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Merch 17, 1939,

The President,
The ¥White House,

Desr Br., Prosident:

In our espacity as members of the Fiseul and

Honetury Advisory Board we have curefully considered the

three main propos:ls mude By the Socinl Sseurity Board

in connection with amendmente to the old zge insurance
progrimn, vis., coomencing benefit payments in 1940, liber-
alizing benefit provisions, and pemmitting the schedulsd
tax inerensze inm 1940 to go into effect, We support the
propognls to commencs benefit payments in 1940 and to liber-
slize, to the fullsat extent feasible, benefit provisions,
#e are onposed to the scheduled inersuse in payroll taxes,

The collection of payroll taxee in excesa of
benefit payments iuposss s gerious 3rag on recovery, Ye
are faced with s long terr: problem of deficient conswier
buying power, -with an excess of savinzs over outlets for
privete capitel expenditures. To continue a systom which
aggravates this deficiency intensifies cur problem and post-
pones the duy when it will be possible to balance the hudiget
without interferins with busipness rscovery,

The Soeisl Ssourity PBoard®s recormendation envis-
azes the further scoumulation of & resarve fund, snd the
farther net withdrawel of purchasing power, Approval of
this recommendstion would ifmply seceptance of a prineciple
of finspcing old sge imsurcnce for which there is a rapidly
decreasing expsrt snd populsr support. The scommulstion of
regerve funde is appropriste to priyste but not social insur-
snce, This has long been recognimed in other countries,

The aqntributory prineiple, in our judgment, wéuld
not be endungered by a fsilure to increase the tax in 1940,
a&s this prineiple does not rest on amy psrticular schedule
of tex rates or tax incresses, nor on the sbsence of a feder-
al comtribution, The greatest damger to the contributory
system will arise from & failure to achieve a higher netionsl
income,

In 1937 the excess of payroll tax collections
over benefits was a major contributory fesetor in the decline
in consumption that preceded the downturn in business.
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The President -

In 1938, about $1,000,000,000 h=d to be spent by the
Government merely to offset the deflationsry effects arising from
the unemployment and old =zge insurance progrems snd in 1939 another
$1,000,000,000 will have to be spemnt for the same purpose. This
has the effect of iunereasing the deficit without securing & corres-
ponding incresse in buying powsr.

In 1940 and thereafter, the ineresse in payroll tex collec-
tions arising from (a) increasing payrolls, (b} an extemsion of cover-
age, and (¢) a fifty percent higher tax rate, may entasil a repetition
of the 1937 experience or the mecessity of incurring a much larger
deficit than would otherwise be necessary, unless the benefits are
increased sufficiently to offset tax collections.

Since it is likely that tax sccruszls om o0ld age account
will approach $900 million in 1940 if tax rates are advanced; since
it is highly improbeble im our judgment that liberalized benefit
provisions will result in a sum in the next yeer exceeding $100 mil-
lion; and since the reserve fund will amount to §1,700,000,000 at the
beginning of 1940, we feel strongly that it would be dangerous from
a fisesl and monetary point of view if the scheduled increase in the
paypoll tax rate should go into effect on Jamuery 1, 1940,

Although we are not at this time making any recommendsations
relating to unemployment insursnce, we thiak it pertinent, in con-
nection with the proposed increase im the psayroll tax rate for old
age insurence, to point out thait the excess of payroll taxes over
benefits on unemployment insursnce account will, in our judement,
amount to around hslf & billion dollars, assuming & mationsl imcome
in 1940 no higher than in 1937,

If the tax rate increase i postponed at this time little
difficulty in securing inereases in payroll taxes in the Tuture may
be anticipated if such tax inereases are sctually necessary to fine
ence current bepnefits and if, at the ssme time, & portion of the
costs of such benefits is borme out of general taxation, as is the
case in Englend and other countries,

In view of the foregoins considerations, it would not appear
advisable to approve the scheduled inerease in the tax rate,

Respe_etmlly.
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