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From Lauchli;x{ aurie

This is Mr. Goldenweiser'!s draft on old age security. I like parts
of it very much and I should like to prepare a new draft incorporating
then.
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QLD AGE SECURITY

Cur present program of old age pensions is adapted to a
country tktat is short of capital funds and is going through & period
when the volume of current consumption needs to be restrained. It is
compl}etely unsound for a country like ours which has an enormous and
steadily growing amount of unused capital funds and at a time when it
is suffering from an excessively low volume of consumption.

By accumulating & reserve fund of $1,700,000,000 through a
tax on consumption our old-ege pension plan has intensified the funda-
mental economic difficulty with which this country is struggling. This
difficulty is finding outlets or offsets to current savings that would
be sufficient to prevent national hosrding and thus to restore an unob-
structed flow of national income.

Not only is the present old-age pension progrem econonically
unsound, because it is ill adapted to the needs of this country at the
present time, but it is vulnereble politicelly. The ever-growing political
demend is for an over-all pension system for those who are old now rather
than for a plan of imsurance which at present taxes gainfully employed

workers in certain groups and which will not disburse any substential
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amount of funds fof'many—years, in fsct not until e sizeable proportion
of these workers will have reached old sge. The programt!s effective
operetion is too far in the future end even then it is restricted by the
exclusion of meny occupations, such a&s domestic service and sgriculture.
For these ressons, the system which was adopted ss a long-time program in

1935 is undergoing revision in 1939, even before benefit payments have

begun.
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The proposed revisions, furthermore, will not meet the
current demends, as they do not begin to meet the problems of the ex-~
isting aged populstion. <“hey will merely result in payments to &
relstively few people who can qualify on more or less erbitrary and
accidental grounds. 7o those who can quelify, the payments will in
many caseg be hundreds znd even thousands of times in excess of texes
paid, Others will have paid taxes but, for various reasons, which
will appear completely arbitrary to the individuals concerned, will
not quelify. It is a conservative estimate that during the next few
yvears not less than 50 to 100 thousand persons who pay texes will be
disqualified each year from receiving benefits. These exclusions,
moreover, will be concentrated on the groups least able to bear them,
such as employees in the low wage areas of the South, in regions of
heavy unemployment, and in areas where the character of the industries
is such that rates of sickness and disability are above normal. Lvery
Congressmen will have in kis district substantial numbers of gersons
who having paid more in old-age taxes than other persons, will find
these others receiving benefits, while they themselves are disqualified
for reasons that will appear arbitrary and unjust. The proposed revi-
sions are unbelievably complicated and in operation will make the prograu
terrifically unpopular, and politically even more vulnersble than the
present system.

The overwhelminz demend of the country is for a relatively
simple national old-age pension progrem. Such a program can be worked

out by broadening the coverzge of the existing old age assistance, pre-
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gerving the idea of regional differentisls in payments, and permitiing
the contributory system to evolve naturally. Such a plan would con-
tribute greatly to the growth in consumption, and yet would not entail
any more Federal and State sppropriations than are now being made. The
Gallup end Fortune polls have demonstrated the widespread sentiment in
favor of old-age pensions, particularly eamong supporters of this Admin-
istration.

It is certein that, in view of the politicel situation end the
inereasing number of old people, it is but a question of time before such
a program will be initiated. In that case it may bappen that this Admin-
istretion which has the interests of the lowest third of the population
at heart and which has blazed the way for the adoption of security in old
age as a national policy will be blamed for collecting billioms in texes
for old age insurance while a subsequent admnivistration will receive credit
for adopting an effective old-age program with little, if any, additional
cost to the Government.

In view of these considerstions and the difficulty of sccomplish-
ing an adequate revision during this session of Congress, it would seem
best to postpone revision of the benefit structure until the next session
end to be content at this session with an amendment deferring the scheduled
increase in old-sge taxes. %This would permit +time for an economically
sound program of old-azge pensions to be worked out, and would avoid the
adoption of the revisions now proposed, which would have only a negligible

effect in stimulating consumption and because of their arbitrariness and
'

§¥£2§§i$§$%% would prove to be & major political liability.
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June 13, 1939,

OLD AGE SECURITY

1. The economic basis of the old age insurance program is unsound.
It is operating as a gigantic saving device at a time when there is a
surfeit of saving; it is decreasing consumption when we have inadequate
consumer buying power. It would be appropriste to a capital-poor country
where a curtailment of consumption was necessary in order to divert more
resources into the making of plant and equipment. It has no possible
economic justification, however, in our capital-rich, consumption-poor
economy .

2. The old age insurence program is nullifying the recovery efforts
of the Administration. By the end of this year nearly $2 billion accumu-
lated in the Fund will have been withdrawn from consumption. Hence, the
effect of nearly $2 billion of deficit spending will have been completely
offset. Even under pending smendments another one-haslf billion dollers
will be added to the Fund in 1840.

3., Our chronic difficulty since 1929 has been under-consumption.
The stimulstion of consumption through WPA is waning in populsrity. The
field of old age pensions offers the most feasible avenue for increasing
consumption relative to income. We have closed this avenue and our old
age program is intensifying rather than ezsing our basic problem.

4. Payroll taxes in England amount only to 60 percent of old age
pensions, the remainder being financed out of general revenues. Through
the stimulation of consumption, England has been able to sustain a high

level of activity with less capital expenditures than formerly.
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5. The existing and pending old age insurance program is politically
vulnerable. The Federal Govermment is collecting heavy taxes for old
age security and its only disbursements have been through the separate
state assistance systems. The real demend in this country is for old
age pensions for the existing aged population, rather than for old age
insurance for the people in certain occupations. A contributory system
will never be allowed to develop unless the aged and the people in umcov-
ered occupations, including sgriculture, are adequately cared for.

6. The proposed postponement of the tax increase will merely pre-
vent the situation from getting worse. The proposed benefit smendments
will add a negligible amount to buying power next year and will prove
to be a political liability of major proportions. They are unbelievably
complicated and in operation will meke the old age insurance program
terrifically unpopular. They will merely result in payments to a rela-
tively few people who can gualify on more or less arbitrary and acciden-
tal grounds. To those who can qualify, the payments will in meny cases
be hundreds and even thousands of times in excess of taxes pald. Others
will have paid taxes but, for various reasons, which will appear completely
arbitrary to the individuals concerned, they will not qualify. It is
a conservative estimate that during the next few years not less than 50
to 100 thousand persons who pay taxes will be disqualified each year
from receiving benefits by certain arbitrary provisions. These exclusions

will be concentrated on the groups least able to bear them, such as
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employees in the low wage areas of the South, in regions of heavy
unemployment, and in areas where the character of the indusiries is
such that rates of sickness and disability are above normal. Every
Congressman will have in his district substantial numbers of persons

or survivors, or dependents of persons who have received more wages

and paid more taxes than some persons or survivors who have received
benefits but find themselves nevertheless disqualified. In other
words, pending benefit amendments, instead of making the old age insur-
ance progrem less politically vulnerable, will, by the middle of 1940,
make it more vulnerable to attack.

7. -‘The overwhelming demand of the country, particularly among
people who are on other measures generally in support of the New Deal,
is for a relatively simple natiomal old-azge pension program. It is
believed that a scheme along this line can be worked oubt which would
enormously broaden the coverage of the existing old age assistance
program, would preserve regional differentials in payments, would per-
mit the contributory system to evolve mnaturally, would caitribute
enromously to the growth in consumption, and yet would not entail any
more federal and state appropriations than are now being made.

8., A national old age pension program is politically feasible.
In the Gallup poll reported on February 25, 1939, 94 percent stated
that they "believed in Government old age pensions®. TFor pensions
of $40 a month for a single person and $60 for a couple, 87 percent
signified their willingness "o pay a sales tax or an inceme iax in

order to provide such pensions®.
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In the Gallup poll reported on April 21, 1939, in answer to the
question, ®Do you think Federal spending should be reduced by
10 percent on old age pensions®™, 86 percent replied, "No." In the
Fortune poll, reported in April 1939, a substantial majority of
the people who believed that the Presidemnt "is essential® approved
of lerger pensions, whereas a substantial majority of the people
who completely disapproved of the President were opposed to larger
pensions. By economic groups, 63 percent of the poor favored larger
pensions. The Fortune comment on this poll was to the effeet that
*more liberal pension legislation would apparently be not only pop-
ular but politically expedient for the Administration.®

9. A national old age pension system is inevitable. The only
question is whether it will be provided by the Administration that
has actually the interests of the lowest third at heart, or by an

Administration merely intent upon vote-getting.
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June 133 1939.

OLD AGE SECURITY

1. The econonic basis of the 0ld a~e insurance prozram is une
sound. It is opsrsiing as a gigenbic saving device 2i & time when thers
is & surfeit of sevipg; it is decreasing consumptidn when we heve in-
edequate consumer buyinz power. It would be approprieste to 2 capiiszl-
poor country where =2 curtailmzent of consumption was nzeessary in order
to divert more resources into the naiking of plent and eguipment. It has
no possible economic justificetior, however, in our cepitsl-rich, con-
sumption=-poor econony.

2. The 0ld sze insuvrcnce prosraf is nullifyins ths recovery
efforts of the Administration. Dy the end of ithis ycar nearly 2 billionm
sccumulated in the Fund will have heen withdrawr fror consumzption. Ience,
the effect of noarly 52 billion of deficit spernding will hsve been come
pletely offset. Even under psnding amendments another one-helf billion
dollars will be added to the Pund in 1940.

3. Qur chronic difficuliy since 1929 has been undsr-consumption.
The gtimulstion of consuupbion throuzi: WPA is waniny in populerity. Toe
field of old &ze pensions offers the most feesibls zvenue for increasing
consugption relative to income. ¥e have closed this avenue and our old
age prozram is intensifying rether than easinzg our basic problem.

4e Payroll taxes in Englend smount only to 60 percent of old
£ge pensions, the reuainder beins financed out of gerncrel revenues.
Turouzh the stimuletion of conswipition, Brgiand hizs been eble to sustain
2 hizh level of activity with less capital expenditures then formerly.

5« The existing old sze insurarnce progran is politically
vulnerable., The Federal Govermient ig collectinz heavy taxes for old
e3e security and its only disbursenents have been throush the separste
state assistance systems. The real demsnd in this country is for old
age pensions for the exisiing aged population, ruther than for old asza
insurance for tite gsinfully employed in certain occupations. A contribu-
tory system will never be allowed to develop unless ths aged and Tis
people in uncovered sccupations, ircluding azgriculture, are adequately
gared for.

6. fThe proposed postochement of the tex ipereacse will merely
prevent the situstion fron gedtirz worse. Tue proposad benefit axerduesnts
will add e ne;licible asount to buyiny pover nezt yoor &nd will prove
to be & polivical liebility of mejor proportions. The pending benefit
smepdnents ars unbelievevly complicated, adoinistretively impossible,
ard in operation will make the cld sze insurance progran terrifically

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



unpopular. They will merely result in payuenis to @ reletively few
peopls who cen gqualify on rore or less arbitrery and sccidental srounis.
To those who can quelily, the psynonts will in rarny cases be huniceds end
oven thouzanis of iiues in excess of taxes »naid. Others will beve puld
taxes but, for various reasors, wiich will sppecr coxplotely arbitrary

%o the individusls conscaornad, thoey will not qualiiy. 1t iz a consarva~
tive estimate thed during the next few years not less thamn 50 to 100
thousand porsons who pay toxes will be disquelifisd eoceh year from re-
caiving vonefits by ceriain arbitrary provisions. These excluzions will be
coreentraiasd on the zroups least zble o boar thews, suech sz employeus in
the low wase srges of tke South, in roglong of heovy unsmployzent, and in
srass vhersg ths character of the imlustriez is such that retes of slekness
end disability oro above normals. Ovoer Lelf the women in coversd occups-
tions will pay texes ond yot will ot bz edle to qualify for honelits.
Byery Conzressman will bnve in his distriet substantial nuzbers of per-
sous or survivory, or dependenis of persons who Love raceived iwre weiles
and peid wmorc texos than some persons oOr survivors who heve received hane-
fits but find themszelves nevertholess diegumiifisd. In oiner words,
pending benalit omonduments, inzbesd of makin: the ¢ld age insurcice
nrosTai less politiczlly wulrersbla, will, by the middle of 1540, meks it
wore vulnerzbls to etteck.

Te The overwbelnlny dexand of the eountvry, »ariiculerly smonz
»eoplo whe &re on oLl moosUres senerelly in support of the Tow Jeal,
19 for & raistively ginmple pstiocnal gld-oce persicn nrosvar. It is
belizved thet & schous alens thiz line can de mormoed oud wiich wowldd
sreetly bdrozlen the covercye of tha existing old scoe assistuncs progrsa,
would presorve wrogional dlfferentials in payients, wourld nemidt ihe cone
tribvutory systen %o evolve nadturslly, wouid contribubte emormicusly to the
growtin in corgumption, and yoi wouwld pot entall ary nore Tedaral end state
eppropriations than are now being nude.

8. A madional old aze pension procrean ig politicaliy feasidle.
In the Gallup poll reporied on Feoruary 25, 1939, S4 pzrcent staved that
they ®believed in Govermisnt old aje ponsiops®, For pensions of 340 e
montk for a sinzls person snd 280 for & couple, 87 nereent signified their
wiliingness %0 pay & saless tax or an income tex in order to provide such
pensioms®. In the Gallup poll renoried on fpril 21, 1939, in cnaver to
ths gquenticn, Do you thixr Fedor:sl spending should be reduced by 10
percent on old ege pensions¥, 85 porcent replied, ®No.¥ In the Fortume
poll, reported ir April 1939, & substantial mojority of tho people who
believed that the President ®is esuentisl® approved of larger penzions,
whareas & substantisl psjority of the poopls wio coupletely disapproved of
the Presidant.were opposed to lerzer persiocns. By sconomic groups, 63
percent of the poor fevored lzr-ger pensions. The Fortune cormont on this
poll was o tho effect thal ®uore liberzl ponsion legizlation woudd
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apparently be not only popular but politically expedient for the Adminis-
tration.”®

9. A netional old stg ponsion zystem is inevitsble. IV is cer-
tain thet, in vicw of the polivical situation end tlhe increasing number of
old people, it is bub & question of time vafore suech & program will be
iniviated. In that case it mey hapren thet this Adminisirstion which kes
ths interests of the lowest third of the population et heert and which
hes blaged the wey for the adoption of security in old ege as e mational
policy will be blamed for collacting billions in taxeg for old ese in~
surance wnile e subseguent adminiegiration will receive credit for adopiing
an effective old-aze progzram with little, if any, =dditionel cost to tke
Government.
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