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Introduction

History teaches that we must be on our guard to protect liberty
when the government’s intention is beneficial. The U.S. Con-
gress unfortunately did not heed this lesson when it passed
President Franklin D. Roosevelt’s proposals for a Social Se-
curity system. Since then the scheme not only has grown into
a mammoth transfer apparatus but also has become the central
pillar supporting our social and political structure. It is the most
popular and formidable of all entitlement programs. Well nigh
untouchable, it is exempt from political review and budget
restraint even when massive deficits are suffered and lesser
programs are cut. The Reagan Administration confirmed it and
the Johnson Medicare system when it not only kept both off
the ““cutting table” but also reinforced them with ““catastrophic
insurance” and “‘nursing care.”” The Republican “Contract with
America’ even promised to improve the benefits by allowing
senior citizens ‘“‘to earn more without losing Social Security
benefits” and to reduce the taxes they have to pay on those
benefits.

The system is powerful and influential because it has the
enthusiastic support of an important, growing social class:
the elderly. Some thirty-five million elderly Americans sing the
praises and beat the drum for Social Security and Medicare
which has made them beneficiaries of the most massive transfer
system ever devised. They glorify it because they are reaping
a hundredfold gain on the money they contributed. The maxi-
mum contribution from the beginning through 1949 amounted
to one percent on $3,000 annual income, or $30 a year. In 1950
it rose to 1.5 percent, or $45, and thereafter continued to creep
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4 INTRODUCTION

up in smali increments. Few old-timers, 1if any, contributed
more than 51,000 with interest on interest during their working
years, By drawing Social Security now and availing themselves
of Medicare benefits many retirees enjoy returns which are
hundredfold or, alter a few Medicare weeks in a hospital, even
thousandfold. They cry out in fear against any suggestion of
Social Security reform.

They need not panic! We see no real opposition on the po-
litical and intellectual horizon. Few writers dare to touch the
system; legislators without exception would enlarge it and in-
crease its outlays by many billions of dollars. A solitary critical
argument points at its income statement and balance sheet.
“The system will run out of funds,” we are told. “It will be
bankrupt in the year 2020 or 2030. We can no longer afford
it.” Such arguments actually are counterproductive as they in-
vite a search for additional funds. They do not touch the core
of the system, but implicitly accept and approve of it by lim-
iting the discussion to its finances. The “empty-pocket argu-
meni” evades the discussion of the immorality of the system;
its intrinsic exploitation of one class by another, fostering eco-
nomic and social conflict; its discouragement of saving and
self-reliance; its erosion of the moral fiber of the people making
them believe that the paternal state rather than their own efforts
is responsible for their well-being. In shore, the Social Security
system provides a fertile breeding ground for a political and
economic command system. The forerunner and model of all
modern Social Security systems, the German system of the
1880s, paved the way; it conditioned the German mind and
psyche for the omnipresent, omnipotent state and caused the
downtall of Germany in two World Wars.

The American system of Social Security is comparable in
design and appearance. It has fundamental structural flaws
which have given rise to a great number of reform proposals.
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Some would write the old prescription: more benefits for more
retirees and higher tax extractions from the working popula-
tion. Some proposals would make a few minor cosmetic ad-
justments such as increasing the retirement age by several
years, while some would freeze the cost-of-living adjustments.
Some would even reorganize the system along the lines of a
private retirement savings structure.

Several legislators would reduce Social Security payroll
taxes by 1 percent each for both employers and employees and
place the savings into mandatory Individual Soctal Security
Retirement Accounts. Individuals would own the accounts and
instruct bonded money managers on how to invest the funds.
Upon retirement the benefits would consist of two parts: the
regular Social Security payments and the annuity income {rom
the investment account,

Another bill would raise the full-benefit retirement age to
70, phased in over 30 years, fimit some COLAs (Cost of Living
Allowance), reduce spousal benefits, cut Social Security pay-
roll taxes by 1.5 percent, and require contributions to IRAs for
all members under age 55, starting Januvary 1, 2000. Another
yet would reduce the benefits by CPI (Consumer Price Index)
calculation adjustments to prevent benefit increases beyond ac-
mal inflaton. It, too, would allow workess to reduce their
OASDI (Old-Age and Survivors Insurance and Disability)
taxes by 1.5 percent which would have to be deposited in their
personal retirement accounts.

Several senators introduced legislation that would delay the
full-benefit age to 70 by 2030, fimit COLAs, reduce spousal
benefits, and allow workers to invest 2 percent of their OASDI
payroll faxes in their own personal investment plan. The pro-
posal also would alfow the Social Security Administration to
invest up to 25 percent of its total funds, presently amounting
to some $400 billion, in stocks and bonds, which would make
the Administration the biggest player in the capital market.
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Many Social Security reformers like to point to Chile and
draw conclusions from ifs reorganization and privatization ex-
perience since 1981. José Pifiera who as Secretary of Labor led
the reorganization readily admits that it was no complete pri-
vatization (Cato Policy Report, July/August 1993); the govern-
ment is still responsible for many features of the new system.
It requires that at least one half of portfolio assets be held in
government securities. It forces workers to contribute no less
than 10 percent and no more than 20 percent of their wages
into an account they own outright. At the inauguration of the
reform the workers were given the option of staying in the old
system or joining the new. Those who joined the new were
given ‘‘recognition bonds’ which compensated them for their
coniributions te the old system. Young workers entering the
labor market have no such choice, they are all assigned to the
new.

Today, some 15 vyears later, the system is paying old-age
pensions that are 40 to 50 percent higher than those paid by
the old system. The Chilean savings rate has soared to that of
the Asian tigers. Moreover, the popularity of the system has
permitted the government to proceed with yet other privatiza-
tions such as the energy and telecommunication industries.

Few American reformers lock toward Chile for inspiration
and guidance. The Chilean reform, after all, was introduced
and enforced by a military junta that had seized power in Sep-
tember 1973, This political background together with the po-
litical repression which continued throughout the 1980s make
any reform a la Chile unsavory and unacceptable. Moreover,
any reform introduced by brute force tends to be short-lived
even if it is accompanied by lengthy explanation and indoctri-
nation. This is why we believe that the last chapter of the Chi-
lean reform has not yet been writien.

In a free society all power flows from public opinion, which
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is the opinion of a few thousand thought leaders. Government
is founded on public opinion as are public laws and regulations.
Economic and social reforms are guided by public opinion
which, in our age of electronic media, may change swiftly and
unexpectedly. It usually is unmoved by cost and economy. It
chooses between good and bad or, what it believes to be, moral
and evil. Things are called good or bad in reference to the
public perception of morality. This is why any reform of the
Social Security system must proceed from the high ground of
goodness and morality; any other ground, no matter how ra-
tional and economical, is bound to disappoint.

Abraham Eilis" The Social Security Fraud seizes the high
ground of morality which permits him to attack courageously
with conviction and force. To him, the system is an offshoot of
“the something-for-nothing philosophy, the free lunch syn-
drome.” It permeates American politics and leads politicians
to pander to the numerically powerful group of elderly voters.
In addition, there are the jobholders and their families who
administer the vast Social Security program. What politician
has the courage to tell the truth? Yet, Abe Ellis does not despair:
he closes on a positive note that points toward the light of
freedom:

“Security will never come from a Social Security systern in
an expansive Welfare State. It can only be realized when the
source of security is discovered to lie within the individual
himself. This simple truth makes it mandatory that the collec-
tivist trend acquiring such great momentum in the 20th century
must be reversed. It may be too late because power is not freely
abdicated. The remedy requires that the people must reacquire
the liberties they gradually surrendered to the State.” They
must regain liberty with wisdom and virtue which are their own
reward.

Hans F. Sennholz
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The Birth of Social Security

AFTER the 1929 stock market crash, America suffered a
massive stroke and was paralyzed. In the 1930s banks were
closing their doors, many never to reopen, factories were
shutting down and farmers were in revolt preventing local
sheriffs at the point of a shot-gun, from executing court de-
crees directing them to foreclose on defaulted mortgages. in
the winter of 1935, 6 years after the onset of the depression,
29 million Americans or almost 20 percent of the entire
population were on the dole. Not all of them were selling
apples on city streets to supplement their relief payments.
The grim joke was current that hotel clerks in major cities
were inquiring whether prospective guests wished to rent
rooms on upper floors for sleeping or jumping.

America was just as rich in natural resources in the thirties
as it had been a decade before. Its factories and farms were,
if anything, more modern, its people justas industrious; it had
had a long period of peace and had met with no catastrophic
disasters. What then went wrong? When President Franklin
D. Roosevelt delivered his inaugural address on that gloomy

i1



12 THE SOCIAL SECURITY FRAUD

Saturday, March 4, 1933, he succinctly voiced the prevailing
mood when he said “Only foolish optimism can deny the
dark realities of the moment”. Financier Bernard Baruch had
just said three weeks before, “I regard the condition of the
country the most serious in its history”.

It was natural that with the worsening of the depression
and from 1930 to 1935, the Federal Government invented
and organized crash programs on a temporary relief basis
hoping that as in all prior economic depressions, the private
sector would ultimately recover and absorb the unemployed.
After all, the business cycle was nothing new.

Among the many such programs adopted by the Federal
Government in its attempt to hasten the recovery of the
economy which seemed obstinately determined to remain
sick, were the NRA, WPA, PWA, AAA, CCC, CWA,
FERA, RFC, etc. (I use initials for the sake of brevity as the
names if spelled out in full would be of little meaning anyway
to the post-depression generations of today.) Peculiarly, they
seemed to be of no help whatsoever in alleviating the crisis
which continued to deepen.

It took the massive rearmament occasioned by Hitler’s rise
and the approach of the Second World War to artificially
stimulate the economy and quickly solve the unemployment
problem in both America and Germany. Nine vears after the
start of the depression things were just as bad. Hitler, how-
ever, succeeded in ending the depression where the college
professors, the politicians, and the New Deal had failed.

It was this depressing and horrible state of affairs in Amer-
ica, that gave birth to the Social Security System as we know
it now. It is inconceivable that Social Security legislation
could have been passed in the halcyon days of 1928. It
needed the right climate.

Plans and suggestions for ending the depression were com-
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ing from all sides. Even the medical profession was promi-
nently represented. In 1933, Dr. Francis E. Townsend came
out for a flat pension of $200. per month to everyone who
attained the magical age of 60. One of the conditions of his
plan which gained great popularity, was that the recipients
had to spend the $200. each month as they received it. The
Townsend plan was to be financed by a 2 percent transactions
tax. Radio programs mushroomed plugging the good Doc-
tor’'s version of security for the aged and Townsend Clubs
were being organized by the thousands. In addition, substan-
tial support was developing in Congress itself for this simplis-
tic, crack-pot scheme.

Obviously the prevailing mood called for action—which
was not long in coming. In 1934, a study group was organized
under the auspices of the Federal Government, which sub-
mitted its report to Congress early in 1935. Everybody was
for it. It received enthusiastic bipartisan support, even to the
extent of the Republicans’ denouncing President Roosevelt
for having waited so long in getting a Social Security program
before Congress. It became the law of the land on August 14,
1935.

This child of the depression was named the ‘“Social
Security Act of 1935.” It provided for Federal grants-in-aid
to approved state programs for aid to the aged and estab-
lished a nationa! system of old age insurance. In addition,
with respect to unemployment insurance, a system of federal-
state cooperation was adopted in lieu of leaving unemploy-
ment compensation exclusively to the individual states. As to
the unemployment insurance program, without going into
too great detail, the Social Security Act of 1935 provided for
a tax-offset scheme intended to stimulate action by the states
in accordance with minimum standards rather than to define
what each state had to de. In such cases the federal govern-
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ment allocated certain funds to all the states which con-
formed to its requirements. Within two years all the states
qualified, meeting these minimum standards, but still leaving
themselves plenty of leeway to choose the type of unemploy-
ment compensation plan they wanted which varied as to
coverage, contributions, reserves, and benefits.

From these grants-in-aid the qualifying states were enabled
to make cash payments to the needy aged, dependent chil-
dren, the blind, and those permanently and wholly disabled,
supplementing federal funds with their own. There were ad-
ditional appropriations in the form of welfare services for
mothers and children in rural areas and in economically dis-
tressed places, and for crippled, homeless, dependent chil-
dren. Also those children who were found to be in danger of
becoming delinquent were provided for.

Health insurance was also seriously considered for inclu-
sion in the original Social Security Act, since this type of
social insurance was prominent in Europe. England had had
a health insurance law since 1911. However, it was not until
some thirty years after the passage of the Social Security Act
that medical coverage in America became a part of the Social
Security system.

It is not within the scope of this work to examine in detail
the unemployment insurance or the public assistance to the
needy features or the medicare provisions of the Social
Security system, except incidentally. What is examined is the
general search for security that in recent years has tended to
incline heavily towards the Federal Government. Through
the Social Security System it has willingly assumed the role
of providing this security, resulting in a great proliferation of
new activities in an attempt to insure against the hazards of
old age and illness.

The primary concerns of this book are with the main fea-
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tures of the Social Security System which provide cash in-
come for superannuated, retired, and pensioned workers and
provide for payments to their wives, widows, dependent chil-
dren and their aged parents, and with the methods of admin-
istering and financing such payments. In short, Government
old-age pensions will come in for most of the criticism and
evaluation, as that is the avowed primary object of the bounty
of the Sacial Security System and is by far its most important
and costly ingredient.

In particular, an analysis will be made both as to the prom-
ise and performance of the Social Security Act in attempting
to satisfy the aspirations of the vast majority of Americans for
the good life. The pitfalls and dangers along the road will also
be examined with a view to learning whether or not they
are inherent in the process, and also whether the original con-
cept of a limited Government contemplated in the Consti-
tution should be radically altered to conform to its new
role, designed to erect a protective barrier and provide
a shield for its citizens against the insecurity of modern
life.

In the following pages | propose to establish that a great
fraud is being perpetrated upon the American people. It may
be by deliberate design or perhaps as a result of ignorance but
in either event it constitutes fraud and deceit.

Tt is the purpose of this book to examine the Social Security
System in depth and to let the chips fall where they may. It
is contemplated that it will disturb many and throw doubt on
the validity and soundness of the entire Social Security pro-
gram and its administration, with the faint but fervent hope
that remediai legislation will follow.

It is entirely possible, as a side effect, that some readers
might even appreciate the advantage of a dose of insecurity
as an alternative to that government-administered security
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from the cradle to the grave, which seems to be the obsession
of our times.

It should be noted, incidentally, that the devout hope that
Social Security would eliminate or at least significantly de-
crease the need for large scale public assistance has proved
illusory. On the front page of the New York Times of
November 1, 1968, for example, it was reported that public
welfare payments had supplanted education costs as New
York City’s biggest expense item. While Social Security be-
nefits were at an all time high, welfare rolls, too, were rising
at the rate of more than 20,000 recipients a month. The relief
rolls continue to expand throughout the country and there is
more social unrest and less security, despite the constantly
increasing of Social Security benefits and the waging of ever
bigger and better “wars on poverty.”

In a period of generally great prosperity throughout Amer-
ica, and after more than three decades of constant modifica-
tions and tinkering with the Social Security System, it is quite
apparent that it has not provided true economic security and
the fundamental causes of insecurity are very much still with
us. Thirty-five years after the passage of the Social Security
Act we find the average monthly government check mailed
to retired workers is $105.80. The promise that his Social
Security pension would thus dignify the retired worker
by giving him that which he himself earned so that he would
not have to apply for public welfare in his old age has
proved illusory. The Social Security System has clearly
not proven to be a panacea for the dilemma of poverty
in the midst of plenty nor has it alleviated the fears of
economic insecurity.

Even if nothing concrete or practical is accomplished
by this examination of that problem and the reasons for
the failure in this field of government intervention on such
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a huge scale with a Social Security administration expense
alone of close to a billion dollars a year, at least if some
readers are alerted to the dangers which the Social Security
System contains and thus become aware of the tendencies
inherent in its constant expansion, this work will not have
been in vain.
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Some Historical Background

“THIRTY years ago it was different, thirty years ago we had
that empty feeling. Because of Social Security you’re not
afraid of tomorrow.”

“I got mine three years ago. I kissed it and said, God Bless
America.”

These were typical of the comments of some three thou-
sand elderly Americans, reported in the New York Times of
August 16, 1965, who made a pilgrimage to President Frank-
lin D. Roosevelt’s home in Hyde Park to commemorate his
signing of the Social Security Act thirty years before.

Ida Fuller was a law secretary in Vermont in 1935 when
the first Social Security Act was passed. Her employers
started deducting one percent from her pay check in 1937
when she was sixty-three years old. She retired two years
later. Her first check came on February 1, 1940, in the
amount of $22.54 and she has already received over 370
checks. She had paid less than $70.00 into the Social Security
System when she retired. Miss Fuller had the distinction of
being the first person to receive a Social Security check.

18
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Within four months after her retirement she received more
from Social Security than she had contributed. Her $70.00
contribution has already paid her back over $12,000 and as
this is written she is in her 96th year and still collecting at the
rate of $90 per month. Undoubtedly a fabulous investment
for Ida and she is duly grateful.

This cornucopia was by no means limited to the early
retirees like Ida Fuller. People who retired in 1942, as a class,
will get back in Social Security checks approximately 60
times as much as they paid in Social Security taxes. If a
worker, 50 years of age, had paid the maximum tax like 1da
from 1937 on, and had retired not two years later as she did,
but fifteen years later, he would have had $489.00 deducted
from his salary. A like amount would have been taxed to his
employer, making a total of $978.00. As the law then stood,
he and his wife would start collecting $102.80 a month, so
that in ten months he would recoup more than he and his
employer had paid in fifteen years. According to his life
expectancy, which at sixty-five would be thirteen years, he
could expect to get twelve years of “free social security.”
Certainly a sweet deal for him too, and he and all those in the
same fortunate class are undoubtedly great advocates of So-
cial Security and not particularly concerned about where the
money is coming from either.

Now there is another side of the coin. Not everyone is so
fortunate as Ida Fuller. Take, for example, the case of the
well-known and widely syndicated financial writer Sylvia
Porter. She lamented in an article in the New York Post of
December 10, 1968, that within a few weeks she would start
paying a new high annual maximum of $374.40 in Social
Security taxes. Her boss, of course, would pay a like amount,
making a total 1969 Social Security tax bill of $748.80. She
complained that for this plus all the previous amounts she
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paid into the Social Security System during her working
years, her Social Security benefits when she reaches the
retirement age of 65 will be exactly zero. The reason for this
deplorable state of the affairs of Sylvia as contrasted with Ida
is obvious. Ida retired but Sylvia plans to go on working at
65, confidently expects to earn a good deal more than $1680
per year and will thus be disqualified from collecting her
Social Security. To make things worse, contrary to the provi-
sion in the 1935 law which exempted from Social Security tax
the income of workers over 65, Sylvia’s earnings will now
continue to be taxed after her 65th birthday for Social
Security benefits she may never get. There are many people,
writers included, who still enjoy working all their lives.

In the original Social Security law, it was also provided that
a worker or his estate was sure to get back at least what was
paid into his account. If he died before collecting his Social
Security benefits, a formula was set up to reimburse his family
or he could dispose of his cash benefit in his last will and
testament to whomever he desired. The Government did not
get a windfall as it does now in millions of cases since the
1939 Amendment was passed which cancelled the money-
back guarantee.

When the Social Security Act became law, almost half the
working population were not included. However, as time
went on, all the escape hatches were closed and even the
large numbers of affluent professionals and other self-
employed have been forced into the System.

I don’t think Ida Fuller wanted Sylvia Porter to contribute
to her support for thirty years nor do I imagine that Sylvia
Porter would voluntarily have done so. Nevertheless that is
exactly how it worked out indirectly with neither one being
consulted and Ida’s gain is Sylvia’s loss.

The story of Ida and Sylvia is an incongruous result of the
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search for economic security which has been man’s concern
from the beginning of time. On June 8, 1934, President
Franklin D. Roosevelt in his message to Congress said:

Among our objectives I place the security of men, women,
and children of the Nation, first. —Fear and worry, based on
unknown danger, contribute to social unrest and economic
demoralization. If, as our Constitution tells us, our Federal
Government was established among other things ‘te promote
the general welfare,” it is our plain duty to provide for that
security upon which welfare depends. Next winter we may
well undertake the great task of furthering the security of the
citizen and his family through social insurance.

After the speech, as we have seen, Roosevelt appointed a
Committee on Economic Security to report and make recom-
mendations. It rendered its report on January 15, 1935, urg-
ing the establishment of a Social Security program, stating:

A program of economic security, as we vision it, must have
as its primary aim the assurance of an adequate income to
each human being in childhood, youth, middle age, or old age
—in sickness or in health, It must provide safeguards against
all of the hazards leading to destitution and dependency.

On August 14, 1935, when Franklin D. Roosevelt signed
the Social Security Act passed by Congress, security for the
individual thus for the first time became a matter of Federal
government concern in America.

At the time of passage of the Social Security Act more
people were getting relief than were paying an income tax.
Social Security numbers were considered to be of such vital
importance, that when the Social Security Act was enacted
into law and the cards were first issued, many card holders
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went as far as to tatoo their numbers on their skin so as to
insure against loss. The passing years have not diminished
their importance although until his retirement from the work-
ing force, the average worker is only aware of the existence
of the Social Security System because of the amount taken
out of his pay envelope before he can lay his hands on it.

Prior to the great depression which started in 1929, relief
for the poor was considered to be basically a local responsibil-
ity, the concern of private philanthropy and religious organi-
zations, as well as the community in which those in need
lived. Until a short time before that depression, the Eliza-
bethan system of local relief for the poor prevailed in Amer-
ica along the same general lines as in England. As a matter
of fact even before the Elizabethan Poor Law of 1601 in
England it was considered a community responsibility as well
as a religious obligation to take care of the sick and the poor
—those who were unable to care tor themselves with no
relatives to assume that burden. It was not until 1863 in
America that Massachusetts became the first state to be con-
cerned with the poor at the state level and by 1913, 27 states
through State Boards of Charities supervised local poor-
houses, and two states, Montana and Nevada by 1925 had
their own old-age pension statutes on the books.

As late as 1931, concern for the poor was still considered
to be basically a matter of local responsibility. Not one dollar
was ever contributed by the national government for the
relief of the unemployed, or as a matter of fact for any other
form of relief for the poor and the aged.

With the passage of the Social Security Act in 1935, for the
first time the national government acknowledged a perma-
nent responsibility in this area. When the Social Security
legislation was first introduced, the only state that had even
an unemployment insurance law was Wisconsin.
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The reverence for the Social Security System exemplified
by this pilgrimage to the shrine at Hyde Park referred to in
the opening paragraph of this chapter grows stronger with the
passing years. The benefits are constantly enlarged so as to
include broad compulsory health insurance, as well as to
make the old-age and survivors insurance system a retire-
ment system with greater and greater benefits. The number
of beneficiaries is constantly growing and the thought of life
without Social Security has become inconceivable. Today
more than 25 million men, women and children are receiving
cash benefits monthly from their central government. It has
become an integral part of the American way of life.

The dictionary defines security as the state or feeling of
being free from fear, care, want, danger, etc. These seem to
be worth-while aims and what follows will be an examination
of the policies of the government of the United States, and
incidentally those of other countries, in setting up and admin-
istering a national Social Security System in order to free its
people from economic “fear, care and want.”

By adopting a national Social Security program, the Fed-
eral Government implicitly assumes that its workers cannot
or will not adequately provide for their own security and that
it is the function of the state, therefore, to provide for them
in their time of need. After all, the essence of a paternalistic
welfare state is that some portion of the money people earn
is taken from them, and then spent or disposed of by the
takers in ways other than the wage-earner would have chosen
if he were permitted to retain his hard earned money. Pre-
sumably these other ways are wiser and better for him. If this
were not so, compulsory Social Security would make no
sense at all, and the justification for its existence would disap-
pear.

The security of the individual in his economic life has now
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become the province of the federal government and it is up
to it to provide protection against the unpredictable hazards
of life that might occur. The mere failure or inability of the
individual to plan for his golden years seems also to be em-
braced in the concept of the hazardous life.

Those covered by the Social Security System, and now it
includes practically everyone by virtue of medicare for non-
working participants as well, tacitly agree that the State
should assume this responsibility. With the inclusion of
physicians the Social Security System as presently con-
stituted is all embracing and is compulsory. Virtually the only
group, aside from Government workers, who are not com-
pelled to participate is the clergy. They alone retain the right
of election to come in or stay out. The multi-millionaire must
be a party to it, even if he has an annual income of a million
dollars and by no stretch of the imagination is in danger of
becoming a public charge. He too will receive his monthly
check regardless of the clear fact that he is not and never will
be in need.

The history of the Social Security System in America, as
in other countries, started with modest aims and on a modest
scale of contributions, coverage and benefits. As is typical
with all welfare programs, the pattern has been following a
constantly rising scale of contributions and benefits.

The Social Security tax like the income tax seemed quite
innocuous at the start. When the income tax started in 1913
a single person with a.taxable income of $5,000.00 paid
$20.00. Today he pays thirty-five times as much. If the people
knew then what they know now it is extremely doubtful that
the 16th Amendment to the Constitution would have been
passed.

It was not too long before the constitutionality of the Social
Security Act came before the Courts. In 1937, in two land-
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mark decisions both the unemployment insurance and old-
age retirement benefit programs of the Social Security Act
reached the United States Supreme Court. Mr. Justice Car-
dozo wrote the majority opinions and there were dissenting
opinions in both cases. These were parlous times and the
United States Supreme Court held much power in vital areas.
Witness its overthrow of the NRA in the Schechter “sick
chicken” case and the invalidation of the AAA and other
New Deal brainstorms.

The reasoning of the Court in both the majority and dis-
senting opinions is most revealing of the dichotomy in the
field of social legislation in America up to that time. The lines
were clearly drawn.

The case of Steward v. Davis, (301 U.S. 548) was decided
in favor of the constitutionality of the unemployment insur-
ance feature of the Social Security Act by a 5-4 vote. The case
of Helvering v. Davis (301 U.S. 619) upheld the validity of
the old age pension provisions of the Social Security Act by
a 7-2 vote.

For the majority of the Court in the Steward case, Mr.
Justice Cardozo delivered the opinion in which he justified
the Social Security Act under the general welfare clause in
the Constitution saying:

“During the years 1929 to 1936, when the couniry was pass-
ing through a cyclical depression, the number of the unem-
ployed mounted to unprecedented heights. Often the average
was more than 10 million; at times a peak was attained of 16
millon or more. Disaster to the breadwinner meant disaster
to dependents. Accordingly the role of the unemployed, itself
formidable encugh, was only a partial role of the destitute or
needy. The fact developed quickly that the states were unable
to give the requisite relief. The problem had become national
in area and dimensions. There was need of help from the
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nation if the people were not to starve. It is too late today
for the argument tc be heard with tolerance that in a crisis
so extreme the use of the moneys of the nation to relieve
the unemployed and their dependents is a use for any pur-
pose narrower than the promotion of the general welfare.”
(586-7)

The majority opinion also held that the Social Security Act
did not call for a surrender by the states of powers that were
essential to their quasi-sovereign existence.

In the Helvering case, the majority of the Supreme Court
decided that the old-age pension part of the Social Security
Act was constitutional. It called the worker’s share of the tax
an “income tax on employees” and the other half was desig-
nated as “an excise tax on employers”. The Circuit Court of
Appeals had decided that the “Federal Old-Age Benefits”
part of the Social Security Act was void and unconstitutional
as an invasion of powers reserved by the Tenth Amendment
to the states or to the people, and the Social Security tax
likewise void.

The majority of the Court upheld the constitutionality of
the Social Security Act and reversed the Circuit Court decid-
ing again that Congress may spend money in aid of the “gen-
eral welfare”; therefore the taxing and spending for old-age
pensions did not contravene the provisions of the Tenth
Amendment.

The noble intentions behind the Social Security legisiation
were stated in the majority opinion of the Court, again writ-
ten by Justice Cardozo, as follows:

“The hope behind this statute is to save men and women from
the rigors of the poorhouse as weli as from the haunting fear
that such a lot awaits them when journey’s end is near.” (641}
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Justice McReynolds, who dissented in both cases wrote a
scholarly opinion in the Steward case in which he reviewed
the history of the Union and the doctrine of separability as
expressed in the Constitution, under which all powers not
delegated to the United States, nor prohibited to the States,
are reserved to the States respectively, or to the people. He
cited at length and endorsed the opinion of President Frank-
lin Pierce in a veto message to the Senate in 1854 in which
he said:

“The question presented, therefore, clearly is upon the consti-
tutionality and propriety of the Federal Government assum-
ing to enter into a novel and vast field of legislation, namely,
that of providing for the care and support of all those among
the people of the United States who by any form of calamity
become fit objects of public philanthropy.

“I readily and, 1 trust, feelingly acknowledge the duty in-
cumbent on us all as men and citizens, and as among the
highest and holiest of our duties, to provide for those who, in
the mysterious order of Providence, are subject to want and
to disease of body or mind; but I can not find any authority
in the Constitution for making the Federal Government the
great almoner of public charity throughout the United States.
To do so would, in my judgment, be contrary to the letter and
spirit of the Constitution and subversive of the whole theory
upon which the Union of these States is founded. And if it
were admissible to contemplate the exercise of this power for
any object whatever, I can not avoid the belief that it would
in the end be prejudicial rather than beneficial in the noble
offices of charity to have the charge of them transferred from
the States to the Federal Government.” (602-3}

I have reviewed the opinions in these two cases in depth
because of their tremendous importance in pointing the
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course the country was embarking upon in strengthening the
power and authority of the Central Government at the ex-
pense of the states and individuals and in giving it a green
light in all questions embracing the nebulous, and indistinct
“general welfare” of the nation.

However, Social Security was now the law of the land, and
when Social Security taxes were first levied in 1937, the
maximum tax anyone could have paid was $30.00 per year
and the income tax was small besides. Social Security taxes
were computed on the basis of 1% on the first $3000.00 of
annual wages. It stayed at that rate through 1949. From 1950
on, the base and the rate escalated to the point where in 1969,
the first $7800.00 of annual earnings were taxed and at the
rate of 4.8% on such earnings from both employee and em-
ployer. This already enormous take of 9.6% escalated still
further so that starting in 1969 the rate of taxation increased
in a series of steps that will take it to 11.8% of the first
$7800.00 of annual income in 1987 taxed in equal shares
from both employee and employer, and as an educated guess
1 will venture to predict that the base will rise substantialiy
still further to perhaps $15,000 annually.

Maximum Social Security taxes went up from $36.00 an-
nually when collections began in 1937 to $374.40 thirty three
years later or an increase of over 1000 percent. The 1% rate
and the taxable base having remained constant until 1950,
this tremendous increase was accomplished in only 20 years.
Precedent would seem to leave no doubt and it is a sure bet
that this trend will continue in the years to come. This, of
course, 1s in addition to federal, state, and in many cases city
income taxes plus the thousands of other direct and indirect
taxes. Social Security taxes or “contributions,” which is the
word often euphemistically used to describe them, are, as I
shall show, just another form of tax on incomes.
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During the last 30 years there has been a hodge-podge of
extensive amendments to Social Security in America with no
particular adherence to any basic philosophy. These changes
were largely the outgrowth of political pressures with too
little thought given to the fiscal and economic ramifications
involved. One of the aspirants for election to the presidency
in 1068 in one of his campaign speeches promised to work
for adequate Social Security pensions which he suggested
should be at least $100.00 per week for an individual and
$150.00 weekly for a married couple.

Another proposed major revision, for example, that seems
to be headed for success is that payroll taxes which on the
surface are the only source for paying Social Security benefits
should not bear the burden alone but that the government
should also contribute from its general revenues. One other
suggestion is due to the recognition that the “trust fund”
from which benefits are theoretically paid is a fiction and
should be entirely abolished. Policy makers are now being
urged to substitute a pay-as-you go financing method, taking
the funds from general revenues as required. The govern-
ment’s taxing power will always guarantee the payment of
promised benefits. Basically the recipients are paid benefits
out of current production anyway, the “reserve” or “trust
fund” fiction notwithstanding. No one suggests that the gov-
ernment promises as outlined in prevailing Social Security
schedules will not be met. We can be quite sure that the dollar
amounts will be forthcoming on schedule. We can also be just
as sure that each year the purchasing power of these doilars
will diminish.

All during the 1940s the tax rates were frozen at 1% each
for worker and employer despite the fact that they were
scheduled to rise to 2% each in 1943, 2%:% in 1946, and
3% in 1949. This freezing of the tax contributions ignored
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the advice of the Commissioner of Social Security, Mr.
Altmeyer, who in hearings on the Social Security Admin-
istration amendments of 1949 before the 81Ist Congress
said:

*... thisis a system of increasing cost. That is why I favored
an increase in contributions the seven times it has come up
for consideration before the Committee. . . .

By that time the combined rate should have risen to 6% but
it was still 2%. Using Social Security taxes as a fiscal device
was the rationale at that time and has been given increased
weight since then too. In periods of inflation it is the thinking
of the New Economics that the worker should not be trusted
to spend or save too much of his wages but should transfer
that privilege to his government through an increase in Social
Security taxes. However, political pressures seem to go in the
opposite direction by giving increased benefits at the same
time thus nullifying the anti-inflation reasoning in support of
increasing Social Security contributions as a fiscal device.

From time to time Congress has been requested to consider
increasing Social Security benefits without a corresponding
increase in taxes in order to stimulate consumption during
periods of recession in the economy. It was also recognized
that Social Security taxes like other taxes are deflationary in
their ultimate effect by removing purchasing power from the
private sector of the economy.

The original Committee on Economic Security set up by
President Roosevelt in 1934 was directed to “study the prob-
lems relating to economic security and to make recommen-
dations, both for a long-time and an immediate program of
legislation which would promote economic security for the
individual.” As we have seen the Committee’s study resulted
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first in the public-assistance part of the Social Security Act.
It urged however that an insurance program be set up out of
which benefits would be paid to relieve the plight of the aged
as a long term solution and a dignified substitute for public
assistance. It was to be based on joint and equal contributions
by both worker and employer with benefits keyed to those
contributions and payments guaranteed just like an earned
annuity from a private insurance company. The analogy to
private insurance was ¢xtended by having an account set up
on the government records for each taxpayer, contemplating
that each worker would get out of the system at least as much
as he had paid into it. This feature embraced in the original
act was later abandoned.

The majority of the Committee on Economic Security
thought that the government should also contribute into the
so-calied Social Security fund which incidentally was the
usual practice adopted by other countries in their Social
Security programs. Congress, however, did not go along with
the scheme requiring the Government to make contributions
along with employee and employer.

In 1956 women were permitted to receive permanently
reduced benefits at 62 instead of age 65 when their male
counterparts were eligible. In 1961, the retirement age for
men at reduced benefits was also lowered to age 62, in both
cases at a 20% lifetime reduction. In 1965, this was further
reduced as to widows who may now obtain benefits at 60.
There have been many other amendments to the Social
Security Act of varying importance. One earth shaking
amendment provided that earnings from work in the produe-
tion of turpentine would count toward Social Security be-
nefits starting with January 1, 1959,

One large group received preferential treatment, even
though they paid no Social Security taxes. These “workers”
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were members of the armed services during and after the
second World War. For each month of active service between
September 1940 and December 1956, they were credited on
the records of the Social Security System with earnings of
$160.00. Since in fact they had paid nothing, the so-called
Social Security trust funds were reimbursed out of general tax
collections to that extent. Since 1957, members of the armed
forces have been fully covered on a contributory basis. How-
ever, since 1968 they have been treated as a specially favored
group and aside from their veterans’ benefits, they get credit
for an additional $100.00 over their base pay, with no Social
Security tax deducted on that sum.

Another sizeable class was included in Social Security cov-
erage without the payment of one cent in taxes, either by
themselves or in their behalf. In 1966 it was provided that
anyone who attained the age of 72 years before 1968 would
get a check, by merely establishing his or her age. There are
now 3200 people over the age of 100 who are receiving Social
Security checks, many of them retired before Social Security
even began.

The great extension of Social Security benefits seems end-
less. The ink is hardly dry on a new amendment before others
drop into the legislative hopper. Nobody is ever satisfied
despite increases of disbursements of over twentyfold in one
decade of Social Security. In thirty five years of the existence
of the Social Security System in America, [ have not seen or
heard of one person whose quest for security was deemed
satisfied because of it. Let us then see whether it is an illusion
or whether true security lies in another direction.
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Social Security at Home
and Abroad

ON March 8, 1881, the “Iron Chancellor” Otto von Bis-
marck, made the first proposal to the German Reichstag for
a government health and sickness insurance program. With
unusual frankness, very rare in political circles these days,
Bismarck urged that his proposal would serve to re-distribute
income so as to improve the condition of the “non-propertied
classes, which are at the same time the most numerous and
the least enlightened”.

A health insurance law thereafter went into effect in 1883
in Germany, and old-age and disability laws followed in
1889. It has been suggested that Bismarck was not a humani-
tarian particularly concerned with the poor, but that his es-
pousal of social insurance was designed to take the steam out
of the opposition Social Democratic party which was giving
the Hohenzollern monarchy a hard time. The opposition con-
sistently claimed that Social Security was merely a plan of
throwing a bone to the workers and was an attempt to bribe
them into complacency.

Under Bismarck’s plan a reserve fund was set up from

33
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which the retired worker would draw his pension. This ac-
cumulation of reserves evaporated when inflation bankrupted
the German Government in 1923. Since that time, as under
the current American scheme, those now working are paying
the old-age pensions of those who are retired.

Under Hitler, the pretense was continued that a pension
fund was in operation and that reserves were accumulating
just the same as under a true private funding plan adminis-
tered by an insurance company. Of course, as fast as the tax
deductions destined for the social security fund came in,
Hitler used them for war purposes and America is doing
practically the same thing. The deductions from the workers’
pay envelopes, clearly marked “Federal Old Age Tax” and
technically so earmarked, actually wind up in the general
funds and are used for such things as paying farmers for not
producing, foreign aid, etc. Congress then appropriates each
year sufficient funds to make the required Social Security
payments.

When we add to the foregoing misrepresentations the fact
that a worker entering the social security system pays in
dollars of one value, and upon retirement gets back dolars of
a much reduced value, due principally to inflation caused by
the very hand that is supposed to care for him in his old age,
we see how he has been tricked and deluded. The security
promised him in his old age becomes a mockery.

The tragic and clumsy bungling of a nation’s economy by
the politicians of Germany after the first World War should
be an object lesson for the current breed of government offi-
cials both here and abroad. After the war, the German finan-
cial wizards thought they could stimulate the economy by
inflating the money supply and by deficit financing, and thus
revive the stagnating economy, and create full employment.
Of course, they planned it only to be a small inflation, just
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enough to do the trick and it was to be under the complete
control of the astute managers.

The resulting uncontroliable inflation utterly destroyed the
value of the Social Security System in Germany and pension-
ers could not buy one egg with their monthly check. Chaos
wracked that devastated land, registered unemployment be-
tween 1928 and 1932 rising from 650,000 to over six million,
thus planting the seeds for Hitler and the next World War.

The following chart from a German history book (Um
Volksstaat and Volkergemeinschaft published by Ernst Kiett,
Stuttgart, 1961, page 149) graphically portrays the inflation
which ended in the bankruptcy of the German government
in 1923.

PRICES IN GERMANY (in Marks)

1923
1914 1918 1922 Summer November
Potatoes (pound} 04 A2 80 2,000 50,000,000,000
Egg (one) .08 23 180 5,000 §0,000,000,000
Beer (Glass) 13 7 60 3,000 150,000,000,000
Meat (pound) 90 200 1,200 90,000 3,200,000,000,000
Butter (pound) 140 3.00 2,400 150,000 6,000,000,600,000

After this debacle, the Hitler regime went through the
motions of accumulating a “Trust Fund” for old-age pen-
sions, but as in America it was quickly diverted to other uses,
principally for re-arming.

Germany has not been alone in suffering the devastating
effects of inflation. In Brazil, for example, an annual deprecia-
tion in the purchasing power of the cruzeiro of 35% and more,
is considered normal.

In France, at the end of the second World War, the franc
was worth just onc-twenty fifth as much as in 1914. By 1950,
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a fixed monthly income from Social Security and other funds,
which might have supported a pensioner in 1914, would buy
ote meal a month. In just 36 years, the French franc lost
more than 99% of its purchasing power. It is quite clear why
the French people’s penchant is strong for keeping their gold
in mattresses at home rather than converting it into francs or
dollars in banks.

France now automatically adjusts Social Security pensions
in response to changes in the official price or wage index.
Belgium, Chile, Denmark, Ecuador, Finland, Israel, Luxem-
borg, The Netherlands, Sweden and Uruguay also provide for
such adjustments, thus attempting to overcome the harmful
effects of inflation, but it just doesn’t work. In America, the
adjustment is not automatic, but periodic. The only way these
promises of something for nothing can work is to pay-off in
cheaper coin of the realm.

Before the end of his first year in office, President Nixon
proposed tying Social Security benefits to the cost of living.
This represented a major departure from past policy which
was to increase benefits generally during election years. In
making his proposal for such automatic escalation of benefits,
Mr. Nixon said that a prime reason for his doing so was “to
depoliticize, to a certain extent, the Social Security System
and give a greater stability to what has become a cornerstone
of our society’s social insurance system.” As Nixon put it,
this would “make certain once and for all that the retired, the
disabled and the dependent never again bear the brunt of
inflation.” The automatic cost-of-living benefit adjustments
would be made annually based upon increases in the Labor
Department’s index of consumer prices. His proposal pro-
vides for automatic increases in the mazimum amount of the
wage base on which Social Security taxes are paid in order
to pay for any such benefit increase. This wage base escala-
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tion would take place every second year and not annually as
the benefits increased. A wage base then in a few years of
$15,000 subject to Social Security taxes under this plan
would not be entirely a shocker.

There are now over one hundred countries that have a
social security program. Since the establishment of a social
security system of one sort or another in these countries, the
pattern has been one of constantly increasing benefits and
taxes, just as in the United States. Neither is ever reduced.

All of the countries in both Western and Eastern Europe
have some form of statutory old-age disability and survivor
benefit program and throughout the rest of the world, it has
become a status symbol of an emerging country to at least
have a social security system if it cannot afford the luxury of
a national airline, or a steel mill, both generally heavily subsi-
dized.

Until America joined up with its plan of a pension to every-
one at age 72, regardless of need, or whether or not the
worker contributed to a retirement plan or ever worked, there
were at least seven other countries that beat the United States
to the gun in that respect: Canada, Denmark, Finland, Ice-
land, New Zealand, Norway, and Sweden gave pensions to
every non-contributing resident above a specified age. Some
countries require citizenship as a prerequisite to qualify for
benefits, others merely require residence therein for varying
periods. In some countries, pensions are not paid to aliens
while residing out of the country. In some countries retire-
ment is necessary, others not. There are also plans, as in the
United States, where partial retirement is permitted. For
some mysterious reason, utterly devoid of logic, the United
States, among other countries, does not insist on retirement
after a more advanced age in order to qualify, to wit 72, and
attaches no penalty to such earnings. There are many coun-
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tries, among them Canada, France, West Germany, and Swit-
zerland, that do not impose any general retirement condition,
and pay full pensions even though the recipient is employed
full time and chooses to continue working. In some countries
both residence and citizenship are required unless a reciproc-
ity agreement is in effect with the country in which the retiree
is domiciled. There are all sorts of varying benefits for widows
and orphans and it is not within the scope of this study to
compare or analyze the many different systems in great de-
tail.

In theory, in America, Social Security benefits are paid
because the wage-earner has put aside part of his wages as a
fund out of which retirement benefits will be received by him
in his non-productive old age. This is pure fiction and as I wil]
establish in the following pages bears no relationship at all to
the facts. What the Social Security System accomplishes is
merely to transfer money from the pay envelopes of the
working population into the hands of those who cannot work
or who by law are dissuaded from working because they are
old or disabled or who are entitled to monthly checks because
they fit the definition of “dependents” arbitrarily fixed by
statute.

A non-working millionaire living all his life on income
from investments may also qualify for Social Security be-
nefits in America. This can be accomplished by making one
of his investments, and a relatively small one at that, in an
interest in oil or gas properties which will yield him a net
income of at least $400.00 per year. His working interest in
a producing well which can represent an insignificant fraction
of the total ownership of the property will be managed by
professionals. Income so derived is treated by the Treasury
as “‘self-employment income” and is taxed just as wages, thus
qualifying him for all Social Security benefits.
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There is no reason why this “self-employment income”
necessarily has to come from an interest in gas or oil. An
interest as proprietor or partner is any business or profession,
including farming can do the trick in America.

The source and extent of the contributions and the ad-
ministrative organizations handling the collections and the
benefits also vary from country to country. In general, how-
ever, there have been established separate Social Security
Institutes, Administrations, Boards, or Organizations to han-
die the programs.

Many plans include maternity benefits too. In England, for
example, cash maternity benefits are payable for 11 weeks
before and 7 weeks after confinement, in addition to a lump
sum maternity grant. While the United States is laggard in
this respect, it is bound to catch up in due time. Presently
only two states in the United States pay maternity benefits.
In Rhode Island the maternity benefit is 55% of earnings for
a maximum of 14 weeks and in New Jersey 61% to 67% of
earnings payable for a period not to exceed 8 weeks.

As pointed out before, from the time of Bismarck in 1889,
and continuing right up to the present time, the German
worker’s welfare and security have been a prime concern of
the state. In 1965, West Germany’s social welfare budget was
about sixteen billion dollars, two-thirds of which was
financed by contributions of employers and employees for
old-age pensions and unemployment, health, and accident
insurance. The balance of the tab was picked up directly by
the Government of West Germany out of general tax collec-
tions. There are special allowances to some families with two
children and to ali families with three or more.

England, too, has been another modern state which has
gone all out on the cradle to the grave philosophy for its
citizens including all sorts of expanding health measures em-
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bodied in the typical socialized medicine program.

In Canada and in some other foreign countries, the govern-
ments provide minimum subsistence payments to all eligible
persons regardless of other income.

Extensive Social Security legislation was enacted in Russia
after World War 1. In the Soviet Union all who have worked
20 to 25 years receive old age pensions from age 45 to 60
years, depending on their classification or work. The Soviet
worker contributes nothing toward his pension and if his skill
and services are in demand he receives the same amount even
though he continues to work after reaching his age limit. The
introduction of this provision in 1964 increased the percent-
age of working old-age pensioners from 9.4% to 14% by 1966.
Various socialist countries including Russia impose charges
for some welfare services.

In the United States, Social Security legislation came rela-
tively late. Before World War Il most European nations had
already adopted old-age insurance and many of them also
provided disability and survivor benefits. A principal reason
for America’s being laggard in this respect was that the
American economy was basically agricultural, the western
frontier still beckoned and the ambitious could still make a
living by heeding Horace Greeley’s advice. Land if not free,
was still relatively cheap and if you had access to land and
were willing to work, you had security.

When, however, these conditions no longer prevailed,
work for wages became the order of the day, and depressions
became more severe and prolonged. Urban real estate be-
came very expensive to buy or rent. Land speculation was
rampant and land was held out of use. Speculative rent that
was exacted exceeded true economic rent so that the en-
trepencur was of necessity doomed to bankruptey.

Because of these new problems which came later to Amer-
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ica only because it was younger, the United States followed
the older European nations in attempting to protect its peo-
ple from the economic hazards that seemed te be part of a
maturing nation.

Peculiarly, the expanding welfare state has brought neither
security or peace to this troubled world. The governments
with the greatest welfare programs have been more or less
constantly at war or preparing for it. Of all the major coun-
tries, the German Federal Republic ranks highest in annual
Social Security expenditures per capita. In 1960 the latest
year for which comparative material is available, West Ger-
many spent $195.00 per capita, the lowest being India with
$1.00. (*“The Cost of Social Security”, Geneva International
Labor Office 1964) From Bismarck’s time on, there has been
no security or peace for the German people and it took the
second World War and Hitler to solve Germany’s unemploy-
ment problem. Perhaps the war gave them more security than
peace, since the Fuehrer promised them a future free of prob-
lems in the Greater Reich.

England high up on the list of countries with high per
capita Social Security is most insecure as of the present writ-
ing despite decades of expanding social security. Austerity
measures have been interposed and notwithstanding massive
injections of foreign loans and assistance from the World
Bank, the pound was devalued and is likely to be further
devalued.

In America, with one of the largest per capita Social
Security expenditures, there is no security either. The worker
is insecure in his job and strikes and marches on Washington
are the order of the day. In the cities where the welfare
programs are the thickest, there are race riots and increasing
crime rates, and anti-poverty programs proliferate.

In France, where an employer alone pays a 30% payroll tax
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and a worker 6%, a married worker can keep on working after
60 and still collect 30% of his salary as a pension and at 65
the pension can go up to 60%. Health payments in France
cover 80% of all medical and dental expenses for young and
old alike. There is a sick-pay benefit and a family allowance
which can add 50% of a man’s pay. When Andre Malraux
became de Gaulle’s Minister of Culture he even arranged for
social security benefits for his country’s artists. In 1967 de-
spite severe opposition France took an unusual step in the
history of Sccial Security legislation and reformed its Social
Security law including a slash in medical benefits. The share
of workers medical bills paid by Social Security dropped from
80 per cent to 70. This was done in an attempt to stem the
rising costs and the inflationary tide but it was not long before
the workers responded with strikes to the reduction and in
hundreds of idle factories placards were raised demanding
restoration of the cuts in medical benefits under Social
Security, more generous allowances, higher wages, better
prices for the farmers, and de Gaulle’s head to boot. There
was a social security deficit of 3.4 billion francs or $677
million dollars at the end of 1967, largely due to the sickness
insurance program. The government proposed reform
brought a storm of protest from the labor unions and to a
lesser extent from management as well, both fearing the loss
of purchasing power. The Government stood firm for a while
but after the social crisis of May 1968 it backed down and
substantially restored the cuts. Social Security expenditures
in France in 1967 reached 60% of the regular budget and
about 14% of the gross national product.

In West Germany, sick pay gives a worker 85% of his
salary. Young and old have most of their medical expenses
paid. The medical benefits even include an annual trip to a
spa with $2 a day pocket money.
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These European governments are able to pay benefits like
these because their social security programs are, in effect,
welfare programs. Not only do employers and employees
contribute to the various social security plans, but the govern-
ments also chip in. In America we have recently openly
started to do the same thing with the money coming from
general tax revenues in order to pay pensions to non-con-
tributors at age 72. There are Congressmen here too who
would like to match or outdo in generosity their European
counterparts particularly in election years.

In giving pensions to non-contributors at 72 in 1966,
America has finally gone the way of other countries who have
made a distinction between universal old-age pensions stress-
ing fixed adequacy payments which generally have a much
lower ceiling, and pension benefits keyed to earnings.

As far back as 1952 Canada gave all its senior citizens, rich
and poor alike, a fixed amount merely because they attained
the required age. This was financed by surcharges on the
individual and corporation income taxes, and manufacturers
sales tax. Like its American counterpart, the Canada Pension
Plan, effective in 1963, added a social insurance plan financed
by equal contributions from both worker and employer. Self-
employed are also covered but pay the entire combined tax.
Under the Canadian system the individual’s social security
taxes are deductible for income tax purposes, but benefits are
considered ordinary taxable income when received. Canada
uses a system of family allowances which gives parents
$72- to $120- per year for each child according to his or
her age.

In discussions of the pros and cons of the Welfare State,
Sweden is generally cited as a prime example of what a
beneficent semi-socialist state can do and has done for its
citizens. What is overfooked, however, are some very signifi-
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cant facts and figures that the admirers of the Swedish system
conveniently neglect to mention.

In the dozen or so years prior to 1960 the share of social
welfare expenditures as a proportion of the gross national
product increased from about 8% to 14%. Now these welfare
expenditures represent 37% of all government expenses and
compulsory health insurance, inaugurated in 1955, alone
amounts to more than one-third of all these welfare disburse-
ments. Despite the fact that in Sweden about 70% of the
entire population was already insured in private voluntary
health plans the compulsory scheme was made effective as of
January 1, 1953, traceable as a political issue among the
Social Democrats and the Conservatives, as well as other
political parties.

For the decade before that date, 1945-1955, the number
of reported illnesses per 100 privately insured members re-
mained virtually fixed, running between 30 to 32%. Within a
few years under the government operated complusory plan
the rate went up to 55%.

Of course when Sweden is cited so approvingly by the
admirers of the welfare state, they manage to ignore the
crippling cost in direct income and other taxes. A married
couple earning the equivalent of $3,000 must pay 27% of
their earned income over that up to $5,000. When they reach
the $5,000 bracket they pay 42% on the excess and then their
tax escalates upwards still further.

In exchange for this heavy tax burden, almost every con-
ceivable social benefit has been provided for starting before
birth. The Swedish woman, married or not, receives free pre-
and post-natal care including free dental services during her
pregnancy and for 270 days after delivery. When baby
comes, she is provided with free hospital services plus a cash
payment of $175.00. This cash payment is an annual pay-
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ment for each child. These extensive benefits continue for the
aged as well as for the young, and include even free foot-care
for tired old legs.

The relative economic stability of Sweden can be at-
tributed to many causes other than the advent and aggran-
dizement of the weifare state. She is richly endowed with
natural resources, has remained neutral in recent wars and
her citizens are industrious, intelligent, and skillful. In addi-
tion, the attitude of Swedish labor unions towards the capital-
ist is quite enlightened. The president of the leading organiza-
tion of about 40 industrial unions, with about 20% of the
entire population, Arne Geijer, recently commented: “A
company’s profitability and its ability to pay wages are
closely connected. Therefore, it’s a union necessity to show
interest in a company’s internal efficiency, as well as condi-
tions for the workers.”

However, despite its economic security, Sweden is far from
per capita affluence, has an increasing crime rate, particularly
among its youth, alccholism is widespread, the suicide rate
is high, and life there has been described as quite dull and
uninteresting.

In Italy in 1969 after three months of recurring general
strikes, the government and the four largest labor unions
finally reached an agreement increasing pensions and modi-
fying certain Social Security reform measures promulgated
the year before by a newly installed government.

Throughout the world, the pattern of increasing benefits is
the rule and any government that appears to be niggardly
finds itself in trouble. The Italian Government had decided
that the increased level of benefit in the 1968 law represented
the maximum it could grant consistent with the state of the
economy. The union negotiators argued otherwise and felt
the increase was inadequate after a lapse of 3% years from
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the last raise in benefits and did not make up for the rise in
the cost of living over that period. The unions were vehement
also in advocating repeal of the provision in the 1968 law
reducing or eliminating pensions for workers over 65 who
elected to continue working. This provision is still the law in
the United States. In Italy under the new law, carnings will
not disqualify a pensioner’s right to his old-age pension if he
is 65 or more. The new law in Italy also provides for auto-
matic adjustments in pension payments keyed to increases in
the cost of living. Incidentally, both Nixon and Humphrey
campaigning for the presidency in 1968, also supported auto-
matic increases in Social Security benefits tied to escalation
in the cost of living. However after the election, Robert H.
Finch, Nixon's Secretary of Health, Education, and Welfare
told a Congressional Committee he did not favor automatic
cost-of-living adjustments on the ground of sound financing.

An editorial in the New York Times of May 8, 1969, enti-
tled “Retreat on Social Security” commented on this appar-
ent change of heart as follows:

In a time of inflation, the worst victims are elderly persons
living on pensions. The economy may be booming to new
highs, but their income does not change. Recognizing the
painful bite higher prices take out of their limited purchasing
power both parties last year promised to tie Social Security
payments to the cost of living. Like all such escalator provi-
sions, this proposal has the disadvantage of tending to aggra-
vate the inflation it is designed to offset, But it is unfair for a
Government that is failing to hold the value of the dollar
steady to deny relief to those hardest hit by rising prices.

Since the election, both parties have been steadily retreat-
ing from this pledge. Officials of the new Administration dis-
missed an escalator clause as too expensive. President Nixon
cut back the increase of Social Security benefits recom-
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mended by President Johnson from 10% to 7% to save a
billion dollars in the budget, but he retained the proposed
increase in Social Security taxes.

Hlustrative of the fact that Social Security payments in
America as well as in other countries are not like benefits
provided for in an insurance policy, is the power of the gov-
ernment to unilaterally alter the terms of the so-called “con-
tract”. A worker may think he has a legally enforceable claim
to his Social Security benefit but he is under a delusion if he
does. Congress has merely been making a gift to him which
future Congresses may modify or even revoke entirely. The
United States Supreme Court has in fact ruled that Social
Security payments when received are not taxable income but
are actually gifts and are not like income received from paid
up insurance policies or annuity contracts which is taxable.

America adhered to the general view that the right to
benefits was earned and paid for by the worker and therefore
the beneficiary’s place of residence should have no bearing on
his right to receive payment wherever he chose to reside
thereafter. However, the Social Security Amendments of
1967, effective July 1, 1968, made some significant changes
altering and suspending payment of benefits to non-citizens
of the United States living abroad. So we see that it is just a
question of “Promises, Promises”, and one of the “contract-
ing” parties can change the “contract” without the consent
of the other both here and abroad. This is not to suggest
however that any government anywhere will seriously and
substantially diminish the level of Social Security benefits.
The political consequences would be too horrible for them to
contemplate.

Reference to these varied social security systems is made
to illustrate that there is not much novelty in any one of them
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nor have they fulfilled the aims outlined in the preambies to
the legislative findings which launched them on their way.

The ostensible justification for all the compulsory social
security systems was that without them the individual in
general would be powerless to provide for himself in his old
age in this complex society. [t therefore became the presump-
tive duty of the State to adopt some method of accomplishing
for the individual what was obviously good for him, but
which for various reasons more or less beyond his control he
could not or would not provide for himself. He would not
have the ability nor the will to make intelligent decisions with
regard to how to save for his retirement.

The rationale was that in the end this compulsion would
relieve the State of the burden of administering the public
dole and would dignify the individual's acceptance of Social
Security payments when he was no longer productive instead
of putting him on the relief rolls. The analogy with a private
insurance policy funding a true pension plan was thus clearly
outlined, the only difference being that the element of com-
pulsion was introduced in order to make it effective.

Unfortunately, Social Security has not abolished or even
reduced the relief rolls. Peculiarly, insecurity seems to be a
concomitant of expanding social security.

Since security does not come hand in hand with the in-
creasing role of the Welfare State, is it obtainable, and if so,
how? People everywhere are constantly searching for Utopia,
trying to discover some panacca that will guarantee their
security and establish the Good Society all over the world.
The current vehicle designed to carry us into the promised
land is a greatly expanded Social Security System.



