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INTRODUCI'ION 

Among the many economic and social experiments undertaken 
in this country during the last decade, the most far-reaching is the" 
adoption of a national plan of social insurance, or social security 
as it is now called. Before many years this plan is bound to .be radi
cally transformed. The risks from which men and women seek to 
be protected will be added to. The rates of benefit will be raised. 
The period for which benefits are paid will be lengthened. Classes 
of persons excluded from existing· arrangements will in time be 
covered. The authority and powers of .the administrative agencies 
charged with interpreting and enforcing the social insurance statutes 
will be progressively enlarged. 

What principles and policies will govern these developments in 
social legislation, economic practice, and the relation of citizens to 
their Government? How much is the program in its entirety esti
mated to cost and how is it to be financed? Is there to be one sys
tem for everybody or are there to be separate schemes for insuring 
diverse risks and different parts of the population? How is it pro- _ 
posed to apportion administrative functions among central and 
local public authorities? What considerations should Congress have 
in mind in fixing schedules of benefits? 'By what means is it pos
sible to secure wise, sober, and far-sighted administration? 

Questions like these we have not yet begun to ask, much less to . 
answer. In the vast literature, public and private, dealing with the 
risks of modern life and extolling the virtues of social insuranCe: it 
is virtually impossible to find a discussio~ of the indispensable 
elements of public policy. Nowhere are the claims of .alternative 
courses of action satisfactorily examined and assessed. No one has 
undertaken_ to place next to our plans for the future the results of 
long experience in Europe with the same or similar undertakings. 
From what they can learn from official reports and the testimony 
of experts, it would seem impossible for public officials and private 
citizens to decide which of numerous proposals is calculated to do 
the most good and the least harm.· 

It is with this range of neglected issues that this essay by Mr. 
Rainard B. Robbins, vice-president of the Teachers Insurance 
and Annuity Association and formerly vice-president-actuary of the 
Union Labor Life Insurance Company, deals. His specific subject 
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is the existing separate and independent system of social insurance 
for railroad employes and the bill, now in Congress, which aims to 
extend and liberalize that system. But weighing the problems en
countered in attempting to provide social insurance benefits for 
railroad employes involves consideration of our entire program of · 
social insurance. Hence, Mr. Robbins undertakes to appraise the 
basic policies of our plans for social insurance and, by doing so, 
brings into the open a series of fundamental questions hitherto 
buried in dull official reports and monotonous tables of statistics. 

The first, and perhaps the most important, question of public 
policy has to do with the scope of a national system of social in
surance. Should it cover everybody or should there be separate 
systems for specified industries or groups of employes? The original 
Social Security Act covered railroad employees but almost immedi
ately the Railroad Retirement Act removed railroad workers from 
the coverage of the old age and ·survivors' provisions of the Social 
Security Act and later legislation replaced for them the unemploy
ment insurance provisions by the Railroad Unemployment Insur
ance Act. Thus, as the result of acts of Congress, railroad employes 1 

were placed in a favored category, were given a social insurance 
system of their own, and received benefits therefrom which are not 
available to their fellows in other industries. 

The wisdom of the public policy involved in this step is discussed 
by Mr. Robbins in the broad terms of social and political policy 
and with a wealth of detail and illustration. He considers the tech
nical and administrative difficulties created by the existence of what 
amounts to competing systems of social insurance. He gives ex
amples to show how, of two employees with service divided in the 
same ratio between the railroads and other industry and alike in all 
respects except in the time at which the railroad service is rendered, 
one would bequeath to his widow and child in case of his 
death in 1946 survivors' benefits of $54.50 a month, while the 
other would leave his surviving widow and child $4427 a month. 

But aside from the specific difficulties and inequities of this kind, 
there remains the larger question of the justification for separate 
plans at all. If railroad workers should be separately insured, why 
should not other groups be treated in the same way? If this prin
c:iple tends to be more generally adopted, where will it stop and 
what e.ffect will such separatist policies have on the whole institu-
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. 
tion of social insurance? "When several retirement plans operate 
side by side so that fellow workers find themselves under different 
plans, the tendency is for each group to seek amendments to its 
plan to make it at least as liberal in every respect as the most lib- · 

, eral. Instance after instance can be cited to show how this tendency 
results in jockeying between different plans to obtain more liberal 
benefits. But there is no corresponding anxiety to inaease the con
tributions." 

A second question, common to railroad ~ial insurance and to all 
similar systems, is concerned with their present and future cost and 
the way in which they should be financed. With the extension and 
liberalization of social insurance in the variety of directions now 
contemplated, probable costs become a matter of first-cate impor
tance. As costs rise, which they inevitably will, the sources of the 
necessary funds are also bound to become a matter of pressing im
portance to all concerned, the Government, the beneficiaries and 
the employers. At present it is easier and more pleasant to talk 
about higher benefits, more liberal conditions of eligibility, longer 

' periods of benefit payment, and more extensive protection, or 
greater security.·But the time is not far distant when we must face 
these hard and troublesome issues. · 

In the railroad scheme of things, none of the basic problems of 
cost and methods of financing them appear to be clear or settled. 
Though the retirement plan is set up on a reserve basis, it is by no 
means established that the reserve principle is being observed in 
practice. Though it appears to be contemplated that the plan shall 
be operated in accordance with actuarial estimates, evidence sug
gests that no such procedure is being followed. "In its 1940 report, • 
Mr. Robbins points out, the "Railroad Retirement Board reviews 
the first actuarial valuation as of December 31, 1938 •••• The report 
points out that the actuary estimated that level contributions of 
11.11%, of an estimated 2 billion dollar payroll would be needed to 
finance the liabilities. • • • In the face of this actuarial calculation, 
although the total being collected at the time was only 6% of com
pensation, the Board recommended no increase." 

With respect to estimates of overall cost, the situation ~ould seem 
to be in a similar state of confusion and unsettlement. What is 
clear is that the cost will be large-much larger than is commonly 
assumed. Dealing with the estimated cost of the proposed new 
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railroad bill, Mr. Robbins writes: "Turning to the comments in 
the report of the Board regarding the cost of the plan contemplated 
by the new· bill, we find: 'the estimated cost of the new proposals 
is 3Yz% of taxable payroll'. Bearing in mind the Board's 1940 state
ment that disbursements under the retirement plan may reach 
14% or t_s«'/o of payroll and adding 3% for unemployment and 
3Yz% for the new proposals, we have the Board's estimate 
of the cost of benefits under the new bill as from 20Yz% to 
21Yz% of taxable payrolls," 

Turning from the railroad to general social insurance plans, Mr. 
Robbins concludes that "the time has come in the development of 

. social benefit plans in this country when we should draw together 
the loose ends and determine on something in the way of national 
policy .••• We need to ask most seriously if •.. we· are ready to 
inaugurate social benefits for all workers that will involve as much 
as 20% of our payrolls. And in dealing with this question we need 
to bear in mind that this 20% does not cover some benefits that are 
being considered • • : in social planning, -such as hospitalization, 
medical, dental and ophthalmic fees for members of the worker's 
family as well as for the worker himself, and the cost of work
connected disabilities." 

On January 23, 1945, the President of the United States wrote to 
the chairmen of the Senate and House· Interstate Commerce Com
mittees, endorsing the proposed railroad retirement and unemploy
ment insurance acts which are the subject of this essay and urging 
their adoption. The questions about these acts which Mr. Robbins 
raises and discusses must be weighed and disposed of before this 
country can, with safety and assurance, approve either the railway 
proposals or their counterpart in our national social security plans. 
Before Congress sanctions either of these undertakings, it would 
best serve the permanent interests of the potential beneficiaries of 
social insurance by making certain that what it does is fair, 
equitable, workable, and not more costly than the country can afford. 

-Leo WoLMAN 

February r, 1945 



RAILROAD SOOAL INSURANCE: FAVORED 
TREATMENT versus UNIFORM SOCIAL INSURANCE 

PURPOSE 

This monograph undertakes: (1) To describe briefly the railroad 
retirement and the railroad unemployment insurance plans now 
operating; (2) To outline the proposals for amending these plans 
that appear in the Crosser Bill H.R. 1362; and (3) To discuss what 
seem to be pertinent questions growing out of this legislation, both 
operating and proposed. The final objective is a point of view re
garding the adoption of the Crosser Bill. The descriptions will make 
no claim to meticulous accuracy and numerous qualifications that 
would be essential for accuracy will be omitted. However, it is 
hoped that none of these abbreviations will have a bearing on the 
merits of tae ·discussions insofar as it bears on an attitude toward 
the bill. 

PRESENT RAILROAD RETIREMENT PLAN 

A,t present railroad workers participate in a compulsory joint ... 
contributory plan for retirement income established in accordance 
with ( 1) the Railroad Retirement Act of 1935 as .amended funda
mentally in 1937 and to a minor extent through several enactments 
of later years and (2) revenue provisions in ·a companion act called 
"Carriers Taxing Act of 1937" which replaced a similar act of 1935· 

The fundamental purpose of this plan is to furnish annuities to 
retired railroad workers; a relatively minor benefit is usually pay• 
able at the death of an employee either before or after retirement. 
Of transitory interest, but nonetheless of extreme importance in 
making the plan palatable when operations began, pensions that 
were being paid by employers to individuals in the spring of 1937 
were assumed by the plan to the extent of $120 a month, and any 
general reductions that had been made in these pensions after the 
year 1930 were restored. From the standpoint of immediate effec
tiveness when the plan began, a most important characteristic of 
the retirement annuities is that they recognize service prior to the 
inauguration of the plan so that many employees were eligible to 
apply for retirement annunities almost immediately after the plan 
was inaugurated. 

Speaking generally, the Railroad Retirement Act applies to (1) 
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railroads, express companies and sleeping-car companies, engaged 
in interstate commerce; (2) certain classes of employers engaged in 
closely related activities; and (3) national railway labor groups or
ganized in accordance with the Railway Labor Act, and certain 
officers and employees of labor organizations who have previously 
been employed by "Carriers. ... 

By amendments of 1940 and 1942, military service, either volun
tary or involuntary, is creditable under conditions stated in the Act 
to an employee who was a railroad worker shortly before entering 

' military service. 

Benefit Pro.,isionl 

Annuities. Anyone who has been in· covered employment ar any 
time since the Railroad Retirement Act was approved on August 29, 
1935 is entitled to an age retirement annuity when he ceases to be 
employed after attaining age 65, if he gives up any right he may 
have to return either to covered employment or to work for the 
person by whom he was last employed. It is well to note at once 
that an individual need not be in covered employment at the time 
of application 'for a retirement annuity; he may have given up 
railroad employment years before. He may draw his annuity and 
have a full-time job, but he cannot draw it for any month during 
which he ·receives compensation for employment covered by this 
Act (aside from certain emergency employment) or from his last 
employer before retirement. There is a provision for a minimum 
annuity which applies only to those in service at age 65 who have 
20 years of creditable service. 

Under the circumstances stated in the preceding paragraph, an 
individual age 6o may apply for an age retirement annuity if he has 
completed· thirty years of service creditable under the Act but the 
annuity will be less than if he had attained age 65 by xfx8oth for 
each month by which his age when the annuity begins falls short 
of 65 years. -

If a covered individual is "totally and permanently disabled for 
regular employment for hire" he may apply for an annuity regard
less of age after completing thirty years of service; if he has attained 
age 6o, he may apply regardless of how short his period of service 
may have been; but with less than thirty years of service the annuity 
will be smaller than if he had attained age 65 by xfx8oth for each 
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month by which his age when the annuity begins falls short of 
6syean. 

Before any reduction that may be made because of the early age 
of the recipient the monthly annuity payment to an employee re
tired for age or disability is obtained by multiplying the number of 
years of creditable service by the sum of 2% of the first $5o.oo, 
1 Yz% of the next $xoo.oo and x% of the next $150.00 of the em
ployee's "monthly compensation." Remuneration in excess of $300.00 
a month is not considered part of "compensation." Of course much 
care must be exercised in dete(mining just what service is credit
able and "monthly compensatien" is an average involving all ·years 
of service in accordance with rules that are stated in detail. Periods 
of service prior to January I, 1937 are not to operate to make the 
total period more than thirty years and service after age 65 is not 
to count if rendered after June 30, 1937· 

It is important to note that precaution: is taken to make the an
nuity as large as it would be under the Social Security Act. The 
provision for this purpose reads as follows: 

"In no case shall the value of the annuity be less than the value of 
the additional old-age benefit he would receive under tide II of the 
Social Security Act if his service as an employee after December )I, 
1936, were included in the term 'employment' .as defined therein." 

. It should be added that after amendment of the Social Security 
Act in 1939 the Railroad Retirement Board interpreted this provi
sion to apply to the Act as it existed at the time of,the passage of 
the Railroad Retirement Act of 1937· 

To illustrate the working of these rules, a few examples may be 
helpful. 

An individual we shall call "A" is 65 years old and. has credit for 
::w years' service in employment covered by the Act. He gives up 
railroad work this year and applies for an annuity. Calculations 
from records establish that his "monthly compensation," an average 
for the ::w years of service, is $2oo.oo. The annuity available to ''A," 
to cease at his death, is computed as follows: To get the factor to be 
multiplied by the number of years of service, we take 

2% of Sso.oo, i.e. $1.00, plus 
xYz% of Sxoo.oo, i.e. Sr.so, plus 
r% of Sso.oo, the remainder of his $200.00 monthly 

compensation, making a total of $3.00 
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"A" will be entitled to receive each month for the remainder of his 
life $3.00 for each of the 20 years of his credited service, i.e. $6o.oo 
a month. (He may choose to receive smaller monthly benefits to be 
continued to his spouse if she survives him.) 

But we must check this to see if the same service would have en
titled "A" to a larger benefit if it had been credited under the Social 
Security Act. Of course he may have some credits under the 
Social Security Act and if so, only the extent to which the benefit 
they would create would be increased by the railroad service is to 
be considered here. Assume first that 'A" has no Social Security 
credits. Then, without presenting the detailed calculations under 
that Act, his railroad service would entitle him, if creditable under 
the Social Security Act as it read in 1937, to an annuity, ceasing at 
death, of $26.5<1 a month counting 7 years of service since 1936. 
Since this is smaller than $6o.oo a month, "A" will receive the an
nuity calculated by the formula for railroad service. 

Suppose "B" is otherwise like "A" but has only 7 years of railroad 
credit-years since 1936. Then the formula for railroad service would 
have produced only $21.00 a month while there would be no change 
in the Social Security calculation. Hence the provision that benefits 
shall not be less than under the Social Security Act will raise the 
annuity from $21.00 to $26.50 a month. 

Suppose "C" has had the experience of "B" except that he has 
credits under the Social Security Act for seven years' service at an 
average wage ·of $5o.oo a month. He would be entitled under the 
Social Security Act as it existed in 1937 to $16.00 a month in recog

. nition of this credit and, since his railroad service would bring his 
total average pay to $250.00 a month, the Social Security formula 
would produce a benefit of $30.00 a month. Hence the railroad 
service has increased this calculated benefit by $14.00 a month 
which is less than $21.00 benefit calculated under the railroad 
formula so "C" is entitled to an annuity of $21.00 a month under 
the Railroad .Retirement Act and the annuity provided by the 
present Social Security Act in 'recognition of his wage credit of 
$5o.oo a month for seven years. 1bis comes to $2140 a month 
bringing the total to $42.40 a month. 

If the whole of this $250.00 a month had been earned under the 
Social Security Act, the benefit would have been $42.80 a month, 
this, of course, being calculated according to the present act. If the 
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whole had been earned under the Railroaa Retirement Act for the 
seven years assumed, the benefit would have been l2450 a month, 
except for the rule that it shall be no less than what the Social Se
curity Act as of 1937 would have provided. This would have been 
$30.00 a month and hence the railroad benefit would be l3o.oo a 
month after 7 years of service at l250.00 a month as compared with 
$.p.8o a month for the same service under the Social Security A~t 
as it is today. 

Suppose "D" is in railroad service at age 65 and has :zo years' 
credit with a monthly compensation of l10o.oo. The calculated an
nuity would be $35.00 a month but the provision for minimum 
annuities would raise this to l40.oo a month. In fact, for those with 
:zo years' credit who are in service at age 65, the retirement annuity 
will be l4o.oo if monthly compensation lies between l;o.oo and 
lu6.t17. While, in general, the benefit is proportional to years of 
service, for those with monthly compensation of lso.oo the benefit 
jumps from l19.00 after 19 years of service to l40.oo after 20 years 
of service for those in service at age 65, and is the same for all with 
monthly compensation of Jso.oo and service credits between 20 and 
40 years. If employment has been fairly steady since 1936 the Social 
Security formula will help out some of those not in railroad service 
at age 65· 

In general, annuity benefits are not affected by whether or not the 
recipient was in railroad service at age 65. But of two section-hands 
with monthly compensation of Jso.oo and with 20 years of service, 
the one in service at age 65 is entided to an annuity of l40.oo a 
month while the one who happens not to be in service at age 65 
is entided to an annuity of l:zo.oo a month, except as the Social Se
curity formula may step in to raise the benefit. 

A few illustrations may help to show how the rule for- disability 
retirements works. 

Individual "E" has 30 years of service ~ monthly compensi. 
tion of l200.oo and meets the test for total and permanent disabil
ity. Regardless of his age, he is entided to an annuity o( l9o.oo a 
month with payments ceasing at death. 

"'F'" has 20 years of service credit, monthly compensation of 
$200.00 and has met the tests for permanent and total disability and 
is age 6:z. He is eotided to an annuity calculated as if he were 65 
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years old and then reduced by 36j18o to take account of the 36 
months yet to elapse before he reaches age 65. This comes to S4B.oo 
a month. 

••G," age 59t with 29 years of service credit becomes permanently 
and totally disabled. He is entitled to no benefit now but may re
ceive a benefit a year hence when he reaches age 6o, this to be 
6oj18o or I/3 smaller than the regularly calculated retirement 
benefit. · 

"H" now age 58 was in railroad service from age 25 to age 55 
when he withdrew from railroad work to become an officer in a 
common carrier by air. In the course of his duties he was totally 
and permanently disabled. His .monthly compensation when in rail
road service was $200.00. He is entitled to an annuity of S9o.oo a 
month, .ceasing at death. In other words, there is no distinction be-
tween cases "E" and "H" · 
. Perhaps it should be emphasized that eligibility for annuity and 
death benefits is independent of the length of time that has elapsed 
since the individual left railroad employment but that payments 
cannot be received while an individual is employed by an employer 
covered by the Act or by the last employer for whom the annuitant 
worked before the beginning of annuity payments even if this 
employer had nothing whatever to do with railroad work. 

Death Benefits. Upon the death of a participant in this plan a 
named beneficiary or the legal representative of the participant is 
entitled to 4% of the participant's compensation since December 31, 
1936 less the sum of any annuity payments made to him or on his 
behalf. 

Pensions. As already stated, pensions that were being paid to 
railroad workers by various employers in the spring of 1937 are 
continued through this plan after restoring any reductions that had 
been made in them subsequent to December 31, 1930. 

Absence of Survivor/ Benefits. It should be noted that aside from 
the death benefit the idea of survivors' benefits has not been men
tioned. As a matter of fact a participant may voluntarily choose 
to accept a reduced annuity with the understanding that payments 
are to continue to his wife if she survives him. To make this choice 
within five years of the date the annuity is to begin, the participant 
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must establish his good health; actuarial equivalence is maintained 
in the calculations. Aside from this privilege and the death benefit 
mentioned above, the act contains no provision for survivors' 
benefits. 

So~rces of R~en~e 

The railroad retirement acts give no inkling as to the ultimate 
sources of funds to support the promised benefits. But both in 
1935 and 1937 companion "taxing" acts _levied taxes on the em
ployers and their employees defined in the same way as under the 
retirement acts, without giving any adequate reasons for the levies 
or explanation of their prospective use. An employer is to pay '"an 
excise tax, with respect to having individuals in his employ" and 
an employee is to pay an "income tax" related to compensation 
from an employer. The scale of taxes is the same for the employer 
and the employee and applies to compensation up to $300.00 a. 
month after December 31, 1936 as follows: 

Y ~ars Compensation Employ~~Tax as% of Comp~n-
is Earn~d sation Up to I 300 a Month 

(Match~d by Employ") 
1937·1939 ........................................................................ 2* 
1940-1942 ....................................................................... 3' 
1943-1945 ......................................................................... 3!4 
1946-1948 .................................................................... ; .... 3Yz 
After 1948 .................................................................... 3* 

The taxing act states merely that these taxes are to Be paid "into the 
treasury of the United States as internal revenue· collections." 

Administration 

The act is administered by a board of three members, appointed 
by the President of the United States, one each from recommenda
tions of representatives of employers and employees respectively 
and one without such recommendations. This board, called the 
Railroad Retirement Board, is given wide authority to see that pro
visions of the act are carried out and to make recommendations for 
improvement of the act. 

Railroad Retirement Account 

The 1937 retirement act creates the "Railroad Retirement Ac
count" in the treasury of the United States and authorizes annual 
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appropriations to it of amounts estimated by the Board to be suf
ficient "to provide for the payment of all annuities, pensions, and 
death benefits in accordance with the provisions of this act and the 
Railroad Retirement Act of 1935"-these to be based on mortality 
tables that the Board adopts and interest at 3% per annum. The 
Secretary of the Treasury is to invest, at the request and direction 
of the Board, whatever funds are not needed immediately and, in 
accordance with the act, special 3% government obligations are be
ing issued for this purpose, redeemable at the request of the Board 
at par plus accrued interest. An Actuarial Advisory Committee is 
provided and an estimate of liabilities is required every three years as 
a part of the annual report of the Board. The Actuarial Advisory 
Committee is authorized hut not required to recommend to the 
Board such "changes in actuarial methods as they may deem 
necessary." 

\ 

PRESENT RAILROAD UNEMPLOYMENT INSURANCE PROGRAM 

Effective July I, 1939, the Railroad Unemployment Insurance Act 
excluded from the unemployment provisions of the national social 
security legislation and the coordinated state unemployment com
pensation plans the employers and employees that come under the 
Railroad Retirement Act, provided benefits for these employees 
when out of work, and levied "contributions" on their employers. 
This act was amended mildly in 1939 · and more extensively in 
1940. At present it compensates for unemployment in excess of 4 
days in peri9(is of 14 days {in excess of 7 days for the first period), 
totaling not more than 100 days in a benefit year. 

The unemployment benefit is scaled to compensation received 
during the "base year" and varies from $1.75 a day if base-year com
pensation is under $200.00 and over $150.00 to $4.QO if it is $1,6oo.oo 
or over. The base year is the calendar year immediately preceding 
the benefit year. · 

The contribution of the employer is 3% of compensation of each 
employee up to S3oo.oo a month. Collection of contributions is a 
responsibility of the Railroad Retirement Board which administers 
the plan and the contributions are deposited with the Secretary of 
the Treasury, 90% to the credit of the Railroad Unemployment In
surance Account from which benefits are to be paid and IO% to a 

16 



fund for administrative expenses. Extremely detailed conditions and 
limitations are written into the legislation. This is no place to record 
these details but perhaps it should be stated as an essential of the 
present plan that to receive unemployment benefits an individual 
must be "able to work and available for work." 

THE PROPOSED BILL FOR AMENDMENTS 

This bill, H.R. 1362, dated January n, 1945, would expand sub
stantially each of the railroad plans described above. This expansion 
introduces substantial survivors' benefits, and sickness and maternity 
benefits related to unemployment benefits. Proposed tax changes 
involve amendment of the. Internal Revenue Code. In calculating 
benefits for .survivors credits under the Social Security Act as well 
as credit for railroad work are recognized, thus relating ihe_se 
coverages in a manner as yet entirely novel. 

As part of the basis for the discussion that follows it is essential 
that this bill be presented in more detail than given in the preced
ing paragraph, but the reader will be spared attention to many 
complications that are necessary to make the plan operative. It is 
of interest to note at this point that, judging from a section of the 
1943 annual report of the Railroad Retirement Board headed "Pro
posed Changes in the Act," this bill originated in that Board. This 
report states that in response to a number of requests the chairman 
of the board and members of the legal staff drafted a bill called, 
"The Railroad Social Insurance Bill"; it proceeds with a description 
that is not only an excellent summary of many of the provisicylS of 
the bill, but gives valuable sidelights on the reasons for proposed 
changes and extensions. In a statement dated February 12, 1945 the 
Railway Labor Executives' Association describes and advocates the 
proposed amendments and intimates that they are the' outcome of its 
committee work reaching back to May 1940. 

Benefit Prot'isions of H.R. 1162 

Coc·~ag~. The classes of employers and employe~s to which the 
bill would apply are not essentially different from those covered by· 
the present railroad retirement and unemployment insurance act~ 
but some minor additions are made. Definitions seem to be more 
carefully worded and probably reflect experiences in interpreting 
those acts. · 
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.A.nnuiti~s for Employe~s. The conditions for receipt of an age 
retirement annuity arc essentially the same as under the present. 
Railroad Retirement Act-attainment of age tis, or attainment of 
age 6o after completing thirty years of creditable service, discon
tinuance of employment and relinquishing the right to return to 
railroad employment or employment for the last person for whom 
the individual worked. As at present, the annuity is reduced in 
amount if claimed before attaining age tis, eXcept that no such re
duction is made for women. 

The rule for calculating annuities for employees is the same as in 
the present act except that there is no reduction in any disability 
annuity regardleSs of how short the service may have been. The 
minimum annuity for one having at least five years of service and 
a "current connection with the railroad industry" is the least of $so, 

. three times as many dollars as the number of years of service, and 
the individual's ~onthly compensation. This is much simpler than 
the minimum of the present act for one who is in railroad· service at 
age 6s and has 20 years of service credit. 

The conditions for receipt of a disability annuity are liberalized 
and broadened . and two different concepts of disability are dis-

. tinguished. Under the present act. an employee totally and perma
nently disabled for regular employment may receive an annuity 
if he has thirty years of creditable service or has attained age 6o; 
unless 30 years of servic~ have been completed the benefit is de
creased when started below age 6s in the same manner as if no dis
ability existed and the participant retired with 30 years of service 
before attaining age 6s- The new. bill drops the adjective "total" in 
describing disability and distinguishes between ability to follow 
one's "regular occupation" and fitness for "regular employment." 
It offers an annuity to an employee whose permanent physical or 
mental condition renders him "unable to engage in any regular 
employment" after ten years of service or after attaining age 6o 
without r~iction as to whether or not the . employee has re
cently worked for a railroad. If an individual has had sufficient rail
road service in recent years to have a "current connection with the 
railroad industry" as defined in the bill, he is offered an annuity if 
his permanent physical or mental condition renders him unable to 
follow his "regular occupation" and he has reached age 6o or has 
completed a total of twenty years of service. 

18 



' It seems that under the present act a disability annuity may be 
payable to an individual who left railroad work years before be-. 
coming disabled. The new bill is no more restrictive for those unfit 
for regular employment but the benefit for one unable to follow his 
regular occupation is available, as already stated, only to those who 
have a "current connection with the railroad industry." · 

It may be well to illustrate the change in the disability annuity . 
and the conditions for its receipt. · 

"A'' is in railroad service, is age 58 and has 19 years' service credit. 
He develops a disability which, it is determined, makes him unable 
to follow his usual occupation but does not unfit him to follow an
other regular employment. He is not eligible for a disability bene
fit. I£ he is continued in service for another year or, under some 
circumstances, if he is unemployed or even employed elsewhere, he 
will be entitled under the bill to a disability annuity calculated in . 
the same manner as if he were 65 years old. Under the present act 
he would not be entitled to a benefit even at age 6o because it does 
not recognize inability to follow one's usual occupation. If "A" is 
adjudged unable to follow' any regular employment, he will be 
entitled under the bill to an annuity without aelay upon becoming 
disabled and this will be calculated as if he were 65 years years old. 
Under the present act he would have to wait two years until he had 
attained age 6o and then the benefit would be reduced. 

"B," age 56, has u years of service credit but left railroad em
ployment in 1939 for other employment; he is now disabled from 
following any regular employment and is entitled under the bill to an 
annuity benefit in recognition of his u years of service just as if he 
were 65 years old. Under the present act ·he would qualify only 
after reaching age 6o and the benefit would be reduced. . 

"C," with 8 years' service credit, becomes unable to foilow any 
regular employment at age 58, 6 years after he left railroad employ
ment. He is not now entitled to a benefit but, if he continues to 
be disabled, two years from now he will be entitled under the bill 
to an annuity in recognition of his 8 years of service calculated in 
the same manner as if he were 6s years old. Also under t)le present 
act he will be entitled to an annuity at age 6o but it will be reduced 
a third from that available at age 65. 

"D" is like "C" except that he is not disabled. When he reaches 
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age 6s he will be entitled under both the bill and the present act 
to an annuity in recognition of his 8 years of railroad service. 

Pensions. The new bill carries over from the present act the pro
vision to pay pensions that were being paid by employers in 1937 
and makes a minor addition with respect to employers newly 
covered. 

Survivor/ Benefits. The new bill departs fundamentally from the 
present act by introducing annuity benefits for survivors of de
ceased employees. These are determined by formulae similar to 
those for corresponding benefits under the Social Security Act but 
the resulting benefits are substantially larger. In determining 
eligibility for benefits as well as the size of the annuity, account is 
taken of service credited under the Social Security A,t. Annuities 
are payable to widows and orphans or to parents if the deceased 
worker had combined rai~oad and social security credit for em
ployment (a) for half the quarter-years during the last three years 
before his death or (b) for at least 10 years or, if shorter, half the 
period between 1936 or his attainment of age 21 and his death or 
the date when he reached age 65. Tedious as this statement is, it is 
very crude. Pages of definitions, conditions and provisos are neces
sary in the bill and th~ Social Security Act to approach this ob
jective in actual operation. 

To understand the determination of the size of survivors• annui
ties, we turn to the Social Security Act because the intent of the bill 
is to pattern after the survivors' benefits of that act but to give ad
vantage to those with railroad service. Under the Social Security 
Att a widow's benefit is * of the "primary insurance benefits" 
which is the benefit of a retired bachelor employee; a child's or 
parent's benefit is Yz the primary insurance benefit. The employee's 
annuity under the present railroad act and the new bill is deter
mined in a manner entirely different from that used by the Social 
Security Act so that in order to parallel in form the survivors• an
nuities of the Social Security Act the framers of the bill create what 
they call "basic amount .. similar to the "primary insurance benefit" 
of the Social Security Act. The basic amount is the sum of 40%· 
of the first $75.00 of average monthly remuneration and to% of 
the next St75·00, increased by one per cent for each year of service 
after the plan began; the primary insurance benefit involves in 
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the same way 4o% of the first $50.00 and xo% of the next $200.00 
of average monthly wage. The bill relates survivors' annuities to 
••basic amount" in the same manner that the Social Security Act 
relates them to the primary insurance beneliL 

To get the full meaning of the above paragraph the reader must 
know that average monthly remuneration is a fraction the numera
tor of which is the sum of wages credited under the Social Security 
Act and compensation credited under the railroad act after 1936 
with an upper limit of $3,000.00 -a year for the sum, and the de
nominator of which is the possible number of months of employ
ment elapsed since 1936. 

Examples: Suppose "A" dies January 1, 1946leaving a widow and 
a child six years old, after having been covered continually by the 
Social Security Act or the Railroad Retirement Act since January 1~ 
1937, a period of nine years. His salary was $175 a month through
out this period and he was covered by the Social Security Act for 
the first seven years and was in railroad service only for the last 
two years. This period is more than sufficient to make survivors' 
benefits available under the proposed amendmenL The· "basic 
amount" would be 40% of $75 plus xo% of $100, a total of S4o, 
increased by 9% to reflect nine years of service, making a total of 
$43.60 in all. The widow would therefore receive three-fourths of 
this amount each month and the child one-half of ., making a total 
of $54.50 a month, this to continue for twelve years if both live, the 
child remains in school and neither marries. 

Suppose B has the same record as A with the exception that his 
two years of railroad service were in 1937 and 1938. Then his bene
ficiary would not qualify for benefits under the proposed amend
ments but would qualify with respect to the service under the 
Social Security Act and his two y~rs of railroad service would count 
for this purpose. The primary insurance benefit would be 40% of 
$5o plus 10% of $125, a total of $32.50, increased by 9% for nine 
years of service, making $35-42 in all. The benefit for the widow 
and child together would be $44.27 a month as contrasted with 
$54.50 a month for the beneficiaries of A. 

It is of interest to compare annuities for beneficiaries of deceased 
workers whose work records are otherwise alike but in one case 
conditions are met for survivors' benefits under the new railroad 
bill while in the other all service is under the Social Security Act.. 
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The difference in benefiu arises from the difference between the 
basic amount and the primary insurance benefit. If the average 
remuneration is at least 175 a month, this difference, aside from 
the effect of length of service, is 30% of $25o i.e., 17·50· Percentage
wise this is greateSt if the remuneration is just $75 a month when 
these basic-figures are respectively S3o and $22.50, making the rail
road benefit just one-third larger than the social security benefit. 

Bmrfits for Widows of.A.nnuitllnls 11nd Pmsion~s. At the death 
of a pensioner (taken over from an employer's list) or of an an
nuitant whose benefit began to accrue prior to 1947 and was based 
on as much as ten years' service, a widow's, child's, or parent's an
nuity may be available, this to be related to the average compensa
tion that is the basis of the pension or the employee's annuity, in 
practically the same manner that the survivors' annuities are related 
to "basic amount." 

Lump Sum Death Benefit. If no one qualifies for a survivors' 
benefit under the Social Security Act, a lump sum is payable at 
death six times as large as the monthly primary insurance benefit; 
the new bill introduces a similar lump· sum payment but makes it 
eight times as large as the basic amount. This alone might make it 
worth while for an individual to seek railroad employment. 

No Dqetulents' /Jen4ts. It is significant that the railroad bill 
does not suggest benefits for wives or children of retired workers 
corresponding to annuity benefits to such dependents under the 
Social Security Act. Furthermore; it would do away with the joinr 
and survivor annuity that may be chosen under the present rail
road act. 

Unemployment ad Si&l(ness Benefits. For compensation up to 
$2,ooo a year the new· bill provides the same scale of unemployment 
benefits under about the same conditions as set down in the Rail
road Unemployment Insurance Act now in force but it increases 
the benefits for those with more than $2,ooo compensation and in
creases the maximum period of payment in a benefit year from 100 

to 130 days; originally it was 8o days. It adds a sickness benefit of 
equal amount available in general under the same circumstances 

· with, of course, the substitution of being unable to work because 
of infirmity instead of being able to work and available for work. 
In addition to this gen.eral sickness benefit the bill introduces ma
ternity benefits for women employees for about n6 days equally 
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spaced before and after birth of the child, the daily benefit to be the 
same as for other sickness except that it is half again as large for a 
period of 28 days. 

The unemployment and sickness benefits are payable for a max
imum of 130 days each in a benefit year and the period of the 
maternity benefit is independent of other benefit periods. The bill 
would provide that in any registration period of 14 days after the 
first one in a benefit year unemployment or sickness benefits 
be paid for a maximum of 10 days, making a possible total of about 
26o days and apparently this limit might be reached if benefits were 
paid for 130 days of unemployment and 130 days of sickness. 
Periods of unemployment, sickness, and maternity disability might 
run separately but of course the maximum for each could not be 
reached in a single year. With a normal maternity benefit period of 
n6 days a woman might be paid for unemployment or ordinary 
sickness during every remaining registration period of the year 
which would mean about 10 days during each of about 17 periods. 
Since 28 of the maternity days call for payments half again as large 
as normal the maximum benefit for a woman in a year could be 
about 300 times the daily benefit. -

Much detail is necessary to state the disqualifying conditions. 
These undertake to avoid overlapping benefits, cover the effect of 
labor disturbances on unemployment insurance benefits, consider 
unfitness of particular employments for an individual, deal with 
Sundays and holidays. 

Ttttes 

The bill assesses the employer and the employees alike s*% of 
the employees compensation (up to $3oo.oo a month) during the 
first three years, 6% during the second three years and 6~% 
thereafter. With respect to military service, compensation of 
$16o.oo a month is to be the basis of taxes, all of which are to 
be paid by the government. These taxes are to be collected by the 
Railroad Retirement Board and deposited with the Secretary of the 
Treasury to the credit of the railroad retirement account. 

In addition to these taxes the employer "contributions" of 3% of 
compensation of employees, are continued, these to be collected 
as at present by the Railroad Retirement Board and deposited with 
the Secretary of the Treasury, 90% to the credit of the railroad unem.-
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ployment insurance account and to% to the credit of the railroad 
unemployment administration fund just as under the Railroad Un
employment Insurance Act now in effect. 

COMMENTS AND COMPARISONS 

The preceding pages have undertaken an abbreviated description 
of what seem to be essential features of present railroad retirement 
and unemployment insurance plans and of the bill under discus
sion. Some notes regarding these features and comparisons between 
them and the corresponding provisions of the plan established for 
industry in general through the Social ·Security Act may help in" 
developing a point of view toward the proposed legislation. 

Effects of Emlier Ideas 

It is important to recall that initially each of these legislative ef
forts centered attention on the worker rather than his family. Bene
fits to workers upon retirement were of central interest and their 
size was independent of the make-up of the employee's family. 
True, a death benefit was in the picture but this received little em
phasis aqd was apparently introduced more to preserve the idea of 
equity than to meet a need. The notion of a quid pro quo was im
portant in early efforts, partly because early proposals were influ
enced by contractual arrangements in which this is essential, and 
par~y becau..se account had to be taken of the fact that only a minor- , 
ity of the working popu.lation was involved. 

An important distinction between the railroad retirement plan 
and the social security plan is that while the social security plan 
provides no workers' benefit prior to age 65, the railroad retirement 
plan provides a reduced benefit after age 6o for those with thirty 
years of service and benefits for disabled workers, either after age 6o 
regardless of period of service or after thirty years of service regard
less of age. While the Social Security Act has been criticized for the 
absence of disability benefits, the arbitrary limitations thrown about 
these benefits und~ the railroad retirement plan are also unfortu
nate from the standpoint of soci:il usefulness. 

The offer of decreased benefit to an able-bodied railroad worker 
who has passed age 6o, merely because he has completed a long 
period of service, seems to be a remnant of sporadic ventures in 
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this field in a period when a retirement benefit was.. considered! a 
"reward for long and faithful service" rather than an implement for 
improved social relationships. Some private plans make ·retirement 
income available only after the completion of a stated number of 

· years of service, often with no age requirement, thus emphasizing 
the idea of a quid pro quo rather than a social need. 

The recognition of two kinds of disability in the new bill is a 
reversion to an earlier type rather than a recognition of social need. 
A national plan should hardly offer a benefit merely because a man 
is unable to follow his usual occupation; it should expect him to try 
another occupation before he would be offered a benefit for idleness. 
In other words, the point of view of social need would justify a 
disability benefit only in case of inability to follow any occupation; 
it hardly justifies "feather bedding" merely because an individual 
cannot follow his usual occupation. 

Absence of Legislati"e Con,ictions 

A peculiarity of no great importance other than as an illustration 
of the absence of legislative policy is that in the earlier legislation the· 
railroad retirement plan placed no credit limitation on service be~· 
yond age 65 while the Social Security Act did so. Then each act was 
amended and now the Railroad Retirement Act will not credit ser
vice beyond age 65 that occurs after June 30, 1937 while the Social 
Security Act will credit service after attaining age 6s, if it occurs 
after the year 1938. Both changes were made by the same legislative . 
bodies at dates not far apart. 

To collect a retirement benefit under the Social Security Act, one 
must cease to work in covered employment and any substantial 
compensation later for covered employment will lose for the ~nnu
itant his benefit for the period of this service. A similar provision 
of the Railroad Retirement Act limits the annuitant with respect to 
service for a railroad or for his last employer outside the range of 
railroad employment. This peculiarity of being debarred from the 
service of a particular employer outside the railroad field has sur
vived amendment of the act and persists in the bill under discussion. 

Su"'i"ors' Benefits Popular 

While the differences mentioned above are of interest, they are 
of minor importance compared with those that entered through the 
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1939 amendment to the Social Security Act. This amendment intro
duced annuity benefits for survivors and changed fundamentally 
the methods by which retirement benefits were to be calculated. 
These survivors' benefits were immediatdy recognized as of major 
importance and were noted at once by "those in railroad service. In 
the 1940 Annual Report of the Railroad Retirement Board we find 

••ne enactment in 1939 of an amended ~ial Security Act with 
provision for annuities for survivors has raised the question of the 
advisability of providing similar benefits under the railroad retire
ment system. The Board is at present making a study of the relative 
benefits received under the Railroad Retirement Act by annuitants 
and survivors compared with the benefits which would have been 
payable to them if employment in the railroad industry were cov
ered under the Social Security Act." 

Nothing could be more natural when two plans for social benefits 
operate side by side and the .. question" raised in the 1940 report was 
followed up, as indicated in the 1941 report: 

••sample studies have been made comparing the death benefits paid 
under the Railroad Retirement Act in cases of deaths occurring in 
1940 and 1941 with the benefits which would have been received 
by the same survivors had the deceased employees been covered by 
the old-age and survivors insurance system of the Social Security 
Act. Although in a small percentage of cases the lump-sum pay
ment under the Railroad Retirement Act is greater than the value 
of benefits payable under the general old-age and survivors insurance 
system created under Title II of the Social Security Act, in the over
whelming majority of cases the survivors would have received sub
stantially more in benefits had the deceased employee been under 
the old-age and survivors insurance system.'" 

When the 1942 report appeared, the Board was ready to state that: 
.. Studies based on the following proposals are now in process: 
1. That the Railroad Retirement Act be amended by liberalizing 

the conditions under which annuities are paid to individuals 
permanentlY: unable to work. 

2. That the Railroad Retirement Act be rounded out by adding 
annuities for surviving dependents of annuitants and employees. 

3· That the Railroad Unemployment Insurance Act be extended 
by including benefits for temporary unemployability resulting 
from injury and disease arising from any causes not connected 
with railroad employment. 
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4· That the Railroad Unemployment Insurance Act be supple
mented by military service credit provisions. 

5· That a new disability benefit for injuries and diseases arising 
in the course of employment be introduced." 

A little later in the same report we find convictions that seem to be 
reflected in the present bill stated as follows: 

". • . . from the point of view of the social problem involved, 
benefits for survivors of employees are just as important-and per
haps even more so-as benefits for the employees themselves. Rela
tive to the standard set by other retirement plans, the annuities 
payable under the railroad retirement system to persons most of 
whose working years are covered by the system are generous. In 
the future, of course, small annuities will be payable to many per
sons whose service in the industry is relatively brief, but most of 
these individuals will have employment subject to the Social Se
curity Act and will receive other benefits under the provisions of 
that act. There appears to be no real need, therefore, to supplement 
annuities under the retirement act by payments to wives and chil
dren as the Social Security Act does. The Boord, however, is now 
giving serious attention to the many proposals suggested for solving 
the problem of providing benefits for widows and orphans." 

It is of interest to note the reason given for the conclusion that 
annuities for wives and children of retired workers are not needed
the annuitant is receiving a more liberal annuity than he would 
get under other retirement plans. Then in the 1943 report, "The 
Railroad Social Insurance Bill," prepared by the Chairman of the 
Board and members of the legal staff and appearing then in "Senate 
Print" form, is described in considerable detail and we recognize 
here many of the provisions of the bill that has now appeared. 

Thus we have the genesis of the bill and see it as the outcome of 
(I) the provisions offered by another plan that was distinctly less 
favorable than the railroad plan when the two were originally 
enacted, and (:z) the experiences growing out of operating the rail
road retirement and unemployment insurance plans. Its proposals 
for more liberal disability benefits and for sickness benefits cor
respond to similar proposals for extensions of the social security plan 
that have been under consideration for some time and were incor
porated in the Wagner-Murray Bill of June 3, 1943. 
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DifficMitut Md 61 Frtm~ert of 111~ ugisltlliora 

To understand the difficulties met by the &amers of this bill when 
they came to the determination of survivors' benefit~ we need to 
go back to the original legislation. A fundamental purpose of the 
initial legislation was to provide immediately retirement benefits 
sufficiently substantial to clear the decks of many elderly workers 
whose jobs were protected by seniority rules. Many of these men 
would willingly retire if they could expect substantial incomes and 
younger men in the industry were glad to contribute to a retirement 
plan, not so much in expectation of benefits t:pon retirement twenty 
or thirty years later as in expectation of steadier work and more pay 
immediately. True, many of the best railroads had pension plans 
but their operation had not been such as to inspire the confidence of 
organized labor and everyone knew that there were no earmarked 
reserves behind them and retirement age was usually 70 years. 

To meet this situation it was necessary to provide a substantial 
benefit for long service men and this fitted well into orthodox pen
sion planning. Furthermore, in an industry where seniority rules 
were so prominent, a benefit proportionate to years of service seemed 
natural. Hence, the formula already stated. for an annuity: The 
number of years of service, up to a maximum of 30, multiplied by a 
factor related to average monthly compensation; this factor was the 
sum of 2% of ~e first Sso.oo of average monthly compensation, 
xYl% of the next Sxoo.oo and x% of the next Sxso.oo. 

When the Social Security Act was first adopted it did not provide 
annuities for survivors but when these were introduced in 1939 
there was no difficulty in modifying the formula for the annuity of 
a retired worker ,so it could be used as the basis of annuities to 
survivors. As already stated, a widow's annuity is three-fourths and 
a child's annuity is half the so-called primary insurance benefit 
which becomes the employee's annuity if he lives to claim it. 

But when it came to devising survivors' annuities in the new rail
road bill, they could not reasonably be related to the employee's 
prospective annuity, primarily because his annuity is directly pro
portionate to years of service. It would hardly be satisfactory to al
low the widow of one worker fifteen times that allowed to another 
simply because the husband of the firSt worked thirty years before 
death and the husband of the second died two years after service 
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began. This would obviously do violence to the purpose of survi~ors' 
annuities. Furthermore, a rule of this kind would not compete satis
factorily with survivors' benefits under the Social Security Act. 

To meet this situation, the term "basic amount" was defined, as 
already stated, along the lines of the "primary insurance benefit" of 
the Social Security Act, and was used to determine survivors' an
nuities under the new bill in the same way that primary insurance 
benefit is used in the Social Security Act. It should be emphasized, 
however, that as already illustrated, the drafters were careful that 
the annuities produced would be distinctly larger than for the same 
employment experience under the Social Security Act alone. · 

It is important to recognize how the methods of calculating re
tirement benefits reflect the practical problems faced by the framers 
of these different plans. With the railroads the principal intereSt, as 
already stated, was to furnish substantial retirement benefits im
mediately. The idea of benefits proportional to years of service was 
already well established; records of serv.ice were available within 
limits. Hence the formula that was adopted, with perhaps the fnis
fortune that it will tend to persist because of the transitional diffi
culties of making a change. 

With the Social Security Act, on the other hand, there was no 
single group demanding immediate large benefits in recognition of 
past service and, even if there had been, the utter impossibility of. 
tracing records of past service for participants in a plan of such 
wide coverage would have made the recognition of such service out 
of the question. It was important, however, to hold out an expectation 
of substantial benefits for those who would retire soon and it gradu
ally came to be recognized that, while the whole plan was related to 
employment for a number of reasons, it would be unwise to relate 
benefits to contributions in such a way as even to approach the idea 
of relating an individual's benefits to taxes paid on his behalf. Hence 
the provision of a benefit only mildly dependent on period of service 
and so calculated that those of advanced age when the plan began 
could expect far more in relation to contributions for only a short 
period than can those who enter later. 

lntN"est in Eligibility. These differences are clearly reflected in the 
legal provisions and rulings with respect to eligibility. In the early 
years of the Social Security Act the taxes involved were more prom
inently in mind than were the benefits. Hence there was a desire in 
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many quarters to be exempt from coverage. Only in recent years 
has the tide turned with a marked tendency of those outside the 
plan to appreciate what coverage would mean to them. · 

With the railroad retirement plan, on the other hand, the benefits 
were prominent from the beginning and almost any border-line em
ployment was followed by a number of men near retirement age 
who had many years of what would be creditable service if their 
present employment were included. Hence the decision as to cover
age became, for large numbers of workers, the difference between 
the prospect of no income or what was to them substantial income 
for life in recognition of service they had already performed. To 
them participation under the social security plan would have been 
of little interest, especially before the amend~ent of 1939> but the 
right to participate under the railroad retirement plan was often 
distinctly coveted by those with only short periods of probable 
future service, especially in the 193o's when employment was scarce 
at best. 

ImPortance of Pension Payments. Railroad retirement legislation 
originated with organized labor. The employers were far from en
thusiastic regarding this suggestion in the early days. The advocates 
of the plan had not only to devise a scheme that would furnish sub
stantial benefits' immediately, thus gaining the support of the rank 

: and file of employees; they learned that they must overcome the 
opposition and allay the suspicions of the employers. By providing 
for benefits that took account of past service, they removed from 
the individual railroad companies whatever obligation they may 
have felt regarding the accrued liabilities of their pension plans so 
far as employees still in service were concerned. They finished this 
job in the 1937 act by providing; as already stated, that all pensions 
that were being paid by employers in March and June, 1937 should 
be paid from the newly created retirement account in the Federal 
treasury and, according to the 1940 Report of the Railroad Retire
·ment Board, "no assets were acquired in the transfer.''• This bill 
came along at a time when railroad employers must have realized 
that social benefits were definitely in the air and that the railroads 
could not hope to retain good will if they did not in some way see 
that their employees received the equivalent of the benefits that 

•Emphasis supplied. 
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were becoming popular. Thw it seems probable that the crediting · 
of past service toward retirement annuities and the taking over of 
pensions then being paid by employers went far toward winning the 
support of both employees and employers and thus assured the 
passage of the proposed legislation. 

But the provision of the retirement annuities for railroad workers 
that are proportional to years of service tends to perpetuate a clea~
age between these benefits and those of employees of industry gen- · 
erally as provided under the Social Security Act. From the stand
point of national social legislation, it is difficult enough to defend 
any special attention to railroad workers and particularly difficult to 
rationalize definite recognition of past service for them if this can
not be accorded to workers in other fields. To some it will seem 
utterly indefensible for Congress to legislate that pensions being 
paid by a particular set of employers to their former employees 
should be taken over by the United States government. The extent 
of this obligation is shown by the figures given by. the Railroad Re
tirement Board for pensions already paid. Through June 1943 they 
totaled more than $xsx,472•ooo. The volume of payments decreased 
from nearly $3s,ooo~0oo in the fiscal year 1937-38 to a little more 
than $r8,ooo,ooo in the firscal year 1942-43. Thus the load is dimin
ishing substantially from year to year, as should be expected since 
we are dealing with a·closed group all of whom had already retired 
seven years ago. But these payments are far from complete and the 
point of interest is that these are of a type that our government has 
never undertaken to make to the workers of any other industry. 

Novel and important as was the assumption of these pensions, 
from the standpoint of cost, this was not nearly so serious as the an
nuity payments that have been made and the much larger amounts 
that will be paid in recognition of service prior to the inauguration 
of the plan. In other words, the so-called accrued liability for em
ployees who had not retired in 1937, with respect to service before 
that time, is immensely greater than the total of amounts paid and 
to be paid as pensions taken over since 1937. 

Combinatio• of Social s~curity and Rdilroad Cr~dits . 

It ~hould be emphasized that, as already stated, wage credits un
der the Social Security Act enter the calculation of survivors' an
nuities in the bill under discussion and that the periods of such 
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credits count in determining (a) eliwbility of survivors for benefits 
and (b) the increase of the benefit by t% for each year of credited 
service. In other words only one set of benefits is paid and this recog· 
nizes credits under both acts. At first thought one might consider 
this a liberalization of benefits but in many cases it is just the 
opposite. If the bill were enacted without mention of Social 
Stturity coverage so that survivors' benefits would be provided by 
each plan separately, then if survivors' benefits bttame payable un
der each with respect to a particular deceased employee, the sum of 
the two benefits would be larger than the benefits provided by the 
bill as it is and the difference would be substantial in some cases. 
There would, of course, be cases in which the amount of credit and 
its incidence under one plan alone would not produce survivors' 
benefits and some under which the credit under neither plan alone 
would do so. In these cases of minor credits the combination of 
credits increases the benefit if one is payable at all. Bearing on this, 
a statement in the 1941 Annual Report of the Railroad Retirement 
Board is of interest: 

"By the end of 1939, about a third of all employees under 65 with 
earnings creditable under the railroad retirement system had also 
acquired some earnings creditable under Title II of the Social Secur· 

· ity Act. While in the great majority of these cases the earnings are 
mvered for the most part under one or the other of the two systems, 
the number of individuals with duplicate coverage will undoubt· 
edly mntinue to grow. The problem of providing some method of 
eliminating duplicate benefit rights or loss of benefit rights will 
therefore become increasingly important." 

As indicated in the above quotation, many workers will estab~ 
credits under both the Railroad Retirement Act and the Social 
Stturity Act. Many of these will show fairly low credits under each 
plan. Suppose, for instance; that an individual had an average 
monthly wage of S75.oo under the Social Security Act and an aver· 
age monthly compensation of the same size under the Railroad Re· 
tirement Act. Assume he was 55 years old on January 1, 1937 and 
that he had no earlier railroad experience but that he has credits 
for each quarter·year since that time under each act. At age 6s the 
social security retirement ann~ty for this employee alone, assuming 

-no dependents, would be $24-75 a month; the calculated annuity 
for railroad service would be $13·75 a month, but the act states that 
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. I 
the annuity shall not be less than the additional benefit that would 
have been produced by railroad service under the social security 
plan had this service been creditable under that plan. As already 
stated, the Board interprets this to mean the Social Security Act as 
it was in 1937. Under that act average salary of $150.00 for 10 years 
would have provided an annuity of $27.50 a month while for an 
average salary of $75.00 the corresponding benefit would have been 
$20.00 a month. Thus the railroad service would have increased the 
social security benefit by $7.50 a month; this service is therefore 
more valuable as railroad credit 5o the employee will receive $13.75 
a month under the railroad plan and $24.75 a month under the pres
ent social security plan, making a total of $38.50 a month. If all 
service had been under the Social Security Act, the benefit would 
have been $33.00 a month and under the Railroad Retirement Act 
the calculated benefit would have been $25.00 a month but would 
be brought up to $27.50 to match social security poss.ibilities "under 
the old act. Thus this individual fares much better by dividing his 
time between these two coverages than he would by giving his full 
time to either. This relationship could have been foretold because 
each plan offers annuities that are larger proportions of average pay 
for low-paid than for high-paid workers. Hence, an individual fares 
better if he counts as two low-paid workers than if the same re
muneration records him as a single higher-paid worker. 

The bill under discussion omits the provision that railroad benefits 
shall not be less than those of the Social Security Act but replaces it 
at least iri part by the minimum annuity provision which for the 
above example replaces $13.75 by $30 making the total combined 
annuity $54-75 a month. 

A question of policy that should be faced is whether or not this 
state of affairs should be changed by amendment so that, for in
stance, the annuitant could not get more than the more liberal of 
the benefits under the two schemes if all his services were recorded 
under it. This seems f~ir enough but presents complications and re
quires coordination of records that may be troublesome even when 
only two plans are considered; they would be far worse if more 
plans enter the coordination. The bill under discussion makes no 
headway at combining employee benefits if service credit exists 
under both acts. 

Survivors' annuities illustrate this difficulty of dual coverage far 
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IJlOI"e impressivdy. U an employee dies after having been in employ
ment covered by the Social Security Act b two yean and his aver
age wage is 175-00 a month, his widow with his child in her cue 
would n:a:ive foe henel£ and child an annuity of $l8.68 a month. 
U this employee had a like aedit under the prcsem Railroad Retire
ment Act the lump sum death benefit would be $j1DO. U this act 
were extended to offer the survivors' bendits of the Social Security 
Act and gave DO attention to the social sccurity credits, the total 
beDdit of widow and child would be S,7.36 a month. U all this em
ploya:'s remuneration had been under the Social Sccw'ity Act alooe, 
the axrespooding bendirs would have been SJS-25 a month as coo
trastcd with the total of dual bendits, 157-J6 a month. The bill under 
discussion would axnbine these credits to give the widow and child 
monthly benefits of $.t7.81 as mntrasted with $38.25 a month, had all 
this service been under the Social Security Act. 

To no small cnent the purpose of bringing the n:mrds t6gethcr 
in cakulating survivors' benefus as proridcd in the railroad bill was 
to avoid inappropriate totals in the form of dual survivors' bcndits. 

The Railroa4 Retirement Board bas been giving thought to this 
problem for several years. The 1940 Report contains the following: 

•v11111 couenrgJ:.-Another problem raised by the amendatory » 
_ cial Secorily Ad: aJIICa1IS individuals who ba~ had cova-cd em
ployment under both the railroad rctirancut aod the gmaal old-age 
iosuraoce systans. Ia some cases this diYisioo of cmploymmt « 
wage cn:diu results in loss of annuity rights under the Social Secur
ity Act without a fully aJmpensaring ioacue in annuity rights 
under the railroad rctirancut systtm.. Other individuals, puticularly 
those with suhsaanrial prioc sciYia: credit under the railroad n:tiro-

.. meot systrm, may atti~ annuities under bodl the gmaal aod 
railroad miremeot systems which in mmbioatioo amount tD COD

siderably more than would ba~ aa:rued if the wage cttdits bad 
been amun.ulated under a singk system. Possible means of handling 
these two situations an: under mosideratioo by the Board in CODDCIC

tion with a study of individuals who in the period 1931-39 were c:m
aed under bodl systans.-

In the 1941 Report the Board comes closer to the problem as 
£ollows: 

-rbe provision of more adequate surviYOI" benefits not ooly brings 
up the question of the means of aisiog the required reYCDUC, but 
also the question of avoiding the cn:atioo of situations in which 
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~-idows would I"Clt'Ci~ substantial ~ :umuity paymmb from 
OOth the ailroad l'diraocat systaD and the goxnl old-age and 
sumYCII'I i.osurantt sysaan.. The potcibality of dual bcodils arisr:s 
because a subsunriaJ number ol. indiYiduals ba'IC cowaal ~ 
meat under both sysn:ms. 

•IJnli•g ,izj Jrutl cowrwgr.--BJ the spring ol 1941 thac wm: 
already 150 indiYiduals I"Clt'Ciring a aiimad .rairaomt ~ 
annuity and a primary old-age i.osurantt bcodit UDdrr the Social 
Security Act.. In Cfti'J cue in which the anplo,a: :umuity UDdrr 
the Railroad Rcriranclll Aa was hued in put em prioc sc:nice, the 
IUJD of the annuities under the two acu WliS cmosid&:nbly ~ tbaa 
the individual would ba-we Raived if all ol his applicable saYicc . 
bad been cralitable under citha act alooc.. Ia Ibis mol'lf'l"fion it is to 
be rancmbcral that DDder the n:tia:mmt act servia: ml Cll" before 
Da:anhcr 31· 19]6. is cralilable. wbcrcas UDdrr the gaaal old-age 
and swviYCII'I i.osurantt sysum. CftD though scrria: afu:r that dale 
only is cralit:ablc; minimums~ iaaaporaal in the formula b 
alcubring the primary bcodit. On the atiM:r band, a .&:w indi
Yiduals with DO prioc saYicc aaJit under the IWlmad Rdimocla 
Act I"Clt'Ciwd las in mmhiaed :umuitics UDder t;be two SJ5Ums tbaa · 
they would ba~ I"ClCCived if all tb&:ir earnings afu:r Jlrrrmbcr 3'» 
19_36. bad been credib:d UDder the Social Security Att, but more 
t1wa they would ba~ I"Clt'Civeci if a11 tht:ir earnings aea Dm=mm 
31, 19J6. bad been CJEditcd under the IWlmad Rdimocla At:t.-

This situation is dc:scribed in so much detail to show the c:om'Pli
cations that arise when ooly two plans are operated side by side with 
cmp~<rytts• and survivors• benefits. One can readily imagine bow the 
c:omplications would multiply if several such plans were operating. 
And it should be an:fully noted that while the new railroad bill 
uOOcrtal:cs to deal with overlappUig ~ts in computing Slll"ffit1orS 
bmdits it ma.kcs no headway with the problem di.scu.ssed in the 
abo\·~ quotations ttgarding nnpl~d annuities when credits exist 
'under lxxh pb.os. Thus. in proposing new bcndirs precaution is 
bk~n to awid 1lDl'ClSODable RSU!ts of divided am:rage but aftt:r 
at kast four years of study nothing is proposed to rationalize «m:r
lapping bmcfits that are already proridcd. It may be noted that 
nothing quoted above gives the slightest hint that the proper Dll
tion of the difficulty might be a single social ~ plan for aiL 



FINANONG TilE B.ENHITS OF TilE PRESENT 
ACIS AND TilE NEW Bill 

TH Rdirnaael PLa. 

& already stated, the present Railroad Rctircmcnt Act makes oo 
prorisioo foe revenue but a mmpanion act, the •Carriers Taxing 
Att, .. levies taxes on employers and employees as has already been 
described and the n:tircmcnt act authorizes annual appropriation 

•:as an annual premium (of) an amount snlficicnt, with a rcasooablc 
margin Em c:ootingeocies, to provide b tbe payment of aD ao
nuities. pc:nsioos, and death beoe6u in aamdaoce with tbe .,. 
Yisioos of this Ad: and tbe Railroad .Rctircmcot Ad: of 1935- Such 
amount shall be based on such tables of DMXtality as tbe Railroad 
.Rctircmcot Board shall from time to time adopt, and on an interest 
rate of 3 per crntum per annum compounded annually. Tbc Rail
road Rdin:mcot Board shall submit annually to tbe Bureau of tbe 
Budget an csrimate of tbe appropriarioo to be made to tbe acxouDL • 

This Is all the a.i:t has to say about support Eo.- the be.odiq to be 
paid and it gives the reader the impression that once a year a cal
culation will be made of the premium needed Eo.- that year. his, 
however, very indefinite from the standpoint of reserve calculations 
evc:n though it mentions a mortality table and an interest rate. In 
fact, it is sufficiently indefinite to make defensible just about any 
prac:tice that may be chosen fOI' detennioiog annual appropriations. 

Referring to this acmunt, we 6nd in the 1938 Annual Report of 
the Board, the COIIlDlCOI: 

""The CXIOteKI: makes it cL2r that the appropriations b each 6.sal 
ycu ;m: to be made on a n:serft basis. • 

A linle later we 6nd the following: 

""The Rcriremc:nt Ad: of 1937, as distinguished from tbe 1935 act. 
provides Em appropriations on a n:serft basis. Tbc appropriations 
b the rarlicr yan of tbe operation of the n:rin:mcnt SJstml are to 
be in ex.a:ss of CUITCDt JXCds in order to provide a racrvc: which 
when in9e5ttd at 3 percrnt would COYer in pan the nquiraneots b 
beoe6u in tbe late~ yan of the SJstml's operation. At tbe same 
time it is intended that appropriations to the Railroad Rcriremc:nt 

· Aaounl: should roughly c:oucspoud in amount to tbe rncnue n:
m~ uoda tbe tuing act.· 
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Just how the first and last sentences in this quotation are .to be 
reconciled is not clear but a little later in the same Report we find: 

"'While the Carriers Taxing Act is fllimimsteml by the Bure~~r~ of 
Internal Revenue,• the legislative history of the Retirement Act in
dicates an intention to appropriate for the Railroad Retirement Ac
count and for expenses of administration amounts equal to the col
lections under the Taxing Act." • 

These quotations certainly do not present a clear picture. The 
law requires the Railroad Retirement Board to submit annu_al esti
mates of the appropriation to be made as annual premiums. Yet 
the Board writes that the legislative history, whatever that is, "'in-·. 
dicates an intention" to appropriate amounts equal to the taxes 
collected. Does this mean that the Board's annual estimates were 
not followed? Or does it mean that in making its annual estimates 
the Board followed the indications of the legislative history? It is 
remarkable that the annual premiums calculated as required by 
law should coincide with special taxes collected minus the expenses 
of administration. The writer has found in no report of the Board 
a statement of its estimate of the appropriation that it submits an
nually to the Bureau of the Budget. 

It should be added that the retirement act ma,kes it the duty of 
the Secretary of the Treasury to invest any funds of the Railroad 
Retirement Account that are not ~eeded immediately for payment 
of benefits and provides for the issuance ·of special Government 
obligations bearing 3 percent interest for this purpose. So long as 
the open-market yidd for Government securities is less than 3'Yot 
this constitutes a Federal subsidy to the extent of the difference. 

In its 1940 report, the Board reviews the first actuarial valuation 
as of lkcember 31, 1938 and comments at length on the method 
of financing the plan. The report points out that the actuary esti
mated that level contributions of u.n% of an estimated 2 billion 
dollar payroll would be needed to finance the liabilities, an earlier 
estimate having been 7.11% of a 2.2 billion dollar payroll. In the 
face of this actuarial calculation, although the total being collected 
at the time was only 6% of compensation, the Board recommended 
no increase. It expressed doul>t as to the accuracy of experience to 
date as an indication of the .future. Then the Board proceeded to 

•Emplwia llllpplied. 
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diJcuss questions of policy in methods of 6ru10ciog. It poioted out 

that 6oancial policies applicabk tD private insurance arc DOt equally 
:tpplicable to IOCia1 insurance. Hae is a sig~ •at~: 

-social in~ the J1.ailroad ~ Systaa is a form 
of IOCial ~ basically 011 the pcrwu of the ~ to 
mllcct and cxpmd DMmeJS ~ the public wd£are.. 

While the Board thus claims that the railroad rctirc:mcnl sy5tcm 
is social insurana; the tacit assumption at all times has been WI 
benefits should be larger under il: than b less .&Tom! bcnefici.aria 
of social~ prorided for through the same kgU1ariYe body. 

Aft.el' surmising that a lar~ resene for future bmdits would 
*give rise tD subantial economic problems, • the Board suggests 
that ~ of the cost of beodits should cnme &om genc:ral taxation: 

• Apart from the ~g aJDSidcntioos &. aot le.yiDg. • JX'CICDZ. 
additiooal taES UDder the Canic:rs Tuiug Aa to the full amoulll 

iodiatx:d by the attuary's nri1Il211'S, tbcR: arc poJ ~ why 
some of the foods Em- the support ol a ~ sy-=a 
should come from gntertJl J'l!lle1UieS..-

The •gooc1 reasons• are: 

L The operation of the system saves gencnl revenues that might 
otherwise be paid Out as old age assistaDO"; and 

2.. Contributioos from geoc:ral revenue arc nccess;ary if "'reasoo
able equality"' in the rdation5hip of cnotributioos tD bendjrs is to 
be retained b cmplayces of di1Icrcot ages. W.lthout. uci<taDO" from 
peral revenue 01" I'C:Sel'Ves, the rqxxt states that the disbune
meots may ultimately become Lf% Cll' 1s«»/. of payrolls. This means 
that the beodits may ultimately reach tiUs magnitude; they arc 
objec:tivc:; things that know .oothing of sourca oE. funds. 

Venturing into ccooomic theory the Board adds: 
""Pay-roll tues, wbaher levied upoo the cmploya 01' the worker, are 
regn:ssive tua aod as such b:Dd to have a barm£ul in&rcncr 011 the 
gcoeral ec:ooomy. U cxi<ting tues are to be a.iJcd much abaft the 
p-esent level, some subsritutioD of pogn:ssive forms of IDeS, • 

leu: in part. would be desinhlc.-

'Iheo comes the inevitable axnparisoo. with the principal CDOlpel

ing plan. that oE. the Social Security Act, and the n-rommendatioo 



' 
of a measure of th~ degree to which general revenue might support 
the railroad retirement plan: 

"The policy of financing adopted for the railroad retirement system 
ought to be consistent with that adopted for the general old-age 
and survivors' insurance system. For the latter, Congress has defi: 
nitcly adopted a pay-as-you-go policy. The Board believes that such 
a policy is desirable for both systems. It suggests that if such con
tributions are provided, the contribution to the railroad retirement 
system should be, as nearly as can be determined, equivalent to the 
additional contribution which would be made by the Federal Gov- . 
ernment to the general old-age and survivors' insurance· system 
under a policy of Federal contributions if the coverage under the 
railroad retirement system were included under the general system." 

Thus the Board goes definitely on record in favor of the non-reserve
method for both plans although it would favor railroad workers in 
size of .benefits. 

Change of Attitude Toward Resert~es. It is well to note from the 
record reviewed above that while the Railroad Retirement Act still 
authorizes appropriations of annual premiums based on tables of 
mortality adopted by the Board and interest at 3% per annum, a 
definite change in point of view seems to have developed during 
the last six years. The 1938 report points out that appropriations 
for each fiscal year were to be made on a reserve basis and that ap
propriations for earlier years were to be in excess of current needs 
so that reserves thus created might help to pay- benefits in later 
years. Then the 1940 report states that the railroad retirement sys
tem is a form of social insurance, that it rests basically on the tax
ing power of the state and that large reserves create substantial 
economic problems. It concludes that social insurance. should be 
supported in part from general revenue: (a) so that the same per
centage rate may apply to participants of all ages; (b) to avoid · 
too high a "regressive tax"; and (c) to change over to the pay-as
you-go method that had already been adopted for the Social Se
curity Act, without contemplating unreasonably large contributions. 

Actuarial Report. In the 1943 report of the Board, the second actu
arial report appears along with recommendation of the Board with 
reference to its findings. The actuarial report is a record of a pains
taking study by a thoroughly competent actuary. The central ob-
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ject slwws up clearly-to marshall available facts and statistical 
data in an effort to estimate the size of total contributions as a 
level percentage of compensation that will be sufficient through the 
years to support the benefits provided under the Act. 

The actuary bases calculations on a set of assumptions that he 
considers reasonable and then presents the results of two other sets 

of assumptions, one set to correspond to a continuing prosperous 
period for the railroad industry and the other to correspond to a 
seriously depressed condition. This method has merit in that it 
gives an idea of the effect of economic conditions on the cost of the 
retirement syst~ and thus gives a basis for judgment as to the 
appropriate rate to correspond to any prospective level of economic 
experience. It is not the actuary's duty to forecast what level will 
become an actuality. Eventually, for the determination of the rate 
of special taxes, this is a responsibility of Congress. The three total 
contribution rates thus calculated by the actuary to provide the 
benefits called for by the act as it read at the close of 1941, 
are 8.Ii"oo 10-4% and 14.~/o· When the report appeared in 1943, the 
total contribution rate in effect for employers and employees to-
gether was 6.~fo. I 

The actuary makes no recommendation; perhaps this is as it 
should be as his principal function is doubtless to give the results of 
his calculations with a statement of their basis. However, the report 
ends with a strong suggestion: 

"there seems to be no question but that the rates in the tax schedule 
are insufficient to support the benefits provided. The short-range 
projections of income and disbursements indicate that receipts will 
very likely exceed disbursements for the next 3 or 4 years, but that 
in the succeeding decade this situation might be reversed. However, 
if this should occur, and if the excess of disbursements over receipts 
is drawn from the account, it is probable that no additional revenues 
would be necessary before 1955." 

The Actuarial Committee has "authority to recommend to the 
Board such changes in actuarial methods, as they may deem neces
sary." Just what this means may be a question of opinion but the 
fact is that the Committee reviewed the actuary's work and stated 
its opinion that the valuation was "prepared in accordance with 
sound actuarial practice and is as reliable a presentation of the 
actual financial condition of the fund as could be produced on the 
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information available." But the committee made no. recommenda
tion as to what, if any, change should be made in the contribution 
rates. 

. Perhaps this was as it should be. After all, the Railroad Retire
ment Board must shoulder the responsibility of deciding what its 
recommendations to Congress shall be, with the actuary and the 
Actuarial Committee to give it an analysis of the facts that might 
guide its members in reaching a decision. The report of the Board 
ends its discussion of the actuary's report as follows: 

"Three conclusions seem quite certain: first, that additional taxes 
will be necessary to finance the benefits provided; second, that in
come and reserves are adequate for immediate requirements; and 
third, that delay in changing the rates until after the next valua
tion will permit of better estimates and will not make. a great differ
ence in the rate of increase necessary. In view of these conclusions 
and of the possibility of changes in the benefit provisions of the act_ 
and an accompanying new tax structure, the Board ma_kes no rec
ommendation for change in tax rates at the present time." 

It seems worthy of note that after each of two successive actuarial 
examinations, the Board admitted that rates were deficient to no 
minor extent but each time concluded to recommend no change. 
It seems particularly significant that the second decision was a 
divided vote with the Chairman of the Board favoring a rate in
crease. His dissent is stated in a footnote on the report; he recog
nizes some alleviating circumstances that he thinks would justify 
an increase to cover only a part of the deficiency indicated by the 
actuarial report but points out that, if increases are delayed, they 
are "likely to become imperative at a time when profits and wage 
incomes are falling and when they will bear much more heavily on 
both employers and employees than at present." 

Among the j~stifications for compromise included in the chair
man's statement of dissent is one of unusual significance. It has al
ready been touched upon. In his words it is as follows: 

"Congressional policy with respect to the Social Security Act has, 
in my judgment, made a contribution toward the support of that 
system from general revenues inevitable. Whatever policy in this 
regard may be adopted for the Social Security Act should be applied 
to the Railroad Retirement Act." 
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This thought appeared in a statement quoted earlier from the 19-to 
report and was among the recommendations of the Board in 1940 

in its review of the report of the first actuarial investigation as 
follows: "We recommend further that Congress outline a definitive 
policy with respect to contributions from the general revenue." 

Tbe Unemplo7"'ml Compnallllioa P"-
As already stated, the contributions to support this plan are 3% 

of compensation, paid by the employers. Soon a&er it began to 
operate, unemployment fell off rapidly due to abnormal activities 
growing out of the war so that as yet there has been np test what: 
ever of the adequacy of contributions. No periodic actuarial investi
gation is required by the unemployment act similar to that required 
by the retirement act and the Committee of Actuaries has no duties 
with respect to this plan. 

Tbe New BiU 
The bill under discussion was preceded in 1944 by one similar in 

many respects which did away completely with the fiction of an 
.. annual premium" sufficient to provide for the payment of benefits 
and therefore made no mention of mortality tables or interest rates 
that might be involved in the calculation of a premium. It fixed 
contributions and taxes to be paid by employers and employees, 
appropriated 100% of these to the retirement and unemployment 
insurance accounts and provided for the investment of amounts 
not needed immediately in government obligations bearing at least 
3% interest. But the amendments now discussed revert to the pres
ent form in this respect. 

Turning to the comments in the report of the Board regarding 
the cost of the plan contemplated by the 1944 bill, we find: "the 
estimated cost of the new proposals is 3Yz% of the taxable payroll." 
Bearing in mind the Board's 1940 statement that disbursements 
under the retirement plan may reach 14% or 1s<>/o of payroll and 
adding 3% for unemployment and 3 Yz% for the new proposals, we 
have the Board's estimate of the eventual cost of benefits under the 
new bill-from 2oYz% to 21Yz% of taxable payrolls. With these facts 
before us it is of interest to recall the 1940 opinion of the Board that, 
if special taxes are raised much a~ve the then total of 6% a pro
gressive form of taxation should be substituted at least in part for 
wage taxes. 
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I 
It is remarkable that while the new bill would liberalize uriem-

ployment benefits by increasing the maximum period for payment 
in a benefit year from 100 to 130 days and would add liberal sick
ness and maternity benefits, it suggests no increase in the contribu
tions c;>ver 3% to cover these extensions and the Board makes no 
comment on this point. It also seems optimistic to estimate that the 
suggested survivo~s· benefits can be covered by 3Yz% of payrolls. 

It is, of course, consistent with the Board's philosophy that part 
of the costs should be paid by general taxation to suggest increases 
·in wage taxes that would be less than sufficient to cover the new 
'benefits; but, for clear thinking, it is essential that we have an idea. 
what the total cost of these benefits may be regardless of how the 
cost is to be met. 

The Confused Firumckrl !icture 

Thus we have the elements of the .financial problems of these 
benefit schemes drawn largely from reports of the Board but we 
find no clear<ut convictions on anybody's part as to how heavy a 
load of, this sort should be undertaken or where the money is to 
come from. The Board recommends a determination of policy by 
Congress, something that seems almost out of the question. for a 
legislative body buffetted as it is by conflicting private interests and 
social philosophies. But the Board itself seems to vacillate when 
faced with clear<ut conclusions of its actuaries. 

Without question, the time has come in the development of social 
benefits plans in this country when we should draw together the 
loose ends and determine on something in the way of national pol~ 
icy but it will be unfortunate indeed if this is undertaken in a field 
so circumscribed as the railroad industry alone. Perhaps righdy, the 
Board contends that these cailroad plans constitute social insurance; 
but, if so, \\'e should face very definitely the question: should we 
by national legislation create a social insurance scheme that is more 
favorable to one class of workers than to others? If we decide this 
in the negative, we need to ask most seriously if. with our prerent 
experience, we are ready to inaugurate social benefits for all workers 
that will involve as much as 20% of our payrolls. And in dealing 
with this question we need to bear in mind that this 2o% does not 
cover some benefits that are being considered very seriously in social 
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planning, such as hospitalization, medical, dental and ophthalmic 
fees, for members of the worker's family as well as for the worker 
himself., and the cost of work<Onnected disabilities. 

Whatever opinion one may hold as an individual about the ap
. propriateness of national legislation for these other benefits, their 

prospect of acceptance by the community as a whole should have a 
, sobering inB.uence on one's optimism in liberalizing benefits of 

types already accepted. 



GENERAL DISCUSSION 

ADMINISTRATION 

As already stated, the new bill would carry over the present Railroad 
Retirement Board of three, appointed by the President, for the ad
ministration of the new plan. Under the present acts, this Board has . 
broad authority to establish the organization necessary for its activities. 
Nothing is said in the present acts or the bill as to how the Board 
shall go about collecting taxes and contributions. It must establish 
credit recm:ds for individuals and determine credits for 5el'Vice prior 
to the establishment of the retirement plan. It must be prepared to. 
certify benefit payments under both the retirement plan and the 
unemployment insurance plan; of course, under the new bill these 
will ·be combined and extended to include·. sickness and disability 
benefits. 

It would seem that the organization needed for these purposes 
would be similar in many ·respects to that needed by the SQcial 
Security Board. Certainly this will be true with respect to the deter
mination of survivors' benefits since both boards must adjudicate 
very similar cases. Some years ago one-third of the railroad em-
ployees had social security coverage and by- now this proportion 
must be much larger so that, if the bill were adopted, the two 
boards would be doing much the same kind of work so far as sur
vivors' benefits are concerned. 

To a layman it seems obvious that a single administrative author
ity could handle the railroad retirement plan and the social security 
plan much better than can two, especially if benefit provisions of 
the present bill are enacted. The overlapping of credits for survivors• 
benefits shows the weakness of the separate administrations. If pre
caution had not been taken to give railroad service credit advart
tages over social security coverage, it would have been too obvious 
that the simple and direct procedure is for a single board to handle 
the whole of the old-age and survivors provisions. 

It is true that the duties of the Railroad Retirement Board in 
administering the unemployment provisions are of a different na
ture from those of the Social Security Board in its coordination with 
the unemployment compensation plans of the various states. This 
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difference will be accentuated if the present bill is enacted, thus in
troducing all the administrative details of sickness benefits. But if 
one body were at present operating the old-age and survivors' bene
fit plan and unemployment and sickness benefits were introduced 
anew, it is incredible that a new board would be suggested for their 
administration. The suggestion here is not that the Railroad Retire
ment Board or the Social Security Board be disbanded. Whether a 
board of three or a board of six or a single administrator is the ap
propriate way to set up this administration is of relatively little 
importance. It is more important to avoid duplication of offices, 
personnel and records, and to have all the records regarding John 
Doe together under the care of a single administrative body. 

If this should come to pass, even the mechanical steps in admin
istering the plans would bring into glaring prominence the utter 
nonsense of variation of benefits, both as to kind and size, with the 
particular classification of the worker's employment. 

WHY SoCIAL BENEFITS FOR A PARTICULAR INDUSTRY? 

Transcending by far in importance any question as to the nature 
or size of social benefits that should be included in such legislation 
as is proposed in H.R. 1362, is the more general question of policy: 
Should the United States Government create a social benefit scheme 
with respect to a particular private industry? This question is the 
basis of the discussion that follows. 

How the Railroad Retirement Plan Came About 

Perhaps it may throw some light on this question to ask why 
Congress did impose a contributory retirement plan on the railroad 
industry. The answer is not far to seek and not difficult to under
stand_. For several years beginning early in the depression of the 

· 193o's, the organized railroad workers requested legislation of _this 
. kind, long before the Social Security Bill or its predecessor, the 
Economic Security Bill was proposed. The first railroad retirement 
act was approved June 27, 1934 Congressional hearings that pre
ceded it went into great detail regarding benefits and cost and the 

· burdens it would place on the railroads. Witnesses recited how 
many voters they represented who favored or opposed the legisla
tion; but little if any discussion touched on the appropriateness in a 
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democracy of special legislation that picked out a particular industry 
and arranged benefits for its wprkers that would place them and 
their families in a distinctly favored position as compared with other 
citizens and voters who would be assuming financial obligations 
through the operation of the legislation. 

It is natural enough that no such testimony appears. Those who 
objected to the bill argued that it would be harmful to the railroad 
companies they represented. Perhaps they would have received 
scant attention had they undertaken to advise .Congress as to how to 
save our democracy. No one was particularly interested in the posi
tion in which the Government would find itself if other groups ap-
pealed for similar legislation.· . 

And so the first railroad retirement act was adopted because the 
railroad brotherhoods wanted it; their voting power was more im
portant than that of the railroad companies; and no question was 
raised as to the dangers of class legislation. This legislation was op
posed by the railroads and was declared unconstitutional on May 6, 
1935, by a 5 to 4 decision of the Supreme Court of the United States. 

In the meantime, the work of the Committee on Economic Secur
ity led to the Social Security Act approved August 14, 1935, an act 
that makes no exception of railroad workers. This was followed 
fifteen days later by approval of the Railroad Retirement Act of 
1935 which ends with a provision to amend the Social Security Act 
in order to exclude "employment" as defined in the railroad act. Of 
course, this legislation was being considered a,t the same time as 
was the Social Security Act and there seems to have been no legis
lative or committee decision as to the relative merits of a separate 
plan for railroads as compared with their inclusion under the Social 
Security Act. As before, it seems that the act was popular because 
of the voting strength of its proponents and because practically no 
one was taking an interest in this legislation other than the carriers 
and their employees. Doubtless, the point of view of others was that 
this was largely a problem for the railroads and their workers; why 
should others bother? Both these parties were able to take care of 
themselves. There was no realization that others were concerned. 
Unfortunately, this is still the case; there is no keen realization that 
the enactment of H.R. 1362 would be other than the extension of 
certain relationships between these two parties; and, if both parties 
want the extension, why should others concern themselves about it? 
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After the 1935 act was approved, the carriers went to court again, 
but, in the midst of this litigation, at the suggestion of the President 
of the United States, the carriers and the employees met to try to 
agree on a plan that neither would oppose. The outcome was the 
Railroad Retirement Act of 1937 the enactment of which was pre~ 
ceded by an agreement to avoid litigation; its constitutionality has 
never been tested. Needless to say, with this agreement between the 
parties, the bill met little opposition in ·congress. Even if students 
of the subject may have deemed seperate legislation for railroad 
workers unwise, they could not have interes~ed any substantial 
number of legislators in considering their arguments; their possible 
individual personal losses, so far as they could demonstrate, would 
be insignificant and few were interested in any high~Aown theoria 
about the evils of class legislation. 

Public Interest i~ SpecU.l Class Legislation 

And so today, the steps in almost unconscious cerebration on the 
part of midly interested individuals or legislators with respect to the 
proposed railroad bill are something like this: The bill concerns a 
special group of employers and their employees; we must have our 
railroads operating smoothly; if ,the proposals of the bill are ap~ 
proved by both parties, they will probably be good for the railroad 
system; the bill provides .taxes from these parties to pay the cost 
of the proposals; both parties are ably represented and know the 
merits of the proposals. Who am I to question the arrangement if 
these parties agree? 

Shifting Employment. The first flaw in this cerebration is the a~ 
sumption that the railroad workers constitute a group that "stays 
put." In all our thinking about social benefits, we are prone to 
assume that various classes of workers constitute closed groups. This 
is simply the way our minds work. Novel thoughts are apt to be 
difficult enough at best and quite unconsciously we simplify them 
by assuming that farmers remain farmers. We think of farm labor, 
railroad workers and Government employees as fixed elements in 
our economic set~up. Of course, as soon as someone questions our 
assumption, we recognize its weakness; but if the scheme of things 
we are discussing is at all complicated, we shall, a few minutes later, 
find ourselves falling into the same trick of simplification-quite 
unconsciously-thinking again of an employment group that we 
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have given a label as a fixed group. This cannot be emphasized tpo 
much; there is no hope of avoiding the consequences of this fallalcy 
on the part of large numbers who think only occasionally about 
these matters, but it would seem that by dragging it out into the. 
light and underscoring it, we should help ourselves to be more 
cautious. 

When we appreciate keenly that railroad workers do not stay put 
we recognize that those outside the railroad industry are j,ustified 
in taking a keen interest in this legislation even if, superficially, it 
seems to be self-supporting. As will be developed later, we have ·a 
common interest in seeing that all workers are protected continu
ously by certain modest benefit·provisions. For the large numbers 
who move in and out of the railroad industry a special plan for 
social benefits in that industry alone will not furnish continuity of 
coverage and, regardless o£ how admirable might be the railroad 
plan for those who remain in the industry, the general public is very 
much interested in what happens to those who move in and out . 
of the coverage of such a special plan. The potential benefit needs 
of a worker and his family and, the magnitude of approprjate bene
fits are quite independent of the breadwinner's occupation or the 
industry with which he is connected. 

Sources of Support. Another fundamental error of thought is with 
reference to taxes or contributions. We see the provision for sub
stantial payments by the carriers and employees and conclude that 
the plan is to be supported by the railroad industry so that others 
need not concern themselves about the cost. This conclusion is both 
erroneous and short-sighted in the extreme. In the fi~st place this 
legislation determines that certain definite benefits shall be paid out 
of the United States Treasury to individuals of certain classes under 
designated conditions; it does not provide that payments shall be 
made if there are sufficient funds in an account fed by the special 
taxes levied to support these payments. While perhaps no one 
knows whether or not special taxes will be sufficient for this pur
pose, the best informed opinion is that they will not; no one has 
expressed the opinion that they will; and the Board is of the opinion 
that they should not be. If they prove to be ·insufficient, no one 
knows what course a future Congress will take. This matter of 
policy has not been settled and probably will not be at least for a . 
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long time to come. We have no assurance whatever but that in 10111e 
future year, the combined forces of the carriers and the organized 
employees may lead Congress to lower the special taxes and adopt 
a policy of substantial Federal support for the benefits. If such a 
proposal is made when either political party has a comfortable ma
jority in Congress, the voting strength of the combined railroad 
forces will probably have more influence than will any poorly or
ganized opposition. 

But, assuming for the moment that the special taxes will be suffi.. 
cient to support the scheme, we should ask ourselves what i.s the 
ultimate source of these taxes? Certainly they must come from the 
employers' gross revenue and we have distinctly more than an inter
rogative aphorism in the question, "Who pays the freight?" And 
so, whether we like it or not, we must face the question, do we want 
a society in which ra.ilroiid workers or those of any other special 
class are favored above all others with respect to what we have come 
to call .. social benefits" arranged tlarougla national legislation? 

Perha,Ps none of us will accept an affirmative answer to this ques
tion. In our vaunted democracy, we cannot see ourselves legislating 
to place workers in any one industry on a pedestal We recognize 
that the family i.s the fundamental unit of our democracy. The social 
benefits that we arrange through national legislation are aimed to 

no small extent to preserve the family. We know full well that 
when the income of a worker is interrupted or destroyed, the needs 
of the family are independent of the worker's employment; our 
sense of social equality rebels at the thought of more liberal treat· 
ment being meted out to some than to others as t1 matter of national 
legislative policy. 

If this legislation were adopted without· the levy of special taxes, 
the public would pay for the benefits through general taxation; if 
the special taxes are sufficient to pay the benefit~ then the users of 
the railroads are the ultimate payers. There i.s no evidence whatever 
that as a result of the present plans the standard of living of rail
road workers i.s lower than that of others doing similar work. The 
difference between these methods of taxation may not be as great 
as we at first assume. When, in order to get Federal legislation for 
such benefi~ employers and employees need only agree, they may 
learn to agree on wage scales, as well as the size of special taxes, at 
the expense of the general public. 
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Perhaps those interested in the railroads would contend that they 
seek no special advantage and that they are merely looking after 
their own interests. Thus we meet the question, should we try to 
provide the benefits suggested in this bill for all. classes of ~orkers? 
The answer to this question must involve both kinds and size of 
benefits and an offhand opinion would be worthless. Certainly no 
one is going to determine ex-cathedra the kinds and scale of social 
benefits that are desirable and practicable in this country. Perhaps 
some of the suggested benefits are too liberal. Perhaps some kinds 
are omitted entirely that deserve serious consideration. But ·what
ever kinds and sizes of benefits may gain popular favor as worthy 
of adoption by Federal legislation, it is very doubtful if they should 
appear through sporadic legislation for particular employment 
groups. And the time to consider this question of method is when 
a bill like this one is under discussion; the difficulties of making a 
change later will be much greater if the suggested plan actually 
begins to operate. 

Other Special Cldsses 
Doubtless railroad employment has seemed a reasonable field for 

Federal legislation because the employers are engaged in interstate 
commerce; but how about common carriers by air, water, or motor 
vehicle? Surely these are engaged in interstate commerce. If those 
interested in air transport should desire to establish a social benefit 
plan and should ask for legislation similar to that creating the rail
road retirement and unemployment insurance plans, could Con
gress be less accommodating than it had been to the railroad indus-

. try? And, recognizing the frequent transfers of employees between 
industries engaged in air transport, rail transport and employment 
covered by the Social Security Act, should it hesitate to establish 
a three-way combination of credits for survivors' benefits, similar to 
the two-way combination of the bill in question? If the air transport 
formula for a retirement annuity should resemble that of the Social 
Security plan it would be desirable to combine credits for employees'. 
benefits as well as survivors' benefits between these two systems al
though railroad workers could not be brought into this combination 
without substantial change. . 

Then comes the communication industry with its development 
of radio and television on a national and international scale in addi
tion to the present telephone and telegraph systems. Would this 
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group be less entitled to special Federal legislation to inaugurate 
special benc.fit plans? If so, would it not be appropriate to establish 
a four-way mmbination of credits to determine some 01' all the 
benefits, this to include the communications industry, carriers by 
rail, carriers by water, as well as 10eial security coverage? Is there a 
reason why Congress should be mOI'e solicitous of railroad workers 
than of tdephone, telegraph or radio workers? Is transportation 
any mOI'e essential in an emergency than communications? 

But we have only started on the groups that might seek Federal 
legislation if by so doing they can have their special brand of social 
security, a little better in this particular or that than is the protection 
furnished for the common herd. The Supreme Court has recently 
declared that the business of insurance operating across state lines 
is interstate commerce. What is to prevent a well organized group of 
the many people engaged in this business from pleading with 
Congress to be excluded from social security coverage in order to 
organize their own pet benc.6t scheme? They would be willing to 
pay taxes somewhat higher than those of the Social Security Act in 
order to gt:t the special benefits desired, but they would want to re
tain their credits under the Social Security Act, the Railroad Act, 
the Communications Act and the Air Transport Act, and a com
bination of credits would be essential to avoid abuse of rights under 
the various Acts. Congress would then need to arrange fOI' five 
administrative boards to agree on rules for adjudication of benefit 
applications and for transfer among themselves of information, in 
order to determine the benefits of a particular claimant. Then, of 
course, there would be a transfer of money between the five funds 
so that each one would bear its £air share of the cost of the total 
benefit. 

Nothing has been said about the Gvil Service Retirement and 
- Disability Fund becoming a partner in this growing family but it 

is significant that it and the railroad plan cover more employees than 
any others besides the social security group. Transfers between it 
and the other groups mentioned are very numerous; like the pm;cm 
railroad plan it provides no survivors' annuities for those who die 
in service. We can confidendy expect amendment to the Civil Ser
vice Retirement Act reflecting the fact that in some respects that 
plan is less liberal than the social security plan although in many 
ways it is far more liberal. 
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Without any doubt, when several retirement plans operate side 
by side so that fellow workers find themselves under different planS, 
the tendency is for each group to seek· amendments to. its plan to 
make it at least as liberal in every important respect as the most 
liberal. Instance after instance could be cited to show how this 
tendency results in jockeying between different plans to obtain 
more liberal benefits. But there is no coresponding anxiety to in
crease the contributions. 

Thus, we are driven to the conclusions that: 
(1) It is utterly undemocratic for the people of the United States 

through Federal legislation to create social benefits for the workers 
in particular industries and their families. Since the needs of fam
ilies when incomes of workers are interrupted or destroyed are un
related to the sources of those incomes, there is no defense for the 
people of a democracy, acting through representative legislative 
bodies, to place the members of a particular industry in an advan
tageous position as compared with that of other citizens. 

( 2) 1£ class legislation of this type is started there is no place to 
stop. Cooperation between two administrative boards is complicated 
enough but there is no reason to stop at two. No one can tell today 
when other groups will present claims no less meritorious than 
those of the railroad woekers and it is obvious that this could read
ily lead to complication of operations that would be utterly imprac
tical even if theoretically defensible. 

No Conflict with Pri.,tlte Pltms 

It should be emphasized that there is no conflict between these 
conclusions and the provision of additional benefits in a particular 
industry. We all hope that our government will continue to encour
age individual enterprise. Social benefits arranged through Federal 
legislation should be held to such a modest levd that they constitute 
a force for general economic stability; they should operate just as 
widely as practicable with special favors to none. 

If the railroad industry, carriers and labor foeces together, wish to 
arrange for additional benefits, that should be left to them just as is 
done with other industrial groups. When this method is used the 
government will accept no more responsibility with respect to bene
fits foe railroad employees than foe any other workers; to produce 
whatever benefits are desired over and above those common to all 



groups of workers, the employers and the employees would then 
make their own arrangements and be responsible for carrying them 
out. There is every reason why "we, the people" should force the 
railroad industry to participate in whatever social benefit scheme 
is adopted for other gainfully occupied persons. But there is no 
defense for us to force the railroad industry to go further than this; 
and it is distasteful in the extreme to think of allowing any coali
tion of employers and their workers to take advantage of an unin
formed if not listless public and a legislative body supersensitive to 
v~ting power in order to saddle on the public purse the responsibil
ity of placing their workers and their families in a more comfortable 
position than that of the mass of voters whom the legislators repre
sent. 

· A bit of history is here in point. Even before the Social Security 
Act was approved the so-called "Clark Amendment" was intro
duced to allow employers who so desired to substitute private plans 
for the old-age benefits of the Social Security Act. The first reaction 
of many legislators, was "Why not?" If an· employer is ready to 
operate a plan that is more liberal than that of the Social Security 
Act why should he be regimented into uniformity with his less 
liberal competitors? 

LOoking back on this contest it is interesting to note how slowly 
we came to realize. the essentials that were involved in the issue. A 
fundamental hidden fallacy in thought was the one already men
tioned-we thought of the ABC Company and its employees as a 
small group separate and apart from the remainder of society;while 
in fact there is a constant flow of individuals in and out of the em
ployees' group of a particular employer or industry and only too 
well do we know that the mortality of industrial organizations 
themselves is far from insignificant. If the ABC Company had a 
prospect of continuing in business forever, and if each employee 
would stay with it until he dies or retires, it might be satisfactory 
for it to have its own scheme for social benefits that require long 
range planning, approved as to adequacy and soundness by Federal 
authorities. To state these conditions shows that they cannot be met, 
even waiving the fact of experience that a large proportion of indus
trial concerns would, sooner or later, be unable to meet the deferred 
obligations of their plans with much consequent suffering. The 
large normal volume of shifting of employees between employers 
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makes it altogether impractical to assure continuity of prospects for 
many social benefits to immense numbers of workers through the 
operation of separate private plans. 

1 

Objectj,es of Public tmd Pri.,ate Plans 

Putting this conclusion in other words, we emphasize a distinc
tion that perhaps most of us have in mind. When the officers of an 
employing institution formulate their own employee benefit plan 
they quite rightly l:ttve in mind the welfare of their institution; they 
may even be far-sighted and base their plan on the long run success 
of the institution; too often this is not the case. But generally, and 
perhaps properly, their attention is on the institution rather than 
the individual. On the other hand, when through our representative 
government we build for ourselves a nationwide social benefit 
system, we center attention on the welfare of individuals and fam-
ilies regardless of how they make a living. . 

We choose the employment relationship as a tool that seems likely 
to continue to be at hand for the indefinite future and use it as a 
device to assure that ~ial benefits will be made available in a 
healthy manner and in quantities that make for Stable society. But, 
since these plans are to function principally when employment rela
tions are so disturbed as to interrupt or terminate income, they must 
be set up to bridge all ordinary gaps in employment and transfers 
from one employment to another. Hence, with them the long term or 
short term interests of a particular employer do not enter the picture. 
They are for the purpose of smoothing out, ·for individual families, 
breaks that occcur in returns for gainful occupation. They rest on the 
general principle that what is consumed by those outside of gainful 
production must to a large extent be produced currently by those 
in gainful occupations; they are deVices for modest transfers of 
goods from those in the occupied group to those in the unoccupied 
group. They should avoid interference with normal incentives to be 
in the occupied group and are devised to help only those who would 
be in the occupied group if opportunity presented and their physical 
conditions permitted; but they should consistently avoid any pres
sure to keep an individual worker with a particular employer or in 
a particular industry. 

National Fnor for I~ Railroad Industry 
The suggestion has been made from time to time. although it has 
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not been frankly and openly defended, that because of their key 
position, railroad workers should be handled more tenderly than 
others in national planning, simply as a matter of national self~ 
interest. We must have the railroads; our common national interests 
dictate that the railroads must always be in first<lass condition. We 
must therefore have a group of superior workmen operating them 
and we are justified in doing whatever may be necessary to main~ 
tain this standard of efficiency. . , 

While this lacks the ring of sincerity that we should expect of 
any plea for favoritism, perhaps it should be analyzed. Let it be 
stated at once that there is a distinct loyalty for railroad work among 
many of these employees. Frequently we hear the expression "Once 
a railroader, always a railroader." Where this point of view exists 
it is all to the good; it gives the individual a conviction of the im~ 
portance of his work and this is a distinct asset to the industry. It 
gives the individual a personal satisfaction in what he is doing that 
makes for contentment and happiness and therefore for the best 
service. But these qualities are not limited to railroad workers; those 
engaged in many other occupations that :ire charged with a public 
interest might well contend_that their efforts are just as essential as 
those of the railroad workers. 

In this connection a brief classification of railroad workers may be 
helpful. Employees of Class I railroads for 1941 could be grouped 
as follows: 

Laborers 
Percentage 

40·7 
Skilled in maintenance -

of way and equipment u.5 
Helpers 7·5 
Clerical 7·9 
Executives, professional 

and supervisors 4·7 
Station agents and 
, telegraphers 2.8 
Engineers and conductors 5·4 
Firemen, brakemen and 

switchmen 12.8 
All others 6.7 

100.0 
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A moment's scrutiny of this classification will probably dispel some 
of the hazy impressions that superiority, not needed elsewhere, ~s 
essential for most railroad work. As to length of service, it may be 
enlightening to know that of the 2,oos,ooo pe~sons in railroad ser
vice in 1941, more than 6oo,ooo had no record of such service in 
1940, and that of the 2,4~,000 in railroad service at the end of 1942 
there were 82o,ooo who were in the service for the first time that 
year. 

Going a little further with this study, we can well imagine that 
the nature of the work, the requirements for satisfactory 6el'Vice, 
and the wages, for considerably more than half the railroad workers 
are indicated roughly by the classification of their service and are 
much the same as for corresponding service with other employers. 
Furthermore, the skills of those in special work carrying unusual 
responsibilities are reflected in higher compensation and more favor
.able working conditions-again very much the same as in other 
industries. 

Hence the need claimed for special treatment of railroad workers 
in social benefit legislation fails to stand even superficial analysis. 
We can go further and note that the retirement benefits provided by 
the present railroad retirement plan will not be satisfactory for a small 
proportion of the workers in the higher income brackets. The rail
roads will not find it practicable to retire higher paid employees and 
officers on annuities as small as the present-day maximum of $120 

a month. Without a supplementary arrangement, the result will 
be expensive inefficiency due to superannuated men. holding key 
positions, men who are receiving full salary and attempting to carry 
responsibilities for which younger minds are essential. The railroad 
companies will need supplementary arrangements just as will other 
employers to retire a small percentage of higher paid employees, but 
there is no more reason why Congress should interest itself in this 
problem for the railroads than for any other employers. 

SocLu. SECURllY CovERAGE FOR ALL 

Aa Accepted Objecli .. e 

It seems safe to say that the American public has pretty generally 
accepted the thought that all workers should have the protection of 
social benefits at least as liberal as those of the Social security .Aa. 
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Discussions of the desirability of this legislation and of its det.1iled 
provisions rardy include a claim that those connected with any par
ticular employment are free of its need. In thinking through the 
application of benefit provisions we invariably visualize the family 
quite apart from the particular employment of the worker. The act 
itself suggests the ideal of all-inclusiveness by defining employment 
as any service performed "by an ~ployee for the person employ
ing him" and then proceeds to make exceptions of agricultural and 
casual labor, domestic service, public mice, employment for non
profit organizations and a few rdativdy minor groups. As amended 
in 1939 the act excludes railroad employmenL Several of these ex
clusions were made on the practical ground that methods of admin
istration bad not been devised that seemed workable with respect to 
them. The point of view bas been very ddinitdy that all workers 
and their families should have the protection of the benefits involved 
just as soon as feasible.. 

h is well to consider why there is this widespread acceptance of, 
if not ins~ence on, fundamental social benefits. Doubtless different 
individuals will give different reasons for· their acceptance of this 
philosophy and many would say that a sell-respecting community 
must see that all have at least this minimum of protection. But there 
is a substantial number whose convictions are more deep-seated. 

There is a growing realization that the welfare of each is a matter 
of enlightened sell-interest to all; that the greatest asset of any com
munity ·is its residents; that a community is richest and strongest 
when the largest possible proportion of its residents are in good 
health, have good habits, and are best fitted to be useful members 

.of the community. 
· Not as charity but rather as a matter of good repair, good house

keeping and being best fitted to do its part and hold its own with 
other communities in the larger whole, every community owes it to 
itself to bring its citizenry to. the highest devdopment that is within 
their native abilities.. Keeping this ideal uppermost at all times will 
go far toward emptying jails, preventing crime and minimizing pro
longed disability although perhaps increasing the amount of hos-
pitalization for corrective purposes, and attaining a maximum of 
intelligent and energetic activities with the greatest amount of hap
piness and sense of well-being as the objective.. 

With such a point of view and the control of power that we have 
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already achieved, a prolonged period of peace will enable us to reach 
heights undreamed of in enjoying the arts and various activiti~, 
for pleasure and recreation, with a minimum of time spent in earn
ing our daily bread. We should be able to eliminate indigence and 
to raise immensely the average of our individual well-being. 

Despite the evidence of widespread acceptance of this philosophy 
it is unfortunately true that neither the railroad workers, Federal 
employees covered by the Civil Service Retirement and Disability 
Fund, nor any other group of public employees of which the writer . 
bas knowledge, bas the minimum protection of the Social Security 
Act in every respect. The railroad workers and many public em
ployees have benefit provisions more favorable in some respects than 
those of the Social Security Act but none, it seems, has provisions for 
widows and orphans that compare with those of that act. There is 
good ground for considering these provisions more important than 
any other from the standpoint of family needs and, under the Social 
Security Act, while they are modest they are timed to be payable 
under conditions that adapt them better to presumed family needs 
than are survivors' payments under the other acts. The Social Secur
ity Act provides benefits to a widow and children until the children 
are 18 years old while most other acts provide only lump sum settle
ment, usually related to the contributions that the employee has 
made under the plan rather than to 'the :needs of the family. Cer
tainly a monthly income while children are young is more impor
tant to a family than is the equivalent lump sum; and with a single 
child of tender age the annuity to widow and child. will usually be 
of far greater value than the lump sum payable under other acts. 
True, at the death of a middle-aged or· older worker no annuity 
benefit may be payable under the Social Security Act because there 
may be no minor children; and it will be in just such cases that the 
benefit under the railroad act and some of the public employee 
plans may be greater. From a social standpoint it is far ·more im
portant that larger sums go to widows with young children than it 
is that lump sums go to widows with no dependents. This is an illus
tration of the difference in degree of social adjustments to be found 
by examining these acts. 

Survivors' annuities were written into the Social Security Act by 
;~mendments of 1939 and before very long both the railroad board 
and those interested in the civil service retirement plan began con-
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sidering extensions of their plans to match these benefits-thus illus
trating the tendency already mentioned of every retirement plan to 
seek to be as liberal as the most liberal. However, neither of these 
groups seems to have favored for a moment the suggestion that 
their exception from Social Security legislation be removed. 

lJJSWrlmcc Nt:~tr~rc of Su,Worl' AnnrUiiu 

But we must guard against concluding that the remedy for pres
ent defects in social benefit plans is merely to see that each plan 
provides certain agreed upon minimum benefits. The fundamental 
weakness of having a variety of mechanisms to furnish these benefits 
for particular employment classes is a lack of continuity in the pro
vision of the benefits as individuals move from one employment 
to another. 

To appreciate fully the difficulties introduced by transfers of em
ployees from the coverage of one social benefit scheme to that of 
another some technical details must be considered. The Social Secur
ity Act provides widows' and orphans' benefits in case of death 
of a worker who bas been in covered employment for at least six of 
the last 12 calendar quarter-years before his death or of a worker 
who bas been in covered employment for 10 years or during half his 

. possible quarters of coverage since December 31, 1936 and for not 
less than six quarters. 

It is entirely reasonable to ask, why such complicated require
ments? If we are trying to meet family needs, isn't the need just as 
great if the worker dies after one day of coverage as if be dies after 
18 months or 10 years of coverage? Indeed the answer is distinctly 
affirmative and we must face the fact that as yet only a little more 
than half our employees. are covered by the Social Security Act at 
any one time. What bas this to do with benefits for those who are 
covered? Just this: John Smith is a railroad worker and bas a wife 
and two children under age 6. His doctor tells him today that be 
can not hope to live long and that be will be able to work only. a 

· short time, although be can still go on . for a while. If be can get 
employment covered by the Social Security Act for this short time 
it might make the difference between extreme poverty for his family 
and an income of about 135·00 a month for the next 12 years if no 
preliminary service period were required before these benefits would 
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apply. Multiply John Smith by a few million and we can see ~e 
disturbance that would be caused over a period of years by those 
who would shift employment to take advantage of such situations 
if there were no limits placed on the application of survivors' 
benefits. 

1£, on the other hand, all employment were covered by this act, 
the kind of limitation mentioned would be of importance only with 
respect to the self-employed and the small group who do not norm-
ally work regularly. . 

Another peculiarity of the survivors' benefit should be mentioned. 
The reader may have wondered what happens when the worker 
leaves the coverage of the, Social Security Act. The details become 
somewhat complicated but are the consequence of the conditions for 
benefits already stated and a peculiarity about the calculation of the 
annuity. If an employee has been covered for at least 10 years (this 
cannot happen until after the year 1946) or if he has been covered for 
six calendar quarter-years and for at least half the possible quarters . 
of coverage since 1936 and after he attained age 21, a benefit is pay
able to a qualified widow or children or both upon his death, re
gardless of whether or not he is in covered employment at the 'time 
of his death. If he does not meet these service conditions, an annuity 
is payable in case of his death if at that time he has been in cov
ered employment for at least 6 out of the last 12 quarter-yearS. This 
means that, if an employee had been in covered employment stead
ily for at least 6 quarters and then left covered employment for other 
work or was unemployed, without having coverage for 10 years 
or half the possible quarters since 1936, a benefit would be payable 
in case of his death any time within the following six quarters. But 
if he were out of covered employment for as much as the six quar
ters next preceding his death, no benefit would be payable. 

The peculiarity in the calculation of the annuity involves the cal~ 
culation of average monthly wage. This is obtained by dividing the 
total of credited wages in covered employment since the plan began 
operating on January 1, 1937 by three times the nufOber of quarter
years that the employee could have been in covered employment 
after attaining age 21, regardless of whether or not he was in such 
employment during all those quarters. The reader is reminded that. 
the-annuities are related to the "primary insurance benefit" which 
i~ the sum of 40% of the first Sso of average monthly wage and xo% 
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ot the next $2oo of this average, increased by x% for each year of 
covered employment. The widow's annuity is ~ o£ this primary in
surance benefit and the child's annuity is Yz o£ it, with the limita
.tion that the total payments for a month with respect to an em
ployee shall not exceed So% of average monthly compensation, twice 
the primary insurance benefit, or $85, whichever is least. From 
this information we can deduce that, if an employee withdraws 
from employment covered by the Social Security Act, the possibility 
of survivors' annl,lities does not usually disappear immediately; in 
other words, the employee does not immediately cease to be "in
sured"; but 'he size of the possible annuity payments to survivors 
begins to decrease with the first calendar quarter during which the 
employee is away from covered employment. The availability of 
survivors' benefits may disappear after the worker is away from cov
ered employment for a single quarter-year because the employee 
may then cease to have been in covered employment for half the last 
12 calendar quarters. This could occur because of irreguiar employ
ment. 

Again we may ask why so many complications and the reply is 
because of the shifting in and oyt of covered employment. It would 
be unfortunate to have a simple rule that survivors' benefits should 
disappear immediately when a worker leaves covered employment 
although this is just the situation in many private employee-benefit 
plans. If the rule went to the other extreme it would only be neces
sary to be in covered employment for 6 quarters and survivors' 
benefits would be available indefinitely thereafter regardless of em
ployment status. Then it would be distinctly worth while to seek 
covered employment for a year and a half, whatever might be one's 
intentions for later years. The remedy is, of course, widespread 
social security coverage; when this act applies to practically all em
ployment, need for these limitations will largely disappear as will 
also their application. · 

Briefly .then, this is the situation: 
( 1) We seem agreed that modest widows and orphans benefits 

should be available to families of all workers; if pinned down we 
agree that of course they should be available continuously, regard
less of shifts of employment, but we hadn't thought about that. 

(2) Separate social benefit or employee-benefit plans for different 
groups of employees cannot be expected to offer such benefits with-
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out very definite limitations to avoid their unfair use and excessive 
cost. 

(3) These limitations will almost inevitably decimate the social 
value of any such plans with respect to participants who move from 
one employment to another; the benefits cannot be made available 
continuously; and the unfortunate fact of today will probably con
tinue-that the bulk of those who move out of covered employment 
have no conception of the values for their families that they may be 
sacrificing through the move. 

(4) Today only the social security plan offers annuities' ·to 
widows and orphans related to presumed need; when other plans' 
introduce similar benefits-and they most certainly will-the con
fusion will probably be so great that 'we can no longer hope for 
understanding of the plans on the part of the participants or else 
the sacrifices that will accompany transfers from one plan to an-
other will be no less serious than at present. · 

The new bill meets this problem in part so far as the railroad 
plan. and the social security plan are concerned but it can go no 
further because other plans do not offer survivors' annuities. In 
doing so it favors railroad work; otherwise it would be a glaring 
argument for merely extending social security coverage to railroad 
service. In other words, the new bill recognizes the importance of 
survivors' benefits and of continuity in their availability; but it 
meets this problem in a manner that is quite indefensible and will 
be utterly unworkable when the method is extended to a number of 
other plans; '. 

Perhaps the ingenuity of man is such and the . pow~rs of the 
English language are sufficient that we can have many social benefit 
plans with sufficient interchangeability of credits as to preserve con
tinuity of benefits equivalent to those of the Social Security Act 
for an individual whose working years are divided between the 
coverage of the various plans. This is conceivable but the· utter 
nonsense of pyramiding complications and the cost of operations 
in order to retain the separate plans is beyond comprehension. We 
have a mere taste of what these complications will be in the efforts 
of the railroad bill to combine credits under just two plans. What· 
this would be with a number of other plans in the picture makes 
one shudder to contemplate. 
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Magnitude of Shifting Employment 

To clinch this argument it is of course necessary to establish that 
the turnover of employees in various employments is substantial. 
Certainly there is no point to the discussion if changes in employ
ment are insignificant. As already stated, a related phenomenon is 
simultaneous employment that would come under separate social · 
benefit plans. This is important because many plans now operating 
favor the low-paid employee and, for those whose credits are low un
der different plans because their services are divided, independent op
eration of the plans would result in unintentionally large combined 
benefits unless limitations were written into the various plans to 
avoid this. Again the way to avoid the complications is to have 
one plan. 

We recognize that war needs make employment statistics of 
recent years quite unreliable as peacetime guides. Hence, most of 
the "turnover" data given below are for years preceding the war. 
But it is of interest to note a few remarkable figures taken from the 
1943 report of the railroad board. Approximately 4.ooo,ooo indi
viduals had compensation credits under the Railroad Retirement 
Act at the end of 1942 while the total number of employees during 
that year was 2,469.000 of whom 82o,ooo, more than 1/3 of the total, 
were in railroad service for the first time that year. Quite obviously, 
heavy reduction in the needs of the railroads after the war and the 
return to railroad service of large numbers now in military service 
will cause enormous shifts in the active participants in the railroad 
retirement plan. · 

From tJ:te 1940 report we learn that of 2,343,000 who had com
pensation credits at the end of 1939 there were 457,000 who )Vere 
not in service during 1938 or 1939. The 1939 report states that of 
the 1,995,000 employees of the year 1937 only 1,370,ooo were in 
service in 1938 and estimates that close to s6o,ooo had withdrawn 
voluntarily or been laid off because of the sharp reduction of 
traffic and in maintenance operations that began late in 1937 and 
continued through most of 1938. 

Since ~hese data illustrate the impracticability of a number of 
social benefit plans because· of large shifts in employment it is in
teresting to look at figures outside the railroad field. 

In his testimony before the Senate Special Committee to Investi
gate the Old-Age Pension System, Mr. Altmeyer, Chairman of 
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the Social Security Board, stated on July 21, 1941, that while about 
47 million persons "have some earnings in covered employment . ·I· 
as few as 32 million persons may work in such covered employ
ment" in any one year, and that during 1941 it was estimated that 
nearly 40 million would be so employed. 

At the. end of 1943 there were about 66.6 million persons with 
wage credits under the old age and survivors' insurance sections 
but about 31.8 millions of these have so little credit that survivors' 
annuities would not have been available in case of the worker's 
death. 

In a paper by Merrill G. Murray and Michael T. Werme~ en
titled "Movement of Workers Into and Out of Covered Employ
ment, 1937 and 1938," published in the February, 1941 number of 
the Social Securit.Y Bulletin, we find that of 36.8 million persons for 
whom taxable wages were reported under the old-age insurance 
program during some part of the first two years of its operation, 
1937-1938, about 26 per cent had credit for such wages in only .one 
of these two years. Of course, this percentage reflects a variety of 
causes of interruption in coverage, but major among these is trans
fer between covered and uncovered employment. The authors re
mark: "The tendency of workers to move into and out of covered 
employment presents an important problem in the operation of the 
old-age and survivors insurance program." 

The "Retirement Report" of the United States Civil Service 
Commission for the year ending June 30, 1940, tabulates, with re
spect to the Civil Service Retirement and Disability Fund, the 
number of· members who withdrew from the fund during each 
of these two years. Of course, this percentage reflects a variety of 
in this period was 100,627, and the' number of contributing· mem
bers at the end of the period was estimated by the Board of Actu
aries at 645,000. Thus the number of persons who withdrew from 
service in twenty years was about So per cent of the recent mem
bership and more than five times the number who retired from 
service. 

Perhaps the most comprehensive compilation of data on this sub
ject with respect to teachers retirement plans is a Research Bulletin 
of the National Education Association dated January, 1941, entitled 
"Status of Teacher Retirement." This gives careful analyses of these 
retirement plans and among the valuable statistics is a record of 
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present members and withdrawals, deaths and retirements since 
the plans were established. Figures are given for 52 different sys
tems. From these the following have been extracted with respect 
to some of the largest of those state-wide teacher plans that have 
been established for a good many years. 

For our present discussion it is of interest to note that for these 
six large plans averaging slightly more than 20 years in age total 

· withdrawals from service have been considerably larger than the 
total of. the present memberships and more than nine times as 
large as the number of retirements for both disability and super· 
annuation. In fact withdrawals have been more than five times as 
numerous. as retirements plus deaths in service. 

Membership Statistics of State Teacher Retirement Systems 
Se(Hirlllioru Sit1t:e Beginninr 

Year Year of Active Witb-
Stak Estab. Report Members drawals Deaths Retirementt 

Maryland 1927 1939•40 6,429 5,265 180 520 
Massachusetts 1914 1939 20,817 28,86o 1,408 3·409 
New Jersey 1919 1939•40 29,329 27,6n 1,459 3,JI8 
New York 1920 1939•40 48,193 53,064 1,796 5.985 
Ohio 1920 1939•40 44·180 t;9,243 4·365 7.560 
Pennsylvania 1919 1939•40 77.834 88,569 10,125 8,472 

TOTAL 

Compared with the railroad figures and with the turnover data 
of many industrial employers these figures show .unusual stability 
in employment but they surely indicate the importance of laying 
our plans for social benefits in such a way as to reach those who 
move from one employer to another and from one employment to 
another, especially with respect to benefits for members of the em
ployee's family. 

Just one of the above-mentioned statistical facts will be empha· 
sized. More than thirty million people who have done some work in 
industry during the past seven years have credit for less than a year 
and a half during the past three years, or less than three and one
half years during the past seven years. Doubtless a large majority of 
these people are gainfully occupied most of the time. No very large 
proportion of our workers can remain idle for long. These thirty· 
million persons are doubtless extremely varied as to age, sex and 
occupational status but, after making all possible allowances, we can 
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rest assured that, if we had ~ne social security plan that covered all 
gainful occupations, the families of many millions of them woul~ 
have the protection of survivors' annuities and the prospect of re
tirement benefits. 

Why Y ary Benefits with Occupation? 

Not only does the use of a variety of plans for social insurance 
fail to offer continuity of coverage insofar as the coverages are alike; 
they 'inevitably lead to indefensible variations in kind as well as 
amount of benefits available to different groups of workers and 
their families. There is no reason to expect private employee-benefit 
plans to be identical; each group may be expected to establish a· 
plan that reflects its ideas of what are most valuable or desirable 
for its members. But when social insurance _benefits are determined 
by national legislation, it is not so easy to defend substantially dif-
ferent provisions for different employment groups. · 

Why should the railroad plan provide for disability retirement 
while the Social Security Act does not? Why should the Social Se
curity Act provide survivors' and dependents' annuities while the 
railroad plan does not? And if the new bill were enacted, why 
should the Social Security Act provide dependents' annuities, pay
able concurrently with annuities to corresponding retired workers, 
while the new railroad plan would not? Why should the railroad. 
plan provide a retirement benefit for a man past age 6o just because 
he has completed thirty years of service while the Social Security Act 
requires attainment of age 65? Why should one set of conditions 
prevail for· disability retirement under the railroad plan and an
other set under the civil service retirement plan? Why should the 
Government have accepted responsibility for the payment of pen
sions to former railroad employee,s when it has never done so with 
respect to workers in any other industry? Why should one method 
be used to determine employee retirement annuities under the So
cial Security Act, a second under the railroad plan, and a third 
under the civil service retirement plan? Why should ·the railroad 
plan make this benefit directly proportional to period of service 
while the Social Security Plan gives much less attention to period of 
service? Why should formulae be used by two social benefit plans 
so different that, save for an arbitrary rule that railroad annuities 
shall be as large as the service credits would produce under Social 
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Security, it would be advantageous for an older worker without 
previous railroad service to seek social security coverage and for a 
younger one to seek railroad service? Under many circumstances 
the civil service retirement plan is more favorable than either. Why 
should an arbitrary provision bring railroad benefits up to social 
security benefits but not vice versa? 

All three of these plans favor the low-paid employee in deter
mining retirement benefits. In each case, the annuity is a larger 
percentage of average compensation for low-paid than for higher
paid employees. Perhaps this is a sound social policy but, if it is, 
why should the first $50 of average compensation count four times 
as much as equal amounts in excess of $so under the social security 
plan and only 4/3 as much up to $150 under the railroad plan. 
Why should thirty yea,rs of service result in a benefit six times as 
large as that for five years of service under the railroad plan and 
only 24% larger under the social security plan. 

Why should public employees, and government employees in 
particular, have no provision for unemployment compensation? 
When this war is over, will the extra public employees find their 
way into private employment without disturbance of incomes? 
With the high normal turnover of government employees, is there 
some reason to think these people are free of the hazard of unem
ployment? If the Railroad Retirement Board should be merged 
with the Social Security Board would the surplus employees have 
no need for unemployment insurance coverage? 

The Social Security Board has advocated survivors' annuities for 
years and the Railroad Retirement Board is now doing the same. 
Why should the employees of these boards-those who have ad
vocated and administered these benefits-be excluded from this 
coverage? 

Why should employees of one group pay s% of their salary for 
social benefits and those of another receive liberal pensions after 
having made no contributions whatever? Why should one individ
ual find himself separated from his employment when he is past 
middle age with no accrued prospect of retirement income what
ever, while another is handed a substantial cash settlement, and a 
third must retain intact a modest provision for old age? Why should 
an effort be made to keep one large government fund on an actu
arial basis while pensions for millions of other government em-
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ployees, notably war veterans, remain entirely unfunded and the 
government operates a plan for industrial employees on a pay-a~ 
you-go basis? All these situations and many others that show the 
absence of any particular convictions or any organized study of 
what is reasonable in the way of retirement legislation are illustrated 
by retirement plans created by federal legislation. 

When we recognize that the needs of a worker and the family 
if employment ceases are independent of what the employment 
was while it lasted, how can we justify the basing of social benefit 
plans enacted by our one representative legislative body on such 
obviously varied convictions as to what those plans should be? 

Why Substantial Omissions? 

But difficult as it is to defend a variety of social benefit plans 
created by Congress for compulsory participation of workers in 
different fields, what possible reason can we give for the omission 
of large groups of employees from participation in any of these 
plans? Heretofore one answer has been acceptable-that we were 
experimenting in a new field and some employments like farm 
labor and domestic service presented problems which it was hoped 
we could handle more readily after some years of experience with 
employments that yi~lded more readily in administration. Now 
we have had sufficient experience to encourage administrators of 
the Social Security Act to suggest extension to these employments. 
Furthermore there are other employments for which administra
tive difficulties were never an excuse for exclusion,· chief among 
which are public employment and service for non-profit-making 
institutions. Large numbers of both classes of employees today have 
no social benefit protection and it is ext{emely difficult to defend 
the continuation of this state of affairs. 

In a single residential section of almost any city we find families 
whose breadwinners are municipal employees, Federal employees, 
railroad workers, industrial workers, employees of non-profit insti
tutions, the self..employed such as doctors and lawyers, and per
haps farm laborers and domestics. These people have similar home 
problems; their children go to the same schools and establish their 
friendships without regard to employment of parents. When em
ployment ceases for any reason the needs of the family are the 
same in kind, regardless of which of these employments was fol-
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lowed before the break in employment. Yet ~e fate of the workeJ;" 
and members of his family vary widely according to the particular 
brand, if any, of social benefits that apply to the worker's employ
ment. This situation seems utterly indefensible unless insurmount
able difficulties are met in remedying it. 

A Fresh Approach 

It may have been excusable to legislate for railroads alone ten 
years ago. We knew little then in this country about social benefit 
plans. The depression aroused us to the fact that we had welfare 
problems that did not yield to the social mechanisms we had de
veloped up to that time. We practically plunged into social legis
lation and probably did as well as could be expected under the 
circumstances; now we see definite shortcomings in what we have 
undertaken. Hence, there are good reasons to seek amendment. 

But in formulating· amendments, we are prone to be impressed 
by the magnitude of the developments to date and feel that we 
must disturb them . as little as possible in our plans for modifica-:
tion. On the contrary, the writer would suggest that we· recognize 
we have made a bare beginriing in this field; that what we have 
done to date is quite insignificant compared with what we should 
hope to develop in the future; and i£ we now have evidences that 
our original foundation is inadequate for the superstructure we 
contemplate, we should be ruthless rather than tender about modi
fying it. 

There are doubtless situations in which it is the part of wisdom 
to build the new on to the old; this is the case when the old is 
significant compared with the new that we contemplate. But we 
shall show a distinct lack. of foresight. and imagination if we allow 
ourselves to be bound by our developments to date in the social 
be,nefit field. This is not to say we should scrap what we have, but 
that in perspective we should recognize that what we have may be 
relatively unimportant compared with what we may hope for. 

In the consideration o£ any problem it is good policy ~o ask 
what we should do if we were starting afresh, perhaps knowing 
full well this is impossible. With our present problem we should 
ask this question with conviction that if the answer is in conflict 
with what we already have, we should be willing to undergo much 
discomfort in transition to get to what would seem to be better. 
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. In both old-age and survivors'. and unemployment compensation 
plans, we started in relatively piece-meal fashion; whatever else 
may be said of our experiences, they have taught us some of the 
a b c's of the operational problems of such plans in a country so 
large and so varied economically and socially as is ours. We learned, 
among other things, that we· could not transplant bodily the ex
periences of Great Britain . along these lines, ·partly because the 
population of Great Britain is far more homogenous than is ours 
and partly because its range of economic variations is much smaller. 

It is fair to ask, if we were to start all over again and had ·no 
Social Security Act, Railroad Retirement Act or Unemployment 
Insurance Act, no Civil .Service Retirement Fund, no free pensions 
for a number of Federal services including . military service, but 
did have the information that our experiences of the last ten years 
have furnished, whether we would set up,the variety of arrange
ments we now have. And woUld we contemplate mUltiplying their 
number knowing as we now do that they are bound to compete 
with each other so long as legislators will listen to the appeals of 
separate groups merely because they are not opposed by comparable 
political· strength? · 

Without doubt, many will agree that, if we were starting afresh, 
it would be best to have one basic system for all, participation in 
which would be automatic for gainfully. occupied people of all 
classes. The claim that this perfection cannot be attained is not to 
the point; ·the point is that we have not yet attempted, to approach 
it. If all or a very large percentage of our workers were in one such 
plan, most of the various limitations and artificial barriers that 
enter our present plans could at once be eliminated and, even if 
they were not eliminated, they woUld have little reason to func
tion. We could introduce disability benefits without the require
ment of arbitrary periods of service, and thus more nearly meet 
a . social need. W c wouJd need no fancy methods of calculating 
average pay; we would need no distinction between wages and 
compensation; we would not worry about the relative size of 
benefits calculated in half a dozen different ways; there would be 
no problem of fairn.ess between treatment of different groups 
leading to endless pressure by particular groups to get more for 
themselves. It seems that the bulk of the opposition to a uniform 
plan comes from those who fear they woUld get less for them-

71 



selves in this way than under a plan they now have or contem
plate. This in itself should be the best argument .for uniformity. 

Consider for a moment the simplicity of operation. Had we had 
a single plan when our war disturbances began, there would have 
been no question of discontinuance of this coverage or that because 
of the millions of shifts in employment that have been made dur
ing the past few years. A worker could change fro~ industrial 
employment to a military assignment, or to a government job, with 
full a~surance that his rights and the rights of his family to social 
benefits would be undisturbed. And when the changes are in the 
opposite direction, as they will be during the next several years,
perhaps with far less optimistic and more cataclysmic changes in 
ecbnomic status-the availability of social benefits would again be 
undisturbed and every worker would have the peace of mind of 

. knowing that it would be undisturbed. 
Think of the saving of effort, the absence of red tape, the freedom 

from complications, from borderline situations, from misunder
standing, from errors in records, from temptation to increase bene
fits by choice of job or jobs and the absence of any need to com
plicate laws and regulations to avoid such possibilities. 
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SUMMARY AND CONCLUSIONS 
. I 

The early part of this study is an effort to outline with a minimum 
of technical detail the provisions of the plans for retirement benefits 
and unemployment compensation that apply to employees of rail
roads engaged in interstate commerce and related organizations, 
and those resulting from the plan proposed in the Crosser bill, 
H.R. 1362. This outline will be of little value to a student who seeks 
clear<ut, accurate information. Perhaps only the acts themselves 
will help him; they are necessarily extremely detailed and any 
effort to describe them accurately would run into more pages or 
be more difficult reading than the acts themselves. 

The outlines given here are studiously abbreviated in the hope of 
simplifying the reader's task of evaluating the different plans, the 
single purpose being to form an opinion, first, as to whether the 
bill in question should be adopted and, second, as to whether a 
plan similar to that of the bill would be appropriate to apply far 
more widely than to railroad workers alone. For this purpose the 
voluminous detail of the 6o-page bill is merely confusing. It 
wil~ however, be regrettable if any of the contractions or omis
sions in these outlines lead the reader to different conclusions on 
the points in question than would more exhaustive examination. 
That this danger has been kept in mind is the basis of the writer's 
hope that it has been avoided. 

Following these outlines, this study undertakes to compare the 
social benefit plans under consideration and to give something of 
their evolution as a background for an understanding of present 
problems and as a guide to intelligent legislation to meet the pres
ent situation. 

Prior to the economic depression of the 193o's, we had paid little 
attention in this country to legislation for social benefits, other 
than workmen's compensation acts to cover work<annected dis
abilities. The railroad workers were first to make a start and tli.ey 
centered attention on retirement-doubtless to clear the decks for 
promotions. When the social security legislation came along, in 
addition to various plans for relief payments it .arranged insur- · 
ance schemes for old age benefits and unemployment compensa
tion, the latter being operated through state laws. Until July, 1939 
railroad workers came under the unemployment insurance plans 
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of the various states; then the special plan herein described for 
railroads replaced the state plans. A much earlier act of Congress, 
the Civil Service Retirement Law contains clements of plans for 
social benefits in that the retirement annuities favor the low-paid 
worker and a· subsidy enters through interest accumulation at rates 
now higher than earned on investments. 

The time element of these various enactments has been impor
tant in the past and has a distinct bearing today on what shall be 
done for the future. Railroads were not fiourishing in the early 
193o's and the unfunded pension plans of the separate carriers did 
not encourage older workers to retire. There was no prospect that 
separate carriers would put these plans on a substantially better 
basis in the foreseeable future. There were too many men for the 
jobs and a goodly proportion were slipping along in years. Hence . 
the labor leaders asked for national legislation to uniformize pro
visions for retirement and income after retirement. 

Although motives an: always mixed and often inscrutable, we 
may as well be liberal and assume that the framers of this legis
lation had in mind only legislative sanCtion to bring into existence 
a compulsory plan that would apply uniformly, with every expec
tation that contributions &om employers and employees should 
pay the whole cost. But there was no provision of law either 'that 
benefits should be scaled if funds ran low or that contributions 
should be increased, if necessary, to make sun: the scheme would 
pay its way. From the beginning, the legislation has made the 
payment of benefits an obligation of the United States Government. 

It seems likely that, insofar as attention was paid to this legisla
tion outside of railroad circles, the assumption was made that only 

'legislative cooperation to get the plan operating was involved and 
that otherwise the Government was undertaking no obligation. 
Furthermore, there was probably considerable sympathy for this 
effort to "'save the railroads" and little direct opposition to it. In 
short, a combination of circumstances wocked together to dull our 
sensibilities to the danger of legislation of a novel type devised 
to serve what seemed to be a laudable purpose, even though this 
was clearly class legislation. . 

Can we safely legislate nationally with respect tO social benefits 
in a particular industry? Is it consistent with the principles of our 
democracy to require particular actions by employers and em-
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ployees of a particular industry with respect to benefits, the need : 
for which is unrelated to the employment? Can we maintain our 
democratic principles of equal rights to all and special privileges 
to none if we create obligations on the part of our Government to 
see that workers in a particular industry and members of their 
families receive benefits, when earned income is interrupted or 
destroyed, that are greater in amount or different in kind from 
what would be available to workers in a different industry? 

The ·immediate question is on the passage of the bill H.R. 1362. 
Its passage would tend to perpetuate the error of ten years ago, 
made perhaps under such circumstances that it was excusable. 
With the opportunity we have had to reflect on these matters in 
the last decade and with the changes in conditions that have taken· 
place during this time, there is no longer anY. excuse to go further 
in this thoroughly indefensible class legislation. 

Let no one say it is too late to change. Any student of social 
planning knows better. Of course, transitional adjustments would 
be appropriate to correct this error but the inconvenience. that these 
adjustments would cause pales into insignificance compared with 
the difficulties that lie ahead and the utter confusion if not com
plete chaos to which class legislation may lead. We are simply 
on the wrong road if we seek progress under democratic govern
ment. There is no compromise; the error can be corrected in only 
one way: we must set our faces resolutely against class legislation. 

Perhaps this is the place to add that class legislation can be nega
tive as well as positive. While it seems particularly flagrant that 
Congress should have singled out railroad employment for special 
taxes and special social benefits, even to the point of the Govern
ment becoming responsible for company pensions, it is equally 
indefensible for the social security legislation to have exempted 
particular employments from its coverage. Of ·course, we must 
temporize here with practicality and it was doubtless wise to post
pone temporarily coverages that would have introduced serious 
administrative problems. Among these were the self-employed, 
casual labor, domestic service and employment for states and their 
subdivisions. But there were no administrative difficulties with 
respect to United States Government employees nor with respect· 
to employees of educational, religious and charitable institutions 
and other non-profit organizations. 
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Congress indulged just as distinctly in class legislation by ex
empting employment for non-profit org~nizations and the United 
States Government as it did by adopting special legislation for 
railroad employment. Perhaps there was a lack of clear thinking 
all around at that time. Certainly the idea prevailed initially in 
many quarters that national social security legislation was really 
legislative sanction of participation in a retirement plan that did 
not seem particularly attractive and many of those who asked for 
exemption would probably blush at being accused of urging class 
legislation for their own benefit. 

The next most ·important date in our time chart is 1939 when 
the Social Security, Act was amended to bring in survivors' annui
ties. Destruction of family income is far more serious than its in
terruption and it was natural enough that our early social benefit 
efforts should have given attention to retirement income. We had 
made some progress in this field privately and it is interesting to 
note how our early social efforts were directed and someti~es ham
pered by our difficulty in grasping the differences between rules 
of the game that were essential for private 5poradic undertakings 
and those that might better apply to nation-wide social schemes. 

The amendment of 1939 introducing survivors' annuities was a 
fundamental step forward in recognizing that a social insurance 
scheme should furnish benefits under conditions of presumed need 
and benefits related to that need. Thus a widow with two children 
gets more than a widow with one child and some with no children 
receive nothing, despite the fact that the deceased and his employer 
may have contributed the same in cases of all three classes. Of 
course, this amendment was also a recognition of the fact that from 
the social standpoint benefits to widows and orphans may be far 
more important than benefits to normally retired ~orkers. One 
may well wonder, why these benefits were not offered in earlier 
legislation and the answer seems to be that we as a people simply 

· needed the added years to mature our social thinking to this point. 
•We should carefully avoid the assumption that we have finished 
the job. · · 

No sooner had the survivors' benefits begun to operate under the 
Social Security Act than the Railroad Retirement Board began to 
question if these benefits should be offered to dependents of rail
road workers. This Board was by no means alone. The same 
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thought came to administrators of the Civil Service Retirement 
Act and the boards in charge of mariy plans for public employees 
all· .over the country. Furthermore, the officers of non-profit organ-· 
ization that had begged to be excluded from the Social Security 
coverage began far more seriously to wonder if they had made a 
mistake. And, doubtless, all these organizations have wondered 
what next? When a retirement benefit was the principal item of 
interest in social legislation some thought it was to their advantage 
to run their own shows but will this still be the case if our people 
accept the idea that an employer has a responsibility to see that 
modest benefits are made available continuously to the worker and 
his family in case of almost any serious interruption of employ
ment income for which the worker is not responsible? 

The bill under discussion is the result of the cerebratio~ of the 
Railroad Retirement Board and the Railway Labor Executives 
Association on these questions and, in many respects, it is admir
able. But, granting that railroad workers and their families should 
have every kind of social insurance that Congress provides in con
nection with other industries, we should not go further with this 
special class legislation and as rapidly as possible we should get 
away from what we have. 

It would be indefensible to repeal the Railroad Retirement Act 
without careful attention to the transitional arrangements. For 
instance, while it was contrary to all our democratic instincts for 
the Government to take over the pensionS that were being paid by 
different railroads, these should under no circumstances be repudi
ated. They should be continued until the death of each recipient; 
no change should be made in their charging. Furthermore, while 
it was indefensible to arrange past service credits for ~ailroad work
ers by national legislation, none of these should be repudiated. All 
newcomers ·in railroad service should have, through national leg
islation, all the expectations of other industrial workers under the 
Social Security Act-no more and no less. For those already in the 
service, transitional arrangements would be appropriate that would 
result in practically no decrease in expectation for those nearing 
.retirement age and practically the same exi>ectations as under the 
revised Social Security Act for those with only short service be
hind them. It should be carefully noted that such a transitional 
arrangement need not be unduly difficult, because railroad work-
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ers are contributing much more heavily than other workers and, 
at present, have no expectation of survivors' annuities in case of 
death in service. 

With a definite negative as to the enactment of this bill for rail
road workers, a conclusion that the writer could reach without 
detailed analysis of the provisions of the bill, we may well ask what 
should be our attitude toward the provisions o£ the bill if they were 
to apply to all employments. 

Emphasis is placed in this study on the thought, not only that 
the benefit and contribution provisions determined by national leg
islation should apply alike to all employments, but also that this 
application should be through a single plan. Stated thus, this 
thought seems too elementary for further attention and doubtless 
varying benefits have usually appeared through a variety o£ plans. • 
To illustrate the point here at issue, the new bill would parallel 
the methods of the Social Security Act in determining survivors' 
annuities but would retain the two plans calling for close coopera
tion of the two administrative boards. It is quite likely that before 
long a similar extension calling for sirilllar cooperation of admin
istrative bodies will be proposed for the Civil Service Retirement 
Law and it should not be surprising if a number of plans for state 
and municipal employees should be interested in survivors' an- ' 
nuities. Furthermore, there are several employments in interstate 
commerce that might seek exclusion from social security coverage 
and establishment of social benefit plans of their own. If coordina
tion of government boards is sought even for only a few such plans, 
the administration will certainly be complicated, and to no good end. 

The preceding paragraph assumes acceptance of the principle of 
uniform benefits, a fundamental that is not, of course, accepted in 
the bill under discussion. If these plans continue to have varying 
benefits, the barriers to making social benefits available continuous
ly to a worker and his family as he moves from one employment 
to another seem insurmountable. These have been discussed in 
preceding paragraphs and furnish a most telling argument for a 
single national plan for social benefits. Certainly no more impres
sive figures for the need of a single plan covering all occupations 
can be found than that out of 66 million workers with social security 
credit, more than 31 million have so little credit for covered employ-
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ments that from it alone they and their families can expect no ben~ 
fits. This must be remedied. • 

Aside from the utter nonsense of the pyramided cost involved in 
a variety of plans separately administered to furnish a single set of 
benefits, perhaps mention should be made of the reason for co
ordinating the records of the railroad plan and the social security 
plan discussed in earlier paragraphs. So long as many plans exist, 
when we determine widows' and orphans' benefits it is important 
that these be substantial after fairly short periods of service and that 
they shall not disappear suddenly when covered service ceases. 
Hence, without coordination of the different plans offering such 
benefits, the survivors of a deceased worker might receive combined 
benefits out of all proportion to the income loss through the death 
of the worker. The bill in question faces this difficulty in part, 
so far as the railroad and social security plans are concerned, if one 
ignores the unnecessary labor and complications involved in duplica
tion of records and in the cooperation between administrative bodies. 
A difficulty it did not solve grows out of the fact that employee bene
fits are usually scaled to favor the low-paid employee so that one 
who has credit in several plans, and thus appears as a low-paid 
employee in each, may receive benefits out of all proportion to his 
total compensation. 

How F• Should We Go1 
Assume now that we have just one social security plan that covers 

all occupations and that it offers the benefits of the present Social 
Security Act coordinated with a state . unemployment insurance 
plan of fair liberality according to present standards. If the addi
tional benefits of the bill in question were proposed, what should 
be our attitude? 

With the very limited experience that we have had to date in the 
operation of social benefit plans, are we ready to pick out a limited 
set of benefits and arrange a national scheme for their provision 
which, according to estimates based on admittedly unreliable sta .. 
tics, will take between one-fifth and one-fourth of our earned in
come, knowing full well that later we shall probably have just as 
good reason to add other benefits that would push the total well 
above a fourth of this earned income? 

Certainly we should contemplate very seriously whether it is 
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feasible to operate social benefit plans to this extent and still retain 
the profit motive as the basis of our economy. And in contemplating 
the cost of social benefit plans, we should keep clearly in mind the 
limits of our knowledge. The plain fact is that we do not know 
what these benefits will 'cost because we cannot know what to ex
pect in the way of economic stability. 

If we could look forward with confidence to full employment in 
constructive activities, we should have nothing to fear from liberal 
social benefits. The load of unemployment compensation would 
be light and retirements, whether due to untimely disability or to 
the ravages of advanced age, would be light compared with their 
size under the same legal provisions in periods of economic dis
turbance with large numbers unemployed. 

Perhaps we have reason to hope that these plans will help to 
stabilize employment by ·smoothing out the demand for consump
tion goods; but only confirmed optimists should fail to realize that 
we are distinctly in the pioneer stage in the development of these 
schemes. If we should experience another depression like that of 
the early 1930's with production less than half of what we might 
consider normal, it would take a very substantial part of earned 
incomes to pay unemployment benefits; retirement benefits, ·both 
for age and disability, would be abnormally high; and there would 
be far more than a normal amount of sickness to be compensated. 
At the same time, contributions would be far below· normal. Per
haps in years to come we shall find that a 'well-rounded scheme of 
social benefits applying to practically all gainfully employed people 
will be at once our best safeguard against such a catastrophe and 
our most valuable asset in times of economic disturbance. 

If we make any such extension and expansion of social benefits 
as that proposed in the Crosser bill, we should do it with our eyes 
wide open. We should recognize that, while each of us is engaged 
in productive enterprise, at least one-fifth of the results of his labor 
may be expected to go to those who at the time are not so engaged. 
We should recognize that our estimate of this fraction is very un
satisfactory and that it may vary from a figure half as large to one 
twice as large. We should not allow ourselves to become conft+sed 
about the source of these payments or sidetracked by any theory 
of reserves established to lighten the load. The all-important con-. 
sideration is the proportion of the results of productive effort that 
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we think best to transfer by national legislation to non-productive 
elements in our population. If we try through long-range planning 
to make this proportion larger thari seems desirable to later genera
tions, t~ey will find ways, perhaps unconsciously, to defeat our 
purpose. They may not repudiate the legislation we are consider
ing;· pension legislation is about_ the least rever·sible of any. But, 
even if promised benefits continue to be paid in full as measiu-ed 
in dollars, an unwise social benefit policy may go far toward de
predating the value of the dollar. 

It seems the part of wisdom to go very slowly about liberalizing 
social benefits until we have had a sufficiently varied experience ·. 
with the benefitS now contemplated to know their effect' in bad times 
as well as good. We must frankly admit that we have not yet had 
this experience-our plans are all too recent. 

Changes We Should Make 
While our experience has not yet taught us the economic cost of 

our social benefit plans, there are a few lessons' that suggest amend
ment. Outstanding among these· is that the excl~sion of substantial 
employments from social 5eeurity coverage is not only troublesome 
but indefensible. We have better data than ever before about- the 
degree to which workers shift from one employment to another 
and how they divide their time between jobs. We thought the 
amount of shifting was large; now we know it is enormous. So long 
as social benefit coverage is limited, it is elementary that great care 
must be taken to ~'bound" the favored groups. 'When we are im
pressed with the fact that employments are merely convenient 
mechanisms in our effort to get benefits to families that need them 
and in amounts that are . reasonable, it seems incredible that we 
should establish a system that uses arbitrary classifications to deter
mine that of two families whose breadwinners do similar work side 
by side for different employers, one shall receive substantial benefits 
and the other shall receive nothing at all. It is unfortUnate that 
thousands, if not millions, of workers can change employers with
out realizing that their shifts 'may affect most seriously the expecta
tions for themselves and their families whenever wages are inter
rupFed or disappear. Shifts of employment should have no effect 
on benefit expectations. 

Another chang~ that seems fundamental is to introduce some 
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means of recognizing that a normal breadwinner's productive abil
ity may disappear prior to his attainment of age 65, the age arbi
trarily chosen in the Social Security Act as the earliest age at which 
benefits shall be available. Recognition of the need for something 
of this sort is reflected in many private plans, the railroad retirement 
plan, and many plans for public· employees through provisions of 
benefits in case of permanent total disability. Such disability leaves 
the individual as much in need as if he were retired and leaves his 
family at least as much in need as if he were dead. Hence the de
fense of an employee's annuity plus survivors' benefits. 

CDJ1clusions in Brief 

And so the writer's conclusions are: 
(I) That increased liberality and wider extension of national 

benefit plans for railroad workers are indefensible from a demo
cratic standpoint and that, as rapidly as practicable, we should 
eliminate currently existing special legislation that provides more 
favorable social benefits for railroad workers ·and their families than 

, are available with respect to other industrial workers through social 
security legislation. 

(2) That social security coverage should be extended to include 
as nearly all gainfuly occupied persons as possible including the 
self-employed, farm and casual labor, domestic servants, employ
ment for non-profit organizations and for the United States Govern
ment and all local governments. It should cover military as well as 
civilian Government. employees. 

(3) Chronic and permanent physical inability to earn a living 
should be recognized to be at least as serious socially as retirement 
or death. 

(4) That no increase in the size of benefits should be made until 
we have had sufficient experience in the operation of social benefit 
legislation to justify the conviction that larger benefits will not be 
harmful to our economic system. Certainly many additional years 
are needed for this. 

(5) There is no reason to think that we have hit upon the only 
kinds of benefits that need recognition; additional kinds may be 
fully justified but they must be modest in amount. 
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