would be $65 (50 percent of the first $100 of average wage,
plus 15 percent of the next. $100 of average wage, or $50 plus $15).

Under the bill, individual benefit amounts payable in the next
decade, on the whole, would be about 110 percent higher than under
existing law. The bill would result in total payments under old-age
and survivors insurance of about $2 billion in the first year of
operation as against about $900 million under present law for
the same period. :

The minimum primary benefit under existing law of $10 per month
would be increased to $25, except that for those with very low wages
(averaging under $34 per month) the minimum would be $20.

The maximum family benefit under existing law of $85 per month
would be increased to $150, but the maximum benefit could not
exceed 80 percent of the average monthly wage of the insured person.

(¢) Computation of average wage: The average wage of an Insured
worker would be computed the same as under present law, except
that if a larger benefit would result, the individual’s average would be
computed over the period following 1950 rather than after 1936. In
order to have such a “new start’’ average wage, the individual would
have to acquire six quarters of coverage after 1950.

3. Eligibility for benefits.—In order to qualify for old-age and sur-
vivors insurance benefits under present law, an individual must have
either (@) quarters of coverage (calendar quarters with $50 or more of
wages paid) equal to at least one-half of the number of quarters
elapsing since 1936 and before age 65 or death, or () 40 quarters of
coverage. Under the bill eligibility requirements are greatly liberal-
ized by providing a ‘“new start.” Quarters of coverage would be
required for only one-half of the number of quarters since 1950 (with
a minimum of six quarters of coverage required), but such quarters of
coverage may include those earned before 1951. Thus any person
aged 62 or over on the effective date of the bill would be fully insured
for benefits at age 65 if he had at least six quarters of coverage acquired
at any time.
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4. Benefit categories.—The bill retains the present benefit amounts (as
related to the worker’s primary insurance amount) payable to wives,
widows, and parents, but increases the amount payable to surviving
children. As at present, no benefits would be provided for permanent
and total disability.

A lump-sum death payment of 3 times the primary insurance
amount (amounting to approximately the same as 6 times the primary
benefit under present law) is made, as at present, when no survivor is
immediately eligible for monthly benefits. In addition, provision is
included to assure that, where less than this amount is paid in monthly
benefits in the year following death, a lump-sum amounting to the
difference is payable. -

The bill also makes the following additional major benefit changes
in present law:

(@) Dependent children of women workers: Benefits to children are
payable on a more liberal basis in respect to deaths of insured married
women. Thus, it a woman is currently insured at the time of her
death (has 6 quarters of coverage out of the 13-quarter period ending
with the quarter of death), her children will be eligible for monthly
survivor benefits even though the father of the children is present in
the household. Under existing law such children would be ineligible
for benefits.

() Dependent husbands and widowers: A new category of benefits
is added for dependent husbands, age 65 or over, of retired or deceased
women workers. No benefits are paid under present law to dependent
husbands and widowers.

(¢) Former wife divorced: Benefits are payable to a divorced wife
caring for entitled children of her deceased former husband.

5. Limitation on earnings of beneficiaries.—The amount the bene-
ficiary may earn in covered employment without loss of benefits is
increased from $14.99 to $50 per month. Aftér age 75, benefits are
payable regardless of amount of earnings from employment. :

6. Veterans.—World War II veterans are granted wage credits
under the old-age and survivors insurance program of $160 per month
for the time spent in military or naval service between September 16,
1940, and July 24, 1947, except that such wage credits would not be
provided if the period of service in the Armed Forces is credited for
civil service, military, railroad, or any other Federal retirement
system. The additional cost of the benefits arising from these wage
credits would be borne by the trust fund.

7. Effective date.—All changes in benefit provisions are effective for
the second month following the month of enactment.

8. Financing of old-age and survivors insurance.—(a) Taxable wage
base: The total annual earnings on which benefits would be computed
and contributions paid is retained, as at the present, at $3,000.

(b) Contribution schedule: Employers and employees will continue
to share equally, with the rate on each being as follows:

Calendar years: Rate (percent)
195055 - _ o 1%
1966-59 2
1960-64 . _ e 2%
1965-69_ e 3
1970 and after_ _ e 3%

The self-employed who are covered would pay 1% times the above
rate for any year after 1950.
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B. Public assistance

1. Old-age assistance.—Existing law is retained except that State
supplementary old-age assistance payments would be shared in by
the Federal Government only on a 50-50 basis in those cases where
a retired worker becomes a primary old-age and survivors insurance
beneficiary after the effective date of the bill. Thus, the maximum
Federal share in these cases would be $25. Under existing law the
Federal Government provides three-fourths of the first $20 and one- -
half of the balance of an assistance payment within $50 maximums,
or $30 if the State provides at least $20 in all instances.

2. Aid to dependent children.—In order to assist the States to im-
prove this program the maximum payments in which the Federal
Government would share are increased from $27 to $30 per month for
- the first child and from $18 to $20 for each additional child in a family.
Thus the maximum Federal funds are increased from $16.50 to $18
for the first child and from $12 to $13 for each additional child.

3. Aid to the blind.—Beginning July 1952 all States administering
federally approved aid-to-the-blind programs would be required to
disregard earned income, up to $50 per month, of claimants for aid
to the blind in determining eligibility for and the amount of aid.
Prior to July 1952 the exemption of earnings is discretionary with
each State. Thus the State legislatures wi]jg be afforded an oppor-
tunity to make any necessary changes in their aid-to-the-blind laws
to conform to the new Federal requirement.

4. Direct payment for medical care.—States would be authorized to
make direct payments to doctors or others furnishing medical care,
and would be authorized to make direct payments to anyone providing
recipients with remedial care as authorized under State laws. Under
existing law the Federal Government does not participate in the cost
of medical care for recipients unless payment for such care is made
directly to recipients.

5. Medical institutions.—The Federal Government would share in
the costs incurred by the States in furnishing assistance to the needy
aged and blind recipients in public medical institutions. HExisting
law limits Federal participation to recipients residing in private
institutions. ‘ '

C. Service programs for children ~

1. Child-welfare services.—To assist the States to strengthen and
improve the Federal-State cooperative programs for services to
neglected children and children in danger of becoming delinquent,
the bill increases the authorization for child-welfare services from the
$3% million per year in existing law to $12 million.

2. Maternal- and child-health services—To assist the States to ex-
tend and improve their programns to promote better health for mothers
and children, tbe bill increases the authorization for Federal grants
from the $11 million per year in existing law to $20 million.

3. Services for crippled children.—To assist the States to reduce the
number of crippled children now awaiting medical, surgical, or other
necessary service, the bill increases the authorization for Federal
grants from the $7% million per year in existing law to $15 million,
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D. Unemployment insurance

Title XII of the Social Security Act allowing advances to the
accounts of States in the Unemployment Trust Fund which expired
on January 1, 1950, is recnacted for a 2-year period.

OLp-AGE AND SURVIVORS INSURANCE

IV. EXTENSION OF OLD-AGE AND SURVIVORS INSURANCE COVERAGE

A. General

The old-age and survivors insurance program now covers 35 million
workers during the course of an average week. The committee-
approved bill would cover about 10 million additional workers;
8.3 million of them would be covered on a compulsory basis, and
coverage would be available to the remainder on a voluntary basis.
Table 1 gives a detailed breakdown of the new coverage provided by
the committee-approved bill as compared with the House-approved
bill. Each of the new groups covered is discussed in detail under the
appropriate headings below.

Coverage under the present law is limited entirely to workers in
industry and commerce in the continental United States, Alaska,
and Hawalii.

Under the committee-approved bill, coverage would be extended
to self-employed persons other than farmers and certain-named pro-
fessional groups; employees of State and local governments at the
election of the State, provided the employees are not under an existing
retirement system; certain border-line agricultural labor; paid farm
workers and domestic servants on a farm who are employed by a
given employer for at least 60 days in a calendar quarter; nonfarm
domestic servants who are employed by a given employer for at least
24 days in a calendar quarter; employees of nonprofit organizations
(those employed by religious denominations and organizations owned
and OPerated by a religious denomination would be covered only if
the re iglous denomination elected such coverage; employees of other
nonprofit organizations would be covered compulsorily); United
States citizens employed outside the United States by an American
employer; certdin employees on American aircraft outside the United
States; and certain Federal civilian employees not under an existing
retirement system (excluding various short-term and policy-making
employees). Full-time life-insurance salesmen and certain agent-
drivers are specifically designated as employees for coverage purposes.
In addition, employees and self-employed persons in Puerto Rico and
the Virgin Islands would be covered on the same basis as those in the
United States. .

The committee-approved bill would not cover farmers; farm workers
and domestic servants who are not regularly employed by an employer;
Federal, State, and local government employees covered under retire-
ment systems; members of the Armed Forces; railroad employees;
the self-employed professional groups mentioned previously;” and
certain other smaller groups of workers.
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TasLE 1.—Comparison of increases in old-age and survivors insurance coverage

House-ap- | Comimittee-

Category ‘| proved bill |approved bill
Nonfarm self-employed .. ... _________ . 4, 500, 000 §, 000, 000
Agricultural workers......_ 200, 000 1, 000, 000
Borderline employment . .._..__.. (200, 000) éZOO, 000)
Regularly employed on farm...... (o= ) 800, 000)
Domestie workers. ... ... _.._._...... 950, 000 1, 000, 000
Employees of nonprofit organizations.. , 000 000

Compulsory coverage. ...
Voluntary coverage .. ___..._.....
Emg}o ees of State and local governme
oluntary, not undoer a retirement sys
Voluntary, under a retirement system_.._

Federal civilian employees not under a retirement system. , 200, 000
Employees outside the United States. .- ___.__._________.__ _ 150, 000 150, 000
Employment in Puerto Rico and Virgin Islands.. 350. 000 400, 000
New definition of “employee’ - s 650, 000 150, 000
Total under 'compulsory COVOTAZB o o w o e oo oo 7, 500, 000 8, 300, 000
Total under voluntary Coverage._ . ... eeieeoo 3, 800, 000 1, 600, 000
Grand total. e emcmeeeen 11, 300, 000 9, 900, 000

1 Exclusive of a relatively small number of transit workers who would be eompulsorily covered.
Nore.—Figures in parentheses are subtotal figures. '

Your committee has given extensive consideration to the advisa-
bility of extending coverage to the farm workers, domestic workers,
and professional self-employed groups excluded under the committee-
approved bill and, as well, to farm operators. Your committee
believes, however, that further study must be given to the special
problems involved in covering these groups.

The House-approved bill would cover substantially the same new
groups as the committee-approved bill. The differences are as fol-
lows: Under the House bill, regular farm workers would not be covered,
and coverage would be permitted for State and local government
employees who are under an existing retirement system if the em-
ployees and the beneficiaries of the system voted for such coverage.
Under the House-approved bill, employees of all nonprofit organiza-
tions, including the religious, would be covered on a compulsory basis,
but the employer could elect whether or not to pay his share of the tax.
Under the committee-approved bill, employees of » religious organiza-
tion would not be covered unless the organization elects coverage, in
which case both would pay the required taxes, and employees of other
nonprofit organizations would be covered compulsorily. Both bills
would continue the mandatory exclusion of ministers and members of
religious orders. Under the House-approved bill, the term ‘‘em-
ployee” was defined to include many individuals who are not employees
under the usual common-law rules. The definition in the committee-
approved bill goes beyond the common-law rules only with respect
to full-time life-insurance salesmen and certain agent-drivers. The
remaining groups defined as ‘“‘employees’”” under the House bill would
be covered as self-employed under the committee bill.

B. Specific coverage groups added
1. The nonfarm self-employed—No self-employed persons are
covered by present law. Except for farmers and certain professional
oups, the self-employed would be covered by the committee bill;
overage would be compulsory. Your committes gave thorough
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consideration to the possibility of coverage on a voluntary basis, but
found fundamental objections to that approach. The history of vol-
untary social insurance in other countries indicates definitely that
only a very small proportion of all eligible individuals actually elect
to participate. Moreover, the ones who do elect to participate are
usually not thosc in the grcatest need of such protection; that is,
those of average or below-average income. In addition, voluntary
coverage would probably attract almost exclusively people who are
already aged and others who can foresee a large possible return for
their contributions; as a result, the program would be faced with
adverse selection of risks and a serious drain on the trust fund.

Between 35 and 40 percent of the total number of nonfarm self-
employed who would be covered are in the retail trade. Approxi-
mately 20 to 25 percent are proprietors of service establishments.
From 12 to 15 percent are engaged in the construction industry.. The
remaining 25 to 30 percent are engaged in manufacturing, in whole-
sale trade, or in transportation, real estate, or insurance enterprises.
The professional groups which are excluded—namely, doctors, den-

. tists, osteopaths, chiropractors, naturopaths, Christian Science prac-
titioners, optometrists, veterinarians, lawyers, certified public ac-
countants, architects, and professional engineers—number approxi-
mately 425,000 persons, J

Practicable administrative procedures for coverage of the self-
employed have been developed. An individual would report his
self-employment income by transferring certain information from the
trade or business schedule of his income-tax return to a social-security
schedule on the same return. If the individual’s net earnings from
self-employment amounted to less than $400 in any year, he would
pay no self-employment tax on such income and receive no credit
toward old-age and survivors insurance benefits. Thus, collection of
taxes from persons whose self-employment is of a casual nature
would be avoided. Any wages paid the individual in covered em-
ployment would be deducted from the $3,000 annual maximum in
determining the amount of net earnings from self-employment taxable
and creditable in any year.

Under the House-approved bill, coverage of the self-employed
would be virtually the same as in the committee-approved bill except
that publishers would be excluded by the former and covered by the
latter, while naturopaths, certified public accountants, architects, and
certain classes of professional engineers would be covered by the House
bill and excluded by the committee bill.

2. Agricultural labor.—In general, present law excludes from cover-
age all service performed on a farm (defined to include plantations,
ranches, nurseries, ranges, greenhouses, and orchards), in connection
with cultivating the soil or harvesting any agricultural or horticultural
commodity or in connection with the operation and maintenance of
a farm and its equipment. Also excluded are border-line agricultural
activities such -as the production of maple sirup, maple sugar, and
naval stores; mushroom growing; poultry hatching; cotton ginning;
the operation of irrigation systems used exclusively for farming
purposes; postharvesting services performed in the employ of a
farmer; services performed in the employ of a farmers’ cooperative;
and, in the case of fruits and vegetables, services performed in the
employ of a commercial handler.



SOCIAL SECURITY ACT AMENDMENTS OF 1950 13

The committee-approved bill would extend coverage to most of the
now excluded border-line agricultural employment other than the
production of naval stores and the ginning of cotton. In addition, it
would cover any agricultural worker who earned $50 with an employer
in a calendar quarter and was employed by that employer on at least
60 days of either that quarter or the previous quarter.

Your committee believes that its proposal with regard to regularly
employed agricultural workers would cover a substantial part (about
800,000) of the agricultural labor force of the Nation without im-
posing an undue record-keeping burden on farm operators. It is
estimated that this extension of coverage would affect only about
600,000 of the almost 6,000,000 farm operators in the country. The
farm operator would know that he has no responsibility for reporting
the wages of an employee and paying the tax thereon unless the
employee performed services for him on 60 days or more of a calendar
quarter and was paid at least $50 in wages or was employed by him for
60 days or more in the previous quarter and earned $50 or more in
both quarters. For example, A works for Farmer B 60 days and is
paid $50 or more in cash wages during the January-March quarter;
then Farmer B would have to report and pay the tax on the cash
wages paid A for that period. Farmer B would also have to report
wages paid to A in the April-June quarter even if A did not work
for 60 days, provided that he earned cash wages in the employ of
Farmer B of $50 or more. If A left the employ of Farmer B without
having worked 60 days in the April-June quarter and then returned
to work in the July-September quarter, he would be covered in the
latter quarter only if he then met both the days-worked and cash-
wages tests.

In addition, services in connection with the operation or mainten-
ance of an irrigation system would be covered without regard to the
number of days worked or amount of wages earned by the worker if
the system is operated for profit. If it is & nonprofit system used
exclusively for farming purposes, the 60-day test and the $50 cash-
wages test would have to be met for the worker to be covered.

Services in connection with the ginning of cotton and the production
of naval stores would continue to be excluded from coverage under all
circumstances.

Under the House-approved bill, coverage of border-line agricultural
employment would be virtually the same as in the committee-approved
bill except that the former would cover all services in connection with
the operation or maintenance of an agricultural irrigation system.
With respect to agricultural labor other than in the border-line area,
the House-approved bill would provide no coverage at all.

3. Employees of State and local governments.—Under present law,
employment by State and local government units is not included in
the coverage of the old-age and survivors insurance system. Under
the committee-approved bill, all such employment which is not under
an existing retirement system could be covered through voluntary
agreements between the States and the Federal Security Administrator.

The voluntary agreements would be made with respect to defined
coverage groups. In general, a coverage group would comprise all
the employees of a State or of a political subdivision not under an °
existing retirement system. However, smaller groups made up of
employees of a State or political subdivision who perform service in
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connection with a proprietary function could also be covered. For
instance, under a State agreement, coverage could be extended to
employees of a transportation system of a given c¢ity without cover-
age being extended to any other employees of the city. For any
group to be covered, all of the employees in the group (with certain
possible specified exceptions, such as part-time workers or elected
officials) would have to be covered.

Provision is also made for the orderly termination of Federal-
State agreements. In order to safeguard the interest of all parties
concerned, the agreement could not be terminated until it had been
in force for 5 years, and then at least 2 years’ advance notice of the
termination would have to be given. In order to prevent in-and-out
movements disadvantageous to the financing of the program, the bill
would provide that if a group’s coverage were terminated, the group
could not be covered again. .

If a State failed to pay the required contributions while an agree-
ment was in effect, the Federal Government could deduct the amount
due (plus interest) from payments otherwise due to the States under
other titles of the Social Security Act (chiefly Federal grants for public
assistance).

The House-approved bill has substantially the same provisions
with respect to State and local government employees not covered by
retirement systems as has the committee-approved bill. In addition,
however, the former would permit members of an existing retirement
system to be covered if such members and the beneficiaries of the
system so elected by a two-thirds majority vote. Your committee
received overwhelming testimony against permitting such coverage
and so has specifically prohibited it. Hurthermore, the House-
approved bill contained a provision for the compulsory coverage of
certain transportation workers. Your committee is of the opinion
gha't all coverage of State and local employees must be on a voluntary

asis.

4. Employees in domestic service.—This group, whose need for the
protection of social insurance is very great, is not covered under
present law. They have been excluded mainly because of the admin-
mstrative difficulties which were believed to be involved in their
coverage. Your committee is convinced that regularly employed
domestic workers can now be covered without undue administrative
difficulties. Domestic servants in private homes, other than those on
farms operated for profit, would be covered with respect to their
services in a calendar quarter for a particular employer if they earned
atleast $50 in cash wages and either (a) worked at least 24 days for that
employer in the current quarter or (b) had worked for the employer
on 24 days or more and had earned cash wages of $50 or more in the
preceding quarter. Under this definition of a ‘‘regular’’ worker, most
nonfarm domestic employees who are hired on a weekly or monthly
basis will be covered, while most part-time workers, and all casual
or intermittent workers, will be excluded from coverage. Domestic
workers on farms operated for profit would be covered to the same
‘extent as agricultural workers, that is, on the basis of a 60-day test
. rather than a 24-day test.

The bill also extends coverage to nonstudent domestic workers in
local college clubs, fraternities, and sororities, whose remuneration is at
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least $50 in a calendar quarter. Students performing domestic work
for such employers will continue to be excluded from coverage.

There are certain types of nonbusiness services which are not, strictly
speaking, domestic service in private homes but which are difficult to
distinguish from domestic service. To facilitate coverage determina-
tions, the same requirements for coverage are applied to such services
as to domestic service, namely, there must be cash remuneration of at
least $50 and employment on at least 24 days in the quarter.

Under the House-approved bill, coverage would be extended to
domestic service and nonbusiness services in a home other than one on
a farm operated for profit, in the same manner as is provided by the
committee-approved bill except that the former based coverage on $25
rather than $50 in cash wages and on 26 days rather than 24 days of
employment. The committee-approved bill would raise the $25 re-
quirement to $50 to make certain that no domestic worker would be
taxed unless he or she received credit for a ‘““quarter of coverage,”
which under the committee bill would be given for $50 of wages. On
the other hand, the 26-day requirement was reduced to 24 days to
permit coverage of the domestic worker who has ““a twice-a-week job,”
but who misses 1 or 2 days in a 3-month period.

5. Employees of nonprofit organizations.—Under present law, em-
ployees of nonprofit organizations operated exclusively for religious,
charitable, scientific, literary, or educational purposes or for the
prevention of cruelty to children or animals, are not covered by the
old-age and survivors insurance program. The committee-approved
bill would cover part of this group on a compulsory basis and part on
a voluntary basis. In no event, however, could members of the clergy
and religious orders be covered.

Under the committee-approved bill employees of religious denomina-
tions and of organizations owned and operated by a religious denomi-
nation would continue to be excluded from compulsory coverage, but
a religious denomination could elect to cover its employees and an
organization owned and operated by a religious denomination could
elect to cover its employees. Once a religious denomination or an
organization owned and operated by a religious denomination had
elected to cover its employees, they would be compulsorily covered
thereafter. Other nonprofit employment would be covered on a
compulsory basis.

The bill would continue to exclude service performed for nominal
amounts (less than $50 in a quarter) in the employ of nonprofit organi-
zations, service performed by student nurses and internes, and service
performed by students in the employ of colleges and universities.
Those exclusions would simplify administration without depriving
a significant number of people of the protection of the system. On the
other hand, coverage would be extended, except where the services
are performed for nominal amounts of remuneration, to certain
ritualistic or dues-collecting services for fraternal beneficiary societies,
to service for agricultural and horticultural organizations and for
voluntary employees’ beneficiary associations, and to services per-
formed by students in the employ of nonprofit organizations other
than schools, colleges, or universities.

Under the House-approved bill all employees of nonprofit organi-
zations, including those in the employ of a religious organization,
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would be covered on a compulsory basis, but payment by the employer
of his share of the contribution would be voluntary. If the employer
did not pay the tax, the employees would receive only half wage
credits, which, on the average, would entitle them to benefits 70
percent as large as they would be entitled to on the basis of full wage
credits. Your committee believes that for the nonprofit organiza-
tions—other than the religious—there is no reason why coverage
should not be extended on a compulsory basis with respect to both
the employer and employee contributions. On the other hand, your
committee believes that voluntary coverage should be provided for
employees of religious denominations and organizations owned and
operated by such denominations.

6. Federal civilian employees not covered under a retirement system.—
Under present law all employees of the Federal Government and most
employees of Federal instrumentalities are excluded from old-age
and survivors insurance. The committee-approved bill would extend
the coverage to some of these workers who are not now under retire-
ment systems. The new groups brought in would be:

(a) Temporary employees of the United States whether they are
awaiting permanent appointment or are in positions not intended to
be permanent, other than temporary employees in positions not in-
tended to be permanent in the field service of the Post Office Depart-
ment and those engaged in taking the census; (b)) employees of national
farm loan associations (other than directors); (¢) employees of the
Army and Air Force Exchange Service, Army and Air Force Motion-
Picture Service, Navy ship’s service stores, Marine Corps post ex-
changes, and similar organizations; (d) employees of the Tennessee
Valley Authority other than those covered by its retirement system,
(e) employees of Federal credit unions; (f) employees of county and
community committees under the Production and Marketing Ad-
ministration; (g) employees of production credit associations partly
owned by the United States (those associations from which Federal
funds have been retired are already covered).

Your committee believes that the House-approved -bill requires
amendment in order to clarify the coverage extension in this area.
For example, there is doubt under the House-approved bill about the
position of many individuals in policy-making and advisory positions
such as committee members under the Production and Marketing
Administration. Under the bill as approved by your committee such
persons would be excluded.

The House-approved bill does not include temporary employees of
the United States awaiting permanent appointment. Since many of
these persons do not stay with the Federal Government but return to
work in employment covered by old-age and survivors insurance,
your committee believes that they should be covered by old-age and
survivors insurance until they receive a permanent appointment.

Members of the legislative branch and elected officials of the Gov-
ernment would continue to be excluded under both the House bill and
the bill as approved by your committee.

7. Americans employed outside the United States.—Under present
law such employment outside the United States is not covered unless
1t is performed on or in connection with an American vessel. The
committee-approved bill would cover the service of American citizens
outside of the United States if performed in the employ of American
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employers. This seems desirable because more and more American
citizens are being sent beyond the boundaries of the United States to
continue their work for American employers and the insurance pro-
tection of such persons should not be interrupted.

The committee-approved bill would also extend coverage to employ-
ment on American aircraft outside of the United States under the same
conditions which now apply to American ships. Thus, there will be no
tax incentive for employers to employ foreign nationals instead of
American citizens on aircraft trips between the United States and
foreign countries. The committee-approved bill, however, would not
cover such service as that performed by a foreign national employed
as a mechanic to service an American aircraft at a foreign airport if
the contract of service was entered into outside of the United States
and if such foreign national was not part of the flight crew of the air-
craft. The House-approved bill contained the same coverage
provisions as the committee-approved bill.

8. Puerto Rico and the Virgin Islands.—Employment in these islands
is not now covered under the old-age and survivors insurance program.
The committee-approved bill would cover employment in the islands
in the same manner and to the same extent as similar employment is
covered in he continental United States. Coverage would be effective
in the Virgin Islands without any action by the Virgin Islands au-
thorities, but in the case of Puerto Rico it would become effective only
if requested by the Puerto Rican Legislature. Puerto Rico and the
Virgin Islands are a part of our American economy, and their popula-
tions are clearly in need of social-insurance protection. As a result of
relatively low average earnings, workers there are generally unable to
provide for their own future security. Despite low wages and irregu-
larity of employment, however, it appears that with the eligibility
provisions proposed by your committee, the great majority of the
workers in covered occupations would be able to qualify for insurance
benefits.

Under the House-approved bill coverage was extended to these
islands in the same fashion as in the committee-approved bill. How-
ever, the higher requirements for obtaining quarters of coverage in
the former would have resulted in a considerable area of employment
in these islands where low-paid workers would have to pay taxes and
yvet would not acquire benefit rights. .

9. Tips and gratuities—Tips and gratuities would be excluded as
wages In-the committee-approved bill to the same extent as in present
law. On the other hand, the House-approved bill would include all
tips and gratuities in the amounts reported in writing to the employer
by the employee. Your committee believes that such a change would
introduce administrative complications.

10. Definition of “employee’”’.—In existing law the term employee
is defined by reference to the usual common-law rules. Your com-
mittee believes that the common-law rules for determining the em-
ployer-employee relationship should be retained, but that the meanin,
of “employee” for old-age and survivors insurance purposes shoul
be expanded to include certain categories of service which are subject
to clear-cut definition. These categories are: services performed by
individuals as full-time life-insurance salesmen, and services performed
by agent drivers and commission drivers engaged in the distribution
of bakery products, meat products, or laundry or dry-cleaning services.
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Since the usual common-law rules would continue to be applicable
for ascertaining the employer-employee relationship under the com-
mittee-approved bill, the inclusion of individuals performing services
in these categories as ‘“‘employees’ for old-age and survivors insurance
purposes will not have the effect of removing from coverage as an
employee any individual who is covered under existing law.

The House-approved bill would continue to classify as an employee
an officer of a corporation and would continue the test based on the
usual common-law rules. In these respects the committee-approved
bill and the House-approved bill are identical. The latter, however,
would provide several additional tests which are described briefly
below.

The House-approved bill would provide that full force and effect
be given to a written contract expressly reciting that the person for
whom the service is performed shall have complete control over the
performance of such service and that the individual, in the performance
of such service (either alone or as a member of a group), is the employee
of such person. This provision was designed to change the effect of
‘the United States Supreme Court holding in Bartels v. Birmingham
((1947), 332 U. S. 126). Also the House-approved bill would desig-
nate as employees individuals performing seven categories of service.
Moreover that bill would provide a test for determining the employer-
employee relationship based on seven factors—the so-called economic
reality test. Your committee has concluded on the basis of over-
whelming weight of testimony that the common-law rules for deter-
mining the employer-employee relationship should be retained except
for the special provisions for the categories of service performed by
individuals as full-time life-insurance salesmen and services per-
formed by certain agent drivers and commission drivers as described
above.

The persons who would be covered as employees by the definition
in the House-approved bill and who would not be so covered under
the committee-approved bill would, in general, be covered under the
latter as self-employed individuals; thus there would not be a limita-
tion of the extent of coverage because of your committee’s action.

11. Effective date.—Under the committee-approved bill the effective
date for the coverage changes described previously would be January
1, 1951, whereas under the House-approved bill (passed on October 5,
1949), the corresponding date would be January 1, 1950.

V. OLD-AGE AND SURVIVORS INSURANCE BENEFITS FOR WORLD WAR JI
VETERANS

As a result of being removed from the civilian labor force, World
War II servicemen were deprived of the opportunity for coverage
under the Federal old-age and survivors insurance program. The
chance for servicemen to acquire benefit rights under the program, or
to increase or maintain their existing protection, was lessened. It is
believed fair, therefore, that the Federal Government should give
recognition under the program to wartime military service.

Under present law, imited provision has been made as to survivor
benefits for veterans of World War II. Under these provisions a
veteran who meets certain service requirements and who dies within
3 years after separation from service is considered to have died fully
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insured with an average monthly wage of not less than $160. The
committee-approved bill would leave this provision unchanged.

The present provision does not apply if the veteran died in service
or if the Veterans’ Administration determines that any pension or
compensation is payable, by reason of the death of the veteran, under
any law administered by that agency. Moreover, the 3-year protec-
tifon provided under present law has now expired in the great majority
of cases.

Your committee believes that World War II servicemen should have
the same status under old-age and survivors insurance as they might
have had if military service had not interfered with their employment.
Accordingly, the bill would give servicemen wage credits of $160 for
each month of military service performed during the World War 11
period. These wage credits would be given regardless of whether
death occurred in service and whether veterans’ benefits were payable.
If the protection provided under present law and that provided by the
military-service wage credits overlap, the provisions that would result
in the most favorable treatment would apply. However, your com-
mittee believes that war-service wage credits should be withheld
when retirement or survivor insurance credit is given for the same
period of military service under another governmental system, such as
railroad retirement, civil-service retirement, or a military pension on
account of age alone.

Your committee believes that the cost of the additional benefits

resulting from the wage credits, as well as those resulting from the
" present provisions affecting veterans after the amendments go into
effect, should be met directly out of the trust fund rather than from
special appropriations from the General Treasury to the trust fund
as under present law, since there is a substantial amount now in the
trust fund and, as will be indicated subsequently, the trust fund will
continue for a considerable time to have an excess of income from
contributions over outgo for benefit payments.

In most cases where the individual died in service, the wage credits
would be of real significance in providing additional benefits for his
widow and children. In many cases such deceased servicemen were
insured when they entered military service but, with the absence of
wage credits during service, lost insured status or had their benefit
amounts sharply reduced. A very real hardship, therefore, results in
most death-in-service cases if wage credits are not given or if provision
is made for adjustment where compensation is payable by the Vet-
erans’ Administration. _

The wage credits would be taken into account in computing any
monthly benefits payable for any month after the effective date (in-
cluding cases where death occurred prior to then) and in determining
lump-sum death payments where the veteran dies after the effective
date. The bill would not provide for payment of retroactive monthly
benefits ‘or for lump sums in cases where the death has already
occurred.

Under the House-approved bill the provisions for World War 11
servicemen were virtually the same as in the committee-approved bill
except that the cost of tge additional benefits resulting would be met
by special appropriations from the General Treasury to the trust fund
and except that the wage credits would Be given even though the
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period of military service were credited under other old-age, retire-
ment, or survivor insurance benefit programs.

Vi. OLD-AGE AND SURVIVORS INSURANCE BENEFITS LIBERALIZED

A. General

A major change provided by the committee-approved bill is to
establish a level of old-age and survivors insurance benefits which
would be roughly double the amounts provided in the present Social
Security Act and somewhat higher, for some time to come, than the
amounts provided in H. R. 6000 as passed by the House of Repre-
sentatives. For retired workers who are already on the benefit rolls,
the range of benefits (exclusive of any benefits for their eligible
dependents) would be between $20 and $72.50 per month, as com-
pared with the present range of from $10 to $45.60. . Corresponding
increases would be made for eligible dependents of retired workers
and for survivor beneficidries now on the roll.

The average payment for a retired worker without regard to sup-
plementary dependent’s benefits is now about $26 per month.
Under the committee-approved bill the average payment will be
increased to over $48 per month. The average increase in the
benefits of all those now on the rolls would be about 85 to 90 percent.
Under the House-approved bill the average increase for those now
receiving benefits would be about 70 percent.

For workers who retire in the next few years, the average benefit
would be about $50 to $55. Several factors contribute to this increase.
The new benefit formula itself gives a much higher proportion of the
average monthly wage than the present formula; another factor of
significance is the increase in the minimum benefit from $10 to $20.
An increase in benefits would also result from the provision for basing
benefits solely on wages earned after 1950 if such wages result in a
higher benefit than that derived from all wages earned under the
program.

Benefits under the committee-approved bill would replace a higher
proportion of the average monthly wage above $100 than would the
House-approved bill—15 percent as compared with 10 percent.

B. Computation cf benefits

1. Increase of -existing benefits—There are compelling social and
economic reasons for liberalizing benefits for those pow on the rolls.
Present beneficiaries, no less than persons who become beneficiaries
in the future, need benefits which are revised to take info account
that the 1939 benefit formula proved to be inadequate soon after its
enactment and that prices have risen since then. This type of
adjustment is common practice in private pension plans and in
retirement plans of State and local governments. In liberalizing the
railroad retirement system and the civil-service retirement system,
the Congress has increased the benefits of those already on the rolls
as well as the benefits of those who become eligible in the future.

The increase in benefit amounts for persons now on the rolls would
be accomplished by the use of a conversion table included in the
bill (a summary of this table is presented in table 2). This would
avold the necessity of 1‘ecomputin% benefit amouuts individually, a
procedure which would be extremely time consuming and expensive.
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In order that benefits for those now on the rolls will not be higher
on the average than for persons coming on the rolls in the future, the
table has been constructed to yield a slightly lower average benefit
than the new formula will produce.

TaBLe 2.—Summary of conversion table for computing monthly benefits for those
now on the roll (or retiring in the future) !

[All figures rounded to nearest dollar]

New primary insurance

Primary amount Maximum
benefit com- family
puted under benefits

present law House-ap- | Committee- payable 2
proved bill |approved bill

$10 $25 $20 $40
15 31 31 50
20 36 37 59
25 44 48 78
30 51 56 113
35 56 62 145
40 60 68 150
45 64 72 150

Examples:

(a) Retired worker now receiving $30 per month will receive $56 after effective date under committee-
approved bill as against $51 under House-approved bill. Amount he receives plus supplementary benefits
for his eligible dependents or amount for his survivors cannot exceed $113 per month, i

b) Widow age 65 or over now receiving $30 per month (based on three-fourths of deceased husband’s pri-
mary benefit of $40) will receive $51 after effective date under committee-approved bill (34 of $68) as against
$45 under the House-approved bill.

1 For those retiring in the future, this table is used either if they do not have sufficient quarters of cover-
age to qualify for the “new start’’ average wage or if the table produces a more favorable result.
2 Same for both House-approved bill and committee-approved bill.

The conversion table will apply not only to present beneficiaries
but to all future beneficiaries who do not have six quarters of coverage
after 1950 and therefore, as explained below, cannot qualify for the
“new start’’ on the average monthly wage and the new benefit formula.
Furthermore, even those who qualify for the “new start’’ - will have the
alternative available to them of applying the benefit formula in the
present law (except no increment Woul}?d1 be given for years after 1950)
to an average monthly wage starting with 1937 and then using the con-
version table. In the great majority of cases, however, the ‘“new
start’” would be more advantageous. :

Under the House-approved bill the same general procedure of a
conversion table for existing beneficiaries would be followed. How-
ever, the increases are, on the whole, only about 70 percent higher than
under present law, as compared with the 85 to 90 percent increase in
the committee-approved bill. Thus the House-approved bill creates
a sharp dividing line between those who retire or die just before the
effective date as compared with those retiring or dying just after the
effective date. Furthermore, under the House-approved bill, the
conversion table does not apply to future beneficiaries even though
in some instances it would be to their advantage.

2. Average monthly wage.—In the present law, the average monthly
wage is obtained by dividing the individual’s total taxable wages by
the number of months after 1936, when the program began, excluding
months occurring in any quarter before the individual attained age
22 in which his wages were less than $50, and up to the time his
benefit is calculated at age 65 or later, or at death. Thus periads
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during which the individual was out of covered employment for any
reason after age 22 and before age 65 reduce the average monthly
wage and therefore the insurance benefit. The committee-approved
bill, in general, continues this method of calculating the average
monthly wage and provides for an alternative ‘“new start.”

Persons whose occupations have been excluded from coverage under
the present program will suffer serious disadvantage after coverage is
extended unless such an alternative is permitted. Otherwise, a
worker who has been in an employment hitherto excluded from cover-
age will always be penalized for his former lack of coverage since, in
effect, his wages from newly covered employment will be averaged
over all the months elapsed since 1936 or since he reached age 22, if
later. His low average wage, in turn, will result in a low benefit
amount.

Your committee believes that an appropriate way to eliminate this
handicap for newly covered groups would be to have their average
wages computed from the date of the coverage extension, just as the
average wage now disregards periods before January 1, 1937, for those
in employments first covered as of that date. Since large numbers
of workers have been in both covered and noncovered employment,
however, it would be almost impossible to establish a sound basis for
determining which individuals should be treated as belonging to a
newly covered group. The opportunity to profit from the provisions
designed for the newly covered groups must therefore be open to all
persons.

Unless previously covered workers also have the alternative of a
“new start,” many will fare worse than those newly covered, since
the relatively low wages paid in the later thirties and early forties
will tend to reduce their average wages and thus yield benefit amounts
lower than those of newly covered persons in comparable jobs.
Accordingly, the ‘“‘new start’” average wage should be made avail-
able to all those with six quarters of coverage after 1950.

Some insured persons will have little or no covered employment
after the date coverage is extended; others will have too small an
amount to form a fair basis for determining an average; and others
may have employment after the “new start” at wages much lower
than their previous earnings. The starting point of January 1937
specified in the present law should therefore be retained as an alterna-
tive and the individual worker’s average wage computed from that
date if it gives a higher benefit amount than would the ‘“new start.”

Under the House-approved bill the method of computing the average
monthly wage would be drastically changed from present law, which
has been in effect for the past dccade and has been generally well
understood by the interested public. Moreover, -under the House-
approved bill the complicated so-called continuation factor would be
introduced in conjunction with the new method of calculating the
average monthly wage. In the immediate future, this continuation
factor would have little effect, but eventually it would produce some
* very severe reductions in benefits for those—for cxample, insured
women—who did not engage in covered employment during all their
potential working lifetimes.

3. Benefit formula.—The primary benefit is the amount payable to
a retired insured worker and is also the amount used as a basis for
determining supplementary benefits for his dependents or, in the
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event of his death, for his survivors. The benefit formula in the
present Social Security Act provides a primary benefit representing
40 percent of the first $50 of average monthly wage and 10 percent of
the next $200 of average monthly wage, the total then being increased
by 1 percent for each year of coverage.

This is a weighted formula designed to favor workers whose average
wages are low. As a result of increases in wage rates, the effect of
the original weighting, however, has been substantially reduced. As
a recognition of the effect of wage increases on the original weighting,
the committee-approved bill provides for a change in the benefit
formula.to make $100 the upper limit for that part of the average
monthly wage to which the higher percentage is applied.

This change, however, will not in itself sufficiently increase the
primary benefits of low-wage workers. The committee-approved bill
therefore provides that the benefit formula shall be 50 percent of the
first $100 of average monthly wage rather than 40 percent. These
changes are identical with those in the House-approved bill.

Under the committee-approved bill the percentage applied to the
proportion of average monthly wage above $100 would be increased
to 15 percent. If that percentage remains fixed at 10 percent as pro-
vided in the House-approved bill, there will be too little spread
between the benefit amounts of low-income and high-income workers.
Thus, under the House-approved bill for an average monthly wage of
$100, the basic primary benefit would be only $10 less than that for
an average wage of $200, a differentiation that we believe is insufficient.

We believe that benefits should be related to the continuity of the
worker’s coverage and contributions to the system, as well as to the
amount of his earnings. Under our recommendations, accordingly,
benefits will continue to vary—as they now do—with both these
factors. Thus, in figuring the average monthly wage, a worker’s
total wage credits are—and would continue to be—divided by the
total number of months that he might have been contributing to the
system after 1950 or after 1936. His average wage, and consequently
his primary benefit, will therefore be the smaller for each mornth
lacking in his record of covered employment. In our opinion, this
method of adjusting benefits permits sufficient differentiation between
workers who are steadily employed in covered jobs and those whose
covered employment is only brief or intermittent. An increment, the
1-percent increase for each year of coverage, is not needed for this
purpose.

There is no need for the increment moreover to provide equitable
treatment as between persons now of the same age. A young worker
who contributes to the system for his entire working lifetime will
under the committee-approved bill receive a larger benefit than a
worker of the same age who was in covered employment for only
part of the time, but at the same wage level while employed ; the latter
will, as explained previously, have a lower average monthly wage for
benefit purposes and, correspondingly, a lower benefit. Thus the
increment is not needed to distinguish between members of the same
generation who have different covered-employment continuity
histories.

With coverage broadly extended, the increment would serve largely
to reward younger workers for their greater contributions by paying
them higher retirement benefits than those paid to persons who were
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old when the system started. To us, such an advantage seems un-
desirable. The older worker should not be penalized for the fact that
he could not contribute throughout his life. We propose, in effect,
that, as in many private pension plans, the older worker receive credit
for his past service and acquire rights to the full rate of benefits now.

The benefit formula of the present program, with its automatic in-
- crease of 1 percent for each year of coverage, in effect postpones pay-
ment of the full rate of benefits for more than 40 years from the time
the system began to operate. Under such provisions, if the benefit
amount of a retired worker after he has had a lifetime of coverage
represents a reasonable proportion of his average wage, that for older
workers who have been in the system for only a few years and for
the survivors of younger workers will almost of necessity be inade-
quate. Thus, the survivors of a man who began working at age 20
and dies at age 30 will have rights to benefits only about three-fourths
as large as those which the same average monthly wage would have
provided if he had lived to age 65. Yet the worker who dies at an
early age has had less opportunity than have older workers to ac-
cumulate savings and other resources to supplement the benefits
payable to his survivors. Your committee believes that adequate
benefits should be paid immediately to retired beneficiaries and
survivors of insured workers, but considers it unwise to commit the
system to automatic increases in the benefit for each year of covered
employment.

Under the House-approved bill, the increment is retained but is re-
‘duced from the 1 percent for each year of coverage in the present law
to one-half of 1 percent. Under the House-approved bill, wages up
to a maximum of $300 average monthly wage would be counted in-
stead of $250 as under present law and under the committee-approved
bill. However, for the immediate future, the primary insurance
amount for the individual at the $250 maximum wage under the com-
mittee-approved bill would be higher than for the individual at the
$300 maximum under the House-approved bill.

Table 3 shows illustrative primary amounts for the committee-
approved bill as compared with those of the present law and under
the House-approved bill.
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TABLE 3.—Illustrative monthly old-age insurance benefits for retired workers
) [All figures rounded to nearest dollar]
COVERED IN ALL POSSIBLE YEARS

5 possible years of coverage 40 possible years of coverage
Monthly wage while working Presont House-d Committge— Present House-d Committ((aie-
approve approve approve approve
law bill bill law bill ill
$30 $25
60 50
66 58
72 65
78 72
84 0]
2425 $20
30 25
33 38
36 50
39 54
42 (0]

1 I;)rlesent law and committee-approved bill include wages only up to $250 per month as creditable and
taxable.

2 Under conditions assumed, individual might not be able to qualify at all, depending on actual incidence
of his covered employment.

Notr.—These figures are based on the assumption that the insured worker was in covered employment
after 1950 as indicated.

An example of the method of computing benefits under the com-
mittee-approved bill and under the House-approved bill follows. A
comparison indicates the much greater simplicity of the committee-
approved bill.

Take a worker who retires at 65, 25 years after the ‘“new start”
date. While working, he averaged $200 a month, and he worked 20
years out of the 25-year period. Under the committee-approved bill
his average monthly wage for benefit purposes would be obtained by
dividing the total wages which he had been paid by the total number
of months in the 25-year period. This would yield an average monthly
wage of $160. His primary insurance benefit would be $59 (50 percent
of the first $100 of this average monthly wage plus 15 percent of the
next $60 of average wage, or $50 plus $9).

Under the House-approved bill, the average monthly wage used in
the con.nutation would be an average over his years of coverage (a
year of corerage is a year in which the individual was paid at least
$200 in covered wages). The average monthly wage in this case
would be $200. The next step in figuring the benefit would be to
take 50 percent of the first $100 of average wage plus 10 percent of the
next $100 of average wage, or $50 plus $10. This $60 may be referred
to as the base amount. Since the individual had years of coverage
in only 20 out of a possible 25 years, the ‘“‘continuation factor’” is
80 percent. The continuation factor is then applied to the base
amount giving a figure of $48. It is then necessary to add to this
$48 one-half of 1 percent of the base amount for each year of coverage.
Since there are 20 years of coverage, the increment in this case is
10 percent of $60 or $6. Thus the primary benefit in this-case is
$48 plus $6, or $54.
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4. Family benefits.—Under present law the benefits payable to
dependents and survivors of insured workers are determined as certain
percentages of the insured worker’s primary insurance benefit (subject
to certain minimums and maximums). This percentage is 50 percent
for the following categories: Aged wife, child of a retired or deceased
worker, and aged dependent parent of a deceased worker, while it
is 75 percent for the aged widow of a deceased worker.

Under the committee-approved bill, these same relationships are
maintained except that the total family benefits payable to survivor
children has been increased by 25 percent of the primary insurance
amount so as to give them greater protection. In effect, 1t might be
said that the first survivor child receives 75 percent of the primary
msurance amount and each additional child receives 50 percent, as in
present law.

The House-approved bill increases family benefits for survivor
children in the same way. In addition, under the House-approved
bill, it is provided that the proportion payable to an aged dependent
parent (a relatively minor category accounting for only one-half of
1 percent of the total beneficiaries) should be increased from 50
percent of the primary insurance amount to 75 percent.

Table 4 shows illustrative monthly benefits for a retired worker
with an eligible wife, while table 5 gives corresponding figures for
various survivor categories.

TasLe 4.—Illustrative monthly benefits for retired workers covered for & years
[A1l figures rounded to nearest dollar]

Present law House-approved bill Committgfl-lapproved

Average monthly wage

Single Married 1 Single Married ? Single Married t

$21 $32 $26 $38 $25 $38
26 39 61 77 &0 75
32 47 66 58 86
37 66 62 02 65 98
42 63 87 100 = 109

o Q) 72 108 0} @

! With wife age 65 or over. -
ta Pbrlesent law and committee-approved bill include wages only up to $250 per month as creditable and
table.

NO:!‘E.—TheSé figures are based on the assumption that the insured worker is in covered employment
steadily each year after 1950.
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TaBLe 5.—Illustrative monthly benefits for survivors of insured workers covered for
b years

{All figures rounded to nearest doliar]

Commit- Commit- Commit-
Average P House- Houge- b P House- te
monthly | Fresent 1, oved| tee-ap: | Present | .o, foeqi tee-ap- resent | oo roved| 108D
law R proved law proved law . proved
. wage bill bill bill bill bill bill
Widow and 1 ebild ‘Widow and 2 children Widow and 3 cbildren
$26 $38 $38 $37 $40 $40 $40 $40 $40
33 77 75 46 80 80 52 80 80
39 85 86 55 113 115 63 120 120
48 92 98 64 123 130 74 150 150
52 100 109 74 133 145 84 150 150
0] . 108 O] 0] 144 0] 0] 150 0]
1 child alone 2 children alone Aged widow 2
$10 $19 $19 $21 $32 | 31 $16 $19 $19
13 38 38 26 64 62 20 38 38
16 42 43 32 70 72 24 42 43
18 46 49 37 77 81 28 46 49
21 | 50 54 42 83 91 32 50 54
O] 54 O] ® - 90 0} ® 54 O]

! Pl;'esent law and committee-approved bill include wages only up to $250 per month as creditable and
taxable. .
2 Age 85 or over.

Nore.—These figures are based on the assumption that the insured worker is in covered employment
steadily each year after 1950.

5. Minimum and mazimum benefits—Under the present law, the
minimum primary benefit for a retired worker is $10 per month. For
survivors there is also a minimum of $10 per month on the total pay-
ment to the family. The maximum benefit (applicable to the total
family benefits for a retired or deceased worker) is the smallest of the
following: $85 per month, twice the primary benefit, or 80 percent of
the worker’s average monthly wage (but the latter may not reduce
benefits below $20).

Under the committee-approved bill, the minimum primary insurance
amount for a retired worker is raised to $25, except for very low wage
workers (with an average wage of less than $34 a month) for whom
the minimum is $20. No minimum family benefit is specified.
Since a widow or one survivor child could receive three-fourths of the
primary insurance amount, the minimum family benefit is $15 per
month. The only exception is where the sole eligible survivor is a
deperll)cllent parent, in which case as little as $10 per month might be
payable. :

The maximum provisions' under the committee-approved bill are
the lesser of $150 per month or 80 percent of the worker’s average
monthly wage (but in no case would the latter provision reduce the
total family benefits below $40). The present maximum of twice the
primary benefit would be eliminated because it is unduly restrictive
on survivor families at the middle-income groups.

Under the House-approved bill, the same maximum provisions

.would prevail as in the committee-approved bill. However, the
minimum primary insurance amount under the House-approved
bill is $25 for all workers even for those with very low wage levels.
Your committee, in liberalizing the eligibility requirements as to the
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amount of wages needed for a quarter of coverage as compared with
the action in the House-approved bill (as will be discussed in more
detail subsequently), believes that accordingly those who are permitted
to qualify under the committee-approved bill who would not qualify
under the House-approved bill should have a somewhat lower mini- .
mum benefit provision. On the whole, individuals who would qualify
under the House-approved bill would have an average monthly wage
of at least $34, and so under the committee-approved bill such indi-
viduals would have a minimum benefit provision of $25 per month
as in the House-approved bill. On the other hand, for those with lower
wages, who would generally not qualify under the House-approved
bill, the committee-approved bill would establish a $20 minimum.

C. New beneficiary categories

The categories of individuals who may receive benefits as dependents
of retired workers or survivors of deceased workers have been broad-
ened under the committee-approved bill. :

Under present law survivor benefits are not payable in the event of
the death of the mother if both husband and wife are working and
are more or less equally maintaining the home for the children. Under
the committee-approved bill, such benefits are provided. Your com-
mittee believes that the revised provisions will better protect those
children whose fathers were not able to give them full support and
at the same time will not reduce the force of the father’s legal obli-
gation toward his children. { Also the committee believes that pro-
tection given to dependents of women and men should be made
more comparable by having benefits payable to the aged dependent
husband of the retired woman worker who was working at the time
she became eligible for old-age benefits and to the aged dependent
widower of a deceased woman worker who had been employed
immediately preceding her death.

In accordance with the intention of paying benefits to individuals
who have actually been dependent upon a deceased worker, the com-
mittee-approved bill permits a divorced wife, as well as a widow, to
qualify for monthly survivor benefits if she has eligible children of
her former husband in her care, has not remarried, and was dependent
upon him.

D. Lump-sum death payments

Under present law the lump-sum death payments may be made
only if the insured worker leaves no survivor who could immediately
become entitled to monthly benefits. The amount of this lump-sum
payment is determined as six times the primary benefit,

Under the committee-approved bill, the lJump-sum death payment
is paid under the same conditions as present law, but the amount
thereof is determined as three times the primary insurance amount
since the primary insurance amount is itself increased. Accordingly,
the average lump-sum death payment will continue to be about $160.

A new minor provision in regard to the lump-sum death payment
is introduced in the committee-approved bill so as to correct an
inequity now prevailing. For instance, in the case of an insured
worker who dies leaving only a child aged 17 years and 10 montbhs, if
the primary insurance amount is $60, the child could receive $45 per
month for 2 months, or a total of only $90, as compared with the
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lump-sum death payment of $180 that would have been available if
the child had been age 18 or over at the death of the insured worker.
~ The committee-approved bill provides that where there are eligible
survivors who could become immediately entitled to monthly bene-
fits, a residual lump-sum payment will be made if within the first
year after the death of the insured worker, monthly benefits paid do
not total as much as the lump-sum death payment. Thus, in the
example above a residual lump-sum death payment of $90 would be
available ($180 less 2 months’ payments of $45). Furthermore, if the
child in this example had been in covered employment and because
of the employment income limitation (discussed subsequently) did
not receive benefits in either of the two instances, then under the
present law, nothing at all would be payable, but under the provisiop
in the committee-approved bill, the residual lump-sum death payment
would amount to the full $180. . _

Under the House-approved bill, the lump-sum death payment
would be available for all deaths of insured workers even though there
is a survivor who is immediately eligible for monthly bepefits. Your
committee believes that in such instances, considering all of the pri-
vate life insurance protection in force or available, there is no need
for lump-sum death payments to be made under the social insurance
program.

E. Retirement age

Under present law old-age benefits (i. e. for the retired worker and
his wife, for the widow without children, and for the dependent parent
of a deceased worker) are payable only after attainment of age 65.
Under the committee-approved bill, as under the House-approved
bill, this minimum retirement age is maintained.

Your committee carefully considered the advisability of reducing
the minimum age at which old-age benefits are payable below the
present age of 65. However, cost considerations make any such
change inadvisable. For instance, the life expectancy at age 65 is
currently 12.1 years for men and 13.6 years for women, whereas at
age 60 the corresponding figures are 15.1 and 17.0 years, respectively,
or about 25 percent higher. Moreover, contributions would be paid
for fewer years if benefits were paid on retirement at age 60 instead
of age 65.

VII. EMPLOYMENT INCOME LIMITATION FOR OLD-AGE AND SURVIVORS
INSURANCE BENEFICIARIES

Under existing law any person on the old-age and survivors insur-
ance benefits rolls loses his benefits with respect to any month in
which he earns $15 or more in covered employment. If a retired
wage earner himself earns above this amount, not only his own benefit,
but also all benefits payable to his dependents are suspended.

Complete abandonment, or too drastic modification, of the income
limitation would be prohibitive in cost to the system. However,
in order to enable beneficiaries to supplement their social-security
benefits to a greater extent, and to encourage those who can do so
to engage in productive employment, the committee-approved bill
would increase to $50 a month the amount that may be earned by a
beneficiary without loss of benefits.
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To place the self-employed on a comparable basis with wage earners,
notwithstanding the fact that self-employment income is generally
computed annually and often will not be known with respect to a
single month of a year, the committee-approved bill provides that
an individual with net earnings from self-employment of not more
than $600 in a full year would not thereby be deprived of his benefit
for any month of that year. If a beneficiary’s net earnings from
self-employment exceed the exempt amount ($600 in a taxable year
of 12 months), one monthly benefit payment would be suspended
for each $50 or fraction of $50 of income in excess of the exempt
amount, )

There would be no limit upon the earnings of insured persons age
75 and over, or of their dependents age 75 and over, since compara-
tively few persons continue to work regularly at substantial wages
after that age. This provision has particular significance for self-
employed persons and others engaged in occupations in which retire-
ment 1s customarily deferred to an advanced age. ‘

In view of the possibility that income from a trade or business may
represent merely a return on investment, or, even if personal effort
is involved, that the services may have been rendered in only some
but not in all months of the year, the bill provides that there shall be
no loss of benefits for any month in which an individual has not
rendered substantial services in self-employment.

There is no single rule under which the determination of whether
or not a beneficiary has rendered substantial services in self-employ-
ment in a particular month can be made. The factors to be considered
in such determinations vary with the diverse conditions characteristic
of the great variety of trades or businesses covered by the program.
Such determinations must be based on the facts of the particular case
with the aim of deciding whether by any reasonable standard the
beneficiary can be considered to have been retired in that particular
month. The bill provides for these determinations to be made in
accordance with regulations of the Federal Security Administrator.
The following factors, among others, would be weighed in making
these determinations:

(1) The presence or absence of a paid manager, a partner, or
a family member who manages the business.

(2) The amount of time devoted to the business.

(3) The nature of the services rendered by the beneficiary.

(4) The type of business establishment.

(5) The seasonal nature of the business. ,

(6) The relationship of the activity performed prior to the
period of retirement with that performed subsequent to retire-
ment.

(7) The amount of capital invested in the business.

Ilustrations of the application of these factors are given in the
section-by-section analysis of this report.

To prevent lag between the rendition of services in self-employment
and the deductions of benefits, beneficiaries would be encouraged to
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advise the Administrator when they render substantial services and
expect to earn more than the exempt amount (ordinarily $600). On
the basis of this advice, the Administrator would suspend benefits
concurrently with the beneficiary’s receipt of income from his trade
or business. At the end of the year, the Administrator would review
the action taken in the light of the beneficiary’s actual earnings for -
the year, and make whatever adjustments are necessary.

The House-approved bill contains exactly the same provisions in
respect to this element as does the committee-approved bill. ‘

VIII. INSURED STATUS FOR OLD-AGE AND SURVIVORS INSURANCE

In order to qualify for old-age and survivors insurance benefits
under present law, an individual must have either (¢) quarters of
coverage at least equal to one-half of the number of quarters elapsing
since 1936 and before age 65 or death, or (b) 40 quarters of coverage.

The great majority of younger workers now in covered employment
will be able to meet these requirements and thus will have retirement
protection when they need it. However, that is not the case for many
middle- and higher-age groups. Eligibility requirements for the older
workers as difficult to meet as those of the present program (27 quarters
of coverage will be required under present provisions for those attain-
ing age 65 in July 1950) mean an unwarranted postponement of the
effectiveness of the insurance method in furnishing income for the aged.
In a contributory social-insurance system, as in a private pension plan,
workers already old when the program is started should have their
past service taken into account. The unavailability of records of past
service prevents giving actual credits under old-age and survivors
insurance for employment and wages before the coverage becomes
effective, but, eligibility requirements and the benefit formula can and
should take prior service into account presumptively. In getting the
system started, it is important to make due allowance for those who,
because of age, will probably continue at work for only a short period.

The committee-approved bill provides for a “new start’’ in the
eligibility requirements. This ‘“new start’” would require the same
qualifying period for an older worker now as was required for an
older worker when the system began operation. The. committee-
approved bill would require quarters of coverage for only one-half
of the number of quarters since 1950 (with a minimum of 6 quarters of
coverage required), but such quarters of coverage may include those
.earned before 1951. Accordingly, any person aged 62 or over on the
effective date of the bill would be fully insured for benefits at age 65
if he had at least 6 quarters of coverage acquired at any time. Persons
age 61 would need 8 quarters of coverage; those age 60, 10 quarters
of coverage; those age 59, 12 quarters; those age 58, 14 quarters;
etc., with the maximum requirement for fully insured status never
exceeding the 40-quarter provision in existing law. (See table 6.)
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TABLE 6.—Illusirations of quarters of coverage required for fully insured status for
old-age benefits

Com- Com-
Age attained in first| Present | H(’%Se;d mittee- || Ageattained in first| Present agporlcl)S\?ed mittee-
half of 1951 law PPIoved| approved half of 1951 law ) approved
bill bill bill bill
6 6 6 30 130 6
8 8 [ 32 132 6
10 10 6 34 134 6
12 12 6 36 136 8
14 14 6 38 138 10
16 16 6 40 140 12
18 18 6 40 140 14
20 20 6 40 140 16
22 122 6 40 140 18
24 124 6 40 140 20
26 126 6 40 140 30
28 128 ) 40 140 40

1 Or 20 quarters of coverage out of the last 40 quarters.

NoTE.—AS to both the House-approved bill and the committee-approved bill, the required quarters
of coverage may be acquired either before or after extension of coverage.

Not only would this liberalization enable many persons already aged
to draw retirement benefits immediately if they have coverage in the
past, but also would enable the newly covered groups to qualify much
more quickly. As a result, about 700,000 additional persons would be
paid benefits in the first year of operation, thus reducing the need for
public assistance expenditures by the States. '

Considerable liberalization of the present requirements is particu-
larly necessary because of the decision to extend the program to cover
additional occupations in which millions of workers are engaged. As
a group, these newly covered workers will not have had the opportunity
to build up wage credits. Under the provisions which the House of
Representatives adopted, it would take such newly covered workers
5 years to become fully insured. Your committee believes this is too
long a period. A “new start,” treating those newly covered workers
in the same way that the program treated other occupational groups
when they were first covered, seems reasonable and fair.

The House-approved bill would also make it more difficult to obtain.
a quarter of coverage than under present law since the present require-
ment of $50 in wages in a calendar quarter would be raised to $100.
Also under the House bill $200 in self-employment income would be
required for a quarter of coverage. Under the committee-approved
bill the present $50 requirement would be retained as to wages and
$100 would be established as the requirement as to self-employment
income.

While it would theoretically be possible to liberalize requirements
only for newly covered workers and to retain the present provisions
for all others, this is not a practical or desirable solution. Shifts
between covered and noncovered employment are so common that it
would be all but impossible to establish a fair criterion for determining,
for the purpose of special eligibility requirements, which individuals
should be treated as belonging to a newly covered occupation. Any
liberalization designed to reduce the handicap of newly covered work-
ers must be a generally applicable provision.

The liberalization of eligibility requirements would apply only to
individuals living in the second month after the enactment of the bill.
This proposal is consistent with the provisions for increasing benefits
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for present beneficiaries. Considerable administrative difficulty would
arise if the new eligibility requirements were made applicable for
survivors of individuals who died before the amendment of the law.

Of the various possible methods of adjusting the fully insured
status requirement for newly covered workers, the one we recommend
seems to us to offer the advantages of uniformity and simplicity and
at the same time to provide a much-needed liberalization in the
requirements for all older workers. It would also reduce the dis-
advantages which many workers normally in covered employment
now face because of their work during the war in Government ship-
yards and munitions plants, emergency Government agencies, aad
other noncovered occupations.

The “new start” eligibility provisions would result in payment
of retirement benefits to a much higher proportion of the aged during
the early years of the system, but it would not increase beneficiary
rolls and costs in the later years since the eligibility requirements
would remain the same for workers now young.

Cost oF INSURANCE PROGRAM

IX. ACTUARIAL COST ESTIMATES AND FINANCING OF OLD-AGE AND
SURVIVORS INSURANCE
A. General

Estimates of the future costs of the old-age and survivors insurance
program are affected by many factors that are difficult to determine.
Accordingly, the assumptions used in the actuarial cost estimates may
differ widely and yet be reasonable. Your committee recognizes and,
in fact, wishes to stress the difficulties involved in any attempt at pre-
cisely estimating the long-range costs for the program. Because of
numerous factors, such as the aging of the population of the country
and the inherent slow but steady growth of the benefit roll in any re-
tirement insurance program, benefit payments may be expected to in-
crease continuously for at least the next 50 years.

The cost estimates are presented here first on a range basis so as to
indicate the plausible variation in future costs depending upon the
actual trend developing for the various cost factors in the future. Both
the low-cost and high-cost estimates are based on ‘high” economic
assumptions, which are intended to represent close to full employment,
with average annual wages at about the level prevailing in 1944-46,
which is somewhat below current experience. Following the presenta-
tion of the cost estimates on a range basis, intermediate estimates de-
veloped directly from the low-cost and high-cost estimates (by aver-
aging them) are shown so as to indicate the basis for the financing pro-
visions of the committee-approved bill.

In general, the costs are shown as a percentage of covered payroll.
It is believed that this is the best measure of the financial cost of the
program. Dollar figures taken alone are misleading because, for
example, extension of coverage will increase not only the outgo but
also the income of the system.

Your committee has very carefully considered the problems of cost
in determining the benefit provisions recommended. Also your
committee is of the belief that the old-age and survivors insurance
program should be on a completely self-supporting basis. Accordingly,
the committee-approved bill, just as the House-approved bill, eltmi-
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nates the provision added in 1943 authorizing appropriations to the
program from general revenues. At the same time, your committee
has recommended a tax schedule which it believes will make the system
self-supporting as nearly as can be foreseen under present circum-
stances. Future experience may be expected to differ from the
experience assumed in the estimates so that this tax schedule, at least
in the distant future, may have to be modified slightly. This may
readily be determined by future Congresses after the revised program
has been in operation for a decade or two.

B. Basic assumptions for actuarial cost estimates

The following estimates have been prepared on the basis of high-
employment assumptions somewhat below conditions now prevailing.
The estimates are based on level-wage assumptions (somewhat below
the present level), If in the future the wage level should be consid-
erably above that which now prevails, and if the benefits for those on
the roll are at some time adjusted upward on this account, the in-
creased outgo resulting will, in the same fashion, be offset. The cost
estimates, however, have not taken into account the possibility of a
rise in wage levels, as has consistently occurred over the past history
of this country. If such an assumption were used in the cost esti-
mates, along with the assumption that the benefits nevertheless would
not be changed, the cost relative to payroll would naturally be lower.

As in the cost estimates for the plan proposed by the Advisory
Council on Social Security of your committee (S. Doc. 208, 80th Cong.,
2d sess.), two separate cost illustrations have been developed in order
to show possible ranges in benefit costs.

The low-cost and high-cost assumptions relate to the cost as a per-
cent of payroll in the aggregate and not to the dollar costs. The two
cost assumptions are based on possible variations in fertility rates,
mortality rates, retirement rates, remarriage rates, etc.

In general, the cost estimates have been prepared according to the
same assumptions and techniques as those contained in Actuarial
Studies Nos. 23, 27, and 28 of the Social Security Administration, and
also the same as in the estimates prepared for the Advisory Council.
It may be mentioned here that in all those estimates-——as well as the
the present ones—there are the following important elements:

(1) In later years many women will be potentially eligible for
both old-age benefits and either wife’s or widow’s benefits. In
such instances, these individuals have been assumed to receive
full old-age benefits and any residual amount from the wife’s or
widow’s benefits, if larger than the old-age benefit. The numbers
of such individuals receiving residual wife’s or widow’s benefits
and the average sizes of such benefits are not shown, but the total
amount of such benefits is included in the tables giving the
amounts of benefits in dollars and as percentages of payroll.

(2) The effect of the maximum-benefit provisions will be con-
siderable. It bas been assumed that the number who would re-
ceive benefits in a particular case would include only those who
would receive benefits at the full rate plus one individual who
would receive partial benefits completing the maximum, and with
all other potentially eligible beneficiaries being disregarded.

The asumptions as to the major elements, population, employment, and
wages, may be summarized as follows:

(1) Population.—The low-cost estimates assume United States
1939—41 mortality rates constant by age and sex throughout all years.
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The high-cost estimates are based oo improving mortality similar to the
National Resources Planping Board low-mortality bases, with an
assumed further improvement with time for ages over 65 to allow for
possible gains due to geriatric medical research.

The low-cost estimates assume birth rates which in the aggregate
are about the same as those for the United States 1940-45 expcrience,
which was relatively high. The high-cost estimates assume a decreas-
ing birth rate in the future similar to the National Resources Planning
Board’s medium estimate.

For both the low-cost and high-cost estimates no net immigration
is assumed.

Table 7 summarizes these population projections. In the year
2000, the total population of 199 million under the low-cost assump-
tions is -higher than the 173 million under the high-cost assumptions
due to the higher birth-rate assumption under the former. The corre-
sponding figures for the aged group (65 and over) are 19 million and
28 million, respectively; the high-cost figure here is higher due to the
lower mortality assumption. Also shown in this table are the latest
estimates for 1950. Itwill be observed that these are somewhat higher
than either of the two projections, especially as to the total population.
These two projections were prepared several years ago and have been
used as the base for a number of cost estimates, including those of the
Advisory Council, so as to maintain consistency in such estimates.
The actual population in 1950 is higher than in either of the two esti-
mates, principally because of the very high birth rates which have
occurred since the war. The long-range cost estimates attempt to
portray a trend without considering cyclical fluctuations, and so it
1s not disturbing that the actual population at the moment is some-
what higher than in either of the projections.

TABLE 7.—Estimated United Sates population tn future years
[In millions]

Age 2064 Age 65 and over All ages

Calendar year
Men [Women| Total | Men |Women| Total | Men |Women| Total

Latest estimates for 1950

19500 el 4 4“4 88 5.4 6.1 11.5 75 76 151

Projection for low-cost assumptions

43 44 87 5.3 5.9 11.2 72 74 147
43 44 87 6.0 6.7 12.7 7 153
44 45 89 6.5 7.5 14.0 79 80 159
47 48 95 7.1 8.8 15.9 83 85 168
50 50 100 7.8 10.1 17.9 89 90 179
52 52 104 8.4 1.1 19.5 94 95 189
57 56 113 8.3 10.7 19.0 99 100 199

Projection for high-cost assumptions

43 4 87 5.4 6.0 11.4 73 73 146
44 45 89 6.2 6.9 13.1 75 76 151
45 46 91 7.0 7.9 14.9 77 78 155
49 49 8 8.5 10.0 18.5 81 82 163
50 50 100 10.4 12.4 22.8 85 85 170
51 50 101 12.4 14.7 27.1 86 86 172
52 &0 102 13.3 15.2 2.5 87 86 173

Norz.—8ee toxt for description of bases of population projections
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(2) Employment.—Both the low-cost and high-cost estimates
assume close to full employment, although somewhat below the level
prevailing at the end of 1949. The previous estimates were, in general,
based on conditions in 1944—46. A change made in these estimates to
allow partially for the higher employment since then has been to
assume that all coverage figures (and thus resulting beneficiary
figures) are about 5 percent higher. Civilian employment averaged
about 53,000,000 in 1944-46, but in 1948 averaged 59,400,000, while
in 1949 the average was 58,700,000, both increases of over 10 percent.

(3) Wages.—Both the low-cost and high-cost estimates are based
on wage levels slightly below existing ones. An average annual wage
of $2,400 is used for men working in covered employment in all four
quarters of the year, and $1,625 for women.

The actual recorded wages for four-quarter workers may be com-
pared with those used in the cost estimates, as follows:

Men Women
Used in cost estimates. ... ___ il $2, 400 $1, 625
Actual 1944 e 2,300 1, 402
Actual 1945._._ —— 2,293 1,384
Actual 1946.. . - 2, 262 1,478
Actual 1947__._ - 2,372 1,598
Aetual 1948 e e 2, 450 1,700

The table below compares the estimated proportion of the popula- .
tion age 65 and over who are fully insured under the present limited
coverage and under the expanded coverage recommended in the
House-approved bill and in the committee-approved bill:

Present coverage House-approved bill Committggl-lapproved
Calendar year .
Men Women Men Women Men Women
Percent Percent Percent Percent Percent
45 37-42 56 43-50 -9
6-7 47-53 7-10 51-58 8-11
7-10 55-63 10-13 57-64 10-13
10-14 65-74 13-19 66-75 13-19
16-22 73-82 20~27 73-83 20-27
27-34 78-87 30-37 78-87 30-37
3543 81-90 39-47 81-90 3947

It will be noted that the above figures for women include only those
insured by their own employment and not those eligible through their
husband’s earnings. If the latter group had also been included, the
}'esulting figures would have been somewhat larger than those shown

or men.

As in previous cost estimates, no account is taken of the 1947
amendment to the Railroad Retirement Act, which provides for coor-
dination of old-age and survivors insurance and railroad wages in
determining survivor benefits. :

Under the committee-approved bill voluntary coverage is permitted
for two groups, namely, State and local government employees who
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are not under an existing retirement system and employees of religious
denominations and organizations owned and operated by religious
denominations. For the purpose of these cost estimates it has been
assumed that over the long range virtually all of these groups will be
covered as a result of voluntary action on the part of the employers
involved.

C. Results of cost estimates on range basis

Table 8 gives the estimated taxable payrolls for the coverage pro-
" vided under the committee-approved bill and in accordance with the
assumptions made previously as to participation by State and local
governments and by religious denominations. As indicated in the
previous section, the assumptions made as to wage rates are on the
low side (in order to be conservative) so that the total payrolls resulting
here are also somewhat on the low side.

TaBLE 8.—Estimated taxable payrolls under committee-approved bill

[In billions]
Low-cost | High-cost Low-cost | High-cost
Calendar year esﬂ\mate i | estimate t Calendar year estimate 1 | estimate t
‘k% $104 $103 (| 1980 .. $129 $126
106 106 || 1990 . _______. 137 128
110 111 4] 20000 146 129
121 121 ' .

1 Based on high-employment assumptions,

" Since both the low-cost and the high-cost estimates assume a high
-future level of economic activity, the payrolls are substantially the
same under the two estimates ih the early years. Accordingly, there
is little difference in the contribution income in the two estimates.
The assumptions which affect benefits, however, have widely different
effects even in the early years of the program. The range of error in
the estimates, nevertheless, may be fully as great for contributions
as it is for benefits.

The taxable payrolls under the committee-approved bill are slightly
lower than under the House-approved bill. The effect of retaining
the maximum taxable wage at $3,000 per year, as in present law, rather
than increasing it to $3,600 as in the House-approved bill, more than
offlsets the factor of the greater coverage in the committee-approved
bill.

Table 9 shows the estimated number of monthly beneficiaries in
current payment status under the committee-approved bill. Because
of the ‘“new start” provision for determining insured status the,
number of beneficigries under the committee-approved bill in the early

_%;ears of operation is materially higher than under the House-approved
- bill. Thus in 1951 this increase 1s about 700,000 persons (including
150,000 dependents and survivors as well as about 550,000 retired
workers). In subsequent years this difference decreases but even
eventually it is still present, though very small, chiefly due to the
Is)(i)lrlne'szvhat larger compulsory coverage under the committee-approved
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TasLe 9.—Estimated numbers of monthly beneficiaries ! under commitiee-approved
bill

[In thousands]

Old-age beneficiaries ? Survivor beneficiaries
Calendar year

Primary Wife’s$ Child’s | Widow’s? | Parent’s® | Mother’s Child’s

LOW-COST ESTIMATE ¢

2,033 508 57 348 19 200 700
2, 203 668 60 640 28 262 956
2,721 793 65 1,101 37 304 1,135
4,089 1,063 88 2,031 42 349 1,317
5,685 1,243 115 2,709 42 385 1,446
7,750 1,260 130 3,029 30 417 1,576

8,910 1,187 129 3,008 34 454 1,714

2, 340 - 662 75 363 ‘ 31 242 688
3,000 830 83 669 48 303 871
4, 404 1,190 101 1,133 69 320 901
6,943 1,661 119 2,074 90 302 808
10, 332 2,153 130 2,788 97 280 718
14,539 2,474 121 3,141 94 265 653
17, 456 2, 599 8| . 3,08 90 255 602

L As of middle of year, i

i1, e., for benefits paid in respect to retired workers.

3 Does not include beneficiaries whoare also eligible for primary benefits. For wife’s and widow’s henefits,
includes husband’s and widower’s benefits, respectively.

4 Based on high-employment assumptions.

Table 10 shows the estimated average benefits under the committee-
approved bill. These are given only for the calendar years 1951,
1960, and 2000, since ir: general there is a smooth trend in the inter-
vening periods. For 1951 the average old-age benefit will be over
$48 per month for a retired worker.

It will be noted that for old-age beneficiaries separate figures are
given for men and women, since the results differ greatly and since a
combination would obscure the trend. For men the average old-age
benefit will remnain relatively constant after 1960; from 1951 to 1960
there will be some increase due to the effect of the ‘“new start’” average
wage. On the other hand, for women the average old-age benefit
shows a decrease over the long-range future because there will ulti-
mately be a large number of women receiving such benefits who did
not engage in covered employment for their entire adult lifetime afte
1950. :

TaBLE 10.—Estimated average monthly benefit payments and average lump-sum
death payments under committee-approved bill

Category 1951 1960 2000

O1d-88€ PEIMAIY - o oo e $48-$48 $50-$50 $48-349

Male . . ... 50~ 50 53~ 53 56- 57

Female . _____._______________. 40~ 40 39- 39 36— 38
Wife's L. 26— 26 27- 27 28- 29
Widow’s 1. ... ___ 37- 37 39- 39 43- 43
Parent’s 2__ e . 30- 30 20- 29 20- 29
Child’s3. ... . 34- 34 35~ 35 35— 36
Motber’s_ _________________________ . 42- 42 43— 43 44— 44
Lump-sum death 4. el 150~150 150-152 141-148

! Does not include those eligible for primary benefits. Includes husband’s and widower’s benefits.
? Does not include those eligible for primary, widow’s or widower’s benefits,

3 Includes both child’s benefits for children of old-age beneficiaries and child survivor beneficiaries.
4 Average amount per death.

NoTe~Lower figure of range shown is for high-cost estimate, while higher figure is for low-cost estimate.
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Table 11 presents costs as a percentage of payroll for each of the
various types of benefits. The level-premium cost shown for the
committee-approved bill is roughly 4% to 7% percent of payroll, or
about the same as for the House-approved bill and for the plan of the
Advisory Council. These level-premium costs are somewhat higher
than those for the original Social Security Act of 1935—namely, 5 to 7
percent—because of two factors not specified in the plans themselves:
first, a lower interest rate is used here—namely, 2 percent as against 3
percent—and, second, the program proposed s nearer maturity since
the benefit roll is now quite sizable; in other words, some of the period
of low cost has been passed through without building up the sub-
stantial funds which would have been accumulated if the original tax
schedule or original level-premium rate had been in effect in the past.

TaBLE 11.—Estimated relative costs in percentage of payroll for commattee-approved
bill, by type of benefit

[Percent]
. Lump-
Calendar year Old-age | Wife’s! [Widow’st| Parent’s | Mother’s| Child’s 2 dsul:lh Total
el
LOW-COST ESTIMATE 3
1.11 0.17 0.15 0.01 0.10 0.31 0.05 1.89
1.22 19 .01 .13 41 .06 2.30
1.50 24 47 .01 .14 48 .07 2.90
2.11 30 84 .01 .16 51 .09 4.01
2.7 34 1.10 .01 16 52 .10 4.94
3.38 33 1.20 .01 16 54 .11 5.73
3.56 29 1.15 .01 17 54 .12 5.84
282 28 95 .01 16 51 .10 4.83
HIGH-COST ESTIMATE ?
1.30 0.20 0.16 0.01 0.12 0.31 0.05 2.15
1.67 25 -] .02 14 38 2.80
2.39 35 .48 .02 .15 38 06 3.84
3.48 47 .87 .03 .13 32 08 5.36
4.901 59 117 03 .12 28 09 7.19
6. 61 1.35 02 11 25 11 9.13
7.74 73 1.38 02 .10 12 10.32
Level premium ¢____ 5. 47 .58 1.06 .02 1 .12 .28 .10 7.63

1 Included are excesses of wife’s and widow’s benefits over primary benefitsfor female primary beneficiaries
also eligible for wife’s or widow’s benefits. Also includes husband’s and widower’s benefits, respectively.

¢ Includes both child’s benefits for children of old-age beneficiaries and child-survivor beneficiaries.

3 Based on high-employment assumptions.

4 Level-premium contribution rate (based on 2-percent interest) for benefit payments after 1950 and into
perpetuity, not taking into account the accumulated funds at the end of 1950 or administrative expenses.

Chart 1 compares the year-by-year cost of the committee-approved
bill with that of the House-approved bill and with the latest cost
estimates for the present law. As would be anticipated, the com-
mittee-approved bill has a higher cost throughout all years than the
present act, since benefits are liberalized considerab{y. Similarly,
the committee-approved bill has a higher cost in the early years and
a somewhat lower cost later than the House-approved bill. This
results for the early years because of the much more liberal eligibility
and benefit conditions, while for the middle and later years these
factors are offset by the elimination of the increment and the perma-
nent and total-disability provisions. In the ' ultimate condition
(year 2000) the cost under the committee-approved bill approaches
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CHART 1.
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more closely the cost under the House-approved bill since, under the
latter, benefits for insured persons who are out of covered employment
for a substantial period of time (e. g., married women) will be sharply
reduced by the harsh effect of the so-called continuation factor (not
incorporated in the committee-approved bill).

Table 12 gives the dollar figures for various future years for each of
the different types of benefits.

Table 13 presents the estimated operations of the trust fund under
the expanded program. The trust fund at the end of 1950 is estimated
to be about $13% billion. The figures for 1950 reflect the operation. of
the present act for the entire year as to contribution receipts, but as to
benefit disbursements the figure includes payments made under the
present act for the first 8 months of the year and under the bill for the
remainder of the year; the assumption is made here that the enactment
date will be some time in June so that the liberalized benefit conditions
will be effective in August, with the first payments coming out of the
trust fund in September (some such assumption must necessarily be
made in developing cost estimates although the enactment date might
be somewhat earlier or later).

The future progress of the trust fund has been developed on the basis
of & 2-percent nterest rate; following, some consideration will be
given as to the effect of a higher interest rate. Throughout, there is
the assumption that no Government contribution to the system
is made, since both the House-approved bill and the committee-
approved bill strike out the provision of present law which would
permit this.

TaBLE 12.—Estimated absolute costs in dollars for committee-approved Will, by type
. of benefit :

[In millions]

Lump-
Calendar Old-age | Wife's! |Widow’s!| Parent’s | Mother’s| Child’s? [ sum Total
year death
LOW-COST ESTIMATE?
$178 $154 $7 $101 $319 $54 $1, 960
207 288 10 135 437 63 2, 441
259 513 13 158 523 76 3, 190
362 1,013 15 186 611 104 4,836°
432 1, 416 15 205 676 127 6, 367
447 1, 646 14 222 739 149 7,839
425 1, 681 12 242 79% 169 8,538
HIGH-COST ESTIMATE 3
$1,332 $202 $164 $11 $122 $317 $54 $2, 202
1,763 263 305 17 152 400 62 2, 962
2, 640 389 536 24 163 422 69 4,243
4,201 566 1,046 31 157 388 91 6, 480
6, 171 747 1,476 33 147 352 111 9, 037
8,472 876 1,726 32 139 321 136 11, 702
9, 964 046 1, 779 31 134 287 157 13,298

1 Included are excesses of wife’s and widow’s benefits over primary benefits for female primary beneficiaries
also eligible for wife’s or widow’s benefits. Also includes husband’s and widower’s benefits, respectively.

1 Includes both child’s benefits for children of old-age beneficiaries and child survivor benefits.

3 Based on high-employment assumptions.
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TasLe 13.—Estimated progress of trust fund for commitiee-approved bill

[In millions]
Contribu- Benefit Administra- | Intercst on | Fund at end
Calendar year tions 1 payments | tive cxpenses fund 2 of year

LOW-COST ESTIMATE 3

$2, 575 $1,118 $65 $268 $13, 475
3,097 2,411 69 362 18,715
5,167 8,190 82 530 28,002
7,522 4,836 111 1,101 57, 446
8,127 6, 367 137 1,818 93, 541
8, 641 7,839 163 2, 465 128, 027
9,233 8,338 178 8,113 159, 024

$2.575 $1,118 $65 $268 $13, 475
3,082 s 98 324 16, 510
8,189 4,213 124 403 20, 967
7,832 6, 480 169 659 34,034
7,933 9,037 219 784 39,321
8, 086 11.702 270 308 18, 355
8,129 13,298 301 ® ®

t Combined employer, employce, and self-employed contributions. The combined employer-employee
rate is 3 percent for 1050-55, 4 percent for 1956-59, 5 percent for 1960-64, 6 percent for 1965-69, and 644 percent
for 1970 and after. The self-employed pay ¥ of these rates,

2 Interest is fizured at 2 pereent on average balance in fund during year.

3 Based on high-employinent assumptions.

4 See text for dvscri{)tlon of assumptions made as to 1950.

% Fund exhausted 1n 1995.

Under the low-cost estimate the trust fund builds up quite rapidly
and even some 50 years hence it is growing at a rate of $3% billion per
year and at that time is about $160 billion 1n magnitude; in fact, under
this estimate benefit disbursements never exceed contribution income
and even in the year 2000 are about 8 percent smaller. On the other
hand, under the high-cost estimate the trust fund builds up to a maxi-
mum of about $40 billion in 1975 but decreases thereafter until it is
exhausted in 1995; in each of the years prior to the scheduled tax-
increases (namely, 1955, 1959, 1964 and 1969) according to this esti-
mate the benefit disbursements are about 10 percent lower than con-
tribution income, while after 1975 benefit disbursements exceed con-
tributions in all years.

These results are consistent and reasonable, since the system on an
intermediate-cost estimate basis is intended to be approximately self-
supporting, as will be indicated hereafter. Accordingly, a low-cost
estimate should show that the sytem is more than self-supporting,
whereas a high-cost estimate should show that a deficiency would
arise later on. In actual practice under the philosophy adopted in
H. R. 6000 and as set forth in this report, the tax schedule would be
adjusted in future years so that neither of the developments of the
trust fund shown in table 13 would ever eventuate. Thus, if experi-
énce followed the low-cost estimate, the contribution rates would
probably be adjusted downward or perhaps would not be increased in
future years according to schedule. On the other hand, if the experi-
ence followed the high-cost estimate, the contribution rates would -
have to be raised above those scheduled in the committee-approved
bill. At any rate, the high-cost estimate does indicate that under the



SOCIAL SECURITY ACT AMENDMENTS OF 1950 43

tax schedule adopted there would be ample funds for several decades
even under relatively unfavorable experience.

The effects of the new eligibility conditions and the new concept of
computing the average monthly wage, when combined with the large
number of new persons brought into coverage, are particularly difficult
to estimate during the early years of operation. The number of per-
sons who will qualify and retire to get benefits is more uncertain on
the new basis than it is under present law because the qualifying
period is relatively short. While an attempt has been made to allow
for the very important factor of lag in the filing of claims, the benefit
estimates used for the early years in developing the trust-fund pro-
gression may be overstatements to some extent, and this might extend
to the figures shown for 1960.

D. Intermediate cost estimates

In this section there will be given intermediate-cost estimates, de-
veloped from the low-cost and high-cost estimates of this report.
These intermediate costs are baseg on an average of the low-cost
and high-cost estimates (using the dollar estimates and developing
therefrom the corresponding estimates relative to payroll), . It should
be recognized that these intermediate-cost estimates do not represent
the “most probable” estimates, since it is impossible to develop any
such figures. Rather, they have been set down as a convenient and
readily available single set of figures to use for comparative purposes.

Also, a single intermediate fizure is necessary in the development
of a tax schedule which will make the system sclf-supporting. Your
committee, in setting up a specific schedule, fully recognizes that this
is slightly different from what will actually be required to obtain
exact balance between contributions and benefits. However, this
procedure does make the intention specific, even though in actual
practice future changes in the tax schedule might be necessary. Like-
wise, your committee recognizes that exact self-support cannot be
obtained from a specific set of integral or rounded fractional rates,
but rather that this principle of self-support should be aimed at as
closely as possible.

. l'll‘he tax schedule contained in the committee-approved bill is as
ollows:

Self-

Calendar year Employce Employer employed

Percent Percent Percent
134 1%

1 24
2% 214 334
3 3 434
3 Y4 1%

The above schedule differs from that in the House-approved bill only
in that under the latter the first increase from the present rates would
occur in 1951 instead of in 1956. This tax schedule has been deter-
mined on the basis of the following actuarial cost analysis.

Table 14 gives an estimate of the level-premium cost of the program
recommended by your committee, tracing through the increase in cost
over the present program according to the major types of changes pro-
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posed, as well as a similar comparison for the House-approved bill.
A ‘“level-premium cost” may be defined as the contribution rate
charged from 1951 on, which together with interest would meet all
benefit payments after 1950 (including the benefit payments to those
on the roll prior to 1951 and the increases which they receive through
the conversion table). This level-premium rate would produce a very
considerable amount of excess income in the early years which, in-
vested at interest, would help considerably in meeting the higher
benefit outgo ultimately.

TABLE 14.—Estimated level-premium costs as percentage of payroll by type of change

House-ap- | Committee-
proved bill |approved bill
Percent Percent
Cost of benefits of present law________________________ . _________ ... 4, 50 4, 50
Effect of proposed changes: .

Benefit formula. ... +1.30 +1.70
(a) New benefit percentages!_._.____._________ _ (+3. 00) (+3. 70)
(h) New average wage basis 2 (—.60) (. 05)
(¢) Reduction in inerement (—.90) (—2.05)

(d) Increase in wage base._ —.20) ®*
Liberalized cligibility conditio: .05 +.10
Liberalized work clause_______ +.15 +.15
Revised lump-sum death pay .05 —.10
Additional survivor bencfits 4. +.10 +4.15
Extension of coverage._____.._ —.30 ~.35

Disability benefits. ._____ .. __________.____ +.55 ®
Cost of benefits under bill .. __ ... . _._. 6.30 6. 15
Administrativeeosts. ... _________._____________.__ +.15 +.15
Interest on trust fund at end of 1950. . .._________. —.20 ~.20
Net level-premium cost of bill .. 6.25 6.10

1 Including minimum and maximum benefit provisions.
2 For House-approved bill, including so-ealled continuation factor.

3 Not in committee-approved bill. . i o
¢ Including higher rate for first survivor child, more liberal eligibility conditions for determining child

dependency on married women workers, higher rate for parents (House-approved bill only), wife’s benefits
for wives under 65 with children (House-approved bill only), and husband’s and widower’s benefits (com-
mittee-approved bill only).

NoTE.—Figures relate only to benefit payments after 1950. Figures in parenthesis are subtotal figures.
These figures represent an intermediate estimate which is subject to a significant range because of the possible
variation in the cost factors involved in the future. The computations are based on a compound interest
rate of 2 percent per annum. The order in which these various changes are considered in this table affects
how much of the increase in cost is attributed to a specific element.

Tt should be emphasized that your committee does not recommend
that the system be financed by a high, level tax rate from 1951 on
but rather has recommended an increasing schedule, which-—of
necessity—will ultimately have to rise higher than the level-premium
rate. Nonetheless, this graded tax schedule will produce a consider-
able excess of income over outgo for many years so that a sizable
trust fund will arise; this fund will be invested in Government securi-
ties (just as is much of the reserves of life insurance companies and
banks, and as is also the case for the trust funds of the civil service
retirement, railroad retirement, national service life insurance, and
United States Government life insurance systems), and the resulting
interest income will help to bear part of the increased benefit costs of
the future. For comparing the costs of various possible alternative
plans and provisions, the use of level-premium rates is helpful as a
convenient yardstick.

It should be emphasized that the order in which the various changes
in table 14 are considered determines in many instances how much of
the increase in cost is attributed to a specific recommendation. For
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example, for the House-approved bill the increased cost arising from
the revised lump-sum death payment is shown as a negative figure
or, in other words, as a savings in cost. Under the House-approved
bill there are three important cost factors in respect to the lump-sum
death payment, namely, (1) the higher general benefit level due to the
change in the benefit formula; (2) the reduction in the relation that
such payment bears to the primary insurance amount (from 6 times
such amount under present law to 3 times); and (3) the granting of
such payment for all insured deaths, rather than only for deaths where
no immediate monthly benefit is available. If the combined effect of
all three factors is considered, there would be an increase in cost of
0.05 percent of payroll, but since the first of these factors had previ-
ously been considered in table 14, the net effect of the other two factors
is the indicated reduction in cost of 0.05 percent of payroll. On the
other hand, under the committee-approved bill, the third factor is
not included, so that the net effect in reality is virtually no change in
cost, but a reduction of 0.10 percent is listed in the table since an
increase of about 0.10 percent was included for the lump-sum death
payment in the increased cost due to the revised benefit formula
shown above. :

From table 14 it may be noted that the net level-premium cost of the
committee-approved bill is about 0.15 percent of payroll lower than
the House-approved bill. There are a number of changes in the com-
mittee-approved bill from the House-approved bill which increase
costs, while there are somewhat more offsetting changesin the opposite
direction. Increases in cost (taken as a whole, rather than considered
in any particular order) as a percentage of payroll are approximately
as follows:

Increase

Item: © (percemt)
New benefit formula giving 15 percent of average wage beyond $100
instead of 10 pereent_______________ . _______ L ___._
More liberal basis for determining average wage, not using the so-called

continuation factor_ . ___.__________________________________:..
Retention of the maximum taxable and creditable wage base at the

present $3,000 per year__.___._______________________________ .15
More liberal survivor benefits for married women___________________ . 05
More liberal immediate eligibility conditions._ _______._____________ .05

Total - . e 1. 35

Correspondingly, decreases in cost as a percentage of payroll for
the committee-approved bill as compared with the House-approved

bill are approximately as follows:
Decrease

Item: - (percent)
Elimination of disability benefits_ _ _________________.___________. 0.5
Elimination of inerement_____________________________._________ .9
Retention of present basis of eligibility for lump-sum death payment__ .05
Greater extension of coverage__ . ______________.________________. .05

Total - oL 1.5

As will be seen from table 14, the level-premium cost of the present
law—taking into account 2 percent interest—is about 4% percent of
payroll; this is considerably lower than the cost was estimated to be
when the program was revised in 1939, largely because of the rise in
the wage level which has occurred in the past decade (higher wages
result in lower cost as a percentage of payroll because of the weighted
nature of the benefit formula).
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Under the committee-approved bill the level-premium cost of the
bencfits is increased to almost 6% percent of payroll. However, this
figure must be adjusted slightly for two factors, namely, the adminis-
trative costs, which are charged directly to the trust fund, and the
interest earnings on the present trust fund, which will be about
$13Y% billion at the end of 1950. Considering all of these elements the
net level-premium cost of the committee-approved bill is shown to be
about 6.10 percent of payroll as compared with about 6.25 percent
for the House-approved bill.

As an indication of the effect of various factors on the estimated
actuarial costs, it may be pointed out that if an interest rate of 2%
percent were used rather than 2 percent, the net level-premium cost
of the committee-approved bill would be reduced to about 5.8 percent.
(The interest rate which determines the yield of new investments for
the trust fund is now 2.23 percent, but until it rises to 2.25 percent,
sttch investments continue to be made at 2% percent.)

Table 15 and chart 2 compare the year-by-year cost of the benefit
payments according to the intermediate-cost estimate, not only for the
committee-approved bill but also for the present act and the House-
approved bill. These figures are based on a level-wage trend in the
future and do not consider cyclical business trends (booms and
depressions) which over a long period of years will tend to average out.
The dollar amount of the increased cost in 1951 of the committee-
approved bill over the present act is substantial (about $1% billion),
but the cost as a percentage of payroll does not rise greatly. This
results from the increase of the tot‘alycovered payroll due to the newly
covered categories. In contrast with the House-approved bill,
the benefit disbursements in 1951 will be about $400 million higher,
principally due to the more liberal eligibility conditions which will
bring onto the rolls many now ineligible and also in part due to the
somewhat more liberal treatment accorded the existing beneficiaries
now on the roll.

TaBLE 15.—Estimated cost of benefit payments under present act, House-approved
bill, and commiltee-approved bill, intermediate-cost estimate

Amount (in millions) In percent of payroll
Calendar year Present House-d Committge- Present House- |Committee-
ped approve: approve approved | approved
act b’ 