Use of the Production Index in the Economic
Security Act.

The Economic Security Act provides that the payroll tax shall be
one per cent in 1936, 1f the Board's production index does not average
more than 84; and £ per cent if it averages between 84 and 95, and the
same provision ig in effect about 1537, In 1838 and thersafter the tax
is to be 3§ per cent.

4 ia my recommendation Lhat the fex be made 1 per geckt in 12i6,

A gpar gent ia 19037, and 3 per cent in 1333, regardless of ihs behavior
o2& Lhe production index.

This index is an estimate subject to revision and occasionally to
considerable fluctuations of & more or less sccidental nature, If
$100,000,000 of taxes, more or less, were to depend on whether the index
happens to fall below or above 85, there would be pressure on the Board
to make 1is estimates ss low as possible., The index would also be sub-
Jected to close serutiny by interested parties, with possibilities of
serious argument about the walidity of this or thet portion of the esti-
mate, An index which is only a rough tool and, though it is based cur-
rently on the best awveileble information, nevertheless includes & good
deal of estimating and judgment, is not a safe measure for & statutory
requirement that it be uged as & basis for texation., Since the tax
is to be 3 per cent in 1938 in any case, it would seem best to simply
step it up 1 per cent each year until then, rather than to have its level
depend on & partially estimeted index and subject the Bosrd to the possible

consequences of controversy over the validity of this index.
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Unemployment Trust Fund

I have been over the draft of Section 4a of the Economic Security
BL11l and Mp, Ourrie has also looked it over. We have no important guge
gestions to meke, Minor changes that might clarify it are suggested
s followss

On page 1, in the sixth line from the bottom, ingert the words
"interest bearing® before the words "public debt,® There ls some none
interest~bearing public debt now and if the amount should increase it
would not be desirable to include 1t in the computation of the average
rate, |

On page ., in paregraph d; in line 4, it iz suggested that the
words "the fund or any part thereof® be omitted and the followlng sube
gtitutedt “Such portionsg of the fund sg are not invested in accordance
with the requiremenis of Bectlion 4a.® This suggestion is for the purpose
of making 1t clear thad 4d dees not in any way modify the requirement in
48 that the Secretary of the Tressury should keep the entire fund invested
axcopt such awount as may be necasgsary for current withdrawals., If the
law should not require the Secrebdary to keep 1t all invested, incresases
and decreases in the amount that he might hold om deposit with the Federal
Regerve banks would have the same effect ag open-market operations by
the Federal Heserve banks and might interfere with the System's open-

marke{ policy.
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