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September 7, 19L3

Dear Randolphs

1 am enclosing & brief stotement which will explain
why I think it undesirasble to sdvence the propossl for an expan~-
sion of Sociel Security as & pert of the Administration's current
Tovenus progrede ‘

My mein concern is that a linklng of these iszsues
would weeken the prospeots for obteining a satisfactory revemue
bill and would ceuse considorable delay in providing for increased
texes. ‘The major task before Congress is to provide prom»tly for
& substantial acount of additionsl rovenue needed to essure the
success of the stebilizetion prograz, If the Social Security pro-
posal were introduced ae & port of the revenue progrsm, this basic
issue wonld be lost eight of. Tha publie, which hes came to under-
stond the need for increamsed texes as e meeans of irzflstion control,
would find 1t more difficult to see how an expansion of the Sociel
security progran st this tize would serve ths same purpose. Cone

gress has shown no eegerness to tackls the Social Security issue

now, as evidenced by the reception given the Fresident's recert
stetemenis on the subject. Introduction of the Social Security issue
would raise highly controversial problems which have no reletion

to the immediate neede of the situation. Opposition to specific
Social Security provisions would bs turred into opposition to any
gubstantial incresse in taxes. For ell of these reasons it would
appear e sorious tectical error to link the Social Security progren
with the current reovenue proposal.
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Ab the seme time an ineresso in payroll texos core
morked for Social Security benolits would offer no sdventeges,
for purposee of curront policy, which could not be obtalned as
well by other methods, An increasc in income texes, if conbired
with & provision for tex refunds after the war would provide an
equelly effective moems of relieving the burden upon texpayors in
the lower income groups. The reduction irn veluntary purchases of
savings Londs, resulting from a sharp incrcase in payroll twxes,
would be no less, and porheps morse severe than that resulbing fre
an incroees in income texes, comblned with a refund provision. In
gome othur respocts the soonomle effects of incrensed incoms texes
ocanbined with post-war refunds would be preforatle to thoso of ine
croesed payroll taxes.

These censiderations, which spewr sgainst a caibinge
tion of the Bocial Security propossl with the cuwrrent rovenue proe
grem, relse no objectlon agninet en sipansion of the Soeiel Eeourity
program at & later time., On the contrary, I believe that svery
effort chould bo mede to obtaln Congreseicnel action on en enlarged
toclal Seourlty progrez sftesr & substactlel ravezus measure has been
peeseds IT such sction is obtained in the course of 194, incressed
benefits will tacome evelleble ir time to meet the needs which mey
arise in the period of transition to a pescstime ecorony. An ine
creaze in taxes now should not jeoperdize the case for en expansion
of the Soclal Securlity progrsm next yesr, Additional taxes now ime
posed can be reduced later when the higher payroll) tsxos becone
effactive,

Eincerely yours,

Ye 5. BEccles,
Lneclosure

Honorable Handolph E, Paul,.
General Counseol,

Treasury Depertment,
Weshington, Us Cs

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Strictly Conridontiel

Plsco of Soolel Sesurity in the idministrabicn's Revenue Fropram

Expension of the Scclal Securdty prozran is highly desireble,
but $t weuld ¢ & misteks to link the drive for a bLrosdened prograz with
the Adsinistretisn's current rovenue propossl.

If & troadensd Scolal fowurity Progre: were nade the contrsl
part of the Adninistretion's rovenue propoesl, the besle lesue of Infla-
tion controel would be loet sight of in the discussisz of scolal insurance,
As & result the sdoption ef & revenus LIl would be deloyod. Hore lme
portant, the chonces of obteining the rewouus objsotive would bo grestly
reduced, The publie, wiich has boon brought to underatand the nosd for
inorensed taxos 2 o moens of iznflstion control, would flcd it more
411fioult to seo how an oxpsnglion of the Soclel Security progrsz would
«rvs the senw purposes CUompress, on the whole, heg shows no oagernsses
to tackle the Scclsl Seourity Sesue at this time, ss evidenced by the
recoption glven to the Prosidentts rocent stetementson the subjest, If
the Sooliel Sseurity lasue is introduced, hnighly controversial mattors such
ss xadieal insurencs or the sxifting of State unenployment insurence to
a Fedorsl besls would have to bo cozaldarsd, lIssuss would be debated widaoh
sre antlrely unreleted to the lemediate needs of the situation, Groups which
aro oprosed 0 epecific Soolel Becwrity provisions would be pleced into ope
position agningt any substantiel inereese in taxess For oll of these
rossong, it would appear a sericus tocticzl eérror to link the Sotlal fom
curity srogren with the ourrent rewenue propossl,

An inoresse in gayroll texes esrmarked for Soolal tocurity Lones
fits, norecver, would offor ny edventages, with regpeot to current policy,
whieh could not eleo be obtnined Yy cthor methodes Thoe granting of sddie
tiona)l Boclal Security benofits would be one way of relieving the burden
of additions]l taxes upon ths lowor incoms groupss The pranting of post-wmr
tax refunds would be an 9guslly sifeetive method, Under axny approach a
sharp incroocse in the tax 1iability of the lowsr to middle inecomo groups

- will b inevituble A7 §5 to $10 Lillion of edditicnal baxes are to B9 obw
tudined fros individusles Bub tho actual burden Smpossd on these taxpayers
could bo sueh redused 30 & eubstantial port of thelr contyibution wore nade
in the forn of refundable taxes. A simple percentsge scheduls could b proe
vided Yy which tho refundeble part of the tex would bo determined, If the
sdditionsl tax revemue wers obtained from a supplementsry war $ax rather
than an inoreass in the rates of the existing surtax schedule, ths refund
sohedule night be applied epeinst the llabllity undor the supplomentary tex
(othervise it night be applisd sgainst the incrensed regular income tex).
Of the first §50 of supplomsntery war tesx psid, 100 por ocent night bw row
fundable; of the mext §50 pald, 70 por cent, and so forth ot & declining

rate, with en r linit Sr yefunds of £1,000, A8 a result the refundudle
porb{cn of the fa:pcyux's ability would 4 the sasller the larger hl,cuin-

coe and the bulk ef the refunds would go to the lower incons groupss The
sehadule sould be mdlusted to provide for eny deeired breskdown of the eddlw
tionel 1iability betwssn outright and refundeble taxes. Iu this way doxe
payors in the lower incone groups would bo given sssets in return for thelr
4ax psysonts in mmch ths ssne wiy a¥ uuder sn expanded Soclal Ssonrlty progrmm,
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Any eubstantial incresse in eompulsory requiresonts on the
lowor to piddle tncome groups would be reflvcted ln reduced purcheses
of savinpe bonds on & yoluntary baaslse A0 Incresee in payroll taxes
for Loclial Soourity purposss would have this offgot no less than an Ine
cresss in incose texors with & provision for refunds, Both methods would
oub down the taxpayor's incows out of which savingz bonds sould do pure
chaged snd would provide him with essolz whlch he might subetitute for
thoe bonds heretofore bought on e voluntury Uselss The fuot thet fncrossed
Soolel Sscurity contribublons would spply spalnst total pross incons
(oxeluding the pert of incose ik oxooss ofF $3,000) end allow ne exemptions
to ovon the lowest lneown groups suggests Shet the rosulting roduction in
the payroll contrilution progrma mizht be larger under a 12 por cont peye
roll tax tian usder a syster of refundable incone taxes whick would previde
for psreonal exveintlons and crodits.

Ary substantial revenue progrem will tond %o reduso wvoluntary
purcheres of ssvings bonds, but this is no docisive argwent sgeinst it,
it is of vital importance thst the Goverrsent should retsln some measwrs
of contrsl over the tlming of redemption paymonts in the post-war pericd,
Suoh tontrol Ls rotained under s compulsory progres (be it in the form of
refundable taxes or expanded Soclal Seourity bonafits) but is cbsent under
& voluntary sevings programe. Voluntary purchescr of ssvings bonds, pevare
theless, will retain s vitsl pard in the finmueing program even though texea
are Suoreegod,

In cortein respacts an isoroaszo in payroll taxos would bo less
setiafactory in the current situstion then an increnge in incaxe texss,
pert of whieh would te refundeble. The propored payrsll tax of 12 per cent
would be shared in squal pearte by wnployers and suployoos, Thug the contyrie
tution by employers would Y& incrosszed from thelr pressnt lowel of § per
cont $0 O per cent and tho contribubien bty eupleyees wvuld go up from 1 per
cont to 6 por cunt, A Sepolnt incresse in the contridution Ly exployers
would, in fact, inorosse thelr lshor cost by 2 por cent, In wany instances
this =ight requiry s edjustuent of price ocellings, There would bo no lpe
cransd in production cost 47 the additional roverme wers obtained in thi
fore: of iuocpe taxes, collected from the lodividual taxpeyers L Gepoint
t{rverease in the contribution by employoes would tond to ereste more barde
ship in the losest income proups than would rofundable income texex whish
would allow for persosal easmptions and oredites Thersfore it would be
more likely to result in » demand for wage adjustmonts, A broadsning of
Sccisl Seourity eoverage Yo sgrioculturcl workors end to selfeamployed,
could bardly Ye aceomplished on short notice, thoredby longthening the lag
batweon enactnent and pduinl atretive arplication,
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In ghory 1t would appesr that the inclusion of the ¥oolsl
Security prograx in the prosent rovenue propoessl would lower the cohauces
of obtalning » satisfectory b1ll without offering sdvanteges which could
not be cbteined otherwizes But thie conelusion ia no wey redusos the
coeirability of pronoting an expsnsion of the fLoeisl Security progrsm
st an oarly date, If Congrussicnal action on & brosdencd Scolel Soourity
Prograa mare oktalned in 1GLl the incressed bensfite would becsms svelle
able in tine to rwot tho emorgoncy nceds arizing in the postewer row
sdjustmant poriod, An incrosse in iteow texes now would provide no
pbatacle to s broadening of the Zoelsl Security Progrsm in 1GL, Rothey
£ would freflitebo thin step glnce existing taxes vould be roduced later
on, when tho higher pagyrell taxes £o into effeot,

fho development of the fooisl Ssourity Progrem is of vital
inportance to s nation, It shwuld be considersd and sdoptad on its
omn sorites Btudy of the proprsn would requirs more tive, wost likely,
than would bo evellsble to Congress now 1f new taxeq are to become efew
faotive by Jexmery 1, 1S94L.  ihe relationship betwoonu the fireneling of
social Seocurity and the requirements of ganorsl fiscsl -oliecy noeed be
conesldored most earefully, ' It appeere very doubtful whother tha finanoing
of the cnlarped progran should, cven at the cutsev, rely exciusively wpor
payroll teaxes snd not be glven some support from the genaral budget,
Pryroll taxos as high ss 12 por cont mipght prove s soverely deproasing
fentor in the postewnr cconomy, whether the burden wore shiftsd to the
ezploysns in the forz of lower veges or to the congomers iu the form of
higher priess, Thi¢ polint should be weighod carefully bafore sdopting
8 12 per cent sayroll tax which would proacise o beeone & rigld eolement
in the posdewur Fodersl tax structure,

toptesbor &y 1013,

Fds g8
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