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Total expenditures, public and private, for health, education, and 
welfare in the United States will probably exceed $55 billion for the 
fiscal year 1957.

This is an impressive and significant measure of the importance 
which the United States places upon human values. Too frequently, 
the goals and objectives of our economic, political, and social insti
tutions have been evaluated or advertised solely in terms of mate
rialistic accomplishments. The goals of maximum employment, pro
duction, and purchasing power are but means to a larger and more 
important end—the promotion of the general welfare.

Although expenditures for health, education, and welfare services 
may seem, at first blush, large in amount, they do not represent a 
large portion of the total volume of the Nation’s goods and services. 
They do not represent one-half, one-third, one-quarter, or even one- 
fifth of the Nation’s total production. In  the fiscal year 1957, health 
education, and welfare expenditures represented about 13 percent 
of the gross national product, or about 16 percent of the national 
income—roughly about one-sixth of the national income.1

As our national productivity and income increase, the minimum 
subsistence needs of families are more widely met. Hence, a greater 
share of our national resources can and might well be allocated to 
health, education, and welfare. This, however, does not seem to be 
the case in the last 7 years. Total health, education, and welfare ex
penditures for 1957 appear to be relatively about the same or even a 
little less than those of 1950. This observation seems borne out by a 
review of the public portion of the Nation’s health, education, and

1 F o r definitions and classifications of these expenditures, see J .  F rederic  D ew hurst & 
Associates, A m erica’s Needs and Resources : A New Survey, th e  T w entieth  C entury Fund,
1955, chs. 10, 12, and 14 ; and  Id a  C. M erriam , Social W elfare in  th e  U nited S ta te s 1934-54. 
Social Security  Bulletin , October 1955, Social W elfare E xpenditu res in the U nited S tates, 
1954-55, ibid., October 1956, and the  forthcom ing artic le  on 1955-56 expenditures, ibid., 
October 1957. The D ew hurst estim ates fo r the  calendar year 1950 w ere $12.3 billion 
fo r health , $10.5 billion fo r education, and  $16.9 billion fo r w elfare— a to ta l of $39.7 
billion. My 1957 estim ates differ som ew hat from  D ew hurst’s classification fo r  1950, th e  
m ost im p o rtan t being th a t  I have included paym ents fo r p riva te  life insurance and 
annuities. The 195>7 estim ates are  prelim inary  and subject to revision. Mrs. M erriam ’s 
estim ates deal only w ith  the  public civilian program s and differ som ew hat from  the  
D ew hurst definitions. F or the  fiscal year 1950, she estim ates th e  public share  a t  $23.8 
billion, w hich w as equal to 9 percen t of the gross n a tio n a l product. By th e  fiscal year 
3956, the  am ount had increased to  $34.5 billion, bu t th is  w as equal to only 8.6 percen t of 
the  gross n a tio n a l product.
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welfare expenditures. Public expenditures for these programs in the 
fiscal year 1955 were a smaller proportion of the gross national product 
than in 1950, or during any of the 6 peacetime years, 1935-40.2 
Preliminary figures for 1956 show an increase in public expenditures 
of over $2 billion from 1955 but, nevertheless, total expenditures as a 
proportion of gross national product remained the same.3

However, it should be noted that the gross receipts for health, edu
cation, and welfare purposes were several billion dollars greater than 
expenditures, primarily because contributions for both private and 
social insurance, plus the interest on reserves, exceeded expenditures 
for these programs.4 These contributions are likely to increase sub
stantially in the future. The excess of receipts over expenditures 
undoubtedly will also increase as private insurance plans and policies 
grow and because contributions for social insurance already levied for 
the future under the social-security program are scheduled to increase. 
Hence, expenditures for health and welfare will grow in the future 
and, undoubtedly, increase as a proportion of gross national product.

The postwar emphasis on material production (including housing, 
automobiles, and other durable goods), the taxes necessary to finance 
the defense program, and the controversial social-policy issues in
volved in expanding health, education, and welfare services—all of 
these have played a part in inhibiting the faster growth in recent 
years of services in these fields. Yet these factors are only part of 
the entire story. In  some areas, progress has been faster than others. 
W hat are the reasons for the expansion, the uneven growth of the 
health, education, and welfare services, and the implications of sub
stantial increases for the future ?

F a c t o r s  I n f l u e n c i n g  E x p e n d it u r e  G r o w t h  f o r  H e a l t h , 
E d u c a t io n , a n d  W e l f a r e  S e r v ic e s

Several factors may be noted at the outset as evidencing the major 
reasons why expenditures for social-welfare purposes have been 
increasing:

1. The increase in total population—roughly 3 million a year at the 
present time—necessitating more services because of more people.

2. The increase in the number of children. In  1900, there were over 
30 million children under age 18; in 1920, 40 million; by 1950, there 
were nearly 50 million. Today, there are about 60 million—one-third 
of the entire population of the country. And, by 1965, it is estimated 
there will be 67 million.

3. The increase in the number and proportion of the aged. Every 
day there is a net increase of 1,000 persons 65 years of age and over—
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8 M erriam , op. c it., tab le  2 in both artic les.
* M erriam , Social W elfare E xpenditu res, 1055-56, Research and  S ta tis tic s  N ote No. 

29-1057, D ivision of P rogram  R esearch, Social Security  A dm in istration , D epartm en t of 
H ealth , E ducation , and W elfare.

4 F o r instance, in 1954. em ployer and employee co n tribu tions under p riv a te  w elfare funds 
were $3.3 billion, but benefits paid were only about $500 m illion. See w elfare and pension 
p lans investigation , final repo rt subm itted b.v Senator Douglas to the Com m ittee on Labor 
and  Public W elfare, 1050, p. 84. and Em ployer and Employee C ontribu tions to P riv a te  
R etirem ent P lans, 1054 and 1955. Research and S ta tis tic s  Note No. 3G-1055. Social 
Security A dm inistration . D epartm ent of H ealth , E ducation , and W elfare. In  addition , 
about 32 percent of a ll of the income of U nited S ta tes  life-insurance com panies in 1950 
w as used as add itions to reserves. T ota l income of these com panies w as $17.0 billion In
1956. Llfe-insurance-com pany asse ts  increased $5.0 billion In 1056. L ife In su ran ce  F a c t 
Book, 1957, In s titu te  of L ife Insurance, pp. 52 and 60.
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ECONOMIC GROWTH AND STABILITY 921

a million every 3 years. Whereas the proportion of the population 
65 years and over was 4 percent in 1900, it is 8.5 percent today, and 
this percentage will continue to grow for probably at least three 
decades.

4. The increase in the number of births and the decline in mortality 
rates. Over 4 million babies have been born in each of the last 3 years 
and, despite an increase in population of 30 million persons in the last 
10 years, the number of deaths last year was less than that of a decade 
ago.

5. The tremendous mobility of our population. In  1954,10 million 
persons moved across State or county lines—3y2 million of them chil
dren. Many persons are moving from East to West and from South 
to North, creating new community needs.

6. The further growth of urban and suburban areas, placing a heavy 
burden on real-estate taxes for community facilities (schools and 
teachers, sewage-disposal plants, police and fire departments, hospitals, 
and other governmental services).

7. The growing recognition of community responsibility for deal
ing with such social problems as divorce, alcoholism, juvenile delin
quency, mental health, unmarried mothers, disorganized families, illit
eracy, and chronic disability.

8. The special difficulties faced by individuals with low incomes, 
marginal skills, low education, and fixed incomes as a result of 
inflation.

9. The longtime decrease in the hours of work, the increase in the 
number of married women at work, the decline in the number of young 
children and older persons at work, and the demand for professional 
and skilled manpower.

10. New and costly drugs, vaccines, medical, hospital, and rehabili
tation services.

11. The demand on both private and public agencies for more serv
ices, the spread and acceptance of the insurance principle, as applied 
to a wide range of risks, the increased emphasis on health and educa
tion as incomes and educational levels rise, the desire to provide income 
during periods of adversity, and the wider acceptance of the idea that 
a good life for all is within reach of everyone.

F ifty  years ago—even 35 years ago—poverty was still accepted as 
a necessary element in our economy. To some it was not a necessary 
evil—it was a spur to progress. As a result of the depression, the 
two World Wars, the political revolutions of recent years in many 
countries, the increased productivity of the economy, the emphasis on 
full employment and maximum production, a change in attitude has 
occurred toward poverty. I t  is best expressed in the words of the 
present able Secretary of Health, Education, and Welfare, Marion B. 
Folsom:

W ith these further increases in productivity will come an 
even broader base for economic security. In  the years ahead, 
therefore, the prevention of poverty among our people will 
become less and less a question of economic capacity. I t  will 
be more and more a matter of planning and organizing to do 
the job.
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As our ability to meet human need greatly increases, we 
will be increasingly ashamed of poverty in our society because 
it will become more and more unnecessary.5

P u b l ic  S h a r e  o f  E x p e n d it u r e s

The public share of all health, education, and welfare expenditures 
in 1957 was approximately two-thirds of the total, the remaining one- 
third was private (including consumer expenditures and expenditures 
by private agencies). The public share was highest for education and 
welfare (about 75 to 80 percent); and lowest for health (about 30 
to 33i/*j percent).®

Public expenditures for health services have tended to increase 
over the past 25 years. Whereas the public share of all health expend
itures represented 20 to 25 percent in the early thirties, it is now 
about 30 to 33% percent.

Public expenditures for education have tended to remain relatively 
at the same level for a number of years—slightly less than 3 percent 
of the gross national product.

Public expenditures for social insurance and public assistance com
bined have more or less equaled public expenditures for education in 
1950 and the succeeding 3 years. Since 1954, they have exceeded 
public educational expenditures.

Public expenditures for social insurance and related income mainte
nance programs are likely to increase as a percentage of national 
income in the future.7

In  summary, it may be observed from these trends that the major 
reason for the relative stability of health, education, and welfare 
expenditures (measured as a percentage of gross national product or 
national income is the fact that educational expenditures have tended 
to grow more slowly than those for health and welfare. We shall 
touch on some of the reasons for this in the discussion of education.

F u t u r e  N e e d s

Various attempts have been made to estimate the needed level of 
our health, education, and welfare services for the present and the 
future.8 In  order to fill existing needs and to meet the explosive pop
ulation growth ahead, a substantial increase in health, education, and 
welfare expenditures will be required. Some of the needed funds will 
come from private consumer sources and others from public sources. 
My own studies indicate that needed annual expenditures (public 
and private) by 1965 (at present prices) may be in the neighborhood 
of $75 billion to $85 billion. This would require an increase of $20 
billion to $30 billion annually above the level of existing expendi
tures. W ith a $575 billion gross national product in 1965, such ex
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5 An address, Advances in  Social Security, Ju n e  6, 1957, pp. 10-11.
6 Since these estim ates a re  very ten ta tiv e , they  may require revision. I t  would be 

desirable fo r the  D ivision of P rogram  Research, Social Security  A dm in istration , to  have 
sufficient fun d s to p repare  an n u a l estim ates of p riv a te  H ealth , E ducation , and  W elfare 
expenditures as p a r t  of i ts  annual series on public expenditures.

7 V eterans’ Benefits in  the  U nited S ta tes, F ind ings and  Recom m endations of th e  P resi
d en t’s Commission on V eterans’ Pensions (th e  Bradley Com m ission), A pril 1956, pp. 
117-126. The B radley rep o rt contains p rojections of public income m ain tenance expendi
tu re s to  1985. U nder one se t of assum ptions, expenditures for 1985, m easured  as a  
percen t of na tio n a l income, are  nearly  tw ice those of 1955.

8 See. fo r instance. D ew hurst, op. cit.. pp. 343-345. 412-413, 624. an d  467—468.
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ECONOMIC GROWTH AND STABILITY 923

penditures would amount to 13 to 15 percent of gross national prod
uct—a realistic and practical level—perhaps even on the low side.

Assuming that this is an attainable objective from an economic 
point of view, the major policy question is how can we proceed to 
develop the necessary fiscal policies and modifications of existing ar
rangements which might make it possible to reach this objective in 
an evolutionary manner consistent with other national goals and 
values.
Competitive expenditures

In  discussing the growth and gaps in expenditures for health, edu
cation, and welfare, and ways and means of increasing expenditures 
for these purposes, the inevitable question always arises as to why there 
is a problem raising funds for these programs when expenditures for 
alcoholic beverages, tobacco, cosmetic and beauty services, jewelry, 
gadgets, and recreation are growing so fast and taking such a big 
portion of the consumer’s dollar.

The American family spends more of its income for recreation than 
for medical care, and still more for alcoholic beverages and tobacco. 
Private automobile purchase and maintenance costs much more than 
the total cost of education in the United States.

Fiscal policy, governmental policy, social policy—all have a part to 
play in encouraging, discouraging, or stabilizing ways in which the 
Nation spends its resources.

A broad view is needed to chart the goals for the future so as to 
achieve socially desirable objectives with a minimum of controls on 
how the individual can spend its income.

Recreational expenditures and programs are not included in the 
analysis in this paper. But, from the point of view of competing 
pressures on public, private, and consumer funds, recreation might 
appropriately have been included. Consumer expenditures, as de
fined by the Department of Commerce in its national income studies, 
were $13 billion in 1955. Public expenditures were $715 million.9 A 
annual figure of $40 billion can be supported if a broad definition is 
used.10

Increasingly, attention will have to be given to the relationship 
between policies and expenditures for recreation and those for health, 
education, and welfare. The need for recreation facilities in educa
tional settings, the question of recreational programs in relation to 
juvenile delinquency, and the role of public and voluntary agency 
responsibilities in recreation, all indicate the many social policy ques
tions involved.11
Policies for the future

The prospect of reduced hours and more leisure for the American 
worker and his family raises many questions in which recreational ex
penditures are an important component. The more basic question, 
however, is how fast can we go toward our goal of meeting all our basic

9 Thomas K arte r, T he Development of Organized R ecreation in the  U nited S ta tes, Social 
Security B ulletin , May 1957, p. 14.

10 D ew hurst, op. cit., p. 348.
11 To ind ica te  the  im portance of recreation  in the  fab ric  of com m unity services, B radley 

Buell h as classified com m unity p lann ing  fo r hum an services in to  fo u r types of hum an 
problem s tow ard  which com m unity services are  d ire c te d ; dependency, ill health , m a lad ju st
m ent, and recrea tional needs. Com m unity P lann ing  fo r H um an Services, 1952, pp. 10-11.
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924 ECONOMIC GROWTH AND STABILITY

health, education, and welfare needs and reduce hours of work at the 
same time.

In  the past, we have shared our increased productivity between an 
increased material standard of living and more leisure (or more ac
curately, shorter hours ®f work). Some compromise will no doubt 
be worked out in the pragmatic manner in which we have solved most 
of our big economic questions in industrial relations. We shall have 
shorter hours and more leisure—probably not as fast as some labor 
organizations want. We shall have a higher national income, and 
more health, education and welfare services, but perhaps not as much 
as we might have if we did not reduce our hours of work.12

Can we meet the $85 billion objective (which I  mentioned earlier, 
or some other objective) without reducing expenditures for other pur
poses? Must we curtail the possible reduction in hours of work? 
Must we decrease national defense expenditures to obtain an increase 
in social expenditures? Must we, by taxation, interest rates or credit 
policy, divert potential increases in some kinds of consumer expendi
tures to other more social necessary kinds ?

Prof. Alvin H. Hansen has stated his views on this question:
We are living in a period in which it should be clear as 

crystal that the marginal tax dollar has greater social utility 
than the marginal pay-envelope dollar. We need to divert 
resources not only to an adequate volume of “high powered” 
investment; we need, also, to divert resources to schools, 
hospitals, low-cost public housing, etc. Extravagant con
sumer credit and unrestrained use of the modern mechanical 
mediums of mass education for advertising purposes are 
driving us farther and farther down the road of unwise use of 
resources.13

Another possible line of action is that we can allocate a substantial 
proportion of our growing national productivity to needed social 
purposes. W ith the possible relative stability or decline of defense 
expenditures, we can plan ahead for an accelerated increase in social 
expenditures.

Perhaps we will find some blending of all these various methods. 
In  any case, it is important that we make every reasonable effort to 
stimulate private and public expenditures for socially desirable ob
jectives as part of our effort to assure continued economic growth.
General trends and problems

In  evaluating possible future lines of action, we should first take 
note of several broad forces, trends, or problems which become ap
parent from studies of past and present expenditures for HEW  
services.

The major factors, as I  see them, are as follows:
1. There is a recognized underconsumption and underproduction 

of services in each of these three broad areas.
2. There is a recognized shortage of skilled manpower and woman- 

power in each of these three areas.

“ In terv iew  w ith  W illiam  H aber, S h o rte r H ours, M ore P ay , Doubled O u tpu t Foreseen 
in  the  Michigan Jo u rn a lis t, Ju n e  12, 1957, pp. 1-4 . ,  _

13 A High and R ising R a te  of in te re s t, The Review of Econom ics and  S ta tis tic s , A ugust
1957, p. 345.
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ECONOMIC GROWTH AND STABILITY 925

3. There is a growing demand-push for these services which has 
resulted in an increase in such expenditures, and this demand-push 
most likely will be a major factor in further increasing expenditures 
in the future.

4. A large share of the needed additional expenditures will have to 
go for salaries, thus also contributing to wage-push influences on cer
tain sectors of economy where there is competition for such services.

5. Eapid and uneven population increases among the States, and 
the mobility of population across State lines, make it necessary for 
the Federal Government to take an important financial role in equal
izing opportunities in health, education, and welfare services through
out the United States.

6. The States would have a very difficult time meeting their health, 
education, and welfare responsibilities without financial aid from the 
Federal Government and without the coordinating, planning, stimu
lative research and leadership functions of the Federal Government.

7. There is ample room for expansion of private programs and ex
penditures in health, education, and welfare.

8. To achieve the needed level of health, education, and welfare 
services consistent with the national interest, the supply and demand 
in competitive market places must be supplemented with the impetus 
coming from national goals, priorities, and incentives. Tax and budg
et policies must be consciously oriented to meet national social needs.
Broad policy questions

In  attempting to meet the fiscal problems presented by needed ex
penditure growth in health, education, and welfare, certain institu
tional problems must be considered.

In primary and secondary education, the basic problem is that the 
major financial source is real-estate taxation. This inhibits the 
growth of needed expenditures and raises the basic question of more 
progressive and expansible tax sources. How can this be achieved?

In  higher education, the question arises whether we can depend 
upon the increased funds necessary to come largely from the families 
and from business. I f  feasible, is it desirable in the national interest?

In  health, expenditures have increased sharply in recent years. 
Both the share from public funds and from insurance have increased. 
Health expenditures appear to be rising more rapidly than education. 
The use of the insurance principle seems to make increased expendi
tures for the future more likely. The Federal Government’s ex
penditures for health have also increased and are likely to continue 
to increase. The major question is, shall the increased expenditures 
needed for the future come largely from consumer sources (i. e., out- 
of-pocket) , through insurance, or from general revenue sources ? Can 
the high-cost, low-income risks be covered by private insurance, or is 
some public stimulus necessary ? Can we depend upon the individual 
practice of medicine to provide medical care at a cost the American 
people are willing to pay or will it be necessary and desirable to stimu
late the growth of the group practice of medicine?

In  welfare, the major issues revolve around the degree to which pay
roll taxes can be increased for needed improvements in social insur
ance programs, the extent to which additional expenditures should be 
financed by the Federal and State governments for assistance and 
related welfare services, and the extent to which private sources can
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926 ECONOMIC GROWTH AND STABILITY

take a larger share of the increased expenditures needed through in
creased employment of the aged and handicapped, increased sale of 
private insurance and annuities, and the more widespread distribu
tion of other forms of savings.

A general question which pertains to all three programs is how can 
the great variation in services, incomes, and fiscal resources among the 
States be reduced so that the national interest can be advanced con
sistent with our pluralistic society, interdependent economy, and Fed
eral-State governmental structure.

H e a l t h  E x p e n d i t u r e s

Total medical-care expenditures have quadrupled during the past 25 
years, the per capita expenditures have trebled, the proportion of the 
total spent from public funds has more than doubled, and a larger 
percentage—5 percent, instead of 4 percent—of our national income 
goes for medical purposes.

Total medical expenditures average about $100 per year for every 
man, woman, and child in the Nation. The total medical bill is thus 
over $17 billion for the country as a whole.14 The consumer’s share in 
these costs—while increasing in absolute amounts—has been decreas
ing relatively as the share from public sources increases. Philan
thropy and business provide a small but slowly increasing share of the 
total.

W ith a growing and aging population, and the demand for more 
and better medical services, these expenditures will continue to in
crease. Assuming an annual average increase in national income in 
the future slightly in excess of $10 billion annually, and medical ex
penditures of about 4 percent of national income, the estimated average 
increase is approximately one-half billion dollars annually. I t  will 
not be many years, at the present rate, until medical expenditures 
exceed $25 billion annually.

Insuring the costs of medical care has tended to increase expendi
tures for two reasons: (1) By eliminating the financial barrier to 
medical care and (2) by adding the overhead costs of providing the 
voluntary insurance protection. As voluntary insurance coverage con
tinues to increase, these two factors will continue to operate unless 
there are economic or social changes in the provision of medical care 
which are not now visible.

Twenty-five years ago, the use of the insurance method was a contro
versial issue in medical care. This is no longer true. Today, the medi
cal profession and the public wholeheartedly accept the insurance 
principle. Every effort is being made to extend it on a voluntary basis 
and to expand it to cover a larger proportion of people and a larger 
proportion of medical costs. Nevertheless, a substantial proportion 
of low-income persons and high-cost services are still excluded from 
insurance coverage. I t  is doubtful whether voluntary arrangements 
can or should cover these areas completely.

Congress has recognized that the cost of providing medical care to 
the 6 million needy public-assistance recipients is a public responsi

14 H erbert E . K larm an (associate  director, H osp ita l Council of G reater New Y ork), 
Changing Costs of Medical C are and V oluntary  H ealth  Insurance, extended version of 
paper delivered before Am erican Economic A ssociation an d  A m erican A ssociation of 
U niversity  Teachers of Insu rance , December 28, 1956, p. 6.
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ECONOMIC GROWTH AND STABILITY 927

bility. The Social Security Amendments of 1956 increased Federal 
financial aid for this group. Federal expenditures under this program 
will increase as the States make medical services more generally avail
able to the needy. Further changes are needed in the present Federal 
provision. These will be discussed later in connection with other 
changes in the public-assistance provisions of the Social Security Act.

The 1956 medical assistance amendment was adopted with biparti
san support in Congress. The original Hill-Burton Act, and the 
1954 amendments to it, received bipartisan support. Federal appro
priations for medical research have been increased under the leader
ship of Secretary Folsom, Senator Hill, and Representative Fogarty. 
These are important milestones which recognize the growing Federal 
interest in more adequate health care and the possibilities of non
partisan cooperation in health legislation. Further consideration 
should be given to broadening the provisions of the Hill-Burton Act, 
expanding the provisions of the Health Research Facilities Act of 
1956 to provide Federal grants for the construction of medical school 
facilities, the establishment of loans for hospital construction, and the 
organization of group practice clinics, increases in existing grants 
to the States for maternal and child health and crippled children’s 
services, expanding existing public health grants to strengthen local 
health units, and helping to finance more adequate school-health serv
ices in cooperation with educational authorities.

An important piece of legislation which I  trust Congress will enact 
in 1958 is the proposal for the Federal Government to contribute 
toward a comprehensive health insurance program for Federal em
ployees and their families. By this means, the Federal Government, 
as an employer, can assure that Federal employees and their families 
will receive more adequate medical service. The Federal Government 
should set a standard for the guidance of voluntary plans, employers, 
and the States. The Federal contribution should equal one-half of 
total costs and be predicated on the assumption of comprehensive med
ical service for the entire family and free choice of type of plan. The 
Federal Government should contribute part of the cost of continuing 
coverage when the person has retired. State and local governments 
should be encouraged to follow the same general policy for their em
ployees and families.

Methods to reduce the growing cost of medical care are widely dis
cussed by the medical profession, hospital administrators, and public- 
health experts. Yet the costs keep mounting. The one device which 
might help keep costs in reasonable balance and, at the same time, pro
vide more and better medical care—group practice—is neglected in 
official circles in both medicine and Government. Congress might well 
explore how to aid in eliminating some of the barriers to group prac
tice. This may involve a consideration of the State laws which im
pede it; tax policies which might encourage it; the views and expe
rience of the medical profession, government, and consumers; and 
methods by which existing and proposed Federal legislation could deal 
with the matter more effectively. I  urge serious consideration to this 
important, long-run question.

One other important aspect of health legislation—hospitalization 
and nursing-home coverage for social-security beneficiaries will be dis
cussed later in connection with changes in social security.
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E d u c a t i o n

The significant contrast between education and health expenditures 
is how expenditures for health are increasing so much faster for health 
than for education, and how rapidly Federal funds for health have 
expanded in the past 10 years.

The fear of Federal control in medical care has been as live an issue 
as the fear of Federal control in education. The interesting fact is 
that in education this fear has not been germinated by the profession 
whereas in medical care this fear is a very meaningful issue to the 
medical profession. Yet it is significant that the Federal Govern
ment is now providing substantial funds for both education and health 
without any charge of Federal control or interference in either.

Federal aid for education is not a new policy. The Federal Gov
ernment now subsidizes education in many ways. And, although 
there may be heated controversy over current proposals, it seems neces
sary and very likely that both State and Federal expenditures for 
education should increase if we are to meet the growing demands for 
educational services.

The major problem we are faced with is the reliance upon real 
estate and sales taxes for such a large share of the cost of education.15 
I f  the health and welfare programs of this country depended upon 
real-estate taxes, they too would be held down. But, since health 
expenditures come so largely directly from the consumer, and since 
welfare expenditures come so largely from payroll contributions, 
they more closely and immediately respond to the demand for services 
and price increases.

As important as Federal aid for education is as an immediate 
legislative objective, the longer run question is how to minimize the 
importance of the real-estate tax in education and other essential 
public services. How can we achieve a broader tax base and one that 
is more responsive to the needs of the growing demand for all kinds 
of community services? States should be encourage to provide State 
sources of revenue to assist in financing local education. Equaliza
tion measures should be encouraged in State legislation so as to aid 
the school districts with less adequate fiscal resources.

We already have a Federal-State program in education which should 
be strengthened. Rather than repealing Federal grants for paying 
teachers’ salaries for vocational education (as has been proposed for 
consideration by the joint group of governors and Federal Cabinet 
officers) this program should be broadened and made more flexible. 
Existing legislation should be modified so that the States could use 
Federal funds for the payment of teachers salaries for any and all 
types of vocational education, especially in areas where there are 
scarce skills.

Moreover, Congress should give consideration to adding to this legis
lation Federal funds for teaching handicapped children. Here is 
an area of heavy cost and a need for special skills which requires 
additional support. The Federal Government is already providing

MA study  by th e  Office of E ducation , D epartm ent of H ealth , E ducation , and W elfare, 
show s th a t  58 percen t of th e  income (excluding receip ts from  loans and bond Issues) fo r 
public elem entary and secondary education is obtained from  local p roperty  taxes. S ta te  
taxes on incomes, sales, and o th e r business ac tiv itie s  provide 38 percent. T he Federa l 
G overnm ent con tribu tes 4 percen t. P re ss  release, D epartm en t o f H ealth , E ducation , an d  
W elfare, A ugust 17 ,1957.
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some funds for the mentally retarded child. I f  it is proper to aid in 
educating the mentally retarded child, then it is equally proper in 
principle to do so for all handicapped children.

Another area of Federal concern is in the development of a program 
which will eliminate illiteracy in the United States. This is a feasible 
objective and one which has both economic and social utility. A small 
additional investment of Federal funds for a 10-year period could 
eradicate this blight from our Nation.

The Federal Congress provides very substantial funds for medical 
research but is neither as generous or as farsighted as far as funds for 
educational research is concerned. The Office of Education should 
have additional funds for research into more effective educational 
methods, as well as for the collection and analysis of economic and 
financial aspects of education, by States, and for making projections 
as to future teacher and school needs and financing arrangements. 
Secretary Folsom has given increased emphasis to this matter, and 
it is hoped Congress will provide additional funds so that intelligent 
policy decisions in the education field can be made with full, accurate, 
and more current information.

W e l f a r e

The field of welfare includes not only social security, public assist
ance, veterans’ benefits, and public-pension programs, but also private 
life insurance, private annuities, private welfare and pension plans, 
and private philanthropy.16

This is a field which has been growing rapidly in recent years and 
which will continue to grow.

Although the longer run aspects of the program should be the de
cisive element in policy formulation in this area, it should be recog
nized that there is a good deal of room here for an increase in con
sumption expenditures.

Most of the 10 million retired aged, all of the Sy2 million nonaged 
on the assistance rolls, many of the children in large families, and 
many of the families in surplus labor market areas, all are consuming 
below desirable American standards. Sumner Slichter believes that 
“the No. 1 economic problem of the country is not inflation—it is the 
problem of restoring expansion to the economy by persuading in
dividuals to increase their spending, thereby creating markets for a 
larger volume of production.” 17 To the extent that it is wise social 
and economic policy to increase consumption expenditures now and 
in the years ahead, social security offers a sound vehicle for carrying 
this policy into practical effect.
Old-age benefits

Both old-age insurance and old-age assistance payments are inade
quate in many respects and will need to be increased both immediately 
and in the long run.

The average money income from all sources (public and private) 
of the nonworking aged person was probably around $1,300 in 1954.

16 I t  should be noted th a t  various o th er types of saving. hom eownership, and investm ents 
a re  designed to  provide income for old asre. unemployment, sickness, d isability , or death. 
Social policy In th is field requires consideration  of the in te rre la tio n sh ip  between a ll types 
of such program s and expenditures.

17 New l’ork Times, August 8, 1957.
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I  suggest, as an objective, a 25-percent increase in their average total 
income (public and private) by 1960 and a 50-percent increase by 
1965.18 This would involve increased income from savings, private 
pension plans, and social security. As an immediate step, an increase 
in 1958 of approximately 10 percent in old-age, survivors, and disa
bility benefits and a roughly comparable increase in the Federal 
matching maximum in old-age assistance from $60 to $66 is suggested.

Before considering these proposals in detail, some general consid
erations about the aged are necessary before defining policy with 
respect to particular issues or programs.
Are the aged a homogenous group?

In  considering the implications and alternatives involved in raising 
the income level of the aged, six major groups among the aged may 
be identified although there is some overlap and some omissions in 
any such simplified classification:

(1) The group working full-time or drawing substantial income 
from self-employment, investments, or executive or professional serv
ices. Their income is, on the whole, reasonably adequate and they 
enjoy a double income-tax exemption, and some retirement income 
exemption from income tax; they may have savings, insurance, and 
own their own homes, or have substantial equities in their own homes. 
This group comprises perhaps half of the total of 5 million aged per
sons who work during the course of a year (this number includes 
their wives). The average income of this group is high and most 
likely will rise with increased incomes of the general population.

(2) The group of aged persons who could work somewhat more and 
earn somewhat more if the opportunities were available.19 This is 
not as large a group as is commonly believed, because of the health 
status of the present aged.

(3) The group of retired persons with social security and a private 
pension and frequently with some minor employment and other in
vestment income.

(4) The sick or disabled aged with modest incomes inadequate to 
meet their heavy medical costs in addition to their regular main
tenance costs.

(5) The elderly widow who has very little income—some receiving 
insurance, others assistance, and still others living with their chil
dren, many of whom have no regular retirement or pension income.

(6) The 2 million persons on old-age assistance who are not draw
ing old-age, survivors, and disability insurance. (About 500,000 addi
tional draw both benefits.)

Although several other groups among the aged could be identified 
for various purposes such as the institutionalized aged, or single 
men, or the aged living with relatives or on farms, the above classi
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18 Average benefits and average increases are  used here only as a  simple an d  convenient 
m ethod of dealing w ith  a  complex problem involving income d istribu tion . I t  should also 
be noted th a t  there w ill be some increase in average income due to th e  broader coverage 
and  increased benefits provided by the 1954 and  1956 am endm ents to  th e  old age and 
survivors insurance program .

19 D uring  1955, 1,835,000 persons aged 65 and  over worked part-tim e o r in te rm itten tly  
du ring  th e  year, ou t of th e  4,301,000 who worked du ring  th e  course of th e  year. The 
proportion  w orking part-tim e  or in te rm itten tly  w as 36.8 percen t of a ll men, and 57.9 
percen t of all women, 65 and over w ith  work experience in 1955. W ork Experience of 
th e  Population  in 1955. C urren t Population  R eports, Labor Force, Series P -5 0 , No. 68, 
Ju n e  1956, B ureau of th e  Census, D epartm en t of Commerce,
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fication aims to give some insight into the priorities which should be 
considered with respect to improving the income of the aged. Thus, 
as will be pointed out later, proposals to repeal or greatly liberalize 
the retirement test would only aid those who were employed, pri
marily the minority of the aged consisting of those in groups 1, 2, 
and 3. The increased cost would not result in any increased income 
for any of the other groups.

On the other hand, increasing the cash-benefit payments a modest 
amount will not meet the heavy medical costs of those in groups 
4 or 6.

Our major policy question is, Can we tailor-make our policies so 
that we will give priority to those groups among the aged who re
quire attention most urgently ?
A program for 1958

Improving the old-age, survivors, and disability insurance program 
should have the highest priority in any legislative program for social 
security in 1958. I t  would be possible to improve the benefit struc
ture and finance the costs through the contributory insurance system.

The following elements are suggested for such a program:
1. Increasing the benefit level about 10 percent by increasing the 

benefit formula. Benefits would be increased for the 10 million bene
ficiaries as well as for persons coming on the rolls in the future.

2. Increasing the maximum taxable wage base from $4,200 annu
ally to at least $6,600.

3. Providing for hospitalization and nursing home insurance cov
erage for old-age, survivors, and disability insurance beneficiaries.

4. Providing for the payment of rehabilitation costs from the 
insurance system.

5. Financing the additional costs by increased payroll contribu
tions of one-half of 1 percent on the employees, an equal amount on 
the employers, and three-quarters of 1 percent on the self-employed.

Such a program would be financially and actuarially sound and 
would aid, in the long run, in minimizing the need for additional 
Federal, State, and local expenditures.
Increased social security benefits

The general level of the insurance benefits has not been increased 
since 1954. The cost of living has increased since then and is likely 
to continue to rise. But the important fact is that benefit levels for 
most persons were not adequate, even with the 1954 amendments.

An increase in benefits averaging about 10 percent can be put into 
effect next year. Along with an increase in the maximum taxable 
wage base, this would increase the overall costs of the system about 
one-half of 1 percent of taxable payrolls on a level-premium basis.

The increased primary benefits proposed are shown by table 1. 
Table 2 shows the proposed changes in benefits for an aged couple and 
a widow with one child.
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932 ECONOMIC GROWTH AND STABILITY

Table 1.— Illustrative monthly old-age, survivors, and disability insurance 
benefit amounts under the present law and as proposed

EARNINGS LEVELS A FFEC TED  BY NEW  M INIM UM

Primary insurance amount Proposed
insurance

Average monthly earnings
Present Proposed

amount as 
pcrcent of 
average 
monthly 
earnings

$50..................................................................................................... $30.00 $35.00 70.0

EARNINGS LEVELS A FFEC TED  BY NEW  B E N E FIT  FORMULA

$100........  ..................................................................... $55.00 
78.50

$60.00 60.0
$200....... ............................................................................ 85.89 42.9
$300................................................................................................... 98. 50 107.80 35.9
$350................................................................................................... 108.50 118.80 33.9

EARNINGS LEVELS ABOVE PR ESEN T CEILING

$400................................................................................ .................. $108.50 $129.80 32.5
$450 . .  ..................................................................... 108.50 140.80 31.3
$500...............................................................................— ............... 108. 50 151.80 30.4
$550................................................................................................... 108.50 162.80 29.6

T a b l e  2.— Illustrative monthly old-age, survivors, and disability insurance
benefit amounts for aged couples, 65 years and over, or for widow and 1 child, 
present law and proposed

Average monthly earnings
Present

insurance
benefit

Proposed
insurance

benefit
Average monthly earnings

Present
insurance

benefit

Proposed
insurance

benefit

$50....................................... $45.00 
82.60

117.80
147.80
162.80

$52.50 
90.00 

128. 70 
161.70 
178.20

$400.............................. ...... $162.80 
162.80 
162.80 
162.80

$194.70 
211.20 
227.70 
244.20

$100..................................... $450...................................
$200..................................... $500............. - .................-
$300.................................... $550.....................................
$350................................... -

Hospitalization for old-age, survivors, and disability insurance bene
ficiaries

Increasing old-age-insurance and old-age-assistance payments by 
themselves will not meet one of the most pressing needs o f old people— 
medical care. Many old people need more hospital care and nursing- 
home care than they now receive. Many are not el igible for insurance. 
Others have incomes too low to purchase insurance or continue their 
insurance. The flat-rate premiums under voluntary insurance are not 
related to the older person’s income and are regressive.

The most recent statistics indicate that about 6 out of every 10 
aged persons do not have any hospitalization insurance—and for all 
practical purposes none of the aged has any insurance for nursing 
home costs. These are insurable risks.

Since a large proportion of the aged with hospitalization insurance 
are employed, most of the retired aged do not have such insurance.

I t  would be possible to finance the cost of limited hospitalization in
surance benefits and nursing-home costs to all aged, survivor, and dis
abled beneficiaries (and all such persons with insured status who could 
receive such benefits if they applied) for about one-half of 1 percent 
of taxable payrolls. This amount is the level-premium cost over a
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long period of time. In  the early years, the costs, measured in current 
expenditures, would be somewhat less, and a small reserve would be 
built up to meet somewhat higher costs in the future.

Arrangements could be made for utilizing the experience of the 
Blue Cross plans, the American Hospital Association, and other volun
tary nonprofit group practice prepayment plans in the program.
Raising the maximum wage base above $lf.$00

In  old-age, survivors, and disability insurance, a major controversial 
issue is the maximum wage on which contributions and benefits are 
based. In  1939, the original $3,000 maximum set on annual earnings 
covered the total earnings of 97 percent of all workers covered by the 
program and of 95 percent of the workers with earnings in all 4 quar
ters of the year. This percentage has shrunk steadily over the years, 
even though the maximum earnings base has been increased twice since 
1939. A t present, the $4,200 maximum earnings base in the law covers 
the total earnings of only about 72 percent of covered workers.

When Congress increased the earnings base to $3,600 in 1951, the in
creased base did not restore the situation that had existed in 1939; 
the new base covered the total earnings of only 64 percent of men 
regularly employed in 1951. The 1954 amendment, increasing the 
base to $4,200, covered the total earnings of only 58 percent of men 
who worked in all 4 quarters of 1954. By 1959, the earliest date any 
increase in the wage base could be effective, only about 40 percent of 
men who work in all 4 quarters will have all their earnings covered 
by the $4,200 maximum. Even if the earnings base were raised to 
$4,800 for 1959, this would not restore the situation existing in 1954, 
since the $4,800 base probably would cover total earnings of less than 
55 percent of men working in all 4 quarters in 1959.

To restore the 1939 situation, under which benefits could be related to 
total earnings for nearly all covered workers, would require a maxi
mum earnings base of $8,400.

Increasing the wage base in the old-age, survivors, and disability 
insurance program would have two important results:

1. I t  increases benefits for the middle and higher income earneap 
and thus maintains their financial and psychological interest in a con
tributory, wage-related system.

2. I t  reduces the cost of the system measured as a percentage of 
payroll and thus would permit the improvement in other types of 
benefits, particularly those which broaden the social objectives of the 
program.
Increased benefits for widows

The number of aged widows is already substantial. Since the life 
expectancy at the upper ages is longer for women than for men, the 
proportion of widows among the aged is expected to increase.

Available studies by Epstein, Steiner, and Dorfman and the Census 
show that widows have the lowest average incomes among the aged. 
In  old-age, survivors, and disability insurance widows receive three- 
fourths of a primary benefit. I t  is desirable, as a longer run objective, 
to consider paying widows the full benefit. Because the cost of this 
change would approximate four-tenths to one-half of 1 percent of 
taxable payrolls, this change might have to be approached in steps 
by increasing the amount from 75 percent to 85 percent and then, at
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934 ECONOMIC GROWTH AND STABILITY

another time, to 100 percent, along with such other changes as would 
keep the system financially in balance.
Making payments to children until age 21 or 22

Consideration should be given to paying a child’s benefit until age 
21 or 22, instead of until 18 as at present. The cost would not be large 
and the social policy would be in the national interest.

The Federal income tax defines a child for the purpose of deduc
tions as a child who has not attained age 19 or is a student. The same 
definition and regulations might be considered for old-age, survivors, 
and disability insurance purposes.
A flexible retirement program

In  enacting the 1956 amendments to the social-security program, 
Congress injected a degree of flexibility into the system which was very 
essential. This policy should be further extended to the extent finan
cially possible.

A delayed retirement credit should be included in the law which 
would give each individual who postponed retirement past 65 a small 
increase in his benefit.20 This approach is to be preferred over the 
repeal or substantial liberalization of the $1,200 retirement test at this 
time. To repeal the retirement test would cost an additional $1.6 
billion annually.21 Eather than repeal the entire retirement test, 
consideration should be given to increasing the exempt amount of $80 
a month to $100, and lowering the age when the test is no longer 
applied from 72 to 70.

Another method of making the program more flexible would be to 
delete the age 50 requirement for total disability benefits. This pro
posal should have high priority.

Study might also be given to paying benefits at age 62 for men on an 
actuarially reduced basis. This would enable persons who are not 
well but who are not totally disabled (according to the present defi
nition) to obtain some income without distorting the disability pro
visions or paying costly full benefits for persons prior to age 65. 
There are some problems and objections to paying actuarially reduced 
benefits at an earlier age and these should be carefully explored before 
arriving at a decision. I f  it is thought that it is undesirable to reduce 
the age on an actuarially reduced basis, consideration might be given 
to providing total disability benefits at age 60 to disabled persons 
unable to engage in their “regular” occupation. The present law re
quires that the individual be unable to engage in any substantially 
gainful occupation.
Greater equity in the old-age, survivors, and disability insurance 

Many important and essential improvements in the social-security 
program have been made since 1939 in the social aspects of the pro
gram. Some of the equity aspects have been diminished. As long as 
the contribution rates were low, and contributions were collected for 
only a relatively short period of time, this was not a problem. But, 
if a contributory wage-related program is to be maintained at rela

20 For insured men who became entitled to old-age, survivors, and insurance benefits in
1955, 60 percent drew their benefits after age 65 ; 25 percent were age 70 or over. Source: 
Bureau of Old-Age and Survivors Insurance, Social Security Administration, Department 
of Health, Education, and Welfare. '

21 For various proposed changes in the retirement test and their costs see Wilbur J. 
Cohen, Retirement Policies Under Social Security, 1957, ch. VI.
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tively higher contribution levels in the future, then more attention 
should be given to including some additional equity elements in the 
system.

This means there should be a wider variation in benefit payments.
I t  means increasing the maximum taxable wage base above the 

present $4,200.
I t  means introducing a delayed retirement credit.
I t  may mean introducing an additional element of variation among 

persons with the same wage level who have contributed for varying 
lengths of time similar to the “increment” which was repealed in
1950> . . . . . .I t  may mean providing women with their benefit earned in their
own right, plus part of their wives’ benefit which is one-half of their 
husband’s benefit.
Old-age assistance

Under the original 1935 law, Congress offered to pay each State 
one-half of the cost of providing old-age assistance to needy persons 
provided that the Federal cost did not exceed $15 per needy aged. 
Congress increased the $15 to $20 in 1939. In  1946, 1948, 1952, and 
3956 Congress increased the Federal share and the Federal maximum 
payment. The present Federal law provides for paying four-fifths of 
the first $30 plus one-half of the next $30. The maximum Federal 
payment for any individual is, therefore, $39. Congress enacted this 
provision for the 2-year period which expires June 30, 1959.

In  order to receive the full $39 at present, a State must contribute 
$21, making a total of $60 going to the needy aged person. I f  a State 
pays $75 to the aged, it must contribute $36 to the Federal Govern
ment’s $39. I f  a State pays $35 to its aged, then the Federal Govern
ment contributes $26.50 and the State $8.50.

In  addition to increasing the maximum in old-age assistance (as 
well as in aid to the disabled and the blind) some additional Federal 
aid is needed to assist the low-income States such as Mississippi and 
Arkansas to more effectively raise their assistance standards.

Two suggestions should be explored. The present two-step Federal 
matching formula of 80 percent on the first $30 and 50 percent on 
the next $30 could be modified so that the second step would vary in 
accordance with the per capita income of the State. This principle 
of relating the Federal share to the per capita income of the State 
was first adopted by Congress in the School Lunch Act and then in
corporated in the Hill-Burton Hospital Construction Act, the medical 
facilities amendments to that act in 1954, and in the vocational re
habilitation program in 1954.

Another suggestion is the use of a three-step formula such as 80 
percent of the first $30, 60 percent (or some other percent) of the 
next $30, and 40 percent (or some other percentage) of the remainder. 
This type of formula, known as the Mills formula, was sponsored by 
Eepresentative Mills in 1949 and included in the social-security 
amendments of that year as passed by the House of Representatives. 
Due to the Korean war, the amendment was not included in the 1950 
amendments.
Medical care for public assistance recipients

The 1956 social-security amendments provided for Federal match
ing of one-half of medical care costs for assistance recipients up to
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$6 per adult and $3 per child per month on the entire caseload. The 
$6-$3 averages were established by research studies of 1946 and were 
recommended in 1948 by the Senate Advisory Council on Social Se
curity. Ten years later they are still in use and overall medical costs 
have risen 40 percent and hospital costs 80 percent. The averages for 
adults need to be increased to reflect more recent medical cost experi
ence.

A simplified and more adequate method of dealing with the prob
lem would be to increase the maximum Federal matching amount from 
an individual $60 basis to an average $66 basis and permit vendor pay
ments to be included in the total. This would simplify bookkeeping 
and give the States the greatest flexibility in meeting both the mainte
nance and medical care needs of assistance recipients. '
Other public welfare proposals

A number of other changes are necessary and desirable in order 
to strengthen our Federal-State system of public welfare.

Among those which should receive early consideration by the Con
gress are the following:

1. The category of aid to the permanently and totally disabled 
should be broadened through eliminating the restriction requiring a 
disability to be permanent and total and through eliminating the age 
requirement.

2. The aid to dependent children program should be strengthened 
by providing Federal aid to the States for any needy child living 
with any relative.

3. Federal assistance should be made available to the States in pro
grams for the prevention and treatment of juvenile delinquency.

4. Federal aid for public welfare should be on the same basis for 
Puerto Rico and the Virgin Islands as for other jurisdictions.

5. The amount authorized for child welfare services should be in
creased from $12 million to at least $25 million a year.

6. Federal grants should be authorized to assist in the development 
and operation of demonstration projects to aid older persons, to pro
vide research and training in the field of aging.

In  this connection, it is important to point out that two recent at
tempts by the Congress to modify the basic Social Security Act through 
appropriation bills by reducing Federal grants for the administration 
of State public-assistance programs have resulted in a great deal of 
misunderstanding among State and Federal administrators and legis
lators. Public welfare staffs are now generally underpaid and over
worked. Curtailment of staff and services is unsound. No further 
action should be taken on this proposal until the legislative committees 
of the Congress have a full opportunity to review experience and 
alternative proposals. Premature action could adveresly affect the 
welfare of millions of persons on the welfare rolls.
Unemployment insurance

Unemployment insurance benefits are inadequate, on the whole, in 
the United States. Both President Truman and President Eisen
hower have so stated, as have their Chairmen of the Council of Eco
nomic Advisers and their Secretaries of Labor. The major difference 
of opinion and the major controversy does not resolve about the rec
ognized inadequacy of benefits but the means to accomplish this goal.
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The nationwide unemployment insurance program was established, 
is maintained and preserved by virtue of a Federal tax on employers 
and a Federal grant-in-aid to the States of 100 percent of the cost of 
State administration. I t  is a unique program from a tax, grant-in-aid, 
or social insurance point of view. Federal money makes the system 
what it is but the Federal Government has very little real authority, 
and no responsibility, for specific benefit levels.

More than 20 years ago, when Federal legislation for unemploy
ment insurance was being considered, Senator Paul Douglas made the 
suggestion that our unemployment insurance system should be oper
ated on a grant-in-aid type basis instead of the credit-offset system 
now used.22

A majority of the 1934 Advisory Council on Economic Security also 
recommended a grant-in aid type plan.23 Marion B. Folsom, now 
Secretary of the Department of Health, Education, and Welfare, also 
endorsed the grant-in-aid approach for unemployment insurance.24 
There is still merit in this suggestion, and the joint committee might 
well look into it in more detail.

Our present unemployment insurance program is a collection of 
anomalies in both our Federal-State cooperative system and in our 
social insurance structure. While the program has operated reason
ably well—having paid out. over $16 billion in benefits since it began— 
and, at the same time, contribution rates on employers have remained 
low—this is largely due to the favorable economic conditions in the 
last 17 years.25 The $8.3 billion unemployment insurance trust fund 
is very largely a sterile reserve. A very large portion of this amount 
will never be used even if a relatively serious recession occurs.26 
Contributions, moreover, will tend to increase if employment condi
tions decline for any period of time.

The system discriminates against women workers who are needed, 
if we wish to consider the broader aspects of labor market expansion 
for economic growth. Large numbers of marginal workers, like farm 
workers and employees in small firms, are still excluded. A host of 
other failures have been cataloged by various councils, agencies, and 
experts.27 But since economic conditions have been relatively good 
for a long period of time, changes and progress in the program have 
been slow, and some backward changes have occurred in disqualifica
tion and financing arrangements.

But, it must be recognized that important improvements have been 
made in both the benefit and financing provisions of our unemploy- 
ment-insurance system under the pleadings from the Federal Govern
ment and the pressures, first for federalization of the program and then 
for Federal benefit standards. But a Federal grant-in-aid program— 
with or without benefit standards—in my opinion would serve to accel
erate the progress of State legislation. A reinsurance fund, instead

22 Hearings before the Senate Committee on Finance on S. 1130, 74th Cong., 1st sess., 
1935, pp. 892-896.

23 Ibid., pp. 335-336.
*  Ibid., p. 582.
25 The average State employer contribution rate In 1056 w as 1.3 percent. This varied 

from 0.5 percent in Colorado to 2.7 percent in Rhode Island and Alnska. The Labor 
Market and Employment Security, U. S. Department of Labor, July 1057, pp. 28-29.

*• At the end of 1956, funds available in the following States exceeded 10 percent of 
taxable w a ges: Connecticut, New Jersey, Kentucky, Wisconsin, Iowa, Montana, New  
Mexico, Arizona, Idaho, and W ashington. Ibid.

27 See, for instance, the recommendations of the 1948 Advisory Council on Social Security, 
S. Doc. 208, 80th Cong., 2d sess., 1949. The deficiencies in the present program are sum
marized on pp. 138-139 and the recommendations on pp. 139-142.
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of the present loan fund, also would help to accelerate State progress. 
Should these measures be unacceptable, then minimum Federal benefit 
standards may be necessary.

The Federal interest in unemployment insurance can be simply 
stated: I f  any substantial unemployment does occur in the future and 
the present system does not adequately carry out the maximum role 
it can play in preserving hte level of purchasing power and family 
morale, the Federal Government will have to play a more important 
role than it now does. The present unemployment insurance program 
would restore less than 20 to 25 percent of the wage loss occurring in 
a serious recession. Unemployment insurance cannot carry the whole 
load of any serious dip but it can and should do a better job than it is 
now likely to do.

Another concern of the Federal Government is that the present 
State by State contribution rates are conducive to interstate competi
tion. The same industry, with the same employment and unemploy
ment experience, may pay a 3- or even possibly a 4-percent rate in 1 
State and zero in another. There is no adequate solution of this 
vexing problem except for an outright national contribution rate. But 
the variation could be minimized by a grant-in-aid approach or rein
surance program, or both. These are matters worth exploring.

Congress should also give consideration to modifying the existing 
Federal law to permit States to reduce employer contributions on a 
flat-rate basis in addition to reducing them on an individual experience 
rating basis. This is a controversial question which should be 
explored.28

Although it would take much additional space to consider the pros 
and cons of specific changes in State and Federal29 laws, one proposal 
is worthy of this subcommittee’s attention. This is the proposal 
adopted in a few States, endorsed by the Department of Labor, and 
advocated by several Republican legislators in New York for the 
repeal of a fixed dollar maximum benefit and the establishment of the 
maximum benefit each year as a proportion of a specified average wage. 
The legislature would set the proportion and define the average wage 
to be used. The administrative agency would make an annual deter
mination which would apply for the period specified in the law. This 
provision has a great deal to commend it, since it permits the program 
to adjust reasonably rapidly to the changing wage structure and eco
nomic conditions.
Workmens compensation

State workmen’s compensation programs are the oldest and most 
antiquated social insurance programs we have in the United States. 
Modeled along 1910 lines, they are inadequate and inefficient. The 
concepts and administrative devices used encourage litigation, delay 
in payment, heavy administrative costs, and prevention of rehabilita
tion and reemployment. Compared with the Federal Employees Com
pensation Act for Federal civilian employees, the various State acts 
are grossly inequitable, inadequate, and cumbersome.

938 ECONOMIC GROWTH AND STABILITY

28 The pros and cons on this question w ill be found in the Commission on Intergovern
mental Relations, A Report to the President for Transm ittal to the Congress, June 1955, 
pp. 208-209, and A Study Committee Report (to the Commission) on Unemployment Com
pensation and Employment Service, June 1955.

29 See the comments and suggestions of my colleague, Prof. W illiam Haber, The Present 
Status of Unemployment Insurance in the United States, Annual Proceedings, Industrial 
Relations Research Association, 1955.
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I  hope it will be possible for the Congress to provide the Depart
ment of Labor with increased staff to assist in improving the State 
laws. Consideration should be given to establishing Federal stand
ards for State programs. In  many cases today, effective State ad
ministration of such programs is thwarted by inadequate staff, facili
ties, and funds.

From an administrative point of view, State workmen’s compen
sation programs are the most expensive form of social insurance in 
the United States. Moreover, the costs and benefits tend to vary 
more widely than in unemployment insurance, and administrative 
arrangements are more complex and diverse. In  general, workmen’s 
compensation is not administered as efficiently as old-age, survivors, 
and disability insurance or unemployment insurance. The program 
does not cover the proportion of wage loss intended by the sponsors 
of the original program. A thoroughgoing investigation and over
haul of the existing arrangements is long overdue.30

I n t e r r e l a t i o n s h i p s  B e t w e e n  F is c a l  P o l ic y  a n d  S o c ia l  P o l ic y

There are a number of important issues involving longer run fiscal 
and social policies. They cannot all be dealt with in this paper. Even 
those selected for attention cannot be adequately analyzed in the 
limited space available. Those which are mentioned are included 
primarily with the idea that the joint committee may wish to explore 
them more intensively.
Strengthening the Federal-State cooperative program

In  this paper, a number of suggestions have been made for broaden
ing and expanding the existing Federal-State programs of health, 
education, and welfare. Since proposals have also been made by other 
persons and groups for returning some of these programs and some 
Federal excise taxes to the States, it is necessary at the present time 
to raise the question in which direction it is desirable to go. Should 
we curtail the Federal-State cooperative system in these fields and 
limit the Federal Government’s concern to only certain areas? 
Should we parcel out specific taxes to the States ? Will this strengthen 
State responsibility and weaken the national interest ?

There is no question in my mind, from my experience, that Fed
eral grants-in-aid to the States have strengthened the States and pre
served the Federal-State system in this country. I  do not believe we 
can meet the rapidly changing and expanding social needs of our 
Nation without building upon the Federal-State system. Various 
criticisms and defects of the Federal-State system can be made. But 
it is important to recognize that, in the national interest, we must 
seek and we must find ways to accomplish national objectives with 
decentralized administrative responsibility.

Meyer Kestnbaum, the President’s adviser on Federal-State rela
tions, has compressed the complex issues involved in this question 
into an understandable statement. In  testifying before the Subcom
mittee on Governmental Operations in the House, he stated:

People find they can do better coming to Washington than 
they can going to their State governments for help. They

30 See the excellent evaluation of the program, and recommendations for changes, in 
Herman M. Somers and Anne R. Somers, Workmen’s Compensation : Prevention, Insurance, 
and Rehabilitation of Occupational Disability, 1954.Digitized for FRASER 
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find they get a better hearing from their Congressman, a 
more sympathetic understanding, a better attitude and a 
broader outlook.31

The many issues involved in Federal grants-in-aid to the States 
are complex. These issues have been studied by the first Hoover 
Commission on Federal-State relations and by the Kestnbaum Com
mission on Intergovernmental Relations. The reports of both Com
missions recognized the contribution of Federal grants-in-aid ki 
accomplishing national objectives. A t the present time, a House 
committee is giving further study to the operation of Federal-State 
programs. A t an appropriate time, the joint committee might wish 
to review the economic and fiscal implications of existing grant-in-aid 
programs. I t  would be desirable to strengthen the equalizing effect 
of Federal aid by giving greater emphasis to the expansion of pro
grams and services in the low-income States. A report of the New 
Jersey Taxpayers’ Association concludes that the proportion of Fed
eral aid which equalized financial resources represented 23 percent of 
the $3.3 billion of Federal aid distributed in 1956.32

The total amount of Federal aid equalized was $800 million. 
Thirty-four States received more in aid than the taxpayers of these 
States paid in taxes. Mississippi and Arkansas received three times 
as much as their taxpayers contributed. Missouri received about half 
as much as its taxpayers contributed.

An objective appraisal of the validity of these estimates, and a 
reappraisal of the equalizing objectives and accomplishments of Fed
eral aid, would be desirable.

However, it should be recognized that equalization of the general 
fiscal capacities of the States is not the sole objective of Federal grant 
policy. The Kestnbaum Commission concluded that such equaliza
tion is not “by itself a proper objective of national policy.” 33 The 
Commission’s arguments on this point are not very persuasive from an 
economic point of view. The very fact that the Commission recom
mended the incorporation of equalizing features in specific grants as 
“desirable whenever reasonably necessary for the achievement of spe
cific program objectives” 34 is evidence of the inescapable importance 
of equalization in Federal grants. In  any case, it must be noted that 
overriding national interests may necessitate the use of Federal grants- 
in-aid to effectuate a coordinated and nationwide program independ
ent of fiscal considerations.
Fiscal 'policy and social security

The social-security program involves large and important fiscal 
and economic questions. Public social-security payments were being 
disbursed in July 1957 at a rate in excess of $18 billion a year. Old- 
age, survivors, and disability insurance is already the largest con
stellation in the social-security firmament, involving $7 billion of dis
bursements annually. Moreover, total benefit disbursements under 
the existing old-age, survivors, and disability insurance program will 
more than triple by the end of the century.

“ New York Times, July 30, 1957.
“  Federal Aid— Quick Money or Quicksand, February 1957.
13 The Commission on Intergovernmental Relations, a report to the President for trans

m ittal to the Congress, June 1955, pp. 110-113, 135-136.
« Ibid.
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Before exploring some of the fiscal questions raised by the old-age, 
survivors, and disability insurance program, it may be well to sum
marize very briefly the major characteristics of the program as it 
stands today.
Major characteristics of the old-age, survivors, and disability in

surance program
Two basic features of the old-age insurance program have remained 

unchanged since the system was established in 1935. They are that 
the benefits are wage-related as contrasted to being uniform in char
acter ; and the system is contributory with payroll contributions from 
employers, employees, as contrasted to general revenue financing.

These two basic features, along with a number of other important 
elements, affect decisions as to the level of benefits, the methods of 
financing, and other provisions of the program. The main character
istics of the system today are as follows:

1. The system is contributory with contributions from employers 
and employees and, since 1951, from the self-employed.

2. The program is financed on a self-supporting basis without a 
general subsidy from the Federal Government.

3. Contributions from employers and employees are equal.
4. Contributions from the self-employed are three-quarters of the 

combined contributions payable with respect to employees.
5. The contribution rates paid by individuals at the present time 

are less than what individuals would have to pay for the same protec
tion from a private insurance company.

6. Contributions are compulsory except for a few groups where, be
cause of compelling public policy, voluntary contributions are per
mitted under very limited circumstances.

7. Benefits are paid as a matter of statutory right to or on behalf 
of insured persons without a needs test.

8. All persons in occupations covered by the program are included 
in the system irrespective of the amount of their earnings, although 
for higher income persons part of their earnings are not counted 
for either contribution or benefit purposes (at the present time, the 
cutoff is $4,200 a year).

9. Benefits are related to the wages of the insured contributor with
in specified dollar minimums and maximums and are a higher propor
tion of the wages for lower income persons than for persons with 
higher income.

10. Benefits are related to presumptive family needs—that is, the 
basic benefits of an insured contributor are increased where the con
tributor has a wife 62 and over or dependent children under the age 
of 18, and in certain other cases.

11. Benefits are paid to certain insured survivors of the contributor, 
such as the widow’, dependent children under the age of 18, dependent 
parents, and dependent widowers.

12. Benefits to insured working women and wives are actuarially 
reduced if they begin to draw them between ages 62 and 65.

13. Benefits to insured persons between the ages of 62 for women 
and 65 for men and 72 are payable to individuals upon “retirement” as 
defined by law.

14. Benefits are paid to insured aged persons 72 or over, irrespective 
of retirement.

97735—57------61
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15. Benefits are paid to certain insured totally disabled persons 
age 50 and over. _

16. Benefit rights are preserved for certain insured totally disabled 
persons, irrespective of age.

17. Disabled individuals are referred to State vocational rehabili
tation agencies for rehabilitation.

18. A small lump-sum death benefit is payable upon the death of 
an insured individual.

19. There is no refund of contributions to the estate of any con
tributor when benefits paid in respect to his earnings do not equal 
the contributions he paid to the system during his lifetime.

20. Contributions are deposited with the United States Treasury; 
the Treasury utilizes any excess of contributions over amounts needed 
for benefits and the cost of administration by issuing or by buying 
United States Government bonds to the trust fund ; the bonds and the 
interest on such bonds are held in the trust fund for the benefit of 
the beneficiaries of the system.

21. The Board of Trustees, composed of the Secretaries of the 
Treasury, Labor, and Health, Education, and Welfare, have the re
sponsibility of making an annual report to the Congress giving the 
facts as to the financial and actuarial status of the program, and 
making any recommendations if the fund is too high or too low.

22. For each scheduled stepup in the contribution rate, an advisory 
council is to be appointed to study and report on the financing of the 
program.
Criteria for benefit adequacy

Major increases have been made in the benefit structure of the old- 
age and survivors insurance program in recent years and, undoubtedly, 
additional improvements will be made next year and in future years. 
Yet, there is no precise definition of the benefit objectives of the 
system.

The underlying concept of the program has been described by the 
House Committee on Ways and Means most recently (1954) as the 
‘‘goal of providing an adequate floor of protection.” The Senate 
Committee on Finance spoke of a basic program of contributory insur
ance being important to the economic security of American families 
(1954).

The Secretary of Health, Education, and Welfare, Marion B. Fol
som, has stated that a “fundamental principle is that social-security 
payments are intended to provide a base of protection upon which 
workers and employers may build additional security through private 
effort and individual th rift (1957).

Sometimes the objective of the program has been expressed as the 
payment of benefits which will provide “minimum protection.” This 
ambiguous phrase has meant different things to different people. To 
some people it has meant a flat payment of $50 or $60 a month to 
everyone; to others, a relatively high-minimum payment of $50 to 
$75 with a narrow range between the minimum and a relatively low 
maximum. In  other words, it has meant the floor in the basement of 
the social-security edifice to some, the first floor to others, and an 
escalator running from the basement to the fifth floor to still others.

I t  would be desirable to clarify this concept. W ith the growth of 
private pension plans, it becomes more urgent.
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Under the 1954 amendments, benefits vary from 60 percent for an 
average monthly wage of $50 to 31 percent for an average monthly 
wage of $350. An individual with an average monthly wage of $120 
receives a benefit of approximately 50 percent.

In  the civil service retirement system the benefit for an individual 
with an average wage of "$350 represents 57 percent of the wage. 
In  the railroad retirement program the proportion is 59 percent. 
W hat should be the proportion of wages compensated by the OASDI 
program at various levels?

By attempting to state the desirable benefit levels of the old-age, 
survivors, and disability insurance program in more specific mathe
matical terms, it would be possible to consider more objectively long- 
run costs, priorities, and interrelationships between the insurance pro
gram, assistance, and private pension plans. Thus, the amount o f the 
minimum benefit might be expressed as a specific percent of average 
earnings; the maximum taxable earnings base as an amount which 
would cover all the earnings of a given proportion of covered persons; 
the maximum family benefit as a specific multiple of the primary 
benefit amount. Finally, the benefit formula could be expressed as 
one which would produce a benefit of a specific percent of earnings 
for the person receiving the average earnings in a year and with a 
specified higher percentage for the individual earning one-half that 
amount, and a specified lower percentage for the individual earning 
the maximum taxable amount. Average earnings in a year would 
have to be defined as, for instance, the median earnings (rounded to 
the closest multiple of $100) for male earners working all 4 quarters 
in insured employments.

The formulation of objective criteria along these lines is suggested 
for inclusion in a declaration of congressional intent in the law.
Countercyclical effects

From time to time, consideration has been given to various methods 
of modifying the provisions of the social-security system so that the 
program will have an even more important anticyclical effect than it 
might have under the present provisions of the law. For instance, 
suggestions have been made for reducing the contribution rates during 
periods of low-business activity and increasing them during periods of 
full employment and, as contributions increase, this may become an 
issue worthy of exploration. Likewise, it would be possible to write 
a provision into the law which would modify the retirement test in 
terms of the level of economic activity. For instance, to illustrate 
the general principle, the law could be written so that when business 
activity or employment dropped a given percentage, the retirement 
test would drop from $1,200 to say, $900. Conversely, when business 
activity or employment increased a given percentage over a norm, 
the retirement test would be increased to say, $1,500, or $2,000. The 
mathematical factors involved in the amount and timing of any such 
provision, of course, could be varied to fit varying approaches.

Several practical problems arise in the consideration of the desir
ability and workability of these automatic proposals. Based on past 
experience, the Congress has not been very favorable to the inser
tion of automatic escalator clauses into the statutes. The effect of 
any such provision is to delegate the lawmaking power to some ad
ministrative agency to determine the occurrence of specific events
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which affect the rights of individuals and the condition of the econ
omy. While the discretion of the administrative agency might be 
almost none whatsoever, nevertheless, the effect of any such proposal 
might be considered a serious abrogation of the legislative authority.

While it could be argued that there would be no real abrogation of 
Congress’ legislative authority under any such proposal since Con
gress could change the law at any time, it is probable that the prec
edent-making effect of any such proposal would result in Congress 
hesitating before enacting any such proposal. Although various esca
lator clauses have been considered from time to time in terms of 
increases in veterans’ benefit and other fixed statutory payments to 
individuals, Congress has always indicated its unwillingness to adopt 
any such proposals since it is pointed out that they are in session every 
year and can make the necessary adjustments in any legislation in the 
light of what Congress determines are all of the relevant facts at the 
time.
Adjustments to prices and wages

Tying the level of social-insurance benefits automatically to changes 
in the Consumer Price Index, in my opinion, is at the present time 
undesirable and unrealistic for the OASDI program. I t  is not likely 
to be acceptable as a solution to the adequacy of benefit problem. In  
the first place, such a proposal assumes that the benefits are adequate 
and only need adjustment to the price level. Moreover, it provides for 
dealing with the benefit side of the program without simultaneously 
adjusting the cost side. I t  should be recognized, moreover, that pro
posals for automatic adjustment of benefits to prices or wages would 
be opposed on the grounds that either might act as an incentive to 
inflation or at least affirmatively would not encourage price or wage 
stability. However, the same objection could be made to the escalator 
clause in the collective-bargaining contracts which now cover several 
million persons.

An adjustment formula relating wages solely to maximum benefits in 
unemployment insurance should be distinguished, however, from ad
justing all benefits in relation to prices. These proposals differ in 
costs, effects, and principles. In  any case, it seems to me, all these 
proposals to adjust our social-insurance program more promptly to a 
dynamic economy might well be explored. The recent German legis
lation and the British Labor Party  proposals in this regard should be 
carefully studied.
Short-nm and long-run costs

Before discussing certain current aspects involved in financing the 
insurance program, it is essential to describe the relationship between 
short-run and long-run costs. There were at one time and probably 
still are some people who say that the trust fund (now over $23 
billion) or the illusory situation produced by the apparent excess of 
receipts over expenditures made Congress willing to liberalize the 
insurance benefits in the past, or has made Members of Congress 
propose liberalizations of benefits which are or may be unwise. I  do 
not propose to go into the merits of the specific proposals of the past 
or the proposals adopted by the Congress. But I  do say that the 
evidence from the congressional deliberations is overwhelming that 
the Congress has never come to their conclusions as to the changes in
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the benefits on the size of the reserve fund or on the basis of the short- 
run costs. They have consistently kept in mind the long-run costs. 
They have conscientiously tried to take into account prospective 
income and outgo over a long period of time. I t  is gratifying that 
our Representatives in Congress have taken this position, and I  see no 
reason to doubt their ability to continue to do so.

W hat I  have just said in explanation of the financing of the insur
ance program should not be taken to mean that the present method of 
financing the program is the only sound method of financing the pro
gram. Various financial changes have been proposed which have been 
and should continue to be given careful consideration. But I  do not 
believe there is evidence to support the contention for any basic 
changes in the present law on the ground that Congress has unwisely 
liberalized benefits because of a failure to recognize the increasing 
character of the benefit disbursements.
The financing of the program

My next comment is intended to clarify the issues surrounding some 
of the misunderstandings which cloud the controversy between reserve 
and pay-as-you-go financing. The present program has sometimes 
been referred to as being financed on a full-reserve basis, or on a pay- 
as-you-go basis, depending upon the emphasis given to certain factors. 
Neither of these characterizations is correct. Congress is financing 
the program over a long time, on what I  would call a partial-reserve 
basis, as distinguished from either a full-reserve basis, a contingency- 
reserve basis, or a pay-as-you-go basis.

There are three o f the general principles previously discussed which 
the Congress adopted in relation to the financing o f the present pro
gram which are pertinent here:

1. The self-supporting principle.—The system should be self-sup
porting without any subsidy from the Government.

2. The equity principle.—The contribution rate paid by employees, 
as far as possible, should not be more than what they would have to 
pay for the same protection from a private insurance company.

3. The equal-sharing principle.—Contributions should be shared 
equally between employers and employees.

From these three general principles, it then follows that the Con
gress had to establish a system of collecting contributions in excess of 
benefits in the early years in order to build up a reserve fund which 
would earn enough interest which, when added to the contributions, 
would yield enough income to pay the benefits in all future years (1) 
without asking the Government for a subsidy, (2) without increasing 
contributions on employees above what was equitable, or (3) without 
increasing contributions on employers more than on employees and 
thereby disturbing the equal sharing of costs. Thus, under the pres
ent program, it is contemplated that in a year, if and when benefit 
disbursements reached 10 percent of payrolls, 8y2 percent would be 
coming from contributions on employers and employees and an amount 
equivalent to iy 2 percent of payrolls from interest on the reserve fund.

This is not the only way in which this cost could be financed. Con
gress could have chosen to go on a pay-as-you-go basis. I t  could have 
planned to finance the 10 percent future cost by collecting 5 percent 
from employers and 5 percent from employees and 7y2 percent from 
the self-employed. But this might violate the equity principle and
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would result in giving persons in the early years very substantial 
benefits at very much less contributions. I t  could have financed the 
cost by 4 percent from employees and 6 percent from the employers, 
but this would have violated the equal sharing principle. I t  could 
have planned to meet the 1 y2 percent differential from a Government 
subsidy, but this would have violated the self-supporting principle.

I t  could have tried to make various adaptations, such as 3 percent 
from employees, 5 percent from employers (the extra 2 percent being 
rationalized as a payment toward the accrued liability), 1 percent 
from the Government, which might be justified as the net savings 
from a reduction in costs of public assistance or as a payment of part 
of the costs of some of the benefits for older or low-income persons, 
and 1 percent from interest earnings on a contingency reserve.

I  could give other possible combinations o f sharing the cost. But 
Congress did not embody any o f these variations in the present law.

The late Senator Vandenberg, an eminent and outstanding student 
of social security, became convinced some years ago that the system 
should be placed on a pay-as-you-go financing basis. He also came to 
the conclusion that the loss to the system of the interest from a reserve 
fund should be met from an outright Government subsidy. He agreed 
to an amendment to the law, adopted in 1943, which recognized this 
principle. But Congress, on its own motion, eliminated this provi
sion in 1950.
Is the old-age, survivors, and disability insurance trust fund sound?

Recently, various economic, business, and insurance journals and 
writers have made current issue out of an old controversy which is 
again confusing social security contributors and the general public 
and is, unfortunately, acting as a weapon to cast doubt on the finan
cial integrity of a governmentally run insurance program. Three 
arguments are made:

1. The social-security fund is currently in the red, in that outgo 
is exceeding contribution income;

2. Social security is, therefore, inflationary;
3. The trust fund has an accumulated liability of $323 billion 

and assets of $23 billion and, hence, has a “shortage of $300 billion 
and it is increasing year after year.”

Before making a reply to these three points, it is important to 
point out that, to the extent that these statements are believed by their 
proponents, the answer to them is the advocacy of an increase in the 
contribution rates. Yet, the groups making these arguments usu
ally have been the leading opponents of increases in the contribution 
rates, both during the early period of the contribution freezes of the 
war years and in 1956. In  general, those who earnestly advocate 
these arguments are in favor of curtailment of government respon
sibility for social security, the limitation on any further benefit in
creases, or for outright repeal or basic modification of the program 
to eliminate the equity and wage-related aspects of the contributory 
program. In  this latter point of view they have been joined by many 
pension consultants throughout the United States who have advised 
their clients and principals of the “actuarially unsound” financial 
status of the social-security program.

I  should like to say, before I  proceed to deal with the three points 
being raised in current discussions, that, in my opinion, from the 22
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years of close association I  have had with the congressional commit
tees handling social-security legislation, the financial integrity of the 
program has always received the most careful consideration of the 
House Committee on Ways and Means and the Senate Committee 
on Finance, irrespective of the party in power. Whether the chair
man of the Committee on Finance was Pat Harrison, Walter George, 
Eugene Millikin, or H arry Byrd; or whether the chairman of the 
Committee on Ways and Means was Bob Doughton, Dan Reed, or 
Jere Cooper—or whatever the composition of the committees or the 
conference committees—and I  am sure Mr. Mills will bear me out 
on this point—each administration proposal and committee change in 
benefits in 1935, 1939, 1950, 1952, 1954, and 1956 was accompanied 
by the most careful presentation of the best actuarial estimates avail
able, and an impartial attempt to keep the system in actuarial balance 
within the knowledge then available.

This is not to say that there is complete agreement on the way 
to finance a governmental program of this character. There are a 
number of alternatives for changing the sources and proportions of 
the revenues borne by the various parties. But each time Congress 
has approached these complex questions it has returned to the prin
ciple of financing the program directly from the contributors without 
any subsidies from general revenues and by a graduated step-up 
rather than a level-premium basis. The graduated step-up permits 
a gradual adjustment by employees, employers, and the self-employed 
to the increased levy without a too sharp impact on costs, prices, or 
take-home pay.

Recognizing the complex financial issues and the imponderables 
involved in any policy—the present one or any of a number of alter
natives—the Congress, in 1956, wrote into the law a provision for 
the establishment of an Advisory Council on Social Security Financ
ing to be established each time the contribution rate is to be increased. 
Under the present law, the contribution rate is automatically in
creased in 1960, 1965, 1970, and 1975. The councils are to report 
before each rate increase, and are specifically directed by Congress 
to review the status of the trust funds in relation to the long-term 
commitments of the old-age, survivors, and disability insurance 
program.

W ith respect to the three questions raised earlier, it is essential first 
to say that Congress clearly recognized that sometime before 1960 
the old-age survivors insurance benefit outgo would exceed contribu
tion income. Hence, there is nothing unforeseen about the current 
situation in which old-age survivors insurance benefit disbursements 
approximate contributions. While this situation might occur earlier 
than thought in 1954 or 1956, the current interest earnings and the 
$23 billion trust fund are available to handle any temporary imbalance 
which occurs before the 1960 stepup.

Morover, the separate disability trust account will be developing a 
relatively large balance. This fact must be taken into account in 
appraising both the current deficit and the inflationary criticisms. 
Should the critics or Congress believe that the program should be 
more deflationary, then I  suggest consideration be given to increasing 
the rate one-quarter of 1 percent on employers and employees each 
(and three-quarters of 1 percent on the self-employed) effective
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January 1, 1958. Of one point I  am convinced: the majority of the 
employee contributors to the program will accept a reasonable and 
justified increase in contributions if it is explained to them. As I  
have already pointed out, I  think the employee contributors are will
ing to pay an increased contribution of one-half of 1 percent at the 
present time for increased benefits. Since the full effect of the benefit 
increases I  have proposed for the immediate future would be less 
than the contribution yield, the proposal would be deflationary on the 
whole. When coupled with the contribution increases already sched
uled for 1960, the deflationary effects would continue into the early 
sixties.

I  do not propose the changes I  have suggested on the grounds that 
it is desirable that they be deflationary. I  would prefer that any 
changes, at the present time, have a null or inconsequential effect 
on the balance as to income and outgo. But this is not feasible from 
the standpoint of public opinion, in my judgment, or from the point 
of view of fixing contribution rates in convenient percentage multiples. 
In  any case, considering all the aspects, I  believe it desirable to provide 
immediately for the contributions to cover the level-premium cost of 
any new benefits provided. This was the policy adopted in principle 
by Congress in 1950, 1954 and 1956, and I  believe it would be best to 
continue this principle for the present unless special circumstances 
warrant its partial or temporary modification.

The third criticism, that there is an actuarial deficit in the present 
program, is one which, while frequently made, is not intended to 
produce a constructive answer for rate increases. Representatives 
of insurance companies and actuaries, and two advisory councils, have 
testified that in a system handled by the Government and assumed to 
operate in perpetuity, it is not necessary or desirable to operate on a 
full-funded reserve basis as a legal reserve insurance company does. 
Private insurance neither has the advantage of the taxing power 
nor the advantage of assuming perpetual operation. Hence, a govern
mental program need not follow private insurance reserve financing 
or precepts of actuarial soundness used in private plans.

The trustees of the Federal old-age and survivors insurance trust 
fund, in their report to Congress dated March 1, 1957 state that the 
old age and survivors insurance system is in actuarial balance. That 
is, based upon present information, for the long-range future the 
system will have sufficient income from contributions, based on the 
tax schedule now, in the law, and from interest earned on investments 
to meet all future payments for benefits and administrative expenses. 
Disbursements will grow, but so, too, will contribution and interest 
income.

To recapitulate, the present social-security system is financed on 
a sound long-run basis; it has an orderly and responsible method for 
assuring a periodic reexamination of the financial soundness of the 
program, the actuarial estimates, and the scheduled contribution in
creases; it need not and should not be judged as to its actuarial sound
ness by private insurance standards; and, while the program should 
be modified by making benefit and contribution changes at an early 
date, these changes should not alter the basic financial principles un
derlying the program at the present time.
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Contractual insurance versus social insurance
Before concluding a review of some of the fiscal issues in social se

curity, it is essential to recognize the values and limitations of private 
and public programs. Private life insurance, annuities, and dis
ability payments are important, essential, and need to be increased. 
There are a number of areas in which improvements are warranted 
and should be encouraged by private and congressional action. But, 
in numerous publications of the critics of social security in recent 
years there is an unwillingness to recognize openly and directly the 
concrete value of social security in protecting a free-enterprise econ
omy, in making it possible for individuals to purchase supplementary 
private insurance, and for companies to establish supplementary 
private plans.

I  do not expect to find paeans of praise for social security from 
these sources such as once were made in advertisements selling life 
insurance. These occurred in the days when the public was just 
becoming aware of the life-insurance element in survivors benefits and 
the relatively small old-age benefits payable to higher income earners.

But, today, there is a clear advantage which social insurance has 
over most contractual private insurance, namely, that social-insurance 
benefits can be increased as wages and prices increase. This is not a 
theory looking for an event to prove its historical accuracy. In  1950,
1952, and 1954, Congress increased the old-age and survivors insur
ance benefits as a result of rising wages, prices, or standards of living. 
And Congress, in my opinion, should, and undoubtedly will, do this 
again. Except for the few and limited variable annuity plans, con
tractual private old age benefit plans or policies do not offer the 
built-in dynamism which contributory social insurance offers as 
income increases.

Inflation is—and remains— a terrible calamity for persons on fixed 
incomes, such as retirement annuitants, widows and orphans, and the 
disabled. But, if and when, inflation occurs, a social-insurance sys
tem is presently better equipped to deal with the problem than the 
conventional contractual fixed-benefit payments of private insurance, 
at the present time.

Similarly, as productivity and levels of living rise—assuming there 
is no inflation—social insurance can reflect these improvements, not 
only for future beneficiaries, but for beneficiaries already on the rolls. 
This conventional contractual private insurance does not do. In  sev
eral foreign countries such an “improvement factor” is already incor
porated in the social insurance legislation, or is proposed. I t  would 
be desirable for the Joint Committee or the Advisory Council on 
Social Security Financing to explore these features in the plans and 
proposals of other countries. They indicate the superiority of pub
licly managed social-insurance plans to private plans in an expanding, 
growing, dynamic economy. I t  would be desirable for the Joint Com
mittee to explore the respective values and limitations of each type of 
insurance and the desirable relationship to be wTorked out among vari
ous types of insurance for each type of benefit. While competition be
tween both types of programs is desirable for the economy as a whole, 
it is my opinion that social insurance still labors under the handicap 
of organized adverse criticism from certain groups. This is not fair to 
our governmental processes, nor is it socially responsible. Perhaps a
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complete examination of both programs is a proper function of the 
Joint Committee. Such an examination would consider tax exemp
tions, amount and character of reserves, administrative costs, State 
and Federal regulation, and the recognition of variable annuity plans 
by Federal statute.
The Jenhim-Keogh bill

The Congress, on several occasions, has considered the principles 
embodied in the so-called Jenkins-Keogh bill to exclude from taxable 
income some amounts contributed by self-employed persons to cer
tain types of funds for personal insurance protection. The tax loss 
involved has been a major factor in persuading the Congress and the 
administration to defer action on this proposal. Moreso, as long as 
doctors are not covered by old-age, survivors, and disability insurance, 
it has been pointed out that they should not have the advantages of 
any special new legislation when they are unwilling to accept or share 
in the privileges and responsibilities that all other professional groups 
now enjoy. However, the dubious “special privilege” enjoyed by doc
tors (which includes the privilege of leaving some of their widows and 
orphans without adequate income for the future) will probably soon 
be eliminated by the Congress—or, in any case, should be eliminated. 
Every indication is that a growing proportion of doctors want to be 
covered by old-age, survivors, and disability insurance, and when the 
doctors are given all the facts by any impartial source—free from 
ideological overtones related to “socialized medicine,” a majority vote 
in any correctly and fairly worded referendum in favor of old-age, 
survivors, and disability insurance coverage.

When the doctors finally come in to old-age, survivors, and disability 
insurance coverage, consideration might then be given to allowing 
self-employed persons a limited amount to be excludable from taxable 
income as, for example, an amount equal to twice their social-security 
contribution in a year. This would create an automatic relationship 
between the two approaches which would serve to maintain the identity 
and integrity of each.
Deduction of all employee contributions from taxable income

There is no doubt, however, that allowing any such exclusion for the 
self-employed raises several larger issues which have very wide rami
fications. Among these a re : whether other forms of “savings” should 
be excludable and how to draw any reasonable line defining this con
cept, and whether to permit employees to exclude part or all of their 
employee contributions toward plans in which employers now may 
make deductions from their gross income for all of their employer 
contributions.

I t  must be recognized that our present policy of taxing as “income” 
amounts deducted from employees and not actually received but de
ferred as old age, survivors, or disability payments does not quite ac
cord with the much extolled policy of encouraging thrift. By taxing 
when incomes are high, and allowing exemptions when incomes are 
low, we discourage saving, or at least it can be said we do not encourage 
it as affirmatively as we might.

A more appropriate policy would be to allow a deduction for em
ployee contributions to all types of recognized plans and then tax 
the benefits when they were received. The plan would have to operate
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within certain stated limitations and definitions. There are obvious 
difficulties in changing over to any such system. But it warrants con
tinued careful study along with the proposals already outlines.
Double tax exemption by the aged

One further tax matter requires future consideration, namely, the 
double exemption for the aged. While it may be pointed out that 
there is very little justification from a standpoint of equity or social 
policy to this feature in our tax law, the major point to be made is that 
l:he tax loss from this provision will continue to increase and the same 
amount of tax funds placed elsewhere would do a lot more good. As 
incomes of the aged increase, and as the possibility of increasing the 
exemption reappears, it might be desirable to consider reducing this 
loss from the higher income aged and utilizing all or a part of such 
funds for the very low-income aged. This may not be something 
which can be repealed but, at least as tax changes occur in the future, 
the tax loss should not be increased from this provision.
Area redevelopment program

In  a growing and expanding economy there, unfortunately, will be 
pockets of unemployment and declining opportunities which require 
the concerted mobilization of available private and public resources 
and skills. An effective program is necessary to alleviate conditions 
of substantial and persistent unemployment and underemployment in 
economically depressed areas. Congress should enact appropriate leg
islation for this purpose. Of special interest are the establishment of 
apprenticeship, journeyman, and other vocational training facilities 
and services in a redevelopment area, and weekly subsistence retrain
ing payments to unemployed individuals in such areas who are not 
entitled to unemployment insurance and who are undergoing training 
for new jobs.

In this regard, I  wish to urge continued support and appropriations 
for the rural redevelopment program now under way through the 
Department o f Agriculture. As experience emerges, it may prove 
desirable for the Congress to expand the programs. Redevelopment 
programs are underway in only some 50 counties and 8 areas in 24 
States. This program should be expanded as soon as it is feasible.

In  considering improvements in the social-security program, it 
should be kept in mind that most farmers and many farmhands are 
now covered under the system. Increased social-security benefits and 
broadened types of protection will enhance the security of persons in 
rural areas and increase the income available to them.

On many different fronts we must continue to move toward expand
ing the program which will bring depressed rural and urban areas 
into the mainstream of economic progress. As President Eisenhower 
has said, “We must open wider the doors of opportunity—for the 
good of our country and all our people.”
Disclosure of private welfare funds

Federal legislation providing for registration and disclosure of 
the essential financial and administrative operations of private wel
fare funds is desirable. The potential growth of the reserve funds, 
income, and expenditures makes it necessary for the Federal Govern
ment to disseminate accurate and full information on these quasi
public operations. From the standpoint of public policy, the method
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of financing or administration is irrelevant to the question of dis
closure. In  order that the disclosure legislation will be administered 
as a service-oriented program, rather than a regulatory or manage
ment-labor program, it would be appropriate to consider having the 
program at the Federal level administered by the Secretary of Health, 
Education, and Welfare.

Since contributions to these plans involve Federal tax deductions, 
and will be more closely interrelated as time goes on with major fiscal 
and economic policies, there is sound ground for exercise of congres
sional responsibility in this field.

I  believe that reports to all participants and beneficiaries should be 
mandatory and there should be a detailed listing of all investments.

S o c ia l  P o l ic y  a n d  R e s e a r c h

The broad questions of policy discussed in this paper are ultimately 
decided by consumers and legislatures in specific settings. General 
principles must be adapted to different programs and objectives. 
Where incentive and disincentive elements for adults can play a very 
significant role, as in unemployment insurance, the form of taxation 
and benefits may differ from the methods of providing education to 
children. The relatively nondiscretionary role of the Federal Gov
ernment in the administration of a wage-related, contributory insur
ance program may differ from the role it plays or might play in 
providing or financing educational or health services. These illus
trations could be multiplied, but are sufficient to indicate that fiscal 
policy cannot be considered apart from economic and social policy.

A major weakness in most recent fiscal policy discussions is that 
fiscal policy is frequently viewed as being independent of social policy. 
This is not true and, moreover, is undesirable. Any mechanistic solu
tion to fiscal problems, whether it involves income distribution, taxes, 
the budget, interest rates, or monetary policy which does not ade
quately take into account the impact on individual, family and na
tional welfare, is not a sound national policy.

Social policy should not be viewed as something which only comes 
into play when fiscal and economic policies do not work out as planned. 
Nor should social policy be introduced only as a secondary factor to 
make long-run fiscal and economic policies workable in the short run. 
Social objectives must be woven into economic and fiscal policy in a 
democratic society at the initial stage of their formation and admin
istration. To accomplish this, much more emphasis must be given to 
factfinding, statistical analysis, research, and demonstration projects 
in socioeconomic policies and programs.

The increasing complexity of economic, fiscal, and social policy 
issues, the great increases in population and its geographical and social 
mobility, and the controversial character of many issues facing law
makers (Federal, State, and local) and the citizenry, all argues for 
our obtaining some perspective on our current and future problems 
and resources. The Congress affects policy and programs quite apart 
from the passage of laws, the making of treaties, acting on nomina
tions, and making appropriations. By its staff studies and reports, 
committee investigations, and cross-examinations of Government and 
public witnesses, it influences policy. Sometimes the declarations of 
public policy and statements of congressional intent in legislation
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come to have an effect more pervasive and influential than the sub
stance of the legislation. The declaration may be understood by mil
lions ; the substantive provisions only by a few experts.

Statements of agreements and disagreements are often of value. 
Recognition of facts are frequently of some importance. Exchange 
of ideas can modify conduct and policy.
Commission on current and future social policies and trends

I t  is suggested, therefore, that the Congress enact legislation author
izing the appropriation of funds to conduct a nationwide survey of 
broad current and future social trends. The funds should be appro
priated to a special nonpartisan Commission which would use the 
facilities of Government, universities, and other private resources. 
At least 3 years should be allowed for the completion of the report 
which should be comprehensive.

Such a report would enable the Congress and the American people 
to have some benchmark to evaluate the programs and policies neces
sary for the 1960’s. Economic and fiscal policies can then be reviewed, 
criticized, and modified in the light of social needs and the social prob
lems of an expanding economy.
Social research

Increased research funds are needed in the social, economic, and 
administrative aspects of health, education, and welfare. Congress 
has, in recent years, increased appropriations along this line for educa
tion, vocational rehabilitation, and public health. In  1956, legislation 
was enacted authorizing appropriations for research and demonstra
tion projects in social security but, as a result of the economy drive 
this year, appropriations, unfortunately, were not made in 1957 to 
carry out this new legislation. Both the House and Senate appropria
tion subcommittees recommended an initial appropriation to carry out 
the program. I t  is recommended that Congress provide the necessary 
funds to implement this 1956 legislation.35

Federal funds for research in many aspects of health have increased 
significantly in recent years. The Congress has been generous an<? 
farsighted in this area. In  the economic and financial areas Con
gress has provided for research and statistics in the Bureau of 
Labor Statistics, the Department of Commerce, and the Treasuy, 
which has resulted in the supply of information generally unavailable 
30 years ago. But, in educational and social matters, the Congress 
has been hesitant and doubtful, perhaps because of the social issue? 
involved in these areas. Nevertheless, in the past 3 years the Congress 
has recognized that it is possible, desirable, and productive to encour
age research in these areas.

Expenditures in the field of research in social security and welfare 
in the United States are microscopic when it is recalled that in 1954 
over $5 billion was spent in the Nation for all research and develop
ment performed by private industry, educational institutions, founda
tions, Government and all other organizations. Of this amount, the 
Federal Government financed 40 percent of the cost. Over one-third of

35 For a summary of the legislative background and research potentialities of this legisla
tion, see Wilbur J. Cohen, New Opportunities in Social Security Research. Social Work, 
April 1957.
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the research and development work conducted by private industry was 
paid for by the Federal Government.36

This same formula can and should be used to accelerate social and 
economic research in health, education, and welfare. Increased Fed
eral financing for these purposes, with the actual research decentralized 
to private organizations, universities, research institutes, foundations 
would be a sound investment. The vast social problems we are en
countering in our dynamic society require a larger investment in social 
research. The joint committee might well make an intensive study 
of the needs and resources in this area with the assistance of the De
partment of Health, Education, and Welfare, the National Science 
Foundation, and the private philanthropic foundations making grants 
in these fields.
Further study of low incomes needed

There should be continued the study of the extent of low incomes in 
our economy and the changing causes and the effectiveness of programs 
dealing with them.

The studies, hearings, and reports of the Subcommittee on Low 
Income Families (1950 and 1955-56) under the chairmanship of 
Senator Sparkman, have aided in focusing nationwide attention on 
low incomes in our economy. New information and programs have 
been developed since the subcommittee made its last study (1955) and 
report (1956). I t  would be desirable to continue the work of this 
subcommittee, particularly in planning for the preparation and anal
ysis of relevant data in the 1960 census.

No one government agency is specifically authorized or directed to 
bring together all of the data bearing on low incomes in our society. 
We need much more intensive information on the interrelationship 
between educational status, poor health, and dependency, in inter
preting the causes of low incomes and the methods necessary to mini
mize and prevent dependency, and raise the productivity of low-income 
earners. The responsibility for coordinating, synthesizing, and elimi
nating the gaps in our knowledge should be given to one agency. The 
Bureau of the Census, the Departments of Labor and Health, Educa
tion, and Welfare all have a significant role to play in this matter. 
I t  is suggested that Congress enact a statute directing the executive 
branch to prepare material in this field, and creating an interdepart
mental committee by law to institute the necessary arrangements to 
see that the material is developed by the regular agencies. The mate
rial should be available so that in 1960 and again in 1965 the Subcom
mittee on Low Incomes could reinvestigate the situation with more 
adequate information than what was available in 1949 or 1955 or 
what is available today.

I t  is also suggested that the joint committee take the necessary 
steps, if it has not alreday done so, to request the report on low incomes 
recommended by the Subcommittee on Low Income Families to be 
submitted by the executive branch to the joint committee during the 
85th Congress.37

30 Expenditures for Research Relating to Welfare, Research and Statistics Note No. 28,
1956, Division of Program Research, Social Security Administration, Department of Health, 
Education, and Welfare.

37 A Program for the Low-income Population at Substandard Levels o f Living, S. Rept. 
No. 1311, January 5, 1956, p. 14.
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As national productivity and incomes rises, some of our methods and 
programs dealing with low-income problems may require substantial 
modification. To prepare for this challenge, we must lay the plans 
now for the information and analysis needed in the decade ahead.
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