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March 17, 19o9.

The President ,
The White

Denr I t . JMfti—tl

Its our fi'-p-i<*itv as M r» Of the Fiscal
•:tery Advisory Board wa hare ft>ffliT1j eOttftl&SMCl the

three M i s proposals ands by the Social BadttTlty Borjrd
1B connection with <i . at*? to the old tge Insurance
pMgnm, Ti:^*f ecrmeaeiai banofit f iuj i i i t t i s 1940, llber*-
t:.lir;lng bMMflt yX9Tl«iOB»v and y i m t t t t t g tha BO)|»d&I»d
ta i t a u u m in 1940 to ga into e f fect . • • ©ti-jport the

to oo&vteaê  b^Bafit p?.t̂ ®eE ŝ in 1940 ant* to
, to the fu l les t extant feas ib le , b«n«jflt VTQv

to the idh»<tul»<1 ltt*r^M l l payroll

e oolleetior: of payroll t«S»« 1B excess of
benefit p^^m^nts ir$fK5fl»8 • willom ftxwg on r*o9r«V7«

sAttl 'with • loa^ tWM prt>bl«^i of <!©ficiest aoWMMMr
;, power, -with MM excess of eaTinga ov^r imtXett for

** To eoatistte & symtma. wixieh
ij i tanslf isa our pro%l«n waM jpovt-

I tin d.-iv wlteji i t wi l l be pO0*lfcle t-o MXajwa the toti
imterferla^ with INMAMMM re

So#lml Security Board's ar
* . Ho» of • reserre fund, tad the

m t withdraws! of purchasing pomOP« Igpwwwl of
t h i s i*oNM»4stiO£ wrald iiaply aeeeytaaee of • p r inc ip le
of n m m i n g old »§• twnoniacfe for which them i s a rnpidly

expart «M popular support. IBie euiiMw1»H»a of
fianAi i s appyoffyiftte to pr ivate but not

ance, This haa IOHR b««?n rillflglf w<l in Other
Tho coi.tri^utory pr inc ip le , in our ^udg^nt , would

iK>t be ead-.iHgereu b;y a failure to increai taa in 1940,
as t h i s pr inciple does not r e s t on any p i r t i c u l a r schedule
of tax ra tes or tax increases, noi' on the absence of t feder-
a l contr ibution. The greatest danger to the contributory
system wil l a r i se from a fa i lure to achieve a higher national
income.

In 1937 the excess of payroll tax col lect ions
over benefi ts was S major contributory factor in the decline
in consumption that preceded the downturn in business.
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The President

In 1938, about #1,000,000,000 fcad to be spent by the
laerely to offset the deflationary effects ©.rising frosi

the unemployment and old age insurance pvftgMMI .̂nd in 1939 another
#1,000,000,000 will have to be spent for the same purpose. This
has the effect of increasing the deficit without securing a corres-
ponding increase in buying power.

In 1940 and thereafter, the increase in payroll tax collec-
tions arising from (a) increasing payrolls, (b) en extension of cover
age, and (c) a fifty percent hirher tax nil, uuy entail a repetition
of the 1957 experience or the necessity of incurring a much lerger
deficit than would otherwise be necessary, unless the benefits sre
increased sufficiently to offset tax collections.

Since it is likely that t o accruals on old ago account
will approach #900 million in 1940 if tax rates ar© advanced; since
it is highly improbable in our judgment that liberalized benefit
provisions will result in a sun in the next year exceeding #100 s&l-
lion; and since th© reserve fund will amount to #1,700,000,000 at the
beginning of 1940, we feel strongly that it would be dangerous from
a fiscal tinti monetary ->oint of vieitf if the scheduled increase in the

tea rate should go into effect on January 1, 1940.

Although we are not at this ti:*Te making any
relating to unemployment insurance, we think it pertinent, in an-
nection with the proposed increase in the payroll tax rate for old
age insurance, to point out that ths excess or payroll taxes over
benefits on unemployment insurance account will, in our judsment,
amount to around half a billion dollars, asauiain.:: a national incorce
in 1940 no hizher than in 1937.

If the tax rate increase ie postponed at this tine little
difficulty in securing increases in payroll taxes in th© future ttay
be anticipated if such tax increases are actually necessary to fin-
ance current benefits and if, at the M M titae, a portion of the
costs of amch benefits is borne out of general taxation, as is the
case in England and. oth^r countries.

In view of the foregoing considerations, it would not
advisable to approve the scheduled increase in the tax rate.

Respectfully,
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