
P R O P O S E D C H A N G E S I N T H E S O C I A L S E C U R I T Y A C T 
A Report of the Social Security Board to the President and 

to the Congress of the United States 
L E T T E R O F T R A N S M I T T A L 

W A S H I N G T O N , D . C., December 30, 1938. 
The P R E S I D E N T , 

The White House. 
D E A R M R . P R E S I D E N T : The Social Security 

Board has regarded as one of i ts most i m p o r t a n t 
responsibilities under the Social Security A c t t h a t 
imposed by the section of the law which charges 
the Board w i t h " t h e d u t y of s tudying and making 
recommendations as to the most effective methods 
of prov id ing economic security through social 
insurance, and as to legislation and matters of 
administrat ive policy concerning old-age pensions, 
unemployment compensation, accident compensa
t i on , and related subjects." 

I n accordance w i t h this congressional mandate 
and specific instructions received f rom you , the 
Board , since i ts creation i n August 1935, has 
continuously appraised the operation of those 
provisions of the act for which i t has administra 
t ive responsibil ity. I n addi t ion , the Board has 
carried en extensive studies as to effective methods 
of prov id ing greater social security for the A m e r i 
can people. 

The Social Security Board's report , based on 
these studies and on practical experience i n social 
security administrat ion dur ing the past 3 years, is 
submitted herewith for your consideration and 
that of the Congress. 

The Board has not undertaken to include i n this 
report the extensive data on which its recom
mendations are based. However, the Board is 
prepared to furnish such data and technical 
assistance as May be desired i n connection w i t h 
any of these recommendations which the Congress 
may wish to consider. 

Respectfully submit ted . 
A R T H U R J . A L T M E Y E R , Chairman. 

R E P O R T 

Through the Social Security A c t the people of 
the U n i t e d States have established their first 
Nat ion -wide and organized system of protection 

against prevail ing economic hazards. T o accom
plish this purpose, both the Federal Government 
and the States have cooperated in these provisions 
for social security. It has been possible, there
fore, to attack Nation-wide problems on a Na
tion-wide f ront , and, at the same t ime, to keep the 
program practical , flexible, and close to the people 

Possible ways and moans of improv ing and 
extending the present provisions of the Social 
Security A c t natura l ly become more apparent as 
administrat ive experience increases, as more data 
become available, and as a bettor understanding of 
actual needs develops. Though the Board recog
nizes t h a t such growth is a continuing essential, 
i t believes t h a t the general approach to social 
security embodied in the existing act is funda
mental ly sound. 

Through the Social Security A c t the people of 
this country have attacked the problem of insecu
r i t y upon two fronts: The act undertakes to pro
vide some measure of protection against present 
needs arising out of past neglect, and i t establishes 
at the present time basic protection against eco
nomic hazards which would otherwise cause future 
insecurity. T o accomplish these purposes the act 
sots up, in the main , a system of Federal-State 
cooperation whereby financial resources of the 
Federal Government are made available to the 
States to enable them to safeguard their citizens. 
The only par t of the act whol ly administered by 
the Federal Government is the old-age insurance 
system. Since such a system necessarily operates 
on a long-term basis, movement of population 
among the States precludes setting i t up on a 
State-by-State basis. 

The changes in the Social Security A c t recom
mended by the Board are designed to promote the 
objectives of the present law, as regards al l the 
programs under the Board's direction—old-age 
insurance, unemployment compensation, and 
public assistance. I n addit ion , the Board makes 
certain recommendations w i t h regard to general 
administrat ion and suggests certain considerations 
re lat ing to health protection. I t is the judgment 
of the Board t h a t these recommended changes 



represent practicable next steps toward the goal 
of adequate security for the American people by 
liberalizing the benefits payable under the act, 
by extending i ts protection to a much larger 
proportion of our people, and by greatly fac i l i ta t 
ing administrat ion. 

F e d e r a l O l d - A g e I n s u r a n c e 
Although the Federal old-age insurance system 

is the largest ever put into operation, i t has proved 
to be sound from both the administrat ive and 
financial standpoint. I n considering the develop
ment of this plan, i t should be borne in mind that 
i t is separate and dist inct f rom the Federal-State 
program of old-age assistance. Under Federal o ld -
age insurance, benefits are payable as a matter of 
right irrespective of ind iv idua l need, and in relation 
to past earnings. Under Federal-State old-age 
assistance, payments are made only on the basis 
of individual need as determined by the State. 

Our present system of old-age security thus 
embodies two principles: the insurance program 
related to the indiv idual ' s past earnings and the 
assistance program related to his present need. 
The Social Security Board is convinced that a 
system of old-age security which attempted to 
operate on any other principles would be bound 
to load to disaster both for the beneficiaries and 
for the general taxpayer. 

The basic problem of old-age insurance is to 
make the system more immediately and fu l ly 
operative w i t h o u t destroying the reasonable re
lationship which must exist i n such a program 
between benefits payable and past earnings. Such 
a relationship must exist under any system of 
retirement insurance, whether social insurance or 
an industrial pension plan, unless the term " insur 
ance" is to lose al l i ts meaning. For the protec
tion of future beneficiaries and future taxpayers 
i t is essential tha t this reasonable relationship be 
maintained; just as in the case of old-age assistance 
i t is necessary to mainta in a reasonable re lat ion
ship between assistance granted and the needs of 
the indiv idual . 

The present old-age insurance system, while 
maintaining a reasonable relationship between 
past earnings and future benefits, provides pro
portionately greater protection for the low-wage 
earner and the short - t ime wage earner than for 
those more favorably s ituated. In other words, 
i t recognizes presumptive need as an essential 

consideration i n any socially adequate old-age 
insurance system. B u t the presumptive need 
toward which social insurance is directed must be 
distinguished f rom the specific need, as estab
lished by investigation, which public assistance is 
designed to meet. T o allow for presumptive need, 
the old-age insurance system gives much greater 
weight to the first $3,000 of accumulated earnings 
than to subsequent earnings. I t is thus possible 
for a person re t i r ing i n the early years of the sys
tem, or for a low-wage earner re t i r ing at any t ime, 
to receive very l iberal benefits i n proport ion to his 
past earnings. 

B u t every worker, regardless of his level of 
earnings or of the length of t ime dur ing which 
he has contr ibuted, w i l l receive more by way of 
protection t h a n he could have purchased else
where at a cost equal to his own contributions. 
I n other words, the system recognizes the p r i n c i 
ple of ind iv idua l equity , as well as the principle 
of social adequacy. I t has been possible to i n 
corporate i n the system both these aspects of 
security by ut i l i z ing a larger proport ion of em
ployers' contributions to pay benefits to those 
re t i r ing i n the early years, and to low-wage 
earners. A similar procedure is also followed i n 
private pension plans. Such plans recognize 
t h a t the employer must contr ibute more l iberal ly 
i n behalf of older workers i f they are to have 
sufficient income to retire. 

Benefits 
Starting Monthly Benefits in 1940.—The Board 

believes that the payment of m o n t h l y benefits 
should commence i n 1940 instead of on January 
1, 1942, as scheduled i n the present law. Th is 
w i l l be practicable, i n the opinion of the Board , 
since by 1940 a considerable body of administra 
t ive experience w i l l have been accumulated, and 
wage records w i l l have been b u i l t up for a period 
of 3 years. 

Because of i ts nature as an insurance program, 
the Social Security Board does not believe t h a t 
i t is possible to br ing under this system a l l per
sons who have already ret ired f rom gainful 
employment. Even though i t were considered 
reasonable to pay benefits regardless of the fact 
tha t no past contributions had been made either 
by those individuals or by their employers, i t 
would be impossible to obta in adequate wage 
records upon which to compute benefits. 



Increasing Benefits Payable in Early Years.— 
T h e Board also believes t h a t the m o n t h l y bene
fits payable to those re t i r ing i n the early years 
can be increased w i t h o u t increasing the eventual 
cost of the program. 

The cost of any system of benefits w i l l m o u n t 
rap id ly w i t h the passage of t ime as a larger p r o 
por t i on of the populat ion reaches ret irement age. 
Consequently, a scale of benefits, the cost of 
which would be altogether reasonable now, m i g h t 
be unduly burden some at the end of a genera
t i on . Therefore, i n making increases i n benefits, 
part i cu lar ly i n the early years of a system, i t is 
essential to keep the u l t imate financial cost i n 
m i n d . I t is impossible under any social insur
ance system to provide ideal security for every 
i n d i v i d u a l . T h e practical objective is to pay 
benefits t h a t provide a m i n i m u m degree of social 
security—as a basis upon which the worker, 
through his own efforts, w i l l have a better chance 
to provide adequately for his ind iv idua l security. 

I n order to increase benefits for those re t i r ing 
i n the early years, the Board recommends two 
measures: first, supplementary benefits for aged 
wives, and second, the use of "average wages" 
instead of t o ta l accumulated wages for the 
computat ion of benefits. 

Supplementary Benefits for Aged Wives.—The 
Board suggests t h a t a supplementary benefit be 
paid for the aged dependent wife of the ret ired 
worker which would be related to his old-age ben
efit . Such a plan would take account of greater 
presumptive need of the married couple w i t h o u t 
requir ing investigation of ind iv idua l need. A n 
aged wife would of course be entit led to benefits 
based upon her own past earnings in lieu of the 
supplement, i f her own benefits were greater. 
Since i n the course of t ime many women w i l l have 
developed substantial benefit r ights based upon 
their own past earnings, the cost of prov id ing the 
supplement for dependent wives would gradually 
decline, and eventually the addit ional cost would 
be reduced to a relatively small amount . I n order 
t h a t greater social adequacy may not be achieved 
at the expense of ind iv idua l equity , the Board 
recommends t h a t the benefits payable to unmar 
ried persons continue to be a t least as much as 
they could purchase f rom a commercial insurance 
company w i t h their own contributions. 

Utilizing "Average Wages" as Benefit Base.—The 
Board recommends t h a t benefits be calculated 

upon the basis of average wages, rather than, as 
a t present, upon tota l accumulated wages. 

This change would make i t possible to increase 
early benefits and to relate benefits more closely 
to the previous normal wage income of the indi
v idual . I t would also eliminate, as the years go 
by, the large bonus which present provisions would 
afford those who have had only a brief period of 
part ic ipat ion prior to the date of retirement. 
Under the existing law the large credit for the 
first $3,000 of accumulated earnings remains in 
effect regardless of whether a worker retires in 
the early years of the system or later. Th i s large 
credit is justified in the early years, since workers 
and their employers have had an opportuni ty to 
make contributions for only a short period of cov
erage under the system. B u t i t is advisable to 
safeguard the system against disproportionately 
large withdrawals in the future in behalf of those 
who have paid taxes only a short t ime. 

Whi le the Board believes that benefits should 
be related to the average wage, i t recognizes that 
benefits should also be related to the number of 
years the ind iv idual has been in covered employ
ment and has made contributions. The Board 
therefore recommends t h a t an insured individual, 
upon retirement, receive a basic benefit related to 
his average wages; and that , for every year he has 
earned more than some small specified amount of 
wages in covered employment, his basic monthly 
benefit be increased by a specified percentage. 
Conversely i t recommends that for every year a 
person does not earn this specified amount of 
wages, the basic month ly benefit be reduced by 
the same percentage. 

The Board is of the opinion that a percentage 
decrease for each year not covered is a more 
equitable approach than t h a t found in most for
eign old-age insurance systems which usually re
quire t h a t a person be in covered employment 
dur ing a specified number of years immediately 
preceding the date of ret irement. As a result, 
an ind iv idua l who had been in covered employ
ment a considerable proport ion of his working 
life b u t not dur ing the last few years before re
t irement would be ineligible for month ly benefits. 
Such a provision would , in the Board's opinion, 
work undue hardship on those who had le f t cov
ered employment dur ing their later years and 
would offer undue advantages to those who en
tered covered employment only dur ing their last 



few work ing years. The system which the Board 
recommends represents a more flexible and equi 
table arrangement. I t not only protects i n d i 
viduals who have been i n covered employment 
during a considerable port ion of their work ing 
life, b u t also safeguards the system as i t matures 
against disproportionate payments to those i n 
covered employment for only a short t ime. 

Benefits for Widows and Orphans.—The Board 
is of the opinion that old-age insurance should be 
expanded to include survivors ' insurance. The 
law now provides for single lump-sum cash death 
payments equal to percent of the worker's 
total recorded wages provided he has not dur ing 
his l i fetime drawn benefits equal to this amount . 
Under a social insurance system the pr imary pur
pose should be to pay benefits in accordance w i t h 
the presumptive needs of the beneficiaries, rather 
than to make payments to the estate of a deceased 
employee regardless of whether or not he leaves 
dependents. The payment of month ly benefits 
to widows and orphans, who are the two chief 
classes of dependent survivors, would furnish much 
more significant protection than does the payment 
of lump-sum benefits. Such month ly benefits 
could be provided and s t i l l kept w i t h i n the even
tual costs of the present system. There is ample 
precedent for such provision, since 15 out of 22 
foreign old-age insurance systems make provision 
for survivors ' benefits. 

The Board is of the opinion that aged widows 
and younger widows w i t h dependent children 
should receive benefits, and t h a t benefits should 
be paid on behalf of children at least u n t i l they 
reach 10 years of age, and u n t i l 18 while they are 
regularly attending school. 

Some measure of the need for this protection 
as i t affects children is indicated by experience 
under the present Federal-State program of aid 
to dependent children. I n 43 percent of those 
cases the children have become dependent because 
of the father's death and in an addit ional 25 per
cent of the cases, because of the father's d isabi l i ty . 

The Board has given much consideration to the 
feasibility and desirabil ity of prov id ing benefits 
for widows under 65 years of age who have no 
young children i n their care. The Board believes 
that only a temporary month ly benefit, covering 
the period immediately following the husband's 
death, should be paid i n such cases. However, 
the Board does recommend t h a t a l l widows of 

persons who would have been qualified for old-age 
benefits, i f they had l ived to age 65, be ent i t led 
to a deferred month ly benefit payable a t age 65. 
Such benefits should bear some reasonable rela
tionship to t h a t which the deceased husband 
would have received. 

Normal ly , young widows w i t h o u t children can 
be expected to enter gainful employment, b u t 
middle-aged widows frequently find i t more d i f f i 
cu l t to become self-supporting. On the other 
hand, they are l ike ly to have more savings than 
younger widows and many of them have children 
who are grown and able to help them u n t i l they 
reach 65 years of age, when they would be entit led 
to a widow's benefit under the plan proposed. 
Though their problems are fu l ly recognized, pro 
vision for commencing benefits to widows under 
65 w i t h no children would present certain serious 
anomalies. A n y age selected for benefits to begin 
would appear arb i t rary , excluding some widows 
just below that age. Moreover, the question 
would arise as to discrimination against unmarried 
women, who would not receive benefits u n t i l they 
reached 65. Y e t i f the retirement age for women 
generally were lowered, the effect would be to dis
criminate against men and a t the same t ime sub
stantial ly to increase the cost. 

Disability Insurance.—The Board has given 
much thought to the question of whether the 
present old-age insurance system should be ex
panded to include provision for benefits to workers 
who become permanently to ta l ly disabled, before 
reaching age 65, and to their dependents. 

W i t h the single exception of Spain, every other 
country which has a system of old-age insurance 
has made provision for permanent disabi l i ty . 
One of these countries, Great B r i t a i n , includes 
this provision in its health-insurance system; others 
relate i t directly to old-age insurance. 

The Board recognizes t h a t the administrat ive 
problems involved are dif f icult , although i t does 
not believe them insuperable. I t also recognizes 
that provision for permanent to ta l d isabi l i ty 
would increase the cost of the system both now 
and i n the future . For those reasons i t is not 
making any positive recommendation on this 
matter at this t ime. I t should, however, be 
pointed out t h a t the extent to winch costs would 
increase would depend upon the def init ion of dis 
ab i l i ty which could be made effective. I f a fa i r ly 
s tr i c t definition were adopted and mainta ined , 



the Board believes t h a t the addit ional costs could 
be kept w i t h i n reasonable l i m i t s . Later , as ex
perience developed, the definition could be made 
more l iberal i f this appeared socially desirable. 
I n connection w i t h any permanent to ta l d isabi l i ty 
program, adequate provision should be made for 
hospital ization and other ins t i tu t i ona l care, and 
for vocational rehabi l i tat ion. 

Coverage 
Extending the Coverage of the System.—The Social 

Security Board is of the opinion t h a t i t is sound 
social policy to extend old-age insurance to as 
many of the Nat ion ' s workers as possible. I t 
believes t h a t i t is administrat ive ly feasible to pro 
vide this protect ion for large numbers of people 
who are not y e t covered. 

Even w i t h i ts present l i m i t e d coverage—esti
mated to include at any one t ime only 50 percent 
of the Nat ion ' s gainful ly occupied popu la t i on— 
at least some small measure of protect ion is 
already being furnished by the old-age insurance 
program to two- th irds of those gainful ly occu
pied. Th i s is due to the fact that a groat many 
persons, usually i n excluded occupations, work i n 
covered employment f rom t ime to t ime. I t is 
estimated t h a t , even w i t h o u t any change i n the 
present coverage, 75 or 80 percent of the gainful ly 
occupied persons i n this country would eventually 
have some protect ion. However, since the ade
quacy of this protection depends to a considerable 
extent upon the length of t ime the ind iv idua l 
actual ly works i n covered employment, i t is h ighly 
desirable t h a t coverage be extended as rap id ly as 
administrat ive ly feasible. Extension of coverage 
would also be necessary i n order to protect the 
financial soundness of the system i f the present 
benefit provisions i n the law grant ing such pro 
port ionately large benefits to persons who have 
been i n covered employment only a short period 
pr ior to ret irement are retained. 

Agricultural Labor.—The Board believes t h a t 
the "agr i cu l tura l l abor " l i m i t a t i o n on coverage 
should be modified. I t is, of course, apparent 
t h a t the problem of covering the independent 
farmer cannot be finally solved, except as par t of 
a general program to cover the self-employed. I t 
is also recognized t h a t the complete inclusion of 
employees engaged i n agr icul tural labor is fraught 
w i t h great administrat ive difficulties. However, 
the Board believes t h a t the inclusion of large-

scale farming operations, often of a semi-industrial 
character, probably would reduce rather than in
crease administrat ive difficulties. 

A t present i t is almost impossible to delimit 
the field of "agr i cu l tura l l abor " w i t h anything 
l ike the certainty required for administrat ion and 
for general understanding by employers and em
ployees affected. The extent of the exception is 
shadowy indeed where the producer also engages 
i n processing and market ing . 

The Board recommends t h a t the language of 
the present exception relat ing to "agricultural 
l abor " be modified to make i t certain t h a t this 
exception applies only to the services of a farm
hand employed by a small farmer to do the ordi
nary work connected w i t h his f a r m . The Board 
further recommends that , w i t h a reasonable time 
allowed before the effective date, the "agricultural 
l abor " exception be el iminated entirely. 

Domestic Service.—The Board recommends thai 
the exception of domestic service be eliminated, 
w i t h a reasonable t ime allowed before the effective 
date. I t is believed t h a t the pr incipal adminis
t ra t ive difficulties w i t h respect to domestic service 
w i l l be overcome, just as they w i l l be i n the case of 
agr icultural labor, when the individuals affected 
become generally informed as to the benefits and 
obligations incident to coverage. 

Maritime Employment .—There is at present an 
exclusion of "service performed as an officer or 
member of the crow of a vessel documented under 
the laws of the U n i t e d States or of any foreign 
c o u n t r y . " T h e legislative history indicates that 
this exclusion was made because of the adminis
t ra t ive difficulties of covering foreign crows on 
American vessels engaged in foreign trade. The 
Board recommends t h a t the present exception be 
redrawn so t h a t exclusion of employment on 
American vessels be l imi ted to this type of situ
at ion . 

Nonprofit Organizations.—The Board recom
mends the inclusion of service performed for 
religious, educational, charitable, and similar 
nonprof i t organizations. The Board foresees no 
serious administrat ive difficulties i n such inclusion. 

Services Performed for the Federal Government 
or Its Instrumentalities.—The Board recommends 
the inclusion of service performed i n the employ 
of the U n i t e d States or i ts instrumental i t ies . The 
Board anticipates no administrat ive difficulties in 
such inclusion. However, i n extending old-age 



insurance to al l employees of the Federal Govern
ment, i t would be necessary to give consideration 
to the effect on other ret irement systems for 
Federal employees, w i t h a view either to excluding 
employees already covered by those systems or to 
adapting those systems so t h a t they would take 
account of the basic protection afforded by the 
old-age insurance system. I n any event, the 
Board recommends an amendment to br ing under 
coverage employees of instrumentalit ies of the 
United States, except those which either are 
wholly owned by the Uni ted States or are exempt 
from the taxes levied under the Social Security 
Act by virtue of some other act of Congress. The 
principal "Federal instrumental i t ies " which would 
thus be brought into old-age insurance are national 
banks and State banks which are members of the 
Federal Reserve System, and bui ld ing and loan 
associations which are members of the Federal 
Homo Loan Bank System. 

Services Performed for States and Their Instru
mentalities.—A number of State and municipal 
officials have indicated a desire for coverage of 
State and munic ipal employees. However, no 
method has ye t been devised which would over
come constitutional difficulties and also protect 
the old-age insurance system against adverse 
selection. I t is hoped t h a t further study w i l l 
develop a method which w i l l be const i tut ional 
and which w i l l prove m u t u a l l y advantageous to 
the States, their employees, and the old-age 
insurance system. The Board confines i ts recom
mendation at this time to the suggestion t h a t the 
present exclusion of the act be modified so t h a t i t 
applies only to services performed in the employ 
of a State or a pol i t ical subdivision or i n s t r u 
mentalities whol ly owned by the State or whoso 
functions are such as to raise const i tut ional 
barriers to Federal taxat ion. 

Allowing Benefit Credits for Wages Earned 
After 65 .—The Social Security A c t as i t now 
stands does not permi t workers to gain benefit 
credit for wages earned after age 05. The taxes 
paid by employer and employee also stop when 
the wage earner reaches this age. L u m p - s u m 
cash benefits are provided for workers who roach 
65 years of age w i t h o u t having worked enough 
to qualify for a m o n t h l y benefit. Such workers, 
even though they continue i n employment , can
not under the present law qual i fy for annuities. 
The lump-sum payment is a l l tha t is available to 

them. The Social Security Board recommends 
t h a t such workers receive credit for any t ime t h a t 
they work after age 65 so t h a t they may qual i fy 
for m o n t h l y benefits upon ret irement at a some
what later date. Th i s would automatical ly e l i m 
inate the occasion for lump-sum payments a t 
age 65, and at the same t ime would provide a much 
greater degree of protect ion for older workers. 

Employer-Employee Relationship.—Old-age i n 
surance coverage is a t present l i m i t e d by the 
undefined terms "employer " and "employee." 
The Board recommends t h a t this provision be 
expanded to the extent feasible to cover more of 
the persons who furnish p r i m a r i l y personal service. 
The in tent ion of such an amendment would be to 
cover persons who are for a l l practical purposes 
employees, b u t whose present legal status may 
no t be t h a t of an employee. A t present, for 
example, insurance, real estate, and travel ing 
salesmen are sometimes covered and sometimes 
n o t ; the Board believes t h a t all such individuals 
should be covered. 

Casual Labor.—The Board believes i t is neces
sary to reta in the existing exclusion of casual 
labor not i n the course of the employer's trade or 
business, because of the administrat ive difficulties 
which otherwise would be invo lved , w i t h no con
siderable compensating social advantages. I t 
should be noted t h a t this exclusion is numerically 
small since labor so excluded must be n o t only 
casual b u t also unrelated to the employer's 
business. 

Self-Employment.—The Board has given con
siderable s tudy to the possibil ity of inc luding 
self-employed persons under the old-age insur
ance system. However, the Board is not prepared 
at this time to recommend w h a t i t considers a 
practicable method for extending coverage to such 
persons. 

Contracting Coverage to Prevent Collusion.— 
U n t i l a practicable means is found for inc luding 
self-employed persons, the Board recommends 
t h a t the fami ly employment exclusion, appearing 
i n t i t l e I X of the Social Security A c t re lat ing to 
unemployment compensation, be incorporated in 
the old-age insurance provisions. The Board 
further recommends t h a t the act be amended so 
t h a t old-age insurance benefits w i l l no t be paid 
where there has been a contract of employment 
for the purpose of securing benefits w i t h o u t the 
performance of bona fide service. 



Financing 

T h e Social Security Board is not making detailed 
recommendations relative to the financing of the 
old-age insurance system since the Treasury De 
par tment is charged w i t h pr imary responsibility 
i n this regard. However, the Board believes i t is 
essential tha t any method of financing t h a t is pro 
posed should take into account a l l probable future 
disbursements so that the interests of both the 
prospective beneficiaries and the general taxpayers 
may be properly safeguarded. 

When the system is fu l ly matured , i t s eventual 
cost w i t h the changes here recommended—which 
the Board believes w i l l furnish far greater pro 
tect ion—would be somewhat less than the cost of 
the present system. The cost of paying benefits 
i n the early years would , however, be greatly 
increased i f the proposed changes were p u t into 
effect. I f permanent t o ta l d isabi l i ty insurance 
should also be included, the eventual cost, when 
the system is fu l ly matured , would be somewhat 
more than the present system. 

The existing law contemplates a fu l ly financed 
system for a l l time to come. T h a t is to say, i t 
requires t h a t probable future l iabil it ies be taken 
in to account f rom the very beginning and t h a t a 
sufficient reserve be set up so t h a t the earnings on 
the reserve, plus current pay-ro l l tax receipts, w i l l 
be sufficient always to cover annual benefit dis 
bursements. 

As already stated, i f the recommendations of the 
Board relat ing to benefits are adopted, early pay
ments under the system w i l l increase substantial ly . 
T h e tax provisions embodied i n the present law 
would probably cover the increased annual cost 
for the first 15 years. They would also probably 
provide a small reserve, which would be invested 
and earn some interest. B u t when future annual 
benefit disbursements exceeded annual tax collec
tions plus interest earnings, some other provision 
would have to be made for the funds which, under 
the existing plan, would be secured from interest 
on accumulated reserves. I t would then be 
necessary to do one of two things: increase the 
pay-ro l l tax, or provide for the deficiency ou t of 
other general taxes. 

T h e Board is of the opinion t h a t i t would be 
sound publ ic policy to pay p a r t of the eventual 
cost of the benefits proposed out of taxes other than 
pay-ro l l taxes, preferably taxes such as income 

and inheritance taxes levied according to abi l i ty 
to pay. 

The port ion of the t o ta l costs to be met by taxes 
other than pay-ro l l taxes should depend upon the 
proport ion of the general populat ion covered by 
the insurance system. The wider the coverage, 
the more extensive this contr ibut ion from other 
tax sources m i g h t properly be. 

A l though the Board behoves that contributions 
to the old-age insurance program should eventually 
be made out of Federal taxes other than those on 
pay rolls, i t does not believe that such taxes 
should be substituted for any part of the pay-roll 
taxes, provided in the present act, or t h a t such 
other taxes should be used u n t i l annual benefit 
disbursements begin to exceed annual pay-rol l tax 
collections, plus the interest earned on the small 
reserve which would be accumulated. The Fed
eral Government is already making an annual 
contr ibut ion out of general taxes of almost a 
quarter of a bi l l ion dollars for old-age security, 
i n the form of grants to the States to help finance 
their old-age assistance programs. Substitution 
of other taxes for any portion of the pay-roll 
taxes now provided would increase the disparity 
between taxes paid and benefits payable i n the 
early years of the system. Those ret i r ing in the 
early years in any event w i l l receive much greater 
benefits i n proport ion to taxes paid on their be
half than those re t i r ing in the later years. Fur
thermore, while the exact future costs of benefits 
under the insurance system cannot be determined 
w i t h any degree of accuracy u n t i l more data are 
available (especially those which w i l l come with 
the actual payment of benefits to large numbers 
of people), i t is certain that the costs w i l l be great 
and i t is i m p o r t a n t that Government finances 
should not suffer through reduction i n revenue 
from pay-rol l taxes. 

Administrative Changes 

The Board recommends a number of changes 
to improve administrat ion of the present law: 

1. Inclusion of a provision requir ing employers 
at the time of wage payment to furnish employees 
a statement, which they may reta in , showing the 
amount of taxes deducted from their wages under 
the old-age insurance system. 

2. Exclusion of any nominal wages paid to 
employees of a l l nonprof i t organizations now 



exempted f rom the Federal income tax. M a n y 
nonprofit organizations, part i cu lar ly fraternal or
ganizations, w i t h employees and officers drawing 
a nominal wage, are now required to make reports 
and pay taxes for those employees, a l though the 
amount of the taxes and prospective benefits 
involved is negligible. 

3. Exclusion from the def init ion of wages of a l l 
payments made by an employer to or on behalf 
of an employee under a plan or system prov id ing 
for retirement benefits, dismissal wages, d isabi l i ty 
benefits, and medical and hospital expenses. The 
purpose of this proposal is to avoid discouraging 
plans of the nature described. 

4. Simpli f ication of the present provisions w i t h 
respect to lump-sum payments on death ( in case 
the substantive changes recommended by the 
Board are not made). 

5. Provision t h a t applications for death bene
fits must be filed w i t h i n 2 years after date of death. 

6. Simpli f ication of the procedure for payment 
to infants or other legally incompetent persons. 

7. Provision making more equitable the recov
ery by the Federal Government of incorrect 
payment to individuals . 

8. Provision respecting the practice of a t t o r 
neys and agents before the Board. 

9. Provision t h a t findings of fact and decisions of 
the Board in the allowance of claims shall be final 
and conclusive. Such a provision would follow 
the precedent of the W o r l d War Veterans A c t and 
of other legislation w i t h respect to agencies similar 
to the Board which handle a large number of small 
claims. 

10. Clarif ication of the law regarding services 
of an employee performing both excluded and 
included employment. 

U n e m p l o y m e n t C o m p e n s a t i o n 

The unemployment compensation and publ ic -
assistance provisions of the Social Security A c t 
constitute the most comprehensive a t t e m p t ye t 
made to uti l ize a system of Federal-State coopera
tion for the solution of national problems. T o 
promote State action in unemployment compen
sation the Federal law establishes a uni form tax 
payable by employers regardless of whether the 
State in which they operate has an unemployment 
compensation l a w ; i t then permits employers to 
offset their contributions under a State unemploy

ment compensation law up to 90 percent of the 
t o t a l Federal tax. The act also provides t h a t the 
Federal Government shall make grants to the 
States to cover the entire necessary cost of proper 
administrat ion of their unemployment compen
sation laws. 

The recommendations of the Social Security 
Board relative to unemployment compensation 
deal w i t h extension of coverage, improvement of 
Federal-State relationships, and certain technical 
changes, rather t h a n any fundamental change i n 
the present Federal-State pat tern now set f o r t h i n 
the Federal law. T h o u g h the adjustment of 
Federal-State relations is a t best a dif f icult and 
delicate task, part i cu lar ly i n the field of social 
legislation, experience so far indicates a large 
measure of success. The present provisions of 
the Federal law have proved completely effective 
i n fac i l i tat ing the enactment of State unemploy
ment compensation laws. Those laws and the 
character of their administrat ion have on the whole 
been reasonably satisfactory. The inevitable 
administrat ive difficulties involved i n the inaugu
rat ion of any large-scale undertaking were accen
tuated by the fact t h a t i n 22 States benefits 
became payable i n January 1038, a t a time of 
unexpectedly heavy unemployment. I n spite of 
these difficulties, the 31 jurisdict ions t h a t had 
begun paying benefits by the end of 1038 have 
paid ou t about $400,000,000 i n benefits to approx i 
mately 3 1/2 mi l l i on unemployed workers. The 
most pressing problem i n unemployment com
pensation at the present time is improvement and 
simpli f ication of the State laws themselves and of 
their adminis trat ion , on the basis of increasing 
experience. 

Employers ' Tax and Reporting Procedures 

The Board is aware of the suggestion made a t 
the time the Social Security A c t was under con
sideration, t h a t the Federal Government should 
collect the entire Federal tax and make grants - in-
aid to the States, instead of al lowing an offset on 
the Federal tax. I t was argued t h a t such a 
method would relieve employers of the necessity of 
making tax reports to both the State and the 
Federal Government. I t is true t h a t this would 
be of some advantage, part i cu lar ly to employers 
operating i n more than one State. However, a t 
present, the State unemployment compensation 
agencies need detailed in format ion concerning the 



past w o r k i n g history of persons c la iming benefits 
i n order to determine the amount due them. I f 
employers d i d no t report direct ly to the State 
agencies, i t would either be necessary for the 
Federal Government to furnish the State agencies 
the required in format ion , or i t would be necessary 
for the States to develop benefit procedures which 
would el iminate detailed report ing . Neither the 
Federal Government nor the States have had 
sufficient experience to warrant an opinion as to 
the feasibil ity of such a drastic change. 

T h e Board , however, does recommend t h a t 
the Federal unemployment compensation tax 
provisions be combined w i t h those for old-age 
insurance which relate to employers. Such a com
bination would have the advantage of rel ieving 
employers f r om m a k i n g two separate Federal tax 
returns. T h i s arrangement would , of course, not 
affect the present offset provision or the present 
use of the proceeds of the two separate taxes. 

Extension of Coverage 

Regardless of whether the two taxes are com
bined, the Board recommends t h a t the coverage of 
unemployment compensation be made similar to 
the coverage already recommended for old-age 
insurance, w i t h certain exceptions to be discussed 
later. E v e n though the tax provisions were not 
combined, there wou ld be great advantages i n 
m a k i n g the provisions of the two programs 
ident ical w i t h respect to employers affected by 
b o t h . Such a change would make i t possible to 
s impl i fy employers' recordkeeping and report ing 
to the Federal Government, as well as to the 
States, since the la t ter wou ld undoubtedly adjust 
their State laws accordingly. 

The suggested combinat ion of the unemploy
ment compensation tax provisions w i t h the old-age 
insurance tax provisions or any broadening of 
Federal unemployment compensation provisions 
( w i t h the exception of mar i t ime employment) 
should n o t become effective before January 1, 
1941, since i t would be necessary to give the States 
ample o p p o r t u n i t y to amend their laws accord
ing ly . T h i s would also give the State unemploy
ment compensation agencies sufficient time to 
perfect their adminis trat ive organization and pro 
cedures. 

I n unemployment compensation as i n old-age 
insurance, the Board believes t h a t i t is adminis 

t ra t ive ly feasible and i n accordance w i t h sound 
social policy to include the employments not 
covered by present Federal provisions, w i t h the 
exceptions hereafter discussed. 

Problems Relating to Agricultural Employment.— 
The situation of agricultural employees is fre
quently different from that i n most other occupa
tions. F a r m employees often either own small 
farms of their own, or live i n homes provided by 
the employer w i t h the use of land and equipment 
to produce a par t of their subsistence. While it 
seems feasible to cover such persons in old-age 
insurance, i n unemployment compensation there 
are unusual problems. For example, i n many 
cases i t would be extremely di f f icult to determine 
whether the ind iv idua l should be considered " u n 
employed," or whether he is normal ly work ing for 
himself. While some foreign systems have been 
extended to cover agricultural employees, i t must 
be recognized that the agricultural wage-earning 
group i n this country is much less clearly defined. 
I t therefore appears inadvisable to recommend at 
this time the extension of unemployment insurance 
to cover al l agricultural employees. However, 
jus t as in the case of old-age insurance, the Board 
recommends t h a t the language of the present ex-
ception relating to "agr i cu l tura l labor " i n any 
event should be modified to make certain that this 
exception applies only to the services of a farm
hand employed by a small farmer to do the ordi
nary work connected w i t h his farm. The Board 
w i l l continue to study the problems involved and 
w i l l make every effort to develop practical ways 
and means of br inging about extension to all 
agricultural employees. 

Problems Relating to Domestic Service.—In the 
case of domestic service i n a private home, the 
difficulties of extending unemployment compensa
t ion are far less serious than i n agriculture. The 
fact of unemployment is much easier to determine 
The chief problem here relates to the determine
t ion and collection of contributions. The Board 
believes domestic employees can and should be 
covered by the unemployment insurance provisions 
of the act, provided sufficient time is allowed for the 
States to perfect their administrat ive procedures. 

Problems Relating to State and Federal Employ
ment.—Employment by a State government or its 
instrumentalit ies must continue to be excluded 
f rom Federal unemployment compensation provi
sions for the reasons cited i n connection w i t h old-



age insurance. The Board does not believe there 
would be any groat advantage i n including Federal 
employees under the unemployment compensation 
provisions. Civil-service employees are, for the 
most part , already protected against the hazard of 
unemployment, and i t would probably be more 
practical to provide for non-civil-service employees 
through some form of dismissal wage rather than 
through establishing a special Nat ion-wide u n 
employment compensation system. 

However, the Board does believe t h a t so-called 
instrumentalities of the Federal Government 
which are not whol ly owned by i t—such as na
tional banks—should be brought in to State unem
ployment compensation as wel l as under old-age 
insurance. 

Non-profit Organizations.—The Board recom
mends the inclusion of service performed i n the 
employ of nonprof i t organizations. The Board 
anticipates no serious administrat ive difficulties 
in such inclusion. 

Family Employment.—In order to avoid serious 
administrative difficulties i n the payment of 
unemployment compensation benefits, the Board 
believes t h a t the exclusion of f ami ly employment 
should be retained. 

Including Employers of One or More Employees.— 
The Board recommends t h a t the present Federal 
restriction to employers who have had 8 or more 
employees i n 20 or more weeks dur ing the year 
be el iminated so t h a t the unemployment com
pensation provisions would cover a l l those hav ing 
one or more employees, jus t as i n the case of o ld -
age insurance. Twenty - f our State unemploy
ment compensation laws already cover smaller 
employers than those included i n the Federal 
act as i t now stands; of those, 10 cover employers 
of one or more. 

Employer-Employee Relationship.—The Board 
recommends t h a t the changes to broaden and 
clarify those terms, already described i n connec
tion w i t h old-age insurance, be also incorporated 
i n the Federal provisions for unemployment 
compensation. 

General.—The Board recommends t h a t the Fed 
eral pay-rol l tax i n connection w i t h unemployment 
compensation be l imi ted to the first $3,000 of 
annual wages, i f t h a t m a x i m u m is retained i n the 
old-age insurance tax provisions. Though the 
Board recognizes t h a t such a l i m i t a t i o n would 
reduce revenue somewhat, i t believes t h a t this 

disadvantage would be counterbalanced by the 
advantages to be derived f r o m m a k i n g the Fed 
eral tax provisions identical for both programs. 

I f unemployment compensation coverage is 
extended to employers of one or more, the Board 
believes i t w i l l be necessary to exclude—for the 
same reason as i n old-age insurance—casual labor 
n o t i n the course of the employer's trade or 
business. 

Unemployment Compensation for Seamen 

Under the Const i tu t i on i t is impossible to con
fer upon the States jur isd ic t ion over m a r i t i m e 
employment to the extent necessary to meet the 
needs of unemployment compensation. There
fore, i n order to afford such protect ion to seamen, 
i t would be necessary to pass a Federal act. 
The Board recommends t h a t such an act be 
passed covering a l l mar i t ime employment which 
i t is no t possible or practicable to br ing under 
State laws, w i t h the exceptions noted under 
old-age insurance. 

State Personnel 

Under the present Federal law, before a grant 
to a State for unemployment compensation a d 
min i s t ra t i on may be certified, the Social Security 
Board must find t h a t the State law includes 
provisions for "such methods of administrat ion 
(other than those relat ing to selection, tenure of 
office, and compensation of personnel) as are found 
by the Board to be reasonably calculated to 
insure f u l l payment of unemployment compen
sation when due . " I n another section, the Board 
is required, i n making such grants, to determine 
the amount "necessary for proper a d m i n i s t r a t i o n " 
of the State law. 

The Board believes t h a t proper administrat ion 
must necessarily include adequate provision for 
the selection, tenure of office, and compensation 
of personnel. Therefore i t may be argued t h a t a 
conflict exists i n the present Federal provisions. 
The Board believes this should be resolved b y 
repealing the parenthetical language quoted above. 

I n the opinion of the Board i t is sound policy 
for the State unemployment compensation agen
cies to have entire author i ty and responsibility 
for the selection, tenure of office, and compen
sation of i n d i v i d u a l employees. B u t this author 
i t y and responsibility should be exorcised i n ac



cordance w i t h a systematic m e r i t system for the 
establishment and maintenance of desirable per
sonnel standards. The Board therefore recom
mends t h a t for the parenthetical language already 
quoted, there be subst ituted language requir ing 
t h a t methods of State administrat ion shall include 
procedures for the establishment and maintenance 
of personnel standards on a m e r i t basis. 

Such mer i t systems should include, as does the 
Federal civil-service law, proh ib i t i on against 
pol i t ical sol ic itation and pol i t ical a c t i v i t y , since 
the salaries of State unemployment compensation 
personnel are paid entirely out of Federal funds. 

T h i r t y - n i n e State unemployment compensation 
agencies already operate under a general State 
civil-service law or i n accordance w i t h a mer i t 
system established for or by the agency itself. 
The effect of this suggested amendment would 
s imply be to make personnel practices already p u t 
i n t o operation by a large m a j o r i t y of States more 
general. 

The Board believes t h a t requir ing the State 
agencies to establish a m e r i t system would place 
Federal-State relations on a more stable and auto 
mat i c basis. I n actual experience the result of 
establishing an adequate State personnel system 
has been to eliminate the necessity for detailed 
Federal scrut iny of operation, and the possibility 
of misunderstanding and conflict i n Federal-State 
relations. The suggested requirement thus con
st itutes not an encroachment of Federal a u t h o r i t y 
i n State operations, but rather a protection to the 
States against undue interference w i t h their 
administrat ive funct ioning. 

T h e establishment of a mer i t system also pro 
tects taxpayers and beneficiaries w i t h i n the State, 
inasmuch as i t mater ia l ly reduces the hazard t h a t 
administrat ion w i l l become so unsatisfactory t h a t 
the State law can no longer be certified by the 
Board as meeting the administrat ive standards 
of the Federal act. Such i n a b i l i t y to certi fy 
moans t h a t employers i n a State would be re
quired to pay to the Federal Government 100 
percent instead of 10 percent of the Federal tax, 
i n addi t ion to paying their fu l l tax under the 
State unemployment compensation law. U p to 
the present the Board has not found i t necessary 
to w i t h h o l d certif ication i n the case of unem
ployment compensation, although i t has been 
necessary to take such action regarding publ ic -
assistance grants. Effective safeguards should 

be set up , i n order to eliminate the possibility 
t h a t the derelictions of their public servants may 
br ing such a penalty upon innocent citizens of a 
State. 

Unification of Unemployment Compensation 
and Employment Service 

I n order to promote effective administration, 
the Board recommends t h a t the administrat ion of 
unemployment compensation and of the United 
States E m p l o y m e n t Service be unified in a single 
Federal bureau, i n such a way that the special
ized functions of each are not only protected but 
strengthened. I n al l other countries having 
unemployment compensation systems, a single 
governmental agency administers both the place
ment function and the insurance function. This 
has been found necessary because of the close 
relationship essential to the proper carry ing out 
of these two functions. I n this country each is 
under a separate Federal agency, although in all 
the States b u t one a single State agency admin
isters the unemployment compensation law and 
operates the State employment service. 

The Social Security A c t provides t h a t unem
ployment compensation may be paid through 
public employment offices or such other agencies 
as the Social Security Board may approve. 
The Board has fu l ly recognized the desirability 
of paying claims through public employment 
offices, in order to aid the unemployed worker in 
finding now employment, and to reduce the 
amount of unemployment compensation claims 
to a m i n i m u m . I t has, therefore, not approved 
of payment of unemployment compensation claims 
through any agencies other than employment 
offices. 

Recognizing the necessity for an efficient 
employment service as a part of the proper 
administrat ion of a State unemployment com
pensation law, the Board has made grants to 
the States for the administrat ion of their employ
ment services. The Board has realized t h a t it 
would be uneconomical, undesirable, and im
practicable to have two employment services-
one for workers covered under the unemploy
ment compensation laws and one for workers 
n o t so covered. Therefore, i t has encouraged 
the States to affiliate w i t h the United States 
E m p l o y m e n t Service and to match the Federal 
funds available i n connection w i t h t h a t service. 



All the States have taken this action. The 
Federal funds available to them from this source 
have been substantial ly augmented by grants 
from the Social Security Board. Of the t o t a l 
funds now being expended for the operation of 
the expanded Federal-State employment service, 
approximately 80 percent is provided by grants 
from the Board , 10 percent by grants f rom the 
United States E m p l o y m e n t Service, and 10 
percent by the States themselves. 

From the outset the Board has recognized the 
necessity for coordinating and integrat ing i ts 
unemployment compensation functions w i t h those 
of the United States Employment Service, i n 
order to avoid the di lemma i n which the State 
agencies would be placed i f obliged to deal w i t h 
two Federal agencies having conflicting standards 
and policies. The Board , therefore, negotiated 
an agreement w i t h the Secretary of Labor whereby 
the Uni ted States Employment Service and the 
Board's Bureau of Unemployment Compensation 
would act as i f they were a single agency. T h i s 
joint agreement has promoted a considerable 
degree of coordination and integrat ion. B u t 
complete integrat ion is necessary i n the interests 
of economy, efficiency, and good w i l l . The day-
to-day activit ies of the local employment offices, 
through which unemployment compensation 
claims are paid, are closely interrelated and vary 
in such a way between unemployment compensa
tion and placement work that i t is necessary for a 
considerable port ion of the employees to be ava i l 
able for transfer from one function to another as 
occasion requires. Only unified supervision and 
direction can properly protect and integrate the 
various functions t h a t must be performed i f 
unemployed workers and employers are to be 
served adequately. 

Other Administrative Changes 

The Board recommends a number of other 
changes designed to improve the administrat ion 
of the present program: 

1. Increasing the authorization for the annual 
appropriation of Federal funds to assist the States 
in the administrat ion of their unemployment 
compensation laws. The present m a x i m u m of 
$49,000,000 is clearly insufficient to cover the 
necessary cost of proper administrat ion . The 
Board recommends that the m a x i m u m be raised 
to $80,000,000. The history of this legislation 

indicates t h a t Congress intended t h a t the 10-
percent net proceeds of the Federal tax should 
cover the entire cost of administrat ion . A n 
authorization of this increased amount would s t i l l 
be covered by the probable proceeds of this tax. 

2. Supplementary provisions authoriz ing the 
Social Security Board to enforce requirements 
t h a t expenditure by State officials of Federal 
funds be i n accordance w i t h the purposes author 
ized by the act. 

3. Changing the base of the pay-rol l tax f rom 
"wages payable" to "wages p a i d , " thus making 
i t the same as t h a t for old-age insurance taxes. 

4. Permi t t ing the employers to offset against 
their Federal tax, up to the 90-percent m a x i m u m , 
all contributions made under State unemploy
ment compensation laws, regardless of whether 
or not the la t ter are made w i t h respect to employ
ment as defined under the Federal law. 

5. Exclusion of nominal wages paid to em
ployees of nonprof it organizations, as already 
recommended under old-age insurance. 

0. Exclusion f rom the definition of wages of a l l 
payments made by an employer to or in behalf of 
an employee under any benefit plan or system, as 
described i n the identical recommendation made 
w i t h regard to old-age insurance. 

7. Extending the time w i t h i n which credit may 
be claimed under the Federal taxing provisions i n 
cases where the employer has paid his State tax on 
t ime, b u t has paid i t to the wrong State. 

8. Author iz ing the States to make their unem
ployment compensation laws applicable to persons 
employed upon land held by the Federal Govern
ment , such as employees of hotels i n nat ional 
parks. Congress has already enacted a statute 
g iv ing the States author i ty to apply their w o r k 
men's compensation laws to such employees. 

9. Clarif ication of the language excluding State 
instrumental it ies to indicate t h a t the exemption 
applies to any instrumenta l i ty whol ly owned by 
the State or pol i t ical subdivision, as well as t o 
those which would be exempt under the Con
s t i t u t i o n . 

10. Clarif ication of the law as regards services of 
an employee performing both excluded and i n 
cluded employment. The same recommendation 
is made in connection w i t h old-age insurance. 

11. Clarif ication of the provisions relating to 
so-called " m e r i t r a t i n g " or "experience r a t i n g " 
under State unemployment compensation laws. 



P u b l i c Ass i s tance 

T h e Social Security A c t offers the States Federal 
aid i n prov id ing publ ic assistance for three groups 
of the needy—the aged, the b l i n d , and dependent 
chi ldren. The Nat ion-wide development of those 
programs since the passage of the act leaves no 
question as to the effectiveness of this Federal 
legislation i n promot ing more systematic, equi 
table, and humane assistance to those needy men, 
women, and children. 

As a result of the Federal grants- in-aid which 
the act makes available, all the States and T e r r i 
tories and the D i s t r i c t of Co lumbia have joined i n 
the Federal-State old-age assistance program. 
F o r t y States, the D i s t r i c t of Columbia , and 
H a w a i i are tak i n g par t i n the program for aid to 
dependent chi ldren, and the same number i n aid 
to the needy b l i n d . B y the close of 1938 some 
1,771,000 old people, 636,000 chi ldren, and 42,000 
b l ind were thus being aided f rom combined 
Federal and State funds. The to ta l amount of 
Federal and State aid given d u r i n g the current 
fiscal year w i l l approximate hal f a b i l l i on dollars. 

T h e Board recommends no fundamental change 
i n Federal-State relations as regards public assist
ance. I t believes, however, t h a t certain sub
stantive and procedural changes can be made 
whi ch w i l l greatly strengthen and improve the 
protect ion now afforded. 

Old-Age Assistance and Aid to the Blind 
A t the present t ime, i n add i t i on to reimbursing 

the States for 50 percent of their assistance pay
ments to the needy aged and needy bl ind (subject 
to a m a x i m u m of $30 a m o n t h for each person 
aided), the Federal Government makes an add i 
t ional grant of 5 percent which the State may 
apply to adminis trat ion . This f lat 5 percent does 
no t represent an adequate Federal contr ibut i on 
for proper admin i s t ra t i on ; and the Board , there
fore, recommends t h a t the law be amended so t h a t 
Federal grants may reimburse the States for 50 
percent of the necessary cost of proper adminis 
t r a t i o n . 

Aid to Dependent Children 
The Board strongly recommends t h a t grants-

in -a id to the States for aid to dependent chi ldren 
be placed on the 50-percent matching basis already 
i n effect for the other two programs. A t the 

present time the Federal Government contributes 
only one-third of the payments made by the States 
to dependent chi ldren. As a result, fewer States 
are part i c ipat ing i n this program, and i n many of 
the States t h a t are part i c ipat ing , the level of 
assistance for dependent children is lower than 
t h a t for the aged and the b l ind . The number of 
old people now being aided through Federal grants 
is three times as large as the number of dependent 
children. B u t the actual number of dependent 
children i n need of assistance and eligible under 
Federal and State standards is probably fu l ly as 
large as the number of needy aged now receiving 
assistance. 

A t present the m a x i m u m amounts which may 
be taken into consideration i n making Federal 
grants are $18 a m o n t h for the first chi ld and $12 
for each addit ional chi ld in the fami ly . The 
Board recommends t h a t these m a x i m u m limita
tions be raised to the same m a x i m u m as that 
provided i n the case of needy aged and needy 
b l ind . 

I n addi t ion to those changes i n the basis of 
Federal matching, the Board recommends that the 
age l i m i t for dependent children should be raised 
i n the Federal law from 16 to 18 when the child is 
regularly attending school. This would recognize 
the present desirable tendency for children to 
finish high school before seeking permanent 
employment. 

For aid to dependent children the Federal law 
already provides t h a t the cost of administration 
shall be reimbursed by the Federal Government in 
the same proport ion as the cost of assistance. 
This should be retained i n placing Federal grants 
for this program on an equal matching basis. 

Public Assistance for Indians 
A number of States have a considerable Indian 

populat ion , some of whom are s t i l l wards of the 
Federal Government. The Board believes that, 
w i t h regard to certain Indians for whom the 
Federal Government is assuming responsibility 
i n other respects, and who are i n need of old-age 
assistance, aid to the b l i n d , or aid to dependent 
children, the Federal Government should pay 
the entire cost. I f this provision is made, the 
Board should be authorized to negotiate coopera
t ive agreements w i t h the proper State agencies so 
t h a t aid to those Indians may be given in the same 
manner as to other persons i n the State, the only 



difference being i n the amount of the Federal con
tribution. The Board believes t h a t i t should 
also be given author i ty to grant funds to the 
Office of I n d i a n Affairs for this purpose, i f t h a t 
appears more desirable i n certain circumstances. 

Variable G r a n t s 

Federal grants- in-aid under the three publ ic -
assistance provisions of the Social Security A c t 
will to ta l approximately a quarter of a b i l l ion 
dollars dur ing the current fiscal year. These 
grants are made to all States on the same per
centage basis, regardless of the vary ing capacity 
among the States to boar their port ion of this cost. 
The result has been wide difference between the 
States, both in number of persons aided and 
average payments to individuals . Thus , i n the 
case of old-age assistance the number of persons 
being aided varies f rom 54 percent of the popula
tion over 65 years of age i n the State w i t h the 
highest proport ion to 7 percent in t h a t w i t h the 
lowest proport ion. S imi lar ly State averages for 
payments to needy old people range from about 
$32 per m o n t h to $6. Whi le these variations may 
be explained in par t on other grounds, there is no 
question t h a t they are due i n very large measure to 
the varying economic capacities of the States. 

The Board believes that i t is essential to change 
the present system of uni form percentage grants 
to a system whereby the percentage of the to ta l 
cost in each State mot through a Federal grant 
would vary in accordance w i t h the relative 
economic capacity of the State. There should, 
however, be a m i n i m u m and m a x i m u m l i m i t a t i o n 
to the percentage of the to ta l cost i n a State which 
will be met through Federal grants. The present 
system of un i form percentage grants results at 
best in an unnecessarily large amount of money 
flowing in and out of the Federal Treasury, and a t 
worst in increasing the inequalities which now 
exist in the relative economic capacities of the 
States. 

The Board believes t h a t , w i t h such large sums 
involved, i t would be desirable to establish an 
interdepartmental agency representing the various 
governmental departments which collect and 
analyze economic data having a bearing on the 
relative economic capacity of the various States. 
Such an agency could be given the responsibil ity 
of determining the relative economic capacity of 

the various States, upon the basis of which the 
v a r y i n g percentages of Federal grants wou ld be 
computed. 

State Personnel 

W i t h regard to requir ing States to establish 
m e r i t systems for the selection and maintenance 
of personnel, the Board makes the same recom
mendations for publ ic assistance as for unemploy
ment compensation. These—and the reasons 
therefor—have already been set f o r t h . I t should 
be noted t h a t i n 10 States public-assistance 
agencies already operate under a systematic mer i t 
system and t h a t i n vary ing degrees a l l the States 
have sot up objective standards of some sort for 
the selection of public-assistance personnel. I n 
public assistance, as i n unemployment compensa
t i on , this provision would strengthen State a d m i n 
i s t ra t i on , safeguard taxpayers and beneficiaries, 
and place Federal-State relations on a more stable 
and automatic basis. 

Disclosure of Confidential Information 

T h e Board recommends t h a t State public-assist
ance plans be required, as one of the conditions 
for the receipt of Federal grants, to include reason
able regulations governing the custody and use of 
i ts records, designed to protect their confidential 
character. T h e Board believes t h a t such a pro 
vision is necessary for efficient adminis trat ion , 
and that i t is also essential i n order to protect 
beneficiaries against humi l ia t i on and exploita
t ion such as resulted i n some States where the 
publ ic has had unrestricted access to official rec
ords. Efficient administrat ion depends to a great 
extent upon enlisting the fu l l cooperation of bo th 
applicants and other persons who are interviewed 
in relation to the establishment of e l i g i b i l i t y ; this 
cooperation can only be assured where there is 
complete confidence t h a t the in format ion obtained 
w i l l not be used i n any way to embarrass the i n d i 
v idual or jeopardize his interests. Similar con
siderations arc involved i n safeguarding the names 
and addresses of recipients and the amount of 
assistance they receive. Experience has proved 
t h a t publ icat ion of this in format ion does not serve 
the avowed purpose of deterring ineligible persons 
from apply ing for assistance. The public interest 
is amply safeguarded i f this in format ion is ava i l 
able to official bodies. 



Administrative Changes 
T h e Board recommends a number of minor 

technical changes to c lari fy and s impl i fy existing 
Federal public-assistance provisions: Of these the 
most i m p o r t a n t is provision for a different method 
of settlement w i t h the States for amounts recov
ered f r om the estates of deceased recipients of 
old-age assistance. A t present the States are 
not required to make collections against the estates 
of deceased recipients; nor does the Board propose 
t h a t any such requirement be sot up . However, 
a number of States do make such collections i n 
accordance w i t h their own plans. The present 
method of settlement between the States and the 
Federal Government i n such cases creates needless 
administrat ive difficulties which can readily be 
el iminated by p e r m i t t i n g the Federal Government 
to offset i ts pro rata share of the amounts recovered 
against the next payment made by i t to the State. 

H e a l t h 

The Chairman of the Social Security Board is a 
member of the Interdepartmenta l Committee to 
Coordinate H e a l t h and Welfare Act iv i t i es which 
has presented to the President a long-range N a 
t ional H e a l t h Program. The Board is of the 
opinion t h a t the enactment of the Nat i ona l H e a l t h 
Program would no t only result i n meeting more 
adequately the needs of those now receiving aid 
under the Social Security A c t , b u t would also have 
a mater ia l effect i n reducing the future cost of 
public assistance under the act. 

Recommendation V of the N a t i o n a l H e a l t h 
Program calls for insurance against loss of wages 
dur ing disabi l i ty not arising out of employment. 
T h e Board believes t h a t adoption of this recom
mendation would go far toward completing the 
protection now afforded workers against loss of 
wages. The present State workmen's compensa
t i o n laws offer protection against loss of wages 
result ing f rom i n j u r y arising out of employment. 
The State unemployment compensation laws f u r 
nish some protect ion against wage loss due to 
unemployment . The Federal old-age insurance 
system w i l l provide protection against permanent 
loss of wages due to old age. B u t , though some 
workers have some protection through vo luntary 
insurance, no comprehensive protect ion ye t exists 

against unemployment due to disabi l i ty not con
nected w i t h employment. 

As already indicated i n the discussion of old-age 
insurance, the Board believes t h a t i f protection 
against wage loss due to permanent t o t a l disability 
is provided, i t should be l inked w i t h that program 
since permanent disabi l i ty is most l ike ly to occur 
among older workers, and the permanently dis
abled worker leaves the labor market i n much the 
same sense as does the aged person. Another 
reason for l i n k i n g permanent to ta l d isabi l i ty with 
old-age insurance is t h a t the latter is on a Federal 
basis. The load would thus be more evenly dis
t r ibuted among the States than would be possible 
i f permanent to ta l d isabi l i ty were administered on 
a State-by-State basis, since some States have 
higher proportions of the older persons among 
whom disabi l i ty more frequently occurs. 

As regards temporary disabi l i ty compensation, 
the Board believes that this can be placed on a 
State basis fol lowing the precedent of unemploy
ment compensation. The Board recommends 
t h a t i f such a program is inaugurated, i t incor
porate taxing and grants- in-aid provisions like 
those i n operation for unemployment compensa
t i o n — t h a t is, provision for a uni form, Federal 
pay-ro l l tax against which employers would be 
permitted to offset a substantial percentage of 
their contributions under State laws for this pur
pose. I f Congress should not wish to levy an 
addit ional pay-ro l l tax at this t ime, this offset 
m i g h t be allowed against the present tax levied 
upon the employer under the old-age insurance 
system. B u t i t should be realized t h a t this 
would mater ia l ly reduce the proceeds available 
for future old-age insurance benefits. The Board 
estimates t h a t a system of temporary disability 
compensation would involve a cost of approxi
mately 1 percent of wages. I f a State levied a 
tax of 1 percent payable equally by employers 
and employees, allowance to employers of an 
offset up to 90 percent of a Federal tax of one-half 
of 1 percent would be sufficient to enable the 
States to provide temporary disabi l i ty compen
sation, w i t h o u t the risk of unfair competit ion on 
the par t of employers in other States that fai l to 
pass such legislation. I n order to afford the 
States ample o p p o r t u n i t y to enact the necessary 
legislation, the Board recommends t h a t any 



Federal action i n this field should not be made 
effective pr ior to January 1, 1941. 

G e n e r a l 

The Board recommends the fol lowing amend
ments of a general character. These are to a 
large extent self-explanatory: 

1. A n amendment to proh ib i t the disclosure of 
information obtained by the Board or i ts em
ployees except under certain restricted conditions 
related to proper administrat ion . The provisions 

which the Board recommends are similar to those 
already applicable to the Veterans' A d m i n i s t r a 
t i on . 

2. A n amendment to confer upon the Social 
Security Board the power to issue subpenas, ad 
minister oaths, and examine witnesses and the l ike 
i n connection w i t h i t s administrat ion of the Social 
Security A c t . This recommendation is i n l ine 
w i t h the a u t h o r i t y conferred on numerous other 
administrat ive agencies, such as the Veterans' 
Admin i s t ra t i on , the Federal Trade Commission, 
and the Securities and Exchange Commission. 


