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September 7, l^ l t j 

Dear K&ndolph* 

I asa enclosing a b r i e f statement -ehich w i l l explain 
why 1 think i t undesirable t o advance the proposal fo r an expan-
sion of Social Security as & par t of the Adsainistr&tion* s current 
revenue program. 

m i n concern i s tha t a l inking of these issues 
would weaken the prospects f o r obtaining a s a t i s f ac to ry revenue 
b i l l and m>uld cause considerable delay in providing f o r increased 
taxes . She isajor task before Congress i s t o provide promptly for 
a subs tan t ia l amount of addi t ional revenue needed to fissure the 
success of the s t a b i l i s a t i o n program I f the Social Security prq~ 
posal isrere introduced as a par t of the revenue program, t h i s basic 
issue would be l o s t o f . The publ ic , which has cone to under-
stand the need f o r ixicreaeed taxes as a reans of i n f l a t i o n control* 
•should f ind i t &ore d i f f i c u l t to see how an expansion of the Social 
Security program a t t h i s t l s e would serve the ©esse purpose. Con-
gress has shown no eagerness t o tackle the Social Security issue 
norar* as evidenced by the reception given the President*® recent 
statements on the sub jec t . Introduction of the Social Security issue 
would r a i s e highly controvers ia l problems which have no r e l a t i on 
t o the iB&ediate needs of the s i t ua t ion . Opposition t o spec i f ic 
Social Securi ty provisions uould be turned in to opposition t o any 
substant ia l increase i n taxes . For a l l of t&ese reasons i t <srould 
appear a serious t a c t i c a l e r ro r t o l ink the Social Security program 
with the current revenue proposal# 
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At the sene tim® an increase in payroll taxoe ear~ 
parked for Social Security benef i t s would o f f e r no advantages, 
f o r purpose® of current pol icy, which could not be obtained as 
well by other methods* An increase l a income taxes , i f combined 
\sith a provision f o r t ax refunds a f t s r the war isould provide an 
equally e f f e c t i v e m s of re l iev ing the burden upon taxpayers in 
the losrer income groupa# Hie reduction in voluntary purchases of 
savings bonds, r esu l t ing frcsi a sharp increase i n payroll tenets, 
-ssrould bo no l e s s , and perhaps more severe than tha t resul t ing frees 
an increase in income tue® # combined with & refund provision. In 
eosae other respects the economic e f f e c t s of increased income taxes 
©cabined with post-imr refunds would be preferable to those of i n -
creased payroil taxes* 

*fheee considerations, which speak against a ecssbina-
t i en of the Social Security proposal with the current revenue pro-
gram, r a i s e no object ion against an expansion of the Social Security 
program a t a l a t e r time. On tho contrary, I believe tha t ©very 
e f f o r t should ba made to obtain Congressional ac t ion on an enlarged 
Social Security progrsm a f t e r a substant ia l revenue measure has bean 
passed* I f euch act ion i s obtained in tho course of l̂ LiU* increased 
benef i t s w i l l bacome avai lable in time to meet the needs which may 
a r i s e in the period of t r a n s i t i o n t o a peacetime econony* An i n -
crease in taxes now should not jeopardise the case f o r an expansion 
of the Social Security program nes t year* Additional taxes now im-
posed can be reduced l a t e r when the liighar payroll t&xos become 
ef fec t ive* 

Sincerely yours* 

M* S* Eccles, 

Enclosure 

Honorable Ha&dolph E* Paul,, 
General Counsel, 
t reasury Department, 
Washington* 0* Cm 
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Str i c t ly Conr i fan t l i l 

Pl&oo of Social S w o r l t y i n tho A ^ ^ l ^ t ^ f e i o a t g Rowmo Program 

a*q^emioa of tho soc ia l Securi ty program I t highly dosirofelo, 
but I t wcmld bo * e&otoko t o litxk tho d r i w f o r a broodosod j f o g m * ts&th 
tho Aiteiai strati****1 s ourront ro*om*e $ropoo*3U 

It % hroadomd Sooiol Soowity Pr&grm mm »odo tJso ooaterol 
pa r t of tho Administration** nrrosmo propoool* tho bncio i*ouo of i n f l a -
t ion oodfcrol would be loo t s igh t of in the di$outoio£ of *ooial iaourosoo* 
At & roou l t tho adoption of a rownao M i l *ould bo dolflyo£# Mora 
por ten t , tho ch imes of obtalaim; tbo rowtroo ob joo t iw would fen groot ly 
rothiood* tho publ ic , which has beo& brought t o tho uood f o r 
l&oro&ood tc&o* a ®&m* of i n f l a t i o n control* would flmd i t isoro 
d l f f l e sa l t t o soo tot asi of tho Boeiol Sooority program would 
m r m tho aas&o jrorpooo* Ccmgroo©* oa tho wfcolo, ha* m oagoraooo 
t o taoklo tho Saeiftl soouri ty i&mo a t th io t i m $ a« o^ido&ood by tfco 
rooopticm giwon t o tho Frot Idont** rooont atotojsoatson tho at&Joot* I f 
tho Sooi&l Soourity l**$o l a itstrodtaeod* highly con t rowrs i a l ss&ttors auoh 
«» usodlo&l loaurfcaoo or tho l i f t i n g of S ta te %xmm$Xq$mtL% inaur&ioo t o 
« Fodor&l hc&la would hm# t o bo o&r«oidorod» woold bo dobatod whieh 
aro ot t t i ro ly msrolatod t o tho is&odiato nooda of tho si tuat ion* Group* wbioh 
aro opposed to apooifio Social Eooarity proriaio&o would bo j&aeod i n t o og** 
pos i t ion ag&isiot ai*y aiihata&tl&l ineroaao in ta&o&# For a l l of thoao 
m m m s t . I t would aj>poar a ser ious t a o t i e a l o r ror t o l i a k the Social to-* 
oo r i ty prograt with tho ourrowfe rowosuo proposal* 

An isoroaoo I n s ay ro l l tiueoa onyi^rkod f o r Sooiml Soearlty bo»o» 
^woowr* wotili o f f o r no with roepoot t o owroa t polioy f 

wfci^ oould not olvo bo obt^lno4 l y otfcor is&othodo* tho grmnti^s of 
t i o m l Soolftl ^our i t ry bonof i t s would bo oo* wi^ of rolioiring ^ o bordon 
of o d d i t i o m l t&xoa upon tiso l o w r inoo^o g r w t i s g of poot^mr 
t a x rofondff would bo m ^ m X k ^ of foo t ivo ttefior approach n 
nhftrp Itierooto i n th# t m l i a b i l i t y of tho lo&or to Mddlo i^cc^o 
wi l l t o i m t i t a b l o i f ^ t o #10 b i l l i o n of fedditio&fcl tf&os oro t o bo ob^ 
t^deod f r m i&dlUdsftlft* Sat t ho ootuol W d o n i ^ o M d m thoim t«^oyoro 
oo^ld bo asaoh rodttHN»d I f it eubotfttitial por t of t h o i r oo&tribut&oa w r o 
i n tho f o m of rofu»doblo A t i ap lo poroonto^o oould bo pro^ 
vltlod by wMoh t t o rofuad&blo j o r t of tho tox wmld ho dotw^lnod* I f tho 
oddi t ionol t o a roirmmi woro obtodsod f r « o supplo^nfery myr %m 
thmtx m InorooM %n tho m t o o of tho oadoting sur tax tlso rofut^i 
oohodtalo might bo i^pl iod ogoinot tiio l i o b l l i t y tmdor tito o ^ l o w o t f t f y tox 
(othorwico i t saS^t bo o^^liod ogelnot tho i^torooood r o | ^ l o r Inco&o 
Of tho Hr i r t ISO of t u p p l o s ^ t o r y wor: t « $«!£# 1CK> por oont n ight ho ro^ 
fimdobloj of tho sos t #50 p«ddf oosit> «o fo r th o t * dooli&isg 
ro to f with ftn wgmor l i ^ l t % r w f r n d t of iUOOOb Ao m roo^ l t tho rofundnblo 
por t ion of tho t«2p*$wr*0 l i a b i l i t y would bo tho mmUor t ^ l*?c*r hio 
ooe^o tho fcsik of t t o rofutkd® would go to tho l o w r l a o ^ o g r o u p t h o 
cohadulo oould ho odjustod t o prorifio f i r dooirod m t of t ^ i oddl* 
Uonol Uobi l i l^r hotmon out r ight *&d roftmdoblo toa^n* 2m t h i t wsy t o ^ 
| t y # r « i n t h o iowor sroupo would ho giwon moooto i n to tora f o r ^ o i r 
tux |?«ysaontt i » xsuch the sow* way e* iiodor m oa^osdod $ooiol ^ o w i t y 
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g m 

Jkxq? aubaiantial i n aottpulaory raqoSra&anta tha 
loimr t o s&ddla %nmm groups *fauld fca ro f lao tad i n raduead purehsaaa 
or savings on a ?olnnt&ry fe&ai** An inoraata to payroll tasaa 
f a r Soeial goourity jstrgotas would to t&ia a f f o o t no laa* tfc&ts nil 
oroaao i n %mm& taso* wltfc m prmisim f o r rvtm&u* Both n&t&oda tmuld 
cut t&a t & a ^ r 1 * h e w m*t of uhiah u&iriisgs fco&da oould 
oha«ad ral tsould provide him with aaaata which 1m might oubst i tuto f o r 
tlso fconda haratoforo ^osgfct on & voluntary bails* She f a s t tha t inoraaead 
Booial secur i ty oontrifcatlone *o$sld *p?ly against t o t a l gross inocssa 
(asaluding tha p a r t oJ i n o&oosa of #3*000) and allow ne 0K«|*ti0na 
t o a w o tha lowest Imom group* auggaata t ha t tba roaul t ing roduotion I n 
tha payrol l e x t r i c a t i o n progrsw to la rgar undar a 12 per aant pay-
r o l l t a x than nndar & syatam of rafttadt&lo inaoea nrhiofc aould provide 
f o r j^reojsal a t tent ion* and credits* 

subs tan t ia l i w s s d p r o p m w i l l tomd t o rednao voluntary 
jsnrohaaaa of savings tonda* tot t h i s I t no dsols ive argisasnt against i t * 
t t i s of v i t a l importance t h a t tha Govarrmnt should rat&ln soesa jKoasnrs 
of ootfferol ovor tha timing of r ada i^ t ion psymanta in tha post**sr p e r i o d 
Smoh aontrol i t re ta inad imdar a oossfmlsory grogrga ( to i t im tha for® of 
rafnndafela t a sa s or aapandod Boaial Saourity tonofits) but i t atoant undor 
a voluntary aavlags Yolnntsiy jmrohaao* of aavinga toads* navar* 
thalasa* w i l l r a t a l n a i r l t a l p a r t i n flstasaing program own though t t ^ a 
a ra inoraaaodft 

i n oar ta in raspaot* an ineraasa i n payroll toi tmuld to l as* 
a&tlsf&etory i ^ tho ourront o i tua t i im thoa an inoromao i n l^e i s^ 
jmrt of ^ l e h w t i l d bo rofO£M2*bl** 3Sio proi>o«o4 ?«grroll t o s of 12 jper eont 
mvXA i^arod i n o ^ m l ?«r t« ^ r mploy©««> tho oo^tr i^ 

t y nauld te inoronsod from t h o i r proeo^t Xovol of k per 
oosst t o 6 per <*mi and tho Qmtr&ut l&i t y ^ I c ^ o o a mmld go up f r o a X f o r 
oout t o 6 par 

A 2*pobnt inoroaao tfc© o^ntr i^at lon t y t g ^ l ^ o r e 
would# i n f ao t # iaoroat* t h a i r X^bor ooat ^ r 2 por I n msgr is&atimeoa 
th l a M s h t roquiro an a4Ju«t^ost of prioa Shara w u l d W uo 
oraaM i n promotion ooat i f tha addi t iona l r m m m m m o^ta imd i z 
t p m of I^oom t ioa» # eol laotad from tfe# l^di^idiaal tax^a^ar# A S-$oiat 
itsoraaaa i ^ tho M&titXlw&tm by mple?*** vmuId tand t o oraata ssera bard« 
ahip i n ti ia ineoaa gro*ijw than w u l d rol^ndaUa inoma t a m a whioh 
would alloir f o r par«onal a«d oradite* ^ a r a f o r a i t ^o^ld Isa 
i s ^ a XHcaly t o reatslt i n a droaad f o r waga A broadaniitg of 
Social Saourity aowraga t o a f r i o u l t s r a i workara and t o s a l f « ^ l o / a d t 
could faardly aooGs&pliahad dm abort notioa* thoratyr lo^gtlionini; tha lag 
feat**®* anaotssant and a ^ n i a t r a t l T O afpl loa t loo* 
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2& ah*r% I t imuld appear th&t th* inclusion of Social 
Security program l a tha f rn rnn* roiremse ^ro^oaal would I w e r th$ ehancoa 
of ebtainin® it eaiiaffcetory b i l l without o f t e r in j ; adwatfego* i*h£oh could 
so t be .dtaaiMd Sat tM« conclusion in m way aradueoa tb* 
s e e i r a b i l i t y of promoting an expansion of the £o*l«l £$eoriiy program 
a t an oar iy date* I f action on * bre&doned Social Security 
Program leara obtained i n the increased benef i t* would beeem iŝ miX** 
abl# In tlm t o saaat the ncoda a r i s ing in the poat^rar 
a d j u i i t ^ n t periods Am Incro&ae i n %m<m fcisxe* now teeuld provide m 
obstacle t o a broadening #f the £e$ial SoottFity i n R&thor 
I t t$ould f a c i l i t a t e t h i s a tep g l w t d i e t i n g t&xa* could be induced l a t o r 

tho higher payrol l taxes i n t o e f fac t* 

iSto dowlopsaint of th* Social Security Progrim i s of 'vital 
Importance to Mia nation* I t should b# eo&eiderod m i adopted on l t « 

merits* stu^y of the prpgrm vmild regain* more ti&o* i*o»t l ikely* 
than isrould be airail&ble t o Congrtae i f taxe* are t o becosae 

1* 1 © 1 0 rola t lonehlp between tb* financing of 
Social 6ocuriiy the re%uimsenta of general f i a c e l policy need bo 
ooneidored sseefc careful ly* i t appears w r y doubtful urhath*r thu financing 
«f the enlarged program ekmld* e t t S &t the cutset* r e ly ofccluaiwXy 
payrol l t&xoa and m t b# g i w n eossse aupport fro© tba general budget* 
Payroll t axes as higb &g 12 per cant n ight p row a aowroly dopreeaing 
f a c t o r i n ih* pogtMwr oconessy* A e t h e r burden w r o sh i f t ed to the 
e&ploy*** l u t f c c fo*m of loader ^agoa or t o coniroora i n tho f e m of 
higher price** f h i t point *hot*3td i*ai®hod ca re fu l ly before adopting 
a IS por cent p ^ U t ax whiefe m u l d previa* to * r i g i d olomnfe 
i n th* fodara l t a x atruetsiro* 

foptrabtr 6* 
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