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Introduction-Social Security Act of 1935

They take a big portion of your check for Social Security purposes but what actually happens to it and
where does it go?

We started our own personal investigation of the SSA back in the middle 1980’s. We never expected to
find out just how corrupt the system actually is.

For whatever reason we began studying the Social Security System and at first we had a very hard time
breaking through the veil of information. Our local county Law Library had some information but I was
looking for the original SSA. After finally obtaining a copy of the August 14, 1935 Act, and reading it for
the first time we wondered how this Act could be constitutional. We reread and reread this SSA and from
that we have collected thousands of pages of information about the Social Security Scheme.

Instead of having to go through what we went through we have included the original SSA of August 14,
1935 in the next section. You can read it for yourself. Pay careful attention to the definitions.

When you have finished reading the original SSA you join only a very small percent of people who have
done so. When someone challenges you about the SSA, you can ask them if they have ever read the SSA. If
they haven’t read it, tell them to go and read it before challenging you. By reading this you will have the
FACTS, while the challengers will only have hearsay.

There has been over the years dozens of people who have told me that it is the law that you are required to
have a SSN. SHOW ME THE LAW! Even the Department of Justice website will tell you that obtaining a
SSN is voluntary not mandatory.

1. Most people actually “BELIEVE?” that there is actually a law that says every American is required to
obtain a SSN.

2. Have you every noticed how people react when you start popping their “BELIEFS” like balloons?
3. Have you ever noticed their comebacks when their “belief” system is destroyed?
4. We have been the targets of a number of these comebacks.

Not only is there no law requiring an American to have a SSN but of all the money that has been collected
by the Bureau of Internal Revenue (section 807) and now the Internal Revenue Service has never been
accounted for.

1. Under section 904 of the SSA, all moneys that are collected are paid into the private coffers of the
Federal Reserve Bank. When you read the GAO reports you will realize that the GAO, the head
accounting office for the Federal Government does not have a clue as to how much has been deposited
into the Fed.

In Section 1104 of the SSA you will see that Congress can alter or amend the SSA anytime it wishes to and
has done so many times over the years.

After you study this “VIP Dispatch” you will have at your fingertips the history and development of the
Social Security Scheme.

We have so much information about Social Security that we decided to create a “Part II”” in an upcoming
issue of the “VIP Dispatch.”




The Social Security Act

August 14, 1935

74™ Congress Session 1
Chapter 531

United States Statutes at Large
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[CHAPTER 531.]
AN ACT

To provide for the gencral welfare by cstablishing & system of Federal old-age
benefits, and by enabling the several States to msake more adcquate provision
for aged persons, blind persoms, dependent and erippled children, maternal
and child wclfare, public health, and the administration of their unemploy-
ment compensation laws; to cstablish a Social Security Board; to raise revenue;

and for other purposes.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,

TITLE I—GRANTS TO STATES FOR OLD-AGE
' ASSISTANCE

APPROPRIATION

Secrioxn 1. For the purpose of cnabling each State to furnish
financial assistance, as far as practicable under the conditions in such
State, to aged needy individuals, there is hereby authorized to be
appropriated for the fiscal year ending Jumne 30, 1936, the sum of
$49,750,000, and there is hereby authorized to be appropriated for
each fiscal year thereafter a sum sufficient to carry out the purposes
of this title. The sums made available under this section shall be
used for making payments to States which have submitted, and had
approved by the Social Securit(y Board established by Title VII
(bereinafter referred to as the “Board ”), State plans for old-age
assistance.

STATE OLD-AGE ASSISTANCE PLANS

Sec. 2. (a) A State plan for old-age assistance must (1) provide
that it shall be in effect in all political subdivisions of the State, and,
if adininistered by them, be mandatory upon them; (2) proviée for
financial participation by the State; (3) either provide for the estab-
lishment or designation of a single State agency to administer the
plan, or provide for the establishment or designation of a single State
agency to supervise the administration of the plan; (4) provide for
granting to any individual, whose claim for old-age assistance is
denied, an opportunity for a fair hearing before such State agency;
(5) provide such methods of administration (other than those relat-
ing to selection, tenure of office, and compensation of personnel) as
are found by the Board to be necessary for the efficient operatioa of
the plan; (6) provide that the State agency will make such reports,
in such form and containing such information, as the Board may
from time to time require, and comply with such provisions as the
Board may from time to time find necessary to assure the correctness
and verification of such reports; and (7) provide that, if the State
or any of its political subdivisions collects from the estate of any
recipient of old-age assistance any amount vwith respect to old-age
assistance furnished him under the plan, one-half of the net amount -
so collected shall be promptly paid to the United States. Any pay-
ment so made shall be deposited in the Treasury to the credit of the
appropriation for the purposes of this title.

(b) The Board shall approve any plan which fulfills the conditions
specified in subsection (a), except that it shall not approve any plan
which imposes, as a condition of eligibility for old-age assistance
under the plan—

(1) An age requirement of more than sixty-five years, except
that the plan may impose, effective until January 1, 1940, an age
requirement of as much as seventy years; or
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(2) Any residence requirement which excludes any resident of
the State who has resided therein five years during the nine years
immediately preceding the application for old-age assistance and
has resided therein continuously for one year immediately pre-
ceding the application; or

(3) Any citizenship requirement which excludes any citizen of
the United States,

PAYMENT TO STATES

Sec. 8. (a) From the sums appropriated therefor, the Secretary
of the Treasury shall pay to each State which has an approved plan
for old-age assistance, for each quarter, beginning with the quarter
commencing July 1, 1935, (1) an amount, which shall be used exclu-
sively as olﬁ-age assistance, equal to one-half of the total of the sums
expended during such quarter as old-age assistance under the State
plan with respect to cach individual who at the time of such expendi-
ture is sixty-five years of age or older and is not an inmate of a
public institution, not counting so much of such expenditure with
respect to any individunal for any month as exceeds §30, and (2) 5
per centum of such amount, which shall be used for paying the
costs of administering the State plan or for old-age assistance, or
both, and for no other purpose: Provided, That the State plan, in
order to be approved by the Board, need not provide for finan-
cial participation before July 1, 1937 by the State, in the case of
any State which the Board, upon application by the State and
after reasonable notice and opportunity for hearing to the State,
finds is prevented by its constitution from providing such financial
partici%gtion.

(b) The method of computing and paying such amounts shall be
as follows:

(1) The Board shall, prior to the beginning of each quarter,
estimate the amount to be paid to the State for such quarter under
the provisions of clause §) of subsection (a), such estimate to
be based on (A) a report filed by the State containing its cstimate
of the total sum to be expended in such quarter in accordance
with the provisions of such clause, and stating the amownt appro-

riated or made available by the State and its political subdivisions

or such expenditures in such guarter, and if such amount is less
than one-half of the total sum of such estimated expenditures, the
source or sources from which the difference is expected to be
derived, (B) records showing the number of aged individuals in
the State, and (C) such other investigation as the Board may find
necessary.

(2) The Board shall then certify to the Secretary of the
Treasury the amount so estimated by the Board, reduced or
increased, as the case may be, by any suin by which it finds that
its estimate for any prior quarter was greater or less than the
amount which should have been pzid to the State under clause (1)
of subsection (a) for such q]uarter, except to the extent that such
sum has been applied to make the amount certified for any prior
?uartcr greater or less than the amount estimated by the Board

or such prior quarter.

(8) The Secretary of the Treasury shall thereupon, through the

Division of Disbursecment of the Treasury Department and prior
to audit or settlement by the General Accounting Office, pay to the
State, at the time or times fixed by the Board, the amount so
certified, increased by 5 per centum.
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OPERATION OF STATE PLANS

Sec. 4. In the case of any State plan for old-age assistance which
has been approved by the Board, if the Boara; after reasonable
notice and opportunity for hearing to the State agency administering
or supervising the administration of such plan, finds—

(1) that the plan has been so changed as to impose any age,
residence, or citizenship requirement prohibited by section 2 (b),
or that in the administration of the plan any such prohibited
requirement is imposed, with the knowledge of such State agency,
in a substantial number of cases; or

(2) that in the administration of the plan there is a failure
to comply substantially with any provision required by section
2 (a) to be included in the plan;

the Board shall notify such State agency that further payments will
not be made to the State until the Board is satisfied that such pro-
hibited requirement is no longer so imposed, and that there is no
longer any such failure to comply. Until it is so satisfied it shall
make no further certification to the Secretary of the Treasury with
respect to such State.

ADMINISTRATION

Skc. 5. There is hereby authorized to be appropriated for the fiscal
year ending June 30, 1936, the sum of $250,000, for all necessary
expenses of the Board in administering the provisions of this title.

DEFINITION

Skc. 6. When used in this title the termm ©old-age assistance”
means money payments to aged individuals.

TITLE II-FEDERAL OLD-AGE BENEFITS

OLD-AGE RESERVE ACCOUNT

Secrrox 201, (2) There is hereby created an account in the Treas-
ury of the United States to be known as the “Old-Age Reserve
Account ” hereinafter in this title called the “Account”. There is
hereby authorized to be zz)propriated to the Account for each fiscal
year, {)eginning with the fiscal year ending June 30, 1937, an amount
suiicient as an annual premium to provide for the payments required
under this title, such amount to be determined on a reserve basis in
accordance with accepted actuarial principles, and based upon such
tables of mortality as the Sceretary of the L'reasury shall from time to
time adopt, and upon an interest rate of 3 per centum per annum
compounded annually. The Secretary of the Treasury shall submit
annually to the Burean of the Budget an estimate of the appropri-
ations to be made to the Account.

(b) It shall be the duty of the Secretary of the Treasury to invest
such portion of the amounts credited to the Account as is rot, in his
judgment, required to macet current withdrawals. Such investment
may be made only in interest-bearing obligations of the United States
or in obligations guaranteed as to both principal and interest by
the United States. For such purpose such obligations may be
acquired (1) on original issue at par, or (2) by purchase of outstand-
ing obligations at the market price. The purposes for which obli-
gations of the United States may be issued under the Sccond Liberty
Bond Act, as amendcd, are hereby extended to authorize the issuance
at par of special obligations exclusively to the Account. Such special
obligations shall bear interest at the rate of 3 per centumm per
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annum. Obligations other than such special obligations may be

acquired for the Account only on such terms as to provide an invest-
ment yield of not less than 3 per centium per annun.

(c) Any obligations acquired by the Account (except speclal
obligations issued exclusively to the Acconnt) may be sold at the
. narket price, and such special obligations may be redeemed at par
plus acerued interest.
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Sec. 202. (a) Every qualified individual (as defined in section .. itw

210) shall be entitled to receive, with respect to the period beginning
on the date he attains the age of sixty-five, or on January 1, 1942,
whichever is the later, and ending on the date of his death, an old-
age benefit (payable as mnearly as practicable in equal monthly
installments) as follows:

(1) If the total wages (as defined in section 210) determined
by the Board to have been paid to him, with respect to employ-
ment (as dcfined in section 210) after December 31, 1936, and
before he attained the age of sixty-five, were not more than $3,000,
the old-age benefit shall be at a monthly rate of one-half of 1
per centum of such total wages;

(2) If such total wages were more than $3,000, the old-age
benefit shall be at a monthly rate equal to the sum of the
following:

(A) One-half of 1 per centum of $3,000; plus
(B) One-twelfth of 1 per centum of the amount by which
st;ch total wages exceeded $3,000 and did not exceed $45,000;
us
P C) One-twenty-fourth of 1 per centum of the amount by
which such total wages exceeded $45,000.

Fost, p. 625
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Post, p. 625,
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(b) In no case shall the monthly rate computed under subsection _Retriction
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(¢) If the Board finds at any time that more or less than the
correct amount has therctofore been paid to any individual under
this scction, then, under regulations made by the Board, proper
adjustments shall be made in connection with subsequent payments
under this section to the same individual. '

(1) Whenever the Board finds that any qualified individual has
reccived wages with respect to regular employment alter he attained
the age of sixty-five, the old-age benefit payable to such individual
- shall be reduced, for each calendar month in any part of which such

regular employment occurred, by an amount egual to one month’s
benefit. Such reduction shall {;e made, under regulations pre-
scribed by the Board, by deductions from one or more payments of
old-zge benefit to such individual,
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(b) If the Board finds that the correct amount of the old-aze
Lenpefit payable to a qualified individual during his life under sec-
tion 202 was less than 314 per centum of the total wages by which
such old-age benefit was measurable, then there shall be paid to his
estate a sum cqual to the amount, if any, by which such 814 per
centum exceeds the amount (whether more or less than the correct
amount) paid to him during his life as old-age benefit.

(c¢) If the Board finds that the total amount paid to a qualified
individual under an old-age benefit during his life was less than the
correct amount to which he was entitled under section 202, and that
the correct amount of such old-age benefit was 3% per centum or
more of the total wages by which such old-age benefit was measur-
able, then there shall be paid to his estate 2 sum equal to the amount,
if any, by which the correct amount of the old-age benefit cxceeds
the amount which was so paid to him during his life.

PATMENTS TO AGED INDIVIDUALS NOT QUALITIED FOR BENEFITS

Skc. 204. (a) There shall be paid in a lump sum to any individual
who, upon attaining the age of sixty-five, 1s not a qualified indi-
vidual, an amount equal to 314, per centum of the total wages deter-
mined by the Board to have been paid to him, with respect to employ-
ment f? ter December 31, 1936, and before he attained the age of
sixty-five.

(b) After any individual becomes entitled to any payment under
subsection (a), no other payment shall be made under this title in
any manner measured by wages paid to him, except that any part of
any payment under subsection (a) which is not paid to him before
his death shall be paid to his estate.

AMOUNTS OF §300 OR LESS PAYABLE TO ESTATES

Sec. 205. If any amount payable to an estate under section 203
or 204 is $500 or less, such amount may, under regulations prescribed
by the Board, be paid to the persons found by the Board to be
entitled thereto undzr the law of the State in which the deceased was
domiciled, without the necessity of compliance with the requirements
of law with respect to the administration of such estate.

OVERPAYMENTS DURING LIFE

Skec. 206. If the Board finds that the total amount paid to a quali-
fied individual under an old-age benefit during his lifc was more
than the correct amount to which he was entitled under section 202,
and was 3145 per centum or more of the total wages by which such
old-age benefit was measurable, then upon his death there shall be
repaid to the United States by his estate the amount, if any, by
which such total amount paid to him during his life exceeds which-
ever of the following is the greater: (1) Such 314 per centum, or (2)
the correct amount to which he was entitled under section 202.

METHOD OF MAKING PAYMENTS

Skc. 207. The Board shall from time to time certify to the Ses-
retary of the Treasury the name and address of each person entitled
to receive a payment under this title, the amount of such payment,
and the time at which it should be made, and the Secretary of the
Treasury through the Division of Disbursement of the Treasury De-
partment, and prior to audit or settlement by the General Account-
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ing Office, shall make payment in accordance with the certification
by the Board. :
ASSIGNMENT

Sec. 208. The right of any person to any future payment under
this title shall not be transfcrahle or assignable, at law or in equity,
and none of the moneys paid or payable or rights existing under this
title shall be subject to execution, levy, attachment, garnishment, or
other legal process, or to the operation of any bankruptey or
insolvency law.

PENALTIES

Skec. 209. Whoever in any application for any payment under this
title makes any false statement as to any materal fact, knowing such
statement to be false, shall be fined not more than 831,000 or impris-
oned for not more than onc year, or both.

DEFINITIONS

Sec. 210. When used in this title—

Sa) The term “ wages ” means all remuneration for employment,
including the cash value of all remuneration paid in any medium
other than cash; except that such term shall not include that part of
the remuneration which, after remuneration equal to $3,000 has been
gaid to an individual by an employer with respect to employment

uring any calendar year, is paid to such individual by such employer
with respect to employmcnt during such calendar year.

(b) The term *employment” means any service, of whatever
nature, Ferformed within the United States by an employee for
his employer, except—

1) Agricultural labor;
2) Domestic service in a private home;
3) Casual labor not in the course of the employer’s trade or

business;

(4) Service performed as an officer or member of the crew of a

vessel documented under the laws of the United States or of any
foreign country;

(5) Service performed in the employ of the United States
Government or of an instrumentality of the United States;

(6) Service performed in the employ of a State, a political sub-
division thercof, or an instrumentality of one or more States or
political subdivisions; :

(7) Service performed in the employ of a corporation, com-
munity chest, fund, or foundation, organized and operated exclu-
sively for religious, charitable, scientific, literary, or educational
purposes, or for the prevention of cruelty to children or animals,
no part of the net earnings of which inures to the benefit of any
private shareholder or individual.

(¢) The term “qualified individual ” means any individual with
respect to whom it appears to the satisfaction of the Board that—
1) He is at least sixty-five years of age; and
2) The total amount of wages paid to him, with respect to em-
ployment after December 31, 1936, and hefore he attained the age
of sixty-five, was not less than $2,000; and

(8) Wages vwere paid to him, with respect to employment on
some five days after December 81, 1936, and before he attained the
age of sixty-five, each day being in a different calendar year.

104019°-—36—40
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Title In—Grants to TITLE IITI—GRANTS TO STATES FOR UNEMPLOYMEXNT

:";.:"g;.:‘fm‘“:”’ﬂ COMPENSATION ADMINISTRATION
Appropristion. APPROPRIATION

oy nistration ez Sperron 801. For the purpose of assisting the States in the admin-
Post, pp. 113, 1605, istration of their unemployment compensution laws, there is hereby
authorized to be appropriated, for the fiscal year ending June 30,
1936, the sum of $4,000,000, and for each fiscal year thercafter the

sum of $49,000,000, to be used as hercinafter provided.

Payments to States. PATYMENTS TO STATFS

amount Goomnna oy SE0. 302. (a) The Board shall from time to time certify to the
Board. Secretary of the Treasury for payment to each State which has an
unemployment compensation law approved by the Board under Title
IX, such amounts as the Board determines to be necessary for the
proper administration of such law during the fiscal year in which
tensis of Bourd’s d- such _payment is to be made. The Board’s determination shall be
" based on (1) the population of the State; (2) an estimate of the
number of persons covered by the State law and of the cost of proper
administration of such law; and (8) such other factors as the Board
pnsstriction on total finds relevant. The Board shall not certify for payment under this
section In any fiscal year & total amount in excess of the amount

appropriated therefor for such fiscal year.
jFayment of cortified %b) Out of the sums appropriated thercfor, the Secretary of the
waived, © Treasury shall, upon receiving a certification under subsection (a),
pay, through the Division of Disbursement of the Treasury Depart-
ment and prior to audit or settlement by the General Accounting
Office, to the State agency charged with the administration of such

law the amount so certified.

| pmarzisions of Btate _ PROVISIONS OF STATE LAWS
inauiremeats to b Src. 303. (a) The Doard shall make no certification for payment
to any State unless it finds that the law of such State, approved by

the Board under Title IX, includes provisions for— .
adopproved methods of (1) Such methods of administration (other than those relating

to selection, tenure of office, and compensation of personmel) as
are found by the Board to be Yeasonably calculated to insure full
payment of unemployment compensation when due; and

S tie (2) Payment of unemployment compensation solely through
employment vfBces. public emiployment oflices in the State or such other agencies as
. the Board may approve; and
o G T (3) Opportunity for a fair hearing, before an impartial tribunal,
for all individuals whose claims for unemployment compensation
. are denied; and
yEasment to creditof (4) The payment of all money received in the unemployment
Fuod. fund of such State, immediately upon such receipt, to the Scecretary
of the Treasury to the credit of the Unemployment Trust Fund -
established by section 904; and
simpepaiture of requt- (5) Expenditure of all money requisitioned by the State agency
employrent compen-  from the Unemployment Trust Fund, in the payment of unemploy-
SAtion poy ments, ment compensation, exclusive of expenses o¥ administration; and
Reports to Board. g(f) The making of such reports, in such form and containing
such information, as the Board may from time to time require,

and compliance with such provisions as the Board may from time
to time find neccessary to assure the correctness and verification of

such reports; and

11
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(7) Making available upon request to any agency of the United
States charged with the administration of public works or assist-
ance through public employment, the name, address, ordinary
occupation and employment status of each recipient of unemploy-
ment compensation, and a statement of such recipient’s rights to
further compensation under such law.

(b) Whenever the Board, after reasonable notice and opportunity
for hearing to the State agency charged with the administration of
the State law, finds that in the administration of the law there is—

(1) a denial, in a substantial number of cases, of unemployment
compensation to individuals entitled thereto under such law; or

(2) a failure to comply substantially with any provision specified
in subsection (a);

the Board shall notify such State agency that further payments will
not be made to the Statc until the Board is satisfied that there is no
longer any such denial or failure to comply. Until it is so satisfied
it shall make no further certification to the Secretary of the Treasury
with respect to such State.

TITLE IV—GRANTS TO STATES FOR AID TO DEPENDENT
CHILDREN

APPROPRIATION

Sectiox 401. For the purpose of enabling each State to furnish
financial assistance, as far as practicable under the conditions in such
State, to needy dependent children, there is hereby authorized .to be
appropriated for the fiscal year ending June 30, 1936, the sum of
$24,750,000, and there is hereby authorized to be appropriated for
each fiscal year thereafter a sum sufficient to carry out the purposes
of this title. The sums made availuble under this section shall be
used for making payments to States which have submitted, and had
approved by the Board, State plans for aid to dependent children.

STATE PLANS FOR AID TO DEPENDENT CHILDREN

SEc. 402. (a) A State plan for aid to dependent children must (1)
provide that it shall be 1n effect in all political subdivisions of the
State, and, if administered by them, be mandatory upon them; (2)
provide for financial participation by the State; (3% either provide
for the establishment or designation of a single State agency to
administer the plan, or provide for the establishment or designation
of a single State agency to supervise the administration of the plan;
(4) provide for granting to any individual, whose claim with respect
to aid to a dependent child is denied, an opportunity for a fair hearing
before such State agency; (5) provide such methods of administration
(other than those relating to selection, tenure of office, and compen-
sation of personnel) as are found by the Board to be necessary for
the efficient operation of the plan; and (6) provide that the State
agency will make such reports, in such form and containing such
information, as the Board may from time to time require, and
comply with such provisions as the Board may from time to time
find necessary to assure the correctness and verification of such

reports.

(b) The Board shall approve any plan which fulfills the condi-

tions specified in subsection (a), except that it shall not approve
any plan which imposes as a condition of eligibility for aid to
dependent children, a residence requirement which denies aid with
respect to any child residing in the State (1) who has resided
in the State for one year immediately preceding the application
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for such aid, or (2) who was born within the Statc within one
. year immedialely preceding the application, if its motler has resided
in the State for onc year immediately preceding the birth.

Payment to States. PAYMENT T0O STATES

qaZount to bo paid  Seg, 403. (a) Irom the sums appropriated therefor, the Secretary
) of the Treasury shall pay to each State which has an approved plan
for aid to dependent children, for each quarter, beginning with the
uarter commencing July 1, 1935, an amount, which shall be used ex-
To be omethitd of clusively for carrying out the State plan, equal to one-third of the
fer Sate e ™™ total ofy the sums expended during such quarter under such plan,
not counting so much of such expenditure with respect to any de-
emihen mete than one pendent child for any month as exceeds $18, or if there is more than
ependent e one dependent child 1n the same home, as exceeds $18 for any month
: with respect to one such dependent child and $12 for such month
with respect to each of the other dependent children.
;Metbod of compat-  (b) The method of computing and paying such amounts shall
smouots., 200 °F be as f(;ll'(i‘v}v;s:B 1 chall e b ¢ each
Estimates to be sub- 1 e Board sh rior to the beginning of each quarter,
?‘ﬁéﬁé’&;‘;’&? begi>-  octimate the amount to pbe paid to the State for such quar-
ter under the provisions of subsection (a), such estimate to be
Basis of estimates. based on (A) a report filed by tho State containing its estimate
of the total sum to be expended in such quarter in accordance
with the provisions of such subsection and stating the amount
appropriated or made available by the State and its political sub-
divisions for such expenditures in such quarter, and if such amount
is less than two-thirds of the total sum of such estimated expendi-
tures, the source or sources from which the difference is expected
to be derived, (B) records showing the number of dependent
children in the State, and (C) such other investigation as the
Board may find necessary.
Certitication of (2) The Board shall then certify to the Secretary of the
Jusiwents. ’ Treasury the amount so estimated by the Board, reduced or
increased, as the case may be, by any sum by which it finds
that its estimate for any prior quarter was greater or less than
the amount which should have been paid to the State for such
quarter, except to the extent that such sum has been applied
to make the amount certified for any prior quarter greater or
less than the amount estimated by the Board for such prior
uarter.
gix ayments; prior su- k (8) The Secretary of the Treasury shall thereupon, through the
' Division of Disbursement of the Treasury Department and prior
to audit or settlement by the General Accounting Office, pay to the
State, at the time or times fixed by the Board, the amount so
certified.
Qperstion of State OPERATION OF STATE PLANS
wiiyments withheld  Qpc. 404. In the case of any State plan for 2id to dependent chil-
plsing with spproved dren which has been approved by the Board, if the Board, after
fa0 motico and hear- pogsonable notice and opportunity for hearing to the State agency
administering or supervising the administration of such plan, finds—
(1) that the plan has been so changed as to impose any residence
requirement prohibited by section 402 (b), or that in the adminis-
tration of the plan any such prohibited requirement is imposed,
with the knowledge of such State agency, in a substantial number
of cases; or
(2) that in the administration of the plan there is a failure to
comply substantially with any provision required by section 402 (a)
to be 1ncluded in the plan;
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the Board shall notify such State ageney that further payments
will not be made to the State until the Board js satisfied that such
prohibited requirement is no longer so imposed, and that there is no
longer any such failure to comply. Until it is so satisfied it shall
malﬁe no further certification to the Sccretary of the Treasury with
respect to such State.
ADMINISTRATION Administration.

o . . . 2 pricti .
Skc. 405. There is hereby authorized to be appropriated for the wiied for Board ex

fiscal year ending June 80, 1936, the sum of $250,000 for all necessary peses.
expenses of the Board in administering the provisions of this title.

DEFINITIONS Definijtions.

Src. 406. When used in this title—

(2) The term “ dependent child ” means a child under the age of
sixteen who has been deprived of parental support or care by reason
of the death, continued absence from the honie, or physical or mental
incapacity of a parent, and who is living with his father, mother,
grandfather, grandmother, brother, sister, stepfuther, stepmother,
stepbrother, stepsister, uncic, or aunt, in a place of residence main-
tained by one or morec of such relatives as his or their own home;

(b) The term “aid to dependent children ” means money payments  4Ald fo dependent
with respect to a dependent child or dependent children. :

+Dependent child.”

TITLE V—GRANTS TO STATES FOR MATERNAL AND .Tie V—Grats to

CHILD WELFARE ckild welfare.
Parr 1—MaternaL axp Criip HeaLTH SERVICES Part_1—Maternal
exd child teslth serv-
Ces.
"APPROPRIATION Appropriation.

Secrron 501. For the purpose of enabling each State to extend and  gmouut suthorized.
improve, as far as practicable under the conditions in such State, ¥ 1% 13%
services for promoting the health of mothers and children, especially
in rural areas and in arcas suffering from severe economic distress,
there is hercby authorized to be appropriated for each fiscal year,
beginning with the fiscal year ending June 30, 1936, the sum of
$3,800,000. The sums madec available under this section shall be used AvailsbiitytoStates.
for making payments to States which have submitted, and had
approved by the Chief of the Children’s BBureau, State plans for such

services,
ALIOTMENTS TO STATES Allotmeats to States.

Skc. 502. (a) Out of the sums appropriated pnrsuant to scction _Amount to esch
501 for each fiscal year the Secretary of Labor shall allot to each ine o oon °f bt
State £20,000, and such part of $1.800,000 us he finds that the number 2¢% P12
of live births in such State bore to the total number of live births
in the United States, in the latest calendar year for which the Bureau
of (tl?)e 8ensu]§ l;)as available statistics.

ut of the sums appropriated pursuant to section 501 for each , Additional to assist
fiscal year the Secretary of Labor shall allot to the States $980,000 psa - ° Siate
(in addition to the allotments made under subsection (2)), according
to the financial need of each State for assistance in carrying out its
State plan, as determined by him after taking into consideration the
nuzn‘;:e& ff live birt.h.} in such State. _

c te amount of any allotment to a State under subscction (a) . Amoust of aliotment
for any fiscal year remair?ing unpaid to such State at the end of 51(101)1 Femaining uapald:
fiscal year shall be available for payment to such State under section
504 until the end of the second suceceding fiseal year. No payment
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to a State under section 504 shall be made out of its allotment for
any fiscal year until its allotment for the preceding fiscal year has
been exhausted or has ceased to be availlable. -

APPROVAL OF STATE ILANS

Skc. 503. (a) A State plan for maternal and child-health services
must (1) provide for financial participation by the State; (2) pro-
vide for the administration of the plan by the State health agency
or the supervision of the administration of the plan by the State
health agency; (3) provide such methods of administration (other
than those relating to selection, tenure of oflice, and compensation of
personnel) as are necessary for the efficient operation of the plan;
(4) provide that the State health agency will make such reports
in such form and containing such information, as the Secretary of
Labor may from time to time require, and comply with such pro-
visions as he may from time to time find necessary to assure the
correctness and verification of such reports; (5) provide for the
extension and improvement of local maternal and child-health serv-
ices administered by local child-health units; (6) provide for cooper-
ation with medical, nursing, and welfare groups and organizations;
and (7) provide for the development of demonstration services in
needy areas and among groups in special need.

(b) The Chief of the Children’s Bureau shall approve any plan
which fulfills the conditions specified in subsection Sa) and shall
thereupon notify the Secretary of Labor and the State health agency
of his approval.

PAYMENT TO STATES

Sec. 504. (a) From the sums appropriated therefor and the allot-
ments available under section 502 (a), the Secretary of the Treasury
shall pay to cach State which has an approved plan for maternal
and child-health services, for each quarter, beginning with the
quarter commencing July 1, 1935, an amount, which shall be used
exclusively for carrying out the State plan, equal to one-half of the
total sum expended during such quarter for carrying out such plan.

(b% The method of computing and paying such amounts shall be
as follows:

(1) The Secretary of Labor shall, prior to the beginning of
each quarter, estimate the amount to be paid to the State for such
quarter under the provisions of subsection (a), such estimate to
be based on (A) a report filed by the State containing its esti-
mate of the total sum to be expended in such quarter in accord-
ance with the provisions of such subsection and stating the amount
appropriated or made available by the State and its political sub-
diavisions for such expenditures in such quarter, and if such amount
is less than one-half of the total sum of such estimated expendi-
tures, the source or sources from which the difference is expected
to be derived, and (B) such investigation as he may find necessary.

(2) The Secretary of Labor shall then certify the amount so
estimated by him to the Secretary of the Treasury, reduced or
increased, as the case may be, by any sum by which the Secretary
of Labor finds that his estimate for any prior quarter was greater
or less than the amount which should have becn paid to the State
for such quarter, except to the extent that such sum has been
applied to make the amount certificd for any prior quarter greater
or less than the amount estimated by the Secretary of Labor for
such prior quarter.
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(8) The Seerctary of the Treasury shall therenpon, through

the Division of Disbursement of the Treasary Departinent and

prior to audit or settlement by the General Accounting Office, pay

to the State, at the time or times fixed by the Secretary of Labor,

the amount so certified.

(c) The Secretary of Labor shall from time to time certify to the  Faymeots: prior su-
Secretary of the Treasury the amounts to be paid to the States from .
the allotments available under section 502 (bs, and the Secretary of
the Treasury shall, through the Division of Disbursement of the
Treasury Department and prior to audit or settlement by the General
Accounting gfﬁce, make payments of such amounts from such allot-
ments at the time or times specified by the Secretary of Labor.

OPERATION OF STATE PLANS plamtion o Btate

SEc. 505. In the case of any State plan for maternal and child- _Peyments withhela
health services which has been approved by the Chief of the Chil- fisiog with spproved
dren’s Bureau, if the Secretary of Labor, after reasonable notice and plan: notice sod hear-
opportunity for hearing to the State agency adininistering or super-
vising the administration of such plan, finds that in the administra-
tion of the plan there is a failure to comply substantially with any
provision required by section 503 to be included in the plan, he shall
notify such State agency that further payments will not be made to
the State until he is satisfied that there is no longer any such failure
to comply. Until he is so satisfied he shall make no further certifica-
tion to the Secretary of the Treasury with respect to such State.

Paxr 2—SErvIcEs For Cripprep CHILDREN i ey for

ATPPROPRIATION Appropriation.

. uthorized,
Skec. 511. For the purpose of enabling each State to extend and oy 31 13%.

improve (especially in rural arcas and in areas suffering from severe
economic distress), as far as practicable under the conditions in such
State, services for iocating erippled children, and for providing med-
ical, surgical, corrective, and other services and care, and facilities
for diagnosis, hospitalization, and aftercare, for children who are
* crippled or who are suffering from conditions which lead to crip-
pling, there is hereby authorized to be appropriated for each fiscal
year, beginning with the fiscal year ending June 30, 1936, the sum of
$2,850,000. The sums made available under this section shall be
used for making payments to States which have submitted, and had
approved by the Chief of the Children’s Bureau, State plans for

such sevvices.

Avaflability to Stetes,

ALLOTMENTS TO STATES Aliotments to States.

5 1 3 A t t h
Sec. 512. (a) Out of the sums appropriated pursuant to section GAmoust  to ench

511 for each fiscal year the Sccretary of Labor shall allot to cach ance.
State $20,000, and the remainder to the States according to the need £ P!
of each State as deterinined by him after taking into consideration

the number of crippled children in such State in need of the services
referred to in section 511 and the cost of furnishing such services

to them.

(b) The amount of any allotment to a State under subsection (a) , Ameunt cfsliotment
for any fiscal year remaining unpaid to such Statc at the end of = )
such fiscal year shall Le available for payment to such State under
section 514 until the end of the second succeeding fiscal year. No
payment to a State under section 514 shall be made out of its allot-
ment for any fiscal year until its allotment for the preceding fiscal
year has been exhausted or has ceased to be available.

121,
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APPROVAL OF STATE PLANS

Skc. 513. (a) A State plan for services for crippled children must
(1) provide for financial participation by the State; (2) provide
for the administration of the plan by a State agency or the super-
vision of tho administration of the plan by a State agency: (3)
provide such methods of administration (other than those relating
to selection, tenure of office, and compensation of personnel) as are
necessary for the eflicient operation of the plan; (4) provide that
the State agency will make such reports, in such form and con-
taining such information, as the Secretary of Labor may from time
to time require, and comiply with such provisions as he may from
time to time find necessary to assure the correctness and verification
of such reports; &5) provide for carrying out the purposes specified
in section 511; and (6) provide for cooperation with medical, health,
nursing, and welfare groups and organizations and with any agency
in such State charged with administering State laws providing for
vocational rehabilitation of physically handicapped children.

(b) The Chief of the Children’s Burecau shall approve any plan
which fulfills the conditions specified in subsection (a) and shall
thereupon notify the Secretary of Labor and the State agency of
his approval.

PAYMENT TO STATES

Sec. 514. (a) From the sums appropriated therefor and the allot-
ments available under section 512, the Secretary of the Treasury
shall pay to each State which has an approved plan for services for
crippled children, for cach quarter, beginning with the quarter com-
mencing July 1, 1935, an amount, which shall be used exclusively for
carrying out the State plan, equal to one-half of the total sum
expended during such quarter for carrying out such plan.

(b) The method of computing and paying such amounts shall be
as. Tollows:

(1) The Secretary of Labor shall, prior to the beginning of each
quarter, estimate the amount to be paid to the State for such quar-
ter under the provisions of subsection (a), such estimate to be
based on (A) a report filed by the State containing its estimate of
the total sum to be expended in such quarter in accordance with
the provisions of such subsection and stating the amount appro-
priated or made available by the State and its political subdivisions
for such expenditures in such quarter, and if such amount is less
than one-half of the total sumi of such estimated expenditures,
the source or sources from which the difference is expected to be
derived, and (B) such investigation as he may find necessary.

(2) The Secretary of Labor shall then certify the amount so esti-
mated by him to the Secrctary of the Treasury, reduced or
increased, as the case may be, by any sum by which the Secretary
of Labor finds that his estimate for any prior quarter was greater
or less than the amount which should have been paid to the State
for such quarter, except to the extent that such sum has been
applied to make the amount certified for any prior quarter greater

or less than the amount estimated by the Secretary of Labor for

such prior quarter.

(8) The Sccretary of the Treasury shall thercupon, through the
Division of Disbursement of the Treasury Departmeut and prior
to aundit or settlement by the General Accounting Office, pay to the
State, at the time or times fixed by the Secretary of Labor, the
amount so certified. :
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OPERATION OF STATE PLANS

Sec. 515. In the case of any State plan for services for crippled
children which has been approved by the Chief of the Children’s
Bureau, if the Secretary of Labor, after reasonable notice and oppor-
“tunity for hearing to the State agency administering or supervising
the administration of such plan, finds that in the administration of
the plan there is a failure to comply substantially with any provision
required by section 513 to be included in the plan, he shall notify
such State agency that further payments will not be made to the
State until he is satisfied that there is no longer any such failure to
comply. TUntil he is so satisfied he shall make no further certifica-
tion to the Secretary of the Treasury with respect to such State.

Parr 3—Crxrn-WELFARE SERVICES

Sec. 521. (a) For the purpose of cnabling the United States,
through the Children’s Bureau, to cooperate with State public-
welfare agencies in establishing, extending, and strengthening,
especially in predominantly rural aress, public-welfare services
(hereinafter in this section referred to as “child-welfare serv-
ices”) for the protection and care of homeless, dependent,
and neglected children, and children in danger of becoming
delinquent, there is hereby authorized to be appropriated for
each fiscal year, beginning with the fiscal year ending June
30, 1936, the sum of $1,500,000. Such amount shall be allotted
by the Secretary of Labor for use by cooperating State public-welfare
agencies on the basis of plans developed jointly by the State agency
and the Children’s Bureau, to each State, $10,000, and the remainder
to each State on the basis of such plans, not to esceed such part of
the remainder as the rural population of such State bears to the total
rural population of the United States. The amount so allotted shall
be expended for payment of part of the cost of district, county or
other local child-welfare services in areas predominantly rural, and
for developing State services for the encouragement and assistance
of adequate mcthods of community child-welfare organization in
areas predominantly rural and other areas of special need. The
amount of any allotment to a State under this section for any fiscal
year remaining unpaid to such State at the end of such fiscal year
shall be available for payment to such State under this section until
the end of the second succeeding fiscal year. No payment to a State
under this section shall be made out of its allotment for any fiscal
year until its allotment for the preceding fiscal year bas been
exhausted or has ceased to be available.

(b) From the sums appropriated thercfor and the allotments
available under subsection (a) the Sccretary of Labor shall from
time to time certify to the Secretary of the Treasury the amounts to
be paid to the States, and the Secretary of the Treasury shall, through
the Division of Disbursement of the Treasury Department and prior
to audit or settlement by the General Accounting Office, make pay-
ments of such amounts from such allotments at the time or times
specified by the Secretary of Labor.

Part 4—VocarioNaL REIABILITATION

Sec. 531. (a) In order to enable the United States to cooperate
with the States and Hawaii in extending and strengthening their
programs of vocational rchabilitation of the physically disabled, and
to continue to carry out the provisions and purposes of the Act
entitled “An Act to provide for the promotion of vocational rchabili-
tation of persons disabled in industry or otherwise and their return
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to civil employment ?, approved June 2, 1920, as amended (U. S. C,,
title 29, ch. 4; U. S. C., Supp. VII, title 29, secs. 31, 82, 34, 35, 37, 29,
and 40), there is hereby authorized to be appmpri:lteci for the fizcal
years cnding June 30, 1936, and June 30, 1937, the sum of $841.000
for each such fiscal year in addition to the amount of the existing
authorization, and for each fiscal year thereafter the sum of
poppertionment  to g1 938 .000. Of the sums appropriated pursuant to such authorization
for each fiscal year, $5,000 shall be apportioned to the Territory of
Hawaii and the remasinder shall be apportioned among the several
States in the manner provided in such Act of June 2, 1920, as
amended.
o hor oammety.  (b)_For the administration of such Act of June 2, 1920, as
tlon. e, 17w amended, by the Federal agency authorized to administer it,
»PP-ES % there is hercby authorized to be appropriated for the fiscal years
ending June 30, 1936, and June 30, 1937, the sum of $22,000 for each
such fiscal year in addition to the amount of the cxisting authoriza-
tion. and for each fiscal year thereafter the sum of $102,000.

tion T STAdministra- PART 5—ADMINISTRATION
opopristion sa- Spe, 541. (a) There is hereby authorized to be appropriated for

thorized.
Fost, pp- 1122, 3349.  the fiscal year ending June 30, 1936, the sum of $425,000, for all
Necessary expenses of the Children’s Bureau in administering the
) provisions of this title, except section 531.
eidies aod invest:  (b) The Children’s Bureau shall make such studies and investi-
Bureau. gations as will promote the efficient administration of this title,
except section 531.
Annual report. (5 The Secretary of Labor shall include in his annual report to
Congress a full account of the administration of this title, except

section 531.

Title VI—Public TITLE VI—PUBLIC HEALTH WORK
Health Work.'
Appropriation, APPROPRIATION '
Sum autborized. Secrion 601. For the purpose of assisting States, counties, health

Post, pP- 126, 1841 districts, and other political subdivisions of the States in establish-
ing and maintaining adequate public-health services, including the
training of personnei for State and local health work, there is hereby
authorized to be appropriated for each fiscal year, beginning wit
the fiscal year ending June 30, 1936, the sum of $8,000,000 to be used
as hereinafter provided.

Beatth npeices, TUPHe STATE AND LOCAL PUBLIC HEALTH SERVICES
by hotments to States  Src. 602. (a) The Surgeon General of the Public Health Service,
° with the approval of the Secretary of the Treasury, shall, at the

Amouats. beginning of cach fiscal year, allot to the States the total of (1) the
amount appropriated for such year pursuant to section 601; and
(2% the amounts of the allotments under this section for the pre-

. ceding fiscal year remaining unpaid to the States at the end of such

Determinationof.  fiseal year. The amounts of such allotments shall be determined

on the basis of (1) the population; (2) the special health problems;

reavieation to Sec and (3) the financial needs; of the respective States. Upon making -
such allotnients the Surgeon General of the Public Health Service
shall certify the amounts thercof to the Secretary of the Treasury.

mgl‘;ﬂﬂ;‘g’ﬂ&g;a‘:ﬁ (b) The amount of an allotment to any State under subsection

paid. (a) for any fiscal year, remaining unpaid at the end of such fiscal
year, shall be available for allotment to States under subsection (a)
for the succeeding fiscal year, in addition to the amount appropriated
for such year.
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(¢) Prior to the beginning of each quarter of the fiscal year, the
Surgeon General of the Public Ilealth Service shall, with the
approval of the Secretary of the Treasury, determine in accordante
with rules and regulations previously prescribed by such Surgeon
- General after consultation with a conference of the Stato and Terri-

torial health authorities, the amount to be paid to cach State for
such quarter from the allotment to such State, and shall certify the
amount so determined to the Secretary of the Treasury. pon
receipt of such certification, the Secretary of the Treasury shall,
through the Division of Dishursement of the Treasury Department
and prior to audit or settlement by the General Accounting Office,
pay in accordance with such certification.

(d) The moneys so paid to any State shall be expended solely in
carrying out the purposes specified in section 601, and in accordance
with plans presented by the health authority of such State and
approved by the Surgeon General of the Public Health Service.

INVESTIGATIONS

Srec. 603. (a) There is hereby authorized to be appropriated for
each fiscal year, beginning with the fiscal year ending June 30, 1936,
the sum of $2,000,000 for expenditure by the Public Health Service
for investigation of disease and problemns of sanitation (including
the printing and binding of the findings of such investigations), and
for the pay and allowances and traveling expenses of personnel of
the Public Health Service, including commissioned ofiicers, engaged
in such investigations or detailed to cooperate with the health au-
thorities of any State in carrying out the purposes specified in sec-
tion 601: Provided, That no personnel of the Public Health Service
shall be detailed to cooperate with the health authorities of any State
except at the request of the proper anthorities of such State.

(b) The personnel of the Public Health Service paid from any
appropriation not made pursuant to subsection Sa) may be detailed
to assist in carrying out the purposes of this title. The appropria-
tion from which they are paid shall be reimbursed from the appro-
priation made pursuant to subsection (a) to the extent of their sal-
aries and allowances for services performed while so detailed.

(c) The Sceretary of the Treasury shall include in his annual
report to Congress a full account of the administration of this title.

TITLE VII—SOCIAL SECURITY BOARD
ESTABLISHMENT

Srecrrox 701. There is hereby established a Social Security Board
(in this Act referred to as the “ Board ”) to be composed of three
members to be appointed by the President, by and with the advice
and consent of the Senate. During his term of membership on the
Board, no member shall engage in any other business, vocation, or
employment. Not more than two of the members of the Board
shall be members of the same political party. Each member shall

receive a salary at the rate of $10,000 a year and shall hold office for -

a term of six years, except that (1) any member appointed to fill
& vacancy occurring prior to the expiration of the term for which
his predecessor was appointed, shall be appointed for the remainder
of such term; and (2) the terms of office of the members first taking
office after the datc of the enactment of this Act shall expire, as
designated by the President at the time of appointment, one at the
end of two ycars, one at the end of four years, and one at the end
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of six years, after the date of the enactment of this Act. The Presi-
dent shall designate one of the members as the chairman of the

Board.
DUTIES OF SOCIAL SECURITY BOARD

. Sec. 702. The Board shall perform the duties imposed upon
it by this Act and shall also have the duty of studying and making
recommendations &s to the most effective methods of providing eco-
nomie security through social insurance, and as to legislation and
matters of administrative policy concerning old-age pensions, unem-
ployment compensation, accident compensation, and related subjects.

EXPENSKS OF THE BOARD

Skc. 703. The Board is authorized to appoint and fix the compen-
sation of such officers and emiployees, and to make such expenditures,
as may be necessary for carrying out its functions under this Act.
Appointments of attorneys and experts may be made without regard
to the civil-service laws.

REPORTS

Sec. 704. The Board shall make a full report to Congress, at
the beginning of each regular session, of the administration of the
functions with which it is charged.

TITLE VIII—-TAXES WITH RESPECT TO EMPLOYMENT

INCOME TAX ON EMIPLOYEES

Secrron 801. In addition to other taxes, there shall be levied,
collected, and paid upon the income of every individual a tax equal
to the following percentages of the wages (as defined in section 811)
received by him after December 31, 1936, with respect to employ-
ment (as defined in section §11) after such date:

1) With respect to employment during the calendar years 1937,
1938, and 1939, the rate shall be 1 per centum. ,

(2) With res%ect to employment during the calendar years 1940,
1941, and 1942, the rate shall be 114 per centum.

(3) With respect to employment during the calendar years 1943,
1944, and 1945, the rate shall be 2 per centum.

(4) With respect to employment during the calendar years 1946,
1947, and 1948, the rate shall be 214 per centum.

(5)With respect to ecmployment after December 31, 1948, the rate

shall be 3 per centum.
DEDUCTION OF TAX FROM WAGES

Sec. 802. (a) The tax imposed by section 801 shall be collected by
the employer of the taxpayer, by deducting the amount of the tax
from the wages as and when paid. Every emnployer required so to
deduct the tax is hereby made liable for the payment of such tax, and
is hereby indemnified against the claims and demands of any person
for the amount of any such payment made by such employer.

(b) If more or less than the correct amount of tax imposed by sec-
tion 801 is paid with respect to any wage payment, then, under regula-
tions made under this title, proper adjustments, with respect both to
the tax and the amount to be deducted, shall be made, without
interest, in connection with subsequent wage payments to the same

individual by the same employer.
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DEDUCTIBILITY FROM INCOME TAX

Skc. 803. For the purposes of the income tax imposed by Title I of
the Revenue Act of 1934 or by any Act of Congress in substitution
therefor, the tux imposed by section 801 shall not be allowed as a
deduction to the taxpayer in computing his net income for the year
in which such tax is deducted from his wages.

EXCISE TAX ON EMPLOYERS

Skc. 804. In addition to other taxes, every employer shall pay an
excise tax, with respect to having individuals in his employ, equal to
the following percentages of the wages (es defined in section 811) paid
by him after December 31, 1936, with respect to employment (as
defined in section 811) after such date:

(1) With respect to employment during the calendar ycars 1937,
1938, and 1939, the rate shall be 1 per centum.

(2) With respect to employment during the calendar ycars 1940,
1941, and 1942, the rate shall be 114, per centum.

(8) With respect to employment during the calendar ycars 1943,
1944, and 1945, the rate shall be 2 per centum.

(4) With respect to employment during the calendar years 1946,
1947, and 1948, the rate shall be 214 per centum.

(5) With respect to employment after December 31, 1948, the rate
shall be 3 per centum.

ADJUSTMENT OF FMPLOYER’S TAX

Sec. 805. If more or less than the correct amount of tax imposed
by section 804 is paid with respect to any wage payment, then, under
regulations made under this title, proper adjustments with respect to
the tax shall be made, without interest, in connection with subse-
quent wage payments to the same individual by the same employer.

REFUNDS AXD DEFICIENCIES

Sec. 806. If more or less than the correct amount of tax imposed
by section 801 or 804 is paid or deducted with respect to any wage
payment and the overpayment or underpayment of tax cannot
adjusted under section 802 (b) or 805 the amount of the overpayment
shall be refunded and the amount of the underpayment shall be col-
lected, in such manner and at such times (subject to the statutes of
limitations properly applicable thereto) as may be prescribed by
regulations made under this title.

COLLECTION AND FPAYMENT OF TAXES

Skc. 807. (a) The taxes imposed by this title shall be collected by
the Bureau of Internal Revenue under the direction of the Secretary

- of the Treasury and shall be paid into the Treasury of the United

States as internal-revenue collections. If the tax is 1ot paid when
due, there shall be added as part of the tax interest (except in the
case of adjustments made in accordance with the provisions of sec~
tions 802 (b) and 805) at the rate of onc-half of 1 per centum per
month from the date the tax became due until paid.

(b) Such taxes shall be collected and paid in snch manner, at such
times, and under such conditions, not inconsistent with this title
(either by making and filing returns, or by stamps, coupons, tickets,
books, or other reasonable devices or methods necessary or helpful
in securing a complete and proper collection and payment of the tax
or in securing proper identification of the taxpayer), as may be pre-
scribed by the Commissioner of Internal Revenue, with the approval
of the Sccretary of the Treasury.
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phovisionsotlawsp- (¢) All provisions of law, including penalties, -applicable with
Vel 4t o 3, 99 Tespect to any tax imposed by scction 600 or section 800 of the
Vol 44 pres.  Revenue Act of 1926, and the provisions of section 607 of the Revenue
Act of 1934, shall, insofar as applicable and not inconsistent with
the provisions of this title, be applicable with respect to the taxes
imposed by this title.
2d) In the payment of any tax under this title a fractional part
of a cent shall be disregarded unless it amounts to one-half cent or
more, in which case it shall be increased to 1 cent.

Fractional part of
cent.

u olzz:'sl.les and regula- RULES AND REGCULATIONS

Autbority to pre- Sec. 808. The Commissioner of Internal Revenue, with the ap-
proval of the Sccretary of the Treasury, shall make and publish rules
and regulations for the enforcement of this title.

Sale of stamps by SALE OF STAMPYS DY LI'OSTMASTERS

postinasters.

Skc. 809. The Commissioner of Internal Revenue shall furnish to
the Postmaster General without prepayment a suitable %uantity of
stamps, coupons, tickets, books, or other devices prescribed by the
Commissioner under section 807 for the collection or payment of any
tax imposed by this title, to be distributed to, and kept on sale by, all
post offices of the first and second classes, and such post offices of the
third and fourth classes as (1) are located in county seats, or (2)
are certified by the Secretary of the Trcasury to the Postmaster

Boad- General as necessary to the proper administration of this title. The
Postmaster General may require each such postmaster to furnish
bond in such increased amount as he may from time to time deter-
mine, and each such postmaster shall deposit the receipts from the
sale of such stamps, coupons, tickets, books, or other devices, to the
credit of, and render accounts to, the Postmaster General at such

' times and in such form as the Postmaster General may by regula-

Traoster ot recelpts.  tions prescribe. The Postmaster General shall at least once a month
transfer to the Treasury as internal-revenue collections all receipts
so deposited together with a statement of the additional expendi-
tures in the District of Columbia and elsewhere incurred by the
Post Office Department in performing the duties imposed upon said
Department by this Act, and the Secretary of the Treasury is hereby
authorized and directed to advance from time to time to the credit
of the Post Office Department from appropriations made for the
collection of the taxes imposed by this title, such sums as may be
required for such additional expenditures incurred by the Post
O%ce Department.

Penalties. PENALTIES

wiMawfal use of  Spc, 810. (a) Whoever buys, sells, offers for sale, uses, transfers,
pe takes or gives in exchange, or pledges or gives in pledge, except as
authorized in this title or in regulations made pursuant thereto, any
stamp, coupon, ticket, book, or other device, preseribed by the Com-
missioner of Internal Revenue under section 807 for the collection or
payment of any tax inposed by this title, shall be fined not more
than $1,000 or imprisoned for not more than six months, or both.
Counterteiting. (b) Whoever, with intent to defraud, alters, forges, makes, or
counterfeits any stamp, coupon, ticket, book, or other device pre-
scribed by the Commissioner of Internal Revenue under section 807
for the collection or payment of any tax imposed by this title, or
uses, sells, lends; or has in his possession any such altered, forged, or
counterfeited stamp, coupon, ticket, book, or other device, or mai{es,
uses, sells, or has in his possession any material in imitation of the
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material used in the manufacture of such stamp, coupon, ticket, book,
or other device, shall be fined not more than $5,000 or imprisoned not
more than five years, or both.

DEFINTIIONS

Sec. 811. When used in this title—

Sa) The term “ wages ” means all remuneration for employment,
including the cash value of all remuneration paid in any medium
other than cash; except that such term shall not include that part
of the remuneration which, after remuneration equal to $3,000 has
been paid to an individual by an employer with respect to employ-
ment during any calendar year, is paid to such individunal by such
employer with respect to emp]oyment during such calendar year.

8b) The term “employment” means any service, of whatever
nature, performed within the United States by an employee for
his employer, except—

(1) Agricultural labor;
(2) Domestic service in a private home;
(3) Casual labor not in the course of the employer’s trade or
business; .

(4) Service performed by an individual who has attained the
age of sixty-five;

(5) Service performed as an oflicer or member of the crew of a
vessel documented under the laws of the United States or of any
foreign country;

(6) Service performed in the employ of the United States
Government or of an instrumeuntality of the United States;

(7) Service performed in the employ of a State, a political
subdivision thereof, or an instrumentality of one or more States
or political subdivisions;

8) Service performed in the employ of a corporation, com-
munity chest, fund, or foundation, organized and operated
exclusively for religious, charitable, scientific, literary, or educa-
tional purposes, or for the prevention of cruelty to children or
animals, no part of the net ecarnings of which inures to the benefit
of any private shareholder or individual.

TITLE IX—TAX ON EMPLOYERS OF EIGHT OR MORE

IMTOSITION OF TAX

Srcrron 901. On and after January 1, 1936, every employer (as
defined in scction 907) shall pay for each calendar year an excise
tax, with respect to having individnals in his employ, equal to the
following percentages of the total wages (as defined in section 907)
payable by him (regardless of the time of payment) with respect to
employment (as defined in section 907 ) during such calendar year:

(1) With respect to employment during the calendar year 1936
the rate shall be 1 per centum;

(2) With respect to employment during the calendar year 1937
the rate shall be 2 per centum

(3) With respect to employment after December 31, 1937, the
rate shall be 3 per centum.

CREDIT AGAINST TAX

Sec. 902. The taxpayer may credit against the tax imposed by
section 901 the amount of contributions, with respect to employment
during the taxable year, paid by him (before the date of filing his
return for the taxable ycar) into an uneinployment fund under a
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Total credit. State law. The total credit allowed to a taxpayer under this section
for all contributions paid into unemployment funds with respect
to employment during such taxabie year shall not exceed 90 per
centum of the tax against which it is credited, and credit shall be
allowed only for contributions made under the laws of States certified
for the taxable year as provided in section 903.

s ication of State CELTIFICATION OF STATE LAWS

ripprovali - condi- Qo 903, (a) The Social Security Board shall approve any State
law submitted to it, within thirty days of such submission, which it
finds provides that—

P L R (1) All compensation is to be paid through public employment
employment offices. offices in the State or such other agencics as the Board may

approve;
P 2) No compensation shall be payable with respect to any day
of unemployment occurring within two years after the first day
of the first period with respect to which contributions are required;
yrayment to credit of (8) All money reccived in the unemployment fund shall
Fund. immediately upon such receipt be paid over to the Secretary of the
Treasury to the credit of the Unemployment Trust Fund
established by section 904;
sitrxpenditurs ofrequl- (4) All money withdrawn from the Unemployment Trust Fund
by the State agency shall be used solely in the payment of
compensation, exclusive of expenses of administration;
abie b atcept work va: (5) Compensation shall not be denied in such State to any
der certain conditions.  otherwise eligible individual for refusing to accept new work under
any of the ?ollowing conditions: (A) If the position offered is
vacant due directly to a strike, lockout, or other labor dispute;
(B) if the wages, hours, or other conditions of the work offered
are substantially less favorable to the individual than those
prevailing for similar work in the locality; (C) if as a condition
of being employed the individual would be required to join a
company unlon or to resign from or refrain from joining any
bona fide labor orﬁanizat.ion;
ja A mendment of State (6) All the rights, privileges, or immunities conferred by such
o law or by acts done pursuant thereto shall exist subject to the
ower of the legislature to amend or reyeal such lasv at any time.
erotifeation to Gov- The Board shall, upon approving such law, notify the Governor
of the State of its approval.
by hnunl certifcation  (b) On December 31 in each tazable gear the Board shall certify
Statoluws. to the Secretary of the Treasury cach State whose law it has pre-
Restrictlon on viously approved, except that it shall not certify any State which,
approval. after reasonable notice and opportunity for hearing to the State
agency, the Board finds has changed its Jaw so that it no longer
contains the provisions specified in subsection (a) or has with re-
spect to such taxable yecar failed to comply substantially with any
such provision.
Notification to Gov-  (¢) If, at any time during the taxable year, the Board has reason

erpor; whes. to believe that a State whose Jaw it has previously approved, may
not be certified under subsection (b), it shall promptly so notify the
Governor of such State.
rongmployment TUNEMPLOTAMENT TRUST FUND
Establishment. Skc. 904. (a) There is hereby established in the Treasury of the

United States a trust fund to be known as the “ Unemployment

qansceipt of deposited T'rust IFund ”, hereinafter in this title called the “Fund ™. The
) Secretary of the Treasury is authorized and directed to receive and
hold in the Fund all moneys deposited therein by a State agency
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from a State unemployment fuud. Such deposit may be made
directly with the Secretary of the Treasury or with any Federal
reserve bank or member bank of the Federal Reserve Systemn desig-

- nated by him for such purpose.

(b) It shaf be the duty of the Secretary of the Treasury to ,loTesmeatsdutyto
invest such portion of the ¥und as is not, inrgis judgment, required
to meet current withdrawals. Such investment may be inade only Natoreor.
in interest bearing obligations of the United States or in obliga-
tions guaranteed as to both principal and interest by the United
States. For such purpose such obligations may be acquired (1) on Acquiition of obli.
original issue at par, or (2) by purchase of outstanding obligations &ates”” °f V2it*d
at the market price. The purposes for which obligations of the , Second Liberty Bond
United States may be issued under the Second Liberty Bond Act,
as amended, are hereby extended to authorize the issuance at par %2 1% .
of special obligations exclusively to the Fund. Such special obliga- res,pes. "
tions shall bear interest at a rate equal to the average ratc of in- interecizate = o
terest, computed as of the end of the calendar month next preceding
the date of such issue, borne by all interest-bearing obligations of
the United States then forming part of the public debt; except that
where such average rate is not a multiple of one-eighth of 1 per
centum, the rate of interest of such special obligations shall be the
multiple of one-eighth of 1 per centum next lower than such average
rate. Obligations other than such special obligations may be ac-  Qthe:obligations;ec
quired for the Fund only on such terms as to provide an invest- =
ment yield not less than the yield which would be required in the
case of special obligations if issued to the Fund upon the date of
such acquisition. . :

(¢) Any obligations acquired by the Fund (except special obliga- Sslect
tions issued exclusively to the Fund) may be sold at the market
price, and such special obligations may be redeemed at par plus
acc:;lu)eér ;lnterest. 11 o1 he sal a = ;

e interest on, and the proceeds {rom the sale or redemption tersst and proceeds

of,( any obligations held in the Fund shall be credited to and {E)orm Fung e credied o
a part of the Fund. '

(e) The Fund shall be invested as a single fund, but the Secretary Iovestoenteccounts
of the Treasury shall maintain a separate book account for each
State agency and shall credit quarterly on March 31, June 30, Scp-
tember 30, and December 31, of each year, to each account, on the
basis of the average daily balance of such account, a proportionate

art of the earnings of the Fund for the quarter ending on such date. .

(f) The Secretary of the Treasury is authorized and directed to p; giisiriozson Fund
pay out of the Fund to any State agency such amount as it may duly
requisition, not exceeding the amount standing to the account of such

State agency at the time of such payment.
ADMINISTRATION, REFUNDS, AND PENALTIES tinds, and pensities

Seo. 905. (a% The tax imposed by this title shall be collected by Teses collection ot
the Bureau of Internal Revenue under the direction of the Secretary

of the Treasury and shall be paid into the Treasury of the United

States as internal-revenue collections. If the tax is not paid when  Intest on tax pay-
due, there shall be added as part of the tax interest at the rate of )
one-half of 1 per centuin per month from the date the tax became

due until paid. )
(b) Not later than January 31, next following the close of the  Refuras by employ-

taxable year, each employer shall make a return of the tax under

this title for such taxable year. Each such return shall be made For=; fiixe.
under oath, shall be filed with the collector of internal revenue for
the district in which is located the principal place of business of the

105019 °—30—i1
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employer, or, if he has no principal place of business in the United
States, then with the collector at Baltimore, Maryland, and shall con-
tain guch information and be made in such manner as the Commis-
sionc® of Internal Revenue, with the approval of the Secretary of
the Treasury, may by reguiations prescribe. All provisions of law
(including penalties) applicable in respect of the taxes imposed by
section 600 of the Revenue Act of 1926, shall, insofar as not incon-
sistent with this title, be applicable in respect of the tax imposed
by this title. The Commissioner may extend the time for filing the
return of the tax imposed by this title, under such rules and regula-
tions as he may prescribe with the approval of the Secretary of the
Treasury, but no such extension shall be for more than sixty days.

(c) Ieturns filed under this title shall be open to inspection in
the same manner, to the same extent, and subject to the same pro-
visions of law, including penalties, as returns made under Title IT
of the Revenue Act of 1926.

(d) The taxpayer may elect to pay the tax in four equal install-
ments instead of 1n a sin%]e payment, in which case the first install-
ment shall be paid not later than the last day prescribed for the
filing of returns, the second installment shall be paid on or before the
Jast day of the third month, the third installment on or before the
last day of the sixth month, and the fourth installment on or before
the last day of the ninth month, after such last day. If the tax
or any installment thereof is not paid on or before the last day of
the period fixed for its payment, the whole amount of the tax unpaid
shall be paid upon notice and demand from the collector.

(e) At the request of the taxpayer the time for payment of the tax
or any installment thereof may be extended under regulations pre-
scribed by the Commissioner with the approval of the Secretary of
the Treasury, for a period not to exceed six months from the last day
of the period prescribed for the payment of the tax or any install-
ment thereof. The amount of the tax in respect of which any ex-
tension is granted shall ¢ paid (with interest at the rate of one-half
of 1 per centumn per month) on or before the date of the expiration
of the period of the extension.

(£f) In the payment of any tax under this title a fractional part
of a cent shall be disregarded unless it amounts to one-half cent or
more, in which case it shall be increased to 1 cent.

INTERSTATE CUMMIERCE

Skec. 906. No person required under a State law to make payments
to an unemployment fund shall be relieved frem compliance there-
with on the ground that he is engaged in interstate commerce, or
that the State law does not distinguish between employees engaged
in interstate commerce and those engaged in intrastate cominerce.

DEFINITIONS

Skc. 907. When used in this title—

(2) The term “employer ” does not include any person unless
on each of some twenty days during the taxable year, each day
being in a different calendar week, the total number of individuals
who were in his employ for some portion of the day (whether or not
at the same moment of time) was eight or more.

b) The term “ wages ” means all remuneration for employment,
including the cash value of all remuneration paid in any medium

other than cash.
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(c) The term “employment” means any service, of whatever
nature, performed within the United States by an employee for his
cmployer, except—

(1) Agricultural labor;

2) Dongestic service in a private home;
3) Service performed as an officer or member of the crew of

a vessel on the navigable waters of the United States;

(4) Service perforined by an individual in the employ of his
son, daughter, or spouse, and service performed by a child under
the age of twenty-one in the employ of his father or mother;

(5) Service performed in the employ of the United States
Government or of an instrumentality of the United States;

(6) Service performed in the employ of a State, a political
subdivision thereof, or an instrumentality of one or more States or
political subdivisions;

(7) Service performed in the employ of a corporation, com-
munity chest, fund, or foundation, organized and operated exclu-
sively for refigious, charitable, scientific, literary, or educational
purposes, or for the prevention of cruelty to children or animals,
no part of the net earnings of which inures to the benefit of
any private shareholder or individual.

(d) The term “ State agency ” means any State officer, board, or
other authority, designated under a State law to administer the
unemployment fund in such State.

(e) The term “unemployment fund” means a special fund,
established under a State law and administered by a State agency,
for the payment of compensation.

(f) The term “ contributions” means payments required by a
State law to be made by an employer into an unemployment fund,
to the extent that such paynients are made by him without any part
thereof being deducted or deductible from the wages of individuals
in his employ.

(g) The term “compensation ” means cash benefits payable to
individuals with respect to their unemployment.

RULES AND REGULATIONS

Sec. 908. The Comimissioner of Internal Revenue, with the
approval of the Secretary of the Treasury, shall make and publish
rules and regulations for the enforcement of this title, except sections
903, 904, and 910.

ALLOWANCE OF ADDITIONAL CREDIT

Sec. 909. (a) In addition to the credit allowed under section 902,
a taxpayer may, subject to the conditions imposed by section 910,
credit against the tax imposed by section 901 for any tazable year
after the taxable year 1937, an amount, with respeet to each State
law, equal to the amount, if any, by which the contributions, with
respect to employment in such taxable year, actually paid by the tax-
payer under such law before the date of filing his return for such
taxable year, is exceeded by whichever of the foi’lowing is the lesser—
(1) The amount of contributions which he would have been
required to pay under such law for such taxable year if he had
been subject to the highest rate applicable from time to time
throughout such year to any employer under such law; or
S.]‘Z) Two and seven-tenths per centum of the wages payable
by him with respect to emnployment with respect to whick contribu-
tions for such year were required under such law.
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(b} If "e amount of the contributions actually so paid by the

taxp {er io less than the amount which he should have paid under the

State law, the additional credit under subsection (a) shall be reduced
proportionately. T

Totalereditsallowed. = (¢) The total credits allowed to a taxpayer under this title shall

not exceed 90 per centum of the tax against which such credits are

taken.

Conditions of addi- - v . - -
tionn! credit allowance., COXDITIONS OF ADDITIONAL CiufDIT ALLOWANCE

When credit aliow-  Spe. 910. (a) A taxpayer shall be allowed the additional credit
sotobesmaied:  under section 909, with respeet to his contribution rate under a State
law being lower, for any taxable year, than that of another employer
subject to such iaw, only if the Board finds that under such law—

(1) Such lower rate, with respect to contributions to a pooled
fund, is permitted on the basis of not less than three years of
compensation experience;

(2) Such lower rate, with respect to contributions to a guaran-
teed employment account, is permitted only when his guaranty of
employment was fulfilled in the preceding calendar year, and
such guaranteed employment account amounts to not less than
714 per centum of the total wages payable by him, in accordance
with such guaranty, with respect to employment in such State in
the preceding calendar year;

(3) Such Tower rate, with respect to contributions to a separate
reserve account, is permitted only when (A) compensation has
been payable from such account throughout the preceding calendar
year, and (B) such account amounts to not less than five times
the largest amount of compensation paid from such account within
any one of the three preceding calendar years, and (C) such
account amounts to not less than 714 per centum of the total
wages payable by him (plus the total wages payable by any other
employers who may be contributing to such account& with respect
to employment in such State in the preceding calendar year.

Reductions. : &b) uch additional credit shall be reduced, if any contributions

under such law are made by such taxpayer at a lower rate under
conditions not fulfilling the requirements of subsection (a), by the
amount bearing the same ratio to such additional credit as the
amount of contributions made at such lower ratc bears to the total
of his contributions paid for such year under such law.

Definitions. (¢) Asused in this section—

“Reservo nccount.” (1) The term “ reserve account ” means a separate account in an
unemployment fund, with respect to an employer or group of
cemployers, from which compensation is payable only with respect
to the unemployment of individuals who were in the employ of
such employer, or of one of the employers comprising the group.

“Pooled fund.” (2) The term “ pooled fund ” means an unemployment fund or
any part thereof in which all contributions are mingled and undi-
vided, and from which compensation is payable to all eligible indi-
viduals, except that to individuals last employed by employers with
respect to whom reserve accounts are maintained by the State
agency, it is payable only when such accounts are exhausted.

“Quarantecd  cun- (3) The term “ guarantced employment account ” means a sepa-

ployment account. " . . J
rate account, in an unemployment fund, of contributions paid by
an employer (or group of employers) who
(X) guarantees in advance thirty hours of wages for each of
forty calendar weeks (or more, with one weekly hour deducted
for each added week guaranteed) in twelve months, to all the
individuals in his employ in one or more distinct establishments,
except that any such individual’s guaranty may commence after
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a probationary period (included within twelve or less consecutive
calendar weeks), and ‘
(B) gives security or assurance, satisfactory to the State
agency, for the fulfillment of such guaranties,
from which afcount compensation shail be payable with respect to
the unemployment of any such individual whose guaranty is not
fulfilled or renewed and who is otherwise eligible for compensation
under the State law.

(4) The term “year of compensation experience ”, as applied to
an employer, means any calendar year throughout which compen-
sation was payable with respect to any individual in his employ
who became unemployed and was eligible for compensation.

TITLE X—GRANTS TO STATES FOR AID TO THE BLIND

APYROPRIATION

Secrion 1001. For the purpose of enabling each State to furnish
financial assistance, as far as practicable under the conditions in
such State, to needy individuals who are blind, there is hereby
authorized to be appropriated for the fiscal year ending June 30, 1936,
the sum of §3,000,000, and there is hereby authorized to be appropri-
ated for each fiscal year thereafter a sum sufficient to carry out the
purposes of this title. The sums made available under this section
shall be used for making gayments to States which have submitted
and had aréproved by the Social Security Board, State plans for aid
to the blind.

STATF. PLANS FOR AID TO THE BLIND

Skc. 1002. (a) A State plan for gid to the blind must (1) provide
that it shall be in effect in all political subdivisions of the State, and,
if administered by them, be mandatory upon them; (2) provicfe for
financial participation f:y the State; (?é) either provide for the
establishment or designation of a single State agency to administer
the plan, or provide for the establishment or designation of a single
State agency to supervise the administration of the plan; -(? pro-
vide for granting to any individual, whose claim for aid is denied,
an opportunity for a fair hearing before such State agency; (5)
provide such methods of administration (other than those relating
to selection, tenure of office, and compensation of personnel) as
are found by the Board to be necessary for the efficient operation of
the plan; (6) provide that the State agency will make such reports,
in such form and containing such information, as the Board may
from time to time require, and comply with such provisions as the
Board may from time to time find necessary to assure the correctness
and verification of such reports; and (7) provide that no aid will be
furnished any individual under the plan with respect to any period
with respect to which he is recciving old-age assistance under the
State plan approved under section 2 of this Act.

(b) The IBoard shall approve any plan which fulfills the condi-
tions specified in subsection (a), except that it shall not approve any
plan which imposes, as a condition of eligibility for aid to the blind
under the plan—

1) Any residence requirement which excludes any resident of
the State who has resided therein five years during the nine years
immediately preceding the application for aid and has resided
therein continuously for one year immedidtely preceding the ap-
plication; or
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(2) Any citizenship requirement which excludes any citizen of
the United States. '

Payment to States. PAYMENT 10 STATES

qiarionnt to be pald  Spg, 1008. (a) From the sums appropriated therefor, the Secretary
of the Treasury shall pay to each State which has an approved plan
for aid to the blind, for each quarter, beginning with the quarter
. commencing July 1, 1935, (1) an amount, which shall be used exclu-
gnuching funds b7 gively as aid to the blind, equal to one-half of the total of the sums
expended during such quarter as aid to the blind under the State
plan with respect to each individual who is blind and is not an
inmate of a public institution, not counting so much of such
expenditure with respect to any individual for any month as
Adninistrationcosts. @xceeds $30, and (2) 5 per centum of such amount, which shall be
used for paying the costs of administering the State plan or for aid

to the blind, or both, and for no other purpose.

1ag " hng®f gompt (b)) The method of computing and paying such amounts shall be

amouats. as follows:
migeg testobesub- (1) The Board shall, prior to the beginning of each quarter,

Basis oL, estimate the amount to be paid to the State for such quarter under
the provisions of clause (1) of subsection (a), such estimate to be
based on (A) a report filed by the State containing its estimate of
the total sum to be expended in such quarter in accordance with the
provisions of such clause, and stating the amount appropriated or
made available by the State and its political subdivisions for such
expenditures in such guarter, and if such ainount is less than one-
half of the total suin of such estimated expenditures, the source or
sources from which the difference is expected to be derived, (B)
records showing the number of blind individuals in the State,

“and ( C}lz such other investigation as the Board may find necessary.
atrtification of (2) The Board shall then certify to the Secretary of the Treas-
justments. ) ury the amount so estimnated by the Board, reduced or increased, as

the case may be, by any sum by which it finds that its estimate
for any prior quarter was greater or less than the amount which
should have been paid to the State under clause (1) of subsection
(a) for such quarter, except to the extent that such sum has been
applied to make the amount certified for any prior quarter greater
or less than the amount estimated by the XBoard for such prier

quarter.
dis yments; prior su- (38) The Secretary of the Treasury shall thereupon, through the
Division of Disbursement of the Trcasury Department and prior

to audit or settlement by the General Accounting Oflice, pay to the
State, at the time or times fixed by the Board, the amount so
certified, inercased by 5 per centum.
ploberation of State OPERATION OF STATE PLANS
winyments witbheld  Src. 1004. In the case of any State plan for aid to the blind which
Pislag with approved has been approved by the Board, if the Board, after reasonable notice
og. " and opportunity for hearing to the State agency administering or
supervising the acininistration of such plan, finds—

(1) that the plan has been so changed as to impose anz residence
or citizenship requirement prohibited by section 1002 (b), or that
in the administration of the plan any such prohibited requirement
is iimposed, with the knowledge of such State agency, in a substan-
tial number of cases; or

(2) that in the administration of the plan there is a failure
to comply substantially with any provision required by section 1002
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(a) to be included in the plan; '
the Board shall notify such State agency that further payments will
not be made toghe State until the Board is satisfied that such pro-
hibited requirdfhent is no longer so imposed, and that there is no
" longer any such failure to comply. Until it is so satisfied it shall
make no further certification to the Secretary of the Treasury with

respect to such State.
ADMINISTRATTON

Sec. 1005. There is hereby authorized to be appropriated for the
fiscal year ending June 30, 1936, the sum of $30,000, for all necessary
expenses of the Board in administering the provisions of this title.

DEFINITION

Sec. 1006. When used in this title the term “aid to the blind ”
means money payments to blind individuals.

TITLE XI--GENERAL PROVISIONS

DEFINITIONS

Secrion 1101. (a) When used in this Act—

1) The term “ State” (except when used in section 531)
includes Alaska, Hawaii, and the District of Columbia.

(2) The term “ United States” when used in a geographical
sense means the States, Alaska, Hawaii, and the Dastrict of
Columbia.

(3) The term “ person ” means an individual, a trust or estate,
& partnership, or a corporation.

(4) The term *corporation” includes associations, joint-stock
companies, and insurance com;;anies.

(5) The term “shareholder ” includes a member in an associa-
tion, joint-stock company, or insurance company.

- (6) The term “employee ” includes an officer of a corporation.

(b) The terms “includes ” and “ including ” when used in a defini-
tion contained in this Act shall not be deemed to exclude other things
ctherwise within the meaning of the term defined.

(c) Whenever under this Act or any Act of Congress, or under
the law of any State, an employer is required or permitted to deduct
any amount from the remuneration of an employee and to pay the
amount deducted to the United States, a State, or any political
subdivision thereof, then for the purposes of this Act tﬁe amount
so deducted shall be considered to have been paid to the employce
at the time of such deduction.

(d) Nothing in this Act shall be construed as authorizing any
Federal official, agent, or representative, in carrying out any of the
provisions of this Act, to take charge of any child over the objection
of cither of the parents of such child, or of the person standing in
loco parentis to such child.

RULES AND REGULATIONS

Sec. 1102. The Secretary of the Treasury, the Secrctary of Labor,
and the Social Security Board, respectively, shall make and publish
such rules and regulations, not inconsistent with this Aect, as ma
be necessary to the efficient administration of the functions wit
which each is charged under this Act.
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vioepamsbility of pro- SEPARABILITY

Suc. 1103. If any provision of this Act, or the application thereof

1o any person or circumstance, is held invalid, the remainder of the
Act, and the spplication of such provision to other persons or
circumstances shall not be affected thereby.

Reservation of RESERVATION OF YOWER

power.
Sec. 1104. The right to alter, amend, or repeal any provision of
this Act is hereby reserved to the Congress.

Short title. SHORT TITLE

Sec. 1105. This Act may be cited as the “ Social Security Act ™.
Approved, August 14, 1935.

[CITAPTER 532.]
AN ACT

August 14, 1935.
[S.12.} To amncnd the Packers and Stockyards Act.

Be it enacted by the Senate and House of Representatives of the

oo ond ok United States of America in Congress assembled, That the Act to
e 150 regulate interstate and foreign conimerce in livestock, livestock prod-
U ¢Pp. s ucts, dairy products, poultry, poultry products, and eggs, and for
other purposes, approved August 15, 1921 (U. S. C., title 7, secs. 151- -

229), 1s hercby amended by the addition of the following title:

o ile V—Live poul & TITLE V—LIVE POULTRY DEALERS AND HANDLERS

ealers sod han-

dlera. -
| gavecessity for zegula- ¢« Sperron 501, The handling of the great volume of live poultry
Post, p. 1432, required as an article of food For the inhabitants of large centers of
opulation is attendant with various unfair, deceptive, and fraudu-
ent practices and devices, resulting in the producers sustaining
sundry losses and receiving prices far below the reasonable value
of their live poultry in comparison with prices of other commedi-
ties and in unduly and arbitrarily enhancing the cost to the con-
sumers. Such practices and devices are an undue restraint and
unjust burden upon interstate commerce and are a matter of such
grave concern to the industry and to the public as to make it impera-
tive that steps be taken to free such commerce from such burden and
restraint and to protect producers and consumers against such prac-

_ . tices and devices:

o oo “Src. 502. (a) The Secretary of Agriculture is_authorized and
directed to ascertain from time to time and to designate the cities
where such practices and devices exist to the extent stated in the
preceding section and the markets and places in or near such cities
where live poultry is received, sold, and handled in suflicicnt quantity

o ~ to constitute an important influence on the supply and price of live
tine cation gafee poultry and poultry products. On and after the effective date of
tious. such designation, which shall be publicly annonnced by the Sccrctary

by publication in one or more trade journals or in the daily press or

) ~ ip such other manner as he may determine to be adequaie for the
conmairement of - purpose approximately thirty days prior to such date, no persen

Vol. 42, p. 160, other than packers as defined in title IT of said Act and railroads
shall engage in, furnish, or conduct any service or facility in any
such designated city, place, or market in connection with the receiv-
ing, buying, or sclling, on a commission basis or otherwise, market-
ing, feeding, watering, holding, delivering, shipping, weighing.
unloading, loading on trucks, trucking, or handling in commerce of
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Federal Reserve Bank

A. As youread in section 904 of the August 14, 1935 SSA the money that is
collected goes to the Fed.

B. After FDR received the rough draft of the SSA he sent it over to the
Treasury Department. There, his life long friend Paul Warburg, Jr.,
whose father had been the first head of the Fed, had a private office in
the Treasury. Even though he did not work for the Treasury Department,
Paul Warburg, Jr. made sure that section 904 was put into the SSA.

C. The next section will go through some background about the Fed. If you

would like to read the Ninth circuit case of Lewis vs. United states, go to
the December 2002 issue of the VIP Dispatch.
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Court Rules Federal Reserve is Privately
Owned

Case Reveals Fed's Status as a Private Institution

Below are excerpts from a court case proving the Federal Reserve system's status. As you will see,
the court ruled that the Federal Reserve Banks are "independent, privately owned and locally
controlled corporations”, and there is not sufficient "federal government control over 'detailed
physical performance’ and 'day to day operation' of the Federal Reserve Bank for it to be
considered a federal agency:

Lewis v. United States, 680 F.2d 1239 (1982)

John L. Lewis, Plaintiff/Appellant,
V.
United States of America, Defendant/Appellee.

No. 80-5905

United States Court of Appeals, Ninth Circuit.
Submitted March 2, 1982.

Decided April 19, 1982.

As Amended June 24, 1982.

Plaintiff, who was injured by vehicle owned and operated by a federal reserve bank, brought action
alleging jurisdiction under the Federal Tort Claims Act. The United States District Court for the
Central District of California, David W. Williams, J., dismissed holding that federal reserve bank was
not a federal agency within meaning of Act and that the court therefore lacked subject-matter
jurisdiction. Appeal was taken. The Court of Appeals, Poole, Circuit Judge, held that federal reserve
banks are not federal instrumentalities for purposes of the Act, but are independent, privately owned
and locally controlled corporations.

Affirmed.

1. United States

There are no sharp criteria for determining whether an entity is a federal agency within meaning of
the Federal Tort Claims Act, but critical factor is existence of federal government control over
"detailed physical performance” and "day to day operation" of an entity. . . .

2. United States

Federal reserve banks are not federal instrumentalities for purposes of a Federal Tort Claims Act, but
are independent, privately owned and locally controlled corporations in light of fact that direct

supervision and control of each bank is exercised by board of directors, federal reserve banks, though
heavily regulated, are locally controlled by their mgmber banks, banks are listed neither as "wholly
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owned" government corporations nor as "mixed ownership" corporations; federal reserve banks
receive no appropriated funds from Congress and the banks are empowered to sue and be sued in
their own names. . . .

3. United States
Under the Federal Tort Claims Act, federal liability is narrowly based on traditional agency principles

and does not necessarily lie when a tortfeasor simply works for an entity, like the Reserve Bank,
which performs important activities for the government. . . .

4. Taxation

The Reserve Banks are deemed to be federal instrumentalities for purposes of immunity from state
taxation.

5. States Taxation

Tests for determining whether an entity is federal instrumentality for purposes of protection from
state or local action or taxation, is very broad: whether entity performs important governmental
function.

Lafayette L. Blair, Compton, Cal., for plaintiff/appellant.

James R. Sullivan, Asst. U.S. Atty., Los Angeles, Cal., argued, for defendant/appellee; Andrea
Sheridan Ordin, U.S. Atty., Los Angeles, Cal., on brief.

Appeal from the United States District Court for the Central District of California.

Before Poole and Boochever, Circuit Judges, and Soloman, District Judge. (The Honorable Gus J.
Solomon, Senior District Judge for the District of Oregon, sitting by designation)

Poole, Circuit Judge:

On July 27, 1979, appellant John Lewis was injured by a vehicle owned and operated by the Los
Angeles branch of the Federal Reserve Bank of San Francisco. Lewis brought this action in district
court alleging jurisdiction under the Federal Tort Clains Act (the Act), 28 U.S.C. Sect. 1346(b). The
United States moved to dismiss for lack of subject matter jurisdiction. The district court dismissed,
holding that the Federal Reserve Bank is not a federal agency within the meaning of the Act and that
the court therefore lacked subject matter jurisdiction. We affirm.

In enacting the Federal Tort Claims Act, Congress provided a limited waiver of the sovereign

immunity of the United States for certain torts of federal employees. . . . Specifically, the Act creates
liability for injuries "caused by the negligent or wrongful act or omission" of an employee of any
federal agency acting within the scope of his office or employment. . . . "Federal agency" is defined
as:

the executive departments, the miliggry departments, independent
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establishments of the United States, and corporations acting
primarily as instrumentalities of the United States, but does not
include any contractors with the United States.

28 U.S.C. Sect. 2671. The liability of the United States for the negligence of a Federal Reserve Bank
employee depends, therefore, on whether the Bank is a federal agency under Sect. 2671.

[1,2] There are no sharp criteria for determining whether an entity is a federal agency within the
meaning of the Act, but the critical factor is the existence of federal government control over the
"detailed physical performance" and "day to day operation" of that entity. . . . Other factors courts
have considered include whether the entity is an independent corporation . . ., whether the
government is involved in the entity's finances. . . ., and whether the mission of the entity furthers the
policy of the United States, . . . Examining the organization and function of the Federal Reserve
Banks, and applying the relevant factors, we conclude that the Reserve Banks are not federal
instrumentalities for purpose of the FTCA, but are independent, privately owned and locally
controlled corporations.

Each Federal Reserve Bank is a separate corporation owned by commercial banks in its region. The
stockholding commercial banks elect two thirds of each Bank's nine member board of directors. The
remaining three directors are appointed by the Federal Reserve Board. The Federal Reserve Board
regulates the Reserve Banks, but direct supervision and control of each Bank is exercised by its board
of directors. 12 U.S.C. Sect. 301. The directors enact by-laws regulating the manner of conducting
general Bank business, 12 U.S.C. Sect. 341, and appoint officers to implement and supervise daily
Bank activities. These activites include collecting and clearing checks, making advances to private
and commercial entities, holding reserves for member banks, discounting the notes of member banks,
and buying and selling securities on the open market. See 12 U.S.C. Sub-Sect. 341-361.

Each Bank is statutorily empowered to conduct these activites without day to day direction from the
federal government. Thus, for example, the interest rates on advances to member banks, individuals,
partnerships, and corporations are set by each Reserve Bank and their decisions regarding the
purchase and sale of securities are likewise independently made.

It is evident from the legislative history of the Federal Reserve Act that Congress did not intend to
give the federal government direction over the daily operation of the Reserve Banks:

It is proposed that the Government shall retain sufficient power over
the reserve banks to enable it to exercise a direct authority when
necessary to do so, but that it shall in no way attempt to carry on
through its own mechanism the routine operations and banking which
require detailed knowledge of local and individual credit and which
determine the funds of the community in any given instance. In other
words, the reserve-bank plan retains to the Government power over the
exercise of the broader banking functions, while it leaves to
individuals and privately owned institutions the actual direction of
routine.

H.R. Report No. 69 Cong. 1st Sess. 18-19 (1913).

The fact that the Federal Reserve Board regulates the Reserve Banks does not make them federal
agencies under the Act. In United States v. Orleans, 425 U.S. 807, 96 S.Ct. 1971, 48 L.Ed.2d 390
(1976), the Supreme Court held that a community action agency was not a federal agency or
instrumentality for purposes of the Act, even thouglythe agency was organized under federal
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regulations and heavily funded by the federal government. Because the agency's day to day operation
was not supervised by the federal government, but by local officials, the Court refused to extend
federal tort liability for the negligence of the agency's employees. Similarly, the Federal Reserve
Banks, though heavily regulated, are locally controlled by their member banks. Unlike typical federal
agencies, each bank is empowered to hire and fire employees at will. Bank employees do not
participate in the Civil Service Retirement System. They are covered by worker's compensation
insurance, purchased by the Bank, rather than the Federal Employees Compensation Act. Employees
travelling on Bank business are not subject to federal travel regulations and do not receive
government employee discounts on lodging and services.

The Banks are listed neither as "wholly owned" government corporations under 31 U.S.C. Sect. 846
nor as "mixed ownership" corporations under 31 U.S.C. Sect. 856, a factor considered is Pearl v.
United States, 230 F.2d 243 (10th Cir. 1956), which held that the Civil Air Patrol is not a federal
agency under the Act. Closely resembling the status of the Federal Reserve Bank, the Civil Air Patrol
is a non-profit, federally chartered corporation organized to serve the public welfare. But because
Congress' control over the Civil Air Patrol is limited and the corporation is not designated as a wholly
owned or mixed ownership government corporation under 31 U.S.C. Sub-Sect. 846 and 856, the
court concluded that the corporation is a non-governmental, independent entity, not covered under the
Act.

Additionally, Reserve Banks, as privately owned entities, receive no appropriated funds from
Congress. . . .

Finally, the Banks are empowered to sue and be sued in their own name. 12 U.S.C. Sect. 341. They
carry their own liability insurance and typically process and handle their own claims. In the past, the
Banks have defended against tort claims directly, through private counsel, not government attorneys .
. ., and they have never been required to settle tort claims under the administrative procedure of 28
U.S.C. Sect. 2672. The waiver of sovereign immunity contained in the Act would therefore appear to
be inapposite to the Banks who have not historically claimed or received general immunity from
judicial process. '

[3] The Reserve Banks have properly been held to be federal instrumentalities for some purposes. In
United States v. Hollingshead, 672 F.2d 751 (9th Cir. 1982), this court held that a Federal Reserve
Bank employee who was responsible for recommending expenditure of federal funds was a "public
official" under the Federal Bribery Statute. That statute broadly defines public official to include any
person acting "for or on behalf of the Government." . . . The test for determining status as a public
official turns on whether there is "substantial federal involvement" in the defendant's activities.
United States v. Hollingshead, 672 F.2d at 754. In contrast, under the FTCA, federal liability is
narrowly based on traditional agency principles and does not necessarily lie when the tortfeasor
simply works for an entity, like the Reserve Banks, which perform important activities for the
government.

[4, 5] The Reserve Banks are deemed to be federal instrumentalities for purposes of immunity from
state taxation. . . . The test for determining whether an entity is a federal instrumentality for purposes.
of protection from state or local action or taxation, however, is very broad: whether the entity
performs an important governmental function. . . . The Reserve Banks, which further the nation's
fiscal policy, clearly perform an important governmental function.

Performance of an important governmental functiot® however, is but a single factor and not
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determinative in tort claims actions. . . . State taxation has traditionally been viewed as a greater
obstacle to an entity's ability to perform federal functions than exposure to judicial process; therefore
tax immunity is liberally applied. . . . Federal tort liability, however, is based on traditional agency

principles and thus depends upon the principal's ability to control the actions of his agent, and not
simply upon whether the entity performs an important governmental function. . . .

Brinks Inc. v. Board of Governors of the Federal Reserve System, 466 F.Supp. 116 (D.D.C.1979),
held that a Federal Reserve Bank is a federal instrumentality for purposes of the Service Contract Act,
41 U.S.C. Sect. 351. Citing Federal Reserve Bank of Boston and Federal Reserve Bank of
Minneapolis, the court applied the "important governmental function" test and concluded that the
term "Federal Government" in the Service Contract Act must be "liberally construed to effectuate the
Act's humanitarian purpose of providing minimum wage and fringe benefit protection to individuals
performing contracts with the federal government." Id. 288 Mich. at 120, 284 N.W.2d 667.

Such a liberal construction of the term "federal agency" for purposes of the Act is unwarranted.
Unlike in Brinks, plaintiffs are not without a forum in which to seek a remedy, for they may bring an
appropriate state tort claim directly against the Bank; and if successful, their prospects of recovery are
bright since the institutions are both highly solvent and amply insured.

For these reasons we hold that the Reserve Banks are not federal agencies for purposes of the Federal
Tort Claims Act and we affirm the judgement of the district court.

AFFIRMED.

It is clear from this that in some circumstances, the Federal Reserve Bank can be considered a
government "instrumentality”, but cannot be considered a "federal agency", because the term carries
with it the assumption that the federal government has direct oversight over what the Fed does. Of
course it does not, because most people who know about this subject know that the Fed is "politically
independent. "

The only area where one might disagree with the judge's decision is where he states that the Fed
furthers the federal government's fiscal policy, and therefore performs an important governmental
function. While we would like to think that the federal government and the Fed work cooperatively
with each other, and they may on occasion, the Fed is by no means required to do so. One example is
where Rep. Wright Patman, Chairman of the House Banking Committee, said in the Congressional
Record back in the '60s, that depending on the temperament of the Fed's Chairman, sometimes the
Fed worked with the government's fiscal policy, and other times either went in the complete opposite
direction, or threatens to do so in order to influence policy.

The common claim that the Fed is accountable to the government, because it is required to report to
Congress on its activities annually, is incorrect. The reports to Congress mean little unless what the
Chairman reports can be verified by complete records. From its founding to this day, the Fed has
never undergone a complete independent audit. Congress time after time has requested that the Fed
voluntarily submit to a complete audit, and every time, it refuses.

Those in the know about the Fed, realize that it does keep certain records secret. The soon-to-be-
former Chairman of the House Banking Committee 0Henry Gonzales, has spoken on record
repeatedly about how the Fed at one point says it éoes not have certain requested records, and then
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it is found through investigation that it in fact does have those records, or at least used to. It would
appear that the Fed Chairman can say anything he wants to to Congress, and they'll have to accept
what he says, because verification of what he says is not always possible.

[END]
Back to BBS Files Menu...
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Who owns the Fed?
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Chart of who "owns' the Federal Reserve

Chart 1

Federal Reserve Directors: A Study of Corporate and Banking Influence

Published 1976

Chart 1 reveals the linear connection between the Rothschilds and the Bank of England, and the
London banking houses which ultimately control the Federal Reserve Banks through their
stockholdings of bank stock and their subsidiary firms in New York. The two principal Rothschild
representatives in New York, J. P. Morgan Co., and Kuhn,Loeb & Co. were the firms which set up
the Jekyll Island Conference at which the Federal Reserve Act was drafted, who directed the
subsequent successful campaign to have the plan enacted into law by Congress, and who purchased
the controlling amounts of stock in the Federal Reserve Bank of New York in 1914. These firms had
their principal officers appointed to the Federal Reserve Board of Governors and the Federal
Advisory Council in 1914. In 1914 a few families (blood or business related) owning controlling
stock in existing banks (such as in New York City) caused those banks to purchase controlling shares
in the Federal Reserve regional banks. Examination of the charts and text in the House Banking
Committee Staff Report of August, 1976 and the current stockholders list of the 12 regional Federal

Reserve Banks show this same family control.
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| | |
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George F. Baker Jr.
Edith Brevoort Baker
US Congress - 1946-64

!
|
i
|
I
Shareholders - Hanover National Bank N.Y.

James Stillman
William Rockefeller

|
|
I
|
I
Shareholders - Chase National Bank N.Y.

George F. Baker

Chart 2
Federal Reserve Directors: A Study of Corporate and Banking Influence

- Published 1983

The J. Henry Schroder Banking Company chart encompasses the entire history of the twentieth
century, embracing as it does the program (Belgium Relief Commission) which provisioned Germany
from 1915-1918 and dissuaded Germany from seeking peace in 1916; financing Hitler in 1933 so as
to make a Second World War possible; backing the Presidential campaign of Herbert Hoover ; and
even at the present time, having two of its major executives of its subsidiary firm, Bechtel
Corporation serving as Secretary of Defense and Secretary of State in the Reagan Administration.

The head of the Bank of England since 1973, Sir Gordon Richardson, Governor of the Bank of
England (controlled by the House of Rothschild) was chairman of J. Henry Schroder Wagg and
Company of London from 1963-72, and director of J. Henry Schroder,New York and Schroder
Banking Corporation,New York,as well as Lloyd's Bank of London, and Rolls Royce. He maintains a
residence on Sutton Place in New York City, and as head of "The London Connection," can be said to
be the single most influential banker in the world.

J. Henry Schroder

Baron Rudolph Von Schroder

Hamburg - 1858 - 1934
|
|
l

Baron Bruno Von Schroder

Hamburg - 1867 - 1940

F. C. Ti k
larks | a4
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Trust, Schroder-Rockefeller, Chmn
Fin Comm, Bechtel International
Co. Bechtel Co. (Casper Weinberger
Sec of Defense, George P. Schultz
Sec of State (Reagan Admin).

|
|
|
!

|
Schroder-Rockefeller & Co. , N.Y.

Avery Rockefeller, J. Henry Schroder

Banking Corp., Bechtel Co., Bechtel
International Co.
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Company. |
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Gordon Richardson

Governor, Bank of England

Canadian Bechtel
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Schroder Banking Corp. J.H. Stein
Bankhaus (Hitler's personal bank
account) served on board of all
German subsidiaries of ITT . Bank
for International Settlements,

SS Senior Group Leader,Himmler's
Circle of Friends (Nazi Fund),
Deutsche Reichsbank,president

1973-PRESENT C.B. of J. Henry Schroder N.Y.

Schroder Banking Co.,
Rolls Royce

New York, Lloyds Bank

Chart 3

Federal Reserve Directors: A Study of Corporate and Banking Influence

- Published 1976

The David Rockefeller chart shows the link between the Federal Reserve Bank of New
York,Standard Oil of Indiana,General Motors and Allied Chemical Corportlon (Eugene Meyer

family) and Equitable Life (J. P. Morgan).

DAVID ROCKEFELLER
Chairman of the Board
Chase Manhattan Corp
§
f

|
Chase Manhattan Corp. f

Officer & Director Interlocks|{-=---—----

______ :_________________-_____
Private Investment Co. for America
Firesténe Tire & Rubber Company
Orion &ultinational Services Ltd.
ASARCO! Inc
Southein Peru Copper Corp.

J

Allied Chemicals Corp.

General M$tors

Rockefell;r Family & Associlates
Chrysler éorp.

égml' Bas%c Economy Corp.
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Industrial Minerva Mexico S.A.
!
Continental Corp.

|
Honeywell Inc.

Northwést Airlines, Inc.
Northw;stern Bell Telephone Co.
Minneséta Mining & Mfg Co (3M)
Americgn Express Co.

|

Hewlett Packard
|

FMC Corporation
[

Utah Intl' Inc.
|

Exxon Corporation

|
International Nickel/Canada

[
Federated Capital Corporation

|
Equitable Life Assurance Soc U.S.

|
Federated Dept Stores

|
General Electric

|
Scott Paper Co.

American Petroleum Institute

I
Richardson Merril Inc.

{
May Department Stores Co.

Sperry Rand Corporation

|
San Salvador Development Company
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R.H. Macy & Co.

Selected éisk Investments S.A.

Omega Funé, Inc.

Squibb CoLporation

Olin Founéation

Mutual BeAefit Life Ins. Co. of NJ
ATl& T

Pacific Nérthwestern Bell Co.

BeachviLi;e Ltd.

Eveleth Eipansion Company

Fidelity énion Bancorporation

Cypress Wéods Corporation

Intl’ Minérals & Chemical Corp.

Burlingtoé Industries

Wachovia éorporation

Jeffersoanilot Corporation

R. J. Reyéolds Industries Inc.

United St;tes Steel Corp.

Metropolilan Life Insurance Co.

Norton-Si%on Inc.

Stone—WebLter Inc.

|
Standard 0il of Indiana

Chart 4

Federal Reserve Directors: A Study of Corporate and Banking Influence

- Published 1976

This chart shows the interlocks between the Federal Reserve Bank of New York J. Henry Schroder
Banking Corp., J. Henry Schroder Trust Co., Rockefeller Center, Inc., Equitable Life Assurance
Society ( J.P. Morgan), and the Federal Reserve Bank of Boston.

Alan Pifer, President
Carnegie Corporation
of New York

47




Who owns the Fed? Page 7 of 8

Carnegie Corporation
Trustee Interlocks = =  ——==———--co———o——mmmmm

Rockefeller Center, Inc J. Henry Schroder Trust Company
| l

The Cabot Corporation Paul Revere Investors, Inc.
[ |

Federal Reserve Bank of Boston Qualpeco, Inc.

|
Owens Corning Fiberglas

|
New England Telephone Co.

|
Fisher Scientific Company

!
Mellon National Corporation

|
Equitable Life Assurance Society

|
Twentieth Century Fox Corporation

i
J. Henry Schroder Banking Corporation

Chart 5
Federal Reserve Directors: A Study of Corporate and Banking Influence

- Published 1976

This chart shows the link between the Federal Reserve Bank of New York, Brown Brothers
Harriman,Sun Life Assurance Co. (N.M. Rothschild and Sons), and the Rockefeller Foundation.

Maurice F. Granville
Chairman of The Board
Texaco Incorporated
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____________________________________ t
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L Arabian American 0il Company St John d'el Ray Mining Co. Ltd.

0 | |
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American Express Mutual Life Insurance Co.
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M. | 48
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g Rockéfeller Foundation Faiichild Industries

g Owen;—Corning Fiberglas Bloint, Inc.

g Natignal City Bank (Cleveland) Wiliiam Wrigley Jxr. Co

? Sun iife Assurance Co. Natlonal Blvd. Bank of Chicago

g Geneial Reinsurance Lykés Youngstown Corporation
Geneial Electric (NBC) Inm$unt Corporation

** Source: Federal Reserve Directors: A Study of Corporate and Banking Influence. Staff
Report,Committee on Banking,Currency and Housing, House of Representatives, 94th Congress, 2nd

Session, August 1976.
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First Financial Audits of IRS and Customs
Revealed Serious Problems

A. We wanted you to have a clean copy of this document as it can be used
as an exhibit in your favor. Just white out the page numbers of the “VIP
Dispatch” and not the ones on the document itself.

B. This is a revealing document that needs to be read several times so it
sinks in as to what the GAO is actually saying.
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Mr. Chairman and Members of the Committee:

We are pleased to be here today to discuss the results of our
recently completed financial statement audits at the Internal
Revenue Service (IRS) and the Customs Service and the need to
accelerate governmentwide financial management reform through the
full and effective implementation of the Chief Financial Officers
(CFO) Act of 1990.

Our financial audits at IRS and Customs show that serious financial
management problems exist at the Department of the Treasury. The
results of these audits and our work at the Department of Defense,
on which I testified before you on July 1, 1993, demonstrate the
necessity of preparing and auditing annual financial statements.

The CFO Act's pilot program of agency-level audited financial
statements has proven that this process pinpoints problems and
provides the road map needed to establish financial accountability
and control. The audits are demonstrating that there are specific
flaws in budget execution needing correction, that particular steps
should be taken to improve the efficiency and effectiveness of
government, and that better accountability measures will protect
against unnecessary losses. It is my hope that the requirement for
audited financial statements will be expanded to all major agencies
and departments and implementation of the CFO Act will be
strengthened. We also believe that the time has come to arrange
for audited governmentwide financial reports that will tell the
American public where its government stands financially.

Through the CFO Act's pilot financial statement audits, IRS and
Customs management have begun the process of improving their
financial reporting and the quality of the underlying financial and
program performance data. Also, they have gained a greater insight
into the areas needing improvement and are now better able to focus
on solutions to fundamental problems for which a number of
corrective actions are already underway. Further, the Congress has
a better idea of how these organizations are actually functioning.
Among the results of these financial audits are the following.

-- The Congress now has reliable estimates of IRS' receivables and
the related collectible amount, which are tens of billions of
dollars less than what had been reported by the agency in the
past. Also, management efforts of the IRS to address the
collection function can now be better focused.

-- Revenue information at IRS and Customs, covering over 99 percent
of the government's total revenues, has undergone an audit for

lFinancial Management: DOD Has Not Responded Effectively to
Serious, Long-standing Problems (GAO/T-AIMD-93-1).
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the first time, highlighting for management's attention a wide
range of problems with the quality of the information and with
fundamental internal controls over billions of dollars. For
instance, IRS will need to overcome a problem whereby its
systems cannot provide details as to amounts of specific excise
taxes collected. As a result, general tax revenues
inappropriately subsidized excise tax trust funds, perhaps by
billions of dollars. This condition has important management
implications and may have some effect on excise tax policy.

== IRS is presently focusing on fixes to problems involving
unauthorized access to taxpayer information and serious
weaknesses regarding the use of its appropriated operating funds
that have led to (1) unreconciled differences between its
records and Treasury's cash records, (2) unresolved
discrepancies and transactions in suspense accounts, and
(3) duplicate and other inappropriate payments to contractors.

-- At Customs we noted many opportunities for seized drugs,
weapons, and currency to be stolen or misappropriated without
detection. The audit has provided additional impetus to address
serious control weaknesses evident throughout the seized
property process, from the time property is seized until
disposed of, that could result in financial loss to the
government or danger to the general public.

-- Information has been provided to Customs management and the
Congress about the great reliance Customs places on importers
"and brokers to voluntarily assess and honestly report the amount
of duties, taxes, and fees owed on imported merchandise.
Customs and the Congress can now better address the potential
for additional revenue through an increase in the level of
inspection and monitoring.

Other civilian agencies, including those participating in the CFO
Act's pilot program, likewise have received important benefits from
the audited financial statement process. For the Committee's
benefit, I have attached to my testimony a summary of the results
of financial statement audits of (1) the student loan program at
the Department of Education and (2) the Social Security
Administration (SSA). (See attachment I.) Some examples follow:

-- Insights into the costs and operating problems of Education's
guaranteed student loan program were disclosed by our recently
completed financial audit and are being considered in pending
legislation. The Department's use of overly optimistic
projections of loan defaults has contributed to a nearly
$3 billion shortfall in Education's budgetary estimates of
program costs for fiscal years 1992 and 1993. There is now
additional emphasis to address misplaced incentives and
conflicts of interest that are built into the present student
loan program.
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-- Six years ago, SSA, much like IRS and Customs this year, began
the challenge of preparing financial statements that could
withstand audit scrutiny. Through a sustained effort, this year
the audited financial statements were available in February
1993--in time to be useful for appropriation hearings and budget
deliberations--and included extensive performance information
tied to many of SSA's strategic goals and objectives.

In my July 1 testimony, I spoke to you about the need for
leadership at the Secretary of Defense level to address long-
standing financial management weaknesses. The problems we
identified at IRS and Customs, coupled with our findings at
Defense, demonstrate not only the need for agency leadership but
also for strong leadership at the Presidential, Office of
Management and Budget (OMB), and Treasury levels. Governmentwide
implementation of the CFO Act must be greatly accelerated and made
a top priority of the administration. While important progress has
been made in the 2-1/2 years since the passage of the act to set a
foundation for change and to better identify problems, a greater
sense of urgency is needed to solve a range of problems that
pervade government. '

Decisive action is needed now to reform federal financial
management by

~- selecting an OMB Controller with proper credentials as a
financial management leader and a team of highly qualified
agency CFOs who can work together to solve difficult common

problems;

-- drastically overhauling existing processes, controls, and
systems and, in the interim while new systems are being
developed, increasing discipline over basic accounting functions
such as transaction processing and reconciliations;

-- attracting and retaining qualified financial management
personnel;

-- expeditiously developing generally accepted accounting,
financial reporting, cost, and systems standards to guide the

agencies' improvement efforts; and

-- fostering a strong program of financial statement preparation
and auditing.

Our financial audits at IRS and Customs represent the first such
audits of these organizations, requiring a major effort by these
agencies. Before discussing our specific audit findings, I would
like to recognize both agencies for their cooperation and strong
efforts to implement the CFO Act. 1In contrast to the concerns I
raised to the Committee on July 1 regarding the Department of
Defense's response to its serious financial management weaknesses,

3
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both IRS and Customs management have been very responsive to our
audit findings and have made progress toward developing reliable
information and establishing financial control.

Nevertheless, we were unable to express an opinion on the
reliability of IRS' and Customs' fiscal year 1992 financial
statements because critical supporting information for billions of
dollars was either not available or was unreliable. Preparation of
financial statements presented a substantial challenge to IRS and
Customs. This undertaking was made especially difficult because
their existing systems were not designed to provide meaningful and
reliable financial information needed to effectively manage and
report on their operations. Compounding this problem, internal |
controls were not designed and implemented to effectively safeguard
assets, provide a reasonable basis for determining material |
compliance with certain laws and regulations, and assure that there
were no material misstatements in the financial statements.

IRS and Customs have begun the process of rebuilding their
financial management processes and systems. Continued strong
implementation of the CFO Act by these agencies can result in a
tremendous payoff through an improved ability to safeguard assets,
manage operations, and collect revenues. But the job will not be
easy. Using audited financial statements as an important
foundation to improve financial management, IRS and Customs will
have to overcome the broad range of very serious problems that our
financial audits have identified. This will require sustained,
high priority management attention and congressional support.

I will now highlight the results of our IRS and Customs audits.

SERIOUS WEAKNESSES EXIST IN IRS' FINANCIAL MANAGEMENT OPERATIONS
AND CONTROLS, AND MANAGEMENT IS ACTING TO ADDRESS THESE PROBLEMS

First, I would like to discuss some of the more severe problems we
identified in our audit of IRS' financial statements.?

IRS Significantly Overstated Its Accounts Receivable

After performing a detailed analysis of IRS' receivables as of

June 30, 1991, we estimated that only $65 billion of about

$105 billion in gross reported receivables that we reviewed were
valid and that only $19 billion of the valid receivables were
collectible. At the time, IRS had reported that $66 billion of the
$105 billion was collectible.

Historically, IRS reports have significantly overstated its
receivables primarily because IRS included duplicate and

Financial Audit: Examination of IRS' Fiscal Year 1992 Financial
Statements (GAO/AIMD-93-2, June 30, 1993).
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insufficiently supported assessments that it had recorded as part
of efforts to identify and collect taxes due. While IRS may have a
need to maintain such records for enforcement purposes, these and
many erroneous assessments were not valid receivables for financial
reporting purposes and should not have been included in the
reported balances. In addition, IRS' estimates of the
collectibility of its receivables have been unreliable because, in
addition to including invalid receivables, IRS relied solely on
collection experience and did not group assessments according to
their collection risk or consider the taxpayer's current ability to
pay. This unreliable information on IRS' accounts receivable has
affected decisions about the (1) impact of increased collections on
the deficit, (2) evaluation of enforcement and collection
performance, (3) determination of staffing levels, and

(4) allocation of resources.

Based upon the methods that we recommended in our May 1993 report,?
IRS developed and reported an estimate of $22 billion for
collectible receivables as of September 30, 1992. Ultimately,
though, systems must be developed to keep an accurate running
record of IRS' receivables. '

Important Revenue Information Is Unavailable or Unreliable

We were able to determine that IRS' total reported revenues of
about $1.1 trillion were actually collected and deposited into
Treasury accounts.¢ Although we were able to audit total revenue
collections, we were not able to audit the components of revenue
because IRS' systems could not provide the detailed transactions
supporting the revenue balance, which is a serious limitation.
IRS' systems also did not maintain and, thus, could not report the
amounts of specific excise and social security taxes collected.

As a result, IRS could not provide Treasury the information needed
to distribute excise taxes among the general revenue fund and the
various excise tax trust funds based on collections, as regquired by
law. Instead, IRS reported to Treasury the amounts of excise taxes
assessed, and Treasury distributed revenue based on these amounts.
Since total assessments exceed total collections, this practice, in
effect, results in subsidies to the excise tax trust funds from
general tax revenues. Over the past several years, such subsidies
may have totaled several billion dollars. Also, the reported

Financial Audit: IRS Significantly Overstated Its Accounts
Receivable Balance (GAO/AFMD-93-42, May 6, 1993).

‘Our financial audit for fiscal year 1992 was not designed to
address IRS' information on (1) the impact of tax policies on
revenue, often referred to as "tax expenditures," and the process
used by IRS to determine this information or (2) potential tax
revenues, often referred to as the "tax gap.”
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information gives the impression to decisionmakers that the excise
taxes are generating more revenue than they actually do.

Similarly, IRS cannot determine the general revenue fund's subsidy
to the social security trust fund. This subsidy occurs because,
amounts distributed, which are by law to be based on wages earned,
generally exceed social security taxes collected. However, IRS
cannot precisely determine the subsidy amount because it does not
account for the specific amounts of social security taxes
collected. As a result, IRS cannot provide information on the
subsidy to congressional committees and others who may be
interested in monitoring the financial condition of the social
security program.®

We identified additional fundamental deficiencies in IRS' analysis
and summarization of its revenue-related records and in controls
over the reliability of this information. Some examples follow.

-- IRS' reports did not include transactions that were in process
at the end of reporting periods because IRS did not analyze such
transactions to determine which needed to be reported. As of
September 30, 1992, in-process transactions, which could have
affected IRS' reported accounts receivable, refunds payable, and
other noncash accounts, exceeded $150 billion.

-- IRS' current paper-based Federal Tax Deposit System for
collecting payment data from businesses allowed numerous errors,
primarily because the payment data and the related tax data were
collected separately. Resolving such errors was both time-
consuming and costly to IRS and taxpayers.®

To address problems in revenue accounting, IRS is expanding the
role of the CFO and is either studying, planning, or implementing
various improvements to its systems and processes. Many of these
improvement efforts, however, have not yet been defined or are not
expected to be complete until well past the year 2000 because they
are part of IRS' long-term Tax Systems Modernization effort.

In our report entitled Social Security: Reconciliation Improved

SSA Earnings Records, But Efforts Were Incomplete (GAO/HRD-92-81,
September 1, 1992), we suggested that the Congress consider
amending the Social Security Act to require that revenues
credited to the social security trust funds be based on social
security taxes collected.

SFederal Tax Deposit System: IRS Can Improve the Federal Tax
Deposit System (GAO/AFMD-93-40, april 28, 1993).

6

57



Unreliable Records for Automated Data Processing Property

Inventory records for IRS' automated data processing (ADP) property
were unreliable for managing and reporting on computer hardware and
software. IRS had not instituted basic procedures to ensure that
this information was current and accurate. Specifically, IRS

(1) had not developed procedures to record acquisitions and
disposals accurately and promptly, (2) did not effectively perform
physical inventories, and (3) did not properly value computer
resources. For example, a video display terminal costing $752 was
valued in the ADP inventory records at $5.6 million, and
telecommunications and electronic filing equipment, which IRS
valued at a total of $84.2 million, was omitted altogether.

As a result of unreliable and incomplete records, IRS did not
readily have the information it needed to (1) make computer support
staffing decisions, (2) support development of budget requests,
procurement decisions, and performance measurement information
related to the use of computer assets, or (3) effectively manage
maintenance contracts. For example, we found that IRS paid $36,000
for a maintenance contract for a minicomputer that had not been
used for 3 years, because maintenance contract officers could not
readily determine what equipment was still in use. Further, IRS
did not maintain records of the costs of in-house software
development which, when combined with ADP inventory information,
would provide more complete accountability for ADP costs and assist
in planning decisions.

For the last 3 fiscal years, IRS had budgeted acquisitions of
property and equipment totaling $453 million. Planned future
expenditures for ADP assets, approaching $9 billion under IRS' Tax
Systems Modernization effort, increase the importance of accurate
ADP asset records to IRS.

Inadequate Controls Over Computerized Taxpaver Data

Though heavily dependent on automated systems to process and
safeguard taxpayer data, IRS did not adequately control access
authority given to computer support personnel or adequately monitor
employee access to this information. Further, controls did not
provide reasonable assurance that only approved versions of
computer programs were implemented.

Such weaknesses increase the risk of unintentional errors and fraud
and may compromise the confidentiality of taxpayer information.

For example, IRS' internal reviews found that some employees had
used their access to monitor their own fraudulent returns, to issue
fraudulent refunds, and to inappropriately browse taxpayer
accounts. IRS is in the process of implementing new systems to
monitor employee activities relating to computerized taxpayer
information.
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Inadequate Management of Operating Funds

For years, IRS' systems used to process and account for spending of
operating funds could not provide accurate and timely information
needed to manage these funds. We were unable to audit
approximately $4.3 billion, or 64 percent, of the reported spending
of $6.7 billion from IRS' operating appropriations because IRS
could not reconcile the total of detailed spending information in
its outdated systems with summary amounts reported in such systems.
The remaining $2.4 billion of reported spending in fiscal year
1992, which we audited, was processed by a new system installed in
fiscal year 1992 in IRS' National Office and one region. This new
system was implemented throughout IRS on October 1, 1992.

For the spending we were able to audit, IRS' systems and controls
did not provide (1) a reasonable basis for determining compliance
with laws governing the use of budget authority and (2) reasonable
assurance that its disbursements were appropriate.

We found, for instance, that IRS had several billion dollars in
unresolved cumulative gross differences between its records and
Treasury's cash records at the end of the fiscal year. Also, as of
September 30, 1992, IRS had not resolved $53 million in unmatched
expenditures which were in a suspense account. To clear the
account, IRS arbitrarily charged the $53 million to three of its
appropriations (each appropriation was allocated one-third of the
amount), causing IRS' reports to show that it had exceeded the
budget authority for one of its appropriations. However, to
eliminate the appearance that it exceeded such authority for this
appropriation, IRS recorded an unsupported receivable from another
appropriation.

Further, some disbursements were inappropriately processed because
supporting documents were not adequately reviewed, related
processing guidance was insufficient, and procurement and payment
systems were not designed to automatically exchange information.

In a random sample of 280 payments, for example, we found

(1) 32 duplicate and overpayments totaling $0.5 million, 4 of which
were part of our sample and 28 that were discovered in related
documentation and (2) 112 payments totaling $17.2 million, for
which complete supporting documentation could not be provided. As
a result of these problems, IRS made improper payments, and reports
used by its managers, Treasury, OMB, and the Congress to manage and
oversee IRS' operations were unreliable.

IRS expects that its new system will provide up-to-date information
that would enable it to better monitor available appropriations and
determine whether funds are available before they are obligated--
two problems identified during our financial audit. But even if
the new system is successful, additional changes are needed to
solve a number of the weaknesses we identified which were not

intended to be addressed by the new system.
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IRS' FMFIA Reporting

IRS did not disclose the overall severity of its internal control
and accounting system weaknesses in its fiscal year 1992 report to
Treasury under the Federal Managers' Financial Integrity Act
(FMFIA) of 1982. Without adequate disclosure, the Congress and
other users of the FMFIA report will not be aware of the extent of
IRS' weaknesses and the efforts needed to correct them. We
identified material weaknesses that IRS either did not include or,
in our view, did not adequately disclose. For example, the serious
problems we noted in the revenue area were largely undisclosed as
were the problems in the management of operating funds.

In addition, some previously identified material weaknesses that
were reported as corrected still exist because IRS did not address
the fundamental causes of those weaknesses or ensure that
corrective actions were effective. IRS' FMFIA process for
identifying, disclosing, and correcting material weaknesses must be
improved if IRS is to produce reliable information that top
management can use to control costs and improve operations.

Actions by IRS to Improve Financial Management

Prior to fiscal year 1989, IRS had put neither substantial effort
nor resources into rectifying the poor state of its financial
management operations and no one at IRS was responsible for
ensuring the integrity and efficiency of financial management and
accounting systems agencywide. Responding to a recommendation in
our 1988 report’ on our general management review of IRS, which was
a joint effort with the agency, and the mandate of the CFO Act, IRS
established financial leadership through the appointment of a CFO
and an Assistant Commissioner (Finance)/Controller. These
individuals and the support of IRS' top management have been key to

the progress to date.

Among the actions IRS has taken are to (1) significantly increase
its CFO staff, (2) implement agencywide, in fiscal year 1993, a new
integrated accounting and budget system, and (3) begin development
of a cost management system to enable better performance
measurement and reporting on operating performance. Also, IRS is
studying, planning, or implementing various additional improvements

to its systems and processes.

IRS will continue to face major challenges in developing meaningful
and reliable financial management information and in providing
effective internal control as envisioned by the CFO Act. It will
take a significant and sustained commitment by IRS management,

'Managing IRS: Actions Needed to Assure Quality Service in the
Future (GAO/GGD-89-1, October 14, 1988).
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particularly by the CFO and CFO staff, to successfully implement 1
the improvement initiatives now under way. ‘ |
We believe IRS is making progress because it has had a sustained
commitment to improving the management of its operations. The past
several IRS Commissioners adopted a consistent management
improvement agenda that we helped IRS initially frame as part of
our 1988 general management review. Management's response to the
findings of the general management review, similar to IRS' work to
address the findings of our financial audit, has been most
encouraging and signifies an organization willing to recognize its
problems and attempt to do something about them. My hope is that

we will see this type of management involvement and commitment '
across government. In my view, only in this way will agencies
achieve the level of improvement that is needed to successfully
implement the CFO Act and to improve overall management of agency
programs and operations.

]

SERIOUS WEAKNESSES EXIST IN CUSTOMS' FINANCIAL MANAGEMENT
OPERATIONS AND CONTROLS, AND MANAGEMENT IS ACTING TO ADDRESS THESE
PROBLEMS

I will now discuss some of the more serious problems we identified
through our financial audit of the Customs Service.®

Weak Accountability for Seized Property and Special Operations
Documents

Customs reported $542 million in seizures during fiscal year 1992
and an ending balance of $489 million in seized property in its
financial statements. The policies and procedures the agency
established to control seized property, though, were not
consistently and effectively implemented. We identified weaknesses
in internal controls throughout Customs' seizure process, from the
time property was seized to the time of its disposal. Seized
property was vulnerable to theft or loss, which could result in
financial loss to the government or danger to the public.

The following are examples of control breakdowns.

-- The transfer of seized property from seizing officers to seizure
custodians for safeguarding was often delayed. Over 50 percent
of the 118 items we tested were not transferred within Customs'
prescribed 2-day maximum--the average was 35 days. In one
instance, about one-half pound of heroin was held by a seizing
officer from August 11, 1992, the date of the seizure, until
March 16, 1993, when we visited the Customs' district involved.
No one could explain the reason for the delay.

Srinancial Audit: Examination of Customs' Fiscal Year 1982
Financial Statements (GAO/AIMD-93-3, June 30, 19383).
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—-- Seized drugs were not properly weighed and tested, creating an
environment where drugs could be stolen without detection. For
instance, although Customs had established procedures to weigh
drug seizures, we found a case where a shortage of 1,850 pounds
of seized marijuana could not be accounted for. Customs was
unable to explain the discrepancy other than to state that the
initial weight assigned to the marijuana was probably an
estimate and that the seizure had not been weighed as required
at the time of receipt.

-—- Storage facilities were not properly protected. At 14 of the 20
Customs' seized property storage facilities we visited, we
observed that unaccompanied seizure custodians had access to
vaults. None of the 20 Customs districts we visited had
security cameras in their vaults, and 2 sites containing large
bulk quantities of drugs had open physical access in full public
view.

Further, Customs did not adequately control millions of dollars in
funds advanced to its agents for special operations, such as
undercover work and payments to informants, or the sensitive
documents related to these advances. For advances, Customs'
accounting records had to be adjusted from $37 million to

$19 million to show the correct balance at year-end. More serious
though, sensitive documents supporting special operations
transactions were not adequately safeguarded. At Customs' National
Finance Center, sensitive documents were routinely stored in an
open filing cabinet in an unlocked room or were left unattended on
a desk. Failure to adequately protect these documents could
threaten the safety of informants and Customs' agents, compromise
important relationships with informants, and undermine Customs’
credibility.

Inadeguate Accounting for and Controlling of Accounts Receivable

The $828 million Customs reported as accounts receivable as of
September 30, 1992, was inaccurate and incomplete. Customs'
internal controls over accounts receivable were so poor that we
could not gain assurance that all valid receivables were included
in its reported amounts. Further, Customs' reported amount did not
include certain valid receivables, included some receivables at a
net amount instead of gross, and included some receivables which
could not be supported. For example, the reported accounts
receivable included only $26 million for fines and penalties cases.
In a relatively small sample, we found fines and penalties cases
with an assessed value of $78.7 million which should have been
included but were not.

Also, Customs had not developed a reliable methodology for
estimating the amount of its receivables that is likely to be
collected. Customs' methodology was flawed because it considered
primarily historical collection experience but did not consider the
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debtor's current ability to pay. Our review of $403 million of
valid receivables as of June 30, 1992, showed that Customs'
estimate of the uncollectible amount of these accounts receivable
was understated by about $41 million.

In addition, efforts to collect delinquent debt were hampered by
missing documents. In our sample of 966 cases, Customs could not
locate 144 key documents, involving 127 cases, needed to support
its claims against the importer or surety. 1In addition, Customs
did not effectively monitor bond coverage which gave rise to
delinquent and, in some cases, uncollectible accounts receivable.
In one instance, a petroleum importer, with 15 outstanding bills
totaling about $3.1 million, had a continuous surety bond of only
$400,000. Customs pursued collection from the surety and collected
the bond amount. However, the remaining $2.7 million was not
covered by the bond and is most likely uncollectible as the
importer is more than 4 years delinquent in paying this debt.

Finally, large differences existed between the amounts of fines and
penalties assessed, mitigated, and collected. Overall, Customs
collected pennies on a dollar of assessed fines and penalties.
Violators, who are aware of these differences and Customs' practice
of mitigating most assessments, may routinely petition for |
mitigation, requiring Customs to devote large amounts of resources
to the mitigation process. While Customs does not routinely report
data that correlate individual assessments to collections, we found
that only a small fraction is being collected. As a measure of the
potential difference, during the past 2 fiscal years, Customs
assessed fines and penalties totaling approximately $7.9 billion

and collected only about $87 million for various fines and

penalties cases, including cases opened in earlier years.

According to Customs' officials, such differences result primarily
from (1) the statutory requirements that Customs assess fines and
penalties in large amounts and (2) Customs' practice of mitigating
most accounts to nominal amounts. We found that some assessments
are mitigated because Customs did not have sufficient documentation
at the time of assessment and later mitigated the assessment to
reflect documentation provided by the importer. For example,
Customs assessed a penalty amount of about $4.4 million to an
importer for allegedly fraudulently undervaluing merchandise being
imported. The importer filed a petition with Customs and provided
additional information, and the penalty was reduced to $150,000.

Weaknesses Over Import and Drawback Verification Create
Opportunities for Lost Revenue and Fraud

Customs relies to a great extent on importers and brokers to
voluntarily report and assess the amount of duties, taxes, and fees
owed on imported merchandise. We found no significant internal
controls to ensure that merchandise entering the United States was
identified and the proper duty assessed. Based on certain audit
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tests, we were able to conclude that Customs' reported revenues of
$20.2 billion for fiscal year 1992 approximate revenues collected
from importers who voluntarily reported and paid amounts owed.
However, because of the potential for goods to enter and not be
identified, we cannot give any assurance that the $20.2 billion
represents all revenues which Customs should have collected for
fiscal year 1992. Customs recognizes this problem and has
‘established a project to improve importer compliance and target
inspections for trade enforcement purposes. It will, though, take
a significant effort to adequately address the broad scope of
problems in this area.

Furthermore, our review of Customs' duty refund (drawback) policies
and procedures showed that serious control weaknesses existed
throughout the process. Customs makes refunds to claimants for

99 percent of duties paid when the related imported merchandise is
subsequently exported or destroyed. Customs reported that it made
almost half a billion dollars in drawback payments during fiscal
year 1992. However, we found that procedures were inadequate to
prevent excessive or duplicate payments or detect fraudulent
claims. Specifically, Customs did not (1) adequately assess the
validity of a drawback claim and track the amount of drawback paid
against an import entry, (2) establish sufficient review procedures
to ensure that a claim was accurate, (3) ensure that required bonds
were adequate, and (4) ensure that only authorized claimants
received accelerated® drawback payments.

In the absence of appropriate controls, Customs' extensive reliance
on voluntary compliance of the trade community to accurately report
duties owed and drawbacks claimed creates an environment where the
federal government could lose substantial amounts of revenue.

Customs Lacked Adequate Accountability for Property

Customs lacked adequate accountability for property which it valued
at $710 million at September 30, 1992. About 85 percent of this
amount consisted of equipment such as aircraft, vehicles, and
vessels. For years, Customs was unable to reconcile its accounting
records with the related detailed subsidiary property records. 1In
fiscal year 1992, Customs made a substantive effort to reconcile
these records, which resulted in net adjustments that totaled

$115 million. Some of these adjustments, though, were not
supported by identifiable transactions and were made to force these
records to agree. Customs did not know whether the adjustments

SAccelerated drawback payments were made to authorized claimants
prior to Customs reviewing and verifying the validity and
accuracy of the claim. Nonaccelerated claims are paid after
Customs reviews them. Therefore, accelerated payments represent
a greater risk than nonaccelerated payments.
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represented property that was simply incorrectly accounted for or,
was lost, misappropriated, or stolen.

Also, Customs' fiscal year 1992 physical inventory of equipment was
ineffective. We found, for example, $6.2 million of computer
equipment on hand which was not included in the property records.
Further, Customs was unable to support the values assigned to over
50 percent of the 650 property items we sampled and tested. The
value assigned to many items appeared to be estimates. 1In the
cases where Customs was able to provide documentation, 12 percent
of the property items were improperly valued, resulting in an
estimated net understatement of at least $4.7 million.

Customs' FMFIA Reporting

Similar to IRS, Customs did not report the overall severity of its
internal control and accounting system weaknesses in its fiscal
year 1992 FMFIA report. 1Its report did not include or did not
adequately disclose the seriousness of the problems identified in
our audit. Customs' FMFIA process for identifying, disclosing, and
correcting material weaknesses must be improved if the agency is to
produce reliable information that top management can use to control
costs and improve operations.

Actions by Customs to Improve Financial Management

Customs has made strides in addressing long-standing financial
management problems. For years, until the passage of the CFO Act,
Customs, like IRS, lacked financial management leadership with
sufficient expertise, responsibility, and authority to ensure that
its financial systems, processes, and internal controls fully
supported its financial information needs. Over the last

2 years, through the strong support of the Commissioner and
Customs' top management, the agency has put in place a CFO
structure and given the CFO the authority and responsibility
necessary to begin to correct many of the problems identified in
our audit. During 1992, for instance, the agency installed a new
core general ledger system which became effective October 1, 1992.

Customs is either studying, planning, or implementing various
improvements to its systems and processes. It is in the process of
redesigning its Automated Commercial System, which was developed to
automate information on Customs' program operations and is used to
account for revenue collected, and it has begqun development of a
new cost accounting system. Customs has also begun to modify its
methodoclogy for estimating the collectibility of its accounts
receivable and has made positive strides towards addressing its
debt collection problems. Further, Customs has taken steps to
resolve long-standing problems in its property records and is
planning additional efforts.
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The success of Customs' ongoing ADP modernization efforts and
planned procedural improvements will be critical to improving its
financial management systems and internal control structure. Many
of these efforts, though, are not expected to be complete for
several more years. As a result, it will take a significant and
sustained commitment by Customs' management, particularly by the
CFO and the CFO staff, to build on efforts now under way to develop
new systems and put proper controls in place.

REACHING FOR FINANCIAL MANAGEMENT REFORM: SUCCESSFUL
IMPLEMENTATION OF THE CFO ACT MUST BE A HIGH PRIORITY

This leads me to the broader issue of ensuring successful
governmentwide implementation of the CFO Act. As discussed in our
December 1992 transition series report on Financial Management
Issues (GAO/OCG-93-4TR), widespread financial management weaknesses
are crippling the ability of our leaders to effectively run the
federal government. Reducing the federal deficit requires
monumentally difficult decisions. If our government is to make
these decisions in an informed manner, it must have better
financial information. Also, our citizens should be provided
meaningful information that allows them to judge the performance of
their government and controls that help guarantee fundamental
accountability. Because credible financial data are not available
today, public confidence in the federal government as a financial
steward has been severely undermined.

There is no magical formula to solve the federal government's
financial management problems. The issues are very complex, deeply
rooted, and involve the largest entities in the world, which have
no counterparts in the private sector--the federal government is
clearly different. Nevertheless, successful financial management
reform can and must be achieved.

The CFO Act, enacted under the leadership of this Committee and the
House Committee on Government Operations, provided the needed
foundation. This landmark legislation is the most comprehensive
financial management reform package in 40 years--but it must be
fully and effectively implemented. The CFO Act is now 2-1/2 years
old. Many important initiatives are under way and planned, and I
am most pleased that the basic concepts are taking root. But a
much greater sense of urgency is essential to successfully
implement needed reforms and to ensure that the huge potential
savings to the taxpayer from the resulting improvements in the
efficiency and effectiveness of government are realized as promptly
as possible. I would now like to highlight these critical actions.

Ensuring Sustained High-Level Priority Attention to Resolve
Problems

Only through consistent and continuous attention from the highest
levels of government and the Congress, including agency CFOs with
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requisite skills and experience and the needed powers and authority
to get the job done, will we see the results that are possible.
Without decisive action by the new administration and strong
oversight and support by the Congress, efforts to reform financial
management will falter. There must be a sense of urgency.
Changing a government culture that has not always seen financial
management as important is difficult, especially if there is not a
continuity of effort or if this change is not perceived as
important.

Essential to success will be the President making financial
management reform a high priority in the administration, and I am
hopeful this will emerge as one of the top action items of the
National Performance Review. The President must hold agency heads
accountable for successfully implementing the CFO Act. There has
to be an increased emphasis on professional management. In my
view, the success of financial management reform is critical to any !
effort to reinvent government. :

Agencies must give high-level attention to financial management
improvements. For example, the recent announcement by the
Department of Defense that it had established a senior management
steering committee, chaired by the Deputy Secretary, to bring
together financial, program, and information management, was
encouraging. Agency leadership has to provide an appropriate
framework for integrating accounting, program, and budget systems
and data in order to develop more useful and relevant information
for decision-making and to break down traditional barriers between
program and financial management. Further, the central financial
management agencies--OMB, Treasury, and GAO--must expedite sorely
needed accounting, financial reporting, cost, and systems
standards.

The CFO Act established a Controller in OMB to provide overall
leadership and CFOs to direct and control financial management
activities in major departments and agencies. A highly qualified
Controller is needed to steer this effort, with the authority to
lead the CFOs in the major departments and agencies and the
resources to do the job. The administration must also appoint
agency CFOs who are highly qualified financial management
professionals, with the right mix of properly defined duties and
full authority for traditional financial management functions, 1
including budgeting. At most agencies, the CFO has not yet been ;
appointed.

Expanding Audited Financial Statements to the Entire Federal
Government

As I have stated on many occasions, I am firmly convinced of the
value of audited financial statements. As I discussed earlier, the
results of the pilot financial audits at Defense and the civilian
agencies further reinforce this belief.
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On June 25, 1993, OMB Bulletin 93-18 extended the pilot program for
audited financial statements at 10 agencies for 3 years and
established March 1 as the new due date for the issuance of all
audited financial statements. In issuing this new bulletin, the
Director of OMB stated:

"The preparation and audit of financial statements has
provided significant financial and related information,
identified and stimulated correction of deficiencies in
the agencies' financial systems, and improved
understanding of the agencies' financial condition and
results. Accordingly, it is beneficial to continue and
expand the audited financial reporting process.”

I fully support the OMB Director's extension of the pilots and
establishment of a March 1 reporting date to tie in with the budget
cycle. OMB's continuing strong support of audited financial
statements and the leadership of its Office of Federal Financial
Management have been very important to the success of this program.

To further build on this success, it is now time to expand the
requirements for agency level audited financial statements beyond
the 10 pilots to cover all the agencies identified in the CFO Act.
This could be phased in over the next 3 years and would ultimately
enable preparation of financial statements for the government as a
whole, which GAO would audit. For the first time, the American
public would be given an accountability report from its government.

We believe it would be best for this requirement to be anchored in
legislation. The legislative mandate in the CFO Act for audited
financial statements has been a catalyst for the important results
we have seen to date in moving agencies to a higher level of
financial accountability. While administrative requirements to
prepare financial reports date back to the 1950s, the legal force
of the CFO Act, together with the interest and involvement of this
Committee and the House Committee on Government Operations, is what
finally moved this effort ahead.

Also, the preparation of audited financial statements, including
required performance information on the results of operations,
would support the implementation of the Government Performance and
Results Act of 1993. In my view, implementation of this important
new legislation can be greatly aided with good cost and operating
performance information that audited financial statements under the

CFO Act are intended to provide.

Making Wise Investments in Systems and Personnel to Rebuild
Financial Management Infrastructures

Today, it is well acknowledged that current financial systems
across government are in extremely poor condition, despite spending
billions of dollars over the years on improvement efforts. IRS and
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Customs, for example, struggled in preparing reliable financial
statements primarily because of severely weak systems. This has to
be overcome through wise investments in modern systems that enable
streamlined operations and have a dollar pay-off in terms of better
information and better efficiency. While investment in new systems
is essential, billions of dollars are already being spent on
systems every year--the money just has to be better invested in
carefully developed systems that will meet government information

needs.

The CFO Act calls for integrated systems, meaning financial and
operating systems that are interconnected to support both agency
business plans and management information needs. There must be
increased emphasis on using information resource management to
facilitate agency reengineering projects. Reform cannot be viewed
merely as further automating existing processes. Rather, those
processes must be simplified, redirected, and reengineered.

An equally important step is breaking down traditional barriers
between program and financial management so that financial
management supports programs, missions, and business lines. For
example, the serious problems IRS faced in accounting for its
receivables stemmed in large part from a system that was designed
to capture information for enforcement and collection activities
and was not properly tied to financial reporting. Further,
efficiencies could be gained through more standard systems and more
"cross servicing” in which one agency provides accounting services
(such as payroll and disbursing) to another agency. The
development and use of governmentwide systems development standards
to better guide system design and implementation efforts would be a
vital component in such efforts.

The federal government must address immediately the serious problem
of attracting and retaining well-qualified financial management
personnel. Agencies reported a significant need to upgrade their
financial management staff capabilities. In our financial audits,
we have found that bad systems are made even worse because people
do not properly process transactions. We have identified tens of
billions of dollars of accounting errors that could have been
avoided if there had been more discipline in following existing
policies and procedures. Financial managers must upgrade their
training efforts to increase professional skills.

Implementation of new systems that eliminate the duplicative and
manual processes that agency systems require today should enable
agencies to decrease the size of their financial management staffs.
But, they may need more skilled professionals such as financial
analysts and cost and systems accountants. Further, to ensure a
cadre of professional financial managers for a government that is
the largest financial entity in the world, we support mandatory
continuing professional education for all financial managers ‘
similar to the requirement now in place for auditors.
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Fostering Reforms Through Strong Congressional Oversight and
Support

I have spoken many times about the importance I place on annual
congressional oversight hearings .of agency management. Managers
must be held accountable for results. The annual agency CFO
report, which includes the audited financial statements, together
with the reporting required under FMFIA, can provide a baseline for

such hearings.

In the case of FMFIA, these reports have to be meaningful and must
be used or else they will not be taken seriously. As I testified
on July 1, we had major problems with the Department of Defense's
most recent FMFIA report, and earlier I cited the problems we
identified with IRS' and Customs' FMFIA reporting. Greater
accountability can be established through reporting that combines
the agency CFO and FMFIA reports and focuses on outcomes and
results which are scrutinized by annual congressional oversight

hearings.

Finally, in difficult budget times, and where the pay-off may not
be immediate, funding for financial management improvements will
need to be viewed as investments. For the CFO Act to succeed, the
Congress will have to provide the necessary funding support through
investments in modern systems, personnel staffing and development,
and expanded financial reporting and auditing.

In closing, I want to emphasize that the CFO Act has had an
important impact in changing perceptions about the need for good
financial management, and agencies have made improvements and are
working in response to the act to significantly strengthen their
financial processes and systems. But it will take a great deal of
commitment and hard work to achieve the full potential and
objectives of the act and turn around long-standing neglect of
financial management. Our financial audits at IRS and Customs, for
example, have identified major problems that will need management's
continuing top-level attention and their support of the CFO. Top
management's recognition that they have serious problems and
efforts to establish a viable CFO structure in their agencies are
an important beginning to a difficult challenge.

Shifting now to a governmentwide perspective, an intensified sense
of urgency will be needed. We are at a critical juncture in
implementation of the CFO Act. Financial management reform must be
@ high priority of the President and the Congress. Changing a
government culture that has not always seen financial management as
important is difficult, especially if there is not a continuity of
effort or if this change is not perceived as critical. We stand
ready to work with the Committee in any way we can. Attached to my
statement is a summary of the needed actions which were included in
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our Financial Management Issues transition series report. (See
attachment II.) I view implementation of the CFO Act as essential
to establishing accountability in the federal government, which has
been one of my fundamental goals as Comptroller General.

Mr. Chairman, this concludes my statement. I will be glad to
answer any questions that you or the other Members of the Committee

may have at this time.
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ATTACHMENT I ATTACHMENT I

FINANCIAL AUDITS AT OTHER CIVILIAN AGENCIES DEMONSTRATE
THE BENEFITS OF PREPARING AGENCY FINANCIAL STATEMENTS

In addition to IRS and Customs, other civilian agencies, including
those participating in the CFO Act pilots, have realized important
results from audited financial statements. The following
highlights two examples: (1) the Department of Education, where
GAO has just issued its audit report on the student loan program
and (2) the Social Security Administration (SSA), which has issued
audited financial statements since 1988.

Education's Student Loan Program Has Serious Financial Management
Problems

With a reported $63 billion in outstanding loan guarantees at
September 30, 1992, the Department of Education's Federal Family
Education Loan Program (FFELP), referred to as the guaranteed
student loan program, is the largest postsecondary education loan
program of the federal government. Due to a history of program
mismanagement and the significant increase in loan defaults since
the program's inception--gross loan defaults were about $3 billion
in fiscal year 1992--the FFELP has been on our list of high-risk
programs since we began this designation in 1990. We have been
especially concerned with the program's structural flaws and the
lack of adequate incentives that some participants have to prevent
defaults and to operate more efficiently.

Education has put forth a substantial effort in implementing the
CFO Act and in preparing the first comprehensive financial
statement for the FFELP. As with IRS and Customs, this effort was
hampered because Education's systems were not designed to provide
the financial management information needed to effectively manage
and report on the FFELP's operations.

Education fully cooperated with us and began significant efforts
towards developing such information. However, because critical
supporting information for almost $14 billion of recorded
liabilities for loan guarantees and related accounts was
unreliable, we were unable to express an opinion on the reliability
of the FFELP's fiscal year 1992 financial statements taken as a
whole.’ Compounding this problem, internal controls were not
designed and implemented to effectively safequard assets and assure

°rinancial Audit: Federal Family Education Loan Program's
Financial Statements for Fiscal Year 1992 (GAO/AIMD-93-4,
June 30, 1993).
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that there were no material misstatements in the financial
statements. For example,

~-- Education is not able to ensure that billions of dollars in
program payments to lenders and guaranty agencies are accurate;

-- FFELP participants, including banks and other financial
middlemen, operate under misplaced incentives and conflicts of
interest that result in waste and abuse;

-- optimistic projections of loan defaults have contributed to a
nearly $3 billion shortfall in Education's budgetary estimates
of program costs in fiscal years 1992 and 1993; and

-- Education did not have adequate financial reporting processes
and procedures. _

Under the leadership of the CFO's office, Education has made
progress in addressing some of these long-standing deficiencies.
Efforts include intensifying its reviews of lenders and guaranty
agencies and developing and reconciling subsidiary ledgers for the
FFELP which, if successful, will increase program accountability.
A strong CFO and a continuing firm commitment from top management
is necessary if Education is to sustain this progress.

The Social Security Administration Has Made Improvements in
Financial Management and Reporting

SSA has issued audited financial statements for the past 6 years.
Over this period, SSA has improved the usefulness, timeliness, and
accuracy of its financial management information. We believe that
the progress to date at SSA is a result of the strong leadership
and commitment from the SSA CFO.

For the past 3 years, SSA's financial statements have included

performance information which shows actual performance for the last

4 years for many of the key goals and objectives outlined in the
Social Security Strategic Plan. The Strategic Plan identifies
SSA's strategic priorities and service delivery goals and
objectives for the year 2005, including the consequences of not
achieving these objectives. The performance section of the
financial statements thus can serve as a "report card"” on how SSA
is progressing towards its strategic goals and objectives.

Another factor that has increased the usefulness of SSA's fiscal
year 1992 statements is that SSA issued them in February 1993, in
time for use in congressional appropriation hearings. The timely
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release of these financial statements serves as a model for other
large agencies.

Except for unresolved differences in wage certification and the
accuracy of SSA's accounts receivable (benefit overpayments), the
Department of Health and Human Services' Inspector General (IG)
reported that the 1992 SSA financial statements were fairly stated.
During fiscal year 1992, SSA made improvements that allowed the IG
to remove prior years' opinion qualification on property
management.

Although wage certification, accounts receivable, and other issues
remain unresolved, significant progress has been made in SSA's
financial management and reporting. We believe that through
continued strong leadership from the CFO, SSA can effectively
address these concerns in the future.
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TAKING FURTHER ACTIONS TO EFFECTIVELY
IMPLEMENT THE CFO ACT

The framework of the CFO Act offers great hope for achieving better
government management. But while important progress has been made,
the government is a long way from achieving the act's objectives.

A sense of urgency is needed to solve the problems.

The following actions, which are discussed in GAO's transition
series report on Financial Management Issues (GAO/OCG-93-4TR), are
essential to successfully implementing needed reforms.

The President should

-- make financial management reform a hlgh priority in the
administration;

-- hold agency heads accountable for successfully implementing the
CFO Act and for attaining good financial management, effective
internal controls, and sound financial reporting that ties
together financial and program information;

-- sustain a high level of financial management leadership in OMB
and provide adequate resources to the Office of Federal
Financial Management; and

-- appoint to agencies' CFO positions only highly qualified
individuals who (1) have extensive practical experience and
demonstrated ability in financial management, as mandated by the
CFO Act, and (2) meet the qualification requirements established
by OMB.

The Director of the Office of Management and Budget should

-- closely monitor agencies' adherence to existing accounting
policies and procedures in order to improve data accuracy and
promptly take necessary remedial action when agencies are not
doing the job;

-- expand OMB's ability to oversee and, where needed, direct
agencies' actions to correct long-standing internal control
weaknesses and high-risk problems, especially in cases in which
results have not been forthcoming;

-- foster a strong program of financial statement auditing by
supporting (1) needed funding for the Inspectors General and
(2) audit requirements that meet the broad objectives of the CFO
Act;
24
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promote and closely oversee agencies' efforts to build first-
class financial management infrastructures--both personnel and
systems;

provide an appropriate framework for integrating accounting,
program, and budget systems and data to (1) develop more useful
and relevant information for decision-making and oversight and
(2) break down traditional barriers between program and
financial management;

continue to work with GAO and the Department of the Treasury to
develop accounting standards and concepts to meet the unique
needs of the federal government;

expand financial reporting to encompass the full range of
accountability, which includes operating results, program
performance measurement, and cost information; and

establish minimum levels of continuing professional education
requirements for financial management personnel and work with
the CFO Council to develop and expand training programs.

The Congress should

amend the CFO Act to require audited financial statements on an
annual basis for all major agencies and for the government
overall;

focus closely on CFO appointments to ensure the qualifications
of these individuals;

conduct annual oversight hearings using the CFOs' annual reports
and audited financial statements; and

provide necessary funding-support for financial reform efforts
through investments in modern systems, personnel development,

expanded financial reporting and auditing, and a strengthened
Office of Federal Financial Management.
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The Coming of the New Deal

. If you can find a copy of this book by Mr. Schlesinger we recommend
you buy it so you can read it for yourself. It covers a time period when
much of what we are going through today was passed into law.

. If you go to page 301 of this section at the arrow you will find the name |
Paul A. Raushenbush who was chief Justice Brandeis son-in-law.

. Page 302 last paragraph we find who was actually behind the Social
Insurance Scheme.

. You can read this entire section for yourself.

. Page 314 you will find the name Author Altmeyer, who was the first
head of Social Security Administration.
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18. The Birth of Social Security

AT BEST, WORK relief was an emergency effort, designed only for
those who could not find employment. It had little to offer to men
and women who still had jobs but worried nonetheless about their
homes, their futures, and their old age. It could be only a part of
the New Deal’s total attack on economic and social insecurity.

During the Hundred Days, Roosevelt had taken one notable step
to assure a larger measure of general security. Few things were
more demoralizing to the middle class in 1933 than the threatened
loss of homes through mortgage foreclosure. In 1932, over 250,000
families lost their homes; in early 1933, foreclosures were taking
place at a rate of more than a thousand a day. The mounting fore-
closure rate weakened the position of savings banks and insurance
companies. By mid-1933, homeowners were finding it increasingly
difficult to negotiate new mortgages or even to renew old ones.
The real estate market and the construction industry alike seemed
to be headed toward collapse.

Hoover’s Federal Home Loan Bank Act of 1932, designed to
encourage banks to make loans to mortgagors, had little effect. In
April 1933, Roosevelt consequently asked Congress for new legis-
lation to protect small homeowners from foreclosure. The pro-
posed legislation, modeled on the farm mortgage bill, called for
government refinancing of mortgages for distressed small owners
who had lost their homes as far back as 1930 or could not obtain
present financing through normal channels. The Home Owners’
Loan Corporation, which went into action in the summer of 1933,
bought mortgages from holders who could carry them no longer,
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financed the immediate payments for taxes and repairs, and rewrote
the mortgages to provide for easy repayment over a long term and
at relatively low interest rates. The ceiling for an HOLC loan was
S14,000.

According to careful estimates, the owners of about one-fifth of
the nation’s non-farm dwellings sought HOLC loans. Of these re-
quests, more than a half were granted. In the end, one out of every
five mortgaged urban homes in the country was an HOLC bene-
ficiary; HOLC actually held about one-sixth the total urban home
mortgage debt. Its lending operations involved HOLC in difficult
problems of appraisal, loan criteria, loan servicing, and even, in
time, foreclosures of its own. After an uncertain start, John H.
Fahey, a newspaper publisher, took over the direction of HOLC;
and it began to discharge its complex responsibilities with efficiency
and economy.

In a short time, HOLC averted the threatened collapse of the
real estate market and enabled financial institutions to begin to
return to the mortgage-lending business. Its example simplified
and liberalized methods of real estate financing everywhere in the
nation. Most important of all, by enabling thousands of Americans
to save their homes, it strengthened their stake both in the existing
order and in the New Deal. Probably no single measure consolidated
so much middle-class support for the administration.!

II

HOLC, by restoring the morale of a vital section of the middle
class, contributed to the attack on insecurity. Still, this repre-
sented only a marginal gain. The fight for a general security pro-
gram had to be conducted on a broader front. And in this fight
the central figure was the Secretary of Labor, Frances Perkins.

Miss Perkins was fifty years old when she came to Washington
in 1933. She was born in Boston, reared in Worcester, and edu-
cated at Mount Holyoke. A lively young lady with opinions of
her own, she found herself bored after college by the staid society of
Worcester and abandoned it for the slums of Chicago. Here she
lived with Jane Addams at Hull-House and was initiated into the
inner circle of the powerful social work apparatus; then transferred
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to Philadelphia, where she studied economics with Simon Patten
(“one of the greatest men America has ever produced”); then,
in 1910, became executive secretary of the Consumers’ League in
New York and active in its lobbying activities in Albany.

Two people beside Patten particularly influenced her. One was
Florence Kelley, the Joan of Arc of the Consumers’ League; the
other was Big Tim Sullivan of Tammany. From the one, she
caught a crusading passion; from the other, she learned that even
professional politicians had hearts and could be enlisted in good
causes. Operating in the area where social work and politics inter-
sected, a friend not only of the “dedicated old maids” but of the
Bob Wagners and Al Smiths, she became an enormously effective
woman in New York in the next two decades — director of investi-
gations of the State Factory Commission, chairman of the State
Industrial Board, Franklin D. Roosevelt’s Industrial Commissioner.

Brisk and articulate, with vivid dark eyes, a broad forehead and
a pointed chin, usually wearing a felt tricorn hat, she remained a
Brahmin reformer, proud of her New England background
(phrases like “New England common sense” and “Yankee thrift”
studded her conversation) and intent on beating sense into the
heads of those foolish people who resisted progress. She had pun-
gency of character, a dry wit, an inner gaiety, an instinct for prac-
ticality, a profound vein of religious feeling, and a compulsion
to instruct — the last of which sometimes led her to lecture her
colleagues in her patrician Boston accent at what they considered
wearying and sometimes intolerable length. In 1913, she married
Paul C. Wilson, a New York statistician who was then secretary to
John Purroy Mitchel, the reform candidate for Mayor. She had
one daughter; but she fiercely guarded her privacy and fought off
press intrusions. “We New Englanders like to keep ourselves to
ourselves.”

111

Frances Perkins had a keen sense of responsibility about being
the first woman member of the cabinet. She had been incongru-
ously given that most masculine of departments, the Department of
Labor, redolent of big men with cigars in their mouths and feet on
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the desk; but she took over with her usual .quick competence. The
Department seemed to her to have gone to pieces: the offices were
dirty, files and papers were missing, there was no program of work,
there was an internal spy system, and everyone tried to get into
her good graces by telling tales about the others. When the retiring
Secretary, William Nuckles Doak, introduced her to the bureau
chiefs, seven of them, as she told the story later, said, “I am in
charge of immigration”; and the one who didn’t say it bore the title
of Commissioner of Immigration. On her first day, she sent for a
dustcloth and personally cleaned her desk and chair, removing all
traces of her dubious predecessor. When Emil Ludwig visited the
new Department of Labor some years later, he said he could tell
instantly from the wooden wainscoting and green leather furniture
that it was managed by a woman.

When subordinates asked her how she should be addressed, she
replied, “Call me Madam Secretary.” The press inquired how she
felt as a woman in the cabinet. “I feel odd. That’s a New England
word, like Calvin Coolidge’s ‘choose.” Mr. Coolidge would have
known what I mean by ‘odd.”” Someone persisted: Was being a
woman a handicap? “Only in climbing trees,” she crisply replied.
In cabinet, she won the respect of her colleagues, impressing con-
servatives like Hugh Johnson and Jesse Jones (“I liked her very
much”) rather more than she did liberals like Ickes and Morgen-
thau, who thought she was too officious and talked too much. From
the beginning, she was treated as an equal. Once Secretary of the
Navy Swanson wondered whether he should tell a story because
there was a lady present. “Go on, Claude,” said Roosevelt, “she’s
dying to hear it.”

Before accepting appointment, she laid before Roosevelt an ex-
tensive agenda, including unemployment and old-age insurance,
minimum wages and maximum hours; and he told her to go ahead.
For Miss Perkins, this opportunity was the culmination of a life-
time’s hope and labor. Her background as a social worker inclined
her, on the whole, to be more interested in doing things for labor
than enabling labor to do things for itself; and her emphasis as
Secretary was rather on the improvement of standards of work and
welfare than on the development of labor self-organization. But
this was in part a result too of the long indifference of the labor
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movement to improving its position through legislative action.
The middle class had always had to fight labor’s legislative battles
for it. In any case, for Madam Secretary the overriding objective,
once emergency problems of hunger and want had been met, was to
construct a permanent system of personal security through social
insurance.?

v

“We advocate,” the Democratic platform of 1932 had remarked,
“unemployment and old-age insurance under State laws.” This
declaration, with all its limitations, recognized the rising interest
in both forms of public insurance — an interest visible for more
than a generation in Europe and detectable for at least a decade in
America. It recognized probably too the rising influence of Frank-
lin Roosevelt, the single national political leader to identify him-
self with the social insurance cause.

Of these two forms of social insurance, unemployment compen-
sation, though it had a shorter history in the United States, had
become in 1933 the more urgent issue. From the onset of the de-
pression it had been earnestly discussed among economists and
social workers and within the American Association for Labor
Legislation. The discussion largely turned on the merits of the
only existing unemployment compensation plan in the United
States — the one adopted by Wisconsin in 1932 under the prodding
of Governor Philip F. La Follette. This scheme, originally worked
out by Professor John R. Commons in 1921 and revised a decade
later by Harold R. Groves and Paul A. Raushenbush, required each
corporation to build up its own unemployment reserves in order to
take care of its own employees. Involved in this was the notion of
“experience rating” or “merit rating,” under which the size of
the employer’s contribution was determined by his own success
in maintaining employment; thus companies with the most unem-
ployment had to pay the highest rates. This combination of em-
ployer-financed company reserve funds with experience rating, it
was argued in Wisconsin, was the pattern most likely to encourage
business to do its best to stabilize employment.

Its adherents billed the Wisconsin plan as the “American plan”
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and took great care to distinguish it from the British system of
compulsory unemployment insurance. But there was also senti-
ment in America for a scheme based more directly on the insurance
principle. In 1932 the Ohio Commission on Unemployment In-
surance came up with a proposal which differed from the Wisconsin
plan in two important particulars. Instead of a system of separate
reserves held by individual concerns, the Ohio plan proposed that
contributions be pooled in a single fund; and it called for contri-
butions from both employers and workers instead of from employ-
ers alone. The Ohio plan differed from the British plan, however,
in not envisaging government contributions.

Some American experts felt that even the Ohio plan was inade-
quate. Of these the most influential was Abraham Epstein, who
was executive secretary of the American Association for Old Age
Security, and a fluent and powerful writer in the social security
field. Epstein not only favored pooled funds as against individual
employer accounts but also could see no escape from government
participation on the British model. In this, he was joined by other
experts, notably Professor Paul Douglas of the University of Chi-
cago. For Epstein and Douglas, the Wisconsin plan was particularly
defective in its assumption that an individual firm could sufficiently
control economic conditions as to deserve reward or punishment for
its employment record; it seemed evident by 1933 that mass unem-
ployment was the result of conditions beyond the control of a single
firm or a single industry.

Yet the Wisconsin plan, despite its critics, enjoyed the advantage
of being in operation. Moreover, it had devoted and eloquent
apostles, especially Paul A. Raushenbush and his wife Elizabeth, the
daughter of Mr. Justice Brandeis. In the fall of 1933 the Raushen-
bushes met in Washington (the meeting was in the Brandeis apart-
ment; the Justice was absent) with a group of liberal businessmen,
like Henry Dennison and Edward A. Filene, and young New Dealers,
among them Charles E. Wyzanski, Jr., and Thomas H. Eliot of the
Labor Department, and Thomas G. Corcoran. The Raushenbush
mission was to persuade the administration to induce other states to
adopt unemployment compensation acts along the line of the Wis-
consin law. To achieve this, Raushenbush submitted an ingenious
plan invented by Brandeis — a payroll tax on employers with the
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provision that in states where unemployment compensation laws had
been passed employers’ contributions for that purpose could be de-
ducted from the federal tax. Under this approach, states could have
unemployment insurance systems without new costs to handicap em-
ployers in interstate competition. The proposal set certain minimum
standards but in the main left ample room for local experimentation
in the Brandeis tradition. Frances Perkins showed a lively interest
in the idea; and Eliot and Raushenbush soon drew up a bill which
Senator Wagner and Representative David J. Lewis of Maryland in-
troduced into Congress, in February 1934.3

v

In the meantime, corresponding progress was being made toward
provision for the aged. Here there was a longer tradition of national
concern. The Progressive platform of 1912 had called for old-age
pensions, and in the years following a number of states investigated
the possibility of pension laws. In the twenties, eight states passed
optional laws, and with the depression there was a great swing to
mandatory legislation. In 1933 alone, ten states passed mandatory
acts. Yet in all these laws payments were based on need; coverage
varied tremendously; and nearly half the states had no laws at all.
To Epstein and his Association for Old Age Security, as well as to
many others, there seemed a pressing need for federal action.

Epstein’s proposal was that the government offer states grants-in-
aid equal to a third of the sum spent for pensions. Senator Clarence
C. Dill of Washington and Representative William P. Connery, Jr.,
of Massachusetts introduced a bill to this effect in 1932; and by 1934
the House had passed the bill and the Senate Pensions Committee
had given it a favorable report.

By the spring of 1934, then, both the Wagner-Lewis and the Dill-
Connery bills had developed momentum. It was clear that if the ad-
ministration did not take action soon its hand would be forced.
Roosevelt, indeed, had endorsed the Wagner-Lewis bill in March.
But, though committed to the principle of both bills, he was not yet
convinced on details; and he was strongly pressed, especially by Tug-
well, who disliked the Wagner-Lewis approach, to allow time for
further study. Moreover, the President was beginning to believe that
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the social security program should be striven for not piecemeal but
as a single package. In this way, he evidently believed, the program
would have its maximum political effect — enough both to over-
come the opposition of the right to the whole idea of social insurance
and to drown out the growing clamor on the left for larger benefits
than the country presumably could bear.

On June 8, 1934, therefore, he sent a message to Congress, vig-
orously reaffirming his faith in social insurance (“among our objec-
tives I place the security of the men, women and children of the Na-
tion first”) but suggesting that legislation be deferred until the next
winter. At the same time, he laid down what he regarded as the
principles of a sound program: it should be a state-federal program,
actuarially sound, and financed by contribution rather than by an
increase in general taxation. Three weeks later he appointed a cab-
inet Committee on Economic Security, with Frances Perkins as
chairman, charged with formulating a program to be submitted to
the President before December.4

V1

From Frances Perkins’s point of view, the Committee’s job was to
consider the whole field of economic security. Unemployment com-
pensation might be the most important issue; but the Committee, in
addition, had to review problems of old-age assistance and insurance;
health insurance; workmen’s compensation; and specialized types of
public assistance for certain groups now on relief rolls, especially the
aged, the blind, and dependent children. “As I see it,” she observed
in 1934, ‘“‘we shall have to establish in this country substantially all
of the social-insurance measures which the western European coun-
tries have set up in the last generation.” (But, she warned, social in-
surance by itself could not “promise anything like complete eco-
nomic security. More important than all social-insurance devices
together is employment.”)

Though the Committee accepted the full mandate, it devoted
more time to the problems of unemployment compensation than to
anything else. The executive director of the Committee’s staff was
Professor Edwin E. Witte of the University of Wisconsin, and the
chairman of the Technical Board on Economic Security was Arthur
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J. Altmeyer of Wisconsin. Both Witte and Altmeyer had been in-
volved in the Wisconsin plan and had therefore a natural inclina-
tion toward its basic principles. This, of course, corresponded with
Roosevelt’s belief in state experimentation in this field. In a meet-
ing late in August with Miss Perkins, Witte, and Altmeyer, the
President made clear his preference for state administration of
unemployment insurance.

On the other hand, many experts — and at the start a majority of
both the Technical Board and the staff — favored a national system.
Under such a system, the federal government would impose the tax,
set up the administering agency, and distribute the benefits. A na-
tional system, its advocates contended, alone would insure uniformity
of standards throughout the country with regard both to contribu-
tions and to benefits; it would meet the needs of a national economy,
where workers, for example, often tended to move from state to state;
and it would mean more efficient and economical administration
than a miscellany of state systems. But the Wisconsin group was
deeply opposed to the national system. Their essential argument
against it was the Brandeis argument — the importance of encourag-
ing local experimentation, especially when so many basic questions
remained to be worked out. Experts, as Frances Perkins pointed out,
were divided among themselves over such questions as pooling versus
separate accounts and whether or not there should be employee con-
tributions. ‘“This bill,” she said, “allows these different problems to
be solved by the different States according to their own particular
genius and to be administered locally by those States in the best in-
terests of all of the people.”

There were two variations of the state approach. One — the so-
called “subsidy” plan — would have the government impose the tax
and then provide subsidies equal to a stated percentage of the tax to
states whose unemployment compensation laws met specified federal
standards. The other employed the tax-offset method used in the
original Wagner-Lewis bill, under which the states would collect
their unemployment compensation funds directly. Of the two,
therefore, the subsidy plan lent itself to the establishment of a greater
degree of national control. The Wisconsin group consequently
favored the Wagner-Lewis approach in the belief that this would
best protect their own experiment. And they were able by invoking
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the constitutional issue to rally to their side some who, on the merits,
might have favored the national or subsidy plan. For, if the Supreme
Court struck down the national plan, there would be nothing left,
and, if it struck down the subsidy plan, state laws would remain, but
these laws, lacking means of raising revenue, would be inoperative;
whereas if it struck down the federal features of the Wagner-Lewis
plan, operating state laws would survive.

The argument swayed back and forth through the summer and
fall. An Advisory Council on Economic Security, headed by Dr.
Frank Graham of North Carolina, voted g to 7 for the subsidy plan,
though several members of this majority really favored a thorough-
going national plan. The Technical Board, under the Wisconsin
influence, came out for the Wagner-Lewis plan. A National Con-
ference on Economic Security, convened in Washington in November
1934, contained much nationalist sentiment, though the President,
when he addressed it, advocated a state system. Observers noted that
the Committee staff seemed to be steering clear of unemployment
insurance experts, like Epstein, Paul Douglas, I. M. Rubinow, and
Eveline M. Burns, known for their advocacy of the national system.

Within the Committee itself, Wallace, spurred on by Tugwell,
kept up the fight for a national approach. Still, the preference of the
President for a state system, the anticipated resistance in Congress to
a national approach, the presumed constitutional vulnerability of
such an approach — these considerations influenced a group under
strong pressure to achieve a unanimous recommendation. On No-
vember g the Committee decided to abandon thought of an exclu-
sively federal system. Yet this did not settle matters; a few weeks
later it about agreed to recommend such a system after all. Finally,
in Christmas week, confronting a presidential deadline, it voted un-
animously, but, said Miss Perkins, “reluctantly and with mental
reservations,” in favor of the Wagner-Lewis approach.5

VII

When the Committee on Economic Security came to the question
of the aged, it adopted a national system of contributory old-age and
survivors insurance without anxiety or fuss. In so doing, it took a
venturesome step which contrasted strikingly with the caution shown
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in the case of unemployment compensation — and in spite of the
fact that much more thought had been given to a national system
for the unemployed than for the aged. One reason why the Com-
mittee could be more audacious here was the absence of state old-age
tnsurance projects; there was no Wisconsin plan to create vested
intellectual interests. Another was the fierce outside agitation for
old-age pensions; though the Committee on Economic Security had
started work before Dr. Townsend’s plan for $200 a month for every-
one over sixty had developed momentum, yet the mounting Town-
sendite clamor in late 1934 and early 1935 certainly improved the
opportunity for inserting sweeping old-age insurance recommenda-
tions in the social security bill. Another — and perhaps decisive —
reason was the conviction of the actuaries that old-age insurance on
a state basis would be infeasible because of the great mobility of
workers in the course of a lifetime.

- In addition to the old-age insurance system, the Committee called
for a program of assistance to the states for the needy aged. This
recommendation was based on the provisions of the Dill-Connery
bill of 1934. Parallel recommendations were made for federal aid
to the states for the blind and for dependent children: and federal
grants were proposed for maternal and child-health aid, and for
child-welfare and public-health services. On health insurance, the
Committee made no recommendations for immediate legislation.
For a moment in 1934 there had been a flurry of optimism on this
point: Harry Hopkins had declared himself convinced that “with
one bold stroke we could carry the American people with us, not
only for unemployment insurance but for sickness and health in-
surance.” But the usual pressure from the American Medical Asso-
ciation succeeded in killing staff proposals in the medical field.®

VIII

There remained the problem of coordinating the long-term propos-
als with the emergency relief program. When it became apparent that
unemployment compensation would be on a state basis, Hopkins and
Tugwell lost interest in it and argued instead that the main emphasis
should be on the provision of jobs through public works. Thus in the
fall and winter of 1934, while Frances Perkins’s Committee was work-
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ing out the social security program, Hopkins and Ickes were develop-
ing their plans for work relief. For a time both Miss Perkins and
Hopkins seemed to feel that these proposals were in competition;
but Roosevelt saw them as complementary. If the federal govern-
ment was to get out of the business of relief, then the works program
would take care of the employables after their unemployment com-
pensation had run out, while the social security program would help
take care of the unemployables.

On January 15, 1985, the Committee on Economic Security trans-
mitted its reports to the President. Roosevelt already had his own
views on social security. ‘““There is no reason why everybody in the
United States should not be covered,” he once said to Miss Perkins.
“I see no reason why every child, from the day he is born, shouldn’t
be a member of the social security system. . .. I don’t see why not,”
he continued as Miss Perkins, appalled by the administrative prob-
lems of universal coverage, shook her head. “I don’t see why not.
Cradle to the grave — from the cradle to the grave they ought to be
in a social insurance system.”

He had in addition specific views about the character of a social
insurance program. Thus he believed that public insurance should
be built upon the same principles as private insurance. “If I have
anything to say about it,” he once remarked, “it will always be con-
tributed, and I prefer it to be contributed, both on the part of the
employer and the employee, on a sound actuarial basis. It means no
money out of the Treasury.” This meant a self-supporting system,
financed by contributions and special taxes rather than out of the
general tax revenue. Frances Perkins, arguing against employee con-
tributions, pointed out that the employer shifted the payroll tax to
the consumer in any case, so that employees were already paying their
share; Tugwell, arguing against the payroll tax, pointed out that
this amounted to a form of sales tax and meant that the system
would be financed by those who could least afford it; but none of this
argument availed. “I guess you're right on the economics,” Roose-
velt explained to another complainant some years later, “but those
taxes were never a problem of economics. They are politics all the
way through. We put those payroll contributions there so as to give
the contributors a legal, moral, and political right to collect their
pensions and their unemployment benefits. With those taxes in
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there, no damn politician can ever scrap my social security pro-
gram.”7 ’

IX

On January 17, 1935, Roosevelt sent a message to Congress request-
ing social security legislation. On the same day Wagner introduced
the draft bill in the Senate and Lewis, jointly with Congressman
Robert L. Doughton of North Carolina, introduced it in the House.
A few days later hearings began in both Senate and House. Early
in February, the administration made an important change of front
when Secretary Morgenthau, testifying before the House Ways and
Means Committee, advocated a new financing plan for the old-age
insurance system.

The Committee on Economic Security, confronting the problem
of the aged, proposed a compulsory system of contributory payments
by which workers could build up gradually their rights to annuities
in their old age. This left the problem of persons on the verge of
retirement who had had no past opportunity to contribute to their
own old-age pensions. The best way in which these aging workers
could be taken care of, the Committee concluded, was through the
federal government’s paying a share of the cost. By 1980, accord-
ing to its estimate, the government would have to contribute to the
old-age system around $1.4 billion a year. The Committee conceded
that the creation of this commitment would impose a burden on fu-
ture generations. But the alternative would be to increase reserves
at a far higher rate and thus impose a double burden on the present
generation, which would have to contribute not only to its own an-
nuities but to the unearned annuities of people middle-aged or over.
“The plan we advocate,” said the Committee, “amounts to having
each generation pay for the support of the people then living who
are old.”

Morgenthau had accepted the Committee plan and signed the
report. Yet as he meditated the financing scheme, he began to feel
a certain immorality, as he told the Ways and Means Commuittee, in
the notion of “borrowing from the future to pay the costs.” Roose-
velt shared Morgenthau’s disapproval. “It is almost dishonest,” he
told Frances Perkins, “to build up an accumulated deficit for the
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Congress of the United States to meet in 1980. We can’t do that. We
can’t sell the United States short in 1980 any more than in 1935.”

The Treasury alternative was to raise the rates of contribution and
thereby build a much larger reserve fund, so that future needs could
be met from the fund rather than by levies on current general rev-
enue. This fund, Morgenthau suggested, could be applied to the
reduction of the national debt. Roosevelt even supposed that it
might eventually serve as the sole customer for federal bonds, thus
freeing the government from reliance on private bankers. Under
the original plan, the maximum size of the reserve fund would have
been less than $12 billion; under the Treasury plan, it would amount
to $50 billion by 1980. The Treasury plan had obvious disad-
vantages. It shifted the burden of providing for currently aging
workers from the population as a whole to the younger wage-earners.
“Our programs,” said Abraham Epstein, “actually relieve the wealthy
from their traditional obligation under the ancient poor laws.”
Moreover, the creation of so large a fund involved economic risks.
As Alvin Hansen on the Technical Board and Marion Folsom of the
Eastman Kodak Company on the Advisory Council pointed out, it
would divert a large amount of money from consumer purchasing
power; “that is bound,” Folsom said, “to have a depressing effect on
general conditions.” And the problem of finding ways to invest $50
billion seemed packed with difficulties.

The self-sustaining theory of social insurance meant in effect that
the poor had to pay most of the cost of keeping the poor. Yet,
whether because of this or in spite of this, the House Committee
quickly adopted the reserve system; probably the idea that private
insurance should serve as the model was too compelling. Moreover,
there was the political advantage which so impressed Roosevelt. Un-
der the original plan, the old-age insurance system would be at the
mercy of each succeeding Congress; while, with a vast reserve fund
built up out of contributions, the people were in a sense creating a
clear and present equity in their own retirement benefits. The ex-
istence of the reserve thus undoubtedly strengthened the system po-
litically. Yet the impact of the reserve on the business cycle — the
withdrawal of large sums of money from the spending stream and
the reliance on regressive taxation — doubtless added deflationary
tendencies which later in the decade weakened the whole nation

92



THE BIRTH OF SOCIAL SECURITY 811

economically. In time, it appeared that the administration and the
Congress had made the wrong decision in 1935.8

X

While the friends of social security were arguing out the details
of the program, other Americans were regarding the whole idea with
consternation, if not with horror. Organized business had long
warned against such pernicious notions. ‘“‘Unemployment insurance
cannot be placed on a sound financial basis,” said the National In-
dustrial Conference Board; it will facilitate “ultimate socialistic con-
trol of life and industry,” said the National Association of Manu-
facturers. “Industry,” observed Alfred Sloan of General Motors,
“has every reason to be alarmed at the social, economic and financial
implications. . . . The dangers are manifest.” It will undermine our
national life “by destroying initiative, discouraging thrift, and sti-
fling individual responsibility” (James L. Donnelly of the Illinois
Manufacturers’ Association); it begins a pattern which *“sooner or
later will bring about the inevitable abandonment of private capi-
talism” (Charles Denby, Jr., of the American Bar Association); “the
downfall of Rome started with corn laws, and legislation of that
type” (George P. Chandler of the Ohio Chamber of Commerce).
With unemployment insurance no one would work; with old-age
and survivors insurance no one would save; the result would be
moral decay, financial bankruptcy and the collapse of the republic.
One after another, business leaders appeared before House and
Senate Committees to invest such dismal prophecies with what re-
mained of their authority.

Republicans in the House faithfully reflected the business position.
“Never in the history of the world,” said Congressman John Taber of
New York, “has any measure been brought in here so insidiously de-
signed as to prevent business recovery, to enslave workers, and to
prevent any possibility of the employers providing work for the peo-
ple.” “The lash of the dictator will be felt,” cried Congressman
Daniel Reed. “And twenty-five million free American citizens will
for the first time submit themselves to a fingerprint test.” Even a
respectable Republican like James W. Wadsworth of New York
could only see calamity ahead. “This bill opens the door and invites
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the entrance into the political field,” he darkly exclaimed, “of a
power so vast, so powerful as to threaten the integrity of our in-
stitutions and to pull the pillars of the temple down upon the heads
of our descendants.” On a crucial test, all Republicans in the House
save one voted to recommit the bill to committee. But, in the end,
the opposition collapsed; and, fearing reprisal at the polls, most
Republicans, after resisting every step along the way, permitted
themselves to be recorded in favor of catastrophe. On April 19, the
House passed a somewhat revised bill by a vote of 71 to 33.

In the Senate conservatives continued a desultory resistance. Most
of the debate in both Houses was over the old-age rather than the
unemployment compensation provisions. Hastings of Delaware,
who predicted that the bill might “end the progress of a great coun-
try and bring its people to the level of the average European,” offered
‘a motion to strike out old-age insurance. Twelve of nineteen Repub-
lican senators supported this move. But again, on the final show-
down, political prudence triumphed, and the bill passed on June 1g,
1935, by a vote of 76 to 6. Difficulties still remained: the Senate had
adopted an amendment to exempt employers with industrial pen-
sion plans from coverage under the government system. The admin-
istration opposed this both as bad in principle and impractical in
operation; but argument over this issue delayed Senate-House agree-
ment for seven more weeks until the Senate conferees yielded.

Perhaps out of dissatisfaction with the Labor Department’s pres-
entation of the bill, the House, in redrafting, had removed the Social
Security Board from the Labor Department and set it up as a
separate agency. The Senate restored the Board to Labor; but in
conference it was decided to keep it independent. A Huey Long
filibuster in August then prevented an appropriation bill for the new
Board from coming up for passage. Roosevelt, after clearing with
congressional leaders of both parties, decided to give the Social
Security Board funds from NRA and WPA appropriations to tide it
over till the next session of Congress.

For chairman, Roosevelt selected John Gilbert Winant, a former
governor of New Hampshire. Winant, a tall, earnest, inarticulate
man, whose high cheekbones, gaunt features, and unruly black hair
gave him a Lincolnian appearance, was a Bull Mooser of 1912 who
had kept the Progressive faith. As governor, he had fought for
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minimum-wage regulation, old-age assistance, and emergency relief;
and he had made a strong impression as a member of the Advisory
Council of the Committee for Economic Security. Roosevelt, who
had known Winant as a fellow governor, liked and trusted him. The
other two members of the Board were Arthur Altmeyer and an
Arkansas lawyer named Vincent Myles.?

XI

The Social Security Act in its final form was far from a perfect
piece of legislation. In important respects it was actually weaker
than the Wagner-Lewis bill of the year before. It failed to set up a
national system and even failed to provide for effective national
standards. It left to the states virtually every important decision and
thus committed the nation to a crazy-quilt unemployment compen-
sation system, with widely varying benefits distributed under diverg-
ing standards by forty-eight separate state agencies.

This result was not wholly to be ascribed to the Wisconsin phi-
losophy. Congress itself was even more deeply opposed to federal
standards. For example, the original bill required states to select ad-
ministering personnel on a merit basis. Congress rejected this pro-
posal and, in addition, specifically prohibited the Social Security
Board from requiring states to establish proper personnel practices
in connection with any of the titles of the act. Similarly, under the
leadership of Byrd of Virginia, the Senate cut from the bill attempts
to set minimum standards in old-age assistance.

And, though the merit-rating idea derived from the Brandeisian
desire to intensify individual employer responsibility for the opera-
tion of the economy (even if it appeared in some form in each of the
three plans considered by the Committee on Economic Security),
it was Congress which gave the idea full scope. The Committee,
debating whether the states should have a pooled fund or an in-
dividual employer accounts system, adopted a compromise sugges-
tion of Altmeyer’s that all employers be required to contribute at
least 1 per cent on their payrolls to a pooled fund. Had Congress
accepted this, it would have greatly limited merit rating, since the
average rate of employers’ contributions had never been higher than
1.5 per cent. But Congress turned it down. For all its attraction (and
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Roosevelt himself, who inserted a sentence into Altmeyer's draft of
his social security message strengthening the case for merit rating,
was among those attracted), the effect of merit rating was to modify
the whole unemployment compensation system, not only reducing
rates but promoting the very kind of interstate competition which
the federal law was designed to eliminate. As a result of merit rating,
states with low standards and low tax rates tended to enjoy a com-
petitive advantage over states with higher standards. Moreover,
merit rating increasingly placed the burden of unemployment com-
pensation on the industries least able to bear it; costs which might
better have been socially distributed were instead assessed in a way
which further weakened the already weak. And merit rating, by
leading to the possibility of tax reductions in times of full employ-
ment and tax increases in times of unemployment, could aggravate
rather than moderate the swings of the business cycle.

It is hard to escape the impression that the Committee on Eco-
nomic Security, correctly anticipating hostility in Congress and the
courts and perhaps unduly influenced by the Wisconsin experience,
felt obliged to adopt the least good of the plans of unemployment
compensation before it. Indeed, after watching the federal Act in
operation, Arthur Altmeyer, himself a veteran of the Wisconsin ex-
. periment, came to the conclusion not only that merit rating was a
mistake but that the subsidy plan was better than the tax-offset plan
and that a straight federal system would be best of all.1®

XI11

In the next months the Social Security Board swung into action’
with quiet efficiency. Facing an administrative challenge of stagger-
ing complexity, it operated with steady intelligence and competence.
No New Deal agency solved such bewildering problems with such
self-effacing smoothness. The old-age insurance program went into
quick effect; within two years all 48 states passed unemployment com-
pensation laws in response to the federal tax-offset principle; and
the programs of categorical assistance gave state governments new
resources to deal with their needy citizens. No government bureau
ever directly touched the lives of so many millions of Americans —
the old, the jobless, the sick, the needy, the blind, the mothers, the
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children — with so little confusion or complaint. And the overhead
costs for this far-flung and extraordinary operation were consider-
ably less than those of private insurance. For this prodigious achieve-
ment, founded on millions of records, clerks, and business machines,
major credit went to Altmeyer.

For all the defects of the Act, it stili meant a tremendous break
with the inhibitions of the past. The federal government was at last
charged with the obligation to provide its citizens a measure of pro-
tection from the hazards and vicissitudes of life. One hundred and
ten years earlier, John Quincy Adams had declared that “the great
object of the institution of civil government” was “the progressive
improvement of the condition of the governed.” With the Social
Security Act, the constitutional dedication of federal power to the
general welfare began a new phase of national history.!!
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Some Historical Documents
concerning Social Security

. Page 106 shows an original Social Security poster inducing people into
the system.

. Page 107 is a copy of the original application for a member.
. Notice how many times the name Altmeyer is listed.

. Make sure you read the Letter of May 5, 1937, both pages, especially the
last paragraph.
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GC: 161 AWK

Februsry 25, 1237

Frenk V. Bentogifﬁ;q.,
Mesars, Jenton & Benton,

Kewport, Keatueky.

Re: And Steel Co, et ale v. Glenn et sl.

Desar Sir:

In view of the fact thut you are seeking in the sbove-entitled
action an injunction, ipter aliz, sgainst the collection of tuxes
imposed by Title ¥IIT of the Soclal Security hfct, I beg leave to
submit for the conglderztion of yourself 2nd your cliente & pro-
cednure which would probubly result in a smore expeditious deter-
minztion of the substentive issuss respecting that Title which you
are seeking to litignte. Pleese understand thut I am in no scnse
urging thie esurse uyon you, but merely inguiring vhether you would
Teel it ¢ e in the bezt interests of your clients. The Govern-
ment ie desirous of securing a rezsonsbly proampt determinctiion of
the issurs, znd it may be th:t your clients iuke the same view,

It nignt be mossible to secure sueh s determincticn by the
Supreme Court of the United Stetes within tae next few months, il
at lezst one of your clients wer: to s ithdraw from the sending
injunction sult ingofur as it relates to Title VIII of the Social
BSecurity sot snd were to ey the tex under taszt Title which is Jue
on ¥erck 1. I vour ~liept should toereuson iile =ith the Com~
missioner of Internal Revenue a clalm for refund on the g round of
2lleged invelidity of the tex, «nd assuning that the clalmr would
be rejected by the Commigsioner with reseenihie dispetch, you would
then he in & position io bring zn immedi:zte zction for refund in
the Court of Claims. The jJjulgment of thut Court wouls? be subject
to 2irect reviex by ihe Supreme fourt of the United States.

I have no informetion =t the present timz wheother, i this
procedure »ere to be Tollowed, oiher zitommers would desire to file
similer sctiong in he Court of Claimc.

4 elaim for refund of the excise t-x pryadbie umder saectlon 804
would, I think, squrrely wslse the uuestden of the validity of that
tax. %ith respeet to vhe ineome t&x impossd upon employeece by section
2351, I do not know vhether the Covarnment ould concede the rirht of
en employer to cleim = refuné on behelf of iis em.loyees.
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I should slso call ir your »tiention the Likellhood thot,
in the ceee of tne tex wmder Titls IX, the Conmissioner woul! not
aet upon s elaix Tor refund st lesst wntil Lhe axtended Jus Jdate
of tnet tax, #pril 1,

I sbould : pprecicte vour sdvisin, =e =1 yvour eariicst ~on-
venienor vhether or nmot you «re Zigpoesd L fellow Liis wroeeduare,

Very truly yours,

Thomas He Eliod
Gonernl Counssl

100



JCI:20: P8

¥r, Frank Bene, Execuitive Director
April 17, 1937

Louis Resnick, Director
Informetionsl Service

The United Press ticker reports the following:

*BOSTON-THE CLERK OF THE FIRST U, S. CINCUIT COURT OF APPELLE
TODAY ASKED HIS STAFF 70 SPEED UP ITE UWCRK SC THET BEFORE SUNDOWN
HE COULD MATL TC WASHINGTOY THE RECOHDS WHICE THE SUPEEME CCURT MUCT
STUDY BEFOHE RULING O THE VALITITY CF THE SOCI4L SECURITY ACT.

PPREPLBLTION OF THE RECOTDS CF THE CASE, USHALLY 2 TUO-#EEK TASK,
Wi BEIRG EFDUCED TO & MATTER OF IOURS AT THE TELEPHOUED RECUERST OF
TRE SOLICITOR-GENERAT, &T WASHITNGTOH.

®THE EXTRACRDINANY SPEED Wil ESSENTIAL, CCURT ATTLCHESC £21ID,
IF THE SUPREWE COURT WERE TC ACT 47 THE CUSRENT SESSICH.

®CLERK ZRTHUE CHARRCH HOPED 7O PLLCE THE CER D COPY OF THE
EECOTD IN THE MATLS BGOH AFTER ECON.V

cc to Mr, ilimeyer v
Mr. ¥iles
Mr. Flioct
Mr. Wegenet
Mr. Hodges
Mr. Huse

101




dBe 20520
#r. Pronk Bene )
¥xeostive Dirsetor april i&, 1937
v

iowiz FReamick, Direetor, Inforsesiionel Servies

Pioknr Repsrd

The Tollewing sdd o United Press ticker reporis cop-
sorning the ¥, & Sirenit Couwrdts deslsion 4in Bositon, hes
Just gome over the wiresy

FBoth wem and womer in the swcepted clesees on vesching
the sge of oF, ave equelly emtitled ¢o Old Age Banefits
ms those engaped in other limes of work, since nesd is
pet sseeniial to entlitle one to bemefit ¥

*In the Title Nine case SThe issune is moi what power
Bongress cught to bave to asel conditions sz viewed by

the Executive apnd Legislstive bDranehes of the Govermmend,
ot whet povers are wagbed ir Congress uuder the Consii-
tution. The Supreme Court through a long series of opinlons
her defined thogse powers and ibe lisitstions wpon thes, I
the Constitution as comatrued through the years, reguires
umendments o meet ner conditions, the way is rovided
therein.

*¥hile State Courts have in pussing on State Tneapiopment
srte held them w be wiciative of the constitutiomsl position
of their respective Steles, as the Bzssechusettr Sunreme
Sourt hez recently decided, 1t is alpniflceant that 1t d1d
nyt pusteir fhe taxstion provision of the Massachusetts
Taemploynent set as imposing Excise Taxes, bat nz sm
exercise of its police powers, and provided thet the State
law should pot bz vealld in csse the Federal Sot wus keld

tr be Deyond the eonstitutionsl powers of Coppresg—indlent-
ing. we Yudai, that ibe Staite scied mnder coorcien®,

filg v, Xitmeyer /

Mr, flas

¥r. Eliot

¥r. Nagenet

¥r, Hodges

Biss Greenblati
ﬁrm Bua—h
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] a.zﬂ DVIC.;J
Lroeutive Dirscior

i
CAssociste ‘A‘"»cto;; B
Hervice ’

The following cpuerred on the United Press

YR SUPREMY QOURT 0 T PASH
PERSIOH FPEOVISIONS OF 70 UELTY S
VOERERS 2,700,000 Bl CRYING

T JPLED

v A ik

PIHE TEST CaSE
BY THL GOVIERRDT

Fa e g »” -
COUET OF
Fa g n..,T‘... TIT T 4

R T T TINS5 ¥

After receliving this bulletdn from the ticker service we communicnted
with the clerk of the Supreme Sourt of *té'ze United States wg to vhen arguments
would be held. Be Informed us they would begin Honday or Tussdsy of next
week,

GC #r. Altmeyer v
#r. Hodgos
Hr. Eliot

S e e
x
&
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#r. Bene
ook 1%, 1937

Lovlz Besalck
Susrens Courtd Pefazer io review Jormun cere stlegilng
velidity of Soetal Becurity fctlz old-age benellis
PICETRY

The Undtud Press tdtler sald thiz sfternoony

*The Supremes Court refussd to enterteia ihe szrael of Hovesn
€. Hormen, cue of the Sold Cleuse Case 3itigants, peskiog o hove.

&

the Rex Derll's clé ege pencion law (olé-cge benafits grs Aty
the Aot} deeiured unenngtitutlonsid.

*Rorman brought hls sult «8 & ricekbolder of Consslidited
Edison Compeny of Bew Tork, '

5l wer Tiled in iike Federsl fourt for ths soulbern 2isirict
¥ Hew Tork. Be sought on infuacidon sgeiosnt he fompenrts officers
o restrein them Prom cosplying »ith the old age reuzion provisisas
of dhe gotdal BHEUTLLYY IOURIRE v

In bringing Als cppeel, Boveea pought Lo onrry the cise 1o the
high Sourt swlthoutl v determinstion by the Second Cireult Conrt of
Appened where e sudt Lr now pending. .

4 rpevicss aibenpt by other Iitigenia io do the zooe hing in
& Haspschueotts cene wi Telscied maveril weels 8.

*Howmea, iz o« brief lied by Essempel lwedileld, his lovrer
cimrpel Al the lew Inveded the righiz of the e wes i deprived
the Bdisen Couneny of $tr property =ithoul due provess of luw,

SThe Gowvermsent, whith ifatsrvened in the onee chon henrd in the
Ointrict Sourd, oppoued the arpliceiion fur & roview so did the Edigew
C‘mmx m-.ﬁ

¢c to dr. Alimeyer v
Hr, diles
¥r. Rldot
¥r, Hodges
¥r. Bush
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¥r. Frank Bane,
Executive Yirector, Mey 5, 1937

Louis Resmick, v’

Pirector, Buresu of Informational Service
Ticker Separt on Supreme Court Pracadence..

The following is the United Press'! ticker report on the arguments
supporting the old-age bensfits provisions of the Social Security sct before the
United States Supreme Court:

assgistant Attorney General Robert H. Jackson todsy defended
the administration's old age peusion legislation before the Supreme
Court,

dackson outlined the history of the litigatiom which is be-
fore the Court and which was rushed to the tridbunmal after the First
firouit Court of Appeals in Boston held the tax imposed under the
pengion act was unconstitutiomsl.

Jackson described how George P. Davis, stockholder in the
Edison Illumineting Go., of Boston, filed suit in Fedaral Distriet
Court in Massachusetts to restrain officers and directors of his
company from paying the 1 per oent payroll tax imposed on employers
and the 1 per cent tax en the wages of emxployes.

Jackson said Davis contended that peyment of the tax by the
company would lmpeir his rights as & stoekholder and that the tax
was invalid as an invesion of the rights of the States.

The Eleetric Company, Jacksor said, admitted the sllegations
of faet and the Govermment thereupon intervened.

The 0ld age pensions case ie the last to be argued at the
pressnt term of the Court,

Administration atiorneys asked the Sourt to wsive jurisdietian-
&l guestions amd rule directly on comstitutionality of old age pensionse.
The request was prompted by twe "liberal”™ members who gquestioned the
authority of the Cowrt to emtertain the case.

Both Justices Harlan ¥. Stone and Benjamin Cardozo, two of the
staunchest Bew Deal defenders om the Court, asked Jaeckson why the
Govermment had not challenged the right in the lower courts of George
P. Davig, a stockholder in the Bdison Elestric Illuminating Co., to
bring suit to resirain the company from paying old age peneion taxes.
Hoting that a taxpayer customerily must first pay the tait and then sue
for its recogery, the liberal jurists asked why the Govermment had not

. raised that question.

s

O
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"I hope the Court will waive thet jurisdictional questien,”
Juokson sside

*It was very important to the Govermment to have u direct rul-
ing on the tax itself,” Jaokson said. “"Prom a buwdgetary standpoint
approxizately §285,300,000 will be solleoted for the [issal year 1587
and $621,800,000 in the yexr 1988,

Jackwon said "Frem the aduinistrative standpoint the decieion
my involve refunds to 28,500,000 texpsyers.

e sought Lo reach a decision in order %o wveid confusien
and edministrative difficulties.

™§e hope the Court will not pass the questior on procedursl
grounds.*

Juckson asserted that the Federsl Govermment had a right to pay
poensiocns if £¢ wished and that funds needed for thess pensions might
have besn finansed by “higher inooms taxes, as many people believs would

be proper, by printing monsy or by bervowing.

' “Congress sought & substantial tax 8o as to save strais on the
budget.”

The attornsy ssssrved that the tax invelved was the largest the
Court has yet passed on.

Jackson criticissd the Pirst Cirsult Court of Appeals ruling
that the right to laber snd employ lsbor was & “matural right® which
sould not bs taxed.

*In these days,” the lswyer said, “Employers may, by oilering
indnowments, drew & large part of the populaticn frem the farms to
the city. They may move thes from one plaoe of exployment to smother.
IThoy sey redistridbutes the entire population.

*It is unthinkabls that holders of this right should be exempted
from texation. If so there is & metaphysical iimitation on the taxing
power that has taken 150 years to dissover.®

pk '
co Yo Er. sltmeyer -
dr. ¥l3c0t
§ir. WI
¥rs Sorsonm
dir. Iush
¥r. Huse
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INFORMATION OF GENERAL INTERERT

The Foderal aldeags henefits systom provides for retive.
ment pavmeuts from the Pederal Governmoent to quatified
poviang, beginuing ab the age of 85, 1 wus established by
the Secinl Security Act and goes into eifeet on January 1,
1937, Ita purpose is Lo bring to these persons employed in
tre broad fields of commerce and indostry incrensed assur.
ance of oo indepembent old age. The syatem is admin-
istered by the Hocial Heeurity Bonrd, Washington, D, C,

Benefita are based ou the wage record of the individual
and are of Uhree types: 1) AMonthly benefits st 65;
{2) lumypesust payvments, and {21 death benefits,

These honeiins ure hased on (ot wages for work done
in this cowntry after Decomber 31, 1936, and before s
worker becetnes 6 yorrs of age.  Thig includes every kind
of work for an emplover, with a fow exceptionz. Wages
of not move than 33,000 a year {0 an individusl from any
e etplover wil be added togethor to make up the tetal
wages of that individual,  Every time the werd "“wages”
is uged belew it wesns wages as explained in this pars-
grapit and not wuges generally,

Monthly beneftz will range from $10 fo $85 o month and
will begin 1o ha pald o1 Jaovary 1, 1932, To qualify for
this type of benedit an individual must be 65 years old, his
total wages must be $2,000 or mare, and he must have
enrned wages for ab feast 1 day in each of § different cal-
erdar years,

Lomgpesum pavmenis will be made to individunls who
roach the age of 65 but do not qualify Tor monthly bonefits,
The smeount paid then will equel 835 percent of their 1olal

wages.

Death benefits will be paid to the estates of individualg
wha die before drawing monthly or Jump-sum benefits equal
to aty pereent of their tolnl wages,

T order that old-agze Tenetils can ‘isp paid by the United
States Treasury, it s the responsibility of the Social Se-
cority Heard (o determing the toial wzxiges of those Indi-

viduals who will be entitled 1o receive beneits,  Acgord-
inglmthe Beoard must keep an aceount of the indive N
Faplovers will be informed in due conrse to

e reports which will be required for this purpose,
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INSTRUCTIONS FOR FILLING OUT FORM

In answoring questions L through 6, it i3 Imporiant (hat
the information enterad apply to 2 sperific establishment,
that is, each place of employment. I handwritten, an.
swers should be printed plainly indnk.  Answers should he
typewritien, if possible. Do nol use pencil,

Ires 2. Business name of this establishment—Enter
name by which this local establishment is khown to the
public and which is uged by the concern in ite correypond-
epce and in ssuing statemwsents, I tlis establishmeont iz
swned or controlled by another bearing o different name,
enter {he name actunlly used by this Joeal establishment,

Irest 50 Deserihe fally the exact nature of husinesg—~In~
dicate the primary trpe of activity, whether manufaciuring,
wholesale Urade, retail trade, personnl seeviees, ete,  Algo,
the praduets manufactured, the merchandise zold, or the
services rendered. {Typical examples: Manulacturer-—
radiog;  manufaclurer—selrigeradioryy  wholesaler-—ments;
wholesalereedrugsy  relailer-wgasclive; yotaller—men’s
wear;  retailer--grocery  slorer service--shoe vepaiving
zevvitabarber shops mining-—conl; professional-=lawyer;
professionalemphysician; ele)

Pt 6, {a) IF a monufacturing concern, state princival
produets-List In the order of thelr fmportanee products
manufnetured,

(b1 If a nonmanufueturing convern, stata privcipal prod-
ncts or serviges saldoList i the order of their importance
somln gold or servives rendered,

Trem 7. I this eatablishment 19 a4 branch or a aubsidiary
company, give name and sdddress of hoadquarters—Regard-
less of whethey thia establisliment is 4 branely plant, office,
or store, or whether it g o unit of o chain or ether wmulti
unit orgapization, the name and nddress of the head-
autirters ahonld b indieated,

If space provided for the answera is inndequate, 8 sepa-
radsheot vhould be attached,  The answors appesyingy on
Sepentss sheel should Gonr the eorresponding

sppeuring on the form, 1o
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Arthur Altmeyer

. First Head of Social Security from 1937-1953.

. Altmeyer was a dedicated socialist and played a major role in the
transformation of America form a Republic to a Socialist Society by
helping to institute the Marxest 10 Planks into the daily lives of
Americans.

. We put a small sample of one of his books in this section for educational
purposes so you may decide if you wish to order it for yourself.

. On page 21 of this section, at the arrow, we find the Chief Justice of the
United States at the time, or in other words the Chief Marxest of the
United States, Louis Brandeis, again inserting his input into this Socialist
Scheme.
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Arthur Altmeyer was one of the seminal figures of the Social
Security program in America. He was part of the President's
Committee on Economic Security that drafted the original
legislative proposal in 1934. He was a member of the three-
person Social Security Board created to run the new program,
and he was either Chairman of the Board or Commissioner for
Social Security from 1937-1953. Although he believed that pub
administration was a vitally important activity, he was also on
of the principal conceptual and philosophical spokesmen for
social insurance in America, and much of the policymaking
during Social Security's founding decades was formulated by
Altmeyer. Along with a mere handful of others, Arthur J.
Altmeyer is responsible for the Social Security program as it
exists in America today.

This collection of material consists of published articles and
interviews and the text of speeches that Mr. Altmeyer delivered
) primarily during his tenure with the Social Security

A young Arthur J. Altmeyer in the Administration. Some of the speeches have never been publish

years })efore he joined Social and some of the articles have been out of print for 50 years.
Security. SSA History Archives.

These documents represent 30 years of Arthur Altmeyer's work
The are, in a limited sense, his legacy. But his true legacy lies
elsewhere. The institution that is the Social Security
Administration, and its proud 62-year history of service to

Altmeyer's papers and generations of Americans, are Arthur Altmeyer's true legacy, f
records are in the he, more than any other single person, shaped the institution t
archives of the State has administered Social Security over six decades. The charac
Historical Society of of SS4, its traditions of service and administration, reflect the
Wisconsin at Madison, values and aspirations that Arthur Altmeyer instilled into it fro
Wisconsin. (Duplicates of the earliest days of its existence. Although an important policy
many of Altmeyer's most theorist--as is reflected in these documents--Altmeyer was first
important papers are also and foremost an administrator. He viewed efficient, fair and
available in SSA's honest administration as a high calling. And it was to this calli
History Archives.) that he gave the labor of his life. This is his true legacy.
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Note: Some of these documents are in Adobe PDF format. To view them you
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The Collected Works of Arthur Altmeyer Page 2 of 7

need the free Adobe Acrobat Reader. The Reader is available from Adobe's Web
site. ‘

OASIS magazine interview with Altmeyer -- 1966 (PDF)

Review of Altmeyer's memoir by William Mitchell -- 1966 (PDF)
Commissioner Ball's Bulletin re: Altmever's Death -- 1972

Ball's Eulogy at Altmeyer Memorial Service -- 1972

Congressman Kastenmeier's Remarks on House Floor -- 1972

"Arthur Altmeyer: Mr. Social Security," Remarks by Wilbur Cohen -- 1973
The SSA Headquarters Building is Renamed in Altmeyer's Honor -- 1973
Arthur Altmever Oral History Interviews 1965-67

A Brief Biography of Altmever -- 1997

Altmeyer Video Clip -- 1936
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1930s

1. Speech-- THE NEW SOCIAL SECURITY ACT -- 9/3/35

One of the earliest official addresses by Altmeyer soon after becoming a member of the Social Security Board.

2. Press Release -- THE FACTS ABOUT OLD-AGE BENEFITS -- 10/26/36

These remarks by Altmeyer on the eve of the 1936 presidential elections were designed to counter some of the
arguments against Social Security being advanced by the Republican presidential candidate, Alf Landon.

3. Speech -- PROGRESS AND PROSPECTS UNDER THE SOCIAL SECURITY ACT -- 5/25/37

This speech, delivered the day after the Supreme Court decision regarding constitutionality of the Act, not only
provides a report of progress in implementing the Act, but also discusses several key issues facing the program. Of
particular note is Altmeyer's discussion of the pay-as-you-go financing issue.

4. Speech -- THE FARM FAMILY AND THE SOCIAL SECURITY ACT --circa July 1937

In these remarks Altmeyer attempts to assuage the resentments of farmers for not being covered by the new Social
Security Act. He argues that they benefit anyway in many indirect ways.

5. Article -- SOCIAL SECURITY AND THE SOCIAL SERVICES -- March 1938

This essay by Social Security Board Chairman Arthur Altmeyer is an expression of the philosophy of social insuran
as conceived by the founders of Social Security.

6. Article -- THREE YEARS' PROGRESS TOWARD SOCIAL SECURITY -- August 1938

This essay is a comprehensive overview of the successes of the Social Security Act in its first three years of operati

1940s
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Arthur J. Altmeyer (1891-1972)

Commissioner of Social Security:
July 16, 1946 to April 10, 1953
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Preface

This discussion of the Social Security Act and its administration
will concentrate on the circumstances surrounding the prepara-
tion and passage of the Social Security Act in 1934-35 and the
circumstances affecting its development throughout the years. No
attempt will be made to describe in any comprehensive, sche-
matic manner the provisions of the Social Security Act or its
antecedents. Nor will there be an attempt to analyze the long-
range economic, social, and political forces at work.

Rather, an effort will be made to shed some light on the
considerations and personalities involved in the making of impor-
tant policy decisions, concerning not only legislation but also
administration. With this purpose in mind I shall discuss events
of which I had personal knowledge, many of which are not
matters of general public knowledge and are not usually given
much attention.

When I speak of the Social Security Act of 1935, I have in mind
chiefly those features which were entirely new in the field of
federal social legislation and which came under the jurisdiction of
the Social Security Board. Thus, less attention will be given to
such features in the 1935 act as public health, maternal and child
welfare, and vocational rehabilitation. However, it should be
noted that the United States Public Health Service, which had
been established in 1799, received considerable additional funds
under the Social Security Act to carry on its work. So did the
Children’s Bureau, established in 1912, and so did the federal
agency administering the Vocational Rehabilitation Act, passed in

A4
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1920. In each case the additional funds were for grants to the
states. The United States Public Health Service had been making
such grants to a limited extent for many years. The Children’s
Bureau had administered a Maternity and Infancy Act during the
years 1922-29 which provided for federal-state cooperation in the
promotion of welfare and hygiene during maternity and infancy.
The Vocational Rehabilitation Act was also a federal-state co-
operative program.

In order to understand why the Social Security Act took the
form it did, it is, of course, necessary to know the general purpose
President Roosevelt and his advisers had in mind. It is also
necessary to know what considerations they deemed important in
developing ways and means of achieving their purpose. But it is
doubtful whether anyone today (including myself) can fully
understand the relative importance of the various considerations
which were involved in policy decisions that had to be made in
1934 under the conditions prevailing at that time. Nevertheless,
an attempt will be made to present these considerations and the
importance attached to them by those who were responsible for
making the decisions and those who opposed these decisions.

Thus, it is hoped that this chronicle will clarify to some extent
the reason why nine of the ten separate programs included in the
Social Security Act are administered by the states; why chief
reliance was placed on contributory social insurance; why we
have a national system of old age, survivors’, and disability
insurance but a federal-state system of unemployment insurance;
why Republican leaders opposed old age insurance; why perma-
nent total disability insurance benefits were not provided until
1956; and why health insurance was not included in the 1935
Social Security Act.

I have considered it essential to discuss the administration of
the Social Security Act as fully as the provisions of the act itself
because, as John R. Commons, my teacher at the University of
Wisconsin and the dean of labor economists for many years, used
to say, “Administration is legislation in action.” It is hoped that
the importance of administration will be demonstrated in such
matters as selecting and training qualified personnel; establishing
proper organization and procedures; coping with the unique
problems involved in the creation of the gigantic old age, sur-
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PREFACE vii

vivors’, and disability insurance system; strengthening our federal-
state form of government; and, above all, exercising in an intelli-
gent and responsible manner the power that lawyers call “admin-
istrative discretion.”

Accordingly, this chronicle will illustrate how administrative
decisions determined whether or not uniform old age pensions
would become the dominant form of old age security; whether
old age insurance records would be kept confidential and used
only for administrative purposes; whether the United States
Employment Service would be developed as the agency through
which unemployment benefits were paid; whether public assist-
ance payments would be made on an equitable and consistent
basis throughout a state; and whether states would develop civil
service systems. ‘

Perhaps a brief biographical statement may help to explain my
opinion concerning the inextricable relationship between a law
and ‘its administration, as well as other opinions I may later
express. It will at least indicate, I think, that the origin in this
country of what we now call social security will be found more
largely in our labor legislation than in our poor-relief laws. This is
in sharp contrast to Great Britain where the development of
social security was influenced largely by dissatisfaction with the
Poor Law. This difference in the relative influences of labor
legislation and poor-relief legislation accounts for many of the
basic differences to be found in the social security systems of
these two countries.

My first interest in what is now called social security was
aroused in 1911. At that time I was an office boy in my uncle’s
law office. One day the office received a pamphlet, issued by an
insurance company, which described the new Wisconsin Work-
men’s Compensation Act, the first state law of this kind to go into
effect in this country. When I entered the University of Wisconsin
in the fall of that year, I naturally desired to learn more about
workmen’s compensation and other forms of labor legislation. I
had already been told about the activities of John R. Commons.
These included service as a member of the Wisconsin Industrial
Commission which was charged with the administration of work-
men’s compensation. So I enrolled in Commons’ classes. Later, in
1918, I became Professor Commons’ research assistant. It may be
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of some interest to note that, while I was serving in that capacity,
Professor Commons asked me to co-author a report entitled “The
Health Insurance Movement in the United States.” This report
had been requested (and later published) by two of the state
commissions which had been set up for the purpose of studying
the desirability of enacting health insurance laws—the Illinois
Health Insurance Commission and the Ohio Health and Old Age
Insurance Commission.

In 1920 I became Chief Statistician of the Wisconsin Industrial
Commission. In that capacity I began a monthly publication
called the Wisconsin Labor Market, which included among other
data an index of employment throughout the state. This Wiscon-
sin index and a similar one published by the New York Depart-
ment of Labor were the first two indices of employment pub-
lished in the United States.

In 1922 I became Secretary of the Wisconsin Industrial Com-
mission. In July 1927 I took a leave of absence from that position
for a period of six months to serve the United States Employees’
Compensation Commission as Deputy Commissioner for the
Great Lakes Region in putting into effect the Longshoremen’s
and Harbor Workers’ Compensation Act.

Both as Chief Statistician and as Secretary of the Wisconsin
Industrial Commission, I was involved in the deliberations con-
cerning an unemployment compensation bill which was under
consideration by successive sessions of the state legislature from
1921 to 1932. On January 1932, the Wisconsin Unemployment
Reserves and Compensation Act became the first such act to be

assed in the United States. Both workmen’s compensation (for
accidents) and unemployment compensation, it should be noted,
were regarded as labor legislaion—what the Germans called
“workers insurance.”

In addition to the administration of the various labor laws, the
Wisconsin Industrial Commission was given the responsibility in
1931 of supervising the administration of unemployment relief
throughout the state. As Secretary of the commission, I was given
the responsibility of establishing the necessary relations with the
federal government so that Wisconsin could qualify for federal
financial assistance when that became available in 1932. In
February of that year Senators LaFollette and Costigan had been

121



PREFACE ix

defeated in their efforts to secure passage of their bill to provide
federal grants to the states for unemployment relief. However, in
May of 1932 Congress did authorize the Reconstruction Finance
Committee to make loans to the states.

On a number of occasions in the spring of 1933 I was requested
by the Secretary of Labor, Frances Perkins, and officials in her
department to go to Washington to assist in the development of
effective working relationships with state labor departments. In
November 1933 the Secretary of Labor asked me to accept the
position of Director of the Labor Compliance Division of the
National Industrial Recovery Administration. In that position I
was respon51ble for enforcing the labor standards contained in
the various industry codes.

Eighteen days after Franklin Roosevelt became President, he
sent Congress a message, urging the passage of the Federal
Emergency Relief Act, which authorized outright grants to the
states to assist them in providing unemployment relief. In addition
to securing some of this federal aid for Wisconsin, I was asked
from time to time to assist officials of the Federal Emergency
Relief Administration in the development of administrative pro-
cedures. I was also asked by them to assist in setting up the Civil
Works Administration which provided work for over four million
unemployed persons during the winter of 1933-34.

I had been granted a leave of absence from my post as Secre-
tary of the Wisconsin Industrial Commission, but returned to that
position in May of 1934. When I arrived back in Madison, I
learned that the Secretary of Labor had been trying to reach me
to offer me the position of Assistant Secretaxy. I accepted and was
unmedlately assigned the task of assisting in the reorganization
and expansion of the Department of Labor. However, within a
month I was given the added responsibility of serving as Chair-
man of the technical board which was created by presidential
order to assist the President’s Cabinet Committee on Economic
Security.

I was given the opportunity to participate in these various
phases of the New Deal not simply because of my experience as a
state official but more importantly because this experience had
been acquired in a state noted for its progressive social legisla-
tion. Both the President and Miss Perkins were thoroughly famil-
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iar with this legislation and the philosophy underlying it. The
President acquired this familiarity when he was a state senator
and Governor of New York; Miss Perkins, as Commissioner of
Labor for New York State.®

I am painfully aware of the tedious character of the year-by-
year recital of legislative recommendations and legislative action.
I can only hope that this detailed account will be of some value at
least for reference purposes and that it will give some idea of how
amendments to the Social Security Act occurred only after years
of study, planning, and repeated recommendations.

Appendix I, “Significant Events of Social Security, 1935-65,”
may assist the reader who wishes to read selectively, while
Appendix II, “Official Documents of Social Security, 1935-65,”
may be of some help to the reader who wishes more information
on legislative history.

Arthur J. Altmeyer
Washington, D. C.
August 1965

° For a more complete account of these state activities and the similarity
between the “Wisconsin Idea” and the New Deal, the reader is referred to
the following publications by the writer: “The Industrial Commission of
Wisconsin—A Case Study in Labor Law Administration,” University of
Wisconsin Studies in the Social Sciences and History, No. 17 (1932); “The
Wisconsin Idea and Social Security,” Wisconsin Magazine of History, XLII,
No. 1 (1958).,
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Vet B8 L, Tutglrgmn s Bernes
Telegram -‘g‘,C\M\m «QM&M(\\\%
Row that this country is sctually at war it is more than ever necessary

Al
that we utilize to the fullest possible extent all of the manpower and woman-~ %
power of this country to increase our producuon.of war materiels, This can
only be accomplished by eas centra];: z-:?m“;angl :hgén_c;:( theTUnitedBtnten

—fGplogpery.Sorsies At present, as you know, the United States Employment
Service consists of fifty seperate State and territorial employment services
whose operations are loosely coordinated by the Federzl Government. In order
that there may be conmnlete responsiveness to the demands of national defense
end speedy, uniform, efféctive action to meet rapidly changing needs, it ia

an ol 4/ LY IST%

essential thst all of these separate employment services become a4 na onally a«;%-_-
opersted employment service. I have, therefore, given instructions to the
proper Federal officials that the necessary steps be taken to accomplish this
purpose at once. I ask that you likewise instruct the proper officiels of
your State to transfer to the United Ststes Employment Service all of the
present personnel, records, and fecilities reguired for this operation.
Inesmuch as the Federzl Government is alrecdy peying practically one hundred
percent of the cost of operation end the State personnel bhas been recruited
on a merit basis, there will be no difficulty in trensferring State employees

;wtao the Federsl service. These employment offices will continue to serve the
unemployment compensction egency so that there will be no need to set up
duplicate offices. I shall appreciate your advising me at once of your full
cooperation so that the conversion of the present employment service into

a truly national service may be accomplished without delay.

Draft of President Roosevelt’s telegram to the governors
of the states, requesting the transfer of the state employment
services to the federal government under the direction of the
United States Employment Service (December 18, 1941)
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Taking the oath of office as Assistant Secretary of Labor
(June 8, 1934). From left to right: Secretary of Labor
Frances Perkins, Arthur J. Altmeyer, and Samuel Gompers,
Chief Clerk (a son of the famous President of the Ameri-

can Federation of Labor)
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The first meeting of the Social Security Board (August 23,
1985). From left to right: Arthur ]. Altmeyer, John G.
Winant, Chairman (former Governor of New Hampshire),
and Vincent M. Miles (attorney from Little Rock, Arkan-
sas, and Democratic National Committeeman)
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Sir William Beveridge, author of the British “cradle to the grave” so-
cial security plan, and Arthur ]. Altmeyer, Chairman of the Social
Security Board, in New York (June 5, 1943)
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ENACTMENT OF THE LAw 21

proceeds from this tax to finance the payment of benefits to
agricultural producers who complied with federal requirements
relative to the use of their land. The Supreme Court held that the
tax levied was not a tax within the meaning of the Constitution
but a mere incident in the scheme of regulation which invaded
the reserved rights of the states.

The committee believed the tax-offset plan was more likely to
be upheld by the Supreme Court than was the subsidy plan since
the tax-offset plan followed the method used under the Federal
Estate Tax Act, which had been held to be constitutional years
before (Florida v. Mellon, 273 U.S. 12). Under that act a tax-
offset is allowed for taxes paid under state inheritance tax laws.
As a matter of fact, it was known that Supreme Court Justice
Brandeis had suggested the incorporation of this method in the
Wagner-Lewis Bill. And, indeed, the Supreme Court cited that
earlier court decision as a precedent when it later upheld the
unemployment insurance feature of the Social Security Act.

Moreover, the committee believed that even if the Supreme
Court eventually held the federal law unconstitutional, more
states would be likely to continue to keep their employment
insurance laws in effect under the tax-offset plan than under the
subsidy plan. The committee reached this conclusion because
under the tax-offset plan the states would be obliged to pass their
own laws levying a payroll tax, which would continue to make
their insurance plans self-sustaining. This was not true of the
subsidy plan.

But, aside from the question of constitutionality, the committee
favored the tax-offset plan in preference to a straight federal plan
or the subsidy type of federal-state plan because it placed the
maximum responsibility on the states. The committee considered
this was necessary because there was considerable polarization of
opinion among the advocates of unemployment insurance con-
cerning such major substantive questions as what the scale of
benefits should be and whether unemployment benefits should
provide protection against short-term or long-term unemploy-
ment.

These advocates disagreed on whether the benefits should be
relatively high in amount and of limited duration or relatively
low in amount and of longer duration. They disagreed on
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Putting the

Social Security Act

into Operation, 1935-37

Even before the President signed the bill, I had prepared a
budget estimate of the probable cost of administration during the
fiscal year ending June 30, 1936. This was necessary since it was
anticipated that Congress would adjourn before the end of
August. In order to save time, the Chairman of the House
Appropriations Committee, James P. (“Buck”) Buchanan, held a
one-man hearing instead of calling his committee together. His
parents had moved to Texas when he was less than a year old,
and he was of the same breed as Sam Rayburn, the late Speaker
of the House.

This first budget amounted to one million dollars. Today the
budget for the administration of the federal old age, survivors’,
and disability insurance system alone amounts to one-third of a
billion dollars. I must confess that this first budget was based
entirely upon conjecture. But strangely enough, it turned out to
be remarkably accuratel

To my dismay, the Chairman of the committee leaned back in
his chair at the end of the presentation, put his feet on his desk,
and said, “I don’t understand a damned thing that you're saying
and I don't believe you do, either.” Then, after a pause he added,
“But I'll give you the money anyway.”

The President proceeded promptly to send to the Senate the
names of the three nominees for members of the Social Security
Board, including mine as one of the three. These were all
confirmed by the Senate on August 23. But to the dismay of every
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one concerned, Senator Huey Long staged another filibuster on
the closing day of the session while the last deficiency appropria-
tion bill, which included the social security item, was still pend-
ing.
% well remember watching the hands of the Senate clock move
toward midnight, when Congress would adjourn sine die, and
hoping against hope that the Senator would end his filibuster
which had no relation to social security. However, he was still
talking when the presiding officer banged his gavel, signaling the
end of the session.

The next morning the President called a conference to discuss
what could be done to avoid calling a special session of Congress.
Included in the conference were both leaders of Congress and
members of the Administration. I was the only one of the newly
appointed members of the Social Security Board who was pres-
ent. The Comptroller General, John R. McCarl, furnished the
solution. This was surprising, since he was a Republican, ap-
pointed for a 15-year term, and completely independent of the
Administration, being solely responsible to the Congress.
Furthermore, traditionally the Comptroller acts as the “watch-
dog of the Treasury,” to make certain that federal funds are spent
properly and only for the purposes authorized by Congress.

Mr. McCarl’s solution was ingenious indeed and gratefully
accepted by the President. Mr. McCarl pointed out that the work
of the President’s Committee on Economic Security had been
. financed as a research project by the Federal Emergency Relief

Administration. He said that he, therefore, thought it entirely
logical and proper to set up another research project to develop
ways and means of putting the Social Security Act into operation!

So it came about that the much maligned Federal Emergency
Relief Administration (which became the Works Progress Admin-
istration in 1935) again demonstrated its remarkable ability to
cope with problems arising out of the Great Depression. Another
resource was found in the National Industrial Recovery Adminis-
tration. The National Recovery Act had been declared unconsti-
tutional in May 1935. Therefore, it was liquidating as rapidly as
possible and was only too glad to transfer office equipment and
personnel to the Social Security Board. The personnel tranferred
were continued on the payroll of the National Industrial Re-
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covery Administration until funds were made available by Con-

ess.
gl-But one minor complication arose in the use of the emergency
funds which had been made available. It was discovered that
they could not be used for the payment of the salary of any
person whose salary had been specified in any act of Congress.
This meant that all the personnel, except the members of the
Social Security Board, could be paid currently. Partly because of
this fact and partly to retain my close contact with the Depart-
ment of Labor as Assistant Secretary of Labor, I was not sworn in
as a member of the Social Security Board until October 16, 1935,
although I actually functioned as a member from the very begin-
ning.
Tghe first Chairman of the Social Security Board was John G.
Winant, former Republican Governor of New Hampshire. His

lan to cope with the problem of unemployment in his state and
the record he had made in promoting progressive legislation had
attracted nationwide attention. The third member was Vincent
M. Miles, a lawyer from Arkansas, who had been Democratic
National Committeeman from that state. The law required that
not more than two members of the Board could be members of
the same political party. Likewise, the President believed it
desirable to have some one from a southern state who was known
to southern members of Congress.

From the standpoint of speed and flexibility in the develop-
ment of an administrative organization facing unprecedented
problems, it was desirable to establish an independent agency

such as the Social Security Board. It possessed great prestige
since it was responsible only to the President. It was not obliged
to obtain advance approval of any of its activities from a hier-
archy of officials between it and the President. It was not bound
by any precedents as are long-established governmental agencies.

Moreover, the fact that it was a board of three members,
instead of a single administrator, was a great advantage. While,
of course, the Board could not, if it would, escape responsibility
for its actions, nevertheless its responsibility was a shared respon-
sibility which gave both the Board members and those affected
by its decisions greater confidence in those decisions.

But it must also be acknowledged that the board form of
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Appendix 1

Significant Events of Social Security, 1935-65

1935

January 17.—Report of Committee on Economic Security trans-
mitted to Congress with recommendations for federal old age insur-
ance, federal-state public assistance and unemployment compensation
programs, and extension of public health services, maternal and child
health services, services for crippled children, child welfare services,
and vocational rehabilitation services. Economic security bill intro-
duced.

August 14.—Social Security Act became law.

August 23.—Members of Social Security Board named by President:
John G. Winant (Chairman), Arthur J. Altmeyer, and Vincent M.
Miles.

August 29.—Railroad Regirement Act of 1935 and Carriers Taxing
Act of 1935 signed by President (to replace Railroad Retirement Act

of 1934).

1936

January 1.—Federal unemployment tax of 1 per cent of payrolls first
applicable to employers of 8 or more, with credit offset for contri-
butions paid to state unemployment funds.

February.—Public assistance payments to recipients first made with
federal participation under Social Security Act in old age assistance
(17 states), aid to dependent children (10 states), and aid to the blind

(9 states).
March 5.—First federal grant for administration of state unemploy-

ment insurance law (New Hampshire) certified.
August 17 —First state unemployment benefit paid in Wisconsin.
November.—All states, the District of Columbia, Alaska, and Hawaii
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actively participating in program of maternal and child health services
under Social Security Act.

1937

January 1.—Workers began to acquire credits toward old age in-
surance benefits. Employers and employees each subject to tax of 1 per
cent of wages, up to $3,000 a year. Lump sum payments first pay-
able to eligible workers, their survivors, or their estates.

Federal unemployment tax payable by employers of 8 or more in-
creased to 2 per cent of payrolls.

May 24.—Constitutionality of old age and unemployment insurance

rovisions of Social Security Act upheld by United States Supreme
Court (301 U.S. 495, 548, 619).

June 24.—Railroad Retirement Act of 1937 became law, amending
portions of Railroad Retirement Act of 1935.

June 30.—Unemployment insurance legislation became nationwide

with approved laws in all states.

1938

January 1.—Federal unemployment tax, payable by employers of
8 or more, increased to 3 per cent of pryrolls.

June 25.—Railroad Unemployment Insurance Act became law.

September.—All 51 jurisdictions making old age assistance payments
under Social Security Act.

1939

March 24.—All states, the District of Columbia, Alaska, and Hawaii
actively participating in program of crippled children’s services under
Social Security Act.

July 1.—Federal Security Agency, set up by President’s Reorganiza-
tion Plan No. 1 of 1939, integrated into one unit the Social Security
Board (to which was transferred the United States Employment Ser-
vice), U.S. Public Health Service, Civilian Conservation Corps, Na-
tional Youth Administration, and U.S. Office of Education.

August 10.—Social Security Act amended to provide, under old age
and survivors’ insurance, benefits for dependents and survivors, to
advance payment of monthly benefits to 1940, to revise the benefit
formula, to modify certain coverage provisions, and to hold contribu-
tion rates for employers and employees at 1 per cent each through
1942; under unemployment insurance, to modify definition of covered
employment and make tax applicable only to first $3,000 in wages;
to increase federal share of public assistance payments; to raise an-
nual authorization for grants for maternal and child health, crippled
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children’s, and child welfare services and to extend these programs to
Puerto Rico. For unemployment insurance and public assistance, state
personnel merit system made requisite for Social Security Board
approval of state plan; also made a condition for federal grants for
maternal and child health and crippled children’s services.

1940
January.—Monthly benefits first payable under old age and sur-

vivors’ insurance.
June.—All states, the District of Columbia, Alaska, Hawaii, and

Puerto Rico actively participating in program of child welfare services
under Social Security Act.

1942

February 9.—Social Security Board given certain responsibilities
in program for aid to enemy aliens.

February 26.—Social Security Board authorized to administer
monthly benefits, assistance, and services to civilians affected by
enemy action.

April 29.—Rhode Island enacted first cash sickness insurance law,
providing temporary-disability benefits to those covered by state
unemployment insurance law.

August 28.—Emergency grants to states authorized for programs
for day care for children of working mothers under plans approved
by Children’s Bureau and Office of Education, administered by Work
Projects Adminstration!

October 21.—Old age and survivors’ insurance contribution rates
frozen at 1 per cent through 1943. (Increase again postponed in
1943, 1944, 1945, 1946, and 1947, through 1949.)

1943

March 18.—~Medical and hospital care for wives and infants of en-
listed men in the four lowest grades of armed forces authorized
to be administered by Children’s Bureau, through grants to state

health departments.
March 24.—Wartime coverage under old age and survivors’ in-

surance provided for seamen employed by or through War Shipping
Administation.

1944

February 25.—Social Security Act amended to authorize appropria-
tion, to old age and survivors’ insurance trust fund, of any additional

amounts required to finance benefits.
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Correspondence with Congressman Curtis of Nebraska, Chairman
of Subcommittee on Social Security of the Committee on Ways
and Means, U.S. House of Representatives, 1953: Investigation

of Social Security

WasHINGTON, D.C., June 9, 1953

Mr. Arthur J. Altmeyer

Fairfax Hotel

2100 Massachusetts Avenue, NW.
Washington, D.C.

DeArR MR. ALTMEYER:
As you know, I have been appointed chairman of a Ways and

Means Subcommittee to conduct a study of social security, with
particular reference to the Federal programs dealing with income for
the aged. I am determined that this shall be a thorough, objective,
fact-finding investi%ation, which will enable the Ways and Means
Committee to write legislation early in the next session.

In order to inform the members of the committee fully and ac-
curately, I consider it indispensable to have presented a fair and
complete statement of the principles underlying the present programs
of Old Age and Survivors Insurance and Old Age Assistance. For
such a statement, I know of no one better qualified than you, who
have been associated with the Social Security Administration since
its inception. Therefore, I should greatly appreciate it if you would
prepare such a statement of principles for the subcommittee.

Responding to this request might, of course, be regarded by some
as merely rendering a public service. However, since I regard you as
the outstanding authority on the present system, I would expect to
arrange for remuneration in a manner comparable with what we pay
expert consultants.

I trust that I will hear from you at your earliest convenience. I am
sure that we will have no difficulty in mutually agreeing on the scope
and subject matter of this statement.

Sincerely yours,
Carr T. CurTis
Chairman, Subcommittee on Social Security
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Mab1soN, WISCONSIN, June 23, 1953

Honorable Carl T. Curtis

Chairman, Subcommittee on Social Security
Committee on Ways and Means
Washington, D.C.

DEAR Sm:
I have your letter of June 9, requesting me to prepare for you a

“statement of the principles underlying the present programs of Old
Age and Survivors Insurance and Old Age Assistance.” You state
that you would expect to arrange for remuneration for this service.

I am sorry to say that not only do I believe that the preparation of
such a statement is unnecessary but that I believe compliance with
your request would greatly harm rather than help the cause of social
security.

You will find a complete discussion of the principles underlying
our social security system, a description of the way the Social Security
Act is functioning, and specific recommendations for improving it in
the reports I have submitted annually to the Congress and in the
testimony I have given before the Committee on Ways and Means on
many occasions.

I very much regret being obliged to say to you further that I do not
believe that any restatement I might prepare at this time would be
likely to change your personal opposition to social insurance which
you expressed when the Committee on Ways and Means considered
the 1950 and 1952 amendments to the Social Security Act. You not
only opposed these amendments which greatly improved the Act but
you voted for the Gearhart Amendment in 1948 which took away the
protection of the Old Age and Survivors Insurance System from a half-
million workers.

Even after you became Chairman of this subcommittee you have
continued to express your personal opposition to social insurance.
Moreover, you have appointed as staff director a person who also is
on record as opposed to social insurance.

Under these circumstances I must say that I do not see how it is
possible for you to carry out your avowed determination that “this
shall be a thorough, objective, fact-finding investigation.” Therefore,
I am of the opinion that my participation in the manner you propose
would only serve to confuse and mislead the friends of social security
as regards what I am constrained to believe is bound to be a biased
investigation by you and your staff director.

I know that you say that you are for social security and are only
opposed to what you allege are inequitable and unsound provisions
in the present system. However, you have consistently attacked the
basic principles underlying contributory social insurance and have
advocated the abandonment of these principles. Specifically, you have
opposed the payment of benefits as a matter of right; you have op-
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posed the payment of benefits related to wage loss; you have opposed
any long-range financing plan to provide assurance that future benefits
will be paid. By criticizing the fact that insured persons who are
well-to-do as well as persons without resources receive the benefits
provided by law, you seem to be in favor of some sort of means test,
and, of course, you have always contended that the Old Age and
Survivors Insurance System is not insurance, although it is so des-
ignated in the law itself.

I trust you will believe me when I say that I find it painful to use
such blunt language and that I am impelled to do so only because of
the grave danger to social security which I believe your present views
represent.

I should like to make it clear that I am not charging that the sub-
committee as a whole is opposea to social security. I am not familiar
with the views of the other majority members but I do know that
the minority members have always been staunch advocates of social
security and have played a leading part in the development of the
present social security system. I would also hope that you yourself
will modify your views as the committee proceeds with its delibera-
tions.

I should also like to make it clear that I shall be glad to present my
views to the committee when it undertakes the consideration of

specific proposals and the report and recommendations of your staff.

~ Sincerely,
ARTHUR ]J. ALTMEYER

Mapison, WisconsIN, September 25, 1953
Honorable Carl T. Curtis
Chairman, Subcommittee on Social Security
Committee on Ways and Means
Washington, D.C.

DEAR S1r:

I have just been served with a subpoena signed by you, directing
me to appear before your subcommittee on social security on No-
vember 6. I have already made engagements which will take me
away from Madison most of the month of October and the first week
in November. Therefore, I would appreciate your permitting me to
appear at least a week later. I would also appreciate your furnishing
me with a list of the questions you wish to ask or at least the specific
items you wish me to discuss. This will make it possible for me to
assemble the necessary material so that my testimony may be helpful
to the subcommittee.

As I indicated in my letter to you, dated June 23, you will find a
complete discussion of what I consider to be the principles underlying
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our social security system, a description of the way the Social Security
Act is functioning, and specific recommendations for improving it in
the reports I have submitted annually to the Congress and in the
testimony I have given before the Ways and Means Committee on
many occasions. If you have not had the time to examine this material,
I would suggest that you have your staff do so on your behalf.

As I also indicated in my previous letter, because all of the foregoing
material is readily available, I felt that I could be most helpful if I
presented my views to the subcommittee when it undertakes the con-
sideration of specific proposals and the report and recommendations
of its staff. Since your committee has been at work for some time it
may be that you now have before you specific proposals and a pre-
liminary report from your staff. If so, I would appreciate receiving a
copy to study prior to appearing before your subcommittee.

Very truly yours,
A. J. ALTMEYER
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Analysis of the Social Security System

. November 27, 1953 Hearings that were held as to why there was no
funds left in the Social Security budget.

. Here we find Arthur Altmeyer testifying before Congress and as you
read you will see that he had been part of several “reorganizations” in the
past.

. His connections go back to the Socialist party which promoted the
doctrine that “All power belongs in the hands of the state”, “the state can

do no wrong,” and “the state does not have to be accountable to anyone.”

. You will not find any remarks about the Federal Reserve Bank. We also
do not find any remarks about accountability.
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ANALYSIS OF TIHE SOCIAL SECURITY SYSTEM

FRIDAY, NOVEMBER 27, 1953

'HotUsE oF REPRESENTATIVES,
STBCOMMITTEE ON SOCIAL SECURITY OF

THE CoxMITTEE O Wats axD MEaxs,
Washington, D. C.

The subcommittee met at 10 a. m., pursuant to recess, in the main
hearing room.of the Committee on Ways and Means, Hon. Carl T.
Curtis, chairman of the subcommittee, presiding.

Prezent : Representatives Curtis (presiding), Goodwin, Dingell.

Also present: Representative Eberharter.

Subcummittee staff members present: Robert H. Winn, "chief
counsel; IXarl T. Schlotterbeck. staff director; George R. Leighton,.
editor and consultant; Rita R. Campbell, economist; James E. Finle,
~Howard I'riend. Government research analysts; Wallace M. Smith,
artorneyv: Eileen R. Brown, clerk; present also, Russell E. Train, clerk,
and Leo H. Irwin, minority adviser, Committee on Ways and Means.

Chairman Corris. The committee will come to order. '

This morning we are continuing our factfinding study of social
security and its operations. e have as our witness this morning
Dr. Arthur J. Altmeyer, who was associated with the program from
its inception. _ ' :

Mr. Altmeyer is here and before counsel proceeds the chairman asks
unanimous consent that the members of the committee withhold ques-
tioning until after the counsel has completed his examination.

Without objection, it is so ordered. You may proceed. Mr. Winn.

Mr. Wixx. Doctor, your full name is ArthurJ. Altmeyer? :

STATEMENT OF ARTHUR J. ALTMEYER, FORMER COMMISSIONER -
OF SOCIAL SECURITY ADMINISTRATION

Mr. Artyever. That is right. L

Mr. WixN., And your occupation is what, sir?

Mr. ALTaEYER. Retired. ,

Mr. Wixnx. Could you tell us a little of your educational
backeround?
~ Mr. ArTyevEr. I am a graduate of the University of Wisconsin.
I have the degree of bachelor of arts, master of arts, doctor of phi-
losophy, and doctor of laws from the University of Wisconsin.

Mr. Wix~, Ibelieve you taught school in Wisconsin before you first
came to WWashington? _ -

Mr. ALTyETER. I taught school for 4 years, 2 years in Minnesota,
and 2 years in Wisconsin, and was a State official for 15 years before
coming to Washington. ' ' -
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Mr. Wivy. And you came to Washington about 1933 as I recall; is

that correct?

Mr. ALTMEYER. Yes.

Mr. Winy. And yvou were with the National Recovery -\.dnnmstm-
tion for a while?

Mr. ALTMEYER. Yes.

Mr. Wiy, Then you became .1s=ocmted did you not, with the Presi-
dent’s Committee on Economic Security ?

Mr. AcTyEyER. I became Assistant Secretary of Labor and when
the Cabinet Comumittee on Economic Security was established the
created a technical board and I was chairman of that. technical board.

Mr, Wixy. And the President’s Committee on Economic Sccurity
and the technical board which was created had something to do with
the first luw on social security which was passed i in 1935; did it not?

Mr. Avryeyek. Yes.

Mr. Wixy., And you participated in the hearings before Congress
in connection with the proposed bills which became the social-security
law: did you not?.

Mr. ALTMEYER. Yes.

Mr. Wixy. And after the social-security statute was enacted you
became a part of the organization which administered that statute; did
you not?

Mr. ALTdMEYER. Yes.

Mr. Wixx., And what was your position at that time?

Mr. Avmyeyenr. I becaine a member of the Social Security Board
which was a bipartisanboard. Governor Winant, later ambassador to
Great DBritain, was chairman of the board—as you know, he wis a
Republican—and I was a Democratic member, and another man by the
name of Vincent Miles from Arkansas was the othier Derocratic mem-
ber. It was a three-member board and it retained its bipartisan char-
acter until it was abolished in 1946, I believe, when I was made Com-
missioner for Social Security with civil-service status. Do vou want
me to give you a connected statement? |

CMr Wi, If you will. -

Mr. Araeryer. Under the reorganization plan creating the Depart-
ment of Health, Education, and Welfare, the position of Commxsswner
for Social Security was abolished and the position of Commissioner of
Social Security was established. That reorganization plan became
elfective A pril 10 and the effect was, of course, that my position was
abolished.

However, about a year or so before that I had indicated that I in-
tended to retire on May 8 when I reached the minimum retivement age
of 62. Since then, as I'stated at the beginning, I am retired.

Mr. Wix~. My Altmeyer, I believe vou I we in front of you four

tables (hypothetical amount of benefits under the (1) 19353 act, (2)
1939 act, (3) 1950 act, and (+4) 1932 act which have p1 eviously "been
introduced into the record of these hearings.

Mr. Arryeyer. T have nothing before me.

Mr. Wixx. I believe you have now. They have been muarked “Ex-
hibits 122 through 125,” respectively. I think you will find if vou look
at them than they shot tlie hypothetical amount.of benefits under, first,
the 19335 act, exhibit 106, the hypothetical ambdunt of benefits ander
the 1939 act, exhibit 10(, the lnpothetlml amount of benefits under
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the 1930 act, exhibit 108: and the hypothetical amount of benefits

under the 1952 act, exhibit 109. (Sce pp. 832-835.)

These show different amounts of benefits paid to different persons
under varving assumed circumstances by virtue of the provisions of
this statute as it was changed from time to time.

Yourecall. do you not, that there wasan amendment in 19392

Mr. AvraeEYeR, Yes, .

Mr. Wixy. And that changed the amounts of the benefits of the
statute as it had been originally passed in 1935 ; did it not?

Mr. ALTyEYER. Yes. v

Mr. Wrixy. It also added some new beneficiaries, as I recall?

Mr. AraeyER. I do not know whether the net result was to in-
crease the coverage or not. I have forgotten.

Mr. Wixy, It certainly provided for survivorship; did it not?

Mr. Arvmaeyer. I thought you said coverage. -

Mr, Wiy, I said it provided for new types of beneficiaries.

Mr. AULTMETYER. Yes, indeed, of course.

Mr. Wiy, And the 1950 amendment expanded the coverage con-
siderably; did it not? :

Mr. Avtyrever. Yes.

Mr. Wixy. And then there were other changes in the amounts of
the benefits in the 1932 act; is that correct.

AMr. Arryeyer. That is right.

Mr. Winx, So that at least three times since 1933 the act has been
amended with the result that vital and quite large changes were made
in the provisions of the.statutes: is that not correct?

Mr. Avmaever. That is right.

Mr. Wirixx. One of the things which the committee is interested in
going into. Mr. Altmeyer, is whether the arrangements provided .in
title IT of the Social Security Act are. in fact, insurance. The de-
cision of the Supreme Court of the United States in Helvering v.
Dearis, which is reported at Three Hundred and First United States
Reports at page 619 is the decision which upheld the constitutionality .
of the system of Federal benefits provided under title IT of the Social
Security :Act and that decision was handed down on the 24th of May
1937. Do you recall that date? :

Mr. Armyeyer. Yes; very well _

Mr. Wixw. Did the social-security law as enacted on August 14,
1935, designate the title IT arrangements as insurance, Mr. Altmeyer?
Mr. ALmreyer. No. it did not. ‘

AMr. Winx, Were the monthly payments to be made to qualified in-
dividuals under title IT of the 1935 act designated in the law as old-
age benefits? : - ’

Mr. AvT>yeTER. Yes.

CMr. Winx, Mr. Altmeyer, in the brief filed by the Department of
Justice with the Supreme Court in Helvering against Davis the fol-
lowing statement is made in the brief beginning at page 20 and refer-
ring to the Social Sccurity :\ct. ' '

The-act cannot bhe said to constitute a bl:m for compulsory insurance within
the accepted meaning of the term ‘_;irs_xsurancc._'_' ST
Do vou recall that phrase in the brief? N

AMr. Avmarever. I do not recall it. You certainly do not expect me
to recall matters of that kind pfger 18 years; do you?

[N
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Mr. Wixx. Not at all. We will show you the brief, Mr. Altmeyer.

Mr. AvryevEr. If it is there, why do you ask me?

Mr. Wixx. Mr. Altmeyer, I am askine the questions if you will
please answer them.

Mr. ALTEYER. ] am answering them, but I am asking you why you
are asking me to affirmn things that are a matter of record?

Mr. TVInw. Mr. Altmeyer, will you please refer to the brief and
tell me whether that statement is in it ?

AMr, Avtareyer. Yes. I see it in this brief.

Mr. Wixx. Will you turn to the sizmature page of that same brief
and tell us the names and the titles of the Government officials whose
names appear there? .

Mr. Artaever. Homer Cummings, Attorney Geneml Stanley
Reed, Solicitor General; Robert H. Jackson, Assistant -\ttome\ Gen-
eral; Charles E. 1V )zanbhx Jr., Sewall Kev, A. H. Feller, Arnold
Raum. special assistants to the Attorney General; Charles A. Horsky,
attorney; Thomas H. Eliot, General "Counsel—that means General
Counsel of the Social Security Board—Alanson Willcox, Assistant
General Counsel; and Robert P. Bingham, attorney for the Social
Security Board.

This brief is dated May 1937, if you desire to have that confirmed,
too.

Mur. Wixw. Yes, I would; because as I recall it you were Chairman
of the Social Securlty Board in May of 1937 when th::, brief <vas
filed; were you not? :

Mr. ALTMEYER. Yes:

Mr. Wixx., Mr. Altmeyver, on May 24, 1937, vou issued a pxe=s Te-
lease immediately after the Court deu\xon, and I would like you to
read the marked portion of that press release if you will.

Mr. ALTMEYER (reading) :

The decision in the Massachusetts case validated the Iederal old-age insur-

_ance program contained in the Social Security Act.

"~ Mr. Wixy. On the next day, on May 25,1937, in a pr epared, address
before the National Conference of Social Work in ‘Indianapolis, Ind.,
you made a statement which I would like you t6 read into’the record
1f you please, sir.

Mr. ArTaeyer (reading) :

The decisions handed down yesterday by the United States Supreme Court
completely validate the unemployment-compeunsation and Federal old- -age _io-
surance provisions of the Social Security Act.

Mr. Wixn, In 1945 in an article entitled “The First

Mr. Avrarever. Just a second, sir. May I make a statement?

Chairman Curtis. You may.

Mr. Avtyeyer. If you will read that Supreme Court decision. and
I have not read it for 18 years. I think you will find that the decision
-made clear that titles I and IX——

Mr. Wixy., You mean the taxing provision?

Mr. Armaevyer. Yes. -

Mr. Wi, Title VIII.

Mr. Avrxeyer. Titles IT and VIIT were m~ep'xmble and formed 2
single plan. It rejected in effect the arsuments made by Government
counsel and, to my mind. clearly established that in the opinion of the
Coux t both the contributionsand the benefit titles made a single whole
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which, in my humble judgment, can be properly described as an in-
_surance system.. .- B
T Mr. Wixs. Have you finished?

Mr. AvtTaeyen. Yes.

Mr. Wiy, In 1045, M Altmeyer, in an arvticle entitled “The First
Decade in Social Security,” vou wrote a sentence which I would like
yvou to read into the record. .

Mr. Artareyer. Do you want me to read what you have marked?

Mr, Wixy. Yes. '

Mr. Avraeyer. Nothing except what you have marked?

Mre. Evernarrer. My, Chairman, I think this matter to be read could
be read by a clerk. ‘The witness 1s going to be tired 1f he is going to
be subjected to cross examination continuously for 3 days as scheduled,
and I think.it would be just as well that a clerk read those things
rather than havine the witness do it. I think we ought to have a little
consideration for him rather than have him read long statements that

o+

he made years ago. I object to it. If counsel wants to pursue it that
way he will do so over my objection.

Chairman Crrris. I do not believe the matter is long. TWould
you prefer not to read it. Mr. Altmeyer. '

M Araeyer. I prefer not to have isolated sentences and puassages
from speeches and documents of years ago when I do not huve an
opportunity to read the entire document to refresh my memory and to
determine whether the excerpt properly presents the thought I had in
mind at that time. As to this particular sentence that has been ab-
stracted and marked by the counsel, I have no objection to reading
that. ' '

Chairman Cerris. Will you please read it then.

M Avraeyer (reading) :

In the spring of 1937 the Supreme Court dispelled any doubt as to the con-
stitutionality of the insurance pz_jovi:'\:iou:e._of the acet. ,

Chairman Crrris. Did you have anything further you wanted to
add there? " ’

Mr. ALT>yevER. No. sir. .

Chairman Contis. You may proceed. :

Mr. Wiy, Mr. Altmever, let me say at this moment that, in the
interest of saving time and because tliis information is the information
which seemed to be pertinent to the inquiry, it is true that these state-
ments have been excerpted. However, the entire speech and the entire
article and the entire radio broadeast, or whatever it is, has been read
and I think you will find. if you examine your records, that the mean-
mg of what was said has not been distorted as a result of it being
excerpted. It is certainly not the intention to so distort it and I think
the result has been that no distortion has occurred.

Alv. Aurmever. Of course, I am not in 4 position to judge. I have
no idea of what vou intend to ask me or why you intend to ask me.
All'T know is after having indicated to the chairman that I was pre-
pared to testify when this committee reached the point when it was
considering proposals, I received a subpena without any indication as
to the questions I am to be asked or the items that are to be discussed.
although I asked the chairman for that informution so that I could
prepare the necessury material so I could be of maximum help to this
committee. 148
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I submit, Myr. Chairman, with all due deference to you and to the
comunittee that if you wanted the facts, the full facts, and a caveful
statement and my best judament, it would have been far better to
have informed me as to what you desired me to discuss. I have brought
along materials, sir, in the hope that I will be able to answer your
questions in an intelligent fashion. I certainly want to cooperate with
this committee to the fullest extent, because I believe so thoroughly
in social security that I want the full picture of social security to be

presented. ,

Chairman Curtrs. Very well. We will now proceed with the next
question. . ,

Mur, Epermarrer. Mr. Chairman, I want to malke a parliamentary
inquiry.

Chalirman Conrrs. All vight.

Mr. Epentranrer. Under the unanimous consent sranced on the
request of the chairman, the result is, if that is adhered to, no member
of the subcommittee will be able to ask a question at any time during
the next 3 days until the. completion of all the questions asked by the
counsel. Isthat the implication? Isthat the effect of it?

Chairman Corris. I am hoping we will get through before that. T

am sure we will if we get along. We have a line of questions here.

Mr. Eneritarrer. Has the witness been supplied with a copy of
the questions? v

Chairman Corris. He has not.

Mr. Eserizanter. IHe has no idea what subject he is going to be
questioned on ? '

Chairman Corrrs. I do not know what he knows. :

Alr. Esermarrer. The staff furnished the other witnesses in advance
with a list of questions that were to be asked them. ,

Mr. Wiy, Mr, Altmeyer, on April 29, 1928, in a radio broadeast
over a nationwide CBS hoolup in the course of an interview by Miss
Ruth Brine, you made a statement which I would like you to read
into the record.

Mr. Arrarever. May I Jook to see what this is all about?.

[Reading:] .

Because of the Social Security Act the present zeneration and generations of
the future will have a happier old age. They will be spired much of the humili-
ation and be relieved of much of the suffering that has tvo often been the lot
of the aged. This program by which young and middle-aged wourkers of roday
-can build up an insurance for their old age mweans that when they have reached
the end of their working lives they will never be complerely without resources,
completely dependent on someone else for a living, Never will they be destitute,
a burden on their loved one, or worst still, forced to seek charity.

Mr. Eseritarter. I ask unanimous consent that the entire article

be put into the record.
Chairman Corris. Without objection, it is so ordered.
(The article referred to follows:) '

OLD Acr ror 38 MiLrioN Prorre

Iull text of a radio {nterview with Arthur J. Altmeyer. Chainman, Social Security
Board, by Miss Ruth Brine, 2 member of the educational statt of the Colunibia
Broadceasting System, broadeast over a natiouwide CES hookup, Friday, April

- 29, 1938 N
N

AMiss Bruxe. Social security account card numbers have been assizmed to more
than 38 million persons in the '4'9ted Stares; and correspondingly, more than
3S wmillion active old-age insuruncd accounts—your account among them—have
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been set up in the Baltimore otfice of the Social Security Board where the world's
larzest bookkeeping job is being done. )

Workers in both commerce and indnstrr are building up credits tosward old-
age annuities. Trained Goverament employees are daily enterinz new names
in the tiles, as well as checking and recording periodic reportings by emplovers
of the awount of wazes paid to every wage earner—and so the Federal Govern-
ment moves to provide security, to protect the old.age of today’'s workers. You
may recall thac che dirst application forms were distributed througsh post oflices
on November 24. 1936. Perhaps you were among the tirst-to secure vour social-
security number. You may remember the form you tilled out. That card you
received, have you preserved it carefully as you were cautioned? or have you since
cast it aside with the indifferent thought that at some vague timme after rou reach
the ave of §3 some sort of menthly refund would be made for the amount deducted
frowm vour payeheck each week and let it zo at that?

Well. in any case. the point is this: If you possessed an insurance policy, on
which rou were paving regular premiums you would certainly want to knosw
just what sort of policy it was, what sort of protection it provided. Now. zoing
on the assumption that rour social-security card is your old-age insurance poliey ;
with full cognizance of the fact that you are paying a portion of your every pay-
check. a portion matched equally by your emplorer, for fin2ncial protection in
your old age—surely it must be gratifying to you. as it is to me. to know that your
investment offers you tnore insurance than you can possiblr zet anywhere in the
world for the same amount of money that you par. Specifically every worker,
regardiess of wage or length of service is assured of a larger monthly retirement
parment than he could buy from aoy private insurance company swith an amount
equal to what he has contributed to this pian.. To answer the curreat and most
pertinect questions as to what vour social-security card means to vou, and what
you should know about it. we have here in the studio this evening Arthur J.
Altmerer, Chairman of the Social Security Board. Mr. Altmeyer, what does the
social-security card which 38 million people in the United States possess, mean to
the welfare of the present and the future generation?

AlIr. ArtevER. Because of the Social Security Act, the present generation and
generations of the future will have a happier old age. They will be spared much
of the humiliation and be relieved of much of the suffering that has too often
been the lot of the aged. This program by which young and middle-aged workers
of today can build up an insurance for their old age meauns that when they have
reached the end of their workirg lives they =vill never be completely without re-
sources, completely dependent.on someone else for a living. Never will they be
destitute, a burden on their loved ones or, worse still, forced to seek charity.

Aiss Brixe. Knowledge that he can never be totally dependent in his old age
even in troubled unpredictable times should give the worker a deep-rooted.
contidence in himself. . '

Mr. ArTyEYER. I myself am confident, Miss Brine, that the assurance of a
regular monthly income for life after age 63 will encourage the worlker of today
to make further plans for Lis independent old age; it will inspire him in many
cases to make payments on a little home that will'someday be his; it will ba
an incentive for him to save * * * because he knows that he has a backlog
which no one can take from him.

JMiss BrrNe. Why didn’t Congress frame theé social-security law to furmish
complete security? -

Mr. ALTMEYER. We could not legislate for complete security even if we wanted
to. The present law represents a minimum, a foundation. Even when, as we
hope. our social-security program is more complete than it is today, it will not
furnish security ready made. Rather, its purpose is to give people a better chance
to achieve security on their own terms. .

Aiss BrINE. Why is it that the Social Security-Act appears so complicated to
most people? )

Mr. ALTMEYER The act really isn't complicated. If it looks complex, it Is
only because it is relatively new and because it covers so many millions of people.
It offers the vast majority of American wage earners insurance against poverty
in old age and against want during temporary unemployment. It extends and
strengthens provisions for the needy and for the protection of public health and
child welfare. It.? provisions have to be set forth in.technical language. DBut
in terms of wpat it really does it is simple and, what™s more, it is workable—
and it is working. .
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Miss BrINE. Mr. Altmeyer, does not this national plan of social security, admin-
Istered as it 1S by the Federal Government, tead to destroy individualism and
that qualxty of self-aumclency of whxch the Ameru.au people have always been
so proud?

“Mr. ALTMEYER, Only when we realize how relatively few of our people are self-
sufficient—even during what we refer to as good times do we realize that it is
foolish to pxetend that a"ainat the unc.ertamtxes of modern life man can stand
) ulone

Por, regardless of his individual courage, resourcefulness, and determination, a
man's life and secunty now I‘Ebtb too mu«.h upon xmperson.ll Iuctors be.) ond the
worker s control. '

- As to individuality, old-age’ insurance. is based squarely upon individual earn-
ings and emplovment. Wh.lt a man gets in his old nge unider this system is his
by right of his direct personal contribution and the contnbutxou of his employer.

\Ims DBrINe. Regular mouthly paymeants under the social- ;ecumcy pwf'ram are
scheduled to begzin in 1042.-- Is that correct, Mr ‘Altmeyer?
< Mr. 'ALTMEYER.' Yes, .\hss Brine, after 1312 practically every industrial and
commercial wage earper in the United States will receive a monthiy annuity for
life when he reaches 63 and retires from regular employment. These monthly
annuities will be based on wage accounts which as you mentioned previously are
being. kept at our office in Baltimore. As you doubtless know, the payments
-are to range between $10 per month which is the minimum, to ;SS a month wmch
is the maximum. * » *

‘YWhen payment falls duc_h—wor szers do not have to prove the:.' are in need to
be eligible for monthly checks——{for bhenefits are paid regardless of need * * *,

'ans Brine, Sioce December 31, 1036, workers have been paying theis social
security tax—what then happens to a worker who becomes 635 prior to 1942 when
the monthly payments begin? -

AMr. ALTMEYER Prior to 1942, the only benefits paid wxll be lump-suins * * *,
Upon reaching age G5 the wage earner will be entitled to a lump-sum payment
equivalent to 31,{, percent of the total wages he has been paid—up to 33,000 a
year—since the old- a"e provisions of the Social Security Act became effective
on January 1, 1037 * * %, It is not necessary for the worker to retire in order
to zet this Iump—sum payment * * *. To mention specific illustrations a checker
in'a New York dress house became ba yeurs old recently. Xe drew 334 from our
fund at that. time * '* * _ Payment was made npromptly to him as it was to
‘the president of a large pubhc utility, who drew $103 when he became G5 * * *,
JIn the event of the death of a worker. a lump-sum payment of 314 percent of lns
fotal wages amce ‘December 31. 1936, is paid to his close relatives or to his
estate*® * * "'A few months ago a young salesman died—3$70 was then paid to
his wife * D *." So you see Uncle Sam bhas already begun paying off. Claims
are being paid at the rate of 700 a day. . The paymeants, of course, will increase
as the workman accumulates hiswage credxts.

* Miss Baixe. 3{r. Altmeyer, what of the person who became 63 before this soci:;l
securxt law went into effect? ,

Afr. ALTMEYER.  Social insurance, ILLe pri: ate msura.nce, Las its limitations,
It is obvious that you can't insure people who are already old agaiust otd-age
dependency any more than you can insure your house after it has been burned
to the ground. However, to take care of old people without resources the
Social Security Act has another provision for assistance on the basis of peed.® * *
Yith Federal grants to match State funds, the States are wmaking cash allow-
ances to nearly 2 million of the needy aged. * * * However, eventually it is
hoped the old-age insurance system will be extended to include practically all
VaZe earners * ¢ ¢

.Miss BriNE. As I recall. Mr. .-\ltme‘er when the Social .Secuntv Board re- X
quested necessary personal information for its.files, it promised at that time to

keep those files confidential. * * * . "z
Mr. ALTMEYER. Those files have been kept confidential, Miss Brine. And noone /

but trusted workers on the Social Security Board ever sce-these records. The x
\

purpose of the Board is to protect the worker against nny outside atterupt to
utilize its confidential informatien for any reason whasoever. \o employer
and no other branch of the Governwment has access to these files. “This record
kept in Baltimore is &8 matter hetween the Social Sccurxty Board and tbe \\orker
made for his protection. ®* * *

Miss DBRrINE. I suppose the question of what a v.‘orker should do wben he
loses his card seems like a question of minor importance to you, Mr. Altmeyer?
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Mr. ALTMEYER. On the contrary, I should like to emphasize the statement that
if 1 worker loses bis card he should write immediately to the Sveial Security
Buard tur another. enclosing information which he has previously given, and
aunother curd with his sie nmaber will be sent back to him. Iie bas one card
for life—oune pumber fur life, no matter where be zoes or what he does—to
avoid aay mixup which might cost him dearly in the future be shou'd always
cheek innmedintely with us, if he loses his card.

Miss BuiNe. Mr. Aluneyer., us wmy concluding question T would like to know
bow I or any of the 338 million people who have social security account cords
way be sure that the money will be paid as promised?

Mr. ALTyMEYER If you believe in the strength and integrity of the Gorvern-
nieils of the United States you may believe just as confidently in its promise
to pay your cold-age insurance aunuaity when it falls due. The Government
never yet has defaulted in its vbligatious and never will,

Misxs Drize. Thank vou, Mr. Altwmeyer, fur your frank and complete explana-
tion of whitt our social security cards mvm to us * * * we who make up those
38 million numbers on your file. Seecurity in old age is the dream of every
man and woman in Awmerica. You bave shown what a2 mujor advance the
Socinl Security Aet is in the attainment of economic security for the individual

and his family.

Mr. EBERIIARTER. I give notice that after this when the witness is
asked by counsel to read excerpts from certain speeches or certain

articles T want the entire material, speech, and so on, put into the

record. That is my unanimous-consent request right now.

Chairman C‘C‘th It is going to make a rather voluminous record
and a very expensive 10«.01(1 but we have no objection to the full
material going in. I do not be]xeve the gentleman from Pennsylvania

will want to 1nsist on the 1epxodmtlon of «11 these volumes that are

a matter of record already.

You may proceed witlt the next question :

Mre. Winx, On September 19, 1938, in an address by you entitled
“Old Age Security Today and Tomorr ow,” which was broadcast over
the NBC network, you made some statements about insurance. I
would like the clerk to hund that material to you and for you to read
those statements into the record.

Mr. AvryeYER (reading) :

When the Awmerican people finally awakened to the plight of their old, people
they determined to furestall this kind of wass dependency for the future, and
so they alxo iocluded in the Social Security Act a provision fur old-age insurance,

“Insurance” is italicized. '

Mr. Wixy., On page 5 of that same address thexe is another portion
that is marked, Mr. Altme)e

Mr. ALrETER (reading):

The very fact that this is an insurance program means that benefits must beax
some relatiou to contributions and that some contributions must have been made
before the benefits are due, and that in turn means that it takes time to feel the
full Leneticinl effects of this protection. To expect anything else is about as
reasonable as it would be to expect to pick a crop of apples the day after the
sappling had been set out in the orchard, so those who complain that our old-
age insurance program is too slow should be careful lest they throw the-insurance:
principle overboard in their efforts to speed it up because by and large Americans
believe that each man ought, insofar as possible, to do his part for his own.
security. Insurance makes a strong appeal.

I certainly appreciate your calling my attention to these: earlier
statements. Tley mean exactly what I intended them to mean and
they mean ]llSt what I mean today and believe in tpday.

Mr. Wrxx. And again in 1938, Mr. Altmeyer, in 'mother ublica-
tion entitled “Old Ane Insurangg Safe as the U. S. A.” which I believe

ay




The Struggle for Social Security-1900-1935 By Roy Lubove

. After reading this small introduction from his 280-page book you may wish
to read the entire book for yourself. We have given you all the ordering
information.

. Go to the index on page 195. Here we see that a very important topic is
missing. We do not find any mention of the Federal Reserve Bank.

1. How can you write a 280-page book about Social Security and not include a chapter
about where the money goes?

. Roy Lubove writes about Non-government associations as they were back
then. But, today you cannot have such an association. They have been
converted into USC Title 26 501(3)(c) government controlled entities.

. He provides us with the connection between Germany’s “Marxian
Socialism” and our own Social Security scheme.

1. In Germany the money collected went into the coffers to the Central
Banks and so when Chief Justice Brandeis brought this plan from Europe
~ to America it was made sure that all money went into these same coffers
with no auditing of those funds (page 164).

. We do find Paul Raushenbush son-in-law of Brandeis promoting the
Wisconsin Plan, but like the Ohio plan it failed because the money did not
go into the Central Bank.

1. It would also be easier to hold state officials accountable rather than Federal Officials.

. Abraham Epsteisns criticized the 1935 Act because it did not go far enough
in the redistribution of wealth from the individual to the Federal, not the
state government.

. On page 187 he comes to grips with some of the real issues when he calls the
Social Security Scheme a benign fiction which is nothing more than a pay-
as-you-go intergenerational transfer of funds from the worker to the non-
worker which will require the infusion of a massive amount of money in the
near future such as those that occurred in 1977 and 1983.
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The Struggle for Social Security, 1900-1935
Roy Lubove

For Americans in the 1980s, both young and old, social security is
an integral part of economic life, and even political conservatives
are loathe to tamper with it. Today, more than fifty years after the
Social Security Act of 1935, it is easy to forget that such programs
of assistance were launched in a hostile climate.

In the first third of the century, proposals for workmen’s
compensation, unemployment or health insurance, widows’ or old
age pensions met resistance on the grounds that such aid dimin-
ished the dignity of the individual. Opponents charged that
charitable agencies performed their tasks well enough and that
government participation in social welfare would only encourage
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Foreword by Oscar Handlin

Three decades after its appearance, the federal social security
system has become an accepted feature of American life. It is
difficult, in retrospect, to understand the acrimony of the debate
that preceded the enactment of the New Deal legislation in this
field. Long after the European countries, at comparable stages
of industrial development, had developed such protection against
dependency, the issue in the United States was still open.

There were complex reasons for the delay and for the bitterness
of the struggle. Federalism complicated the whole issue in the
United States. Yet Imperial Germany had also been a federal
state and had nevertheless moved rapidly toward government
provisions for security. There was an immense gulf between the
potentially dependent proletariat and the rest of the population
in the United States. But American employers were no more
heartless or ruthless than their European counterparts.

Political and social factors contributed to the lag in the United
States. But the ideological element was unique in the American
situation. By the opening decade of the twentieth century, the
concept of individualism had become so well entrenched that any
social action seemed a threat to personal liberty. A rival pattern
of voluntary effort was regarded as more appropriate and more
in accord with national character. Social security proposals, there-
fore, were not considered simply in the light of the needs they
served, but as an entering wedge in the process of extending state
power that would ultimately curtail individual freedom.
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x Foreword

Previous studies have shown the relation to liberty of both in-
dividualism and voluntarism. Yehoshua Arieli's Individualism
and Nationalism in American Ideology (Cambridge, Mass.: Har-
vard University Press, 1964 ) traced one pattern to its roots in the
American past. Morton Keller's The Life Insurance Enterprise,
1885-1910 (Cambridge, Mass.: Harvard University Press, 1963)
showed the importance of voluntarism in another context. Roy
Lubove’s present book analyzes the factors which influenced the
development of welfare legislation in the United States.

In the end the issue was not as clear-cut as it seemed to those
who fought over it. The social security system neither damaged
the liberty of the citizen nor eliminated the voluntary aspects of
community action. Instead, it provided a support that invigorated
both. This book is a useful contribution to the understanding of
the whole process.

S
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I The Constraints of Voluntarism

The idealization of voluntary institutions is deeply rooted in the
United States. As early as the 1830’s Tocqueville was impressed
by the number of “intellectual and moral associations” which
flourished. He saw a close connection between the principle of
equality and the proclivity for voluntary association. Compared
to aristocratic societies citizens of a democracy were independent,
but they were also feeble and powerless unless they combined to
achieve their ends. The American association served as the coun-
terpart of the “wealthy and powerful” citizen of an aristocracy
with his disproportionate leverage and influence. Americans have
often interpreted the character of their society in the rhetoric of
“individualism,” but Tocqueville recognized that voluntary asso-
ciation was the real key to social action and organization in the
United States.

Along with equalitarianism, mobility and heterogeneity were
prominent features of American society in the nineteenth century.
These elements of the social system, combined with the absence
of a well-defined class and institutional structure, produced anxie-
ties and tensions. Individual role and status were ambiguous,
behavioral and cultural norms confused. Voluntary associations
performed the strategic function of mediation between Tocque-
ville’s feeble individual, on the one hand, and the mass society
and government, on the other.

Private charitable, philanthropic, and mutual-aid societies flour-
ished in this context of voluntary association. They were often
tied to sectarian and ethnic group aspiration. As mediators be-

159



2 The Struggle for Social Security

tween the immigrant and a strange, often hostile American envi-
ronment they served as buffer and interpreter. In short, voluntary
association for benevolent ends functioned as an instrument of
acculturation and a source of individual or group identity.

In the broadest sense voluntary association provided an alterna-
tive to politics and governmental action. It enabled groups of all
kinds to exert an influence and seek their distinctive goals without
resort to the coercive powers of government. It led to the assump-
tion by private groups of responsibilities for collective action
delegated to government or elite groups in other countries. “What
political power,” Tocqueville asked, could carry on the “vast mul-
titude of . . . undertakings which the American citizens perform
every day, with the assistance of the principle of association?”?

Prior to the twentieth century voluntary association was a dy-
namic, progressive influence in American life. It not only played
a mediating role between the individual and society, but made
limited government possible by diffusing power and responding
to collective needs. Yet, by the twentieth century the ideology of
voluntarism and the vast network of institutional interests which
it had nurtured had become retrogressive in many respects. As-
sumptions about the self-sufficiency and superiority of voluntary
institutions obstructed adaptation to changing economic and
social conditions. And nowhere did the rigidities of the voluntary
creed prove more disastrous than in the area of social welfare
legislation, as demonstrated by efforts to enact a comprehensive
economic security program before the 1930’s. In other areas as
well — low-cost housing, medical care and urban planning — vol-
untarism became, as I. M. Rubinow put it, the great American
substitute for social action and policy. What occurred was the
creation of socio-economic no-man’s-lands; voluntary institutions
failed to respond to mass needs, but thwarted governmental efforts
to do so.

The social insurance movement, launched in the early twentieth
century, was a decisive episode in the history of American social
welfare. In contrast to the middle-class reform tradition of the
past, with its emphasis upon economic independence and mobil-
ity, the sponsors of compulsory social insurance addressed them-
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The Constraints of Voluntarism 3

selves to problems of security in a wage-centered, industrial econ-
omy. They maintained that neither public welfare nor private
social work nor voluntary insurance sufficed to provide “indem-
nity against financial losses from . . . ordinary contingencies in
the workingman’s life.” 2 Charitable assistance, moreover, sub-
jected the individual to the indignities associated with pauper
status.

Social insurance was proposed as an alternative to the existing,
but ineflicient, system of economic assistance. Operating inde-
pendently of the poor laws, it would respond predictably and
adequately in the event of an individual’s exposure to the long-
and short-term risks which interrupted income flow: accident,
sickness and maternity, old age and invalidity, unemployment, or
death resulting in impoverished dependency. The social insur-
ance movement was a thrust toward rationalization of the Ameri-
can welfare system; it aspired to centralization, the transfer of
functions from the private to the public sector, and a new defini-
tion of the role of government in American life.

Paralleling the social insurance movement was a self-conscious
effort, identified mainly with the private sector, to establish
social work as a profession. Professionalization was associated
with the quest for a skill monopoly, the creation of an occupa-
tional subculture to formulate standards and channel career op-
portunities, and the establishment of an appropriate administra-
tive setting. In these respects, professionalization altered tradi-
tional assumptions about the role of the volunteer.® The social
insurance movement had a similar, though more profound, effect.
Its commitment to rationalization posed an unprecedented chal-
lenge to treasured assumptions concerning the role of voluntary
institutions in a democratic society.

Voluntarism® was closely linked in American thought to a
cluster of political, social, and economic principles. These in-
cluded individual liberty, limited government, self-support, and

° By “voluntarism” I mean organized action by nonstatutory institutions.
Although the term has been widely used in this sense throughout the United
States, until recently only the word “voluntaryism” has been so used in
dictionaries.
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4 The Struggle for Social Security

an economic incentive system which distributed rewards on the
basis of merit in a competitive market. The inherited political
and economic order made possible a “functional income dis-
tribution,” or an allocation of payments to “employed factors of
production” according to efficiency criteria. Charity or social
insurance, representing systems of “secondary income distribu-
tion,” were suspect.* They allocated goods or services on the
basis of need rather than participation in the labor force. In pro-
viding a form of guaranteed income, they undermined incentive
and work discipline.

This book focuses upon the clash between social insurance
goals and the ideology and institutions of voluntarism. As a rule,
historians have not appreciated the significance of the social in-
surance movement, which launched a national debate over funda-
mental issues of liberty, the role of the state, and the dimensions
of security in a wage-centered, competitive economy. My second-
ary theme concerns the influence of voluntarism upon the social
insurance movement. Social insurance was introduced into an
incongruous, inhospitable environment. The voluntary framework
determined the limits of achievement, and even shaped social
insurance theory and programs. In workmen’s compensation, for
example, private insurance companies were authorized to serve as
carriers (in competition with each other or state funds), and
merit-rating systems were introduced as a stimulus to accident
prevention. Thus, a collective public institution was partly ad-
ministered through voluntary organizations and competitive pres-
sures. By the 1920’s one group of social insurance experts, influ-
enced by the compensation model, proposed a generalized “Amer-
ican” approach which emphasized prevention rather than benefits
as the main purpose of social insurance.

Social insurance has been described as a “social inven-
tion which was brought into being to perform a specific function
in a specific economic and social environment.” It emerged, in the
context of the late nineteenth and early twentieth centuries, as
an “ideal instrument for effecting a significant break in the deter-
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rent treatment of insecure workers, because its apparent analogy
with private insurance made the change acceptable to a society
which was dominated by business ethics and which stressed in-
dividual economic responsibility.”  This interpretation, accepted
by most authorities, is accurate but limited. The progress of social
insurance in the United States would have been swifter if it
simply had to demonstrate its compatibility with equity princi-
ples of private insurance. The sponsors of social insurance had to
legitimize their innovation in terms of the broader idealization of
voluntarism (which encompassed the conventional economic doc-
trine). Americans assumed that their country was unique in as-
signing to private, voluntary institutions a wide range of respon-
sibilities which in other nations were relegated to government or
elite groups. Voluntarism, the right of citizens to define and pur-
sue their goals in free association, resulted in limited government
and maximum liberty. Democracy and voluntarism were for all
practical purposes synonymous. Compulsory insurance, however
dignified by analogy with private insurance, seemed hostile to
American traditions. Critics of social insurance interpreted the
real issue as paternalism and statism versus personal liberty and
voluntarism.

Each man in a democracy controlled his own destiny. If he en-
tered into social relationships based upon voluntary cooperation
he did not compromise his autonomy; he substituted a “social
discipline” for a “democratic discipline.” Both differed from the
“paternal discipline” embodied in compulsory social insurance.®
Paternalism, in the form of income guarantees, undermined the
other disciplines and thus the foundations of a free society. State
insurance and pension programs diverted wealth from the indus-
trious and efficient to the idle and incompetent members of soci-
ety. If the American people countenanced any such “system of
morals or law which justifies the individual in looking to the
community rather than to himself for support,” men would no
longer fear the consequences of dependency. This fear served as
a “chief discipline in the interest of wholesome living.” 7

Men were at all times as lazy as they dared to be. If they
became accustomed to public support when eaming capacity
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6 The Struggle for Social Security

diminished, what inducement would they have to “make provi-
sion for the future”™® How could society maintain the “necessary
degree of production and of economy”™ The working classes
would provide for themselves and their families if an “unwise
charity” did not “offer a bonus to incompetence.” 8

Voluntary income-maintenance institutions, in contrast to state
insurance, nurtured the democratic and social disciplines. They
served as a “persistent reminder of the necessity that lies on
every man to provide for his own future needs.” They taught the
worker that “future gratification” was contingent upon “present
denial.” ® Social “order and harmony” depended upon awareness
of this truth— an incapacity to restrain desire for immediate
physical gratification typified the drunkard, prostitute, criminal,
glutton, and other degenerates. Because voluntary thrift institu-
tions instilled “obedience to the accepted laws and canons of
righteous living as prescribed by the best tone of the community,”
they provided a foundation for labor legislation. Of what value
were improved living and working conditions if men were not
educated to use their time and money wisely? The eight-hour
day, for example, “might prove the ruin of a people unless there
had been an adequate growth in moral restraint.” 10

The sponsors of social insurance found themselves embroiled
in a violent cultural conflict. The issue from their viewpoint was
predominantly economic, administrative, and actuarial. Yet critics
of social insurance invariably shifted the plane of debate, stress-
ing the unique educational and social functions of voluntary in-
stitutions, their compatibility with American traditions, and the
subversive implications of compulsory insurance. What social in-
surance experts regarded as technical issues were converted into
moral issues and a sweeping defence of the American way of life.

Social insurance was condemned as an alien importation, if
not a foreign conspiracy. Commercial insurance representatives
perfected this stratagem in their campaign against compulsory
health insurance. Proposed health insurance legislation, which
provided for government contributions to local funds, even out-
distanced the “state socialism” of Germany and propelled the
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nation toward “Marxian socialism.” Such proposals were sympto-
matic of a “reckless advocacy of hopeless panaceas of social and
political reforms.” Democracy, “the perpetuity of our . . . funda-
mental conceptions of personal and political liberty,” was at stake.
Social insurance was perhaps the most dangerous form of radical-
ism. More subtle than anarchism or nihilism, it duped Americans,
by means of a “cleverly disguised propaganda,” into accepting a
“needless enlargement of the sphere of the state.” The path to
“internationalism and racial decay,” social insurance heralded the
decline of private enterprise and private life, “lived in accordance
with rational ideas and legitimate desires, free from undue re-
straint and interference.” 1

Some critics described social insurance as a German plot,
hatched by Bismarck to counter the growth of socialism and
insure the stability of the imperial throne. Otherwise, the ruling
classes could not proceed in their designs for “world conquest and
imperial aggrandizement.” German autocratic militarism rested
squarely on the “social control of the wage-earning element and
the establishment of permanent class distinctions.” Unfortunately,
the military elite discovered a flaw in the design. German industry
had been burdened with crushing costs which undermined its
competitive strength. It was necessary, therefore, to “induce other
countries . . . to adopt the same system, so as to equalize the
cost of production.”?? In developing this second phase of the
conspiracy, the German government published a mountain of
documents lauding the achievements of the social insurance sys-
tem. It prepared elaborate exhibits for the St. Louis Exposition
of 1904, launched the International Association for Labor Legisla-
tion, and never lost an opportunity to sponsor international social
insurance congresses.

The fact that a number of American economists, and other in-
tellectuals, were trained in German universities or influenced by
German social theory enabled social insurance to gain a foothold
in the United States. Confronted with indifference and opposition,
this small group of American propagandists had responded with a
“clever manipulation of public opinion.” ** Frederick Hoffman
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8 The Struggle for Social Security

and others who pursued this line of attack usually failed to cite
the comprehensive English social insurance program, and its influ-
ence on American thought.

Controversy raged around the term “compulsory.” Social in-
surance experts interpreted it in a technical, instrumental sense
— as simply a device to maximize coverage and cost distribution,
a means to protect those who most needed but could least afford
insurance. Critics, however, invested the term with moral attri-
butes. It was condemned as antithetical to the tradition of volun-
tary association, which had found its “chosen habitat” among the
Anglo-Saxon race. Americans not only prized their liberties, but
made a “fetish” of individualism.l* Citizens discerned and re-
sponded to need on their own initiative. They formed organiza-
tions, if necessary, which competed for support in the benevolent
marketplace. In lieu of income guarantees through compulsory
insurance, Americans coped with social problems through a
charitable free enterprise system.

This sharp distinction between “voluntary” and “compulsory”
obscured the emergence of the modern organizational society —
the structural similarities between public and private institutions
which had developed.’® Voluntary was equated with any form
of “free,” nongovernmental enterprise or association. Defined so
broadly as to include virtually all private institutions, the term
lost connection with reality. It encompassed private mutual-aid
agencies ranging from the neighborhood burial group to the
Metropolitan Life Insurance Company. Yet many institutions de-
fended as expressions of American voluntarism were more com-
prehensible as large-scale bureaucratic systems with their charac-
teristic features of great size, specialization, hierarchy, and rou-
tinization. The nature of private, voluntary institutions in an
industrial-urban society had changed, giving rise to an essentially
bureaucratic phenomenon. But the ideology of voluntarism
lagged. It viewed public institutions as generically different from
private; the latter, presumably, were neither bureaucratic nor
coercive.

Private bureaucratic institutions in a wage economy did possess
coercive power. They served as the individual’s source of liveli-
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hood, mobility, and status, and could impose the most extreme
sanctions. The rhetoric of voluntarism confused the real issue in
the social insurance controversy. This issue centered on the divi-
sion of labor between two bureaucratic systems, public and pri-
vate, and their respective capacity to deal with the specific prob-
lem of income maintenance.

The ideology of voluntarism, which equated private and volun-
tary with nonbureaucratic and noncoercive, was not the only
obstacle to social insurance. A large number of private vested
interests viewed it as a threat to their survival. Critics of social
insurance cited industrial establishment funds, trade union benefit
funds, and fraternal, mutual, and commercial insurance as evi-
dence that voluntary action in America precluded the need for
government intervention. If government had any significant role,
it was to create a favorable legislative climate for the continued
growth of these private institutions. The mere fact that voluntary
insurance funds existed, irrespective of how efficiently they per-
formed, created two nearly insuperable obstacles to social in-
surance. How was it possible to refute the claim that voluntary
income-maintenance institutions would suffice® Who could prove
that existing arrangements would not expand and gradually
include the entire population in their protective sphere? Refer-
ence to European precedent only reinforced the conviction that
social insurance was an alien concept inappropriate to American
circumstances. There existed one definitive test of the validity of
the argument, impossible to apply: time alone could demonstrate
whether voluntarism was equal to the challenge.

Defenders of the status quo had a second advantage. The
elaborate rationale for social insurance was based almost exclu-
sively on objective economic need. Social insurance experts
maintained that voluntary programs reached only a small fraction
of the population, and usually did not include those who needed
protection most. They cited European experience, where autono-
mous voluntary funds were superseded by state subsidies to vol-
untary carriers, and ultimately by compulsory insurance. Euro-
pean nations recognized that voluntary insurance lacked rational-
ity with its attribute of predictability. A given worker might or
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10 The Struggle for Social Security

might not be protected against one or more risks. His protection
was not necessarily adequate to the need. In the event of tem-
porary disability, for example, a worker might conceivably be
eligible for benefits from an establishment fund or a labor union
fund, a fraternal society or a commercial insurance company, or
from some combination of these resources, or from none. It was
necessary, therefore, to create a centralized public welfare ma-
chinery which could respond predictably and adequately in the
event of income deprivation. Income maintenance could not be
left to the vagaries of private initiative when access to goods and
services was predominantly a function of wage continuity.

Critics of social insurance argued that voluntary institutions
were adequate, but the ultimate justification for their primary role
did not hinge on questions of economic efficiency. In discharging
their economic function, voluntary institutions also served a num-
ber of indispensable educational, social, and moral ends. Public
welfare bureaucracies, abstract and remote, could not duplicate
their role. Social insurance had to be judged by noneconomic cri-
teria.

Voluntary benefit funds first emerged on a significant
scale toward the end of the nineteenth century. Available statistics
provide a general picture of their evolution, but it is difficult to
determine their precise scope. It is clear that little was accom-
plished before the 18go’s, and that some provision for death
(funeral) and temporary disability benefits was the major
achievement of the voluntary system up to the 1920’s.

Company establishment funds reflected a broader interest in
the possibilities of welfare capitalism. Whether organized and
maintained by employer or employee or through some cooperative
arrangement, they expressed new ideals of “industrial statesman-
ship” and “service.” The establishment fund substituted for the
loss of personal relationship between employer and worker in an
era of large-scale production units. “Beneath all other causes of
trouble and conflict in the labor world, making them seem super-
ficial only,” was this “personal alienation of the employer from
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his fellow-men whom he engages to work for him in large num-
bers.” Welfare capltahsm demonstrated that the employer had
assumed responsibilities “commensurate with his real power.” 1¢

The worker’s quest for security testified most poignantly to his
sense of alienation. An “intelligent employer” had to recognize
that fear of the consequences of disability or old age demoralized
the average worker. Lack of security acted as an “incubus to his
efforts and progress.” ! Permanent industrial peace depended
upon the employer’s understanding that it was “just as important
to furnish security for the job as it is to furnish security for the
investment.” Enlightened capitalism surely was preferable to
“governmental initiative,” which Americans scorned.}® Louis
Brandeis, who described business as a potential profession based
upon academic training and service ideals, pointed to the welfare
work of Boston’s Filene family as a model. The Filenes had dem-
onstrated that the “introduction of industrial democracy and of
social justice is at least consistent with marked financial suc-
cess.” 1®

In the first flush of enthusiasm welfare capitalism seemed to
have many advantages. It enabled the employer to discharge at
minimal cost any personal sense of moral or social responsibility
for his workers, while demonstrating to the community at large
that business had evolved beyond the predatory stage. A secure,
contented labor force was, in the end, more loyal and efficient.
It was also more disciplined and compliant. Welfare capitalism
provided strong inducements for good behavior.” The employee
realized that “unsatisfactory conduct” might result not only in
dismissal, but in loss of an asset like an old-age pension.2°

A report of the United States Commissioner of Labor, published
in 1908, examined establishment benefit funds.?* Only 26 of the
461 funds surveyed had been instituted prior to 1880; 335 were
created after 18go. The funds affected 342,578 employees out of
a total labor force of 750,000. They represented 126 industries,
but 241 funds were concentrated in 14 industries,?? most notably
transportation, coal mining, and metals production. The 6 largest
funds, all in the Pennsylvania mining, iron, and steel industries,
included 83,634 persons or almost one-quarter of the total. Estab-
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12 The Struggle for Social Security

lishment funds, on the eve of the social insurance movement,
apparently enrolled only a percentage of the labor force in a
limited range of industries. They were faulty also by the standard
of risk coverage. Benefits applied mainly to temporary disability
and death. Of the 461 funds, 429 provided a disability benefit,
and 419 a death benefit. Both risks were covered in 390 funds, 54
made some provision for invalidity, and only 5 paid any form of
superannuation benefit. The death benefit, usually fifty or one
hundred dollars, amounted to little more than burial expenses.
The temporary disability benefit was usually limited to five or six
dollars a week for a period of thirteen weeks in a year.

If one ignored transportation, metals, and selected “model”
employers, there would be little point in discussing establishment
funds in the early twentieth century. The railroads were espe-
cially prominent in the evolution of this phase of welfare capital-
ism. Their benefit plans, which served as examples to other em-
ployers, “made . . . the most important contribution to the pro-
motion of industrial insurance.” 22 Railroad relief funds, as well
as those in the iron and steel industry, were significant for an-
other reason: they demonstrate that theories of welfare capitalism
and the creation of relief funds were stimulated by the urgent,
concrete problem of industrial injury. Establishment funds pro-
gressed furthest not only in large industries, but in dangerous
ones, and were closely related to the origins of industrial medicine
and prepaid medical care programs. This industrial accident prob-
lem also launched the social insurance movement, which cen-
tered originally on workmen’s compensation.

Five large rail systems established relief departments as early
as the 1880’s: the Baltimore and Ohio; Pennsylvania; Pennsylvania
West of Pittsburgh; Chicago, Burlington and Quincy; and Phila-
delphia and Reading.?* These companies owned or operated one-
eighth of the total mileage in the United States, and their labor
force included one-sixth of all rail employees. These relief funds
provided benefits mainly for death and temporary disability. The
conditions of railroad work — its hazardous nature, mobility of
the labor force, and extensive construction in isolated areas — led
to pioneering efforts in the administration of medical services, as
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a supplement to cash benefits. Beginning with the Southern
Pacific in the 1860’s, railroads established precedents for pre-
paid and contract medical care. In some cases the railroad owned
hospitals and related facilities, staffed by company doctors. Or
the company might contract, particularly in the densely populated
East, with private hospitals and physicians to care for injured
employees. These arrangements were frequently combined with
the maintenance of emergency company hospitals in charge of
salaried surgeons.?

Railroad relief departments experienced a twofold expansion
after 18go. Additional companies introduced relief plans (fifty
departments administered by thirty-seven rail systems existed by
1908), and provision for superannuation became more common.
Of the five original relief funds, only the Baltimore and Ohio had
included an old-age benefit.2¢ By 1908 at least fourteen railroads
provided old-age pensions. Most industries or firms adopted the
railroad pension formula. The beneficiary received 1 percent of
his average monthly pay for the ten years preceding retirement,
multiplied by the number of years of service.

The steel industry, following the establishment of the United
States Steel Corporation (U.S.S.) in 1901, emerged as a second
prototype for welfare capitalism. Industrial accident problems
again provided the immediate stimulus, but the long-range goal
was labor discipline. Steel officials viewed the welfare programs
as a substitute for trade unionism, aiding in the stabilization of a
heterogeneous labor force and securing the loyalty of the skilled
worker.?” According to board chairman Elbert H. Gary, unions
might have been necessary in the past because “workmen were
not always treated justly.” Enlightened management policies now
made unions superfluous; they benefited none except the “union
labor leaders.” 28

Steel industry accident relief and prevention (Safety First)
programs were widely publicized and acclaimed. A gift of four
million dollars from Andrew Carnegie led to the establishment
of the first accident relief (and old-age pension) plan in 1go2.%°
It was reorganized in 1910 following a U.S.S. donation of eight
million dollars to the original endowment.3® Systematic accident
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Workmen’s compensation demonstrated the ability of voluntary
interest groups to adapt a collective welfare program to private
ends. The energetic but futile campaign for compulsory health
insurance demonstrated their power to thwart completely a
welfare measure from which they anticipated no material advan-
tages. Health insurance was overwhelmed by an extraordinary
mobilization of political resources by voluntary groups. The issues
transcended the distribution of cost or tax burdens. Health insur-
ance entailed innovations in the financing and organizing of medi-
cal services, changes in the status and social responsibility of the
medical profession, and a substantial enlargement of the power
and welfare role of government. Medical practice, an entrepre-
neurial endeavor tempered by charity, would be reorganized on
a new semi-utility basis; it would be provided as a function of
need rather than of ability to pay.

Opponents of health insurance objected that it would demoral-
ize the medical profession and result in a deterioration in the
quality of service. Beyond this generalized solicitude for the
physician, the employers, fraternals, insurance companies, and
other groups had concrete interests of their own to protect.
The workmen’s compensation experience intensified the deter-
mination of physicians and insurance companies to contest any
further extension of social insurance. When the health insurance
movement was launched around 1914, the insurance companies
were still engaged in efforts to prevent the establishment of
monopoly state funds, and the medical profession was bitter over
alleged exploitation and growth of contract practice under the
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auspices of workmen’s compensation. Thus, powerful voluntary
groups were already critical of the first social insurance program
and were determined to prevent the establishment of a new one.

Between 1915 and 1920 compulsory health insurance was
one of the most controversial, widely debated social issues in the
United States. Identified primarily with the American Association
for Labor Legislation, and its Committee on Social Insurance,
it reached an advanced legislative stage in New York and Cali-
fornia.! The AALL published tentative standards for health in-
surance in the summer of 1914, followed in November 1915 by
the first draft of a bill.2 Versions were introduced into the New
York, Massachusetts, and New Jersey legislatures in 1916, and
into those of fifteen other states in 1917. California and Massa-
chusetts commissions delivered reports on health insurance in
1917, when additional investigating commissions were authorized
in Connecticut, Illinois, Massachusetts, New Hampshire, Ohio,
Pennsylvania, and Wisconsin.?

The AALL program favored the German more than the English
model.* Instituted in 1883-84, German health insurance provided
for local administration of medical and cash benefits through a
variety of autonomous funds. The most important were the local
sick-funds, which grouped workers in a locality on the basis of
occupations or industries. These were supplemented by estab-
lishment funds, building trades funds, miners’ funds, guild funds,
aid funds (comparable to British friendly societies), and com-
munal sick-insurance funds for those not belonging to any other.’
Up to 1911, the law included industrial, transportation, and con-
struction workers (covering about 20 percent of the population).
The Insurance Code revisions of 1911 extended coverage to agri-
cultural and domestic workers. Employees contributed two-thirds
of the cost, employers one-third. Each fund had to provide a
minimum range of benefits, which could be extended if financially
feasible. The employee contribution in 40 percent of the funds
was 2-3 percent of wages; it infrequently rose beyond 4% percent.®

Local funds were required to provide benefits for a minimum
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relax the safeguards, and thus expand the plan from a limited
self-supporting insurance system to a general relief scheme sup-
ported by public funds and, in the end, paid for by taxation.” 8

The British experience confirmed to Commons and Andrews
the wisdom of stressing preventive goals and disassociating their
proposals from Europe. The British program, Andrews asserted,
“was always an exceedingly cumbersome affair and did not ap-
proach the matter in a businesslike way for the purpose of pre-
ventive work.” It suffered from the “suicidal imposition of Gov-
ernment ‘doles,” which were promptly confused with genuine in-
surance by all enemies of progressive social insurance legislation.”
Unemployment compensation as proposed in the United States
stimulated the “great captains of industry . . . into something
like intelligent action.” 8

Before fully realizing that the purpose of social insurance was
prevention rather than economic security, the AALL had pre-
pared an unemployment insurance bill along English lines. Intro-
duced unsuccessfully into the Massachusetts legislature in 1916,
it provided for contributions by employer, employee, and state.5¢
The break with the Old World occurred in 1921 when the Huber
bill, devised by Commons, was introduced in Wisconsin; amended
versions were presented at every legislative session there through
1929. Between 1921 and 1929 unemployment compensation bills
were also introduced in legislatures in Massachusetts, New
York, Pennsylvania, Minnesota, South Carolina, and Connecticut.
The Huber bill served as a model and the AALL, in most cases,
participated in drafting the legislation.’” The limitation of con-
tributions to employers was the distinctive feature of the Huber
bill. The 1921 version required insurance to be carried through
an employers’ mutual, but this was amended in 1923 to allow
insurance through any authorized carrier. The underlying idea,
Commons explained, was that the “modern businessman is the
only person who is in the strategic position and has the mana-
gerial ability capable of preventing unemployment.” &

The AALL bill of December 1930 was based upon the Huber
principle. Employers alone contributed a small, fixed percentage
of payrolls. Administration was delegated to Employment Stabili-
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zation boards in each industry, though employers who furnished
proof of ability to pay were exempted from contributions as in
workmen’s compensation.®

A bill introduced in the 1931 Wisconsin legislature by Harold
Groves, a former student of Commons and professor at the Uni-
versity of Wisconsin, marked the final stage in the evolution from
insurance to prevention. Conceived and drafted by another Wis-
consin economist, Paul Raushenbush, and his wife, Elizabeth
Brandeis, it abandoned insurance altogether in favor of employer
reserves. Acclaimed by Commons and Andrews, Groves’s “much
superior bill” segregated contributions into individual company
funds.?® Employers resisted its enactment and an Interim Com-
mittee was created to expore the unemployment issue and report
to a special session of the legislature in the fall of 1931. The Com-
mittee reported favorably, and passage was urged by Governor La
Follette. The Governor, anticipating continued employer resist-
ance, recommended that the measure take effect only if employers
had failed within a year-and-a-half to establish voluntary plans
covering a stipulated number of workers. A Wisconsin Committee
for Unemployment Reserves Legislation was organized to pro-
mote the bill, whose passage was virtually assured when farmer
organizations endorsed it on the grounds that industry should
support its unemployed and that compensation benefits would
help maintain purchasing power.?

Signed by La Follette in January 1932, the Groves bill did not
take effect in the summer of 1933 even though employers had
failed to establish enough voluntary plans. The legislature author-
ized another year’s delay, but eventually, in July 1934, the law
took effect. The previous year the AALL had revised its model bill
to conform to the Wisconsin individual reserve system (though
Andrews had once complained to Paul Raushenbush that this
arrangement failed to provide sufficient protection for workers ).%
The Groves bill established a state fund which segregated indi-
vidual employer accounts. Contributions equaled 2 percent of
payroll for the first two years, and continued until an employer’s
reserve averaged fifty-five dollars per employee; the contribution
then dropped to 1 percent until the reserve averaged seventy-five
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dollars per employee; at that point contributions terminated. The
measure was limited to businesses with ten or more employees,
and did not cover farm workers, loggers, or employees earning
more than $1500 a year. Benefits were awarded after a two-week
waiting period, and equaled 50 percent of weekly wages (subject
to a five dollar minimum and ten dollar maximum ). There was a
deduction of one dollar a week for each five dollars that the
employer reserve fell below an average of fifty dollars per em-
ployee. Benefits were limited to ten weeks, and to those who
satisfied the requirement of a two-year state residence and forty
weeks of employment within that period.? A

The Wisconsin plan was virtually unchallenged in 1931-32 and
was endorsed by the Governors’ Interstate Commission in Febru-
ary 1932.°4 Widely publicized by the AALL, Commons, and
Raushenbush, its conservative features were carefully stressed.
Commons described it as “extraordinarily . . . individualistic
and capitalistic.” It should appeal to the “individualism of Ameri-
can capitalists who do not want to be burdened with the ineffi-
ciencies or misfortunes of other capitalists, and it fits the public
policy of a capitalistic nation which uses the profit motive to
prevent unemployment.” ®* Like the AALL’s American Plan, it
was inspired by experience with workmen’s compensation and
the common business practice of setting aside dividend reserves
“to pay stockholders during periods when their plants are idle.” %6
An “unemployment reserve fund” was established so that “wage-
earners may be tided over temporary periods of involuntary idle-
ness.” ®7 In the final analysis the Wisconsin plan was the contribu-
tion of businessmen and was “fashioned avowedly” upon their
own experiments.?8

The “American approach” centered upon “possibilities of stabi-
lization of employment and not merely a program of relief as in
most European countries.” It contrasted with European legislation
in eschewing legislative appropriations to the reserve funds. It
should be made clear, Andrews advised, that the employer’s liabil-
ity was “strictly limited” to his own employees and to the sum
available in his individual reserve. He should “feel the very
direct incentive to stabilize employment and that, of course, is
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the very important consideration.” ®® Because of its incentives to
prevention, appeal to the businessman’s competitive instinct, and
compatibility with the profit motive in a free enterprise system,
the Wisconsin plan had a political leverage in comparison to
pooled insurance funds.!® But, for all the effort to devise an
American plan adapted to free enterprise principles it was not
embraced enthusiastically by employers — either as an expres-
sion of their commitment to stabilization or in order to thwart
alternative, more radical proposals.

Apart from stimulating public discussion of unemployment in-
surance in the early 1930’s, the most tangible result of the Wiscon-
sin plan was the dramatization of the contrast between the Rubi-
now and AALL-Wisconsin traditions of social insurance. The
November 1932 report of the Ohio Commission on Unemploy-
ment, reflecting Rubinow’s views, reasserted the classic Euro-
pean principles of social insurance, and terminated the domi-
nance of the Wisconsin plan. As chief actuary and chairman of
the Committee on Research, Rubinow coverted Leiserson and the
rest of the Commission from reserves to insurance.' The Com-
mission’s report, or “Ohio Plan,” provided a base from which
Epstein, Douglas, and others criticized the Wisconsin approach.
The Commission asserted (as Rubinow always had) that “in-
surance is based on the assumption that the risk itself is inevitable,
however much it may be reduced.” Insurance was “soundest and
most economical when it covers the widest spread of people sub-
ject to the risk.” 102 Individual employer reserves failed to provide
adequate economic security, and could not, as large insurance
funds, maintain purchasing power in periods of depression. The
Commission recommended unemployment insurance legislation
requiring a contribution of 2 percent by employer and 1 percent
by employee. Rubinow would have preferred 2-percent contribu-
tions by both groups to raise benefit levels, but labor always
objected to any contribution. Rubinow noted that the 1932 con-
vention of the A.F. of L. had endorsed unemployment insurance
for the first time, but without “any real enthusiasm.” 1% Although
both the Wisconsin and Ohio legislation limited benefits to 50
percent of weekly wages, the Ohio plan proposed a fifteen dollar
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American plan of social insurance used capitalist methods— com-
petition and the profit motive—to achieve collective security. It
implied dependence upon the same economic processes which had
produced insecurity for much of the working population. The cru-
cial consideration is that the AALL-Wisconsin approach to social
insurance was an effort to provide economic security with a mini-
mum of income redistribution. If income maintenance is subordi-
nated to prevention and employer incentives, it follows that a
social insurance will have little or no redistributive function.

The tradition embodied in Rubinow and Epstein differed
sharply. The challenge to voluntarism was more prominent in light
of the emphasis upon government leadership, benefit adequacy,
and use of the social insurances to redistribute income. By the
1930°'s these objectives were supplemented by increasing interest
in the role of the social insurances in maintaining consumer pur-
chasing power. The Social Security Act of 1935 attempted to recon-
cile these two traditions. It expressed a greater commitment to the
related goals of income maintenance and redistribution than the
Wisconsin plan, but did not go as far as Rubinow and, especially,
Epstein preferred.

The purpose of the Social Security Act was summed up
in this way: “Only to a very minor degree does it modify the
distribution of wealth and it does not alter at all the fundamentals
of our capitalistic and individualistic economy. Nor does it relieve
the individual of primary responsibility for his own support and
that of his dependents. . . . Social security does not dampen ini-
tiative or render thrift outmoded.”'! Eligibility and benefits in
the contributory old-age and unemployment insurance titles were
closely work-related, government contributions were omitted,
and fiscal conservatism prevailed in the emphasis upon reserves
and the equity principles of private insurance.

Abraham Epstein became the most uncompromising critic of
the Social Security Act which, he charged, expressed too limited
a conception of economic and social function. It did not provide
economic security because it did not entail any significant income
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redistribution. Epstein’s views were colored, in part, by personal
disappointment. He was bitter over the failure of the Committee
on Economic Security to consult him, Rubinow, or Douglas.
“From the very inception,” he complained, “the Administration
has refused to listen to anyone who knew anything about the
problem.”2 To a large degree he attributed this neglect, and
the limitations of the Act itself, to Frances Perkins.!!3 He
became an intemperate critic of the old-age and unemployment
titles, hoping the courts would nullify them and urging the states
to refuse to participate in the tax-offset unemployment system
established in 1g3s5.114

Rubinow was disappointed with the Social Security Act, but
even more disappointed with Epstein. His friend and disciple had
been “treated shabbily by Miss Frances Perkins and all her lieu-
tenants. His services to social insurance entitled him to a more
influential position in the counsels of the Committee. 115 Yet, if
Epstein had “waited so long as I have and seen one disappoint-
ment after another, he wouldn’t be quite so ready to advocate
this theory of either everything or nothing.”'1® Rubinow was
irked by Epstein’s inordinate praise of the categorical assistance
programs which, presumably, were genuine social security
because they were financed out of general tax revenues and,
hence, redistributive. Because of the “pretty name of pensions,”
he admonished Epstein, “you prefer a system of public relief to
the system of public insurance, and you get away from this diffi-
culty by calling the first social security.” I have not, Rubinow
added, “preached social insurance for thirty-five years in order
now, at this late date, to abandon my ideal for the sake of a
somewhat glorified system of public relief with half a dozen
means tests. 117

The substance of Rubinow’s criticism of the Social Security Act
was similar to Epstein’s. Neither admired the tax-offset system of
unemployment compensation, and both preferred a national or
subsidy plan which was less cumbersome administratively, and
would have provided a greater measure of federal control over
standards. Both men objected to the equity obsession in the con-
tributory titles and the large reserve requirement in old-age
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insurance which they believed would worsen the depression by
reducing purchasing power. Both criticized the omission of health
insurance, and felt that government contributions were necessary
to make economic security based upon income redistribution a
reality. But Rubinow did not allow personal grievances or disgust
over the limitations of the Social Security Act to warp his judg-
ment. He did not lavish uncritical praise upon the categorical
assistance titles, or urge that the states decline to participate in
unemployment insurance.Most important, he recognized that the
Social Security Act marked only a beginning, and that it could be
amended to provide for government contributions, health insur-
ance, and other improvements.!®

Epstein’s personal disappointments may have influenced the
tone and manner of his criticism, but it should be evaluated in its
own right. The Wisconsin plan was an attempt to attain economic
security with a minimum of income redistribution. It posed no
challenge to the primary or functional system of income distribu-
tion which hinged upon efficient labor force participation. This
remained fully intact, as did the equity principles of private
insurance in which eligibility and benefits were closely tied to
individual contributions. For Epstein income redistribution was
the fundamental consideration. He believed that traditional meth-
ods of wealth allocation should be modified by channeling more
income through the social insurances, and that equity insurance
principles should be subordinated to goals of social adequacy.
Social insurance, Epstein argued, “differs basically from private
insurance in that it adds to the private insurance principle of risk
distribution the social principle of distributing the cost among all
elements in the community.” This cost distribution was necessary
in order to lighten the economic burden imposed upon the
poorest classes and increase their benefits. Social insurance,
therefore, did not “seek individual protection according to ability
to pay but rather a socially adequate arrangement which will pro-
tect all the workers as well as society from certain social hazards.”
Commitment to a large reserve in old-age insurance illustrated
the extent to which the “framers of the Social Security Act con-
fused governmental social insurance with private insurance.”1!®
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The distinguishing feature of social insurance, which made the
subordination of equity to adequacy possible, was a government
contribution. This led to a vertical redistribution of national
wealth or profits through higher insurance benefits. Payroll taxes,
Epstein insisted, burdened the worker and consumer. The Social
Security Act, “actually decreases the purchasing power of the
masses by depriving them of immediate purchases, by relieving
the well-to-do from their share of the social burden, and by mak-
ing the workers pay the expenses of a vast administration.” Gov-
ernmental contributions would “lighten the unbearable load”
placed upon the worker and attack the “maldistribution of our
national income.” They would enable social security benefits to
act as a supplement to wages and increase the purchasing power
of the masses. The only justification for worker contributions was
psychological—a means of “taking away whatever stigma is
attached to governmental relief.”120

The 1939 amendments to the Social Security Act testified to the
validity of many of Epstein’s criticisms. In old-age insurance a
smaller reserve was substituted for the original one by holding
contributions stationary and increasing expenditures. The benefit
formula was changed by substituting average earnings for lifetime
cumulative earnings, and weighting it somewhat in favor of lower-
income groups. And, as Epstein had urged, provision was made
for dependent and survivor allowances. Although these changes
pleased Epstein, they did not suffice. Unemployment insurance
remained “inadequate and unrealistic,” because it suffered from
the vestiges of the “same hopeless private-insurance principle
which characterized our original old age annuity plan.” Lacking
any provision for extended or dependent benefits, it operated in a
“social vacuum.”'2! The American social security system still
lacked any provision for health insurance and did not authorize
government contributions.

Together with Rubinow, Epstein personified a social insurance
tradition which stressed social adequacy as the ultimate test of an
insurance or assistance program. They insisted that social ade-
quacy and strict adherence to the equity principles of private
insurance were incompatible, favored government contributions
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to enable the social insurances to insure adequacy, and cautioned
against confusing the income maintenance function of social insur-
ance with prevention or other extraneous goals. Far more than
Andrews and Commons, both men favored the use of the social
insurances to transfer functions from the voluntary to the public
sector, and divert wealth into the secondary system of income
distribution.
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VIII Conclusion

The Social Security Act of 1935 heralded a revolution in American
social welfare. It resulted in a decisive transfer of responsibility for
income maintenance to the public sector and the federal govern-
ment. Post-1930’s legislation has greatly extended coverage, raised
benefits (indexed for inflation since 1972), incorporated disability
insurance (1956) and Medicare (1965). The escalating costs of the
program, however, have generated unprecedented controversy
since the mid-1g70s—controversy fueled by hefty tax increases in
1977 and 1983 designed to cope with funding crises. Referring to the
Democratic party, the Wall Street Journal described social security
as a “symbol of the party’s proud past and a strain on the nation’s
future resources. It breeds demagoguery among those opposed to
any change. It invites simplistic solutions from others who ignore
the program’s complexity and importance to the poor.”™

The controversy that has raged around social security in the last
decade has raised fundamental issues about the substance of a social
security system: whether the cost should be carried almost exclu-
sively by a payroll tax; whether the employer’s share is not, in fact,
carried by the worker; the effects on the economy, particularly
employment and savings, of the relentlessly escalating tax; the
implications of the increasing proportion of aged in the population,
resulting in a diminishing ratio of workers to beneficiaries; ineq-
uities in the program such as the treatment of married working
couples. But the central issue, arguably, concerns the balance of
equity and social adequacy elements. In the absence of a coherent
policy to deal with this issue, it becomes difficult to devise anything
more than ad hoc, opportunistic solutions to the other problems.
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Underlying the recurrent financing strains in the last decade has
been the erosion of equity values in favor of redistributive or welfare
values. Although the equity dimension of social security has always
rested, in part, upon a benign fiction (that social security was an
insurance program rather than a pay-as-you-go intergenerational
transfer from worker to nonworker), the equity ideal has nonethe-
less been vital to the consensus which has sustained social security.
In contrast to private insurance, equity principles have not been
embodied in individual accounts, strict actuarial calculations of pre-
mium and benefit, or the establishment of fully funded reserves to
cover all accrued liabilities; instead, the equity component in social
insurance consists of the link to labor force participation and higher
payments for higher earning levels. Although the system has always
been weighted in favor of lower-paid workers, the “reforms” of 1977
and 1983 drastically increased the redistributionist and welfare com-
ponent. The replacement ratio (monthly benefit as a percentage of
average monthly earnings) was substantially reduced for higher paid
contributors to the system; this outcome was the result of large tax
increases, reduced benefit levels for future retirees, and the institu-
tion of a tax on social security benefits incorporated in the 1983
legislation. This tax can be viewed as a means test under another
name.

Social security was established as an alternative to public welfare
and its many negative associations over the centuries; its historic
role was to operate as an income maintenance program which would
be significantly work related and free of the means test (even if
called a tax). To the extent that social security loses its equity basis
and comes to resemble public assistance complete with means test,
its public support is likely to erode. A brief historic review of the
means test in Anglo-American welfare thought will clarify why the
imposition of a tax (means test) in 1983 cannot be viewed merely as a
funding expedient—it attacks the equity foundation of social
security and moves it far along the spectrum toward an income-
conditioned assistance program.

Still relevant in understanding the evolution of the American
welfare system, and the role of the means test, is the Report of the
Roval Poor Law Commission of 1834. If the Elizabethan Poor Laws
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The preceding analysis of the means test and the less eligibility
concept in public assistance should clarify the historical (if not revo-
lutionary) accomplishment of social insurance; it was a social
invention which permitted the creation of an income maintenance
system liberated from the imperatives of the means test and more
extreme manifestations of less eligibility. The critical component
was the ingenious inclusion of equity values—an income redistribu-
tion program which was work related and which provided higher
benefits for higher levels of contributions. It is ironic that the latter
day redeemers of social security, having reduced the return for
long-term labor force participation and higher earning levels, and
having incorporated a means test under the guise of a tax, have
greatly blurred the distinction between social insurance and the
public assistance legacy it was designed to supersede.

185




Death benefits, 214
example, 214, 215
Decker, Bill, 195
Declaration of Independence, 58
Defined benefits plans, 168
Deficit, 35
Democrats,
actions, 60, 76
control of Congress, 54, 55
deficits, 90
Old Guard, 27
DeVries, Peter, 253
Disabled workers, 214
Dust Bowl, 41

Eastern Airlines, 34

economists, 76

Edward, King of England, 57

Eisenhower, Dwight D., 167

Elders, 74, 107

Entitlements, 25

Entitlements Commission, 62

- ERISA, 129

Exemption for government entities,
52

F Fund, 147

Fannie Maes, 147

Federal Employees Retirement Sys-
tem (see FERS)

Federal retirement, chapter 10, 173

Ferrara, Peter J., 217

FERS (Federal Employees Retire-
ment Systems), 42

enacted, 143

Index 269

examples, 144
parts of plan, 144
FICA, 25, 26, 36, 42, 95, 96
new direction, 202, 257
implied compact, 230
Figgie, Harry J. Jr., 106
First Financial Capital Corporation,
195
Founding Fathers, 41
Funding, Individual Security Re-
tirement Account, 201
example, 205

G Fund, 146

Galveston, Texas, 24, 202

General Motors,
underfunding, 117, 118, 119

G.I. Bill, 22

Ginnie Maes, 147

Gold Rush, 34

Gompers, Samuel,
beliefs, 71, 72
Socialism, 71

Gornto, Rick, 196, 199

Great Depression, 33

Great Society, 60

Gulf Oil pensions, 115, 116

Hamilton, Alexander, 141
Harrison, Jennifer story, 67, 68
Hewitt, Paul
congressional hearings, 78, 81
entitlements, 108, 109
Holbrook, Ray, County Judge, 196,
197

186




Let’s get rid of Social Security

A. We have over the years collected and read a number of books concerning
Social Security and this is one of them.

B. On page 95, Mr. Myers tells it the way it is. Except, he does not touch
on the simple fact that money is deposited into the Federal Reserve Bank
and is never audited. That’s why there is no money in the Trust fund.

C. Go to the Index page 269. In this section you will not find any reference
to the Federal Reserve Bank. For some reason almost all the books like
this one leave out the International Banking Connection that rakes off
their share from the top.
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Millions of Americans are asking:

“Will Social Security be there for me?”
The answer may shock youl
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LET'S GET RID OF

- MCIAL
SECURITY

Millions of retired Americans depend on Social
Security as their sole means of support, but soon
tens of millions of new retirees will flood the
current system, pushing it to the breaking point.
‘We have three choices: drastically reduce bene-
fits, significantly increase withholding and
other taxes to meet the need, or find a new sys-
tem. Let’s Get Rid of Social Security offers a
common sense solution that saves money and
maintains benefit levels for current recipients.
Social Security, a revolutionary part of
Franklin D. Roosevelt’s “New Deal” program
to rescue America from the clutches of eco-
nomic depression, assured workers a retire-
ment free from the ravages of abject poverty.
But in the sixty years since its inception this
simple, well-developed program has become
a major entitlement teetering on the edge of
bankruptcy, and a political hot potato for any
Congressperson who hopes to be re-elected.
The reasons are all too obvious: increasing
numbers of retirees have placed greater de-
mands on the system; politically popular bene-
fits have added dramatically to the costs; and
the decision by lawmakers to use surplus
Social Security funds as part of their smoke-
and-mirrors tactic to mask the size of annual
federal deficits has drained reserves that could
have met future needs. In the next decade and
a half, as nearly 80 million Baby Boomers
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face retirement, many are asking, “Will Social
Security be there for me?” Without a total re-
thinking of the program, the answer could well
be no. Unlike the early years when 16 workers
paid Social Security FICA tax to provide for
one retiree, today that figure has shrunk to
barely 3 to 1. By the first decade of the 21st
century, the ratio will be much lower.

Can the Social Security system be restruc-
tured without risking the benefits of current
recipients while at the same time controlling
for the political sleight-of-hand that has
brought the program to the point of collapse?
Author E. J. Myers shows just how easily it
can be done once America’s biggest retirement
program is removed from political control and
put into the hands of America’s workers. His
plan to privatize the retirement system in an
income-generating investment structure would
safeguard the benefits of current retirees and
those about to retire while creating a bold
new program for younger workers that could
secure for them a retirement package beyond
anything Social Security could ever promise—
just by modifying a federal retirement plan
atready in place. And all this can be done with-
out altering the current level of Social Security
tax or benefits, without forcing the federal gov-
ernment to repay the hundreds of billions of
dollars it has “borrowed” from the Social Se-
curity Trust Funds, and without forcing future
generations to pay for the retirement of their
elders while they are saving for their own.

You owe it to yourself and those you love
to read Let’s Get Rid of Social Security.

E.J. MYERS is a businessman and president
of Environmental Guardian, Houston, Texas,
a company specializing in bioremediation.
He has been invited to appear before the U.S.
House of Representatives Social Security
Subcommittee to formally present his ideas

to Congress.

Cover design by Ann Marie Pellegrino.



The Amazing, Vanishing Trust Fund Surplus 95

Let’s follow the paper trail of these trust funds.

The simple fact of the matter is that there really isn’t and never have
been any Social Security Trust Funds, except possibly on paper. All the
money the government takes in, in any form, be it income taxes, FICA
taxes, fees, and the like goes directly to the U.S. Treasury where it is used
to pay the general bills of the government. This includes all monthly So-
cial Security payments to recipients, as well as all welfare payments. The
bureaucratic talk about Social Security being “off budget” (set aside
from the government’s general revenue and earmarked for Social Se-
curity payouts) or “on budget” (actually included in annual govemn-
ment budgets as a form of revenue and expenditure) has no substance.

This fairy tale surplus started in 1983 as a result of Congress fix-
ing a Social Security system that had gone broke. After a great deal
of posturing lawmakers raised the FICA rates to the point where they
would technically have a surplus in the Social Security Trust Funds
for about twenty-six years. It was projected that for this time period
more money would be coming into the funds than would be paid out.
During this period they knew they could do just what they pleased
with the surpluses, because the monies weren’t separated from gen-
eral revenue and because the day of reckoning seemed so many
years away. They could worry about paying the money back later.

Well, the day of reckoning has almost arrived.
Thomas Jefferson was so right when he said, “public debt is the

greatest of the dangers to be feared from government.” If the gov-
ernment had played it straight with the monies paid into Social Se-
curity and really made them trust funds, it could have taken the sur-
plus funds and invested them in income-producing vehicles. The
interest alone would now be in the billions. Some legislators feared
that if such a plan were put in place, then the government would be
in a position to own part of the private sector and this would pose a
serious conflict of interest. But that concern was just smoke screer.
These fears could have been allayed by putting the funds in the
hands of independent money managers.
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Had such an investment option been exercised, the dividends on
the $400 billion plus the Trust Funds would now exceed $32 billion
each year. With this type of real funding there would have been no
need in recent years to increase FICA taxes in order to maintain the
present retirement levels for all current recipients. In fact, Congress
might have been able to reduce the tax rates. That’s called planning
for the future, which is what Congress should be all about, at least
when it comes to Social Security.

There are still many columnists and newsletter writers who pro-
mote the idea that there will be no collapse of the Social Security
system, and quite frankly they are right. However, the price to keep
it afloat at current benefit levels will be a steep one, unless we
choose to adjust benefits or the rates of increase for COLAs. In ei-
ther case it will not be a pleasant choice for lawmakers.

Many still say that the Trust Funds are solvent and the surplus is

still growing. They say this surplus is invested in Treasury bonds,
‘which are as safe an investment as you can buy today. But as we
have already seen, these bonds are not for sale to the public. Even if
you wanted to buy them, you couldn’t. They are simply IOUs from
the Treasury to the Trust Funds. And even if the bonds were the types
we know to be gold on the open market, they are debts the govern-
ment owes to itself, payment of which can be deferred indefinitely.
The only way to secure the funds would be to make them unavail-
able to the Congress by placing them under private management.

Surveys have shown over the past several years that the public
likes the Social Security program, as the nation’s basic retirement
program; but the simple fact is that under the present structure we
won’t be able to sustain the program. Congress knows this but is un-
willing to give up control of the system when it knows full well there
are better, more efficient and cost-effective ways to run the system.
Why are our lawmakers so stubborn? Because to recast Social Se-
curity means that Congress would also have to relinquish the power
and influence it has derived from controlling the system.
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federal, won’t be able to pay the interest on our debt. That’s a dumb
fix to be in.” Thomas Jefferson and Benjamin Franklin both worried
about government borrowing. They said that some day it would be-
come our worst nightmare, and it is fast becoming just that.

Harry J. Figgie, Jr., Chairman of Figgie International, a Fortune
500 company, has warned very emphatically about government bor-
rowing from its trust funds. In his book, Bankruptcy 1995, Figgie
says that Congress is borrowing not only from the Social Security
Trust Funds, but from every other fund, such as the highway trust
fund. All of these funds are stuffed with Treasury IOUs. * The op-
posing argument, says Figgie, runs as follows: “Borrowing from the
Social Security Trust Funds and other trust funds and pension funds
to finance the deficit is okay, because it keeps interest rates low and
limits our need to borrow from foreign countries.”

According to Figgie, “It would be okay if there were any
prospect that the U.S. government will be able to repay those loans
when the Social Security and other trust funds, such as military,
postal workers, and railroad retirement, need the money themselves
to pay benefits and meet their own obligations. But where will the
cash come from? Borrowing to meet today’s expenses from moneys
that were meant to be set aside for the future is a cruel trick.” He ends
by saying, “Entitlement programs may make good social policy, but
they play havoc with fiscal policy.”

| Congress and the administration will have to learn, as we all
have, to stop borrowing from all available sources. As a nation we
can’t keep consuming all our assets. We are long past the point of no
return and it makes no sense to continue down this well-worn path
to chaos and oblivion. Certainly setting up a successful Social Se-
curity program under a completely independent agency, free from
any government interference, administered by professionals whose
job it is to invest and manage money, would be a practical alterna-

*Harry J. Figgie, Jr., and Gerald J. Swanson, Bankruptcy 1995: The Coming Col-
lapse of America and How to Stop It (New York: Little, Brown, and Company, 1992).
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tive. And I will attempt to develop just such a program later in this
volume. But first we should consider the arguments put forth over
the years by those who opposed independence for Social Security..

Critics of an independent Social Security system have argued
that Social Security can’t be a separate entity, because it takes in too
much revenue and spends too much money. In fact it does neither. In
the name of Social Security the U.S. Treasury handles these func-
tions even though Social Security has independent status. In its pre-
sent form Social Security is by definition a federal social program,
not a contractual pension system: it is subject to periodic Congres-
sional evaluation along with other economic and social functions of
the government.

It is further argued that in setting up Social Security as an inde-
pendent agency the program would greatly weaken and fragment do-
mestic policy making by the administration. But thus far no appar-
ent deterioration of government policy making capabilities has
occurred. Changes if any in the way Social Security is handled in the
United States have been virtually nonexistent.

The fact is that Social Security is now more than a helping hand.
It is a full-blown retirement system. Right or wrong, this is how mil-
lions of Americans think of it. Unfortunately, the program as cur-
rently administered lacks the financial muscle to do the job. Work-
ing people now feel that they have earned their retirement, since
throughout the years FICA has been deducted from their paychecks
and they have acquired vested rights that no one can take from them.
But this is far from the truth. Congress can adjust benefits at any
time, even after you have retired.

If Social Security were actually a welfare program such as SSI,
then why all the subterfuge? Why use two taxes : FICA and the in-
come tax? Why not one simple income tax to cover everything? All
other programs are considered welfare pure and simple, and have

nothing to do with retirement.
Former Social Security Commissioner Stanford Ross stated a
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. We know that this is a hard section to read. But, it is very educational
and worthwile to read. We suggest you read this section four or five
pages at a time.

. One of the points you will realize is that the Senators were worried that
the Social Security program would be ruled unconstitutional.

. As we have noted in other sections, with the help of Chief Justice
Brandeis working behind the scene the Act just barely passed muster.

. Chief Justice Brandeis and Justice Cordosa rigged all the early Supreme
Court cases. Even though Cordosa gets the credit for authoring the
opinions it was in fact Brandeis who actually wrote the opinions. It
appears there was more than just a little conflict of interest between the
legislative and Judicial Branches of government.
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EOCIAL SICURITY

The Senate resumed ccnsideration of the bil! (H. R. 7260)
to provide for the general welfare by establishing a system
of Federal old-age benefits, and by enabling the several
States to make more adequate provision for aged persons,
dependent and crippled children, maternal and child wel-
fare, public health, and the administration of their unem-
ployment-compensation laws; to establish a Social Security
Board; to raise revenue; and for other purposes.

The VICE PRESIDENT. The question is on the amend-~
ment offered by the Senator from Missouri [Mr. Crarx]l.

Mr. BARKLEY, Mr. President, the amendment which
bas been offered by my friend the Senator from Missourl
{Mr. Crarx) is to be voted on at 1 o’clock, and inasmuch
as the Senator from Missouri desires to conclude the argu-
ment on his own amendment, I prommised him not to occupy
all the time; snd I have no desire to do it independent of
that in order that I may extend to him the courtesy to
which he is entitled as the author of the amendment.

There are so many things involved in the amendment
which is now Lefore us that I could not hope to call atten-
tion to all of them in the space of time which I shall occupy.
We have heard a good deal of discussion here on the pending
bl and in connection with the amendment, in which the
fear has been expressed that the bfll itself is of doubtful
constitutionality, and the intimation is that we ought to
vote against it on that account.

Mr. BORAH. Mr. President——

The VICE PRESIDENT. Does the Senator from Ken-
tucky yield to the Sepator from Idaho?

Mr. BARKLEY. I yield

Mr. BORAH. The fear, as I understand, is with refer-
ence to title II; but does not the Senator think that title 7
might be held to be unconstitutional without affecting tho
other portions of the bill?

Mr. BARKIEY. Yes: I think the various titles of the bil}
are separable. The point that I have in mind at this par-
Heular juncture is that, if it be true that there is any part
of this measure concerning the constitutionality of which
there ig doubt, that doubt ought not to be increased by
adding an amendment such as that which is now before
the Sengte.
norve have heard the Federal Government berated and de-
h‘“hced here on the floor as if it were a sort of monster; we

Ve heard it talked about as if it were s sort of glacier,

Ue in proportions, crawling along the surface of the
tact rushing everything with which it comes In con-
- And that, because it is a monster, because it is conatantly
of autrs s hands out to crush somebody or to rob somebody

thority, we ought to vote against this measure and all
Ineasures which are brought forward for our con-

m:ntonot entertain that conception of the Federal Govern-
wies The same pesple who pay taxes into the State treas-
Pay taxes into the Federal Treasury; the same people

i

who are citizens of the States are citizens of the United
States: and I look upon our National Government rather as
a8 benevolent organization than as a ruthless organization
seeking all those whom it may devour. Certainly in its effort
to relieve economic insecurity by providing some universal
and uniform way by which we may eliminate the hazards of
old age, of unemployment, and of illness, our Natiopal Gov-
ernment takes on the qualities of a twnevolent government
and not of a despotic or ruthless government.

We have had our attention called to the decision of the
Supreme Court in the famous case sometimes referred to as
the * sick chicken ” case, sometimes as the * chicken coop ™
case, and other derisive terms which have been applied to it.
I think it is unfortunate that the decision as to the legality
of N. R. A. had to arise on a case involving the plucking of
chickens out of a coop, because it seems to be a trivial situs-
tion; but the Supreme Court went into it in detail and there-
fore I have no disposition to treat it in a trivial way.

I believe there is no question that the Congress has the
power to levy the tax which is proposed to be levied under the
pending bill. I am not concerned with fear as to the consti~
tutionality of title II, which can only be doubted on the
ground that we are invading a field which was reserved to the
States or the people; but I do not see any difference in prin-
ciple between appropriating billions of dollars to be given to
unemployed men and women all over the United States in an
emergency to keep them from starving and freezing and
appropriating money out of the Treasury in an orderly way to
provide against the existence of such an emergency in the
future.

We need not grow fearful that the foundations of our
Government are going to crumble because the Supreme
Cowxt on one day rendered three decisions, two of which
nullified acts of the Federal Congress, one being the N. R. A,
case, the other involving the Frazier-Lemke Act, which was
passed by Congress and was not, strictly speaking, a part of
the new deal, as it has been assumed that al! these decisions
were rendered against the new desal, and the third baving to
do with exercise of the power of dismissal on the part of the
President,

It might be interesting for Senators to recall that from
1789 to 1859 the Supreme Court rendered only 2 decisions
nullifying acts of Congress. From 1860 to 1869 it rendered
4 declsions pullifving acts of Congress; from 1870 to 1879
it rendered 9 decisions nullifying acts of Congress; from
1880 to 1883 there were 5 such decisions; from 1890 to 1899
there were 5 such decisions; from 1900 to 1909 there were
9 such decisions; from 1910 to 1919 there were 7 such de-
cisions; from 1920 to 1929 there were 19 such decisions:
from 1930 to 1932 there were 3 such decisions; and from
1933 to 1935, both inclusive, there were 7 such decisions,
which involved only 6 acts of Congress. So that from 1920
to 1929, a period of 10 years, the Supreme Court nullified,
in all 19 decisions, acts of Congress, but no one was then
fearful that becauss of that fact Congress had ceased to
function or that the Supreme Court had arrogatzd to itself
the powers of government.

No one thought the foundations of our Government were
about to crumble; yet because during the last 5 years the
Supreme Court has rendered 10 decisions in which it nulli-
filed acts of Congress, 7 of which have been rendered within
the last 3 years, we are csutioned not to vote for anything
that even implies a position near the border line, lest we may
do something that is unconstitutional

Mr. President, my objection to the Clark amendment is
that it sets up two competitive systems of old-age relief. I
believe one of the wisest things the Nation has done has been
to recognize the duty of the Government toward indigents.
Whether the indigent condition be brought about by unem-
ployment or old age or ill health, there is no way by which
the public can escape the burden. It is always present in
one form or another. Those who wark must support those
who do not work. It has always been 50, and it will always
be s0. With respect to reduction of hours of labor, my theory
has been that if we must decide whether all our people should
be allowed to work three-fourths of the time or three-fourths
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of them should be allowed to work all the time and the other
one-fourth never work at all, I prefer the first alternative
50 as to.divide whatever work is available among all the able-
bodied men and women of the country who desire to work,
so they may share it in proportion to their ability, rather
than that we shall have a permanent condition in this coun-
try in which three-fourths of the people shall be allowed to
work all the time and one-fourth never to work at all, and
therefore become burdens upon the three-fourths who shall
be allowed to work. That is the reason why I favor reduc-
tion in hours of labor, insofar as we can do that, in order to
spread the work which is available among all the people capa-
ble of working.

I feel the same way with respect to the provisions for old-
age pensions and unemployment insurance. That is why I
believe in this measure, worked out by a commission ap-
pointed a year ago by the President at the time he sent his
message to Congress announcing that at this session he
would propose a constructive plan of legislation to deal with
this complicated and interrelated situation. After months of
investigation and months of labor that commission brought
out a tentative plan, which was submitted to the Houses of
Congress, and both Houses, through their committees, held
exhaustive hearings on the subject. The Hoise of Repre-
sentatives finally passed a bill, I believe, in much modified
form. Our Committee on Finance gave weeks and months
of study to this problem, and has brought here a bill propos-
ing a uniform and universal plan to apply to our country.

Abraham Lincoln once said this country cannot endure
half slave and half free. I do not believe any old-age pension
system we may insugurate can long endure half public and
balf private, because {f we have private insurance or annuity
plans set up in opposition to the plan of the Federal Govern-
ment, {t is not difficult to see that the high-pressure sales-
manship of annuity companies and of insurance companies
will always be on the doorsteps of the employers to convince
them that they can insure their employees in a private sys-
tem more cheaply than they can by the payment of taxes
into the Federal Government and a consequent dispensation
of the benefits in an orderly and scientific fashion.

Therefore I belleve the effect of the Clark amendment—and
I am sure, of course, the Senator from Missouri was not actu-
ated by any such design or desire—will be to disorganize and
disarrange the reserve fund set up in the Treasury under the
Federal plan, and that it will gradually and effectually under-
mine the Federal system which we are trying to set up. We
will then have our Government in competition with every
annuity writer and every employer in the country who thinks
he may be able to save a little money by insuring his em-
ployees or by adopting some private annuity plan which may
be ‘suggested to him by some private losurance company or
annuity company which desires to obtain the business.

As the Senator from Wisconsin [(Mr. La ForrerTe] said
yesterday, the employers of the United States have not
asked for this amendment. Only one emplnyer of labor
came before our committee and sungested it. He was a
representative of the Eastman Kodak Co. of Rochester,
N. Y., which for many years has had a very commendable
system of private annuities for its employees. The only
other man who came %efore the commiftee to suggest the
amendment was 8 man who represents an annuity company

which desires to write policies for employers throughout
the United States.

The question which we are to settle when we vote on the
Clark amendment at 1 o'clock is whether we are to have a
Federal system uniform in its application all over the United
States or whetisar we are to have a spotted system, part
Federal and part private,

The argument has been advanced here that faflure to
adopt the amendment would rob the States of some righte
to which they are entitled. The argument has even been
made that the enactment of this bill into law will rob the
States themselves of some right under the theory of State
rights. X belleve in State rights. I was schooled in the
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try and I belong to a political organization one of Wh%%
cardinal doctrines has always been ‘the preservation of that
rights of the States. But while I am in favor of Statat
rights, T am also opposed to State wrongs. o
We take nothing away from any State in this me
There is nothing here which interferes with the right of
State to pass its own old-age-pension laws and its own
age annuities or any other form of old-age relief which th.*
State legislature, through the representatives of the peop't‘ﬁ
may desire to enact. We not only take away from the'
States no right which they enjoy but we take away from ng'
employer any right which he enjoys. He may continye hiy
private plan if he desires; and if he fs so generous as po'
to be satisfled with what the old people who work for hj,,{
or his concern for the able-bodied years of their lives ary
to get out of this bill, he may supplement that by adding’
to it, or inaugurating a private system of his own whm{'
will give them more than they will be able to obtain unq?
ely taky

A
i

the bill as we have it here.

My contention is, however, that we cannot saf
away from this uniform, universal system which we are tryJ
ing to establish here the universality and the uniformity
its application by holding out an invitation or an encourage.
ment to private individuals to impinge upon the system sei
up by the Federal Government, and utterly to destroy “§
reserve fund, and thereby break down its application, bes
cause the Federal Government will be compelled to bear thy
burden of it on the seamy side, while private employers may
so manipulate their employment as to age as to have a hrq
majority of younger men who would not be an immedia
burden upon them, while shifting to the Federal Govern!
ment all of the older employees whom they do not desiny
to carry on their rolls because of the greater burden that
might be attached to payment of annuities to them over §
term of years. 4

Mr. COSTIGAN. Mr. President— i

The PRESIDENT pro tempore. Does the Senator from
Kentucky yleld to the Senator from Colorado? i

Mr. BARKLEY. I yield to the Senator from Colorade,

Mr, COSTIGAN. Y am much impressed by the statement
of the Senator from Kentucky. In connection with it, I ast
his attention to the proviso on page 4 of the Clark amend-
ment, to which, as I view the amendment, not enough
attention has been directed. :

Under that proviso, with which the Senator 1rom Een
tucky doubtless is familiar, if an employee leaves prival
employment prior to reaching 65 years of age, the duty falt
upon the employer to pay to the Treasury of the Unit«
States an amount equal to the taxes which otherwise wouk
have been payable by the employer, plus 8 percent pe
annum, compourded annually. Since we are dealing will
insurance principles, is the Senator prepared to tell th
Senate why the payment to be made at such a time {s no
based on actuarial standards, which would result in a large
payment by the employer than the amount provided for b
the Clark amendment?

Mr. BARKIEY. Of course, I am not able to answer th
question of the Senator, because I do not know why it ¥8
not based upon actuarial facts and upon actuarial invest
gations.

Mr. CLAREK. Mr, President, will the Senatar yleld?

Mr. BARKLEY., I yield

Mr. CLARE. I do not desire to take the Senator's tim(
and I shall be glad to have the Senatar make up out of &
time the amount of time consumed by this interruption.

The question Is very simple to answer. The provision ¥
included in that form to meet the objection which was m&
in the committee that the employee might be the loser !
any time by transferring from a private fund to the GO
ernment fund The provision was put in the amendmé&
in this form to insure that an employee who, either Ir¢
his own wishes or from any other cause, transfers at &
time from a private fund to the Government fund will ¢£
tainly not be any worse off than if he had been in
CGovernment fund all the time.

doctrine af State rights. I come from a section of the coun-
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Mr. BARKLEY. That leads me to discuss another matter
which I think is very serious and will be very difficult to
administer.

The amendment of the Senator from Missouri provides,
of course, that the board shall approve these plans. It
must keep constantly in touch with each of them, not only
as to the plan as a whole but as to every single employee
of any concern, however large the number may be. In
other words, if the employment of any man is terminated
under the terms of this amendment, whether by his own
voluntarily act or by the act of his employer, the board in
washington must investigate the relationship of that em-
ployer to that employee; and it is conceivable that it would
take an army of inspectors and investigators running all
over the United States to innumerable places to which they
would be called every time a man terminated his employ-
ment, either on his own account or on account of his em-
ployer, to ascertain the relationship between the employer
and the employee at the time of the termination, and at
the same time investigate the employee's rights under the
private plan and under the Federal plan, if he had any
rights under the Federal plan.

Talk about bureaucratic government, and about snoopers
going around all over the country to investigate everything!
There would have to be an investigation, if there was any
controversy over it, every time a man quit his work or was
discharged, as to his rights under his agreement with his
cmployer, or under the law under which he operated.

That brings me to the discussion of another ma.ter which
seems to me to add to the doubtful constitutionality of the
bill if this amendment should be adopted.

In the child-labor case the Supreme Court practically held
that an effort on the part of Congress to levy a tax on the
products of a factory intended for interstate commerce, pro-
vided they employed children in the manufacture of the
product, was the same as fixing a penalty upon any concern
that employed child labor. They held that that was uncon-
stitutional for that reason, as well as for other reasons
which they assigned.

In the case of this amendment, if the same controversy

should arise, and the Court should take the same view of it—"

that the tax imposed here would be in the nature of a pen-
alty against every concern that did not have a private plan
of annuity for the benefit of its employees—of course, the
act might be held unconstitutional on that ground.

To me, however, there is even a more serious objection
to the amendment on constitutional grounds. The Constitu-
tlon provides that all duties, imposts, and excises shall be
uzniform throughout the United States. Of course, that does
not mean that we have to levy a given tax on everybody in
the country. We have always recognized the right of Con-
Bress to establish classifications for the purposes of taxa-
tion. We do it in all of our revenue laws. We set up classes
which shall pay a certain amount of taxes, and other classes
which according to the law will be taxed in & different way;
but I do not recall any act of Congress or any decision of a
court where it has been held that after fixing these classifi-
cations Congress can lift some persons out of the classifica-
tions and exempt thém from taxes altogether. That is what
this amendment would do. It says to every concern and
every factory, it says to all those who are subject to it, “ You
Will pay this tax unless you inaugurate a private annuity
§ystem of your own. If you do that, you are not reguired to
Pay the tax which everybody else in your class will be re-
Quired to pay.”

1 seriously doubt whether Congress has any such power as
that under the Constitution. Certzinly, in my judgment,
that would violate the rule of uniformity which the Consti-
tution requires with respect to taxes levied upon all classes
and different classes which Congress proposes by its laws
to attempt to tax. Certainly there would be enough doubt
Bbout it to add to the doubtfulness of the constitutionality
of the act as a whole, if there is any serfous doubt as to its
SOnstitutionality, which I have not the time now to argue
3t length, because I have promised the Senator from

Issoury to Jeave him 20 or 25 minutes In order that he
May tlose this argument in behalf of his own amendment.

Bul, regardless of constitutionality, regardless of any
question of technicality, regardless of all the legal tech-
nicians who may be brought forward in behalf of this pro-
posal, my earnest belief is that it is unwise as a matter of
policy to divide this great scheme which has been devised
in our country—=a belated scheme, I will say, compared to
the legislation of other civilized nations, some of which was
inaugurated half a century ago, most of which has been in
operation for a quarter of a century. It has taken us a
long time to march up the hill toward the consideration of
our duty to those who have served society, and in many
cases have rendered as valuable service to the world as the
man who shoulders a musket or goes to war in support of
his flag or his Constitution. It has taken us a long time to
conceive of it as our duty as a government to do something
to recognize, in an organized and regular and orderly way,
the duty of society to its aged and to its unemployed and
to its indigent, those who have served their day and have
passed on beyond the power of service, beyond any capabil-
ity so far as they are concerned to make their declining
years happy and comfortable. I congratulate the Congress
of the United States, I congratulate the American Govern-
ment, I congratulate men of both political parties in this
Chamber and in the other Chamber, that at last we have
come to recognize the fact that society as a whole, in its
organized form, owes an obligation to these men and women
which cannot be discharged by mere lip service, but can be
discharged in a practical way only by the enactment of
workable, practicable plans to apply to sll alike and to all
sections of the country with equal force, as we have at-
tempted to provide in the bill now before the Senate.

I think the Senate and the Congress will rue the day on
which this amendment shall be agreed to, and thereby the
strength of our enactments be weakened, and the power of
the National Government be weakened in dealing with un-
employment and old-age problems. .

For these reasons, I sincerely hope the amendment will
be defeated. However much I regret to oppose any amend-
ment put forward by my lifelong friend the Senator from
Missouri, however much respect I have for his views and
for the sympathetic heart which I know he possesses, never-
theless, I believe he is wrong in principle and in policy in
this case, and I believe it would be a serious mistake to
adopt the amendment; and I, therefore, trust that it wiil be
rejected.

Mr. CLARK. Mr. President, no careful and intelligent ob-
server in these unhappy times can have failed to note
that in the last 10 or 12 years there has been an essential
change, if not in the form of our Government, at least in
its substance, and can have failed to observe that this has
ceased to be a government in which legislation is by con-
gressional consideration and vote, but has become a gov-
ernment by experts,

There was quite a long period following the foundation
of the Government down to a recent date when Senators
and Representatives considered it their duty under the
Constitution to formulate legislation on their own respon-
sibility, under their oaths of office, to consider that legisla-~
tion in the light of their own views, and to cast their votes
on the enactment of the legislation in accordance with those
views. That situation existed until & period not so long
ago. During that time Senators and Representatives con-
sidered it to be their duty to take active part in the formu-
lation of legislation. But under the system which has
grown up in the last 10 or 12 years, & man who feels him-
self qualified to participate in the formulation of legisla-
tion, to have any voice in its formulation, should not offer
himself for election to the Sensate or the House of Repre-
sentatives, but he should procure for himself a position as
a member of some commission, or as an employee of some
commission or as an employee or agent of some bureau of
the Government.

Until very recently these experts were satisfled to go
over legislation proposed to be enacted, in private, with the
Senators who were to introduce it and sponsor it, and
qQuietly to let it be known that it was legislation sponsored
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by the commission or the bureau, as the case might be. In
more recent practice the experts come to the committees, in
executive sessions of the committees, and the experts come
upon the floor of the United States Senate in droves.

In the consideration of the particular bill now before us,
when the bill was finally reported out of the Finance Com=
mittee I think it is no exaggeration to say that there were
three times as many experts In attendance in that supposed
executive session of the committee as there were Senators
present to vote on the bill, a measure which puts a larger
charge upon the taxpayers of the United States than any
bill ever heretofore introduced.

During the consideration of the bill on the fioor of the
Senate the Senator from Mississippi (Mr. Harrison] has
from the beginning been flanked by two experts, the Senator
from Wisconsin {Mr., La Forrerrz] has had a private ex-
pert of his own, and the seats in the back of the Chamber
have been occupied by experts of various kinds. So it is
with some trepidation that a mere Senator of the United
States rises to appeal to his colleagues in this body, and to
differ from the opinions of this galaxy of experts,

Mr. BARKLEY. Mr, President, will the Senator yleld?

Mr. CLARK. 1T yield.

Mr. BARKLEY. I do not recall when a single general
tariff bill has been enacted during my membership in the
two Houses of Congress when there were not clerks and
various experts sitting by the chairmen of the committees
in both Houses to furnish information with respect to the
measure as it went along.

Mr. CLARK. I will state to the Senator from Kentucky
that of course the rule of the Senate provides for clerks of
committees being admitted to the floor, but I have searched
in vain—although I am not complaining about this matter—
for any authorization for representatives of various commis-
sions and various bureaus to be on the floor of the Senate.
I am making no point of that, however.

Mr. BARELEY. I thought the Senator was.

Mr. CLARK. I am simply laying the foundation for
some remarks which I now desire to make.

I do not desire to criticize these experts; they are honest
men, for the most part, wedded to their own ideas, but it
seems to me that when the time has come that the Senate
of the United States canpot consider measures on its own
responsibility without any more effective sargument being
made against a measure than that this corps of experts
does not approve it, this country has come to a pretty pass.

Mr. BARKLEY. Mr. President, will the Senator yield
further?

Mr. CLARK. I will in just a moment. In other words,
it seems to me that there may be very grave suspicion that
the real objection of these experts to this amendment and
to other suggestions for changes in the proposed act which
have been advanced may bear a very close analogy to Presi-
dent Grant's remark about Senator Charles Sumner. It is
related that on one occasion someone told President Grant
that Sumner did not believe in the Bible, and Grant replied,
“ Yes, damn him; that is because he didn’t write it.” That
is the attitude of many of these experts regarding many of
the measures brought on the floor of the Senate.

I now yield to the Senator from Kentucky.

Mr. BARKLEY. I wish to ask the Senator a question.
We are dealing always with 8 very practical situation. Back
in the days when legislation was simple it was easy, of cowsse,
for the Senators and the Members of the House of Represen-
tatives to deal more at large with the details of legislation.
1 recall the act creating the Federal Trade Commission which
I helped to write as a member of the Committee on Inter-
state and Foreign Commerce of the House of Representa-
tives, and that was a very short act. But as the problems of
the Government have multiplied and our society has become
more complex, members of both branches of the National
Legislature and of branches of all legislatures everywhere
have found it more necessary to acquire accurate information
in order to guide them in the matter of legislation.
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We will adjourn in a few weeks and go home. We wij} be
at home I hope the remainder of this year. We do not haye
our minds on legislation when we are at home, we are not
writing bills, We are glad to get away from the humd.mm
and the burden of legislation.

When we come back in January, what harm will come
the President shall appoint some commission to 100k into o
situation which may require legislation when we reassembjs
and if such commission shall have gathered a volume of in.
formation for our assistance and guidance in the matter of
legislation? What harm is there even if some gentlemen
have suggested a tentative draft of a bill, which we have ths
right to change, as in this case we have changed the bjy
materially from what it was when it came to us?

Mr. CLARK. Evidently I have not been able to make
myself clear to my distinguished friend from Kentucky.

. . I am sure that is my fault.

Mr. CLARK. No one complains about the furnishing of
information to any committee of the Senate or of the House
of Representatives, or to either body itself. What I am com.
plaining about is the assumption of infallibility by this body
of experts.

Mark now, how & plain tale shall put my friend down,
The first draft of the bill before us was produced after ¢
months of work under direction of a stellar array of techni.
cal, medical, public-health, hospital, dental, and child-wel-
fare officials,

The bill was prepared, and some 2 or 3 weeks later the
experts of the Treasury Department advised a multitude of
very radical changes in the bill, which were accepted almost
without exception. ’ :

Since then experts advisory to the committees in the
House and In the Senate have brought about many further
modifications, and it is only now, at the last minute, after
all this multitude of changes, that the opinion of these ex-
perts suddenly becomes infallible, and in the face of this
they now maintain that the Federal plan as now contained
in the bill has suddenly achieved such perfection as to jus-
tify the wiping out of benefits of all private plans in favor
of a Government compulsory plan, which will probably
again be changed by the experts.

Mr. President, I have only a few minutes remaining, but
I desire &s briefly as possible to state why I think my amend-
ment should be agreed to.

Mr. LONG. Mr. President, before the Senator leaves the
subject he has been discussing, I wish he would not overlook
what the Senator from Kentucky has pointed out, that as
these experts continue to compile our laws the Government
becomes more complex and complicated, and needs more
experts.

Mr. CLARK. That is unquestionably true.

Mr. BARKLEY, If the Senator will yield, of course, that
is not what I said at all, and the Senator from Louisiana
knows it is not what I said. He got the cart before the
horse, &s he always does.

Mr. CLARK. I do not desire to have the Senator from
Kentucky and the Senator from Louisiana engage in a con-
troversy in my time, because I have only 13 minutes left.

Mr. LONG. Mr, President, I beg the Senator's par-
don——

Mr. CLARK. I must decline to yield, because I have
some serious thoughts I desire to present to the Senate.

The statement was made by the Senator from Mississippl
in the course of the debate—and I kpow In good falth,
because it was based on the testimony of one of the ex-
perts, to which I myself listened-that there is no private
pension plan more generous and more beneficial to the
employee than the Government plan.

Mr. President, the expert who made that statement befors
the Finance Committee, the principal opponent before th®
committee of the amendment which i3 soon to be voted on.
was M. W, Murray Latimer. He is the inventor, or the
chief proponent, at least, of the contention which has been
advanced here on the floor that the adoption of the pending
amendment would lead to discrimination against the oldef
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type of employees and the laying off of employees at a fixed
or earller age. Yet the same Dr. Latimer, before he be-
came an expert testifying in the executive sessions of the
Finance Committee, when he was speaking in public on the
stage at Cleveland in January 1930 to the American Man-
agement Association, used this language:

Talk of general retiring age 1imit in any industry is sheer myth.

There has been quite a change in Dr. Latimer's position
between the time he appeared independently on his own
responsibility in public and when he appeared in a secret
session of the Finance Committee as one of the experts of
two of these committees.

Mr. President, it is sald that there are no private plans
which are more beneficial than the plans set up by the
Government under this bill. I read to the Senate yester-
day 8 brief description of the plan of one company which
now contributes 4! percent to a. benefit fund as against
3 percent contributed by the employees, and which, in addi-
tlon to certain other bernefits, provides in the plan an in-
surance policy of the face value of 1 year’s salary for each
employee. )

I now desire to place in the Recorp, Mr. President, some
other advantages in other private plans. What I shall state
is by no means comprehensive, but it is merely illustrative.
Many companies under private plans provide that earlier
retirement for women may be had, or that there may be
special disability retirement.

Companies which normally retire women at age 60, as
against the Government plan of retirement at age 65, are,
among others, the American Insurance Co., the American
Telephone & Telegraph Co., the Clark Thread Co., the East-
man Kodak Co., the General Foods Corporation, the
Rochester Gas & Electric Corporation, and the Standard Oil
Co. of Ohio.

Plans which retire disabled men before age 65, which is a
feature strictly forbidden under this Government plan,
among others, are the Boston Consolidated Gas Co., which
permits retirement at any age after 15 years’ service; the
Electric Storage Battery Co., which permits retirement at
any age after 15 years' service; the International Harvester
Co.; the Standard Oil Co. of New Jersey; and the United
States Steel Corporation.

Plans which retire men, not disabled, before age 65 after
8 specified length of service, among others, are Armour &
Co., Commonwealth Edison Co., Spool Cotton Co., and the
Standard Oil Co. of California.

Mr. President, the trouble with these experts is that they
take their model from the ancient highwayman of old Attica,
Procrustes, whose custom it was, so we are told in fable,
to overpower wayfarers passing along a certain route and
compel them to lie upon a bed which ne had specially con-
structed. Those wayfarers who hsppened to be too short
to Al up the bed had their legs stretched out to the length
of the bed, and these unfortunates whose legs happened to
be longer than the bed had their legs hacked off. That is
the principle of the experts with reference to this bill in
OPposing such an amendment as that which I have proposed.

ere the legs of any private plan are too short to*fit the
Dodel which the Government has made, no one has any
Objection to having those legs stretched out: but it seems
;nore than passing hard and passing unfair to require the
€8S of those companies which happen to have more gener-
ous plans, which happen to be too long for the bed, to be
oft ed off, mare particularly when the length of leg hacked
would be for the benefit of the employees concerned.
d;?g' [President, it was stated by the Senator from Missis-
Keaty Mr. HarrisoN] yesterday and by the Senstor from
emp: cky [Mr. Bazxrry) a while ago that no employers or
ren :Yees ‘Wwere concerned about the passage of this amend-
faith, I know that they both made that statement in good
but, for their information, I should like to say to them
plo ave on my desk here letters from more than 75 em-

Yers now having plans more beneficial to the employees

t:: pf:vergment plan, who protest against having their

. oul

It was stated that the adoption of this amendment would
ruin the structure of the bill. That certainly has not al-
ways been the opirion of tbese experts, because in tke
March-April 1935 number of the Manager’s Magazine, Dr.
E. E. Witte, who sits upon the fioor of the Senate as the
adviser of the Senator from Wisconsin {Mr. La Fortrrre),
used this language:

At the present time, there is no exemption offered to the em-
ployer who has already embarked on s plan of privste annuities,
either with a life-insurance company or by some other means.
1! those insurancd companies underwriting such cases were to
offer a reasonable amendment to the pending bill urging an ex-
emption for such employers, it might be accepted. There would
probably be two points insisted upon, however, by our committee
or by the Social Insurance Board set up under the bill, namely,
(1) the ability of the insurer to tee security of the fund,
and (2) the transferabdbility of the amount vested in the employee
in case he leaves his present employer.

Mr. President, both of those features are completely cov-
ered in the amendment which I have proposed, and I read
that statement simply for the purpose of showing that the
statement which has been repeated here on the floor by vari-
ous Senators that the adoption of this amendment would
ruin the whole structure of the bill is apparently entirely
without foundation; at least {t was not recognized by one of
the chief experts of the committee, Dr. Witte.

In closing, I simply desire to emphasize the fact*that
Senator after Senator in opposition to this amendment has
made the statement that the adoption of this amendment,
providing for the retention of private pension plans, would
redound to the disadvantage of the older employees; and
yet, although the Senator from New York [Mr. Wacwml,
the Sepator from Mississippl {Mr. Harrison], the Senator
from Wisconsin [Mr. La Forrrrrx], and others have been
requested to point out wherein that was possible, not one
of them has been able to lay his finger on the manner in
which that would be possible and to justify the statement.

The fact Is that this amendment, in its present form,
containing the provision that the contribution to the fund
by any employer shall not be less than the amount of the
tax, makes it absolutely impossible for any employer to
profit to the extent of one penny by having younger em-
ployees. The only effect of cheaper insurance by reason
of younger employees would be to enable the employer to
purchase larger annuities, which would redound to tls
benefit of the employee and not of the employer.

The provisions of this amendment make it ahsolutely cer-
tain that the employee can Jeave the private pension system
at any time at his option and go into the Government
system, taking with him not less than the amount which
would have been to his credit in the Government fund
if he had been under the Government fund from tbe very
beginning.

Therefore I submit it {s not to the interest either of the
public or of the employers to penalize employees who now
are under the more liberal pension systems than that pro-
posed to be set up by the Government plan. It is not to
the interest of the public to prohibit forward-looking em-
ployers who are anxious to be more generous to their em-
ployees than would be the system provided in this bill. IX
point out further that under the provision of the amend-
ment the conditions of the private plan must be such as to
meet the approval of the board to be set up under this
bill for the administration of the whole bill, and that under
this amendment the duty is imposed on that board in the
tuture to follow up the operations of the various private
pension plens, and to insure their conformance to the condi-
tions set forth in the amendment. )

I now suggest the absence of a quonom.

Mr. LA FOLLETTE. Mr. President, will not the Senatar
be generous enough to withhold his suggestion of the ab-
sence of a quorum in order that I may utilize the yemaining
time before 1 o'clock in order to read a letter into the
Rzcorp?

Mr, CLARK. Mr. President, I shall be glad to yield the
rematnder of my time to the Senatar from Wisconsin.

Mr. LA FOLLETTE. Mr. President, yesterday I msade the
statement that I was authorized to declare that the Amer-
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fcan Federation of Labor was opposed to this amendment.
I shall take the opportunity of using the remaining minutes
to read a letter which I received from Mr. William Green,
president of the American Federation of Labor, addressed
to myself, dated June 19, 1935, as follows:

Axrricawy FIIERATION OF LABOR,
Washington, D, C., June 19, 1935.
Hon. Rosxar M. La FoLLrTTR, Jr.,
United States Senate, Washington, D. C.

Draz SENATOR: The American Federation of Labor is unsalterably
opposed to the Clark amendment to H. R. 7260, the soclal-security
bill. The amendment proposes to conticue in operation private
insurance schemes in effect in various {ndustries. This would
exempt these industries that have old-zge-pension plans from pay-
ing the tax provided in the bill.

It 1s well known that the management of many industries dis-
charge employees when they approsch the retirement age. In-
formation was given the Senate that in the packing industry,
for instance, the private insurance plan has been a success. It
must not be forgotten that a few years ago when the packing
planta of Nelson Morris & 8S8on were sold to Armour & Co. the
tosurance plan in effect in the former's plants was canceled.
Although many employees had contributed for many years to the
ingurance plan, they never received & penny in return after the
sale af the compaay to Armour & Co.

Another great objection to private pension plans is that it tends
to discoursge the employment of older men. Men more than 40
years of age are refused employment. There is no hope for them
except through the enactment of the national-security bill,

Thére are many rassons why the Clark amendment should be
defeated. It would prevent many thousands of persons over 65
years of age ever recelving old-age pensions. On the other hand,
if the security bill is passed as written, those entitled to old-age
pensions will receive them.

Private insurance plans were originated in industries which
objected to the employees joining trade unions. It was an incen-
tive to the organization of company unions which gave the indus-
tries complete control over their employees.

‘Therefore the American Federation of Labor can see nothing to
the advantage of the workers in exempting private insurance
plans in the proposed law. '

Yours very truly, - G

W f
President American Federation of Labdor.

The PRESIDENT pro tempore. The hour of 1 o’clock
having arrived, under the unanimous-consent agreement en-
tered into yesterday, the Senate will now vote on the amend-
ment offered by the Senator from Missouri [Mr. CLARK].

Mr. LA FOLLETTE. I suggest the absence of a quorum.

The PRESIDENT pro tempore. The clerk will call the

roll.

The Chief Clerk called the roll, and the following Senators
answered to their names:
Adams Connally '3 Radcliffe
Ashurst Coolldge La Polletts Reynolas
Austin Copeland Robinson
Bachman Costigan YLogan Russell
Balley Dickinson Lonergan Schall
Bankhesd Dieterich Long Bchwellenbach
Barbour Donahey MeGLl Bheppard
Barkley Dufly McKellar Bhipstead
Bilbo Fletcher McNary 8mith
Black Frazier Maloney Stetwer
Bone QGeorge Me Thomas, Okia,
Borah Gerry Minton Townsend
Brown Gibeon Moore Trammell
Bulkley Gore Murphy Truman
Bulow Guffey Murray Tydings
Burke Hale Neely Vandenberg
Byrd Harrison Norris Van Nuys
Byrnes Hastings Nye Wagner
Capper Hatch O2ahoney Walsh
Caraway Hayden Overton Wheeler
Chaves Johnson Pt ‘White
Clark Keyes Pope

The PRESIDENT pro tempore, Eighty-seven Senators
baving answered to their names, a quorum is present.
. The question iz on agreeing to the amendments offered by
the Senator from Missourt [Mr, Crarxl.
Ti.e amendments «®ered by Mr, CLARK are as follows:

On page 15, after line 23, to insert the following:

“{7) Bervice performed in the employ of an employer who has In
operation s plan providing sannuities to employees which is certified
by the board as having k&*n approved by it under section 702, if the
employee performing such service has elected to come under such
g:n; except that if any such employee withdraws from the plan

ore he attalns the age of 65, or if the board withdraws its ap-
proval of the plan, the service performed while the employee was
under such plan as approved shall be construed to be employmens
as defined in this subsection.”
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On page 43, line 11, after * Sec. 702.”, insert *(a).”
9n page 43, lines 17 and 18, add the following new paragraphs.
(b) The board shall receive applications from employers w
desire to operate private annuity plans with s view to provial
benefits tn lieu of the benefits otherwise provided for in title nn‘
H10icate of Such approvaL If 1t s that Fuch plam mang B¢ & oo
c: © ch appruv ds t such plan ts t.
ing requirements: P be folloy.

“(1) The plan shall be avallable, without limitation as to
to any employee who elects to come under such plan: Pr
That no employer shall make election to come or remain under the
pxm:.. condition precedent to the securing or retention of employ
men: *

“(2) The benefits payable at retirement and the conditions ag to
retirement shall not be less favorable, based upon accepted acta.
arial principles, than those provided for under section 203.

“(3) The contributions of the employee and the employer shay
be deposited vith a life-insurance company, an annuity organizs.
tion, or a trustee approved by the board.

*“(4) Termination of employment shall constitute withdrawyl
from the plan.

*“(5) Upon the death of an employee, his estate shall recelve apn
amount not less than the amount it would have recetved if
:gfl:g:e had been entitled to receive benefits under title II of

“(c) The board shall have the right to call for such reporty
from the employer and to make such inspections of his records
as will satisfy it that the requirements of subsection (b) are being
met, and to make such regulations ss will facilttate the operation
ot n:::n private annulty plans {n conformity with such require.
ments.

“(d) The board shall withdraw fts spproval of any such plag
upon the request of the employer, or if it finds that the plan or
any action taken thereunder fails to meet the requirements of
#ubdbsection (b).”

On page 52, after line 7, £dd the followilng new paragraph:

“(7) Service performed by an employee before he attains the
age of 65 in the employ of an employer who has in operation
a plan providing annufties to employees which is certified by the
board as having been spproved by 1t under section 702, ff the
employee has elected to come under such plan, and if the Com-
missioner of Internal Revenue determines that the aggregate an.
nual contributions of the employes and the employer under such
plan as approved are not less than the taxes which would other.
wise be payable under sections 801 and 804, and that the em.
ployer pays an amount at least equal to 50 percent of such taxes:
Provided. That if any such employee withdraws from the plan
before he attains the age of €5 or if the board withdraws its
approval of the plan, there shall be paid by the employer to the
Treasurer of the United States, in such manner as the Secretary
of the Treasury shall prescribe, an amount equal to the taxes
which would otherwise have been payable by the employer and
the employee on sccount of such service, together with tnterest
on such amount at 3 percent per annum compounded annually.”

Mr. CLARE. I ask for the yeas and nays.

The yeas and nays were ordered, and the Chief Clerk pro-
ceeded to call the roll

Mr. BULKLEY (when his name was called). I have a
general pair with the senjor Senator from Wyoming [Mr,
Carey], who i3 necessarily absent from the city. I under-
stand that a special pair has been arranged for him on this
vote, which leaves me free to vote. I vote “ yea.”

Mr. LOGAN (when his name was called). I have a gen-
eral pair with the senior Senator from Pennsylvania [Mr.
Davis], who is absent. I am advised that if he were present
he would vote “ yea ", and, as I intend to vote the same way,
I feel al liberty to vote. I vote “yea™

The roll call was concluded.

Mr. NYE (after having voted in the negative). On this
question I have & pair with the senior Senator from Vir-
ginia [Mr. Grassl. If he were present, he would vote “ yea.”
Under the circumstances I withdraw my vote.

Mr. AUSTIN. The Senator from Wyoming [Mr, Caxxrl
is necessarily absent. He Is paired on this question with
the Sepator from Utah [Mr. THoMAs). If present, the Sen-
ator from Wyoming would vote “ yes ”, and the Senator from
Utah would vote * nay.”

Mr. LEWIS. I announce that the Senator from Virginis
[Mr. Grass], the Benator fram California [Mr. McApool,
and the Senator from Nevada [Mr. McCaraax] are unavaid-
ably absent, and that the Senator from Utah IMr. THOMAS]
iz detained on important public business,

I desire to announce the following pair on this question:

The Senator from California [Mr. McAvoo)l with the
Senator from Nevada [Mr. McCaxzax]. I am not advised
how either Senator would vote if present.

The result was announced—yess 51, nays 38, as follows:
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YEAS—81

ams Clark Keyes Pittman
JA\gstxn Coolidge Eing Pope
Bachman Copeland Lewls Russell
Balley Dickinson Logan Bchall
Barbour Dieterich Lonergan Smith
Bo. Dufly Long Stelwer
Bulkley George McGill Townsend
Bulow McEellar Truman
Burke Gibson McNary Tydings
Byrd Gore Maloney Vandenberg
Capper Hale Metcalf! Van Nuys
Carsway Hastings Moore White
Chavez Hatch O'M=honey

NAYS—35
urst Costigan Minton Schwelienbach
BAﬁk.he-ld Donahey Murphy S8heppard
Barkley ¥Fletcher Murray Shipstead
Bilbo Frazier Neely Thomas, Okla.
Black Guffey Norris Trammell
Bone Harrison Overton ‘Wagner
Brown Hayden Radcliffe Walsh
ByTnes Johnson Reynolds ‘Wheeler
Conpally La Folletts Roblnson
NOT VOTING—®
Glass McCurran Nye

g.o:uezyen.l McAdoo Norbeck Thomas, Utah
Davis

So Mr. CLARK's amendment was agreed to.

Mr. BORAH. Mr. President, I offer an amendwment, which
1 send to the desk and ask to have stated.

The PRESIDENT pro tempore. The amendment of the
Senator from Idaho will be stated.

The Cxrer CLERK. It is proposed, on page 4, line 21, after
the comma, to insert “ and (2) an amount, which shall be
used exclusively as old-age assistance, sufficient to xpake the
Federal contribution with respect to each such individual for
each month in the quarter $30.”

On page 4, line 21, strike out “(2)’ and insert “(3).”

On page 4, line 22, strike out “amount” and insert
* amounts.”

On page 5, lines 5 and 6, strike out “ clause (1) and insert
“clauses (1) and (2).”

On page 5, line 10, after “ clause ” insert “(1).”

On page 5, line 24, strike out “clause (1)” and insert
“ clauses (1) and (2).”

Mr. BORAH. Mr. President, the principle of the amend-
ment was discussed somewhat &t length some days ago. The
amendment would make it certain that all persons 65 years
of age and over shall receive $30 per month. The amend-
ment is, on page 4, line 21, after the comma, to insert the
following:

And (2) an amount, which shall be used exclusively as old-age
assistance, suficient to make the Federsl contribution with respect
to each such indit.Jdual for each month i{n the quarter $30.

In other words, if the State shall prcvide $15, the National
Government shall provide $15. If the State shall provide $10,
the National Government shall provide $20. The object and
purpose of the amendment are to assure that not less than
$30 shall be provided for those 65 years of age OT OVer.

Mr. WAGNER. Mr. President, will the Senator yleld?

The PRESIDENT pro tempore. Does the Senator from
Idaho yield to the Senaor from New York?

Mr. BORAH. I yleld.

Mr. WAGNER. If the State should appropriate nothing,
Would the Federal Government then contribute $30 to the
individual? Is that the Senator's idea?

Mr. BORAH. No. If the contribution of the State should
be absolutely nothing, then the Federal Government would
contribute absolutely nothing; but if the State should provide
$5 or $10, the National Government would contribute an
amount which would make the total $30.

Mr. WAGNER. If the State should contribute only $1,
then the Federal Government would contribute $292

Mr. BORAH. That is quite correct. But I do not accept
the theory that the States will not do all they are able to do.

beople of the States are just as humane and just as

to take care of thelr aged as is the Congress. It is

unjust to argue this matter upon the theory that the people
of the States are slackers; it is a question of ability.

Mr. STETWER. Mr. President——-

‘The PRESIDENT pro tempore. Does the Senator from
Idaho yield to the Senator from Oregon?

Mr. BORAH. I yield.

Mr. STEIWER. May I ask the Senator what determines
the relative contributions of the several States and the United
States under the proposal of the Senator, whether it shall be
$10 or $15 or $20?

Mr. BORAH. The State determines how much it will put
up. My amendment provides that whatever additional
amount is necessary to make it $30, the National Government
shall contribute that much.

Mr. STEIWER. In other words, the State would deter-
mine the amount of its contribution in each case, and the
Federal Government would merely supplement it with the
idea of making the total contribution $30?

Mr. BORAH. Exactly.

Mr., HARRISON. Mr. President, the amendment is not
in agreement with what the Senator said he intended to
offer, as I read the amendment. It reads:

An amount, which shall be used exclusively as old-age assistance,
sufficlent to make the Federal contribution with respect to each
such individual for each month in the quarter $30.

Mr. BORAH. That is correct.

Mr. HARRISON. It would seem from the printed amend-
ment which I have read that what the Senator is attempting
to do is to exact from the Federal Government $30 a month.

Mr. BORAH. Not at all The wording of the bill re-
mains as it is. In other words, a State plan for old-age
assistance must provide that it shall be.in effect in all
political subdivisions of the State, and, if administered by
them, be mandatory upon them. Second, it provides for
fina cial participation by the State. Third, such a State
plan must “ either provide for the establishment or desig-
nation of a single State agency to administer the plan ”, and
so forth. All that language remains as it is, and I simply
add that the State must put up something, the State must
make its contribution, otherwise there is no provision what-
ever for payment to its old-age people. If the State puts
up $15, then the National Government contributes $15.

Mr. HARRISON. Does the Senator have any doubt, if
his amendment should be adopted, that the States would
contribute the very minimum and the whole burden would
then be upon the Federal Government?

Mr. BORAH. The State would have to contribute some-
thing before it could get anything.

Mr. ROBINSON. Mr. Presideut, may I ask the Senator
from Idaho how much the State would have to contribute?

Mr. BORAH. The State must determine first what it
shall contribute. If the State should contribute $1, the
Federal Government would contribute $29. I do not recog-
nize the principle that the State would seek to get from
under its burden or its obligation. There is just as much
reason to assume that the people in a State will be anxious
to take care of their people as that the National Govern-
ment will desire to do so.

Mr. ROBINSON. But the difficulty about the Senator's
amendment is that it provides that in case the States do
not contribute substantially the Federal Government ziall
make contribution to the amount of $30. The Senator need
not be misled about the matter. The amendment invites
the States to make a minimum contribution. In my judg-
ment, if the amendment should be adopted it would mean
that the Federal Government would bear nractically the
entire burden of this title.

Mr. BORAH. That is on the assumption that the States
have no sense of responsibility and no idea of discharging
their responsibility in regard to this matter. It proceeds
upon the theory that the Congress has the power———

Mr. ROBINSON. Mr. President, will the Senator pardon
me?

Mr. BORAH. I pardon the Senator.

Mr, ROBINSON. I do npot think that conclusion is jus-

ed.
Mr. BORAH. And I think it is justified.
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Mr. ROBINSON. I think the language of the amend-
ment provides that the States must contribute something,
but no matter how little they contribute the Federal Gov-
ernment 'will contribute the remainder up to the amount of
$30 per month. In the case of & State which is in straitened
circumstances financially, under the amendment the natural
result would be for the State to contribute just as little as
i&e possible in order to secure for its citizens the beuefits of

bill.

Mr. BORAH. I assume that the State will contribute
whatever it can contribute. I assume that the State will
be perfectly willing to discharge its responsibilities toward
its old people. The States are just as likely to do it as is
the Congress of the United States. If they cannot do so,
if a State is unable to make its appropriation, then I say
the old people should not be left without help; that they
should not be left without sufficient means to take care of
themselves; and $30 a month 15 a very small amount, in my
Judgment, to take care of these people. To proceed upon
the theory that a State will do nothing it it is able to do it
is, in my judgment, a wrong theory.

Mr. ROBINSON. But the Senator’s amendment does not
require the States to do all they are able to do. It leaves
it absolutely optional with the State to determine the amount
which it shall contribute, and therein lies the vice of the
amendment. I, no more than the Senator from Idaho, wish
to cast any reflection upon a State, but I know there
are some States whose financial condlition is such that they
would paturally resort to the policy of contributing just as
little as would be necessary in order to obtain the Federal
contribution.

Mr. BORAH. I have no doubt there are States which are
financially fn such condition that they would not be able to
meet the full $15 contribution. It is for that reason that X
do not want the old people in those States to suffer simply
because the State is unable to take care of the situation.
I do not recognize the principle that the State will not do all
it can do. The very fact that the N«tional Government is
willing to assist in the matter in case the State undertakes
to do something will encourage the people of the Stata to
undertake to do what they can do.

I have no doubt that they would do all they can do; and
if they do all they can do, but are unable to put up the
necessary amount, shadl we leave the old people without
any means whatever of being taken care of in this situation?

Mr. President, I ask for the yeas and nays upon this ques-
tion.

Mr. LONG. Mr. President, will the Scnator yleld?

Mr. BORAH. I yield.

Mr. LONG. There are some of us who would like to vote
for this amendment, particularly the Senator from Georgia
and myself, who represent States which are afiected by a
constitutional inhibition. I wonder if the Senator would not
permit us to add just a couple of words at the end of the
amendment to provide that this requirement shall apply
for the year 1937. In other words, some States cannot sub-
mit constitutional amendments until the fall of 1936, close
to 1937, and this amendment, as I understand, requires the
State to make some contribution. That will give these
States & chance to be prepared. Many States, even though
they should adopt a constitutional amendment, would not
be able to raise the necessary revenue within this length of
time.

Mr. BORAH. Mr. President. I should like to take care
of those States which are not in a position to do anything
whatever, but I felt that if I undertook to do that it would
undoubtedly result in the defeat of the amendment. What is
it that the Senator wishes to insert?

Mr. LONG. I do not wish to have the Senator endanger
his amendment at all. I desire to insert a provision that
the requirement as to contribution from any State shall not
be effective before the first, say, of 1937. This is the middle
of 1935. The Senator is calling on & State to raise a great
deal of revenue.

Mr. BORAH. The Senator would be no better off if that
were done. He could not come in under the present bill.

Mr. LONG. We could, perhaps, but Georgia could not.
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Mr. BORAH. My desire in this matter is to make certan
that the old people shall receive at least $30 a month. y
believe that each sovereign State will discharge its duty ang
responsibility in accordance with its financial ability to do sq,
There is not any more reason to suppose that a State wip
refuse to discharge its obligation than there is to supposs
that Congress will do so. The authorities of the State fee}
& deep interest in their people, the same as we do. They
bave a humanitarian feeling the same as we have. Thay
will take care of the condition if they can, but if they cannot,
shall we leave the old people uncaced for?

Mr. HARRISON. Mr. President, I do not desire to delay
action on this amendment. All Senators wish to do what
they can for the needy aged; but if this amendment shouldq
be adopted it would change the whole structure of thig
measure. It would properly raise the question of which
should have jurisdiction as between the State authorities
and the Federal Government in determining who should be
eligible for benefits if the Federal Government were to make
twenty-nine thirtieths of the appropriations for these people,
which could be done under the Senator's amendment. Cer.
tainly, if his amendment should be adopted the States coulq
all point to financtal burdens as a justification and appropri.
ate $1 each for their needy individuals, leaving the Federal
Government burdened with $29, that it would have to carry
under the amendment. If some States were to give rnore
than $1, 8 hue and cry would go up as to inequality among
the States with reference to that matter.

We have exercised our judgment as best we could in try-
ing to inaugurate a policy ! the Federal Government co-
operating with the Btates, each giving one-helf. Is not
every State in the Union in a better position under such a
plan than it bas been heretofore? The Pederal Govern-
ment heretofore has appropriated nothing for this purpose,
and the States have had to take entire care of their needy
aged people, except, of course, under the relief measures.
We are now proposing to give them $15 per month out of the
Federal Tieasury. Of course it might be appealing to go
back to our respective constituents and say, “ I voted to give
you gentlemen $30 of Federal funds instea«d of $15”; but
we must look after some other thingz than merely winning
votes from our constituents on this question.

We are doing more than any other Congress has attempted
to do in providing $15 out of the Federal Treasury if the
States put up $15. If the State puts up $10, the Federal
Treasury will put up $10—an equal amount with the State.
So let us not get into a controversy here and delay the pas-
sage of the bill over the question as to whether the Federal
Government ought to put up four-fifths and the States one~
fifth, or the Federal Government two-thirds and the States
one-third, or the States $1 and the Federal Government $29.
If we adopt this amendment, we shall have to undo the
whole policy we have already adopted in providing for State
determined and administered plans. If the funds are practi-
cally all Federal funds, we should naturally provide admin-
istration from Washington. The authorities here would di-
rect the administration of this measure, and say who, smong
the people over 65 years of age, are needy a=d should recelve
these payments. In other words, the amendment would
necessitate a change so that decisions would be made by 8
bureau here in Washington and not by the authorities in
the local communities of the country. I prefer to leave ths
jurisdiction in the States and to let the State legislatures
and the State authorities determine who ir the needy indi-
vidual who deserves and is entitled to this particular pen-
sion. Then if the State puts up $15 or $10, the Federal Gov-
ernment will match the $15 or $10.

So I hope the amendment will be voted down, because it
would jeopardizy the whole structure of the bill

Mr. FLETCHER. Mr. President, X should like to ask the
Senator & question. Is it necessarily required that the State
as @ State shall make the contribution, or may the State,
through its county commissioners, make it?

Under the laws of Florida, the State as a State would not
be permitted to make the contribution, but the county com-
missioners could arrange to raise thse money,
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Mr. HARRISON. I may say to the Senator that it s the
pgeregate of what the counties put up and what the State
puts up that the Federal Government will match. It is not
confined to the State itself, but is broadened so as to take
{n communities also.

Mr. STEIWER. Mr, President, will the Senator yield?

Mr. HARRISON. I yield.

Mr. STEIWER. Does the Senator from Mississippl accept
the construction which the Senator from Idaho places upon
the amendment?

Mr. HARRISON. No; I do not accept that construction
of it. I know what the Senator intended; but, although I
have not had time to read the amendment carefully in
connection with this provision, Mr. Beaman and others of
the experts tell me they construe it differently; that under
the amendment the Federal Government must put up $30;
and that is the way I read it. But, be that as it may, the
Senator can change the provision if there Is sny Zoubt
about it.

Mr. BORAH. There is not any doubt about it. There is
not any occasion for changing the lapguage. No man with
& sape mind would contend that for a moment. Nothing
goes to the State unless the State puts up something.

Mr, STEIWER. Mr. President, will the Senator yield
further? I desire to make an observation about that matter.

Mr. HARRISON. I yield to the Senator.

Mr. STEIWER. It occurs to me that the pending pro-
posal made by the Senator from Idaho leaves the subdi-
vision, numbered 1, on page 4, just exactly as it is; and that
the result of the amendment would be, if enacted in the way
now proposed, that the Federal Government, under subdi-
vision numbered 1, would match the money put up by the
State to the extent of the sggregate smount of $30 per
month. That is to say, if the State put up $15, the Govern-
ment of the United States would put up $15. If the State
put up $10, the United States would put up $10. The pend-
ing amendment contains added language which provides that
the United States shall provide an additional amount. I now
read the amendment—

And (2) an amount, which sball be usad exclusively ss old-age
assistance, suficient to make the Federal contribution with re-
spect to each such individual for each month in the quarter $30.

Mr. President, what is it that amounts to $30? Is it the
total? Of course not. I agree with the Senator from Idaho
that this language is perfectly clear. I think there is mo
ground for misunderstanding or misconstruction. The lan~
Euage provides that the contribution of the Federal Gov-
e¢mment for each such month shall be $30.

Mr. HARRISON. How does the Senator get away from
the plain lJanguage of the amendment, which says—

Buficient to make the Federnl contribution with respect to each
Such individual for each month in the quarter $30.

Mr. STEIWER. There is no way to get away from it.

Mr. HARRISON. That is the Federal contributfon.

Mr, STETWER. That is right. X the State put up $15
under subdivision no. 1, the United States would put up
$15; and then, under the pending amendment, which is
Marked “ Subdivision No. 2 ” the United States would put up
&nother $15 in order to make the Federal contribution $30;
and in that case the pet result would be a payment to each
Person of $45 per month, two-thirds of which pasment
Would be provided by the United States.

I do not wish to vote for that propasition. I am sym-
Pathetieally disposed toward the proposal made by the

Rator from Idaho &s he explained his proposal. It is
:;S: Ior me to approve a guaranty of a minimum payment
ject3° per month. If we are to enact a law on this sub-
oy the payment ought to be sufficlent in amount to mean
p;neuung to the recipient of the payment. An aggregate
i mem substantially less in amount than $30 per month
bl dequate. It will not accomplish the purposes of the
Drese 1 am wondering if, in order to have that proposition
In hted, some Senator would not care to revise the pend-
D&ﬂendment in order that it may accomplish ths pur-

sought by the Senator from Xdaho,

mlﬁr.?BORAH. What is the proposal which the Senator
akes

Mr. STEIWER. I have not attempted to phrase it. I
merely asserted that I am sympathetic toward the idea
of a minimum guaranty of $30 s month. It would seem
the way to secure such guaranty is to add to the present
subdivision no. 1 merely a proviso that the Federal con~
tribution shall in any case be in such amount that the
total paid shall be $30 per month.

Mr. BORAH. That is precisely what I thought I was
doing, and what I believe I am doing.

Mr. FLETCHER. I suggest that the Senator change the
word “ Federal ”, in line 3, so as to make the “ total contriba-
tion ”, instead of “ Federal contribution ™, $30 a month.

Mr. BORAH. I am willing to consider that.

Mr. WALSH. Wil! the Senator from Idaho explain
whether or not that change will require the same amount
to be contributed by the Federal Government as {s contrib-
uted by the State government?

Mr. BORAH. As I understand, as the amendment would
read with the change, If a State government should put up
$5 or $10 or $15, the Federal Government would match the
amount the State contributed, and then an additiona] amount
s0 as to make the total contribution $30. If the State gov-
ernment should put up $30, the Federal Government would
not put up anything.

Mr. WALSH. By changing the word “ Pederal ” to “ total *
it would mean that it would be possible for the Federal
Government to have to contribute as much as $29.

Mr. BORAH. If the State put up only $1, that would be
true. I am not so deeply interested in the division of sover-
eignty, as to who puts up the money, but I want the money
contributed. If the State cannot do {t—and I take it that
the State will do it if it can—if the State is unable to do it,
then I want the Natjonal Government to contribute, to have
the old folk taken care of.

Mr. FRAZIER. Mr. President, I am very strongly in sym-
pathy with the amendment of the Senator from Idaho.
There are many States which, because of conditions due to
drought and other circumstances, are not able to collect
taxes from the taxpayers. I am satisfled that there are quite
a number of States which could not meet the $15 contribu~
tion provided for in the original bill. That would mean
that the old people in those States above 65 years of age
would have no pensions.

It seems to me the amendment would provide a means of
giving practically all the States a chance to make a small
appropriation so that the old people would get $30. I have
great confidence in the States putting up as much as they
can, and when conditions improve, if they can put up con-
tributions equal to those of the Federal Government, they
will do s0.

Furthermore, during the last few years there have been
old-age pension organizations formed all over the Nation,
which, &s we know, have advocated much larger pensions
than are suggested. True, the money is to be raised in &
different way from that provided here, but that does not
alter the fact that those organizations are out for larger
pensions, and are advocating larger pensions, and I know
they will not be satisfied with the provisions of this measure.

1t seems to me that the amendment of the Senator from
Idabo would help greatly in assuring at least $30 for old
people in States where the States can put up some money,
and even if it is limited to only a few years, it would help
very materially, in my opinion. I hope the amendment will
be agreed to. .

Mr. BORAH. Mr. President, in order to make the matter
beyond question, I desire to limit the contribution to $30.
I do not want any loophole left. I therefore ask leave to
insert, after the word “ contribution” in lne 3, the words
“plus the State's contribution with respect to each such
individual for each month, not less than $30.” That would
not create any obligation on the part of the National Gov-
ernment to put up more than the difference between what
the State would contribute and $30.
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Mr. HARRISON. If the State contributed a dollar the
Federal Government would contribute $29, but the whole
contribution could not be more than $30.

Mr. BORAH. That is quite correct.

Mr. WALSH. It simply makes more definite the point
the Senator has raised.

Mr. BORAH. That is right. There need be no mistake
about it, o far as I am concerned; that is what I desire.

The PRESIDING OFFICER (Mr., MmvrtoN in the chair).
The question is on agreeing to the amendment offered by
the Senator from ldaho, as modified.

Mr. BORAH. I ask for the yeas and nays.

The yeas and nays were ordered, and the legislative clerk
proceeded to call the roll

Mr. LOGAN (when his name was called). I have a pair
with the senlor Senator from Pennsylvania [Mr. Davis]l. In
his absence, not knowing how he would vote, I withhold my
vote. If permritted to vote, I should vote “ nay.”

The roll call was concluded.

Mr, LEWIS. I wish to announce that the Senator from
Utah [Mr. TaoMAS] is detained on important public business.

I also wish to announce that the Sensator from Oregon
{Mr. McNarY] has a pair on this question with the Senator
from Georgia [Mr. RusszLr]. The Senator from Oregon
would vote “yea” and the Senator from Georgia would
vote “nay ” if present.

I desire also to announce that the Senator from Arizona
{Mr. Asmurst], the Senator from North Carolina [Mr.
Bamwry), the senior Senator from Georgia [Mr. Georcel,
the Senator from Virginia {Mr. Grass], the Senator from
California [Mr. McApoo], the Senator from Nevada [Mr.
Prrraaxn], the junjor Senator from Georgia [(Mr. RussELL],
and the Senator from South Carolina {Mr. SNITH] are neces-
sarily detained from the Senate.

Mr. NYE. Announcing my pair with the senior Senator
from Virginia [Mr. Grass] as previously, I beg to annotunce
that were he present he would vote “npay”; and if I were
permitted to vote I should vote * yea.”

Mr. BULKLEY. Irepeatthe announcement of my general
palr with the senfor Senator from Wyoming [Mr. Carexl.
Not knowing how he would vote on this amendment, I trans-
fer my pair to the junior Senator from TUtah [Mr. TROMAS]
and vote “ nay.”

The result was announced—yeas 18, nays 60, as follows:

YEAS—18
Bilbo Prazier Pope Thomas, Okla.
Bono Johnson Bchall Trammell
Borah Lewis Schwellenbach  Wheeler
Capper Long Shipstead
Copeland McCarran Stelwer

NAYS—680
Adams Clark Hatch Rorris
Austin Connally Hayden O'Mahoney
Bachman Coolidge Keyes Overton
Bankhead Cos Radcliffe
Barbour Dickinson La Pollette Reynolds
Barkley Dieterich Lonergan Robinson
Black Dufty McGLL Sheppard
Brown Fletcher McKEellar Townsend
Bulkley Gerry Maloney n
Bulow Gibson Me
Burke Gore Minton Vandenberg
Byrd Quffey Moore Vad Nuys
Bymnes Hale Murphy ‘Wagner
Caraway Harrison MuwTay Walsh
Chaves Hastings Neely White

NOT VOTING—17

Ashurst Donaney McNary Bmith
Baley Qeorge Norbeck Thomas, Utah,
Carey Clase Nye
Oouzens Logan Pittman
Davis McAdoo ussell

So Mr, Borax’s amendment was rejected.

Mr. LONERGAN. Mr. President, I send to the desk an
amendment which I ask to have read.

The PRESIDING OFFICER. The amendment will be
stated

The Carxr Cixex. On page 72, after line 6, it is rroposed
to strike out all of title XI, including all sections and para-
graphs thereof on pages 72, 73, 74, 75, 76, T1, 78, 79, and to
the end of the first paragraph on page 80.
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Mr, LONERGAN. Mr. President, title XTI relates
nuity bonds. ’

The proposal was submitied before the House Ways anq
Means Committee, and was rejected. It was not incor.
porated in the bill which came to the Finance Committee of
the Senate. At & meellng of our committee, When thi,
proposal was considered, 12 memabers out of 21 were present,
Seven voted In favor of the proposal and five voted against
it. Three of the four Senators who voted for the pro
according to their statements tn the committee, were unger
the belief that insurance companies do not sell annuity
bonds, especlally for small sums. I read from the record of
our proceedings:

Senator Baxxiry. Let me ask you this: I have a number of lite.
insurance policies, not very large, but I have severa! policies, and
these insurance companies with which I bave policies write me
letters every few months suggesting an annuity policy that taey
would ltke for me to take. They are all above my ability to reach
them. I cannot comply with their terns and take one unless ¢
be xn insignificant amount, because the amount involved tn an
initial payment and then the annual payment theresfter is go
large that the ordinary fellow who has not a considerable incoms
cannot get it st all. What is going to happen about that? This
is just an inquiry for information. ‘These companies, {t seems to
me, do not get out in that little fleld where many people who
might have a desire for an annuity can obtaln It. What are we to
do about that?

Then comes my anSwer:

Senator LoNzxoaw. All of the insurance companies with which
I am familiar will write any kind of an snnulty policy.

Senator Baxxrry. I do not know any of that sort.

Benator LoNxncaN. I do not think there is any doubt abomt it

8enator BarxrxY. I have the New York Life, the Unfon Central,
the Penn Mutual, the Equitable, and none of them do.

Benator LoNERGAN. We have some af the outstanding insurance
companies tn Hartford, Conn., whers I reside, and I know that
they do it.

Benator Grorax. They write mmall annuities?

Senator LoNrxoax. Yes.

Following the action of the Finance Committee, I cone
tacted officials of life insurance companies to ascertaln
whether or not the life insurance companies of my city issus
annuities in small sums. I now quote from a letter dated
May 21, 1935, from the Connecticut Mutual Life Insurance
Co., Hartford, Conn.:

As of December 31, 1934, this company had In force 3,855 single
premium life snnuities, representing a total annual incoms to the
annuitants of $1.652,002.52. The average annual income to each
annuitant was $428.77, which would give an average monthly in-
come of $35.73.

This average monthly income of $35.73 indlcates the fact the$
the bulk af ocur annuity business consists of annuities of moderats
size. As our annuity contracts are about the same as those of
other companies, we belleve these figures are fairly typlcal.

I now quote from a letter received from the Phoenix
Mutual Life Insurance Co., of Hartford, Conn., dated May

29, 1935:

Under another group of contracts on the annuity plan we pro-
vide that at a definite time in the future there will be paid an
sverage of 8455.93 in annuity income per annum, which is the
equivalent of $37.99 per month. These contracts are availadble in
units of $10 per month of snnuity income, and the premlum.
depending upon the duration of the contract, may be as low as
$20 per annum,

I quote from a report submitted to me by the Connecticut
General Life Insurance Co. of Hartford, Conn.:

. Title XI, United States annuity bonds, which was eliminated by
the House, has been reintroduced by the Senats. In the Senste
Finance Committee report, one of the reasons given for thia por-
tion of the bill is that * insurance companies 40 not now sell sny
considerable number of commercial anpuitlies to individuals in-
stallments. People of small means are practically outside of the
comrmercial-annuity field.” This hardly justifies the issuance
annuity bonds to provide as high as €100 per month old-age in-
come. Many insurancs companies will issue policies providing old-
sge income s low as $10 per month, and some even lower. It
seems to me that this portion of the bll should be eliminated,
becsuse the few Who will purchase the annuity bonds will most
likely be individuals who cak De taken care of by the insurance
compaxies.

Mr. President, not only have the life-insurance companies
already written thousands of annuity policies, but they are
preparing to take care of an immense potential market {of

to.lh
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ujties /n 8 much more comprehensive way than the plan | insurance business along a much-broader front than the
annvided by title XI of this bill Government could possibly undertake? Is the United States

pmm- S. S. Huebner, dean of the American College of Life
Undérwriters, in an article in the Life Insurance Courant,
pointed out, &8s long ago as September 1932, that America is
rapidly becoming annuity-minded. He said:

puring the past decade premiums paid for snnuities have in-
creased relatively more than six times as fast as premiums paid
for life insurance. Annultics are about the only important branch
of the insurance business which hss gained during the hectic
years of 1930 and 1831. Rellrement pensions are also being coa-
sidered everywhere in industiry, by educational institutions, gov-
emfental bodies, and the like. Moreover, insurance compamc_._s
are more and more emphasizing “old-age income insurance”,
and wisely s0, since the plan emphasizes the utilization of Nfe-
insurance proceeds for annuity income purposes during old sage.
Inpstead of preaching death only, as formerly, emphasis is now
placed upon a motive to benefit the policyholder while living.
The supuity fieid will soon be ranged adequately along the in-
surance field. I believe the growth of thé anpuity concept among
the American people will be the greatest single deveiopment in
the life-insurance buslness during the next quarter of a century.

Mr. President, I think these reports point out conclusively
that private insurance companies have developed and are
developing & much more stable field of anpuities than the
Senate has perhaps heretofore realized. Here we have a bill
including s section which would put the Government into
that business in such a way that it would intrude upon
private business enterprise, and no doubt discourage the
widespread development of annuities which is being under-
taken. As has been pointed out, the companies are taking
policies with returns as low as $10 per month to the holder.
Title XI of this bill would provide for annuities of not less
than $60 nor more than $1,200 per annum, which is clearly
an intrusion on the private insurance business.

Besides demoralizing the wonderful progress of annuity
insurance in private companies, this section would place
an unfair burden upon the taxpayers. The Government
would pay the overhead, such as rents, lights, and so forth,
which private companies must figure into their costs. The
taxpayers who would not be interested in the annuities would
be required to carry the burdens of those who received
the annuities. The benefits would go to a particular few
at the expense of the many.

The Government already offers, through the Treasury and
the Post Office Departments, numerous opportunities for
investments of small savings In the tax-exempt fleld. An
extension of this program to include annuity insurance
bonds would definitely compete with an important business,
and, moreover, would tend to invite individuals to lean
uUpon the Government instead of private business and tbe
Varlous State and municipal governments which are ex-
Pected to participate in this social security program.

The PRESIDING OFFICER. The time of the Senator
from Cornecticut on the amendment has expired. He has
15 minutes on the bill.

Mr. LONERGAN. I will use my time on the bill.

Above all other considerations, I think we should remember,

- President, that the insurance companies of this Nation
have been our last wall of defense in our depressing times.
When our banks crumbled and finance was chaotic our insur-
Abce companies stood like the rock of Gibraltar. Essryone
lnows that haa they crashed this Nation would have been
Placed in g desperate condition. Property values would have
Yanished and milltons more of our people would have been on

¢ charity and relief lists at the expense of the Government.
. e ance companies were the last to ask for any gov-
Thmental assistance. Because of their good management
22d sound policies, they did not need it so much as did other

eSS enterprises. Thelr position during the depression,
maiy, OPinion, was the strongest single contributing factor to
Haq ce of financial stability and public confidence.
me,,,_‘h” crashed, all confidence would have crashed with

toNtmr. Mr. President, is the Senate of the United States going
theer 2t 10t0 law & provision in this bill which will injure
me :: Companies? s the Senate going to place the Govern-
Beag, Do & definitely private business? s the United States

te going to discourage sound development of the annuity

Senate going to reinsert in this measure a section which was
stricken out by the House, and which never should have been
there in the first place? :

I ask the Senate these questions and belleve that Senators
will vote for my amendment, which will do no injury to this
measure, and which will not harm in any way the theory or
the practice of old-age pensions or uremployment insurance,
for which I have worked for a great many years.

Mr. HARRISON. Mr. President, I merely desire to make
8 brief statement. The provision giving an opportunity to
people to buy annuity bonds, with the limitation which is
in the bill, that in no instance may they receive an an-
nuity of more than $100 a month. It was placed there to
take care of a group that did not come within the other
provisions of the measure. I think it is one of the minor
features of the bill; in other words, I think the annuities
provided in title II of the bill, and the old-age pensions
and the unemployment features under other titles are much
more important than is this; hut, for the reasons I have
just stated, we placed this provision in the bill on the
recommerdation of the President’s committee which inves-
tigated the matter,

Mr. LONERGAN. Mr, President, may I ask the Senator
from Mississippi a question?

Mr. HARRISON. 1 yield.

Mr. LONERGAN. At the time this proposal was before
our committee there were 12 Senators present, were there
not?

Mr. HARRISON. The Senator states the fact correctly
with reference to that.

Mr. LONERGAN. There are 21 members of the come
mittee, and the vote was 7 to 5.

Mr. COSTIGAN. Mr. President, may I ask the Chalrman
aof the Finance Committee a question?

Mr. HARRISON, Certainly.

Mr. COSTIGAN. It is my understanding that the an-
nuity bond feature of the bill is designed fo offer many
million people an opportunity to purchase cheap annuity
insurance, free from premiums to agents, and that the
persons who, under the committee amendment, are offered
this security are employers or employees who do not come
under other provisions of the bill.

Mr, HARRISON. The Seunator has stated the facts cor-
rectly.

Mr. COSTIGAN. The aggregate number of those who
would be enabled, under these provisions, to purchase res-
sonable annuity insurance would apparently be something
like 22,000,000 people. Does the Senator know whethor
that is a correct estimate?

Mz, HARRISON. That statement was made by Repre-
sentative Lrwis, I think, in a very able presentation of this
matter before the Finance Committee,

Mr. COSTIGAN. Mr. President, may I say that {t was
on my motion that these provisions were included in the
bill in the Finance Committee? The motion was made
following what was, as the Chairman of the Finance Com-~
mittee has just stated, a very able presentation of the rea-
sons for the amendment by Representative Davin J. Lxwrs,
of Maryland, who has been a lifelong student of this gnd
allied questions. Representative Lewis pointed out, as just
indicated. that there are about 22,000000 persons in the
United States at this time whbo do not come under the
protective clauses of the pending bill. Among those are
the self-employed and the members of professions, who
are estimated at this time to be about 11,125,000, and ap-
proximately 10,000,000 workerz. The purpose of the pro-
visions, of course, is to permit the purchase from ths Gov-
ernment, on reasonable terms, of annuity bonds which will
guarantee the purchasers incomes runming from s minj-
mum of $60 a year to $1,200 a year per person,

When Representative Lxwzs presented this matter to the
Senate Finance Committee he persussively enumersted rea-
sons which make these amendments particularly appealing
to Members of the Senale, to professional men of all sorts,
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and to employers who are unable, for one reason or another,
to guard against the likelthood that old age will find them
reduced to need. He made a statement which, with the
permission of the Senate, I should like to have read at the
desk, because it presents the reasons, as concisely as possi~
ble, for the adoption of these amendments.

Mr. LONERGAN. Mr. President, will the Senator from
Colorado yield?

Mr. COSTIGAN. I yield, with pleasure.

Mr. LONERGAN. Dcaes the Senator know whether or
not the United States Government can issue insurance at
a chesper rate than can insurance companies of long
experience?

Mr. COSTIGAN. It {s my understanding that under these
amendments the Government of the United States would
sell annuity oonds to investors—— .

Mr. LONERGAN. That is correct.

Mr. COSTIGAN. And that there would be an absence of
the premiums which ordinarily go to insurance representa-
tives.

Mr. LONERGAN. If these bonds were authorized and
issued they would be exempt from taxation, would they not?

Mr. COSTIGAN. There is a provision exempting the
bonds from taxation, but if the Senator from Connecticut
will consult the amendment he will find a provision which
does not exempt the incorie of these bonds from taxation.

Mr. LONERGAN. The Senator from Colorado and the
Senator from Connecticut have been working for some time
to secure the adoption of a constitutional provision so that
in the future such exemption will not be possible.

The next question I should like to ask the Senator from
Colorado is——

Mr. COSTIGAN. Before the Senator from Connecticut
proceeds, may I call his attention to the provision with
respect to tax exemption?

Mr. LONERGAN. The Senator has stated that the pro-
posed law provides that the income from the bonds shall
be taxed.

Mr. COSTIGAN. 1 understand the Senator from Con-
necticut does not dispute the uccuracy of the statement
made? The part to which I refer is section 1105 of the
amendment, which reads as follows:

Szc. 1105. The provielons of section T of the Second Liberty
Bond Act, &8s amended (relating to the exemptions from taxation
both as to principal and interest of bonds issued under authority
of section 1 of that act. as amended), shall apply as well to
T.uted States annuity bonds, except that annuity and redemp-
tlor payments upon United States annuity bonds shall be sub-
Ject to taxation by the United States, any State, and any posses-
slon of the United States, and by any local taxing sutbority, but
to no greater extent than such payments upon other annuity
bonds or agreements are taxed.

Mr. LONERGAN. Is it the purpose of the Senator from
Colorado to have incorporated in the Rxcorp the entire
statement made by Representative Lrwis?

Mr. COSTIGAN. It is my understanding that the state-
ment made to the Finance Committee by Representative
Lrwzs was confidential, because made in executive session.

Mr. LONERGAN. It is a matter of public record now.

Mr. COSTIGAN. Because of that fact, I asked Represent-
ative Lrwrs to prepare for use of the Senate a statement
summarizing his arguments in support of the amendment
now being considered. That is the statement before me at
this time which I have requested to have read by the clerk
at the desk.

The PRESIDING OFFICER. Without objection, the clerk
will read, as requested.

The legislative clerk read as follows:

I xnow & married couple who are past 60. They have saved
some $15.000 in thelr life’s efforts. If they knew just how long
each of them would live they could provide their own annuity by
investing the $15,000 in safe Government bonds. They could
take enough out of the principal each year, in addition to the
interest, to provide themselves a hundred dollars per month. But
they do not know how lopg either of them will live, and »o they
are afraid to touch the pal.

Now, the Governmeant does know how Jong they are going to
Live 88 members of a class, and paying them the interest as It
would on the bonds the Qovernment can take enough out of the
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principal each year to provide them ‘annuity for which they
fully pay.

Take again, & case of a husband who has a $15,000 estate iR
Wishes to provide for his wife in tbe event of his death. Iy p
Wil he can have the estate converted into a life annuity for her
benefit instead of having the estate eaten up by the court Costy
mth tee's fee, ?mihcommmiom. If he has children he can

eir futures In the same way instead of will them lum
to bz wasted by inexp Zh&nd& _xnx . P Sum,

Let us see about the great human interest fnvolved. In this
bill we undertake to reallze certain social security objectivey
With regard to wageworkers and employves up to $2.500 a ar
we have covered the field approximately. But bow about the Y
mense number of people who are not employees? Take the phyg.
ciaps, the lawyers, the clergy; take the small business man. t
may be his situation when he reaches 85 or 868? There ars mory
than 20,000,000 involved in that situation who may be resson.
ably included in the social security principle of this bill.

Apparently, there ts no objection to the annuity provision o
this bill as far as the public i{s concerned or any part af the Pub.
lic. In fact, the {nsurance companies have spoken through one
of their principal leaders, Mr. Thomas I. Parkinson, of the Equi.
table Life Assurance Soclety of ths United States. He said that
the social insurance provisions of the biil would, lixe ths $10,000.
insurance provision of the war act for the soldiers. operats to
increase greatly and intonsify the thought of the pubdlic on th,
subject of individual protection through .

I quote, in part, from & letter on the subject written by Mr,
Parkinson:

“Just as the business of life insurance received tremendons
impetus from the succwsstul efforts of the Covernment to pravide
a sizsble amount of insurance on the lives of all called to thy
Armies In the creation and the development of the War
Bureau, 0 do I believe that soclal insurance agitation will result
in renewed apprectation and great stimulating of life-insurance
activities, both individual and group. .

“Insurance men are resdy to lend thelr experience In the serve
ice of this social insurance class by assisting in the formastion of
soclal insurance measures along lines of sanity and workabilsty,
As an insurance msan, I would say without hesitation that the
efforts to provide through soctal insurance mesasures 8 more selfe
respecting form of rellef, & better budgeted charity program, will
do much to arouse public Interest iz the whole subject of security.
In dolng this, that overwhelming number of upstauding men and
women who represent the insurance field wil! be inspired to look
more deeply into thelr insurance needs and to more completely
provide security for themselves. Thus, it is likely, in my judge
ment, that history will repeat itself and the impetus given to the
cause of life insurance by the War Risk Bureau in putting a value
of $10,000 on the life of every ecnlisted man will be accentuated
with the result that the present agitation for soclal-insurance
measures will swell the volume of inditidual and group life insur-
ance and annulities.

“In doing this, the Insurance companies and their agenta will
not only be benefited by an enhanced business, but the busie
ness itself will the better be able to muster to its support pudlic
appreciation of the tremendous national and community service
rendered by life insurance supplied through premium-paying
Americans, who, wanting no charity, take care of themselves and
those dependent on them.”

There is a field of potential trafic !n the small annulty, as
there was in the small parcel, which requires special inducement
and conditicns in order to develop it.

When we tock up the parcel post 24 years sgo we found that
the express companles were moving three parcels per capits
in the United States. In Bwitzerland they were moving unine per
capita. They hsd & completely developed parcel-post system,
with rates and conditlons of service adapted to the needs of this
small parcel. It could not pay the 24-cent minimum which the
express company found it necessary to charge the parcel here.
It could psy 7 or 8 or 10 centa.

With our parcel-post aystem, the 2 parcels per capita have
reached about 9 in the United Btates, all of which shows that
two-thirds of that traffic, potential for generations, had been de~
feated by the absence of rate systems and conditions of service
permitting 1t to move.

In this small annuity fleld you are finding analogous phenom-
enon For the big lump-sum payment you would take in
$15,000 at one stroke. An agent assuredly would call for thst.
The company &1 get about 4% percent out of that. But for
the small installment monthly payments that may begin as early
as 30 or 35 to accumulate an annuity at 60 or 65, no agent cx
bother with that. Tbe expenses of the work would utterly defest
the motive to 4o it, unless the great expense were addcd to the
premiums, when the motive to buy the annuity would be
defeated.

And so we find here, a8 with the small parcel, a neglected
field the insurance company cannot serve with sufficlent economy-

Then there is the very vital element in this whole aituation.
It is the question of faith. It is the controlitng element in ouf
conditions. Now. the Government supplies that element of faith.
The private company has to face s wall of distrust and hreak
through it, In ths course of generations—and it has taken gen<
eratlons—it has succeeded with respect to the familinr life pol-
cles. But the annuity poalicy is new; that is, It is new to the
masses. They neoed to be sducated to its wisdom, The Govero-
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ment bas no wall of distrust to meet. It can educate the pub-
jic. The companies will come in for their share in the resulting
co;;ndenee in the annuity, and will have & monopoly of the busi-
pess in anouitles above $100 a month.

Through the initisl faith that the Government supplies. wo
can bope to provide a means which men and women who tre
not covered by these pension and employment provisions may,
through their own savings and efferts in life, provide for them-
selves. Some, of course, will be satisfied with 830 & month;
others may desire in proportion to their capacity to acquire such
annuities for themselves. Wby deny them the surest security in

doing so?
Estimate of number of {ndividuals not covered under the provi-
sons of title II and cligidble for voluntary annuities under

title XI
{(Based on 1830 census)

Owaers, self-eruployed and profess! ls. 11, 825, 000
Parm operators 5, 882, 000
Retatl and wholesale dealers 1, 796, 000
Bell ployed trades. 852, 000
Profess! 1a 2,223, 000
Cthers 1, 574,000

T ——

Workess excluded b of ¢ pation 10, 158, 000
Farm laborers... 4, 376, 000
Dormestics in private homes. 3, 060, 000
Teachers 1, 082, 000
Government, N. B C.! 1, 403, 000
Casusls 490, 000
Institutional - €80, 000
Others G5, 000

R ST TR,
Total 21,981,000

Source: Committee on economic security. An adjustment has
been made for those indivituals 65 years of age and over.
capita income of employees in agriculture was $648 in

The
1929 nn!::ercasz in 19322

The per capita income of employees in domestic service was
$961 In 1929 and $670 in 1933.°

‘The number of annuities in force under the Canadian voluntary
annuity system was 14400 on Mimch 31, 1933. The maximum
apnuity 15 8$1.200. The contracts pay 4-percent interest com-
pounded annually, the interest and administrasive cost being paid
by the Governunent. The average annuity contract for the fmme-
diate annuity type was $418 on March 31, 1933, Nearly 84 percent
of all annuity contracts written In 1030 were for less than $600.

. In addition to Canada, Ecusdor, France, Japsn, snd the Nether-
‘ands have voluntary annuity systems.

Mr. COSTIGAN. Mr. President, using the balance of my
time on the bill, I wish first to express regret that the im-
portance of this question is not being given attention by a
larger present representation of the Senate. As disclosed
In the thoughtful statement of Representative Lrwrs, this
Proposal represents a moderate plan for handling annuity
prolection for the benefit. of approximately 20,0€0,000 Amer~
lcans in a field in which the private insurance companies
have shown Lttle active concern.

The subject was canvassed ‘airly and fully before the
Finance Committee. It developed, as illustrated ip ihe
statement of Mr. Parkinson, read at the desk a moment ago,
the interesting conclusion that the standard insurance com-
fnmes of the country are today not disposed to criticlze this
uY‘De of Government activity; more than that, their offirizls
acline 1o believe that if the Government will deal with
eg"““-y,‘mnds as provided in this amendment, the ultimate
ml‘;"t will be to popularize other forms of life insurance in
u country and increase the business and net earnings of

;lnsumnce compantes.
po € are not without a precedent in thus anticipating the
lea duhnzaersm tion of life insurance. In or about 1907, under the
Justice Bl; of no less eminent a public official than Mr.
Dutua andels, the State of Massachusetts suthorized its
on moasaﬂnzs banks to receive payments in small amounts
benent ;!‘ate-pﬂced insurance policles primarily for the
the m&m'jmr men and women, and from that day to this

inaugurated {n Massachusetts has been & marked

bution to o ced. it is doubtful if there Is any single contri-

he Public affalrs by Mr. Justice Brandeis of which

thinks o highly as this. Thst law worked as the

». 23), " income, 1928-33 (T34 Cong., 3¢ sesx. Sen. Doc. No. 134,
e, p 142,

LXXTX .40

provisions in this bill may be expected to work. Instead of
diminishing insurance sales by the standard companies of
Massachusetts, it spread the use and advertisement of insur-
ance to such an extent that by common consent today ihe
standard companies are the substantial beneficiaries of ths
Massachusetts experhment.

I suggest, therefore, that this amendment should be seri-
ously considered by the Senate. It should at least go to
conference. In my judgment, there is no serious opposition
to it on the part of the leading insurance companies of the
country. The only objection comes from those who, like the
Senator from Connecticut [Mr. Lowzzcax}, are reluctant
to see any form of Government activity which may be re-
garded, even thearetically, as competitive with private busi-
ness.

I trust that the amendment af the Senator from Con-
necticut will not prevail.

The PRESIDING OFFICER. The Chair will state the
parliamentary situation. The motion of the Senator from
Connecticut [Mr. LoNrreaN] seeks to strike out an amend-
ment of the committee not as yet acted upon.

Mr. ADAMS. Mr. President, I wish to ask the Senator
from Connecticut, in my time, to answer a few questions
about this amendment.

One question is as to the accuracy of the terminology.
It seems to me it is incorrect to describe that which is
really an insurance policy as 8 bond. X am wondering if I
am correct in that feeling.

Mr. LONERGAN. Of course, it {s a plan to sell bondx;
but the bill provides for the sale of bonds. Bonds and
policies in this sense are the same thing.

Mr. ADAMS. A bond, as a matter of legal terminology,
is an instrument providing for the payment of a fixed sum
of money at a fixed time.

Mr. LONERGAN. That is correct.

Mr. ADAMS. Here is an indefinite sum of money, de-
pending upon the length of life of the annuitant.

Mr. LONERGAN. Yes, sir; and the amount paid.

Mr. ADAMS. Why did not the committee describe these
Instruments by a correct term, and call them annuity pol-
icles rather than bonds?

Mr. LONERGAN. The Sens Zresn Connecticut op-
posed this proposal in the committee. He subsequently
asked that the proposal be submitted to the full member-
ship. Therefore, he is not in position to answer the Sen-
ator's question.,

Mr. ADAMS. One other question, if I may submit it.

The amendment provides that the insts lments which are
to be paid to the annultant—

.Shsll be guch as tv afford an investment ylel@d ®* ® * notin
cxcess of 3 percent per annum.

An investment yield, if T understand the term, means the
income upon a principal, without the consumption of the
principal. The essence of an snnuity contract is the cone
sumptiop of both income and principal

Mr. LONERGAN. That is correct.

Mr. ADAMS. So that under this bill the return to the
annuitant is limited to not to exceed 3 percent. He may
have a life prospect of 15 years, and yet be limited to s
3-percent income upon the amount he pays far the bond.

Mr, COSTIGAN rose.

Mr. LONERGAN. Will the Sensator fram Colorado an-
swer the question of his colleague?

Mr. COSTIGAN. Mr, President, Y congratulate the jumior
Senator from Colorado on the ingenuity of his suggestion.

Mr. ADAMS. It is a question, not a suggestion.

Mr. COSTIGAN. It has not been offered by insurance
experts. In fact, it should be said to the Senate that thiz
entire amendment bas met the approval of experts. It has
not encountered from any part of the Federal Goverment
such objections as the Senator from Colorado has madas.

Mr. ADAMS. May I suggest that I can sce why the
insurance company would not object, because the annuity
policy pays so much less than the policy which che tnsur-
ance company would affer. I should apprehend' that the
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. insurance company would object if the Government were
issuing a better policy than the company.

Mr. COSTIGAN. May I suggest to the able Senator from
Colorado that the fleld with which we are now dealing is
one in which the standard life-insurance companies have
rarely issued policies or given the sort of assurances the
Senator from Colorado is now indicating? May 1 also say
that if there is merit in his argument, there is no reason
for apprehension about these provisions, because the insur-
ance companies can enter the field and provide those who
desire old-age annuity security, under the theory of the
Senator from Colorado, on much more reasonable terms
than are provided in the bill. I think the Senator will find,
on investigation, that what the Government would do under
these provisions is to provide old-age annuity security in a
field where today it cannot be purchased by citizens of this
country with anything like the same assurances.

Mr. ADAMS. Mr. President, my distinguished colleague
has misinterpreted my inquiry as an argument. I am try-
ing to get some information about a provision of a bill which
comes from the committee with very inadequate explanation,
which puts into a bill designed for certain purposes, insur-
ance features; and I am merely making inquiries.

I have asked why the terminology should be used to call
a policy a bond, which tends to mislead those who invest.
‘The title opens with the declaration that the Secretary of
the Treasury is authorized to borrow on the credit of the
United States to meet public expenditures and to retire out-
standing obligations rather than an accurate statement of
what is intended, if I read the section correctly; namely, to
issue annuity policies to those who wish to buy them. That
s, we start out in the bill with what seems to me to be really
8 misstatement or, rather, a failure accurately to state the
purpose of the title.

Then I have inquired why the payments are limited to
investment yields rather than to properly annuity yields,
which consume principal as well as interest.

I am not arguing. I am merely inquiring in order that
my own vote may be cast in accordance with the facts.

Mr. COSTIGAN. Mr. President, I have, of course, no de-
sire to misinterpret any suggestion of the Senator from Colo-
rado. If I am in error in assuming that the Senator has
made an argument, I of course withdraw tnat assumption
or suggestion. I may say that it impresses me as of very
slight consequence what the particular phraseology of these
amendments is so long as the essential end is clear. The
purpose is to provide a Government promise in the form of
an annuity bond, which may be described as an insurance
policy, if the Senator prefers, constituting a guaranty of
security for the later years of those who desire safely to
invest their earnings or savings for that result.

Mr. McKELLAR. Mr. President, may I ask the senior
Senator from Colorado a question?

Mr. COSTIGAN. Certainly.

Mr. MCKELLAR. Does not this title put the Government
inte the insurance business?

Mr. COSTIGAN. It dees in a minor way, in a very limited
field, in which, according to the testimony we have had,
insurance companies have not desired to go. It is a fleld
which has not been cultivated by standard ipsurance com-~
panies. It has been neglected, and indeed, according to our
information, many insurance men would be glad to see the
Government undertake this responsibility because it would
advertise the value of insurance as protection against the
financial casusalties of life.

Mr. McKELLAR. But it does put the Government into
the insurance business. Will the Senator from Colorado
permit me to make an observation?

Mr. ADAMS. I am very glad to yleld the floor.

Mr. MCEZLLAR. During the war we went into the insur-
ance business for our soldiers, but since the war we have
found it to be very impracticable for the Government to
continue that activity, and we are getting out of it as
rapidly as possible. With that experience in ming, it seems
to me {0 be most unwise for us now to go into the insurance
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business even in a limited way, and my purpase is to
in favor of the amendment. . Yota

Mr. ADAMS. Mr. President, will the Senator yield to mey

Mr. McKELLAR. Certainly,

Mr. ADAMS. I wish to ask a question which is very un
welcome these days. In what clause of the Federal Consy.
tution does the Senator find justification for the issuance 0;
a Federal insurance policy?

Mr. McEELLAR. I know of no such clause in the Cop.
stitution. I know there has been an opinion by Judgs
Grubb, in Alabama, which is now on appeal, in which k,
beld that the Government could not go Into business, Y g4
not know whether the opinion is correct or not; I havy
doubts aboul its correctness. However that may be, there {5
no clause of the Constitution under which this title can be
defended. It is true that under the express war power that
is given us in the Constitution we had a right to insure oy
soldiers, but as I look at it we bave not a scintilla of right
to put the Government into the insurance business as i
proposed, and I stop long enough to ask what clause of thy
Constitution gives us the right?

Mr, COSTIGAN. May I ask the able Senator from Ten.
nessee on what clause of the Constitution he predicates the
ability of the Federal Government to create the Tennesses
Valley Authority?

Mr. McKELLAR. It is upon that clause of the Constity.
tion which deals with interstate commerce. It is that pro-
vision of the Constitution which gives the Government au-
thority over navigable streams, an entirely different situa-
tion from the present one. Even supposing we had no right
to create the T. V. A,, that would be no reason why we should
pass another unconstitutional measure, and I for one am
not willing to vote for a bill which I feel is unconstitutional,

Mr, COSTIGAN. The able Senator from Tennessee finds
no intrastate activities in the Tennessee Valley Authority?

Mr. McKELLAR. Of course there are intrastate activities,
but there are interstate activities also; and it i{s operating
on a navigable stream which runs into several States, a very
different situation from the one we are now considering.

Mr. COSTIGAN. It is gratifying to realize that the Sen-
ator agrees with those of us who find no coprstitutional dim-
culty affecting the Tennessee Valley Authority and other
large issues which are to come before the Supreme Court. I
wish only to say that what s attempted——

The PRESIDING OFFICER. The Senator's time has
expired.

Mr. BARKLEY. Mr. President, I des're recognition, and
I will yield to the Senator to ask me a question.

Mr. COSTIGAN. 1 appreciate the courtesy of the able
Senator from Kentucky. What I want to say further is
this—and to state it as a question, I trust the able Senator
from Kentucky will agree with me--that the amendment pro-
vides for the issuance of bonds in exchange for money. The
Senator from Tenncssee urdoubtedly does not deny the au-
thority of the United States to sell its bonds for money or to
issue agreements in writing.

Mr. MCKELLAR. Of course not.

Mr. COSTIGAN. There is sufficient authority for this
proposal in that*power,

Mr, McRELLAR. I do not tkink it has anything to do
with the beginning and operation of an insurance company
in ccmpetition with private companies,

Mr. BARKLEY. Mr. Presiident, the Senator from Ten-
nessee a while ago referred to the provisions made by the
Government for insuring tbe soldiers. ‘The Constitution
gives the Congress the right to declare was, and that is all
it says about that subject. We have used the war powef,
assuming it covered everything we wanted to do following &
declaretion of war; but I challenge the Senator from Ten-
nessee or any other Sensator to find anything in the Constitu-
tion which specifically authorizes the issuance of a life-
insurance policy on & soldier. 'There is no such authority in
the Constitution.

Mr. McRELLAR. I do not know whether or not the ques~
tion of the insurance policies issued on the lves of our
soldiers has been before the SBupreme Court; I do not belleve
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it bas; but under the broad power of self-defense, in what is
generslly spolen of by those who quote the Constitution as
the “ War power ”, there 13 some semblance of excuse for
the issuance of policies on the lives of soldiers when we are

i thein to the hazards of war. But there is no
possible Way In which the Constitution could be construed
to cover puttiig the United States Government into the life-
insurance DuS-Dess.

Mr. BARKLTY. Of course, it is useless for any Senator to
argue with anither Senator upon the Constitution, because
each Senator }nows more about that than all the other 94
Senators.

Mr. McKELLAR. I have no doubt as to the unconstitu-
tionality of tte pending proposal, and I expect to vote

ainst it.

“Mr. BARKIEY. We talk about war powers which we
assume exist, and no doubt they do, but they exist largely
because there is another provision in the Constitution giving
Congress all power necessary to carry into effect the powers
specifically conferred upon it, so0 that we do act on things
which are not mentioned in the Constitution, and we have
to do it. But in this particular situation we provide for the
issue of & bond by the Secretary of the Treasury. If I have
$3,000 which I desire to invest I cannot go to an ordinary
life-insurance company and get an annuity: they are not
interested in small matters of that sort. They are not con-
cerned about an annuity which involves so0 small an invest-
ment, because it is more trouble than it is worth.

Mr. McEELLAR. Mr. President, I think the Sensator is
wholly mistaken in making that observation, because on
hundreds of occasions I have been urged by representatives
of insgrance companies to buy an annuity policy.

Mr. BARELEY. I have, too, but I never had any of them
ask me tv buy any policy o1 less than $10,000.

Mr. ADAMS. That was a personal compliment.

Mr. LONERGAN. Mr. President, I read from & communi-
catfon written by a standard life-insurance company which
issues a strictly anmudty policy for as low as $10 » month
I quoted from our rroceedings in the Sepate Committee on
Finance, and amorg other things I remember the query of
the Senator along the same line. I think the Senator from
Kentucky and a few other Senators joined the majority in
voting for this proposal {n the belief that the life-Insurance
companies do not issue small annuity policies. In that
respect those who so voted were in error. .

Mr. BARKLEY. It may be that I was in error, but so
far as the committee had any information on the subject,
We were not. However, I am not making any question
about {t,

Mr. ADAMS. Mr. President, will the Senator yield?

Mr. BARKLEY. I yield.

Mr. ADAMS, I have made Inquiry in reference to the
Constitution, and I wanted to suggest to the Senator from
Connecticut as to the foundation upon which the inquiry
¥as made. I was relying upon a fair inference from the
&ction of my learned colleague, s good lawyer, who offered
&n amendment to the Ceonstitution, and I assume he would
Bot have asked to have the Constitution amended if he had
thought it was adequate to meet these conditions. That
Was the basis of my inguiry.

Mr. BARKLEY. I do not Xnow what the suggestion of
the Senator's colleague 1s.

mM-‘- ADAMS. A broad, sweeplng amendment to the Con-
¢ tution which would provide unquestionatly the authority
or the Government to take the proposed action.

Mr. BARKLEY. It did not have any reference to insur-
&nce, did 1ty

Mr, ADAMS, T think it would include insurance.

I Mz, . That would depend on how broad it is.

90 not Xnow how broad it is. I do not think it was
By cally intended to refer to a sltuation such as this

May be that 15 1s & sort of an omnium gatherum, which
m%phm an amendment to the Constitution giving us
'-haer to do everything t7e have not power to do now under
X Constitution; but that would be a different thing; and

% not understand that to be the smendment offered by,

the Eenatar's colleague. Undoubtedly. we have the power
to issue bonds, and vie have the power to use the credit of
the United States. If I have $2,000 to invest in such a band,
the terms of which are that I will be paid back in monthly
or annue” installments the money I put in, there is certainly
nothing unconstitutional about that. It is merely s dif-
ferent way by which the United States would repay its debts
or the money that it borrowed from the people, fast as in
the case of Liberty bonds. The Government could pay
them back all at once, or, if it desired to do so, it could
suthorize repayment in installments. That is all this pro-
vision undertakes to do. When we come down to brass
tacks, that is all it amounts to. I place s certain amount
of money in a Government bond, and we provide for paying
it back in anpual installments, which is simply s method
by which the Government repays its debt.

Mr. McKETLAR. Mr, President, will the Senator yleld?

Mr. BARKLEY. I yield,

Mr., McKELLAR. In answer to the Senator’s previous
question, I read from the Constitution, as follows:

Brc. 8. Tbe Corgress ehall have power ® ¢ * to *» ©* »
gme for the common defense and general welfare of the United

And again—
‘To raise and support arniies.

And again-—

‘To make all laws which shall be necessary and proper for carry~
ing fnto execution the forzgolng powers——

And so forth. _

Mr. BARKLEY. Yes; all “ the foregoing powers.”

Mr. McKELLAR. That is ample provision, in my judg-
ment. I now ask the Senator to put his finger on any clause
or phrase of the Constitution which allows the United States
Government to enter the {nsurance business genersally.

Mr. BARKLEY. I shall quote, not in exact langusge, but
the substance of the constitutional provision, that Congress
shall bave the power to borrow money on the credit of the
United States; and that is what this amounts to. It is bor-
rowing from the people who desire to buy these bonds money
which is to be returned to them in annual payments {n the
form of an annuity. The Ssnator can call it an “ insurance
policy ” if he wishes t6. If I have $10,000 which I invest in &
Liberty bond, that is an insurance policy to some extent. If
I invest $10,000 in a bond of the Urited States, that money
will be paid back to me according to the terms of the bond,
and that is an insurance that I will get my $10,000 whenever
the Government pays it. The pending measure provides
that if I put in $10,000 or any other amount provided in the
bill instead of paying it all back to me at once, the Govern-~
ment shall pay it back in annual installments which we call
an annuity. I do pot see any difference, so far as the prin-
ciple is concerned, between one and the other,

The PRESIDING OFFICER. The time of the Senatar on
the amendment has expired.

Mr. BARKLEY, Mr. President, & parlliamentary inquiry,

The PRESIDING OFFICER. The Senstor will state it

Mr. BARKLEY. I understood the Chair to say that the
question is on the amendment offered by the Senator from
Connecticut, {Mr. LoNrecan] to strike out the amendment
of the Senate committee,

The PRESIDING OFFICER. The situation, as the Chair
understands it, is this: The amendment offered by the Sen-
ator from Connecticut {Mr. LoNzrcan) would strike out an
amendment of the committee not as yet acted upon. There-
fore, when the Chair puts the question he will put the ques-
tion upon the committee amendment; and {f s Senator
wishes to sccomplish the purpose of the Senator from Con<
pecticut he will vote “nay.” If he wishes to vote far the
committee amendment, hs will vote * yea™

Mr., BARKLEY. That is what I was coming to. X
thought the Presiding Officer was about to put the question
on 8 motion to strike out a committee amendment which
had been acted on. The vote is on the committee amend-
ment. Those who favor the committee amendment wili
vote “yea™, and those who are opposed to the tommittes
amendment will vote “ nay.”
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The PRESIDING OFFICER. Those who wish to accom-
plish the purpose of the Senator from Ccnnecticut will vote
“ nay.vi

Mr. LONERGAN. I suggest the absence of a quorum.

The PRESIDING OFFICER. The clerk will call the roll.

The Chief Clerk called the roll, and the following Senators

answered to their names:

Adams Coolidge La Foliette Reynolds
Ashurst Copeland Lewis Robinson
Austin Costigan Logan Fussell
Bachman Davis Lonergan Schall
Batley Dickinson Long Schwellenbach
Bankhead Dieterich McCarran Sheppara
Barbour Donahey McGil Shipstead
Barkley Dulty MecKellar Smith
Bilbo Fletcher McNary Stelwer
Black Frazter Maloney Thomas, Okla.
Bone George Metcalf Townsend
Borah Gerry Minton Trammell
Brown Gibson Moore Truman
Bulkley QGore Murphy Tydings
Bulow Guffey ‘Murray Vandenberg
Burke Hale Neely Van Nuys
Byrd Harrison Norris Wagner
Byrnes Hastings Nye Walah
Capper Hatch O'Mahoney Wheeler
Caraway Hayder Overton White
Chavez Johnson Pittman

Clark Eeyes Pope

Connally King Radcliffe

The PRESIDING OFFICER (Mr. Durry in the cheir).
Eighty-nine Senators have answered to their names. A
quorum is present. The question is on the adoption of the
committee amendment.

Mr. LONERGAN. The pending motion is to strike out
title XI.

The PRESIDING OFFICER. The Chair will state that
the question will be submitted as to the adoption of the com-
mittee amendment, beginning on page 72, line 7, being title
XI. Those desiring to support the committee amendment
will vote ‘“yea.” Those favoring the amendment of the
Senator from Connecticut will vote “ nay.”

Mr. HARRISON. Those in favor of the amendment of the
Senator from Connecticut will vote * nay.”

The PRESIDING OFFICER. The question is on agreeing
to the committee amendment, on page 72, beginning with
line 7, being title XI.

The amgndment of the committee was rejected.

Mr. RUSSELL. Mr. President, I offer an amendment,
which I send to the desk and ask to have read.

The PRESIDING OFFICER. The amendment will be
stated.

The Cmuzr CLERE. On page 4, line 24, before the period, it
i3 proposed to insert a colon and the following:

Provided, That in order to assist the aged of the several States
who have no State system of old-age pensions until an opportunity
is afforded the several States to provide for a State plan, including
financial participation by the States, snd npotwithstanding any
other provision of this title, the Becretary of the Treasury shall
pay to each State 10T each quarter until not later than July I, 1937,
to be used exclusively as old-age assistance, in lleu of the amount
payable under tbe provisions of clause (1) of this subsection, an
amount sufficient to afford old-age assistance to each needy indi-
vidual within the State who at the time of such expenditure is 65
years of age or older, and who is declared by such agency as may
be designated by the Social Security Board, to be entitled to re-
cetve the same: Provided further, That no perscn who is an lomate
of a public institution shall recelve such old-age aasistance, nor
shall any individual recelve an amount in excess of $15 per month.

Mr. HARRISON. Mr. President, will the Senator yleld?

Mr. RUSSELL. I yield

Mr. HARRISON. I have talked to the Senator from
Georgia about the subject matter of this amendment and
have had numerous conferences in regard to it. What the
SBenator seeks to do by his amendment is to enable States
which have no pension-system set-up, and which, there-
fore, would be unable to take advantage the first year, 1936,
of the appropriations by Federal Government for assist-
ance to States or States such as the Senator’s State, Georgia,
where the State constitution prohibits pension plans being
created, making necessary an amendment to the State con-
stitution, to avail themselves of the Federal assistance until
such States may have time to adopt a State plan.
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Mr. RUSSELL. For a period of only 2 years, untg
opportunity can be afforded all the States to establisy
State system. s

Mr. HARRISON. And pending such time some agency {,
to be appointed by the Social Security Board which
reach the needy individuals who would come under thy
provisions of the bill.

Mr. RUSSELL. The Senator from Mississippl {8 correct,
This problem in the States that have no old-age-pension
system has been greatly accentuated within the past 3 op ¢
weeks by the policy of the Relief Administration in inaugy.
rating the work-relief program in turning back to thy
States and local communities that have no means whateyey
of providing for them, old people who are not capahle of
being employed on the work-relief program.

Mr. HARRISON. Mr. President, I may state that, so fa,
as one member of the committee is concerned, I shall not
interpose an objection to the amendment going to confer.
ence, because I believe that the States should have an
opportunity of providing pension systems for themselves,

Mr, BORAH and Mr. KING addressed the Chair.

‘The PRESIDING OFFICER. Does the Senator from
Georgia yield; and if so, to whom?

Mr. RUSSELL. I yleld first to the Senator from Idahg ay
be rose first. Then I will yleld to the Senator from Utah.

Mr. BORAH. May I ask how many States are in the sit-
uation which the Senator describes?

Mr. RUSSELL. There are, as I understand, at the present
time 15 States which have no old-age-pension systems and
33 that have such systems, the systems varying, of course;
they are not uniform throughout the United States.

Mr. BORAH. Do I understand correctly that this amend-.
ment provides that for those 15 States the Federal Govern-
ment will put up $15 for people who bave reached the age
of 65 and over until such States shall have adopted pension
cystems?

Mr. RUSSELL. Not necessarily; only for a period of 3
years; the provision suggested will expire by operation of
law at the end of a 2-ycar period.

I may say to the Senator from Idaho that the amendment
does not compel the Social Security Board to pay these in-
dividuals $15; it may pay them amounts not exceeding $15.
I assume that in some States the Social Security Bosard
might not pay the entire amount of $15; but it {s limited to
$15, that being the maximum which will be pald from ths
Federal Treasury to individuals in States that today have
no old-age-pension system.

Mr. BORAH. Tnen, I think I understand the amend-
ment correctly. It provides that in such States as have n¢
provision for old-age pensions for the next 2 years the Fed-
eral Government is to contribute $15?

Mr. RUSSELL. Or such amount, not exceeding $15, as
the Social Security Board may fix in such SBtates.

Mr. BORAH. 1t is pretty certain that it will be $15.

Mr. RUSSELL. I hope and trust it is. I certainly hope
that it will not be any less than that amount.

Mr. President, in view of the statement of the Senator from
Mississippl [Mr. HarrisoN], I will not make any extended
remarks on this amendment. It occurs to me that the pro-
posal is not only Just and fair but that it would be unfair to
aged and needy individuals in the States which today have
no old-age-pension system to say that the Federal Govern-~
ment will not extend its hand to assist them in the slightest
degree. Naot only that, but they will not be permitted to share
in this fund which will be paid by the taxpayers of every
State at a time when they are being taken off the relief rolls
and being turned back to the counties’ and municipalities
which are already largely involved and are absolutely unable
t0 assist such Individuals,

We know the present desperate condition of many of these
old people, who have seen their savings swept away either by
the depreciation in securities or In other investments. ‘They,
perhaps, had farms which were under lien and have seen the
lien foreclosed on account of the low price of farm commaodi-
ties and the depreciation in the value of farms. As I see it.
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4t would be nothing less than wanton cruelty to an old person
in a State that has no old-age-pension system to say, “ Com-
mencing With the passage of this bill, $15 a month for such
persons will be sent to a State that has an old-age-pension
system, but you shall not be permitted a dime, and in addi-
tion, you, without any resources whatever, will be taken off
the relfef rolls.”

1 would Dot favor as a permanent policy the Federal
Government paylng $15, whether the State matched it or
not, but States which now have no old-age-pension systems
should at least be afforded an opportunity to adopt within
the 2-year perjod a system designed to take care of their
aged and those in need. Eforts to establish such systems
are npow being made all over the Union. In two or three
instances constitutional amendments will be submitted to
the people of the States within the next several months,
or in the general election of 1936, which will enable the
adoption of old-age-pension systems. Some States, such
as the one I have the honor in part to represent in this
body, have constitutional provisions which make it impos-
sible for them to contribute a single dime to an old-age
pension system, and under the peculiar provisions of our
constitution an amendment cannot be submitted to the
people until the next general election, which will be in
1936. So, regardless of how strongly all the people of my
State and of other States similarly situated might favor
an old-age pension system, they would be powerless to do
apything on earth to match the Federal contribution until
after the genmeral election in November 1936. I hope the
amendment will be adopted.

Mr. KING. Mr. President, will the i .aator yield?

Mr. RUSSELL. I yield to the Senator from Utah.

Mr. KING. Is there no law in the State of Georgia which
permits the counties or other political subdivisions to make
provision for the indigent?

Mr. RUSSELL. There is; there is a law that permits coun-
tics to have poor farms, but {f the Senator from Utah were
familiar with the conditions obtaining on some of the poor
farms or pauper farms of this Nation, he would never by
any act or word of his suggest for one moment that any
aged person over 65 years should be sent to such a farm.

Mr. KING. I am not talking about that. What I am try-
ing to ascertain is whether the Senator’s State, Georgla, is
powerless to give to its indigent an amount which would
be equivalent to that which under the bill is to be provided
by the Federal Government.

Mr. RUSSELL. The State of Georgla is absolutely power-
less. The purposes for which taxes may be levied in the
Blate of Georgia are set forth in detail in the constitution of
that State. If the Senator from Utah desires, I will read

that provision of our constitution.

Mr, KING. I do not ask the Senator to do that,

Mr. RUSSELL. It is impossible for one cent in taxes to be

o ed and collected in the State of Georgla under our con-
stitution as it stands today for the purpose ¢ ntemplated by
- tbm. In order to do that an amendment to the State

nstitution is absolutely necessary.

m'n’e PRESIDING OFFICER. The question is on the
endment proposed by the Senator from Georgia.

;?;e amendment was agreed to.
which, OMAHONEY. Mr, President, I offer the amendment

™ I send to the desk.

'hte;_ PRESIDING OFFICER. The amendment will be

';hp:s,:m"',. Crirk. On page 49, line 22, after the waord
ted ", it 15 proposed to insert the following:

DinSeiBET With & statement af the additional expenditures in the
Dementcﬂumbll and elsewhere incurred by the Post Office
ent B performing the duties herein imposed upon sald

B4 ang girpand the Sccretary of the Treasury 1 hereby suthar-
Poat Ofce Dy o 2 Mvance from time to time to the credit of the
tion and py Partment from appropriations made for the collec-
Sach sums Yment of taxes provided under section 707 of this title,
Weyrreq W-t.lmm’ be required for such additional expenditures
Pmmmen:mmmmazm-

/

‘m-
lmmnmmt&mmdyhnmmbymm

CONGRESSIONAL RECORD—SENATE 9641

Mr, HARRISON. Mr, President.

The PRESIDING GFFICER. Does the Senator from Wy-
oming yleld to the Senator from Mississipd?

Mr. O'MAHRONEY. I yield

Mr. HARRISON. This is the amendment, 15 it not, which
was suggested by the Post Office Department with reference
to bearing the expenses which may be incurred by the De-
partment under the terms of the pending bill?

Mr. OMAHONEY. Mr. President, the amendment covers
the suggestion made to the committee by the Post Office
Department. The bill makes it the duty of the Department
to collect the taxes for which provision is made, but does not
provide any method of meeting the additional expense to
which the Department will necessarily be put. In other
words, it adds another nonpostal function to the Post Ofice
Department. Last year such nonpostal functions cost the
Department more than $686,000,000.

The amendment provides that the Post Office Department
shall report to the Treasury what services are required to
perform the dutles imposed by the bill and directs the Treas~
ury to advance credit to the Department to meet the addi-
tional expenditures. Similar provisions are in the duck
stamp law and in the baby bond law.

Mr. HARRISON. I shall not object to the amendment
going to conference.

The PRESIDING OFFICER. The question is on agreeing
to the amendment proposed by the Senator from Wyoniung.

‘The amendment was agreed to.

Mr, BLACK. Mr. President, I desire to offer an amend-
ment proposing an additional section to the bill. In my
Judgment, this amendment has been made necessary by the
adoption of the so-called “ Ciark amendment.” I shall send
the amendment to the desk and request that it be read; and
affer it shall have been read, if there shall be any desire that
it be explained or the necessity for the amendment mads
plain, I will be glad to explain it to the Senate.

The PRESIDING OFFICER. The amendment proposed
by the Senator from Alabama will be stated.

The Carzr CLERK. On page 52, after line 7, it is proposed
to Insert the followlng new section:

Bec. 813. (a) It shall be unlawful for any employer to make with
any insurance company. annuity organization, or trustee any con-
tract with respect to ng out a private annuity plan approved
by the Board under section 702 if any director, officer, employee, or
sharebolder of the employer iz at the same time a director, Y,
employee, or sharcholder of the insurance company, annuity organi.
zation, or trustee.

(b) It shall be unlawful for any person, whether employer or

ce company, aunuity organization, or trustes, to knowingly
offer, grant, or give, or solicit, accept, or receive, any rebate agatnst
the charges payable under any contract camrylng out » private
apnuity plan approved by the Board under section 702

{¢) Every insurance campsany, sanuity tion, ar trustees
who makes any contract with any employer for carrying out a
private annuity plan of such employer which has been approved by
the Board under section 7C2 shall make, keep, and preserve for such
periods such accounts, correspond anda, pspers, books,.
and other records with respect to such contract and the financial
transactions of such company, organization, or trustee as the Board
may deern necessary to insure the proper carrying out of such con-
tract and to prevent fraud and collusion. Al such accounts, cor-
respondence, memoranda, papers, books, and other records shall be
subject at any time, and from time to time, to such reasonable
periodte, special, and other examinations by the Board as the Board
may prescribe,

(d) Any person violating any provizion of this section shall be
deemed gullty of s misdemeanor and, upon conviction thereatf, shall
be punished by & fine aof not more than $10,000 or imprisonment
for not more than 1 year, or both.

Mr. BLACK. Mr, President, I think I can explain very
briefly the object and purpose of this amendment and the
necessity for its adoption. .

The amendment which was offered by the Senator from
Missouri [Mr. Craxx] and sdopted by the Senate would
authorize the making of contract of insurance or annuity
with private insurance companies, annuity organizations,
or trustees. One of the objections a great many of us had
to the amendment of the Bepator from Missourl was that
we belleved there would be a constant, continuous, and re-
currirg incentive to companies buying such insurance to
have on their list of employees the best risks it- was pos-
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sible to obtain. In other words, it is easy to see, if one
company could obtain insurance on its employees all at the
rate that would be accorded to young men from 20 to 30
while other companies retained in their employ employees
from 20 to 60, that the company which had the employees
from 20 to 60 would be compelled to pay a higher rate, and
the result would be that such company would be at a dis-
tinct disadvantage in competing with the company which
empleyed men of a lower age.

The Senator from Missouri believed and stated that he
had avoided any danger op that score by reason of certain
additions which he has made to his amendment since the
time it was offered in the Finance Committee. I am per-
fectly willing to concede that the amendment offered on
the floor by the Senator from Missouri was a distinct im-
provement in that regard over the amendment offered by
him before the Finance Committee; but the amendment of
the Senator from Missouri does not provide any method, s0
far as I can see, to protect in the respects in which my
amendment provides.

Mr. CLARK. Mr. President, will the Senator yield?

The PRESIDING OFFICER. Does the Senator from Ala-
bama yield to the Senator from Missouri?

Mr. BLACK. I yield.

Mr. CLARK. 1 have had an opportunity now to examine
the Senator’s amendment and will state that, so far as I
am concerned, I am heartily in sympathy with it.

Mr. BLACK. 1 was sure the Senator would be when he
understood the amendment.

I can state in very few words what I have in mind. We
have had a good deal of information about the way holding
companies pipe profits out of operating companies. If an
insurance company can be so associated with an industrial
company that the insurance company can pipe the profits
from the industrial company through the insurance com-
pany by this means, it would obtain exactly the same re~
sults, or certain individuals would, as though originally the
company insuring the men had made the profits.

My amendment would make the books of the insurance
company subject to inspection of the Government and would
prevent any such unfair methods. One portion of the
amendment would prevent rebates being made by an insur-
ance company to an industrial company where the men
work, and another provision wouid prevent interlocking
directorates and interlocking stockholders. In that way it
appears to me the amendment of the Senator from Missouri
is greatly strengthened to sccomplish the exact purpose for
which he offered it on the floor of the Senate. Since he has
no objection, and I have shown my amendment to the Sen-
stor from New York [Mr. Wacnex] and it meets with his
approval, unless there is some further question I yield the
floor.

The PRESIDING OFFICER. The question is on agreeing
to the amendment of the Senator from Alabama.

The amendment was agreed to.

The PRESIDING OFFICER. The bill is open to further
amendment.

Mr. GEORGE. Mr. President, if there are no further
amendments to be offered to title II and title VIII of the
bill, I wish to offer at this time a substitute for title I
and title VII; that is, the Federal old-age benefit pro-
visions.

The PRESIDING OFFICER. The Sensator from Georgla
offers an amendment in the nature of a substitute, which
will be read

The legislative clerk read the amendment in the nature
of a substitute, as follows:

Trrix I-—~INDUSTRIAL PROTECTION

8xcTioN 1. (8) When used in this title, unless the context other-
wise indicates—

(1) The term “ person ™ means Individual, association, partner-
ship, or corporation.

(2) The term *“employer™ means any person in the United
States who at any one time during the taxadle year employs 50
or more employees, and any group of persons ln the United
Btates engaged in the same field of industry which group at any
ocpe time during the taxable year employs 50 or more em-
ployees and which is formed voluntarily for the purpose of being
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considered an employer within the meaning of this

does not include the United States Government, or m';:t’sb“'

or political subdivision or municipality thereof, or any pet“‘

subject to the Rallroad Retirement Act, ac
e term ‘“‘employee ” means any person in the servy

an employer the major rtion of w. < ot

P e e e R O vhose dues are periom

4) e term “ United States™, when used in a
sense, means the several States, the District of Colg!.lex(:xg!;;:phle.’l
the Territories of Alaska and Hawail - and

(J) The term ~pay roll ” mezans all
to employees. wages pald by an employer

(6) The term * wages ™ means every form of remunerati
services received by an employee from his employer, whem;n for
directly or indirectly by the employer, including salaries, com,
misslons, bonuses, and the reasonable money value of board, Tent,
bousing, lodging, payments in kind, and similar sdvantages.

(b) For the purposes of this title the wages of any employey
receiving wages of more than $7.200 per acnum shall be cop.
sidered to be $7.200 annum.

Szc. 2. There ahell be levied, axsessed, and collected annualy
from each employer in the Dnited States for each taxable year ap
exclsc tax equal to 5 percent of such employer’s pay roll d
that part of such taxable year in which he employs 50 or more
employees and in which his employees were not covered by an
industrial protection plan sdopted with the approval of the
Security Board as hereinafter provided, snd announced to hig
employees.

Szc. 8. (a) The Commuissioner of Internal Revenue, with the
approval of the Secretary of the Treasury, shall prescribe ang
publish necessary rules and regulations for the collection of the
tax imposed by this title.

(b) Every employer liable for tax under this title ahall make g
retwrn under oath within 1 month after the close of tha year
with respect to which such tax {8 im to the collector of
internal revenue for the district in which is located his principsl
place of busipess. Such return shall contaln such information
and be made in such manner as the Commissioner of Internal
Revenue with the approval of the Secretary of the Treasury may
by regulations prescribe. The tax shall, without assessmment by
the Commissioner or notice from the collector, be due and pay-
able to the collector within 1 month after the close of the year
with respect to which the tax 1s imposed. If the tax is not paid
when due, there zhall be added as part of the tax interest ag
the rate of 1 percent a month from the time when the tax
became due until pald. All provisions of 1aw (including penalities)
applicable in respect of the taxes imposed by section 600 of ths
Revenue Act Of 1928 ghall, insofar as not Inconsistent with this
act, be applicadble In respect of the tax imposed by this act.. The
Commissjoner may extend the time for filing the return of the
tax imposed by this act, under such rules and regulations as he
may. with the approval of the Secretary of the Treasury, pre-
scribe, but no such extension shall be for more than €0 days.

(¢} Returns required to be filled for the purpose of the tax
imposed by this act shall be open to inspection in the same man.
ner, to the same extent, and subject to the same provisions of
law as returns made under title II of the Revenue Act of 1926.

(d) The taxpayer may elect to pay the tax in four equal
installments, in which case the first installment shall ‘be pald on’
the date prescribed for the filing of returns, the second install-
ment shall be paid on or before the last day of the third month,
the third installment on or before the last day of the sixth month,
and the fourth installment on or before the last day of the ninth
month after such date. X any installment is not paid on or
before the date fixed for its payruent, the whole amount of the
tax unpaid shall be pald uypon notice and demsand from the
collector.

(e) At the request of the taxpayer, the time for payment of
any initial {ostallment of the amount determined. as the tax by
the taxpayer may be extended, under regulations prescribed by
the Commissioner, with the approval of the Secretary of the Treas~
ury, for a period not to exceed 6 months from the date prescribed
for the payment of such installment. In such case the amount
in respect of which the extensjon is granted shall be paid (with
interest at the rate of one-half of 1 percent per month) on of
before the date 0f the expiration of the period of the extension.

Brc. 4. (a) There is hereby established a Socinl Security Board
(hereinafter referred to as the " Board ) to be composed of fve
members, one of whom shall be designated as to be
appointed by the President. by and with the advice and consent
af the Senate. Not more than three of such members shall be
of the same political party, and in making appointments members
of different political parties shall be appointed alternately &8
nesrly &8 may be practicable, No member of the Board shall
engage in any other business, vocation, or employment. The
chairman shall receive a salary at the rats of $10,000 per annum
and each af the other members of the Board shall receive a sslary
at the rate of $7,600 per annum., Each member shall hold ofice
for a term of b years, except that (1) any member appointed t0
fill & vscancy occwrring prior to the expiration of the term fof
which his predecessay was appolnted shall be appointed for the
remainder of such term, and (2) the terms of the members frsé
taking omce sball expire, as designated by the President at the
time of nomination, one at the end of 1 year, one at the end
2 years, one at the end of 3 years, one at the end of 4 years,
anes at the end of B years from the date of enactment of this act
It shall be the duty of the Board to carry out the provisions o
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act and to make sn-annual repart to the President ooncerning
ties.

s ;f“;‘m Board is suthorized to appoint, subject to the civfl-
{ ce laws, such officers and employees as are necessary for the
ecutfon of its functions under this act and to Ox thelr salaries

exes ecordance with the Classification Aut of 1923, as amended.

"Fne Board s further authorized to maXe such expendifures (in-

juding expenditures for personal services and rent 8t the seat

f,g government and elsewhere, for law books, books of reference

and periodicals, and for printing and binding) as may be neces-~

sary for the execution of {18 functions.

Sec. 5. At the close of each tsxable yesr for which a tax is
traposed by this title, the Bosrd shall certify to the Secretary of
the Treasury, for the purpose of exemption from such tax, the
pame of each employer whose employees have been covered during
guch year by an industrial protection plan approved by the Board,

ether wWith the portion of such year that the employees were
vered.

ws(::. €. Subject to the limitations of this title, the Board shall
sdopt and make public standards for industrial protection plans
and such rules and regulations as are necessary to carry out the
provisions and purposes of this title. Any employer may submit
to the Board an industrial protection plan, snd the Board shall
approve such plan if it complies with the standard fixed by the
Board. 1f at any time the Board finds that a plan which it has
spproved does not in operation comply with the standards fxed
for such plans, it may withdraw its approval and shall lmmedi-
ately notify the employer concerned of such action. It shall be
the policy of the Board to sllow each such employer 28 much
freedom in determining his plan as is consistent with the purposes
of this sct and the adequate protection of the fund from which
benefit payments are to be made.

Sze. 7. The standards adopted by the Board shall provide—

(a) That & plan to be approved shall provide (1) that the em-
ployer will pay annually Into a reserve fund deposited with some
trustee or other depositary acceptable to the Bosrd, to be used
for the payment of benefits under such plan, an amount not less
than the amount of earnings distributed by such employer as divi-
dends or profits, or otherwise, during the same year untll the
reserve fund is on an actuarially sound basis, and (2) that there-
after the employer ghall make such pay ts when Y to
maintain the fund on an actuarially sound basis.

(b) That the payment of benefits under an approved plan shall
begin Dot more than a year after the beginning of its operation;
that every employee Who has been in the service of the employer
for 1 year or more shall be eligible for bepeft payments; and
that the following minimum schedule of benefit payments shall be
pald at the expense of the employer under the plan in rull
operation:

(1) In the event of the death of an employee, there shall be
pald to his dependents or estate an amount equal to 6 mcnths’
wages st the rate he was receiving at the time of his death.

{2} In the event of the disability of an employee, compensation
3bsll be paid 1n monthly installments to such employee while his
dizability lasts, or untll he reaches the age of 65, At the rate of
One-¢ighth the wages he was recelving at the time the disabiltty
Wwas incurred.

(3) When an employee reacbes the age of 65 he shall Teceive
annually for life an anbuity equal to 1 percent of his total wages
during his period of employment, payable in monthly installments,

(4) In the event that an ployee ployed and
:;}g:; %nd other employment by complylng with regulations pre-
the rate Y the Board he shall be paid compensation for 1 year at
H Of one-fourth his average annual wage for the preceding

Jears, payable monthly,

”ls) If the perlod necessary for establishing on an actuarially

d“md basis the fund from which benefits are to be pald has not
P5¢d, benefit payments may, subject to the.spproval of the

ately "hb:r;l;opor:znntely reduced or continued for s proportion-

pertod.

“(fgegh?t a0 approved plan shall provide that employees rmay.

(suen ¢election, make contributions to the fund from their wages

) a::thx.'n.x'lI:wm.ioz.ms to be deducted from the employees' wages

Qum& 'd into the fund by the employer, if the employee £0 re-

stely g- that the benefit payments will be increased proportion-

duct Y #uch employee contributions; that the employer will con-
ﬂhplou e?ucauonu program designed to demonstrate to his
an)oym the advantages of such contributions; and that the

Jees contributing shall have s right to participate in the

(d) Thapt, Of the plan.

Pay m'l'hat an approved plan shall provide that an employer must

the pr;t:ccaedme of benefits specified tn this act as bhis part of

nDlovee oD Plan ve of any contribution which an
m.“bemYcrmaynotmowmmmumzssmnnwbed-
te) n:enu for himself.

Sanster o!‘ o epproved plan sball provide for the ex ar

i.mthe ¢redits and funds upon the separation of an empioyee

Vet the 1ririce Of any employer, in & manner that will fully pro-

) interest of the employes.
thelr owy ¢, employers may operate thelr own plans and manage
Plang unds on a trustee basix: that employers may have their

)

zzmtdmmnhm‘nmwmmn

Src. 8. An employer who is financially unabla to provide tha
reserve pecessary to cover the pensfon labllity arising out of the
past years of service of active employees, previous to their retire-
ment sge, may make application to the Secretary of the Treasury
for a loan up to the amount of such Nability. The Secretary of
the Treasury, under such rules snd regulations szs he may pre-
scribe, is authorized and directed to make such ioans in the form
of negotiable bonds to be known as = social security bonds ™ ang
which shall bear interest at the rate of 4 percent per annum.
8uch loans shall bear interest st a rate not in excess of 4% percent
per annum, aud shall be amortized over a pertod not in excess of
30 years from tbe date of the loan. The money accruing from
the difference detween tbe interest paid on such bonds and the
interest recetved on such loans shall be held in the Treasury as
& contingency reserve to protect the United Btstes against Joes
through the failure to repay any such loan. At the end of each
S-year period after the date of enactment of this act, 80 much
of the unused surplus in such contingency reserve as, in the
oplnion of the Board, can be distributed without endangering the
solvency of such reserve ahall be distribufed to the persons
payment on such loans in the proportion which the payments
each bear to the total armount of such payments during such
S-year period.

Sec. 8. Deposits {n the fund from which benefits sre to be paid
under an industrial protection plan approved by the Board may be
deducted from the gross {ncome of sn employer for the purposs
of computing {ncome taxes to be pald by him to the United
Btates.

8ec. 10. There is bereby autharizad to be appropriated annually
for the admintstration of this act the sum of $1,250,000. Prom
such appropristion the Bosrd is authorized and directed to pay
to each State maintaining a cooperative State ofice for the ad-
ministration of this act, and furmishing an equal sum, the sum
of 812,500 to be used in the administration of such plan; and the
Secretary of the Treaswry 1s autborized and directed to pay to the
Tressurer of such Btate the money 20 allotted.

Sgc. 11. Bections 2 and 3 of this act shall become effective whan
the Copgress by appropriate resolution shall so provide.

Trriz d—BoMrsTzap VILLAGES

Szcrron 301. For the purpose of providing a means of lvelthood
for citizens wko cannot secure employment in industry or agri~
culture at a lUving wage, the Social Security Board is autborized
apd dirocted to provide for the construction of self-su
homestead villages in which such citizens may earn a lvellhood
ar supplement their income from other sources.

Src. 203. (a) The Board shall make loans for the construction
of homestead villages by any agency it approves for such purpooe,

as security for such loans first mortgages on the property

taxing

in respect of which the loans are made. Such loans may be made
up to tbhe full emount necessary to mequire and construct the
property covered by such mortgages, ghall besr interest at a rats
not 1n excess of § percent per anpum, and shall be amortized over
& period not in excess of 30 yecars from the date of the loan, .

{b) The Board may construct homestead villages under its own
supervision and sell the homes or farms in such villages, and aball
amortize the unpsid portion of the purchase price over a period
Dot in excess af 30 years, charging interest on unpaid portions
af the purchess price at & rate not in excess of § percent per
annurn.

Src. 203 (s) The Division of Subsist H steads In the
Department of the Interior and all functions of the Pederal
Emergency Rellef Admintstyation and the Agricultural Adjuss-
ment Administration with respect to subsist. hor 4 proj-
ects are hereby transferred to the Soclal Security Board, together
with all powers and duties relating to each.

{b) Al official records and papers now on fle In and pertaining
exclusively to the business of, and all furniture, office equipment,
and other property now in use in, sald Division of Subsistencs
Homesteads or any part, division, or section of the Federal Emer~
gency Relief Administration or of the Agricultural Adjustment
Admintstration whose principal dutles relsts to subsistence home-
stead projects, are hereby transferred to sald Boarnd.

(¢) All oficers and employees engaged primarily {n carrying
out functions transferred to the Board under this sct are trans-
ferred to the Board without change in classification of compensa-
tion; except that the Board may provide for ths adjustment of
such classification or compensation to conform to the duties to
which such officers and excployees rmay de assignad

(d) Al appropriations made or allocated for the purpose of
cRrrYying out any of the functions transferred under this act shall
be avallable for the use of the Board in constructing or making
loans for homestead villages ar in the completion of projecta
transferred under this act.

(e) AD property held in the exercise of functions transferred
under thls act shall be tranxferred to the Eocial Security Board.

Sxc. 204. There is heredy created a revolving fund of $1,000,-
000,000, which shall be used by the Board for the acquisition and
construction of, or the making of lcans on homestead villages
under this act. The funds transferred under this act ahall con-
stitute s part of such fund; the President is authorized to allo-
cate ANy unuaed funds at his disposal to such revolving fund; and
there is hereby autharized to be appropriated far such revolving
fund such SUINS &S IDAY bs necessary to increase it to $2,000.000.000.
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8rc. 205. The Board is authorized to prescribe rules and regu-
Iations for carrying out the provisions of this title, including
rules and regulations concerning the organization and manage-
ment of homestesd villages, not inconsistent with the purposes
of this' act.

Mr. GEORGE. Mr. President, I wish to make it clear that
I am not opposed to the principles or the provisions of
title I of the bill providing for grants to the States for old-
age assistance or what we know as the general old-age
pension provisions of the bill, nor to title IIT, grants to
the States for unemployment compensation administration;
nor to title IV, grants to the States for aid to dependent
ckildren; nor to title V, grants to States for maternal and
child welfare; nor to title VI, public-health work; nor to
title VII, Social Security Board, because we recognize there
must be a board created to administer the several titles of
the bill; nor to titles IX and X, providing grants to the
States for aid to the blind. Title XII, which deals with
annuity bonds, I believe, has already been rejected. Nor
am I opposed to title XTI, the general provisions of the bill.

In other words, with the exception of title II and the
supporting tax title, title VIII, I am in full sympathy with

_the bill.

I am also in full sympathy with the purposes of general
old-age benefits sought to be covered by the provisions of
title IT of the bill. I think it would have been much wiser
if the bill had provided for grants in aid to the States to
enable them to set up old-age benefits and benefits to cover
hazards in industry just as was done under title I in mak-
ing grants in aid to the States for the purpose of providing
old-age assistance.

Also, Mr. President, I have believed from the first, and
in the committee supported a motion to the effect that we
should separate the bill into its legitimate and component
yurts. It is obviously unfair to ask one to vote for a bill
when there is a particular title in the bill to which he does
not agree at all, aithough having full sympathy with the
general objective sought to be accomplished by those who
drafted and sponsored the bill. On the contrary, it is ob-
viously unfair to join with objectionable and essentially
different lcgislative proposals other highly desirable pro-
posals for which many Senators would certainly desire to
vote. Every Senator no doubt would like to vote for the
grant in aid to the States for old-age assistance, for aid to
dependent children, for public health work, for ald to the
States for the purpose of assisting and caring for the blind.

Mr. President, in this connection I desire to say that, as
originally drawn, the substitute which I have offered car-
ried certain provisions imposing a tax, but, on mature de-
liberation and after exnaustive study, I 1eached the conclu-
sion that the taxing provisions as they now appear. in the
bill itself could not he sustained against attack, and there-
fore the substitute which I now offer as now modified pro-
vides for the imposition of & tax, but only when authorized
by the Congress by an appropriate resolution.

My substitute as now presented is a substitute for title II
and title VIO of the bill reported by the committee. My
substitute provides against industrial hazards which are not
covered in the bill before the Senate. My substitute grants
greater and larger benefits. It does not undertake to cover
all employees, but it does undertake to cover employees of a
common employer numbering 50 or more, and also pro-
vides for separate groups in kindred industries when such
groups taken together bring the total to 50 or more.

Since my substitute will appear in the REcorp in connec-
tion with my remarks, I do not propose to read its pro-
visions or discuss them more in detail at this time.

Mr, MCKELLAR. Mr. President——

Mr. GEORGE. I yield to the Senator from ‘Tennessee.

Mr. McKELLAR. Is the Senator’s amendment simply a
substitute for titles II and VI, leaving the remainder of
tke bill as the Senate has agreed to it?

Mr. GEORGE. Entirely as the Senate has agreed to it

Mr. President, I wish to make a brief statement regarding
the substitute.

The basic features of the substitute, which are offered in
the hope, at least, that they are improvements to replace

_ﬁ
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corresponding parts of the pending bill, are, ;n briet
follows: _ ' N

It makes possible and necessary one standard schedy],
of benefits to be provided by industries throughout
Nation, thus insuring the desired result and putting an
industries on & fair basis of competition, as is sought, 1 o
claimed by the proponents of the Federal old-age benenty
provision, or title II of the pending bill.

It preserves a real and needed degree of freedom to ip
dustries and to the States as cooperators in the adming,
tration of the act.

It permits individual Industries or groups of industries to
construct and operate their own plans, requiring only
they are actuarially sound and sufficient to yield the stipg.
lated benefits.

It permits employers and employees to receive the benefit
of any saving they can effect by a wise and efficient map.
agement of their own p!

It requires each Industry to pay only the exact cost of ity
protection program, no more and no less, instead of a fig¢
pay-roll tax which does not represent the cost.

It eliminates the need for a large army of Federal office.
holders required by the pending act to administer it ang
thus saves an excessively large and needless expense,

It does not put on industries immediately a large finan.
cial burden which in a time of business depression may be
a serjous obstacle to recovery, but relates the expense to thy
process of recovery.

It makes possible the payment of retirement annuities
immediately instead of postponing them for a number of
years and does so without putting an undue burden on
industries and without increasing the public debt or the tax
rate.

It makes possible the easy amendment of the act to
enlarge its provisions for the scope of its application as
experience may require,

It enlarges the protection program to include death and
disability hazards, as well as old-age and unemployment
hazards, as provided in title IT of the bill as it now stands,
all four of which are vitally related and constitute essential
parts of one program of unemployment.

It requires all four programs to be put on a reserve besis
actuarially calculated to be suficient, so that automatically
they are financially sound, instead of imposing on pay rolls
a flat rate which is only guessed or estimated to be sufficient.

It provides for the transfer of pension credits from one
employment to another, so that each empleyer bears the
expense only for the number of years an employee spent in
his services, and an employee does not lose his reward for
years of faithful service by changing employment. The
transfer of pension credits eliminates the temptation to
escape the payment of retirement benefits by discharging
older workers, and is thus one of the effective means of
removing the * dead line ” from industry.

It will both stimulate and compel an increase in the wage
standard of American industry, because if the wage of a cer-
tain class of employees has not had sufficient margin to
enable them to pay their share of the cost, the act will have
to be amended by a requirement that employers pay the
entire cost; but it will be a financial advantage to employers,
and a moral advantage in preserving the self-respect of em-
ployees, if the way is opened for emp'syees to pay half the
cost of ralsing the wage to a cultural wage leve] as an earned
right, rather than to have their share of the cost presented
to them by employers as a charity.

Last, and most important of all, the substitute bil fur-
nishes 8 self-supporting method by which a permanent live-
l{hood may be secured by the large excess number of em-
ployees who have been displaced from industry, and
be reabsorbed in industry or agriculture, and whose number
1s so large that it is physically impossible to create a reserve
fund sufficlently large to support them in idleness, even ¥
it were desirable to supply wages without work. For thess
idle detached workers, who cannot be covered by any {ndus-
trial protection plan that is sound and that will permit in-
dustry to function without undue and unnecessary retarding
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influences and impediments, the onty possible unemployment
{nsurance is employment.

Mr. President, yesterday I had occasion to discuss the
questionable validity of title IT and title VIII of this bill
1 am morally certain that in the course of time, if title IT
shall be enacted as it now stands, it will either break down of
its own weight or it will come back under the condempation
of & decision of the Court. For that reason primarily, and
especially since the adoption of the Clark amendment, I am
offering this substitute and making this statement; and I
pow ask that I may insert in the Recorp a statement pre-
by Mr. Henry E. Jackson, an expert in the field of
social insurance. who appeared before the Finance Com-
mittee as 8 witness, and gave to the committee lestimony
when we were considering the bill now before the Senate,

The VICE PRESIDENT. Is there objection? The Chair

hears none,
The statement is a5 follows:
THE GEORGE SUBSTITUTE SOCTAL~SECORITY EILL
(A statement by Henry E. Jackson)

1, The large and important part of the Wagner social-security
bill 18 concerned with organtzed industries, providing protéction
against the bazards of old age and unemployment. The George
bill is proposed as a substitute for this part of the Wagner bill
and it also covers two additional hazards not provided for in the
Wagner bil

2. The two bills are constructed on principles which are
basically different; the Wagner bill provides that the Federal Gov-
ernment own and operate the protection plans of lndustry; the
George bill provides that the Federal Government's function be
Umited to setting a standard schedule of benefits to be maln-
taiped, but permits industries & large degree of freedom in the

ement of their plans. The George bill 5 therefore in exact
accord with the American principle of democracy, which aims to
mure concerted sction in the whole, while preserving freedom In
The Wagner bill meets the problem by the use of state soclal-
ism; the George bill uses the principle of democracy. 1 bave no
objection to state soclalism applicd to this problem, as we have
applied {t to other problems, if this is the best we can do. But I
beljeve the democratic method is far more eficient in securing the
desired results and far more belpful in the development of indi-
vidual citlzens,

3. The George bill provides a much larger schedule of benefits
than does the Wagner bill, and yet this larger schedule of beze-
fits £ made to be financially feasible, because of the freedom of
method granted industries to manage their plans, and because of
the large needless operating expense eliminated by the George
blll, and because of the financial assistance to industries provided
In the e bill without additionnl expense to the Government.
ht. The chief disttnguishing characteristic of the Gearge bill,

ere Stressed, 1s that its method of securing the sdoption of
protection plans in American industries, is not compulsion, but
voluntary cooperation. The specified tax in the bill may be made
¢flective by a separate act of Congress, if, and when, it 15 found
1o be advisahle.

nﬁ- The use of the voluntary method stipulated In the bill im-
aoﬂ that the soclal-security board charged with thbs admini<tra-
b R of the act, would use mlj Avallable means for enlisting in-
‘:;tnn in the plan, giving advisory service, exhilitlng the pature
o tdrantages of the plan, and explaining bow the plan can be
P;_:‘"d ©n the most inexpensive basis.

'b«:_.bau'd could give a rating, like a Federal Dun & Brad-
Ditio, on a public governmental basis, thus giving public recog-
‘? &nd honor to those industries, which adopted plans measur-
frp. 10 or approximating the standards stipulsted in the bill
volu::r;w’d thus be exhidblled the number of employers who do
t0 adopt Y adopt the plan, also the number who are not willing
werg oDt It also those who would be willing to adopt it, &f it
mmpe?x‘de universal, 80 that they could be on s fair basis of
nmbm‘bn. This process would render an invaluabdle service in

o nnx the need there may be for compulsory legislation.
of émplz ¢ducation, involved in the process of volunteer enlistment
whic wg:;s. would create a volume of enlightened public opinion,
1,8,““10“ d clear the way for the assage of compulsory
DDloyers The assumption is justified that a large proportion of
mDloyers Will probably adopt the plan voluntarfly, because all
e m_ml-l'e facing this problem wholly apart from any proposed
of wornq :nd all intelligent employers that protection
tomye !d‘? human machinery is pot only just but also an eco-

a plm“\tlge.'lnd because an employer who does not have
af 'lnpxomwm find it harder to secure And retaln the right type
use yng than the employer who adopts such a plan, and
oldiery thn,“ this bill it will happen to employers as it does to
q whe oD element of distinction and honor sttaches to s
15 & volunteer soldier rather than to one who is

rocess as a preltme.
h""ﬂut“u of compulsion, which will :Bect not those who
tme adopted the plan, but only thoss who have not,
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7. A bill constructed on the principle of the Gearge bill i
obviously the only type of bill which can be opersted on the
bas{s of valuntary cooperstion. Please obeerve that freedom of
action ‘is not only the method used for securing acceptance of
the plan, but after industries have adopted the plan, as stated
in the bill, they are given freedom in the mansgement and op~
eration of tbeir plans. The principie involved here is ons of
paramount importance. It is not only the democratic principle
of ‘social control but is the only principle suitable to the treat-
ment and development of human nature. Detall rules and reg-
ulations are adapted to dogs and horses. They need them be-
cause they are dogs and horses. But what distinguishes a man
from & dog or horse is his use of maral judgments. Therefore
all social legislation ought not only to permit but stimuate the
use of moral judgments. This is what the George bill definitely
aims to do. But the Wagner bill will do conspicucus moral
damage to citizens, because it iz undemocratic, because {t, like
the original National Security Act, contains detail rules and
regulations, handed down from Washington to employers per-
mitting them no chance to use moral judgmenta Men properly
resent such rules or they would not be narmal men. The Wagner
bill i adopted will no doubt run the same course as the N. B. A,
bill. It will break down of {ts own welght and then will be pro-
nounced upconstitutional. Then ths work will be stopped and
be more than wasted, because the work of unscrambling the
machinery will have to be done.

8. If a bil of the George type were enacted, for the basic
Teasons above stated, it will Hbe observed that as a consequence
the question ©Of its constitutionality is wholly avoided. It 1is
eliminated. It could not be ralsed. The bill imposes no pen-
alties and does rothing more or less than establish a bureau
or board, whose function is clearly specified and which offers
advisory service and operates on the basis of voluntary coopera-
tion. 1herefare. as it stands the constitutional questfon is in no
way involved. If later the Congress should pass a joint resolu-
tton making the bill's penalties effective and the SBupreme Court
should pronounce it unconstitutional, the only thing the Court’s
decision would affect would be the penalty clause and the board
could contilnue to do the work it had already .and there
would be no wasted effect. It could continue to put the dill into
operation under the sanction of public opinion Instead of using
two sanctions, public opinion and the tax penalty.

9. If the board should succeed in the voluntary en-
listment of a large pumber of industries in a plan, which they
found acceptable and benefictal both to employers and em-
ployees, it fs highly probable that the Supreme Court would
pronounce the taxing provision to be constitutional if
decided to use it. For many years we have imposed a tariff tax
for an avowed purpose other than to raise revenue, npamely, to
protect manufacturers against the hazard of foreign competition.
No question of its constitutionality has ever dbeen ratsed. If
then as a national policy we have imposed a tariff tax for the
protection of employers, we have s conspicuous snd convincing
Precedent for imposing & tax now under a social-security sct for
the purpose af protecting both employers and employees against
industrial hazards, which have becoms a menace to the national
welfare.

After a large number of industries had adopted the plan and
demonstrated its usefulness, if Congress made the tax effective In
order to compel the participation of the remaining industries and
i then the Supreme Court should declare the tax provision to be
unconstitutional, we would have established & convincing basis and
ample justification for a constitutional amendment. This is &
natural and customary procedure, and by the framers of the Con-
stitution was designed and expected to be used whenever the pub-
Uec welfare required its use. The Constitution was made for man,
not man for the Constitution. Thomas Jefferson stated in two
short sentences all that needs to be sald on the wisdom and neces-
sity of amending the Constitution. Ee said: “lLaws and instito-
tlons must go hand in hand with the progress of the human mind.
We might as well require 2 map to wear the coat that fAtted him
as 8 boy as civilized society to remain ever umder the vegime of
their ancestors.”

It 15 probable, however, that no constitutional amendment will
be required, because the question as to whether or not the
type of social-security bill is constitutional, does not involve s
question of law, but an economic theory of the facts back of the
Iaw. The Nation has now becorne 50 completely an economic unity
that we no longer have interstate commerce or intrastate com-
merce, We have fust commerce. As soon as this economic fact is

as it is the constitutionality of the George bill becomes
a foregone conclusion even to a layman. The method af voluntary
cooperation, which the bill provides for getiing {tself tnto opera-
tion, is designed to make such a conspicuous exhidbit of this eco~
nomic fact that the bill's constitutionality will never b= ralsed.
Nothing is 30 convincing as a fact, as Cniet Justice Hughes indi-
cated in his dissenting opinion in the Raliroad Retirement Act. He
said, * Where the constitutional validity of a statute depepds upon
the existence of facts, courts must be cautious about a

lature; and if the question of what the facts estzshlish be a fatrly
debatabla onpe, 1t 15 Dot permissible for the judge to set uP his
opinion in respect of it against the opinton of the lawmaker.”
Informed that no bill of this character hes ever beeny
the Federal without efective pen-
That 18

ewise social-security
by the Federal Congress. It is a new kind of
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a complex industrial problem, and therefore requires & new legis-
lattve procedure. New wine calls for new bottles.

Even if we knew that the tax penalty would be ultimately neces-
mary, it would be wise and helpful to use the method of voluntary
cooperation as 8 preliminary process on the way to our desired goal.
The shortest distance between two points is the Iine of least resist-
ance. As far as it s feasible, the more excellent way is to reward
men if they do, rather than to punish them if they don't.

It 1s a curious circumstance that we still persist in believing
that the only effective legislation possible must have attached to
it & penalty like & fine or imprisonment, whereas it has been re-
peatedly demonstrated that such penalties have been futlle in
securing observance of a law if it i3 not supported by public opin-
ion. The prohibition law as a dramatic case in point. The demo-
cratic method 18 the method of freedom and, despite its obvious
defects, democracy is the most eficient form of government yet de-
vised. An i{lluminating definition of freedoru, the only real freedom
which I think we possess, would be that it is voluntary obedience
to self-recognized law.

While the method here proposed applies with special force to leg-
islation deallng with industrial problems, such as the social-security
bill does, yet It is a wise working formuls for many other types of
legislation, because it ought to be obvious that it ia not physically
possible to put any law i{nto effective operation unless we first
secure & large measure of voluntary obedience to it. ‘The George
bill is definitely designed to secure as large a measuss of voluntary
obedience as possible to a law recognized as wise and desirable.
w:“:m dispense witd Eenalties if we can; we will use them 1if we
m

Mr. GEORGE. Mr. President, I have only this to say
further upon the substitute: It does not carry immediate
compulsion, or attempt to do so, for the reasons I have
already sfated; but it is the first attempt to offer an induce-
ment through a Federal agercy to indusiry to provide su-
perior benefits to those specified in title XI of the pending
bill. Not only that, but it makes possible the doubling of
those benefits by voluntary contributions by the employees
themselves, though it does not relieve the employers from
granting greater benefils than title II of the bill provides
and covering two additional hazards to which X have already
directed attention. It also holds out a strong inducement to
employers to adopt this program by precviding for loans from
the Treasury in the form cf security bonds, but to be re-
tained in the Treasury as its protection, so as to enable in-
dustry which has not in the past made suitable provision
of a reserve fund to support the plan set out in the bill, or
its equivalent. That makes possible also the transfer of
credits, which, of course, is an essential feature of any
security plan, or of any system which undertakes to provide
against industrial hazards.

Mr. President, I am not only convinced of the desirability
of such 'a course, but I believe it will be to the real interest
of the country to have an opportunity to consider more
deliberately, and separated from other admittedly im-
portant proposals in a long and involved bill, the problem
we are discussing, and with which I have dealt in the
amendment. If and when titles II and VIII of the bill shall
be again before the Congress we shall be able, I hope, to
work out a program which will provide against the indus-
trial hazards which ought to be provided against as a part
of the cost of doing business.

Attached to the substitute is also provision for self-sup-
porting villages, either of the subsistence homestead type
or of any other type of homestead with which the Congress
has dealt, in recognition of the fact that so large a percentage
of our working people have been unable to ind employment,
and will through a relatively long period be unable to find
employment until some way of providing employment shall
be found. The benefits granted under title II of the bill
when they are analyzed will be found to be exceedingly
meager, and there are large groups of our population which
will not participate at all in the benefits of title IL. Indeed,
out of some forty-five to fifty millicn people who ordinarily
and normally are gainfully employed in the United States,
approximately one-half only will be affected by title IL

Mr. President, I ask to have inserted as & part of my
remsarks an editorial which appeared in the New York Times
of June 17, entitled “ The Social Security Bill,” as bcaring
upon what I have tried to emphasize—the necessity for more
careful and more exhaustive study of the subject unem-
barrassed by other legislative proposals.

" The VICE PRESIDENT. Without objection, it is so0
ordered.
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The editorial is as follows?

[From the New York Times of June 17, 1935]
THX SOCIAL-SEICURITY BILL

The Benate seems to be on the verge of debating ont;
torlly and passing quickly the full aocertgu-ucu:ley bugl uxeidx;ﬂfm’
by the House. It seems almost too late to hope that a measure of
50 sweeplng & nature will recelve the close and careful study 1t
deserves. The case for splitting it into its constituent parts i3 Y
strong one. It would obviously be desirable to break it inte at
least three separate measures—one providing for immediate cld-age
assistance and Federal contributions for maternal and child A, o
second providing for unemployment insurance, and the third pro-
viding for permanent old-age insurance. Only after such a adlyj.
sion would each section be likely to receive suficient consideration,
and to-be voted upon as its merits deserve.

The whole contributory old-age-pension scheme in particulay
ought to be postponed and turned over to an expert commission
for study. As it stands, it imposes a gradually rising tax on boty
employers and employees, which at the end of 10 years, it has been
estimated, will amount to $1,700,000,000 & year. This In itse)t
would mean an added tax burdern equal to nearly half of the erist.
ing total Federal tax burden, Further, it would result, it has been
calculated, in the accumulation of an eventual reserve fund of the
immense total of $32,000.000,000. The problem of mansaging
& reserve fund, and its possible social and economic effects, havp
not yet recelved anything like adequat: study. Alternative types
of old-age pensions ought to be considered.

Nothing has yet been done, again, about amending the majer
defects of the unemployment {nsurance plan as it stands. It st
does not provide that the workers shall contribute toward their
own insurance, in spite of the convincing arguments for this prac.
tice and the fact that it prevalls in virtually every such system
abroad. And it still, for no good reason that it would be poesiblg
to think 2f, Jevies a S-percent tax on the total pay rolls of employ-
ers, instead of merely on that part which is paid to workers
covered by the insurance benefits.

Mr. McCARRAN. Mr. President, in view of the fact that
there may be no roll call on the substitute offered by the
Senator from Georgia (Mr. Georczl, and since there are
some of us who are more interested in the subject matter
of old-age security than in the letter of the pending bill,
which in all probablility will be passed by the Senate, and as
there may be some of us who seriously doubt whether ths
bill, if enacted into law, can receive the sanction of the
Court of last resort, without taking up the time of the Sen-
ate, but entertaining an entirely sympathetic idea toward
provision for old-age security and social security through s
constitutional measure, which I do not believe will be passed
here today, I desire to be recorded in fuvor of the George
amendment,

Mr, BORAH. Mr. President, Y may say just a word, al-
though it is not directed to the particular araendment now
pending, but rather to the bill.

The question of the constitutionality of title II has been
raised and discussed. I presume we all recognize that title
II does present a serious question. I do not think it is free
from doubt. But my vote on the bill will not be controDled
by the constitutionality or unconstitutionality of title IL
There are provisions in the bill the constitutionality of
which cannot be doubted, and I favor those provisions.

The bill provides that in case of any portion of the meas-
ure being held unconstitutionzl, the holding shall not affect
other portions. Even if that provision were not in the bill,
I think the courts would apply such a rule. In view of the
portions of the bill which seem to me wholly unquestioned
and which I favor, I shall vote for the measure.

The VICE PRESIDENT, The question is on agreeing to
the amendment offered by the Senator from Georgia [Mr.
Georce) in the natwre of a substitute for title II and title
VIIL .

The amendment was rejected.

Mr. HASTINGS. Mr. President, I send an amendment $0
the desk and ask to have it read.

The VICE PRESIDENT. The clerk will state the amend-
ment.

The LrcrstATICE Crexx. It is proposed to strike out title
II, beginning in line 15, on page 7, and ending in line 12
page 16.

Mr. HASTINGS. Mr, President, the purpose of the
amendment is to strike out title II of the bill. As everyons
knows, this title refers to the plan for annuities, I dis-
cussed the matter at length on Morday, and do not care®
now to take the time of the Senate, but I should like to ssX

218



1935 CONGRESSIONAL RECORD—SENATE 9647

if there is to be no further discussion with respect to it, that
we have a yea-and-nay vote on the amendment.

The VICE PRESIDENT. The question is on agreeing to
the amendment of the Senator from Delaware, on which he
has asked for the yeas and nays.

The yeas and nays were ordered.

Mr. HARRISON. Mr. President, let us have the amend-
ment again stated.

The VICE PRESIDENT. The clerk will again state the
amendment.

The Crxer CLERK. It is proposed to strike out title IT, be-
ginning in line 15, page 7, and ending in line 12, page 18.

Mr. KING. Mr. President, it is not my purpose to detain
the Senate but for a few moments. Yesterday I submitted
some observations concerning the pending bill and directed
particular attention to titles IT and VIII. I stated in sub-
stance that the bill under consideration had a number of
admirable features which commanded my support, but that
in my opinion titles II and VIII contained provisions which
would not be sustained when challenged ir the courts. It is
believed by many—and I am among that number—that in
view of the other provisions of the bill there should be legis-
1ation of & supplemental character providing old-age bene-
fits. I regret that steps have not been tiken, and legislation
proposed of a constitutional character, that will accomplish
the desired results and afforc, suitable and adequate an-
nuities or old-age bencfits for the class of individuals com-
prised within the provisions of titles II and VIII of the pend-
ing measure. However, the provisions of these two titles do
not reach all the persons above the age referred to, aud,
indeed, deal with perhaps not exceeding 50 percent of those
over the age of 65 years.

The Sepator from Georgia [Mr. GEorcE]l has referred to
this matter and pointed out in & clear and comprehensive
manner the defects in the present bill and the necessity, if
the objectives sought are to be attained, of adopting a differ-
ent plan from that found in titles II snd VIII. As stated,
there are provisions in the bill the constitutionality of which
cannot be questioned, and which possess merit and should be
enacted into law. The bill before us contains separate provi-
slons and separate titles. They are as disconnected or sepa-
rated as though they were i1 separate bills.

The bill contains, as Senators know, various titles which
are so complete in themselves that the elimination of one or
more would not mar or destroy those remaining. Believing
as1did that titles IT and VIXI were subject to challenge upon
the ground of being unconstitut'onal, I took the position,
when the Committee on Finance first began the consideration
of the bill, that it should be divided into separate bills and
each separate part be considered as an independent measure.
I especially urged that the consideration of titles IT and VIII
be deferred until the other provisions of the bill had been
acted upon. Moreover, it was my opinion that sufficient
study had not been given to the question of old-age benefits,
¥ith the intricate and technical questions involved, and that
in view of the fact that if the bill as presented were enacted
Into law titles YT and VIII would not become effective for
;"fmnmately 2 years, it would be the part of wisdom to
ne er action upon the question of old-age benefits until the

ext session of Congress.
uThere are some Senators and many other persons who have
eov:xn attention to the provisions of the bill, and particularly
mm’ées 10 and VIII, who have serious doubts as to the con-
thou) d°nahty of the same. I believe that a definite plan
Popu) be provided which would embrace a larger part of our
el ation ‘than is covered in the provisions of the titles
°’du-k1nedbtgﬁe ,;It:t; view is entertained by many that to provide
lation over 65 or perhaps less than one-half of our popu-

th the b]:\vea.rs of age does not meet the situation or deal

It s ob,;xm em in a satisfactory manner.
intg 15 ous that if the bill in its present form is enacted

W, hundreds of thousands, and indeed millions, of
for n;f“‘-hmg the age of 65 years, not inding any provisions
el in the old-age benefit features of the bill, will be
mg*:d %o title I, thus increasing the contributions to be
Y the States as well as the Federal Government. The

millions who will not receive old-age benefits under titles
I and VIII, assuming that those provisions sball be held
constitutional, will, if they obtain any relief, be compelied
to avail themselves of old-age assistance or pensions, pro-
visions for which appear in title L.

I wish a sound and satisfactory measure were before us
to encompass the entire questions with which the measure
before us attempts to deal. In view of the fact that the bill
does have provisions of merit which I approve, and in view
of the separability of the provisions, I may feel constrained
to vote for the passage of the bill, though believing the
titles referred to to be unsound from a constitutional stand-
point,

Mr. President, as I understand, the American Association
for Social Security, with headquarters at 22 East Seventeenth
Street, New York City, has been active in attempting to
Secure pensions and social-security legislation. I am advised
that Mr. Epstein 18 connected with this association and, as
Benators know, he has for many years earnestly sought to
secure State legislation providing for old-age pensions. X
am in receipt of a memcrandum distributed by this organi-
zation a short time ago, which contains an analysis of
H. R. 7260, and which gives some attention to title I ang title
VIII of the pending bill. It states that the provisions In
these titles place the largest burden of the future support
of the aged upon the workers and industry. Reference is
made to the rnormous reserves which will be built up.

These reserves will be frozenm for many years. The committes
estimates that under this bill there will be a reserve fund of over
10 blllton dollars by 1948 and the reserve will amount to over
3::: woa dollars by 1970. Such enormous reserves are unprece-

The statement further continues:

The removal of 50 much purchssing power in the next few
years may hamper recovery and cause great social harm. It is
extremely questionable whether our economic system can stand
the withdrawal of s0 much needed purchasing power.

The statement further continues:

In setting up such high contridutions the bill piaces a deck-
breaking hurden upon the present generation. ‘The younger gener~
ation, as taxpayers, will not only have to pay the cost of the nop-
contributory pension system, as well as the largest part of the
benefits under the contributory system for those now middle-aged,
but will be forced to provide fully for its own old age.

It is further stated that—

The plan under this DIl is to bulld up large reserves out of
contributions by employers and employees in order to make the
plan self-sustaining in &s short a period as possible, 50 as to relleve
the Government from much of its expenditures on non-contribue
tory old-age pensions. We bdelieve that self-sustsining snnuities
cannot be wisely built up in a short period, and that it is especi-
ally unwise to sccumulate large reserves from contributions levied
largely upon wage and salaried workers without any help from
the Government out of funds derived from the higher income
reciplents {n the Nation.

Without assenting to all of the statements above quoted,
they furnish, it seems to me, sufficient reason for a further
study of the important question of old-age annuities. The
statement further continues:

In view of the technical complications of the subject it would
probably de advisable to strike out completely titles IT and VIXI
from this bll. A congressional! committee should be created to
study the subject further and report to the next session of
Congress.

I have called attention to this statement because of the
study which has been given to pensions, old-age insurance,
old-age benefits, and 50 forth, by the organization fram
whose statement I have quoted.

The VICE PRESIDENT. The question is on agreeing to
the amendment offered by the Senator from Delaware (Mr.
HAsTINGS] to strike titie XI from the bill. The yeas and nays
have been ordered, and the clerk will call the roll.

The legislative clerk proceeded to call the roil

Mr. KING (when his name was called). Upon thiz vote
I have 8 pair with the junior Senator from California [(Mr.
McApoo), and in his ahsence I withhold my vote.

Mr. LA FOLLETTE (when Mr. NYx's name was called).

I desire to announce that the Senator from North Dekots -
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[Mr. Nyx] is detained by illness. He has a pair with the
senior Senator from Virginia [Mr. Grassl. If the Senator
from North Dakota were present, he would vote “ nay.”

The roll call was concluded.

Mr. ROBINSON. I desire to announce that the Senator
from Ilinois [Mr. Lewisl], the Senator from Montana [Mr.
Murray], and the Senator from Oklahoma (Mr. THOMAS]
are necessarily detained from the Senate un official business.
I am advised that these Senators would vote “mnay” if
present.

I wish also to announce that the Senator from California
{Mr. McApool, the junior Senator from Virginia {Mr. Byrpl,
the Senator from Missouri [Mr. CrLArRK]}, the Senator from
Nevada !Mr. McCarraN], the Senator from Kentucky [Mr,
Locan], and the senior Senator from Virginia (Mr. GLass],
are unavoidably detained.

Mr. BULKLEY. I repeat the announcement of my gen-
eral pair with the senior Senator from Wyoming [Mr.
Carey). Not knowing how he would vote on this question,
I transfer my pair to the junior Senator from Utah [Mr,
Tuoxasl, who is detained on important public business, and
vote “ nay.”

Mr. HAYDEN. My colleague, the senjor Senator from
Arizona [Mr. AsxUrst), is necessarily detained from the Sen-
ate. If present, he would vote “ nay.” .

The result was announced—yeas 15, nays 63, as follows:

YEAS——16
Austin Qeorgs Keyes . Townsend
Barbour Gore Metcalf Vandenberg
Capper Hale 8mith White
Dickinson Eastings Stetwer

NAYS—63
Adams Coolidge 1a Follette (]
Bachman Copeland Lonergan Reynolds
Balley Costigsn Llong Robinson
Banxhead Davis McGill Russell
Barxley Dieterich McKellar
Bibo Donaney McNary Schwellenbach
Black Dufly Maloney Sheppard
Bopne Fletcher Minton 8hipstead
Brown Frazier Moors Trammell
Bulkley Gerry Murphy Truman
Bulow Glbson Neely Tydings
Burke Gulley Norris Van Nuys
Byrnes Harrison O’Mahoney Wagner
Carawsy Hatch Overton Walsh
Chavez Hayden Pittman ‘Wheeler
Conpally Johnson Pope

NOT VOTING—-17
Ashurst Couzens McAdoo Thomas, Okls.
Borah Glasa McCarman ‘Thomas, Utah
Byrd King Murrsy
Carey Lewis Norbeck
X Logan Nye

So Mr. Hastincs' amendment was rejected.

Mr. HARRISON. Mr. President, I offer a clarifying
smendment, which I send to the desk and ask to have read.

The VICE PRESIDENT. The amendment will be stated.

The Crrer CrEzrx. On page 3, line 13, after the word
“plan ”, it s proposed to strike out “ one-half ”; and in line
14, after the word “ collected ”, it is proposed to insert:

A part thereof in proportion to the part of the old-age assist-
ance which represents the payments made by the United Btates.

The VICE PRESIDENT. The question is on sgreeing to
the amendment offered by the Senator from Mississippl.

The amendment was agreed to.

Mr. HASTINGS. Mr. President, I offer en amendment
which I send to the desk and ask to have read.

The VICE PRESIDENT. The amendment will be stated.

The CHIEF CLERE. On page 46, line 19, after “ per centum ”,
it is proposed to insert:

Protidsd, however, That (he tax levied in this act to b» paid
by the employer shall not in any event oxceed 1 percent of the
gross receipts of the business af the employer.

And on page 53, line 24, after * per centum ”, it is pro-
posed to insert:

Provided, however, That the tax levied in this act to be paid
by the cmployer shall not in any event exceed 1 percent of the
gross receipts of the business of the employsr.

Mr. HASTINGS. Mr. President, I have spoken to the
chairman of the committee with respect to this amend-
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ment, and be has stated that he has no figures to g
whether or not its adoption would greatly reduce &:
amount contemplated to be raised under the bill. I v
asked that he accept the amendment and take it to Oon.
ference, and find out in the meantime whether or not 5
would seriously interfere with the amount. He has ,m:
definitely promised, but I think he is about to do so.

Mr. HARRISON. Mr. President, of course the Sens
from Delaware knows that personally I would do
thing in the world for him; but this amendment Is ratn,,
involved, it is uncertain in its terms and Ip its effect, anq
I fear it is really so important that I should rather hay,
the Sepate pass upon it.

Mr. HASTINGS. Mr. President, this amendment
been suggested by the service industries. The particuls,
industries interested in the amendment are those whj
are conducting the beauty parlors. There are 57,000 rec.
ognized shops, employing 240,000 people, doing a grog
annual business of $400,000,000. with certain fixed obligs.
tions in connection with leases and equipment and taxes
which cannot be passed on, and which, having the prae.
tical effect of a 25-percent reduction of the gross busineg
done, must necessarily be absorbed in the nonfixed fac.
tors of the business,

The object of the bill Is to assist employees where prac.
tically all the expense, or a large part of the expense, i
in the pay roll. In this particular industry it is contendeq
that it is not possible to pass on to the consumer the
expense in question, as will be done in most cases, ang
that 1 percent on the gross receipts is a sufficient tax to
place upon any industry at this or any other time.

I hope the chairman of the committee will consent tp
take the amendment to conference, and ascertain just what
effect a tax of 1 percent on this industry will have upon
the bill itself.

The VICE PRESIDENT. The question is on agreeing to
the amendment offered by the Senator from Delaware.

The amendment was rejected.

Mr. GORE. Mr, President, the amendment I intend to
offer tracks very closely the amendment offered by the Sen.
ator from Delaware [Mr, Hastincs), except that his amend.
ment would affect some large concerns, such as the large
telephone companies and the large telegraph companies, and
the like. The Senate has just rejected his amendment,

The pending bill imposes a tax of 3 percent on the pay
rolls of all employers included within the terms of the meas-
ure as & contribution to the unemployment insurance fund.
A tax of 3 percent on the pay rolls of individuals and part-
nerships engaged In rendering personal services, such as
barber shops, cleaning and pressing establishments, beauty
parlors, and the like, will in some instances amount to 2§
percent of their net earnings. A tax of 25 percent on net
earnings is, of course, disproportionate and excessive, and
would in some cases be destructive of the business itself.

To meet this situation and remedy this injustice—to pro-
tect the little fish against the big ones—I am offering &n
amendment tracking the amendment just offered by ths
Sensator from Delaware, but limiting the application of this
1l-percent tax to firrns and partnerships. In other words,
my amendment provides that if 3 percent on the pay rolls
of these small concerns exceeds 1 percent of their gross
earnings, then 1 percent of their gross earnings shall con-
stitute the limit of their payments rather than the 3 per-
cent of their payrolls., This might prove a life preserver io
many deserving cases.

Mr. President, what I have primarily in mind is this: The
amendment I offer will limit the tax on such concerns 8
cleaning and pressing outfits, barber shops, beauty parlors
and small concerns which are engaged in rendering per-
sonal service. I have here a computation which I shall as!
unanimous consent to have printed in the Rxcorn. If
some instances 3 percent of the pay rolls of these smal
concerns will amount to 25 percent of their net earnings
That is unfair. It will either put these concerns out ©
business, or seriously cripple them. Tt will oblige them L
many cases either to reduce the pay or reduce ths numbe
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of thelr employees. Either of these results is undesirable. Mr. GORE. Yes; that is a sort of a pocket veto
My smendment will limit it to individuals or to partner- | [Laughter.] I send the amendment to the desk and ask
ships. It does not include corporations or stronger con- { to have it read.

cerns which could pay the 3 percent tax on pay rolls and The VICE PRESIDENT. The amendment will be stated.
survive. The Cmxxr CLERE. On page 46, line 19, after the wards

I hope the Senate will adopt this amendment and allow | “ per centum ”, it is proposed to insert the following:
it to go to conference, because there is cerfainly justiica-}  provided, however, That the tax levied In this sct to be peid
tion or at least there is reason why we ought seriously to | by the employer If an individual or partnership s:tmmnot in any
e bust

R ~ | event exceed one percent of the gross 1
consider the matter before we impose upon these little con: of the employer. gr recelp

cerns a tax which may put them out of business, and cer-
tainly will cripple them most serjously. And after the words * per centur: ”, in line 24 on page 52,

At this point I ask unanimous consent to have printed | it is proposed to insert:
in the RECORD 8 statement showing how excessive this 3-| Prooided, however, That the tax levied In this act to be paid
percent tax is with respect to some of these small concerns. | by the employer if an individual or partnership shall not in any

The VICE PRESIDENT. Without objection, it is so :hv:netme.;;eyeghono percent of the gross receipts of the business of

ordered.

The statement referred to is as follows: The VICE PRESIDENT. The question is on agreeing to
To the Finance Committee, Senate of the United States: t.h'erhamendn:;x;t offered by the Senator from Oklahoma.
Memorsndum suggesting the necessity and sdvisabllity of making e amendment was refected.

certain exceptions or modifications to the pay-roll tax rates] Mr. GORE. Mr. President, I send to the desk an amend-

provld:g rcg by u;; 1edt:t'n:no:!.n;:-c,ecurh tlty &u{ hso ubto u:nevhu htehe ment, waich I ask to have read. The amendment speaks

unequally heavy incidence of the tex osc businesses Where | for fiself. I have offered it before. I offer it once again.
-roll at turn- - g

e Oy Mg O ¥penditures to total business The VICE PRESIDENT. The amendment will be stated.

We have been consulted in recent days by several business con- The Crxcr Cizrk. It Is proposed to add to the bill & new
¢cerns engaged in what mllght be called personal-service u:txvg‘les section, as follows:
concernlng the contemplated pay-roll taxes in the economic- — -
ity g, Sricapites il B o e sSeenit | see  sorviaanaing say tver provisen o e e e
ss well A3 an independent invastigation of our own Into the statis- | o e Pprop:!
tical and operating aspects of various types of personal-service | o2, :‘mergency Relief Appropriation Act of 1935 for the pur-
businesses, We feel that these clients are justified in thelr convic- g::: or &'mgg:‘m;‘:;:;‘:l“:?g’ 1bne whole ‘:: io pu‘t.eel:
tion that businesses of thelr class will suffer irreparable damsge | ¢y presigent and the beneficlary) of lzﬂ t‘gl,-sceemdeeo:muiu“ pyied
if the pay-roll taxes are applied categorically without regard 20 | yeoued to the veterans of the World War, less in any case the
the unusual operating factors involved. amount of any loan or indebtedness secured by such yeaunuto'

It (s obvious that a tax of 8 percent on pay rolls { ing | by 2 TEAT the smiount Of eaid funds requ’lred o paed
for the moment merely the tax for UnemplOYmERNt-IDSUIBDCE | yye provisions of this section s hereby made avallabl °°:°’:7mch
purposes) may have a relatively light incidence upon an industry purpose
in which the pay-voll expenditures constitute a small proportion i
:‘ the sfo;stincome. say zlpereent’to 15 percent. olx; some bus- Mr. GORE. Mr. President. I do not intend to discuss this

eESCS, AN is i3 especially true in organizations & personal-
service character, mcg as lsundries, barper shops, beauty parlors, amendment. I offered the amt_andment in the committee, and
it was voted down. I have discussed it on the floor of the

telephone and telegraph companies, etc., the pay-roll expenditures . A A -
may, and usually do, constitute 50 percent or more of the total | Senate, It simply authorizes the President, in his discretion,

businese turn-over. For exampie this figure is reported to be | to ma 1 g in wh part,
%0 percent for the telephone industry, and 75 percent for the | p :;::: Z:et!!::te megie;?a:no‘f in sucl‘:lew:;’:‘s may

motion-picture production industry.
Perbaps a cagcrete {llustration Will help to demonstrate the | be-8greed upon between the President and the holder of the

effect of the application of the contemplated tax on a business | certificate. It is purely in the discretion of the President.
¥ith an upusually bigh pay-roll factor. In the beauty-shop | There is nothing mandatory about it.

Industry the pay-roll averages about 52 percent of the gross
:ncame. The g,{ income 1;8 the tndustry Ee estimated at about I have offered the amendment be!qre. and in order to
P‘;Y*:?Etwoxu]tdhebe gross J“%"‘:Tg’ The tt.n:f :; 3 percent on the | keep my record straight I offer it again. I think this is a
0 equ percen e gross income. or i part
35 percent of the net income. As consumer habits and standards js‘:ditgl:usr;agtk;i;?chnto ispatgeﬂ;;]t:z:vuas mmw:gigrlén uld
¥ make 1t largely impossible to pass any substantial part of this prese ime. y co
Inx .00, It becomes tantamount to & tax of 25 percent on the net be dope. This is perhaps tbe last bill to which such an
Come, or a reduction of 25 percent in the gross business done. | amendment would be appropriate. It is appropriate, it is
{a industry has 57,000 recognized shops, employing 240.000 pertinent, to this social-security bill.

Th:
Deople, and does a gross annual business of $400,000,000. With
Certain fixed obligations in leases and equipment a tax which Mr. LONG. Mr. President, at this point I desire to place

f‘;‘s{;‘e r‘; nptn:se;d on. snd tv;x:m:z: wou;m lxx:.awe dthe practical effect l‘x” in the RECORD a statement in a few words as to my vote on
be abroroan 1o oucton af the gross business done, must necessatlly | ¢his pill, I am going to vote for this amendment glse. My
e n the nonfixed factors of the business. It is bound, vote will be recorded in favor of the bill, though not be-

refore, to have a depressing and damag: eflect upop Wwages

4ad salaries 1n the tnaustry, \ng po cause I think the bill will do any good. I think the bill in

e h‘":uld seem that there is a reasonable and practical solution { the long run probably will do harm, averaged up one side

teonomlg lf;:g;lytyco&slxlst%x:; ml: O?ly ;ﬂ to ;he &mmp“‘h” °§u‘h§ and down the other, as I expect it to be administered. I do

also n Armo.
M:Omlc and social program of which it is ‘y part. w: bellgse not see much chance of very_much good being done by it.
Prons?;’:, O:;J.:lld be accomplisbed by smending tte pay-roll tax | However, the old-age pension and unemployment relief
rates of the bdUl so that they would in efect igin SpUnso;

::ovlde that the pay-roll tax at the existing rates should not features of the bill_I or a!l:y ¢ red m‘me Senate in 2

'N::g 1 percent of the gross business of the employer. Such u | Tesolution I submitted and in &' bill I introduced, and I

uneq“:]atlon would suficiently alleviate the unduly beavy and | Would not have the public think this administration has In
incidence of the pay-roll tax in such industries with a | any respect been obstructed in what it clalms to be a gesture

hi
u.ﬁh fiey-roll factor to enable the tax to be sbsorbed Without | of mhlie service.

Mternative consequences of elther destructive sbsorption of
the by the business, including its labor, or & 1oss o‘;r%usmus The bill is apparently intended to do a great deal of good,

g
q,.gnsequen: unemployment from consumer resistance to In- | but it provides for levying more taxes and probably impos-

Mr Prices. ing o great deal more of burden than any good it will do;
Dot o-bGOREL I hope the chairman of the committee will | and in its undertaking to make every man who Araws &
Mr Ject to tnis wmendment golng to conference. pension establish himself as a public pauper it creates an
the s, N. Iam afraid that if I should agree to it | embarrassment before it allows anyone to receive any Lene-
'lhesemte would gverrule me about it. fits, and then Jeaves it hazardous as to there deing axny
mengy VICE PRESIDENT. The Senator affers an amend- | benefits, because at the mast only 1 out of 10 can be accom-

Mr modated under the bill.
N%?RF. Yes; I offer the amendment. However, when there has been any reasonable ground for
Dockey, CE PRESIDENT. ' The Senator has put it in his | expecting good to be done I have recorded my vote far these
the Chair understands. measures of all kinds. There is some reasonable grounid here
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to expect that good may come from the bill. However, Mr.
President, I wish to say that I bave not a doubt about the
bill being unconstitutional.

I am willing, however, to walve my own opinion on the
question of constitutionality in favor of the opinion of those
who claim to be better students of the Constitution. X have
seen at least nine " brain trusters ” on the floor of the Senate
since the bill has been under consideration, all of whom
evidently claim the bill to be constitutional. Since it is the
order of the day to accept the opinion of the “brain trus-
ters ” on all constitutional questions which may arise, I am
not so sure that before the case would reach the Supreme
Court some of the judges of the Supreme Court might die
and some of these “ brain trusters ” might be placed on the
Supreme Court bench in time to consider the bill when it
shall reach that Court for consideration. That being so,
there is that chance of the bill being declared constitutional.
I shall give them the benefit of any hazard of a doubt which
might accidentally flow into consideration of the bill.

I would have it known by my record that there is no
desire on my part to obstruct anything having a pretense
of being for the public good, though in this case, as in others
similar to it, I shall be very much surprised if a single mem-
ber of the Court, if it shall remain constituted as it is today,
should hesitate for an instant to declare the bill unconsti-
tutional. I should be even more surprised if a single bit of
good should come out of the bill, but I give the sponsors of
the bill all the benefit of the Jdoubt.

The VICE PRESIDENT. The question is on agreeing to
the amendment of the Senator from Oklahoma.

Mr. GORE. Mr. President, I should like to have a yea-
and-nay vote. Other Senators may desire it or may -not
desire it. I ask for the yeas and nays.

The yeas and nays were not ordered.

The amendment was rejected

The VICE PRESIDENT. The question is on the engross-
ment and third reading of the bill.

The bill was order=d to be engrossed for a third reading,
a71d read the third time.

The VICE PRESIDENT. The question is, Shall the bill
pass?

Mr. LAFOLLETTE. Let us have the yeas and nays.

The yeas and nays were ordered, and the Chief Clerk pro-
ceeded to call the roll

Mr. BYRD (when his name was called)., On this ques-
tion I have a pair with the Senator from California [Mr.
McApoo], who is unavoidably detained. If he were present,
he would vote *“ yea.” If I were permitted to vote, I shoutd
vote “ nay.”

Mr. LA FOLLETTE (when Mr. NYz’s name was called). I
was requested to announce that the junior Senator from
North Dakota [Mr. Nye] is paired with the senior Senator
from Virginia [(Mr. Grass]l, who is necessarily detained.
The junior Senator from North Dakota {Mr. NYEz] is absent
on account of {llness. If present, he would vote ‘“ yea.” I
am informed that the Senator from Virginia [Mr. Grassl,
with whom he is paired, would vote * nay.”

The roll call was concluded. ]

Mr. DAVIS (after having voted in the affirmative). I
have a general pair with the junior Senator from Kentucky
[Mr. Locan], who is unavoidably detained. I am informed

that if present, he would vote as I have voted. Therefore I |

allow my vote to stand.
Mr. BULKLEY. I repeat my announcement of my gen-
eral palr with the senior Senator from Wyoming [Mr.

Carzy]l. I am advised that if he were present, he would
vote as I intend to vote. X am therefore free to vote. I
voie “ yes.”

Their names being called, Mr. T'ypncs and Mr. Gorx-an-
swered “ present.”

Mr. LEWIS. I wish to announce that the Senator from
South Carolina [Mr. Sxxrr] is necessarily detained in an
important committee meeting.

‘The Senator from Uramx [Mr. TaEOMAS) is necessarily de-
tsined on important public business. If present, he would
vote “ yea.”

JUNE 19
The result was announced—yeas 77, nays 6, as follows:
YEAB—T?
Adams Co! Xeyes Pope
Ashurst Coolldge 4 Radcliffe
Bachman Copeland La Follette Reynolds.
Balley Oostigan Lewis Robinson
Bankhead Davis Lonergan Russell
Barbour Dickinson Long Schall
Barkley Dieterich McCarran Schwellenbach
Bilbo Donahey McGill Sheppard
Black Dufly McKellar Ehipstead
Bone Pletcher Bteiwer
Borah Frazier Maloney Thomas, Oklg,
Brown George Minton Trammell
Bulkley Gerry Murphy Truman
Bulow QGibson Murray Vandenberg
Burke Guffey Neely . Van Nuys
Byrnes 2.3 Norris Wagner
Capper Hatch O Maho: Walsh
Caraway Hayden Overton Wheeler
Chaves Johnson ttman White
Clark
NAYB—8
Austin Hastings Moore Townsend
Hals Metcalf
NOT VOTING—13

Byrd Qlass MeAdoo BSmith

Gore Norbeck Thomas, Ttah
Couzens Logan Nye Tyaings

S0 the bill was passed.

The title was amended so as to read: “An act to provids
for the general welfare by establishing a system of Federal
old-age benefits, and by enabling the several States to make’
more adequate provision for aged persons, blind persons’
dependent and crippled children, maternal and chiid welfare,
public health, and the administration of their unemploy.v
ment-compensation laws; to establish a Social Secunty
Board; to raise revenue; and for other purposes.” k

Mr. HARRISON. I move that the Senate insist upon its
amendments, ask for a conference thereon with the House
of Representatives, and that the Chair appoint the conferees
on the part of the Senate.

The motion was agreed to.

The VICE PRESIDENT. The Chair will appoint the Sen-
ste conferees later,

The VICE PRESIDENT subsequently appointed Mr. Haz-
rIsoN, Mr, KNG, Mr. Gzorce, Mr, ExYes, and Mr. LA Forrerr
conferees on the part of the Senate.
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Passage of the 1935 Social Security Act

Movement Through Legislative Process

Proposal Introduced in Congress

Shortly after the 74th Congress convened in January 1935, President Roosevelt
sent his "Economic Security Bill" to Capitol Hill. The Administration proposal
was transmitted to the Congress on January 17, 1935 and it was introduced
that same day in the Senate by Senator Robert Wagner (D-NY) and in the
House by Congressman Robert Doughton (D-NC) and David Lewis (D-MD). The
bill was referred to Senate Finance Committee and the House Ways & Means

Committee.

Hearings .
The House Ways & Means Committee held hearings on the bill from January

21, 1935 through February 12, 1935. The Senate Finance Committee held
hearings from January 22, 1935 through February 20, 1935.

Renamed the "Social Security Act"

During a Ways & Means meeting on March 1, 1935 Congressman Frank Buck
(D-CA) made a motion to change the name of the bill to the "Social Security Act
of 1935." The motion was carried by a voice vote of the Committee.

Committee Reports & Initial Passage

The Ways & Means Committee Report on the Social Security Act was
introduced in the House on April 4, 1935 and debate began on April 11th. After
several days of debate, the bill was passed in the House on April 19, 1935 by a
vote of 372 yeas, 33 nays, 2 present, and 25 not voting.

The bill was reported out by the Senate Finance Committee on May 13, 1935
and introduced in the Senate on June 12th. The debate lasted until June 19th,
when the Social Security Act was passed by a vote of 77 yeas, 6 nays, and 12
not voting.

Conference Report & Final Passage

Due to differences between the House and Senate versions, the legislation then
went to a Conference Committee which met throughout the month of July.
Final Congressional action on the bill took place when the Conference Report
was passed by voice vote on August 8, 1935 in the House and on August 9th in
the Senate.

Signed Into Law
On August 14, 1935 President Roosevelt signed the bill into law at a ceremony

in the White House Cabinet Room.
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