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In accordance with your instructions, I sent a copy of
the attached memoranda on social sscurity to Secretary Hopkins today.
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Harch 17, 1939,

BEOAD C4SE FOR DBASTIC AMFBIMERT OF THE PRESKNT
OLD AGE SECURITY PHOGESM

The presant prosrem is defective on\poth soeinl sand econ-
omic zrounds, It wery obwiously f2ils to meet the =ocinl mneed,
a9 is evidencad dy the sttitude of the overvhelming bulk of the voters,

' The present old-nze pensions ars totally inmsdequute {n soue states,
and the rigld meuns test us applied to the families o the aged ie
reseonted,

On sconomie groundsg, the pressnt program 18 aven mora Open
to eriticism, The pressing overall economic problem freins us is
thet of excessive capacity to save relative to investmont outlete,
or stated in other terms, sn scute deficlency of consumer buying
powar relativa to our espmeity 10 »roduce, The payment of old age
peneions, finenced in part from the general income t=x base, provides
the obvious =olution to our vconomic problem, It fits in with the
cormunity®s prevailing ideas as o soeial justice and involves =
minimun of interference with or depertnure from the set 0F ldese aBs0C-
iated with our system of »nriveie entorpriss and a profit sconomy,
Genorslized old age pensions are a2 Testura of othar onpitslistie
demoeracies,

In plues, howaver, of utilizing this favorable soecisl atti-
tude a8 & means of solving our economic problem, wa have netually in-
tensified that proble: by devising = scheme of %tax collsetions in re-
lation to banefit payments that entails - substantial deerease in con-

swsar buying powsr, On the old sge insuranes part of the present
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progras we will, in the years 19837-39, have withdrasn sbout $1.7
billion from consumer buyingz powsr, In 1940 the danger of a deficlency
in consumption will becons especially acute, In that yeer, howsver,
the tax rete on old sge account will rise by fifty peresnt, coverage
will bs sxtended, and, assusinz no more than s 1937 level of payrolls,
tax acerusls will grow to sround $900 million, from $550 million in
1938, The net deduction from buying powsr will not only be large in
absolute terms, dut will be larger thesm in 19359,

The basic sconomic dafect of our old aze prozrsm lies in
its failure to teke cognizance of the changed economic enviromment
relative $0 savinge and the outlets for =avings, Throughout the
major part of our history our savings were slmost automatically trans-
lated into capital expenditures and hence added %o our atandard of
living. XIn addition, the outlets were asuch thaty we borrowed from
abroad.

The preseont system of old age insursnce, enviaaging an
excecs of tax collections over benefits for many years to come =nd
heace s net sddition to the voluwme of current esavings, is based
implicitly on the sssumption that such seving will add to our produc-
tive faeilities, will add to our smmuel production of goods and serv-
fces, and hence will permit the elder people to be paid withoutl tend-
ing to lower the standard of living of the rest of the community.

The moment 1t iz seen thet sdditional ssvings, eo far

from rezuliing in an increasse in armusl production, merely means
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that we have less of =n effectivs demand Por the output of our
existing productive Tuecilities, ths ecosomic srgument Tor the axist-
ing method of financing old agze ascurity collapsea,

The remnining arguwmsnt for the presant systes is a
political-socinl ons, It is believed thet adharsnce to & particular
schedule of tax ratee end incrasses iz necesssry for the maintenance
of thae contributory principle of old sge insursnce. The contridbutory
prineiple, in turn, is regarded ns necessary to (a) provice s basis
for the differsnces in individuel besuefit payments necessary in a
country with such wide income differsnces, (b) do away with the means
teat and (e) safeguard sezles of benefit psyments agsinst reductions
by sose Tuture Congress,

The varions links in this argument must ba conaidered
soparatalys

{2) It is difficult to see that the contributory prineiple

is tied up with any particular achedule of tax payments axoept
one in which evary beneficiary reeceives bhack anr anount propor-
tional to what he p=id in., dAetually this is not now provided,
snd farther departures were proposed by the Socisl Security Advige-
ory Boerd, In any case, the bulk of ths levy on the smployer
ies either psesed back or passad on to the consumar, 80 that today
'tho genersl consmsaing publie, including fermers, domestics and

people over sixty-five, is being taxed to provide benefits for
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particular workers in covered occupations, This is freely ad-
mitted, but it is sald that the importunt thing 1z that people
should feel that they are entiiled to un annuity becanse they
have paid premiume in the forw of taxes, The arsument at this
point, however, becomes excessivsly Tinespun when this psychol-
ogical attitude is tied up with any particular rate of taxes,
and any particular rete of increase in such taxes,

It is doubtless desirsble that future beneficiaries
shonuld be conscioung of the fuct that they sre currently paying
0ld age taxes roughly proportional to their incomes. This
helps to justify differences in annuity payments snd to avoid
the test of dire need to qualify for such annuities, Howevsr,
a penerzlizoed percentage payroll or income tex accomplishes
this, vhethar it covers ome-third of the curvent cost of annuities,
a8 in Bnglond, or 2 much largsr percentage of the cost, as our.
present progrsm provides,

(b} With reference to the sraument that adhersnce
to a particular sechedule of rates and increases safeguards
particuler schedulies of anpuities from change by future
Congresses, it may bs pointed out that the set pasesd in 193858
ia alrendy undergoing extensive revisions. It is naive to
expeet that through verious devices we can safeguard an insti-
tution or socisl progrem from change, What people over sixty-
five will receive in the ysar 1960 depends on & host of faetors

we cannot even visuslize,
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March 17, 1939.

SOCIAL SECURITY PROGRAM FOR 1940

Now that the Social Security Act is up for revision
an effort should be made to devise a plan that would

(a) meet the widespread demand for national old age
pensions,

(v) permit differentials in monthly payments in differ-
ent parts of the country,

(¢) preserve the contributory principle,

(d) make for an addition to rather than a subtraction
from consumer buying power,

(e) entail no additional appropriations nor taxes over

those now contemplated for 1940,

Such a plan, if it can be worked out, would remove the
old age pension issue from polities in 1940, would prevent the
threatened deficiency in consumer buying power in 1940, and yet

could not be opposed on economy grounds,
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