ECONOMIC SECURITY ACT

FRIDAY, JANUARY 25, 1935

Housk or REPRESENTATIVES,
ComMmITTEE ON WAYS AND MEANS,
Washington, D. C.

The committee met at 10 a. m., Hon. Robert L. Doughton (chair-
man) presiding.

The CrairmMaN. The committee will be in order. We will continue
hearings on H. R. 4120.

STATEMENT OF J. DOUGLAS BROWN, DIRECTOR INDUSTRIAL
RELATIONS SECTION, PRINCETON UNIVERSITY

Mr. Hirr. Will you please state your name, your connections, your
background, and your connection with this particular legislation?

Mr. Brown. I am professor of economics at Princeton University
and director of the industrial relations section of the university.

In order to offset the perhaps dubious connection of being a college
professor, 1 was a member of President Hoover’s Emergency Com-
mittee for Employment in 1930 and 1931. 1 have been a member of
the Advisory Committee on Employment to the Federal Coordinator
of Transportation; also on an advisory commission to then Governor
Moore, of New Jersey, on the finances of the State of New Jersey. 1
have been connected on a part-time basis with the Committee on
Economic Security. 1 have been associated with Mrs. Barbara N.
Armstrong, professor of law at the University of California; Mr.
Murray W. Lattimer, who testified yesterday; and Mr. Otto Richter,
in the work concentrated on the old-age subsidy, old-age insurance,
and the voluntary annuity parts of this bill.

Mr. Hinn. With what educational institution are you connected?

Mr. BrRownN. Princeton University.

I wish to make a very brief introductory statement and then I
will touch on the main reasons for the particular principles incorporated
in the committee’s recommendations on old-age insurance.

In the development of the old-age security program recommended
by the Committee on Economic Security and incorporated in the
present bill, every possible principle or method of meeting the prob-
lem was considered. Not only were techniques and experience under
public and private programs in this country thoroughly analyzed but
techniques and experience in every important foreign country were
studied. The recommendations arrived at are the result of the
combined thought of a large number of technical experts, business
men, labor leaders, and governmental officials; those formally recog-
nized in the committee’s report and many others.

The staff technicians who have been most directly engaged in
developing these recommendations realize more than anyone else the
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impossibility of arriving at perfection in the construction of a pro-
gram of such vast dimensions, no matter what care is exercised. A
social-insurance program must evolve, not come forth full blown.
We feel strongly, however, that this program of old-age security has
reached the legislative stage of evolution and, with alterations and
adjustments you may deem fit to make within the general framework
of the plan, 1s ready for enactment. The next stage of evolution is
only possible after a permanent social insurance authority is estab-
lished and operating experience develops. - An old-age insurance
program requires a generation of experience to perfect. To postpone
the initiation of the operation of the plan postpones not only the at-
tianment of self-reliant security for the aged but the availability of
gnore exact knowledge and experience related to American con-
itions.

The program arrived at is of three parts. This is the old-age
security part of the bill: ‘

A. A cooperative Federal-State plan of old-age assistance to those
now old and in need, or to those becoming old in later years without
the advantage of adequate insurance protection.

B. A Federal plan of compulsory contributory old-age insurance to
provide a means whereby employed workers with the help of their
employers may insure themselves against dependent old age, and lift
themselves through thrift up from the level of dependency on public
or private charity in old age.

C. A Federal plan of voluntary old-age annuities to provide self-
employed persons such as small shopkeepers and farmers a means
whereby they may make secure and economical provision for old age.

While closely related in purpose and effect, these three parts of
the general program must be carefully distinguished. The first is
old-age relief on the best possible basis, but still relief. 1t necessarily
involves the needs test and normally the limitation of the assistance
given to that sufficient for decency and health. The second plan
18 entirely distinet in operation. 1t is insurance not relief. 1t is
contributory and contractual and affords an annuity as a matter of
right. 1t applies to all employed persons receiving less than $250
a month. The amounts paid to the aged are related to contributions
made to the fund, not to need. The third plan is also distinct from
the other two; while it is insurance like the second plan, it is voluntary,
not, compulsory, and is intended to assist self-employed persons not
covered under the second plan. The insured person af;ne contributes
under this plan—no empﬁ)yer, since there is no employer—and the
annuity payable is determined by the number and amount of the
contributions paid in,

The first plan is intended primarily to meet the urgent need of
persons now old. It will need be continued not only for the next
generation while the contributory insurance plan is gaining momentum
but after that time as a residual plan—a second line of defense—to
protect those persons who for any reason have not been included a
sufficient period under the insurance plan to provide for their old
age and who are facing destitution.

The second and third plans complement each other, one covering
employed persons, the other self-employed. It seems necessary to
have the third plan to assist the provident farmer, small shopkeeper,
and housewife to provide for old age in a relatively easy and safe
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way. With these three plans, we believe provision is made for both
the present and the future, and for both the wage earner and the -
self-employed person.

I would like to use my time to explain briefly the reasons why those
of us on the staff of the Committee on Economic Security concerned
in the formulation of the old-age security program arrived at certain
more important principles later incorporated in the recommendations
and the bill. I shall confine myself to the compulsory old-age in-
surance plan, the second plan, and that incorporated in title I1I and
title IV of the bill. I will state the main reasons for our recommen-
dations in outline form but shall be glad to elaborate on these reasons
if you desire me to do so.

The use of the contributory-contractual principle:

1. A contributory-contractual plan uses the method of thrift to
protect workers in their old age rather than needs-test relief which
may in time discourage thrift.:

2. It affords a facility for saving for old age which, provided by
the Government itself, avoids the dangers of bank fallures, of losses on
securities and real estate, or of other means of investment or of
hoarding.

3. It makes savings regular and automatic with a return as a
matter of right, with compound interest in regular installments cover-
ing the precise period of need; that is, during old age.

4. It avoids the prospect of dependence on children or other rela-
tives, who may themselves be in need, or on public relief subject to a
needs test.

5. It provides not only the security of old-age protection but of an
increasing estate available to dependents in case of death; that is
the worker’s own contributions as he goes through life gradually
mount up to a small estate, a death benefit, you may call it, which 1s
returnable with interest on ’death.

The provision for worker contributions:

1. By contributing, the individual worker establishes an earned
contractual right to his annuity through his own thrift,

2. Worker contributions increase greatly the amount of the annuity
which can be paid, in fact, under the recommendations practically
double the amount of annulty which can be paid. This follows closely
laws of other countries and is being increasingly done in private
industry.

3. Through increasing the amount of the annuities, worker contribu-
tions encourage the displacement of superannuated workers and of
minor children and women supporting dependent old persons from
the labor market, with resulting increase in wages and earlier
promotion.

4. Encourages the development of an adequate system of retire-
ment annuities independent of employer control.

5. Encourages, through providing a more adequate system of re-
tirement annuities, the employment of middle-aged workers, since the
employer is no longer faced with the need to continue employment
after 65 or to pay a higher rate of contribution under a private pension
system on account of the increased age of the employee.

I feel, sir, that that is very important. We are facing a tremendous
problem in the older worker. This plan, by so much as it relieves the
employer of the obligation of continuing the employee after 65, or the
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obligation of building up contributions under a private pension scheme
. at a bigher rate in those later years, by so much lessens the handicap
of the older worker in getting a job. It is only one slight advantage,
I admit, over agsinst the physical factors, the speed of industry, and
the demand of Jarge industry for young men to be trained in their own
plants, but it is still a factor in encouraging to some extent the em-
ployment of older workers.

Third, employer contributions.

1. Provides an automatic method of meeting the depreciation
charges on the human factor cooperating in production similar to the
usual accounting charges for depreciation of plant and equipment.

Industry recognizes this. You have a large number of important
and progressive companies already doing this at a relatively higher
cost than is provided in this bill.

2. Makes uniform throughout industry a minimum cost of provid-
ing old-age security and protects the more liberal employer now pro-
viding pensions from the competition of the employer who otherwise
fires the old person without a pension when superannuated. These
progressive employers have gone ahead at very considerable cost and
are now meeting the competition of many other plants which have
done nothing to protect their employees against old age.

3. Spreads the cost of old-age protection uniformly over concerns
that employ older workers and those that employ younger workers.

Mr. Litchfield, of the Goodyear Tire & Rubber Co., made that point
very strongly, that the concerns that now continue to employ older
workers are at a disadvantage compared with their competitors who
hire younger workers at the prime of life and lay them off. The
concerns employing older workers, naturally, are more inclined to
protect them as they are the people who have to lay them off in old
age, and they are the concerns who have developed pension plans;
whereas other concerns hire younger workers and lay them off long
before they are susceptible to pressure to have a pension plan.

Fourth, Government contributions:

1. The final security of any social insurance plan is the guarantee of
the Government. To buttress the guarantee of security there must
be financial strength and the taxing power of Government.

2. There are limits to the reasonable use of employment and earn-
ings taxes when used for a purpose benefiting the public as a whole.
The payment of annuities larger than can be earned in the earlier
years of the plan may well be considered a public benefit and has been
so considered in practically every important foreign plan.

3. To avoid large reserves. If contribution rates are raised sharply
in the early years of the plan, huge reserves accumulate. The problem
of investing and liquidating these reserves may be far greater economi-
cally than that of a Federal subsidy in later years. If contribution
rates are raised sharply in later years, the worker then contributing
may receive on retirement scarcely more than a return of his own
contributions, since the employers’ contributions will have been used
to pay back the amounts expended to supplement earlier annuities.

One of the most difficult problems in our consideration of these
problems was to meet several variables. One variable is the size of
the reserve. If that reserve is permitted to rise to the height of
$75,000,000,000 or $100,000,000,000, since you are bringing in the
savings of millions upon millions of workers, you have a huge invest-
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ment problem. But far more than merely the investment problem,
you are diverting consumer purchasing power from people who always
spend practically all of their money to consume—the workers—and
putting it into capital goods,into the debt of the United States Govern-
ment, which is naturally more likely to be used for capital goods,
thereby diverting from use for consumer goods funds to be invested
in capital goods. We feel from an economic point of view that this is
dangerous. Therefore it has been the recommendation of the staff
to keep down the size of the reserve under this plan.

4. The shifting of the incidence of the employment tax to the
consumer, which may take place—that is, the employer’s share of
this tax may be shifted to the consumer over a period of time—may
become in time a regressive tax that may well be supplemented by the
use of funds drawn from a progressive income tax. The best time to
di‘aw upon other taxes would, however, be in the later years of the
plan.

Fifth, the payment of larger annuities than are earned in the early
years of the plan. »

This plan involves 15-percent and 10-percent minimum annuity
rates and the payment of annuities in excess of those earned in the
early years of the plan.

Our reasons:

1. To obtain the social and economic advantages of contractual
annuities as soon as possible in order to secure the “lift” of self-
sufficing and self-respecting old age in our time and not wait until
Kingdom Come to obtain assured economic security for the aged.

2. To avoid the ridiculously low annuities involved in paying
earned annuities only in the early years, which for a time might not
warrant the nuisance and collection costs of the tax.

3. To secure the displacement of superannuated workers from the
labor markets as soon as possible.

4. To hold down reserves.

I might say that the great majority of foreign countries—all of those
we have studied, which includes every country having such a plan—do
precisely this; and not only that, every private concern of which I have
knowledge in starting an industrial pension plan has paid a larger
pension to those middle-aged or now old than they could secure by
their own contributions, matched by the employer.

Sixth, the maintenance of the lowest reserve compatible with the
safe operation of the system.

1. To avoid the undue diversion of funds from the flow of con-
su}xlner purchasing power on the one hand to capital investment on the
other.

2. The accumulation of a large reserve may involve serious compli-
cations not only in Federal financing through the necessity of selling
and repurchasing Federal obligations in huge amounts at unpropitious
times but may affect adversely the capital market.

3. Large reserves may encourage demands for increased rates of
benefit or unwise use of funds for other purposes.

We are afraid that if this reserve should accumulate to 50 billion,
75 billion, or 100 billion, it would be a very natural demand on the
part of those coming under the pension contracts to say, ‘“with that
huge sum, why cannot our benefits be increased?”’ It has happened
in almost every policemen’s and almost every firemen’s pension plan
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in the country. You permit large reserves and the popular demand is
for inecreased benefits.

4. The accumulation of large reserves may necessitate the reduc-
tion of other Federal taxes in order to create new obligations and thus
for a time relieve the rich through taxes on lower incomes.

We certainly do not object to relieving taxes on anybody, but in this
case it would be the accumulation of such a large reserve that the
Government would have to begin to use those funds and reduce
other taxes. In order to find a use for it, and to set up obligations
against that use may require the reduction of other taxes.

Seventh, the gradual stepping up of contribution rates.

1. The gradual raising of the rates of contribution softens the
impact of the new charge on both the employer who has no pension
plan at present and the worker and allows time for readjustments.

2. To hold down the income into the fund until disbursements are
sufficient to avoid the accumulation of large reserves.

3. A lower initial rate of contribution aids in the enforcement of
the tax since coverage is secured and public support gained while
the cost of the tax is small.

Eighth, enforcement of the taxes involved.

1. To the worker, the plan is in essence a method of savings with
his employer matching his deposits. An interruption in his record
reduces the annuity on retirement not merely by the amount of money
unpaid but also by the reduction of the number of contribution weeks
in his record. Every employed worker by so much has an interest
in the enforcement of the tax and in reporting evasion on the part of
the unscrupulous employer.

2. The use of a stamp book, especially in the case of smaller plants,
improves enforcement since each employee can watch his savings
accumulate and can note and report omissions.

3. The employer who evades the tax is not only defrauding the
worker of his old-age pension but might be subject to fines and reim-
bursement of the tax at penalty rates to the credit of the employee.

4. Theinclusion of domestic and farm labor, while socially desirable,
may increase the problem of administering the plan at the outset.

These and many other aspects of the proposed contributory in-
surance program have been carefully considered. The reasons here
marshalled are for your consideration. I know that I speak for the
technical staff which aided in the development of the recommendations
in expressing our desire to be of any help possible to the individual
members of your committee or the committee as a whole in your
study of the problem of old-age security.

Mr. Hin (presiding). The committee will adjourn at this time
until 3 o’clock this afternoon, at which time Miss Lenroot will be the
witness. It may be that some members of the committee may want
to ask Professor Brown some questions, but after that Miss Lenroot
will be the witness.

(Whereupon, at 11:55 a. m., the committee adjourned.)
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SATURDAY, JANUARY 26, 1935

House or REPRESENTATIVES,
CoMMITTEE ON WAYS AND MEANS,
Washington, D. C.

The committee met at 10 a. m., Hon. Robert L. Doughton (chair-
man) presiding. :

- The CrARMAN. The committee will be in order. We will continue
hearings on H. R. 4120, and Professor Brown will resume his state-
ment.

STATEMENT OF J. DOUGLAS BROWN—Resumed

: Th(; CuarMAN. Professor, have you concluded your main state
ment?

Mr. BrownN. I have just a very brief additional statement.

The Crarrman. Will you please proceed?

* Mr. Brown. Mr. Chairman and gentlemen, I want to enumerate
the more important reasons for two features of our recommendations.
First, the gradual stepping-up of the contribution rates under the
old-age insurance plan. Our reasons were that the gradual rates of
contribution soften the impact of the new charge on industry and on
the employee and allow time for necessary economic readjustments.

We feel that to start with a high rate, especially when a high rate
is unnecessary, since the insurance fund will be receiving contributions
from 45 age groups—that is, from persons aged 20, let us say, to age
65—is unnecessary. In the first years pensions will be paid to, at
first, one age group, age 65, then two age groups, ages 65 or 66, and
so forth. And since funds are not immediately necessary, it is pref-
erable not to collect more funds than are necessary, particularly in
the early years. So the rates of contribution have been held down
to, first, 1 percent, then 2 percent, and so on, jumping at 5-year
intervals.

The second reason is to hold down the income in the fund until
disbursements, as I have just mentioned, are more nearly equal to
the receipts, so as to avoid an accumulation of large reserves. .

A third reason is that a lower initial rate of contribution aids in the
enforcement of the tax. By starting with a l-percent tax, one half
on the employees and one half on the employer, coverage is obtained
more readily ; more adequate enforcement is possible, since the impact
of the tax is small. Then, as time goes on, and the tax has become a
customary cost of industry, and a customary charge on the em-
ployee, enforcement is more readily possible.

Finally, one or two points concerning the enforcement of the tax.
It is our belief that to the employee this plan of old-age insurance will
look virtually like a savings plan. It is, of course, compulsory. But
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to the employee the contributions, placed in the fund and matched by
the employer, are equivalent to a savings account. Therefore,
whenever the employer fails to make a contribution, that is, the
employer’s own contribution plus the deduction from the employee’s
wages, the employee has lost by so much part of his savings. And
therefore under this scheme every employee virtually becomes an
enforcement agent of the tax.

By the use of the stamp book, which is the method used in Great
Britain, every employee is aware from time to time of the contribu-
tions that have been made to his account. Should any employer fail
to attach to the book the stamps which indicate the payment of the
tax, the employee is aware of the omission and knows that not only
has he lost that amount of money but he has also lost a contribution
week in his account.

Mr. Knvutrson. Right there, 1 should like to ask the witness at
this point to describe to us this book of stamps that he has in mind.

Mr. Brown. I should be glad to.

Mr. KnuTrsoN. And give us the history of the book from the time
the first stamp is placed therein until it is liquidated, if you know
what I mean; until the account is closed.

Mr. BrownN. Yes, sir. Following the English method, at the be-
ginning of each 6 months’ period, for example, each employee will
receive a stamp book or stamp card. First,on obtaining employ-
ment, the employee presents the card to the employer, who keeps it
as long as the employee continues in employment. Each week during
employment the employer purchases a stamp, adding his own share
of the contribution to the employee’s share. He attaches the stamp
to 'fihe proper place on the card, thus indicating that the tax has been
paid.

In the course of a 6 months’ period, for example, there will be 26
places on the card, and when those places are filled, the card is turned
in to the proper insurance authority. A permanent record is kept of
the fact that that employee’s record is complete for 26 weeks, and a
new card is issued.

When the man is laid off, he is given back his card. He takes his
card to the insurance authority and leaves it on deposit there until he
secures a new job. At that time the card is returned to him, pre-
sented to the employer, and the same procedure follows.

Mr. Knurson. We will assume that the employer and employee
both should put up the $1.50 on that. .

Mr. Browx, Yes.

Mr. Knutson. They would put a $3 stamp on it.

Mr. Brown. Yes.

Mr. KnutsoN. One stamp would cover both contributions?

Mr. Brown. Covering both contributions. That would be an
indication that for that week the contribution had been paid. It is
virtually a mechanistic savings-account book.

Mr. Kxurson. How is it working out in Great Britain?

Mr. Brown. It works very well, sir.

Mr. DinGELL. As regards the stamp, is there any indication on the
stamp to designate the proper contribution? In other words, suppose
a person gets behind or misses 2 or 3 months, would it be possible for
him to obtain stamps to cover any of those back payments? Is there
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Mr. Brown. Thatis to cover persons entering the plan after age 60.
You see, in the early years of the plan, there will be persons covered
who are over 60 or who are just under 60, but who are unable to pay
200 qualifying contributions. We have to arrange to pay back those
contributions, because such a person does not qualify for an annuity.
That section provides for the return of those payments.

Mr. Reep. What part of the bill takes care of the matter I asked
you about, concerning the man who has stepped up to a higher-income
‘position?

Mr. Brown. There is no particular designation of that, but the fact
that the annuity is available is based on the number of years of con-
tribution. The rate of contribution automatically takes care of that.
The fact that he goes out of coverage for purposes of the tax does not
mean that he loses his right to the benefits.

Mr. REEp. Are you sure that the bill covers that point?

Mr. BrRown. Yes, sir.

Mr. Treapway. Have you had any part in drafting any of the
provisions of this bill that we are considering?

Mr. Brown. I did not actually participate in drafting it, but
checked the drafting {rom time to time.

Mr. TrEapwWAY. Before it was introduced?

Mr. Brown. The associate solicitor of the Department of Labor,
who was working, along with others, on the drafting, showed us copies
from time to time and asked for our criticism.

Mr. TREADWAY. Who do you mean by ““us’?

Mr. BrowN. That is Mr. Latimer and myself particularly, who
cooperated in the preparation of recommendations to. the com-
mittee on economic security.

Mr. TrREaDWAY. Before there was very much preparation of this
measure you and Mr. Latimer laid out recommendations to be in-
corporated in it, is that correct? .

Mr. BRown. Mr. Latimer, Mrs. Armstrong, and myself have been
working on the principles incorporated here since last August.

Mr. TrREapWAY. And that was entirely on your own initiative?

What I mean is this: Are you in any way officially associated with
the Government?

Mr. BrownN. Yes, sir.

Mr. TrEADWAY. With whom?

Mr. Brown. With the Committee on Economic Security.

Mr. TrREaADWAY. That is this committee whose names appear in
this report that we have before us?

Mr. BRowN. Yes, sir.

Mr. TrEADWAY. And your official position is what?

Mr. Brown. I was associated as consultant with the staff more
particularly concerned with the old-age security part of the general
recommendations.

Mr. TrREADWAY. But your permanent position is a professor in
Princeton University; is that rnight?

Mr. BRowN. Yes, sir, My {full-time position is professor at
Princeton University.

Mzr. TrREADWAY. And you are loaned by the university?

Mr. BrRownN. That is right.

Mr. TREADWAY. Are you associated with Professor Kemmerer?

Mr. Brown. Yes, sir,

















































