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SECRETARY M O R G E N T H A U ' S statement before the 
Ways and Means Committee on M a r c h 2 4 marks a 
new phase i n the consideration of old-age insurance 
financing i n the Uni ted States. The statement 
of the Secretary of the Treasury presented in for 
mation and recommendations based on studies 
and experience of the Social Security Board and 
the Treasury i n the past 2 years. Th i s phase is 
not yet closed, however, because any change i n 
present financial provisions requires legislative 
action by the Congress. I n order to understand 
the proposal, which is i n essence a shift f rom the 
self-sufficient system w i t h a large interest-earning 
reserve to one w i t h a small contingency reserve, 
i t is impor tant both to review the earlier recom
mendations and experience and to take stock of 
the present s i tuat ion . 

The original proposal brought forward by the 
President's Committee on Economic Security 
called for a reserve of considerable size. The 
Committee's estimates postulated a reserve of 
more than $15 b i l l ion to be accumulated by 1960 
and held at about that level i n subsequent years. 
This reserve was to be b u i l t up out of accumulated 
differences between contributions and benefit 
payments, invested at interest. I n making its 
report, the Committee recognized t h a t the plan 
outlined would call for a Government contr ibu 
tion by 1965 because of the excess of benefits 
over contr ibut ions in later years. The i r proposal 
represented, in effect, a compromise between a 
contingency reserve and a self-sustaining system. 
The Committee d id not recommend that the 
Government pay a subsidy current ly because 
"to do so would create a reserve which would 
reach a to ta l of about $75 b i l l i o n . " They did 
indicate t h a t " i f i t is deemed desirable to reduce 
the burden of the system upon future generations, 
the i n i t i a l rate (of taxes] may well be doubled 
and . . . each higher rate advanced by 5 years." 

I n the course of the hearings in January and 
February 1935, the deficiency between definitely 
specified income and estimated outgo caused some 
concern. I t led to a revision of the proposal along 

somewhat different lines and p u t the reserve 
squarely on a self-sufficient basis. One reason for 
this modif ication was the l i m i t a t i o n of coverage to 
workers i n industry and commerce which was 
brought forward as a reason for a self-sufficient 
system. T w o changes were adopted to make the 
plan independent of the subsidy. The benefit 
base was changed f r om average to aggregate 
wages, and the rate at which taxes rose i n the 
early years was accelerated. Instead of spreading 
the increases i n tax rate over a period of 1 5 years, 
w i t h the consequent lower accumulations i n the 
course of this period, the step-ups were to take 
place at 3-year intervals over a 9-year period. 
These changes increased income and cut costs for 
the early years. Secretary Morgenthau brought 
forward this new plan i n the hearings before the 
Ways and Means Committee i n February 1 9 3 6 . 

These changes, a second stop i n the development 
of policy, called for a more rap id bui ld ing up of 
the credits of the fund and consequently for a 
steeper rise i n the interest earnings on this f u n d . 
I n the report of the Senate Finance Committee i n 
M a y 1 9 3 5 tables were introduced which showed 
the famous $ 4 7 bi l l ion estimate for 1 9 8 0 which has 
been used and misused by various critics of the 
act and has been misunderstood even by some 
advocates of this manner of f inancing. 

The Social Security A c t was passed i n August 
1 9 3 5 . The tax provisions under t i t l e V I I I , pro 
v i d i n g for the first 3 years a tax of 1 percent on 
employers and 1 percent on employees, became 
effective i n January 1 9 3 7 . I n the 2 0 months of 
operation through February 2 8 , 1 9 3 9 , tax receipts 
under t i t l e V I I I by the Bureau of I n t e r n a l Revenue 
totaled $ 1 , 0 9 7 mi l l i on . Congress, i n carry ing out 
the provisions of t i t l e I I , made appropriations to 
the old-age reserve account for the fiscal years 
1 9 3 7 , 1 9 3 8 , and 1 9 3 9 to ta l ing $ 1 , 1 2 5 m i l l i o n . 
M o n t h l y transfers have been made f rom the ap
propr iat ion to the account, and by the end of 
February 1 9 3 9 a t o t a l of $ 9 4 4 m i l l i o n had been 
transferred. On February 2 8 , 1 9 3 9 , the old-age 
reserve account held Government securities t o t a l 
ing $ 9 4 4 m i l l i o n , a l l i n the form of 3-percent special 
U n i t e d States Treasury notes. D u r i n g the 2-year 
period, interest of $ 1 7 . 7 m i l l i o n on the investments 



of the account was credited. A b o u t $17 m i l l i o n 
was held i n the f o rm of cash i n the disbursing 
account for the payment of lump-sum benefits. 
The difference between the transfers and the tax 
collections corresponds approximately to estimates 
of the costs of adminis trat ion . Thus i t is clear 
t h a t the reserve account became an ac tua l i ty 
f u l l y incorporated into the framework of Treasury 
procedure. 

The t h i r d step i n developing policy i n connec
t i o n w i t h the old-age insurance financing was the 
appointment i n M a y 1937 of the Advisory Counci l 
on Social Security to consider, among other prob
lems, the method of financing old-age insurance. 
The Counci l held six sessions i n which financing 
was discussed at great length. I n A p r i l 1938, 
before reaching final conclusions, the Counci l 
issued a statement intended to set at rest fears 
expressed i n some quarters that the funds were 
being mishandled. A f te r careful examination, the 
Counci l found t h a t the procedures were not only 
legal b u t were normal operations i n the course of 
Treasury financing and t h a t the safety of the funds 
was not endangered. 

The final report of the Advisory Counci l , issued 
i n December 1938, goes further i n analyzing the 
financial problem. 1 I t indicates t h a t the system 
adopted was entirely proper and justif iable on the 
basis of certain assumptions b u t t h a t i t was clearly 
not the only possible method of financing and t h a t 
others m i g h t be equally appropriate i n various c ir 
cumstances. I n view of this conclusion, the Coun
ci l recommended further study. The members of 
the Counci l indorsed the contr ibutory principle 
and urged the continuance of the tax step-up as 
scheduled at least u n t i l after 1940. They i n d i 
cated, however, t h a t there was not complete 
u n a n i m i t y on this po int and expressed the opinion 
t h a t the reserve account was unnecessarily large 
and t h a t a t rus t fund would be preferable because 
i t would give greater assurance to the beneficiaries 
t h a t the ir contr ibut ions were being handled along 
lines already fami l iar to the American publ ic . 
The Counci l also urged a contr ibut ion out of 
general revenues to help finance old-age insurance 
and made recommendations for the l iberal ization 
of benefits. 

The f o u r t h step i n this development was the 
report of the Social Security Board to the Presi 

dent and the Congress i n January 1939. 2 While 
the Board declared t h a t i t was not making detailed 
recommendations on financing old-age insurance 
because of the Treasury's p r imary responsibility 
i n this field, the report called attent ion to the 
highly significant relation between the extent of 
the coverage, a subsidy out of general tax sources, 
and the present self-sustaining system. The 
Board indicated t h a t i t was of the same opinion as 
the members of the Advisory Council both with 
respect to an eventual Government contribution 
to the system and to the continuance of the step-
up i n the tax rate. 

On the matter of a Government contribution 
the report declared: 

T h e Board is of t h e o p i n i o n t h a t i t w o u l d be sound 
p u b l i c p o l i c y t o p a y p a r t of t h e e v e n t u a l cost of the bene
f i t s proposed o u t o f taxes o t h e r t h a n p a y - r o l l taxes, 
p r e f e r a b l y taxes such as in come a n d i n h e r i t a n c e taxes 
l e v i e d a c c o r d i n g t o a b i l i t y t o p a y . 

T h e p o r t i o n o f t h e t o t a l costs t o be m e t b y taxes other 
t h a n p a y - r o l l taxes s h o u l d depend u p o n t h e p r o p o r t i o n of 
t h e general p o p u l a t i o n covered b y t h e insurance system. 
T h e w i d e r t h e coverage, t h e m o r e extens ive t h i s c o n t r i 
b u t i o n f r o m t h e o t h e r t a x sources m i g h t p r o p e r l y be. 

The next development, certainly one of the 
most i m p o r t a n t , was the recent proposal of Secre
tary Morgenthau to the Ways and Means Com
mittee . The Secretary recommended, for reasons 
he out l ined, tha t the reserve to be accumulated be 
no " larger than is necessary to protect the system 
against unforeseen declines in revenues or in 
creases i n the volume of benefit payments." 
Simultaneously he precluded possibilities of mis
understanding by asserting, in no uncertain terms, 
tha t " a sound old-age insurance system must be 
on a contr ibutory basis." 

M r . Morgenthau proposes a new plan of financ
ing which is based, on the one hand, on long
standing Treasury precedent, and, on the other, 
on new industr ia l and economic in format ion which 
could not have been anticipated before actual 
operation of the system. His three major recom
mendations comprise (1) sett ing a standard which 
operates so t h a t the size of the reserve is l imi ted in 
effect to a few bi l l ion dollars, (2) changing the 
legal status of the fund to make i t more like 
hundreds of t rus t funds now held by the Federal 
Treasury, and (3) changing the terminology so 
t h a t the collections f rom pay rolls under title 

1 F o r a b r i e f s u m m a r y o f the report see Social Security Bulletin, V o l . 2, N o . 
1 ( J a n u a r y 1939) , p p . 2 - 3 . 2 Social Security Bulletin, V o l . 2, N o . 1 ( J a n u a r y 1939) p p . 4 -19 . 



V I I I w i l l be termed " cont r ibut i ons " and dis
tinguished f rom taxes levied for general revenue 
purposes. The reasons for modi fy ing the present 
system of financing are grouped under two broad 
headings, which comprise the experience so far 
gained in old-age insurance and the present 
economic s i tuat ion as i t affects business, the bene
ficiaries, and the old-age insurance program i n 
particular. 

The reasons presented by Secretary Morgen
thau refer to the relation between the coverage 
of the system and the method of financing: 

Operat i on o f t h e a c t has p r o v i d e d s i g n i f i c a n t i n f o r m a t i o n 
bearing on t h i s q u e s t i o n . T h i s i n f o r m a t i o n shows t h a t 
the e x t e n t of m i g r a t i o n , t e m p o r a r y or p e r m a n e n t , f r o m 
uninsured t o i n s u r e d e m p l o y m e n t is f o r greater t h a n was 
assumed by the Pres ident ' s C o m m i t t e e o n E c o n o m i c 
Security i n 1035. I n m y las t a n n u a l r e p o r t I p o i n t e d o u t 
t h a t the consequence o f t h i s m i g r a t i o n was t h a t the 
scheduled t a x rates were insu f f i c i ent t o m a i n t a i n t h e 
system on t h e a c t u a r i a l reserve basis p r o v i d e d by t h e l a w . 

There is, however , a n o t h e r a n d m o r e cheer fu l r e s u l t o f 
this m i g r a t i o n . As a consequence o f t h e m i g r a t i o n , a 
much larger p r o p o r t i o n o f the t o t a l p o p u l a t i o n o f t h e 
U n i t e d States is q u a l i f y i n g u n d e r t h e c o n t r i b u t o r y s y s t e m 
to receive o ld-age benef i ts t h a n h a d been expected . M y 
latest a n n u a l r e p o r t presented t h e e s t i m a t e t h a t , w i t h o u t 
extension of t h e coverage u n d e r t h e present l a w , 80 p e r c e n t 
of the p o p u l a t i o n o f t h e U n i t e d States u l t i m a t e l y w i l l have 
qual i f ied d u r i n g t h e i r w o r k i n g l i f e for a t least t h e m i n i m u m 
a n n u i t y u n d e r t i t l e I I of t h e a c t . 

I n emphasizing this point , M r . Morgenthau 
made plain at once the reasons for the original 
adoption of a self-financing system and the 
present changed s i tuat ion . I t has long been 
recognized that i f only a l imi ted port ion of the 
population were to be benefited by the old-age 
insurance system, they should not depend to any 
considerable extent on tax revenues secured part ly 
at the sufferance of noncovered individuals and 
certainly at their expense. E q u i t y and sound 
social security finance therefore required that the 
financing from general revenues be held at a 
min imum and indicated a system which would be 
self-sufficient, self-perpetuating, and relat ively 
independent of the general fiscal program of the 
Government. 

Estimates of the scope and coverage prepared 
in 1935 were probably low even on the basis of 
material then available, and figures i n 1935 and 
1930 referred to 20 m i l l i on persons as the l ike ly 
coverage. I t was not possible for the Committee 
to make exact estimates of the extent of turn-over 

and interchange of occupations which would be 
of significance i n connection w i t h the specific 
exclusions provided under the act. Experience 
has shown t h a t this part icular type of migrat ion 
was greater t h a n was antic ipated. I t has, i n 
fact, brought into the system for longer or shorter 
periods 8 , 1 0 , 1 2 , or even 1 6 m i l l i o n persons i n 
the course of a few years, i n addi t ion to the 2 6 
mi l l i on referred to i n the early statements as to 
coverage. N o w t h a t i t is evident t h a t there are 
covered earnings y ie ld ing r ights and forming the 
basis of benefits for probably as m a n y as 3 2 
mi l l i on workers i n the first year, 3 i t is apparent 
t h a t migrat ion over a longer period w i l l tend to 
br ing a very large proport ion of the work ing 
population w i t h i n the scope of the system. 

This unexpected factor has altered somewhat 
the arguments for a self-sustaining system. A 
corollary to this fact appears i n M r . Morgenthau's 
comment t h a t the scheduled tax rates are " i n 
sufficient to mainta in the system on the actuarial 
reserve basis provided by the l a w . " The reason 
behind this statement lies i n the nature of the 
benefit formula. There is i n fact a "bonus" i n 
the benefits i n the lower range of annu i ty pay
ments i n t h a t the benefit formula provided i n 
t i t l e I I of the Social Security A c t specifies t h a t 
m o n t h l y benefits shall represent one-half of 1 
percent of the first $ 3 , 0 0 0 of aggregate taxable 
wages, plus one-twel fth of 1 percent of the next 
$ 4 2 , 0 0 0 , and one t w e n t y - f o u r t h of 1 percent of 
amounts i n excess of $ 4 5 , 0 0 0 . I t now is evident 
t h a t many more beneficiaries than were ant i c i 
pated w i l l have benefits based on the lower 
amounts of aggregate wages. This concentra
t ion below the middle of the range of payments 
w i l l cause considerable drains on the old-age 
insurance system or on the Federal Treasury 
u n t i l coverage is extended to more types of em
ployment so t h a t beneficiaries w i l l qual i fy for the 
larger, b u t relat ively less burdensome, benefit 
amounts. I n the hearings (page 9 2 8 ) on the 
Treasury Department appropriat ion b i l l for 1 9 4 0 
before the Subcommittee of the House Committee 
on Appropriat ions, Russell Reagh of the Treasury 
stated t h a t i f , under present tax and benefit pro 
visions, appropriations to the old-age reserve ac
count were l imi ted to the amount of t i t l e V I I I 
tax collections, the reserve, instead of support ing 

3 Social Security Bulletin, V o l . 2, N o . 3 ( M a r c h 1939), p p . 3 -9 . 



the system i n perpetui ty , " w o u l d u l t i m a t e l y be 
exhausted." 

T h e second ground on whi ch Secretary M o r g e n 
t h a u explained his proposals is the state of A m e r i 
can business a t the present t ime . I t has been 
urged on many occasions t h a t fear of certain 
financial operations could depress and delay busi 
ness recovery. T h e statement made by the 
Secretary sets for the reserve fund a " s t a n d a r d " 
ind icat ing t h a t i t is unl ike ly t h a t the amount i n 
the reserve would be substantial ly above $5 
b i l l i on at any t ime i n the next 15 years. The 
table submit ted by Secretary Morgenthau and a l l 
other calculations made on the basis of his recom
mendation indicate the probabi l i ty t h a t the reserve 
would be even below $4 b i l l i on . 

A l t h o u g h this standard represents a new philos
ophy rather t h a n a new fact , the significance of 
this modif icat ion should n o t be underestimated. 
Coupled w i t h the suggestion t h a t modif ication of 
the pay - ro l l tax m i g h t be considered, i t reveals 
an a t t i tude bo th towards the relations of the 
contr ibut ions and investments under old-age i n 
surance and to the general economy which m a y 
have been misunderstood i n the past b u t can 
hard ly be misconstrued i n the future . 

I t is i n this sett ing of in format ion gained f rom 
operation under the Social Security A c t and of 
the current state of business t h a t the recommenda
tions of the Secretary were brought forward . 
M r . Morgenthau said: 

1 . W e s h o u l d n o t a c c u m u l a t e a reserve f u n d a n y larger 
t h a n is necessary t o p r o t e c t the s y s t e m a g a i n s t unforeseen 
decl ines i n revenues or increases i n the v o l u m e o f bene f i t 
p a y m e n t s . Spec i f i ca l ly , I w o u l d suggest t o Congress t h a t 
i t p l a n t h e financing o f the o ld-age insurance s y s t e m w i t h 
a v i e w t o m a i n t a i n i n g f o r use i n cont ingenc ies a n e v e n t u a l 
reserve a m o u n t i n g t o n o t m o r e t h a n t h r e e t i m e s t h e h i g h 
est p r o s p e c t i v e a n n u a l benef i ts i n t h e e n s u i n g 5 years . 

2. T h e m e t h o d o f a d m i n i s t e r i n g t h e o ld-age i n s u r a n c e 
reserve f u n d s h o u l d be changed so t h a t i t w i l l be m a d e 
c learer t o e v e r y o n e t h a t i t is a t r u s t f u n d es tab l i shed f o r 
t h e bene f i t o f t h e i n s u r e d w h o h a v e c o n t r i b u t e d t o i t . I 
r e c o m m e n d t h e c r e a t i o n o f a b o a r d o f t rustees f o r t h e f u n d 
t o be composed o f t h e C h a i r m a n o f t h e Soc ia l S e c u r i t y 
B o a r d , t h e Secre tary o f L a b o r , a n d t h e Secre tary of t h e 
T r e a s u r y . T h e Secre tary o f t h e T r e a s u r y s h o u l d be t h e 
m a n a g i n g t r u s t e e f o r t h e f u n d . S u c h a b o a r d o f t rustees 
w o u l d be s i m i l a r t o t h a t set u p i n the P o s t a l Sav ings A c t . 

I also r e c o m m e n d t h e e s t a b l i s h m e n t o f a n " o l d - a g e 
i n s u r a n c e t r u s t f u n d " t o be h e l d i n t r u s t b y a b o a r d o f 
t rus tees a n d t o be depos i t ed i n a special a c c o u n t i n the 
T r e a s u r y . T h e o ld-age i n s u r a n c e t r u s t f u n d w o u l d be 
m a d e u p o f (a) c o n t r i b u t i o n s co l l ec ted u n d e r t i t l e V I I I 

o f t h e Soc ia l S e c u r i t y A c t , (b) i n c o m e a c c r u i n g t o the trust 
f u n d , a n d (c) a n y o t h e r m o n e y a p p r o p r i a t e d thereto by 
Congress , i n c l u d i n g the ba lance n o w c a r r i e d i n the old-
age reserve a c c o u n t . 

A l t h o u g h this statement clearly indicates that 
there is no departure f rom essential principles and 
no marked change i n the method of handling the 
funds as they flow f rom contr ibutors into the trust 
fund , i t shows the desire to follow more closely 
other Treasury precedent and to use experience 
under other t rus t funds held i n the Treasury. 

A further recommendation w i t h regard to the 
word " c o n t r i b u t i o n " also follows precedents in 
this country and abroad: 

3. T o i m p r o v e p u b l i c u n d e r s t a n d i n g of t h e purposes for 
w h i c h t h e f u n d s are co l lec ted , I r e c o m m e n d t h a t the taxes 
u n d e r t i t l e V I I I be t e r m e d " c o n t r i b u t i o n s " l e v i e d under 
t h e G o v e r n m e n t ' s t a x i n g p o w e r . T h i s t e r m i n o l o g y has 
a l r e a d y been used i n t h e R a i l r o a d U n e m p l o y m e n t I n 
surance A c t . 

These statements w i t h regard to the nature of 
the modif ication i n the present plan are followed 
by a suggestion as to choices w i t h respect to the 
tax schedule. M r . Morgenthau indicated that 
these are offered as i l lustrat ions w i t h o u t any 
a t t e m p t to indicate approval or disapproval of the 
benefit plans on which the estimates are based 
but i n a desire to p u t before the Ways and Means 
Committee suggestions to ampl i fy some of the 
earlier test imony. T h e alternatives offered by 
the Secretary are as follows: 

1. Leave t h e present r a t e schedule u n c h a n g e d , t h a t is, 
1 p e r c e n t on employees a n d e m p l o y e r s each f r o m 1937 to 
1939, i n c l u s i v e , in c reas ing t o 1½ p e r c e n t on each i n 1940, 
t o 2 per cent i n 1943, t o 2½ p e r c e n t i n 1940, a n d t o 3 per
cent i n 1949. 

2. Increase t h e t a x r a t e on each, employees a n d e m 
p l o y e r s , f r o m 1 p e r c e n t t o 1¼ p e r c e n t i n 1940, t o per
c e n t i n 1941 , t o 1¾ p e r c e n t i n 1942, a n d f o l l o w t h e present 
schedule t h e r e a f t e r . 

3. Increase t h e t a x r a t e f r o m 1 p e r c e n t t o 1 1/6 p e r c e n t i n 
1940, t o 1 1/3 p e r c e n t i n 1941 , 1½ p e r c e n t i n 1942, a n d 
f o l l o w t h e present schedule t h e r e a f t e r . 

4. O m i t t h e increase i n t a x r a t e f r o m 1 t o 1½ percent 
scheduled t o t a k e place i n 1940, b u t s tep u p the rates i n 
1943 a n d f o l l o w t h e present schedule t h e r e a f t e r . 

The tabulat ion i l lus t ra t ing the estimated e f f e c t 
of the first a l ternative is quoted below. Other 
tabulat ions submit ted projected the effects of a 
slower tax step-up but the samo benefit disburse
ments, w i t h consequently lower estimates for the 
reserve fund to be accumulated i n these years. 



A L T E R N A T I V E P L A N I 1 

1. T a x schedule o f present l a w : 1 p e r c e n t o n e m p l o y e e 
and 1 per cent o n e m p l o y e r t h r o u g h 1939, increas ing t o 1½ 
percent i n 1940, 2 p e r c e n t i n 1943, 2½ p e r c e n t i n 1940, a n d 
8 percent i n 1949 a n d t h e r e a f t e r . 

2. The benef i t e s t imates used are f o r i l l u s t r a t i v e purposes 
only a n d are the i n t e r m e d i a t e e s t imates based u p o n the 
proposals o u t l i n e d b y the Soc ia l S e c u r i t y B o a r d i n i t s R e 
port t o Congress . 

[ I n m i l l i o n s o f d o l l a r s ] 

C a l e n d a r y e a r 

1940 1941 1942 1945 1950 1955 

N e t t a x r e c e i p t s (gross r e 
c e i p t s m i n u s a d m i n i s t r a 
t i v e expenses ) $707 $780 $781 $1,078 $1 ,751 $1,840 

Less: Benefit payments 175 400 555 914 1,697 2 ,320 

N e t c a s h r e c e i p t s o f G o v e r n 
m e n t 532 380 226 164 54 - 4 7 1 

Add: Interest accrued 51 66 77 110 147 135 

T o t a l a d d i t i o n t o f u n d 583 446 303 274 201 -336 
Fund at end of year 2 

2,013 2,459 2 ,762 3,846 5,064 4 ,395 

1 P r e s e n t e d b y S e c r e t a r y M o r g e n t h a u in his t e s t i m o n y be fore the W a y s 
and M e a n s C o m m i t t e e , March 24, 1939. 

2 F u n d at e n d of y e a r 1939 is e s t i m a t e d t o be $1,430 m i l l i o n . 

I t is clear t h a t the public has sometimes been 
puzzled by the more technical aspects of the 
financing of old-age insurance. Those unaware of 
the nature of actuarial estimates have failed to 
grasp the meaning of the year 1980 and have, 
therefore, misunderstood the meaning of some of 
the figures used to measure the l i a b i l i t y under the 
act. I n commenting on past and proposed p r o v i 
sions for the old-age reserve account, A r t h u r J . 
Altmeyer, Chairman of the Social Security Board , 
testified before the Ways and Means Committee 
on M a r c h 30 as follows: 

T h e reserve s y s t e m , i n essence, consists of t w o aspects : 
I t is a n a t t e m p t t o show on the G o v e r n m e n t books the 
t rue s i t u a t i o n as regards t h e o p e r a t i o n o f t h i s old-age 
insurance s y s t e m . Second ly , i t is a n a t t e m p t t o b u d g e t 

t h e costs o v e r a l o n g p e r i o d of years o f t h i s old-age i n s u r a n c e 
s y s t e m . 

I h a v e s a i d m a n y t i m e s , a n d I say a g a i n , t h a t I t h i n k 
b o t h f r o m a b o o k k e e p i n g s t a n d p o i n t a n d f r o m t h e b u d g e t 
i n g s t a n d p o i n t the reserve s y s t e m is s o u n d . T h a t is 
e n t i r e l y separate , h o w e v e r , f r o m t h e q u e s t i o n o f t h e p a t 
t e r n o f benef i ts a n d t h e q u e s t i o n o f h o w those benef i ts 
s h a l l be p a i d ; b u t because o f m i s u n d e r s t a n d i n g c o n c e r n i n g 
t h e reserve s y s t e m , i t has f a i l e d l a r g e l y i n i t s purpose i n 
p r e s e n t i n g t o t h e A m e r i c a n people a f a i r p i c t u r e o f the 
financial aspects o f this old-age insurance system, a n d i t has 
f a i l e d , a p p a r e n t l y , t o impress m a n y people w i t h t h e s o r t 
of b u d g e t i n g t h a t is p r o v i d e d . 

I h a v e never sa id t h a t I consider t h a t t h e reserve s y s t e m 
is t h e sole w a y t h a t a s y s t e m of o ld-age insurance can be 
c o n s t r u c t e d . T h e r e are o t h e r w a y s o f s h o w i n g o n t h e 
books o f the G o v e r n m e n t the t r u e f i n a n c i a l picture, a n d 
o t h e r w a y s o f b u d g e t i n g the cost o f t h e o ld-age insurance 
s y s t e m . 

I t h i n k , h o w e v e r , a n y s y s t e m m u s t c a r r y o u t the ob jec 
t i v e s of the reserve s y s t e m , t h a t i s , t o show a n n u a l l y t o 
each Congress the t r u e p i c t u r e , n o t o n l y o f t h e costs t h a t 
y o u are i n c u r r i n g i n a p a r t i c u l a r year , b u t the cost t h a t 
y o u are l i k e l y t o i n c u r i n a l l t h e years t o come. 

A n d , secondly , I t h i n k t h e r e s h o u l d be t h o u g h t g i v e n a t 
t h i s t i m e t o some s y s t e m of b u d g e t i n g those costs, n o t 
o n l y i n the present fiscal year b u t f o r a l l o f the years t o 
come. 

B u t I say t h a t t h i s q u e s t i o n o f b o o k k e e p i n g a n d of 
b u d g e t i n g is a separate q u e s t i o n f r o m w h a t p a t t e r n o f 
benef its y o u w i l l p r o v i d e a n d w h e t h e r y o u w i l l l i b e r a l i z e 
benef its i n t h e e a r l y years or n o t . 

There may, therefore, be a real advantage i n the 
proposed method of depositing contributions i n a 
t rust fund and of focusing the emphasis of those 
concerned w i t h safeguarding the p lan more on the 
years jus t ahead and less on the period of m a t u r i t y 
some for ty years hence. The effect of the pro 
posals would be to abandon a special theory as to 
the premium necessary to finance insurance pay
ments i n the d istant future . W h a t may be gained 
is a more widespread understanding of the method 
of handl ing contributions and benefits now and i n 
the years just ahead. 


