
Proposed Changes in Old-Age and Survivors 
Insurance: Report of the Advisory Council 
on Social Security to the Senate Finance 
Committee* 

The Advisory Council on Social Security, appointed by the 
Senate Committee on Finance to make a full and complete in­
vestigation of the present social security program, made its first 
report to the Committee on April 8. The report, the first part 
of which is reproduced here, deals exclusively with the Coun­
cil's recommendations for necessary and desirable changes in 
the present program of old-age and survivors insurance. 
These proposals, which parallel many of the recommenda­
tions made by the Social Security Administration and by its 
predecessor, the Social Security Board, are designed, the report 
declares, "to provide a program that will meet the present 
needs of the people without imposing too heavy a burden on 
the taxpayers of the future. The Council anticipates that still 
further revisions in the program will be needed as future events 
affect family life, the labor force, and the general conditions 
under which people live." 

T H E ADVISORY C O U N C I L on Social Se­
curity was created by the Senate Com­
mittee on Finance under the author­
ity of Senate Resolution 1 4 1 , adopted 
July 23, 1947. The resolution directed 
the Committee "to make a full and 
complete investigation of old-age and 
survivors insurance and all other as­
pects of the existing social security 
program, particularly in respect to 
coverage, benefits, and taxes related 
thereto. . ." and authorized an ap­
propriation of $ 2 5 , 0 0 0 to be spent for 
that purpose. An additional $25 ,000 
to finance the work through the cur­
rent fiscal year was made available by 
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Senate Resolution 2 0 2 , adopted March 
1 1 . 

The 1 7 members of the Advisory 
Council were appointed on September 
17, 1947 . Edward R. Stettinius, J r . , 
rector of the University of Virginia, 
was named chairman, and Sumner H. 
Slichter of Harvard University, asso­
ciate chairman. The other members, 
drawn from various fields and repre­
senting different parts of the country, 
are: Prank Bane, executive director of 
the Council of State Governments; J . 
Douglas Brown, dean of the faculty, 
Princeton University; Malcolm Bryan 
of the Trust Company of Georgia; Nel­
son H. Cruikshank, director of social 
insurance activities, American Feder­

ation of Labor; Mary H . Donlon, 
chairman of the New York State 
Workmen's Compensation Board; 
Adrien J . Falk, president of the S & W 
Fine Foods, Inc . ; Marion B . Folsom, 
treasurer of the Eastman Kodak Co.; 
M. Albert Linton, president of the 
Provident Mutual Life Insurance Co.; 
John Miller, assistant director of the 
National Planning Association; Wi l ­
liam I . Myers, dean of the New York 
State College of Agriculture; E m i l 
Rieve, president of the Textile Work­
ers' Union and vice president of the 
Congress of Industrial Organizations; 
Florence R. Sabin, scientist; S. Abbot 
Smith, president of the Thomas S t r a -
han Co.; Delos Walker, vice president 
of R. H. Macy & Co.; and Ernest C. 
Young, dean of the graduate school of 
Purdue University. 

I n the present report the Council 
presents its recommendations for clos­
ing the gaps in the protection now of­
fered by old-age and survivors insur­
ance. Necessary and desirable 
changes in other parts of the social 
security program are to be discussed in 
later reports. 

I n offering its p r o p o s a l s for 
strengthening old-age and survivors 
insurance, the Council "has endeav­
ored to take full account of the inter­
ests—both present and future—of all 
segments of the Nation." Changes 
that have occurred in the economy 
since 1939, when the general struc­
ture of the present program was 
adopted, are related to the recommen­
dations, and the report directs par­
ticular attention to the problem of 
financing the program. I n shaping 
the recommendations, the Council was 
assisted by the studies of its interim 
committee and its technical staff, as 
well as by statements and other i n ­
formation received from Federal agen­
cies and from interested groups and 
individuals. The following material 
is taken verbatim from the introduc­
tory section, which summarizes the 
recommendations developed at greater 
length in the body of the report. 

Opportunity for the individual to 
secure protection for himself and his 
family against the economic hazards 
of old age and death is essential to 
the sustained welfare, freedom, and 
dignity of the American citizen. For 
some, such protection can be gained 



through individual savings and other 
private arrangements. For others, 
such arrangements are inadequate or 
too uncertain. Since the interest of 
the whole Nation is involved, the 
people, using the Government as the 
agency for their cooperation, should 
make sure that all members of the 
community have at least a basic meas­
ure of protection against the major 
hazards of old age and death. 

I n the last analysis the security of 
the individual depends on the success 
of industry and agriculture in pro­
ducing an increasing flow of goods and 
services. However, the very success 
of the economy in making progress, 
while creating opportunities, also i n ­
creases risks. Hence, the more pro­
gressive the economy, the greater is 
the need for protection against econo­
mic hazards. This protection should 
be made available on terms which 
reinforce the interest of the indi ­
vidual in helping himself. A properly 
designed social security system will 
reinforce the drive of the individual 
toward greater production and greater 
efficiency, and will make for an en­
vironment conducive to the maximum 
of economic progress. 

The Method of Social Insurance 
The Council favors as the founda­

tion of the social security system the 
method of contributory social insur­
ance with benefits related to prior 
earnings and awarded without a needs 
test. Differential benefits based on 
a work record are a reward for pro­
ductive effort and are consistent with 
general economic incentives, while the 
knowledge that benefits will be paid— 
irrespective of whether the individual 
is in need—supports and stimulates 
his drive to add his personal savings 
to the basic security he has acquired 
through the insurance system. U n ­
der such a social insurance system, the 
individual earns a right to a benefit 
that is related to his contribution to 
production. This earned right is his 
best guaranty that he will receive the 
benefits promised and that they will 
not be conditioned on his accepting 
either scrutiny of his personal affairs 
or restrictions from which others are 
free. 

Public assistance payments from 
general tax funds to persons who are 

found to be in need have serious 
limitations as a way of maintaining 
family income. Our goal is, so far 
as possible, to prevent dependency 
through social insurance and thus 
greatly reduce the need for assistance. 
We recognize that, for a decade or two, 
public assistance will be necessary for 
many persons whose need could have 
been met by the insurance program if 
it had been in effect for a longer time 
and had covered all persons gainfully 
employed. The Council looks for­
ward, however, to the time when vir ­
tually all persons in the United States 
will have retirement or survivorship 
protection under the old-age and sur­
vivors insurance program. I f insur­
ance benefits are of reasonable 
amount, public assistance will then be 
necessary only for those aged persons 
and survivors with unusual needs and 
for the few who, for one reason or an ­
other, have been unable to earn insur­
ance rights through work. Under 
such conditions the Federal expendi­
ture for public assistance can be re­
duced to a small fraction of its pres­
ent amount. 

The Council has studied the exist­
ing system of old-age and survivors 
insurance and unanimously approves 
its basic principles. The Council, how­
ever, finds three major deficiencies in 
the program: 

1 . Inadequate coverage — o n l y 
about 3 out of every 5 jobs are covered 
by the program. 

2. Unduly restrictive eligibility re­
quirements for older workers—largely 
because of these restrictions, only 
about 20 percent of those aged 65 or 
over are either insured or receiving 
benefits under the program. 

3. Inadequate benefits — retire­
ment benefits at the end of 1947 aver­
aged $25 a month for a single person. 

The Council's recommendations are 
designed to remedy these major de­
fects. 

The Council has agreed unani­
mously on 20 of its 22 specific recom­
mendations.1 . . . 

Summary of Recommendations 
Recommendations on Coverage 

1. Self - employment. — Self - em­
ployed persons such as business and 

1 See footnotes 2 and 3. 

professional people, farmers, and oth­
ers who work on their own account 
should be brought under coverage of 
the old-age and survivors insurance 
system. Their contributions should be 
payable on their net income from self-
employment, and their contribution 
rate should be 1 1/2 times the rate pay­
able by employees. Persons who earn 
very low incomes from self-employ­
ment should for the present remain 
excluded. 

2. Farm workers.—Coverage of the 
old-age and survivors insurance sys­
tem should be extended to farm em­
ployees. 

3. Household workers. — Coverage 
of the old-age and survivors insurance 
system should be extended to house­
hold workers. 

4. Employees of nonprofit i n s t i t u ­
tions.—Employment for nonprofit i n ­
stitutions now excluded from cover­
age under the old-age and survivors 
insurance program should be brought 
under the program, except that clergy­
men and members of religious orders 
should continue to be excluded.2 

5. Federal civilian employees.— 
Old-age and survivors insurance cov­
erage should be extended immediately 
to the employees of the Federal Gov­
ernment and its instrumentalities who 
are now excluded from the civil-serv­
ice retirement system. As a tempor­
ary measure designed to give protec­
tion to the short-term Government 
worker, the wage credits of all those 
who die or leave Federal employment 
with less than 5 years' service should 
be transferred to old-age and surviv­
ors insurance. The Congress should 
direct the Social Security Administra­
tion and the agencies administering 
the various Federal retirement pro­
grams to develop a permanent plan 
for extending old-age and survivors 
insurance to all Federal civilian em­
ployees, whereby the benefits and con­
tributions of the Federal retirement 
systems would supplement the, protec­
tion of old-age and survivors insur­
ance and provide combined benefits at 
least equal to those now payable under 
the special retirement systems. 

6. Railroad employees.—The Con­
gress should direct the Social Security 
Administration and the Railroad R e -

2 Two members of the Council favor ex­
tension of coverage to the nonprofit group 
on an elective basis. 



tirement Board to undertake a study 
to determine the most practicable and 
equitable method of making the rai l ­
road retirement system supplement­
ary to the basic old-age and survivors 
insurance program. Benefits and con­
tributions of the railroad retirement 
system should be adjusted to supple­
ment the basic protection afforded by 
old-age and survivors insurance, so 
that the combined protection of the 
two programs would at least equal that 
under the Railroad Retirement Act. 

7. Members of the armed forces.— 
Old-age and survivors insurance cov­
erage should be extended to members 
of the armed forces, including those 
stationed outside the United States. 

8. Employees of State and local gov­
ernments.—The Federal Government 
should enter into voluntary agree­
ments with the States for the exten­
sion of old-age and survivors insur­
ance to the employees of State and 
local governments, except that em­
ployees engaged in proprietary activi­
ties should be covered compulsorily. 

9. Social security in island posses­
sions.—A commission should be estab­
lished to determine the kind of social 
security protection appropriate to the 
possessions of the United States. 

10. Inclusion of tips as wages.—The 
definition of wages as contained in 
section 209 (a) of the Social Security 
Act, as amended, and section 1426 (a) 
of subchapter A of chapter 9 of the 
Internal Revenue Code should be 
amended to specify that such wages 
shall include all tips or gratuities cus­
tomarily received by an employee from 
a customer of an employer. 

Recommendations on Eligibility 
11. Insured status.—To permit a 

larger proportion of older workers, 
particularly those newly covered, to 
qualify for benefits, the requirements 
for fully insured status should be 1 
quarter of coverage for each 2 calen­
dar quarters elapsing after 1948 or 
after the quarter in which the individ­
ual attains the age of 21, whichever 
is later, and before the quarter in 
which he attains the age of 65 (60 for 
women) or dies. Quarters of cover­
age earned at any time after 1936 
should count toward meeting this re­
quirement. A minimum of 6 quarters 
of coverage should be required and a 

worker should be fully and perma­
nently insured if he has 40 quarters 
of coverage. I n cases of death before 
January 1, 1949, the requirement 
should continue to be 1 quarter of 
coverage for each 2 calendar quarters 
elapsing after 1936 or after the quar­
ter in which the age of 21 was at­
tained, whichever is later, and before 
the quarter in which the individual at­
tained the age of 65 or died. 

Recommendations on Benefits 
12. Maximum base for contribu­

tions and benefits.—To take into ac ­
count increased wage levels and costs 
of living, the upper limit on earnings 
subject to contributions and credited 
for benefits should be raised from 
$3,000 to $4,200. The maximum aver­
age monthly wage used in the calcu­
lation of benefits should be increased 
from $250 to $350.3 

13. Average monthly wage.—The 
average monthly wage should be com­
puted as under the present law, ex­
cept that any worker who has had 
wage credits of $50 or more in each 
of 6 or more quarters after 1948 
should have his average wage based 
either on the wages and elapsed time 
counted as under the present law or 
on wages and elapsed time after 1948, 
whichever gives the higher result. 

14. Benefit formula.—To provide 
adequate benefits immediately and to 
remove the present penalty imposed 
on workers who lack a lifetime of cov­
erage under old-age and survivors i n ­
surance, the primary insurance bene­
fit should be 50 percent of the first 
$75 of the average monthly wage plus 
15 percent of the remainder up to 
$275. Present beneficiaries, as well as 
those who become entitled in the 
future, should receive benefits com­
puted according to this new formula 
for all months after the effective date 
of the amendments. 

15. Increased survivor protec­
tion.—To increase the protection for 
a worker's dependents, survivor bene­
fits for a family should be at the rate 
of three-fourths of the primary i n ­
surance benefit for one child and one-
half for each additional child, rather 

3 While the majority of the Council favor 
increasing the upper l imit to $4,200, some 
favor keeping the limit at $3,000 and some 
favor increasing it to $4,800. 

than one-half for all children as at 
present. The parent's benefit should 
also be increased from one-half 
to three-fourths. Widows' benefits 
should remain at three-fourths of the 
primary insurance benefit. 

16. Dependents of insured wo­
men.—To equalize the protection 
given to the dependents of women 
and men, benefits should be payable 
to the young children of any currently 
insured woman upon her death or 
eligibility for primary insurance bene­
fits. Benefits should be payable also 
(a) to the aged, dependent husband 
of a primary beneficiary who, in ad­
dition to being fully insured, was cur­
rently insured at the time she became 
eligible for primary benefits, and (b) 
to the aged, dependent widower of a 
woman who was fully and currently 
insured at the time of her death. 

17. Maximum benefits.—To i n ­
crease the family benefits, the maxi­
mum benefit amount payable on the 
wage record of an insured individual 
should be three times the primary i n ­
surance benefit amount or 80 percent 
of the individual's average monthly 
wage, whichever is less, except that 
this limitation should not operate to 
reduce the total family benefits below 
$40 a month. 

18. Minimum benefit.—The mini­
mum primary insurance benefit pay­
able should be raised to $20. 

19. Retirement test.—No retire­
ment test (work clause) should be i m ­
posed on persons aged 70 or over. At 
lower ages, however, the benefits to 
which a beneficiary and his depend­
ents are entitled for any month should 
be reduced by the amount in excess of 
$35 which he earns from covered em­
ployment in that month. Benefits 
should be suspended for any month 
in which such earnings exceed $35 but, 
each quarter, beneficiaries should re­
ceive the amount by which the sus­
pended benefits exceeded earnings 
above the exemption. 

20. Qualifying age for women.— 
The minimum age at which women 
may qualify for old-age benefits (pri­
mary, wife's, widow's, parent's) 
should be reduced to 60 years. 

21. Lump-sum benefits.—To help 
meet the special expenses of illness 
and death, a lump-sum benefit should 
be payable at the death of every i n ­
sured worker even though monthly 



survivor benefits are payable. The 
maximum payment should be four 
times the primary insurance benefit 
rather than six times as at present. 

Recommendations on Financing 
22. Contribution schedule and 

Government participation.—The con­
tribution rate should be increased to 
I 1/2 percent for employers and I 1/2 
percent for employees at the same 
time that benefits are liberalized and 
coverage is extended. The next step-
up in the contribution rate, to 2 per­
cent on employer and 2 percent on 
employee, should be postponed until 
the I 1/2-percent rate plus interest on 
the investments of the trust fund is 
insufficient to meet current benefit 
outlays and administrative costs. 
There are compelling reasons for an 
eventual Government contribution to 
the system, but the Council feels that 
it is unrealistic to decide now on the 
exact timing or proportion of that 
contribution. When the rate of 2 per­
cent on employers and 2 percent on 
employees plus interest on the invest­
ments of the trust fund is insufficient 
to meet current outlays, the advisa­
bility of an immediate Government 
contribution should be considered. 

Technical and Minor Amendments 
I n addition to these major recom­

mendations, several minor and tech­
nical amendments are needed to cor­
rect certain inequities and adminis­
trative problems resulting from the 
present provisions. The Council has 
preferred in the main to leave recom­
mendations on such questions to the 
Social Security Administration. The 
Council would like to call attention, 
however, to the need for additional ad­
justments to protect the rights of men 
who served in World War I I . Our 
general recommendations, if put into 
effect, would remove most of the i n ­
equities which these veterans would 
otherwise suffer; but, in addition, sec­
tion 2104 of the present act should be 
temporarily extended to protect veter­
ans during the transitional period u n ­
til our general recommendations be-

4 Section 210 provides special survivor 
benefits to dependents of veterans who 
died within 3 years of discharge if such 
dependents are not entitled to survivor 
benefits under veterans' laws. 

come fully operative. The Council 
also wishes to call attention to the 
lack of coverage for American citizens 
employed outside the United States by 
American firms. 

Interdependence of 
Recommendations 

The Council stresses the fact that 
its recommendations are a consistent 
whole and that many of the 22 specific 
proposals are interdependent. I f cov­
erage is not broadly extended, for ex­
ample, the Council would propose 
very different modifications in the 
present provisions for insured status, 
benefit structure, method of deter­
mining the average monthly wage, and 
financing. Accordingly, the Council 
strongly urges that its recommenda­
tions be considered as a whole. 

Plan of the Report 
The Council's proposed remedies for 

the three major deficiencies of the 
present program—inadequate cover­
age, unduly restrictive eligibility re­
quirements, and inadequate benefits— 
are outlined in this section. The test 
of retirement, financing, and the i m ­
portance of a broad informational 
program are also discussed. . . . Ap­
pendixes A and B are concerned with 
special aspects of costs and financing. 

Goal of Universal Coverage 
The basic protection afforded by the 

contributory social insurance system 
under the Social Security Act should 
be available to all who are dependent 
on income from work. The character 
of one's occupation should not force 
one to rely for basic protection on 
public assistance rather than insur­
ance. 

Earlier decisions to exclude the self-
employed, workers in agriculture, and 
workers in domestic service from cov­
erage of the insurance system were 
based on expectation there would be 
administrative difficulties in collecting 
contributions and obtaining wage re­
ports for these groups. Other groups 
such as railroad workers, Government 
employees, and employees of religious, 
charitable, and educational institu­
tions were excluded for various rea ­
sons—because some of the workers 
were protected under existing retire­
ment plans, because of the constitu­

tional barrier to the levy of a Federal 
tax on State and local governments, or 
because of objections to taxing tradi­
tionally tax-exempt nonprofit organ­
izations. 

The Council believes that none of 
the reasons for the original exclusions 
justifies continued denial of basic so­
cial insurance protection to these 
groups. The administrative difficul­
ties which may arise from including 
the self-employed and workers in ag­
riculture and domestic service seem 
far less formidable today than they did 
10 years ago when the social insur­
ance system was new and in the early 
stages of developing its administrative 
organization. 

Ten years' experience with incom­
plete coverage has revealed the many 
inequities and anomalies which arise 
when workers move between covered 
and noncovered employments. I n 
many cases these workers pay contri­
butions but never receive benefits, and 
in others they may become entitled 
to benefits which, though small, are 
worth far more in relation to their 
contributions than are the benefits 
of workers covered regularly. 

The present incomplete system of 
social insurance affords uneven pro­
tection in different parts of the United 
States. Coverage restrictions cause 
relatively fewer people to receive old-
age and survivors insurance benefits 
in agricultural States than in States 
where industry predominates. Con­
versely, the number of persons receiv­
ing old-age assistance per 1,000 aged 
population is considerably larger in 
the agricultural States. . . As a con­
sequence, the taxpayers of the agri­
cultural States must meet, from gen­
eral revenues, a disproportionate 
share of the costs of old-age security 
and aid to families of workers who 
die prematurely. Since the per capita 
income of most predominantly agri­
cultural States is far below that of 
the largely industrial and commercial 
States, the former have relatively 
more people in need of assistance and 
smaller revenues from which to meet 
this need. 

Employers as well as employees 
suffer from the lack of protection for 
the noncovered occupations, because 
employers offering noncovered jobs 
cannot furnish as attractive labor con­
ditions as those of their competitors 



in the labor market who are in cov­
ered industries. Some workers who 
have been protected by social insur­
ance during the war have been un­
willing to return to such noncovered 
jobs as agriculture or domestic work 
or work in nonprofit organizations, 
where they will lose that protection. 

An incidental but important result 
of extension of coverage will be a re­
duction in the percentage of pay rolls 
required to meet the costs of old-age 
and survivors insurance. Extension 
of coverage would increase the reve­
nue of the program more than it i n ­
creases benefit payments. The net 
saving would be roughly one-half 
percent to 1 percent of pay roll under 
the present provisions. Under a pro­
gram of liberalized benefits such as 
we recommend, costs would, of course, 
be increased, but under such a pro­
gram the net saving as a result of the 
extension of coverage would also be 
increased—possibly to as much as 2 
percent of pay roll. The saving oc­
curs in the main because under the 
present limited coverage system, those 
who move in and out of covered em­
ployment have low average monthly 
wages in covered employment and re­
ceive the advantage of a formula 
weighted in favor of those with low 
average wages. Under extended cov­
erage such persons will have to pay 
contributions on all the wages which 
they earn, and although their benefits 
will be increased, they will be i n ­
creased at the lower rate of the for­
mula (the present formula pays 40 
percent of the first $50 of average 
monthly wage, but only 10 percent 
above) and the income to the fund 
will increase more than the claims 
against it. 

There are no immediate obstacles to 
extension of coverage to the self-em­
ployed, farm employees, workers in 
domestic service, employees of non­
profit institutions, the armed forces, 
and employees of State and local gov­
ernments. Accordingly, the Council 
recommends that coverage be ex­
tended to these groups without delay. 
A similar recommendation applies to 
the Federal civilian employees who 
are not under the civil-service retire­
ment system. Extension of coverage 
to Federal civilian employees who are 
subject to the Federal retirement plan 
and to the employees of the railroads, 

however, requires solution of various 
technical problems before legislation 
is enacted. The civil-service retire­
ment system and the railroad retire­
ment system will have to be modified 
to take into account the protection 
which would be afforded by coverage 
under old-age and survivors insur­
ance. The Council believes that the 
best way to work out these problems 
is through joint studies by the Social 
Security Administration and the Civil 
Service Commission in the case of 
Federal civilian employees, and the 
Social Security Administration and 
the Railroad Retirement Board in the 
case of the railroad employees. The 
Council has recommended that the 
necessary studies be required by Con­
gress. Extension of coverage to types 
of employment with existing staff re ­
tirement systems or compulsory i n ­
surance protection can and should be 
accomplished without any loss of 
benefits to the workers regularly cov­
ered by these systems. This result 
can be achieved by making their pres­
ent special pension plans supplemen­
tary to old-age and survivors insur­
ance. 

Since the present civil-service re­
tirement plan and railroad retire­
ment system now give more protection 
to those regularly covered than would 
old-age and survivors insurance, the 
question may be asked: "Why extend 
old-age and survivors insurance to 
Federal civil-service employees or to 
railroad workers?" . . . I n essence, 
the answer is that some workers, par­
ticularly short-service workers and 
those who move in and out of Federal 
or railroad employment, are inade­
quately protected under present a r ­
rangements. An extension of cover­
age would help these workers without 
reducing the combined protection 
available for long-service workers. I n 
addition, if the Council's recommen­
dation for an eventual Government 
contribution were followed, an ex­
tension of coverage would mean that 
these employers and employees would 
pay less for that protection. 

Limitations of Voluntary 
Methods 

Voluntary coverage under old-age 
and survivors insurance has been sug­
gested. I n the opinion of the Council, 

voluntary coverage is defensible only 
where the Federal Government can­
not under the Constitution apply com­
pulsion. Since it is apparently u n ­
constitutional for the Federal Govern­
ment to tax the States and localities, 
we believe it necessary to allow these 
units to enter into voluntary compacts 
for the coverage of their employees. 
We are convinced that to offer volun­
tary coverage in any area where it can 
possibly be avoided would be a grave 
mistake. 

Since the chief objective of the old-
age and survivors insurance program 
is basic family protection adequate for 
the needs that can be presumed to 
exist in various family situations, the 
program contains eligibility and bene­
fit provisions which, especially in the 
early years of operation and in the 
case of workers with large families, 
allow for the payment of benefits con­
siderably in excess of the value of con­
tributions. These provisions make 
the program vulnerable if voluntary 
participation by individuals is allowed. 
The "adverse selection" which would 
occur would have serious effects on 
the program's solvency. 

Voluntary participation by employ­
ing organizations would have less 
serious but still highly undesirable 
effects. The organizations most likely 
to participate in an elective program 
would be those whose employees as a 
group would stand to gain dispropor­
tionately large benefits in return for 
their contributions, such as organiza­
tions largely made up of persons near-
ing retirement age or men with large 
families. Furthermore, many em­
ployers in the groups now excluded 
employ only a few persons. The 
smaller the staff, the greater the prob­
abilities that the distribution of em­
ployees by age, sex, and family 
dependents will differ from the dis­
tribution which obtains among the 
employee population as a whole and 
therefore the greater are the possi­
bilities of adverse selection. Under a 
voluntary system, the employers who 
pay the lowest wages and whose em­
ployees consequently may be in great­
est need of protection would be least 
likely to elect coverage. 

The history of voluntary social i n ­
surance indicates that those who most 
need the protection seldom partici­
pate. Usually the persons who choose 



to participate are those who can ex­
pect a large return for their contribu­
tions and who can easily spare the 
money. We see no justification what­
ever in offering insurance protection 
at extreme bargain rates to a select 
group, consisting primarily of those 
who recognize the opportunity for a 
bargain and are well able to take ad­
vantage of it, and in requiring the 
covered group as a whole to bear the 
cost of the difference between what 
the select group pays and what it 
receives. 

More Liberal Eligibility Re­
quirements for Older Workers 

Old-age and survivors insurance 
now offers basic retirement protection 
to the majority of younger workers, 
but many of those in the middle and 
higher age groups will not be eligible 
for benefits when they retire. The 
worker who is now young and has a 
whole working lifetime of some 40 
years ahead has ample opportunity to 
build up credits toward meeting the 
present e l i g i b i l i t y requirements. 
Older workers, however, have only 
relatively limited opportunity to build 
up such credits, and many fail to qual­
ify who would have done so had the 
program come into existence when 
they were young. The Council be­
lieves that, in establishing eligibility 
requirements, s p e c i a l allowance 
should be made for those who were 
already at the higher ages when the 
system began. Liberalization of the 
present eligibility requirements is 
made even more necessary if cover­
age is extended. As a group, newly 
covered workers will have had no op­
portunity to build up credits in the 
past and, unless some change is made 
in the requirements, very few of the 
older workers in the newly covered 
groups would ever be eligible for 
retirement benefits. 

I f the effectiveness of the social i n ­
surance method of meeting income 
loss in old age is not to be unduly post­
poned, the period of covered employ­
ment required for insured status will 
have to be substantially reduced. It 
should not, of course, be reduced so 
far as to endanger the character of 
the benefit as an earned right based 
on contributions and work records. 
We propose as a method of reducing 

the requirements for insured status a 
"new start" which will require the 
same qualifying period for an older 
worker now as was required for a per­
son who was the same age when the 
system began operation. As pointed 
out in the report which follows, this 
recommendation is contingent on a 
broad extension of coverage. 

More Adequate Benefits Now 
The benefit amounts now being paid 

under the old-age and survivors i n ­
surance program are inadequate for 
the security of most of the benefici­
aries. At the end of 1946 the average 
benefit for a retired male worker alone 
was $24.90 a month, the average bene­
fit for a retired man and wife was $39, 
and the average family benefit for a 
widow and two children was $48.20. 
I f the old-age and survivors insurance 
program is to do an effective job of 
insuring gainfully occupied indi­
viduals and their families against de­
pendency in the old age or on the 
death of a family breadwinner, the 
level of benefits must be raised. 

Under the present program, bene­
fits are computed as a basic amount 
which is increased by 1 percent for 
each year in which the wage earner 
received $200 or more in wages. Ful l -
rate benefits, under this system of 
computation, will not be paid until 
after 1980, when those now young 
will be able to retire on benefits some 
40 percent larger than the basic 
amounts payable at the beginning of 
the system's operation. 

The Council believes that the pri ­
mary benefit should be 50 percent of 
the first $75 of the average monthly 
wage and 15 percent of the remainder 
up to the maximum average monthly 
wage ($350 a month) that can be 
counted toward benefits. Under this 
formula, the full rate of benefits con­
templated for the future would be paid 
at once and the 1-percent increment 
would be eliminated. Without the i n ­
crement, which commits the system to 
an automatically increasing level of 
benefits, a higher level of benefits can 
be paid immediately than would be 
warranted under a formula such as 
that in the present law. 

Our proposed benefit formula was 
chosen because it combines the ad­
vantages of relatively high benefits in 

the low wage brackets with a consid­
erable spread of benefit amounts for 
the middle and higher wage levels. 

In addition to the revision in the 
benefit formula, several other changes 
we recommend would have the effect 
of making benefits more adequate. 
Extension of coverage will achieve this 
result for those who move in and out 
of the employments now covered, since 
their future benefits will be based on 
all their earnings up to the maxi­
mum base rather than only on those 
earned in certain types of employ­
ment. By reducing the age of eligi­
bility for women from 65 to 60, benefits 
payable to a family consisting of a 
primary beneficiary and his wife aged 
60 to 64 would be increased imme­
diately by 50 percent. By raising the 
base for computation of benefits from 
the present $3,000 to $4,200, the bene­
fits for workers at the higher wage 
levels will be increased somewhat in 
the near future and to a greater extent 
as additional years elapse—an i n ­
crease for which in a mature program 
these workers will have paid by addi­
tional contributions. An increase in 
benefits would also result from our 
recommendation for basing benefits 
solely on wages earned after 1948 if 
such wages result in a higher average 
monthly wage than that derived from 
all wages earned under the program. 
After this "new start" provision be­
comes effective, the over-all effect of 
our recommendations would be to i n ­
crease the benefit currently awarded 
a retired male worker alone from the 
present average of about $25 a month 
to an average of about $55. An av­
erage benefit for man and wife would 
be about $85 a month, and the average 
family benefit for a widow and two 
children would be about $110. These 
amounts are higher than those which 
would be paid under the proposed 
formula before the new start becomes 
effective. 

Test of Retirement 
The rapidly increasing number of 

aged in the population has made the 
Council conscious of the need for mod­
ification of the present retirement 
test, which prevents the payment of 
benefits to all who earn $15 a month or 
more in covered employment. Since 
the time of the passage of the original 



act, the number of persons aged 65 
and over has risen from somewhat 
more than 7.8 million to nearly 11 mil ­
lion. I n another 25 years there may 
be nearly 20 million aged persons in 
the United States. I n these circum­
stances it is particularly Important 
that the aged make the contribution 
to production of which they are 
capable. 

Most aged persons, it is true, do not 
retire voluntarily. Generally speak­
ing, those who retire do so at the will 
of the employer or because they are 
unable to work. The existence of a 
work clause in old-age and survivors 
insurance probably has little effect 
on this basic fact, since few people 
are likely to give up full-time jobs 
because of the availability of old-age 
and survivors insurance benefits. The 
present very restrictive work clause, 
however, probably discourages some 
of those who have retired from their 
regular jobs from making such con­
tribution to production as they are 
capable of making. We have there­
fore suggested liberalizations in the 
retirement test which will remove 
some of the barriers to gainful ac ­
tivity on the part of beneficiaries. 

The Council believes that further 
study of the broad problem of the aged 
in our society is desirable. We rec­
ommend that the Federal Government 
establish a commission to undertake 
such a study. We have in mind par­
ticularly consideration of employment 
opportunities for the aged, their ad­
justment to retirement, the availa­
bility of recreational facilities, hous­
ing for the aged, care for the 
chronically ill , and other services. 
The maintenance of income for those 
who have retired is only part of the 
provision of security for the aged. 

Financing 
A primary consideration in evalu­

ating proposals for social security 
benefits must be the impact of their 
present and future costs on the Na­
tion's economy. The recommenda­
tions of the Council for changes in 
benefits and in coverage have been 
made only after careful consideration 
of the probable costs and the method 
for financing them. The Council, 
however, would be less than frank if 
it failed to stress the difficulties of es­

timating the ultimate cost of the sys­
tem. Appendix B of [the full] report 
deals with the problem of estimating 
costs and discusses in some detail the 
nature and purpose of long-range cost 
estimates. 

Exactly what future costs will be 
will depend on a number of factors 
that are more or less uncertain—the 
proportion of men and women in cov­
ered employment who will reach the 
age of retirement, the proportion of 
persons reaching the age of retire­
ment who will have fully insured 
status, the proportion of persons 
eligible for benefits who will elect to 
work rather than retire, and the 
length of time retired persons will 
draw benefits. Similar questions arise 
in connection with survivorship bene­
fits. 

I n setting the contribution rates for 
the system, the essential question is 
probably not "What percentage of pay 
roll would be required at some distant 
time to pay benefits equal to the 
money amount provided in the Coun­
cil's recommendations?" Rather it is 
"What percentage of pay roll will be 
required to pay benefits representing 
about the same proportion of future 
monthly earnings that the benefits 
recommended by the Council repre­
sent of present monthly earnings?" 
If past trends continue, monthly wage 
earnings several decades hence will be 
considerably larger than those of to­
day, and benefits will probably be re­
vised to take these increased wages 
into account. The long-range esti­
mates presented by the Council, how­
ever, disregard the possibility of i n ­
creases in wage levels and state the 
costs of the proposed benefits as a 
percentage of the pay rolls based on 
continuation of the wage levels of the 
last few years. I f increasing wage 
levels had been assumed, the costs of 
these benefits as a percentage of pay 
rolls would be lower than those pre­
sented. Use of the level-wage as­
sumption, therefore, has the effect of 
allowing for liberalizations of benefits 
to keep pace with any increases in 
wages and pay rolls which may occur. 
I f wages continue to rise and such 
liberalizations are not made, these 
estimates overstate the cost as a per­
centage of pay roll and a contribu­
tion rate based on them would be too 
high. 

The percentage-of-pay-roll figures 
are the most important measure of 
the financial effort required to sup­
port the system and are the basis 
for determining ultimate contribution 
rates. Dollar figures taken alone are 
misleading. For example, extending 
coverage to groups now excluded 
would greatly increase the dollar costs 
because more people would become 
eligible for benefits, but as indicated 
earlier it will actually decrease the 
cost as a percentage of pay roll. As 
a result of coverage extension the i n ­
come of the insurance system will be 
increased more than the outgo. I n 
appendix B, however, we have i n ­
cluded both the dollar figures and the 
percentage-of-pay-roll figures. 

As indicated in appendix B , the per­
centage of pay roll required to main­
tain the relationship between benefits 
and monthly earnings recommended 
by the Council would average some­
where between 4.9 percent and 7.3 
percent of covered pay roll under a 
system of nearly universal coverage. 
The cost in the early years of the sys­
tem is much lower than it will be 
when those attaining age 65 have had 
a working lifetime under the program 
in which to gain insured status. By 
that time, the number of persons over 
age 65 will be much larger than at 
present and a much larger propor­
tion of the aged population will be 
eligible for benefits. Our estimates 
show that the cost of the expanded 
plan in 1955 will probably be between 
2.4 percent and 3.1 percent of pay 
rolls. I n the year 2000 a program 
which maintains the same relation­
ship between benefits and monthly 
earnings as the program now being 
recommended by the Council might 
cost from 5.9 percent to 9.7 percent 
of pay rolls. These costs are well 
within the range of costs expected for 
the program adopted in 1935 and for 
the amended program of 1939. Our 
recommendations therefore do not 
make necessary any increase in con­
tribution rates over those contem­
plated from the beginning. 

Appendix B also contains an esti­
mate of what the Council's proposals 
would cost now as a percentage of 
covered pay rolls under a nearly uni ­
versal system, had the Council's rec­
ommendations been in effect over the 
last 100 years. These estimates are 



included to give a sense of what these 
recommendations would mean if they 
were now fully operative. Using the 
estimate of the actual wages paid over 
the last 100 years, such a system would 
cost this year from 2.4 percent to 3.0 
percent of pay rolls. I f it were as­
sumed that the benefits being paid 
now under such a system were based 
on current wage levels rather than 
past wages, such a system would cost 
this year from 4.1 percent to 4.9 per­
cent. These figures are lower than the 
estimates for the future, largely be­
cause the number of old people will be 
much greater in the future than now. 

Contribution Rate 
The Council believes that, at the 

time benefits are liberalized, the con­
tribution rate should be raised to 1 1/2 
percent for both employees and em­
ployers. The present 1-percent rate 
has remained unchanged for more 
than 10 years. The longer it remains 
unchanged, the greater the danger 
that the public will fail to appreciate 
that in the long run there must be a 
close relationship between contribu­
tions and benefits. I t is also desirable 
to achieve the increase in contribu­
tion rates to the level which will even­
tually be necessary by gradual and 
more or less evenly spaced changes. 
Even at the present level of benefits, 
contributors pay but a fraction of the 
actuarial value of the benefits to which 
they are entitled. I f benefits and 
eligibility requirements are changed 
as the Council recommends, current 
contributions will bear an even smaller 
ratio to the actuarial value of bene­
fits. For these reasons, the Council 
believes that the contribution rate 
should be increased when benefits are 
liberalized. 

An incidental effect of the recom­
mendation just outlined is that the 
trust fund will continue to increase 
for a number of years. Changes in 
the size of the trust fund, whether i n ­
creases or decreases, may present cer­
tain problems of fiscal policy, the 
character of which will depend on pre­
vailing economic conditions. The 
Council does not believe that the 
short-range increases in the trust 
fund which will result from its rec­

ommendations will confront the Gov­
ernment with fiscal problems that can­
not be readily handled. We favor, 
however, keeping this excess of i n ­
come over outgo as low as is con­
sistent with public understanding 
that in the long run there must be a 
close relationship between benefits 
and contributions. We believe that 
the second step-up in the tax rate, to 
2 percent on employer and 2 percent 
on employee, should not take place 
until actually needed to cover current 
disbursements. 

Government Participation 
The Council believes that old-age 

and survivors insurance should be 
planned on the assumption that gen­
eral taxation will eventually share 
more or less equally with employer 
and employee contributions in financ­
ing future benefit outlays and admin­
istrative costs. Under our recom­
mendations, the full rate of benefits 
will be paid to those who retire dur­
ing the first two or three decades of 
operation even though they pay only 
a fraction of the cost of their benefits. 
In a social insurance system, it would 
be inequitable to ask either employers 
or employees to finance the entire 
cost of liabilities arising primarily be­
cause the act had not been passed 
earlier than it was. Hence, it is de­
sirable for the Federal Government, 
as sponsor of the program, to assume 
at least part of these accrued liabili­
ties based on the prior service of early 
retirants. A Government contribu­
tion would be a recognition of the i n ­
terest of the Nation as a whole in the 
welfare of the aged and of widows and 
children. Such a contribution is par­
ticularly appropriate in view of the 
relief to the general taxpayer which 
should result from the substitution of 
social insurance for part of public as­
sistance. 

The Council has suggested that the 
introduction of the Government con­
tribution be considered when the 2-
percent rate for employer and em­
ployee plus interest on the trust fund 
is insufficient to meet current costs. 
I f the Government contribution is 
delayed beyond the point at which 
costs begin to exceed 4 percent, the 

result might well be that the contri­
bution would never be as much as one-
third of eventual benefit outlays, be­
cause under our low-cost estimates, 
the annual cost of the benefits never 
exceeds 6 percent of pay roll even 
though under the high estimates the 
cost reaches 9.7 percent. 

Purchasing Power of Benefits 
For millions of persons the social 

security system represents a guaranty 
of future security. I f that guaranty 
is to be valid and meaningful, the pur­
chasing power of benefits must not be 
destroyed by large increases in price 
levels. A special obligation rests on 
the Government and all groups in the 
community with an interest in the 
social insurance system and in the 
security it offers to make sure that 
monetary policies, price policies, and 
wage policies contribute to the ob­
jective of preventing such a large rise 
in the price level. I f the people of 
the United States are unable to pre­
vent steep increases in price levels, 
benefits will have to be readjusted to 
preserve their purchasing power, for 
unless the purchasing power of the 
benefits is preserved, the security 
guaranteed by the social insurance 
plan will be illusory. 

Importance of a Broad 
Informational Program 

The Council recommends a broad 
informational program to give pub­
licity to any new amendments passed 
by the Congress. Under old-age and 
survivors insurance, contributors have 
established an equity in the trust 
fund. The Government as trustee 
has an obligation to inform the bene­
ficiaries of their rights. The report­
ing and tax provisions as well as the 
benefit provisions will affect millions 
heretofore outside the scope of the 
law; unless they are fully informed of 
the duties they must now assume, rec­
ords will be incomplete and the re­
sulting confusion may tend to defeat 
the purpose of the extended protec­
tion. No social security program can 
be effective unless those who are en­
titled to participate know their rights 
and obligations. 


