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PREFACE

The depression of the thirties made provision of relief and
social security in the United States a major function of govern-

ment. Appropriations for relief became an important item of

expenditures and a significant cause of the progressive increase

in the national debt. The introduction of social insurance for

unemployment and for old age brought new factors into the

economic and social system. The assumption by the national

government of the leading role in policy determination and of a

substantial role in financing represented radical changes in the

distribution of powers and responsibilities among the several

levels of government.

In the late thirties it seemed highly desirable for the Brook-

ings Institution to undertake a comprehensive study of relief

and its administration. To further such a study the Institution

received special grants-in-aid from Mr. Marshall Field, a

member of its Board of Trustees, and later from The Maurice

and Laura Falk Foundation of Pittsburgh. Neither Mr. Field

nor the Falk Foundation is to be understood as approving or

disapproving, by virtue of the grant, any statement or views

expressed herein.

Part of the proceeds of these special gifts was immediately

used to facilitate independent studies of relief made by co-

operating agencies in a number of states. The states were

selected in part because of the significance of their experience

and in part because of the presence within their borders of a

competent agency, members of which had evidenced great

interest in the operation of relief programs and had had oppor-

tunity to observe and evaluate them.

The agreement of the Institution with these co-operators was

that the resulting manuscripts were to remain their property

with all rights of publication. The Institution was merely to

have the privilege of examining and profiting from them, as it

would from other writings by well-informed, competent stu-

dents.
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The Institution takes this opportunity to record the names of

the leaders of these groups and the agencies with which they

were associated and to express its appreciation of the help

given by them and their associates. It should, however, be

clearly stated that neither the agencies nor any members of

them are in any way directly responsible for the conclusions

which are arrived at in the present study. The leaders of the

co-operating groups were:

H. L. Geisert William Anderson

University of Alabama University of Minnesota

Orren C. Hormell C. Terence Pihlblad
Bowdoin College, Maine University of Missouri

Edith Abbott

School of Social Service Adminis-

tration

University of Chicago

A. D. H. Kaplan
University of Denver

Morris B. Lambie
Harvard University

T. Lynn Smith
Louisiana State University

Arthur Dunham
University of Michigan

Paul H. Landis

State College of Washington

Frank Z. Click

University of Nebraska

Howard W. Odum
Institute for Research in Social

Science

University of North Carolina

William H. McCullough
University of Oklahoma

William S. Carpenter

Princeton University

Earl Weller

Rochester Bureau of Municipai

Research

After the outbreak of the war in Europe increasing employ-
ment offered an opportunity first to modify the work relief

program and ultimately to abandon it. At the same time^ a

movement was developing for placing primary reliance hence-

forth on a greatly expanded social insurance program.

Because of this shift in emphasis, it seemed desirable to

broaden the scope of the study to cover the whole problem of
alleviating or preventing need through payment of benefits

from publicly collected funds, or through providing public

employment on projects undertaken primarily to relieve dis-
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tress. To use the terms now current, the present study deals

with the problem of providing universal, comprehensive, and

co-ordinated protection against want.

When the project was initially undertaken it was assumed

that several members of the staff would be available to work
on it. The nation in the war emergency had, however, a prior

claim on the services of the younger men of the staff. It thus

became necessary to place almost the entire burden of the study

on one veteran member of the organization. This action neces-

sitated taking more time for completion, but it has probably

resulted in closer integration of the several parts than would

have been possible in a group project.

When a single member of the staff is responsible for so impor-

tant and comprehensive a study, it is desirable to present the

essential facts regarding the experience that has qualified him
for the assignment.

Lewis Meriam specialized in economics and government at

Harvard. After graduation in 1905 he entered the United

States Bureau of the Census, where he served under the late

Joseph A. Hill in the Division of Revision and Results. In that

position he had the opportunity to familiarize himself as an

editor with the whole broad range of census statistics; but his

special interest was in the social field—^population, vital sta-

tistics, marriage and divorce, child labor, women at work, the

employees in the civil service, and the defective, dependent,

and delinquent classes.

When in 1912 Miss Julia Lathrop of Hull House became the

first Chief of the United States Children’s Bureau, she requisi-

tioned him from the Census Bureau for the position ofAssistant

Chief.

In 1915 Dr. Frederick A. Cleveland, then Director of the

New York Bureau of Municipal Research, chose him for mem-
bership in a small group gathered to study intensively retire-

ment systems for public employees. As the result of that assign-

ment he wrote his well \caovfn Principles Governing the Retire-

ment of Public Employees, which was published by the Institute

for Government Research in 191 8.
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Since 1916 he has been a member of the staff of the Institute

for Government Research and of the Brookings Institution, of

which the Institute became a part. During his connection with

the Institution he has rendered extensive service in the develop-

ment of personnel classification and salary standardization in

both federal and state governments. He served as a member of

the President’s Emergency Committee for Employment; as

Director of the Survey of Indian Affairs, made by the Institu-

tion at the request of the Secretary of the Interior; and as

director of the staff that made the survey of Montgomery

County, Maryland, and was personally responsible for the

study of the public welfare activities of the County. In the

comprehensive investigation of the executive agencies of the

federal government, made by the Institution at the request of

the congressional committees concerned, he was responsible for

the study of all federal activities in the field of public welfare,

broadly defined. He has participated in several of the compre-

hensive state surveys made by the Brookings Institution. His

principal assignment on state surveys has generally been on

personnel administration, but his work in Oklahoma included

in addition all activities in the field of labor, including work-

men’s compensation. For several years during the depression

he was a member of the Montgomery County Maryland Board
of Public Welfare. While a member of that Board he directed a

Civil Works Administration project, a recreational survey of

the county.

On the basis of his research work in the field of social service

he was admitted to membership in the American Association of

Social Workers. He has also been for years a member of the

National Conference of Social Work.
In drawing conclusions and making concrete recommenda-

tions in a study such as the present one, it is necessary to pro-

ceed on the basis of certain underlying assumptions with respect

to which there may be differences of opinion. The assumptions
used by the author are, I believe, in accordance with basic

tenets of the American system of democracy. They imply the
continuation and preservation of the personal freedoms of the
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individual^ the free enterprise ' system, the federal form of

representative democratic government, and constitutional re-

strictions upon the powers and activities of politically chosen

executives and legislative representatives and of appointed

officers and employees. The conclusions therefore are. evolu-:

tionary rather than revolutionary and are designed to give

protection against want within the framework of the American

system as w^e conceive it.

The members of the co-operating committee of the Institu-

tion on this project w^ere Harold W. Metz and Melvin W. Sneed.

It is a happy circumstance that this comprehensive study of

social security should have been conducted by the Brookings

Institution—for the first American study of the basic problems

of systematic protection for the masses of the people was made
by William F. Willoughby, for many years Director of the

Institute for Government Research, now a part of the Institu-

tion. Dr. Willoughby in the opening paragraph o( Working-

men^s Insurance^ published in 1898, expressed the underlying

thesis as follows:

The problem of workingmen’s insurance is but one phase of the

general labor movement. It is but a part of that great effort now being

made by modern society so to modify conditions that the situation

of the actual wielders of the tools of production shall be improved.

In its complete development it comprehends the care and indemnifica-

tion of all wage-earning men and women in case they are incapacitated

for work, either temporarily or permanently, as the result of an

accident or sickness, and the grant to them of a pension after they are

no longer able to work on account of physical disability or old age.

Under it no one need look forward with apprehension to the privations

consequent upon sickness or accident. The ever-constant dread of

dependent old age is wiped out at a stroke- It constitutes therefore

the latest and most radical measure to grant thorough-going relief

in the chief cases of suffering to which the wage-earning classes are

now exposed. '

Harold G. Moulton,
President,
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INTRODUCTION

In the field of relief and social security the depression of the

1930’s caught the United States almost entirely unprepared.

To meet the resulting crisis, the nation had hastily to improvise

and experiment. Because of the imperative need for speed, and

because of the financial difficulties of many state and local

governments, the problem was tackled piecemeal without care-

ful consideration of the duties and responsibilities of the several

levels of government as set forth in the Constitution of the

United States and the constitutions of the states. Thus the

nation now faces the question of how the many programs are

to be integrated, expanded, and modified to make a satisfactory

whole, which will assure to all minimum protection against

want.

The evolution of social security and relief legislation both

in the United States and foreign countries suggests, however,

that the problem of wielding the various programs developed

for special classes or categories into an integrated and compre-

hensive, universal system would have arisen, had we proceeded

more slowly without the driving impetus of the depression.

Other countries have legislated by individual programs only to

discover at the end of many years that co-ordination is essen-

tial. Thus in 1942 in reporting on the British programs, Sir

William Beveridge said:

. . . social insurance and the allied services, as they exist today, are

conducted by a complex of disconnected administrative organs, pro-

ceeding on different principles, doing invaluable service but at a cost

in money and trouble and anomalous treatment of identical problems

for which there is no justification. In a system of social security better

on the whole than can be found in almost any other country there are

serious deficiencies which call for remedy.'

The British situation which Sir William thus described devel-

oped in a nation with an all-powerful central government.

^ Sir William Beveridge, Social Insurance and Allied Services (1942) p. 6. Hereafter

atsid. as The Beveridse Report.
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Britain faced none of the difficulties present in the United

States because of our federal form of government with the

division of responsibility between the national and state gov-

ernments. Even if we had proceeded slowly, the time would

have come, possibly some 15 or ao years from now, when dis-

connected programs for various classes would have to be re-

viewed with the objective of dealingjustly and fairly with all at

a cost that the nation could afford.

The changes in the financial condition of the nation which

have resulted from World War II, following immediately upon

the difficult years of the depression, make it imperative that

this problem be faced immediately as part of the larger prob-

lem of determining postwar public policy. Every great com-

mitment of public funds, to be raised through the use of the

sovereign power of the state to tax, must be re-examined in the

light of the new financial situation which confronts the country.

The large increase in the amount required for interest on the

public debt is by no means the only new factor. Expenditures

for policing the conquered countries, for the protection of

the nation, and for co-operating with other nations in the

maintenance of world peace will make heavy demands on

the taxpayers of the country. Veterans’ benefits will reach

new highs. In the interests of advancing the productive ca-

pacity of the nation and the welfare of the people, larger

expenditures will probably be required for public education and

public health. Such demands for additional public funds call

for a re-examination of all the expenditures for the several func-

tions of government and a redetermination of relative advan-

tages and relative claims on taxable resources. The demands
will be so heavy that the effect on the economy as a whole and
upon the American way of life will have to be given careful

consideration.

The issue with which the present study is concerned may
therefore be broadly stated as: How can the United States de-

velop a universal, comprehensive, and co-ordinated system of

social security that will relieve or prevent want at a cost which
the nation can afford, without seriously interfering with the

American way of life ?
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In attempting to analyze this question, the first step was
to examine the several programs for relief and social security

that at present exist in the United States and also several

programs, now abolished, that were developed to meet the

difficulties of the thirties. The results of this examination are

presented in Part 1 .

Since the major issue is the development of a universal, com-
prehensive, and co-ordinated system, the material presented in

Part I with respect to the several programs is basically descrip-

tive. Special emphasis is placed upon those aspects of the pro-

grams w'hich are significant in the study of this over-all prob-

lem. As the study progressed, it became increasingly clear that

the solution of the over-all problem did not lie along the line of

minor modifications or extensions of existing programs but in a

fresh approach, going back to fundamentals. In Part I, there-

fore, no effort is made to suggest how the program being de-

scribed should be modified or extended to make it better serve

its purpose. The view was that sooner or later the question of

developing a single comprehensive and co-ordinated system

would have to be faced, and it would be in the national interest

to face it now, especially in the light of the new financial situa-

tion created by World War II and the depression of the 1930’s.

Fortunately, within recent years two English-speaking coun-

tries which have much in common with the United States,

Great Britain and New Zealand, have faced the problem of de-

veloping a single universal, comprehensive, and co-ordinated

system. In Part II the plans for the reorganization of the British

social security system, together with the existing New Zealand

system are described.

Examination of the material thus presented disclosed a host

of questions that require answers. In Part III these detailed

problems are grouped under some 19 major questions. The ma-

jor questions are in turn grouped under three main headings:

social problems, cost problems, and administrative problems.

These 19 major questions are not independent. What the

nation can do with respect to the social problems obviously de-

pends in part on what the benefits will cost and what the nation

can afford. The choice of methods for relieving want will de-
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pend in no small measure on whether administrative authority

and financial responsibility are vested in the national govern-

ment or in the state government, or whether a conditional

grant-in-aid is made to the states by the national government.

Since the questions are not independent, it is impossible at

the end of each chapter in Part III to state categorically the

answer which it is believed should be given to the question

there treated. Answers can only be given where decisions have

been arrived at with respect to fundamental policies. One

set of answers would be entirely logical for a totalitarian state

with a philosophy of “from each according to his ability and to

each according to his need.” An entirely different set of answers

would be required for a nation that recognizes the rights of

the individual and endeavors to preserve for him maximum
possible liberty in his own pursuit of happiness.

In the concluding chapter, therefore, a statement is made of

the fundamental assumptions which appear to underlie the

American way of life and the freedom it has afforded the Amer-
ican citizen. Then answers to the questions are given on the

basis ofhow to prevent want through a relief and social security

system with minimum interference with individual liberty. Re-

lief and social security are basically defensive, protective de-

vices. They are not fundamentally positive devices to increase

employment and efficiency in the production of desired goods

and services. It is upon the maintenance and improvement of

productive efficiency that real social security rests, for in the

last analysis the productive workers of each generation must
supply the goods and services to maintain the dependents of

that generation.



PART I

AMERICAN RELIEF AND SOCIAL
SECURITY PROGRAMS





CHAPTER I

HISTORICAL EVOLUTION

As was stated in the general introduction, Part I is to be

basically descriptive. It will deal first with those programs for

relief and social security that are currently in operation in the

United States and then with certain other programs, now abol-

ished, that were developed to meet the difficulties of the thirties.

Each chapter dealing with a specific program will not only

describe it in some detail but will give briefly its history. It

seems desirable, however, to outline the evolution of relief and

social security in the United States. In a sense the evolutionary

history is part of the history of every specific program. It is

given here to furnish a background for consideration of all the

programs.^

EARLY DEVELOPMENTS

The present programs have evolved over the years. They
do not represent the result of a thorough, comprehensive study

of all the problems involved in relief and social security but

rather an attack on one part at a time. Not infrequently a par-

ticular part has received extensive study resulting in the

modernization of that part, but often this work has been done

with almost no reference to the remainder. If one looks at the

structure as a whole, one sees essential parts dating back to

Elizabethan England, functioning along side other parts de-

signed by the advanced thinkers of the United States of the

1930’s. Conflicting theories of government underlie the different

parts, ranging from the local autonomy and responsibility of

the early days to the powerful, highly centralized, national

government of the current period.

English settlers in the American colonies brought with them

the Elizabethan concept that giving public relief to those who

could not support themselves, or secure support from relatives,

^ Footnote references to the statutes and to most other sources will be omitted in this

chapter. The^ will be found in the chapters relating to specific programs.



8 HISTORICAL EVOLUTION

friends, or private philanthropy, was a proper function of local

government. With this concept went the conviction that the

poverty of the poor was their own fault, and that they must be

severely dealt with to prevent them from living in idleness at

the expense of -workers who paid taxes. In the early days little

consideration was given to the causes of poverty: the morally

weak, the physically and mentally ill, the crippled, the aged,

and the women and children deprived of the support of the

male head of the family by accident, disease, or death were all

very largely lumped together. In the United States relatives

and friends, even strangers, were quick to provide a home for

the children and the women who could at least earn their

keep; and in that relatively simple economy with its great

demand for man power, even a very young child was worth his

keep. Thus the paupers were in a sense the economic and social

rejects.

From time to time, as knowledge and social understanding

increased, special categories were separated from this social

residue and given differentiated care and treatment. Such

movements generally had common characteristics that are

important for an understanding of the present situation in the

United States. The more significant of them were:

1 . The administration of the old poor laws was generally so

harsh and the public attitude toward the paupers so condemna-
tory, that an entirely new administrative system was set up for

die differentiated category to insure different treatment and if

possible to develop a new public attitude.

2. Differentiation necessitated establishing, usually by law,

conditions for eligibility to the special categor}^ The eligibility

rules were ordinarily fairly sharply defined.

3. To secure what was regarded as reasonably suitable treat-

ment for the new class, standards of treatment or benefits were
written into the law or into the regulations made in pursuance
of law.

4. Proponents of these reforms frequently either started or

ended with state legislatures or in very recent years with the

Congress of the United States. Two factors brought them to
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the state legislatures: (a) When they wanted new standards

applied with some degree of uniformity throughout the state,

they had to secure state legislation, (b) In the average state the

powers and duties of local governments rest on state laws, and

therefore if a local government wanted to do something new for

a special class, it had to have state authorization. Thus, fre-

quently the new laws were optional or permissive and were not

mandatory throughout the state. Relatively large urban govern-

ments might be compelled to adopt them by state law, whereas

rural local governments were either omitted from the act or

given an option.

5. When a state wished to make the new system mandatory

throughout the state and to require administration according to

minimum standards, it was generally necessary for the state

either to share the tax burden with the local governments or to

assume full responsibility for financing the new system. Repre-

sentatives from the poorer local districts or from districts that

did not have the problem would not support the program unless

the state contributed toward the costs.

6. Legislation for each special category was customarily

worked out as a separate and distinct entity, without reference

to basic principles or to what had been done for other classes.

The successive measures frequently carried provisions both

for financing and administration. Thus in a single state the

programs for relief and public welfare were generally complex

and uncorrelated.

7. Back of most of the reform measures were organized

groups. In the earlier years the leaders generally were not of the

class to be benefited, but rather individuals with an under-

standing of causes and methods of treatment and a compelling

social conscience. As economic and social conditions changed,

the persons to be directly benefited, their relatives, and friends

became active, and in many states they were sufficiently nu-

merous to constitute a pressure group.

These forces led to a mass of agencies and many laws, often

with little or no co-ordination either in financing or administra-

tion. At the bottom was almost invariably a residue still under
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old poor laws that had not been overhauled in the light of

modern social and economic conditions. Local finance rested

almost entirely on the general property tax, which under mod-

ern conditions had become in many communities a tax on real

property. Many cities and some counties had found this tax

inadequate to support modern local government functions, but

no other tax suitable for use by local governments had been de-

vised that was a large and effective producer of revenues. Thus

the residue left under the old poor laws, or what we now' call

general public assistance or general relief, was caught betw'een

the mill wheels of lack of revenue and old law's and administra-

tive agencies.

SHIFT TO FEDERAL ACTION

When the depression came in 1929, thousands of workers who
had previously supported themselves and their dependents, and

who had none of the characteristics of the people customarily

cared for under general public assistance, required public relief

because of mass unemployment. Legally in many states they

fell into this category. The general property tax—already over-

burdened—was a poor producer in bad times. It could not be

expanded to yield additional revenue; generally it failed even

to produce normal revenue. The existing provisions for relief

were totally inadequate to meet the situation caused by the

depression. Local governments, state governments, and finally

the national government had to improvise, wdth little or no time

to consider theory, principles, or sound administration.

Under American law and practice, at the onset of the depres-

sion the primary responsibility rested on the states or their sub-

ordinate units, but many of them were entirely unprepared to

meet the situation. For the purposes of the present book it is

essential to ask: Why? Among the most important reasons were:

I. Many of the states had never modernized their tax

systems.^ They still placed great reliance on the general prop-

erty tax, which broke down under the strain. Often it was not
so much that the states and local governments did not have the

^
In most states, the state laws prescribe the tax systems to be used by subordinate

units.
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resources, the capacity to pay, as that they did not have tax

devices for tapping their resources. In many states new laws

and new administrations were required and in some constitu-

tional amendments.

2. Many states and local governments could not borrow to

meet the emergency because: (a) They were already in debt

practically up to statutory or constitutional debt limits,

(b) Relief was in the main an operating expense of government

and not an outlay for capital improvements; and laws restricted

borrowing for expenses, (c) Some state constitutions gave the

state government no powers with respect to relief and prohib-

ited them from borrowing for an object over which they had

no power, (d) The states and local governments had no power

over the currency and no real influence over the banking sys-

tem. They had to go to the banks or other financial institutions

to borrow much as a private individual would go. (e) The banks

frequently could not safely lend to the state or local govern-

ment, because they could not collect on a loan unless it complied

with all the requirements of the constitution and the laws.

The government officer making an illegal loan and not the

state or the local government is liable. Repayment of the loan

must be made from an excess of revenues—mainly tax revenues

—over government payments. In some state and local gov-

ernments the indications were that the governments would

default on the interest if not the principal of outstanding obliga-

tions already held by the banks. Many banks were themselves

facing failure. Investors would not take the bonds and notes off

the bankers’ hands.

Under these circumstances the states and the politically

powerful municipalities turned to the national government, sup-

ported by the mass of voters, not only those who were in need

and their dependents, but others who saw the suffering or feared

a complete breakdown of our economic, social, and political

system. Not only was disorder prevalent in many sections of

the country, but it was often apparent that the government

officials responsible for maintaining law and order were in

sympathy with the objectives of the disturbers if not with their



12 HISTORICAL EVOLUTION

methods. Public sentiment would not sustain the officers who
took drastic action. The new political philosophies that had de-

veloped in Europe after the first World War added to the fears

of many persons.

The first national action was in the form of loans and later

grants to the states to enable them to meet the situation. In so

far as there was division into categories, it was at the outset

primarily the work of the states. The national government first

made loans to the states through the Reconstruction Finance

Corporation, established under the Hoover administration.

Early in the Roosevelt administration it was succeeded by the

Federal Emergency Relief Administration. These organi2ations

generally worked with a temporary emergency relief adminis-

tration, which had been quickly improvised by the states to

meet the emergency, for few of them had any permanent co-

ordinated public welfare department to assume the heavy re-

sponsibility. Experienced welfare workers from state, local, and

private agencies often played a large part in organizing and

operating the temporary state and local government emergency

relief administrations, but these administrations were created

almost overnight.

Differentiation was introduced in the early days of the

Roosevelt administration, however, apparently primarily on
the initiative of the national government. The national govern-

ment was in the relief business operating on an emergency
basis making grants to the states. Thousands of able-bodied,

competent citizens were existing on doles or on wages earned

on relief projects operated by state or local governments. The
administration decided that the national government should

get out of the relief business by furnishing employment to the

employables on local projects, mainly at the expense of the na-

tional government.

The first general national experiment in furnishing relief em-
ployment, the Civil Works Administration, under the same
direction as F.E.R.A., was almost immediately swamped and
was soon abandoned. It offered work on federally financed

projects, without any real use of a test of need. A person did
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not have to be on relief to be eligible. Thousands of workers

who were being supported, perhaps more or less unsatisfac-

torily by primary breadwinners, got C.W.A. jobs, and other

workers who had some available resources conserved them
by earning C.W.A. wages. Thousands had to be turned away,

although the actual need of some of them was far greater than

that of persons who were given employment. The impractica-

bility of the program and its political inexpediency were soon

obvious,and the government fell back on the Federal Emergency
Relief Administration working in co-operation with the states.

THE W.P.A.

The national administration soon returned to the idea of sub-

stituting in the case of unemployed employables, work on relief

projects mainly at the expense of the national government.

Under the new plan which came to be the W^orks Progress Ad-
ministration, an evolution from F.E.R.A., two of the major

difficulties of the earlier C.W.A. were avoided in that:

1 . To be eligible for employment, a person had to be receiving

relief or be eligible to receive it. In other words, a means
test was used. In most states the means test was administered

by the state or local public welfare agency, which certified the

applicants found in need to the national W.P.A. agency in the

locality.

2. Not more than one member of a family, ordinarily the

principal breadwinner, was eligible for employment on W.P.A.

Persons who were not certified as being in need could not get

W.P.A. work unless they were hired as regular employees of

the organization for administrative and supervisory positions

or for required skilled work that could not be done by persons

available from the relief rolls.

In the official pronouncements of the period, the position

taken was that the national government would assume respon-

sibility for meeting the needs of the unemployed employables

through the national work program. The responsibility for per-

sons in need from causes other than unemployment would be

returned to the states. The idea was apparently tliat the states.
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relieved of responsibility for unemployment relief, would have

sufficient funds to meet the need from other causes.

As a matter of fact the program never worked out entirely in

accordance with this theory. Whether the unemployed employ-

ables secured work on a W.P.A. project depended on many
factors, among the most important of which were:

I. The total amount the Congress, acting upon the recom-

mendations of the President, made available for work relief.

1 . The amount of the aggregate appropriation allocated to a

particular state by the administration, which had wide discre-

tion in making the allocations.

3. Whether there was an approved project with available

funds that had openings or positions for the needy unemployed

employables in the area.

4. Whether the needy unemployable had qualifications which

would permit of his employment in tlie available positions. Proj-

ects were generally selected largely on the basis of furnishing

the kind of work that could be done by the type of persons who
were available, but in many instances, especially in smaller

communities, there were no projects available for workers who
did not fit the particular pattern.

In most communities there were unemployed employables on

relief or certified as eligible for relief who could not secure posi-

tions on W.P.A. The national government did not provide for

them but left them to be cared for by the state or the local gov-

ernment. In other words they were generally dependent on the

old general public assistance.

Two factors added to the difficulties in some communities:

1. Under the W.P.A. system, the state, the local government,

or some other public or quasi-public agency had to put up a

sponsor’s contribution toward the costs of the W.P.A. project.

In communities hard hit by the depression, a sponsor’s contri-

bution had a priority over many other demands for public

funds. If the community were to get the benefits from W.P.A.,
it had to have an approved project. Thus in many localities

little was appropriated for general public assistance.

2. Although no person could get a work reliefjob on W.P.A.
unless he was certified as being in need, the W.P.A. did not
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employment were fixed on a basis that resembled in many
ways ordinary employment. Skilled workers got more than

semi-skilled and semi-skilled more than unskilled. The unskilled

worker with a big family of dependents got less for working

the standard number of hours than the skilled worker with no

dependents. Thus more money went into W.P.A. wages than

was necessary for relief.

In several states a conflict developed between the state and

local welfare agencies that did the certifying as to need and the

W.P.A. officials who were responsible for the success of the proj-

ects. Naturally the welfare workers sought employment for

heads of families who were in great need, and they certified as

employable some persons that an operating officer responsible

for results would regard as unemployable. Operating officers, on
the other hand, were hard pressed to find competent workers

possessed of the skills and personal qualities necessary to do a

good job in a reasonable time. Sometimes when they found a

good man they sent him to the welfare agency to get him certi-

fied as being in need. The welfare agency would not regard him

as in need according to the standards it had been applying, and

the investigators would be particularly disturbed if the candi-

date had no dependents. In some localities, particularly in the

south, the situation was further complicated by the fact that

W.P.A. earnings, working conditions, and methods of payment
were more attractive than those in private enterprise. Thus some
people were anxious to shift to W.P.A., a process which necessi-

tated being certified as in need. In at least one state an agree-

ment to cease and desist had to be entered between the two

agencies, the state and local agency promising to send no more

unemployables, the W.P.A. agreeing to send no more persons

to get a certificate of need.

When the W.P.A. earnings were insufficient to sustain a big

family, the welfare agencies occasionally had to supplement

them from general public assistance funds. These agencies could

do nothing when W.P.A. earnings paid by the national govern-

ment carried a worker and his dependents above the standard

being used by them to determine need and occasionally even



HISTORICAL EVOLUTIONi6

above the prevailing local level. This situation was particularly

embarrassing in rural areas where the customary payment for

work had been in allowances plus some cash, whereas the

W.P.A. paid all cash. The cash went to some persons who had

little experience in handling money. From the standpoint of

many local people, the national government was paying far

more than necessary to those who succeeded in getting on

W.P.A., and it was leaving to the locality the responsibility of

caring for others whose need was really greater. Some w'ere

unemployable, and others were employable but unable to get

on a project within a reasonable distance of their homes.

Another element that caused confusion in many communities

was the uncertainty with respect to the continuity of W.P.A.

employment in the locality. Appropriations and allotments

might be curtailed; projects might be completed with no new
projects to take their places. The local community might sud-

denly find itself called upon to provide through general public

assistance funds for former W.P.A. workers w'hom it had re-

garded as the responsibility of the national government. Neither

the local governments nor the state governments knew what the

national government was going to do, so that orderly planning,

appropriating, and administering were out of the question. The
person dropped from W.P.A. who could not find other employ-

ment was in many communities in dire need. Often the only

relief available for him was surplus commodities distributed at

the expense of the national government.

The W.P.A. was ultimately abolished, when the defense and

war efforts absorbed most of the unemployed. Under present

conditions the unemployed employables who have no benefits

coming to them from the unemployment insurance system are

now back in the miscellaneous general public assistance cate-

gory unless they can qualify for some of the other special

categories established under the Social Security Act.

SOCIAL SECURITY AND OTHER PROGRAMS

The Social Security Act, passed in 1935, resulted in the dif-

ferentiation of five additional categories, three in the field of



SOCIAL SECURITYAm OTHER PROGRAMS ij

means test relief and two in the field of no-means test social

insurance.
,

By federal grants-in-aid to the states, the national govern-

ment offered great inducements to the states to set up special

relief categories for (i) the needy aged, 65 years of age or over,

(2) dependent children living with relatives within the degrees

specified by the national law, and (3) the needy blind.

By the exercise of the power to tax, the national government

establislred and operated a system of old-age insurance applica-

ble to persons who were in the status of employee to employer

in industries and occupations, but with certain fairly large and

important exceptions. By the same power the national govern-

ment virtually forced the states to adopt systems of unemploy-

ment insurance, again applicable to persons in the employee

status, but with important exceptions.

This broad outline traces the evolution of the major pro-

grams of relief, old-age insurance, and unemployment insurance

in the social insurance field and the work program of the thirties,

now abolished, for the unemployed employables.

There are other programs that require mention, two in the

insurance field and four that stemmed from relief. The two in

the insurance field apply to the steam railway industry, one

providing for old-age retirement and the other for unemploy-

ment compensation. They are both national programs, na-

tionally administered, and came into existence in the thirties.

The four in the field of relief and work relief were:

1. The Civilian Conservation Corps, which was originated by

the national government in the early days of the Roosevelt

administration as a special work program for unemployed boys

from families in need. Gradually the requirement that the boys

be from needy families and allot most of their money earnings

to their respective families was relaxed, and the program became

more of a kind of governmental work conducted by the national

government in the interest of a special class of youth.

2 . The National Youth Administration grew out of the

activities of the Federal Emergency Relief Administration.

It engaged in two types of activities: (a) work projects in co-
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operation with educational institutions to enable needy stu-

dents to earn money so that they could continue their schooling,

and (b) independent N.Y.A. projects to train and educate

youth whose formal schooling was completed or interrupted and

who did not find normal jobs. Originally conceived as a relief

agency, the N.Y.A. gradually shifted its emphasis from relief

as such and tended to become an educational agency. It was a

national organization, and at least so far as its special work

projects were concerned, it was not integrated with the public

educational system of the state and its subordinate units.

3. The Fann Security Administration which developed out

of the Federal Emergency Relief Administration and the Sub-

sistence Homestead Division of the Department of the Interior,

authorized by the National Industrial Recovery Act. The ac-

tivities of the F.E.R.A. that related to rural relief, rural rehabili-

tation, and drought relief were merged with those of the Sub-

sistence Homestead Division to form the Resettlement Admin-

istration. It, in turn, was transferred to the Department of

Agriculture, where with some modifications it became the Farm
Security Administration. Still later the F.S.A. was relieved of

the nonagricultural projects originally undertaken by its prede-

cessor agencies and became an agricultural agency concerned

entirely with farm families who were in need of special assist-

ance.

4. Another program was concerned with the maintenance of

the prices of certain commodities—mainly agricultural—

-

through their purchase by the government and free distribution

to persons in need. From the outset this program had a dual

nature. Part of the funds used came from appropriations for

relief administered by F.E.R.A. and part from funds made
available to the Department of Agriculture for the removal of

surplus agricultural products. The Federal Surplus Relief Cor-

poration was organized to carry on the activities. The corpora-

tion was originally controlled by the Secretary of Agriculture,

the Federal Emergency Administrator of Public Works, and the

Federal Emergency Relief Administrator. Later the name of
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the corporation was changed to the Federal Surplus Commodi-
ties Corporation and control was vested entirely in the Depart-

ment of Agriculture. It is important in a study of relief primarily

because the surplus commodities were given to persons in need.

In some communities, in fact, the surplus commodities thus

made available constituted practically the only means of giving

relief to persons in need.

DIVISION OF RESPONSIBILITY

Perhaps the most significant fact brought out by this out-

line of the several programs is the subdivision and the dis-

persion of responsibility and authority that has taken place.

Despite the inherent interrelationships among the several pro-

grams, some are administered solely and exclusively by the

national government, others by the state governments in co-

operation with the national government through conditional

grants-in-aid, one—unemployment insurance—by the states

under the compulsion of a federal tax law, and one—the residual

general public assistance—exclusively by the states or their

subdivisions without any national participation.

Uncertainty with respect to the constitutional law of the

United States was an important factor in causing subdivision

and dispersion of responsibility and authority and the resulting

lack of co-ordination and integration. It is clear beyond argu-

ment that the Constitution does not specifically include relief

and social security among the functions with which the na-

tional government may deal, and that powers not granted

to the national government are specifically reserved to the

states or the people thereof. The national government has

therefore been under the constitutional necessity of legislating

in these fields by indirection. It did not have the clear and un-

disputed power to adopt those methods and devices which

seemed best suited to achieve the desired objectives; it had

always to consider what methods and devices would be sus-

tained as constitutional by the United States Supreme Court.

The constitutional law of the country, as made by that court
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through its interpretation of the Constitution, became more-

over a realm of great uncertainty. All concerned with legis-

lation respecting relief and social security had more or less

to guess at what the Supreme Court, that would ultimately

pass upon the constitutionality of the law, would do, for

earlier decisions of the court no longer marked the channel for

constitutional legislation.

Although the national government was without expressed

power to legislate in this field, five principal indirect avenues

were open to it.

I. The national government itself carries on many public

works and is responsible for the maintenance of much public

property. Without raising any issues of constitutionality, it

could expand its public works programs to increase employment

and thus diminish the need for relief.

a. The national government makes many contracts for the

purchase of supplies, materials and equipment, and for con-

struction. It had constitutional authority to require contractors

to comply with such conditions as it might lay down with re-

spect to labor on these federal contracts.

3. It was well settled by constitutional law that the national

government could make conditional grants-in-aid to the states

to help them carry on functions of government over which

the states had exclusive jurisdiction. The establishment of

conditions with which the states had to comply to be eligible

to receive the grant did not render the national act unconstitu-

tional, since the states theoretically were free to refuse the grant.

4. The national government had expressed power to regulate

commerce among the several states.® Uncertainties developed

with respect to how far the national government could go under

this power in regulating the conditions under which goods

which enter or might enter interstate commerce should be pro-

duced. The extension of the interpretation of this power gave

the national government further authority with respect to

social insurance.

® Constitution, Art. I, sec. 8.
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5. Congress has the power “To lay and collect Taxes,

Duties, Imposts and Excises, to pay the Debts and provide for

the common Defence and general Welfare of the United

States . . . Uncertainties likewise developed with respect to

how far this power to tax might be used as a method of regula-

tion and compulsion in fields in which the direct power of regu-

lation and control remained in the several states or the people

thereof. Extension of the interpretation of this power likewise

gave the national government further authority with respect to

social insurance and relief.

The expansion of the powers of the national government

came about, it is significant to note, not by amendments to the

Constitution but by the evolutionary process of judicial inter-

pretation, an evolution which results in no small measure from

the changing personnel of the court. It seems reasonable to

say that several of the methods and devices adopted for relief

and social security were selected at the time because of assump-

tions as to what the Supreme Court would uphold as con-

stitutional. It likewise seems reasonable to assume that if

the entire problem of relief and social security should be recon-

sidered today in the light of changed constitutional law, very

different decisions might be reached and a more universal, com-

prehensive, and integrated system might be developed.



CHAPTER II

OLD-AGE ASSISTANCE

Old-age assistance is numerically and financially the most

important of the purely relief programs in the United States.

In 1942 the total expenditures for public assistance by the sev-

eral levels of government was about 998 million dollars. Of this

amount, 63.0 per cent went for old-age assistance as contrasted

with 17.2 per cent each for aid to dependent children and gen-

eral assistance, and 2.6 per cent for aid to the blind.^ This chap-

ter thus deals with the largest special category in the field of

relief.

It will give first a broad statement of the forces that led to

the provision of federal grants to the states for old-age assist-

ance in Title I of the Social Security Act passed in i935> The
provisions of that title, as amended in 1939, will then be sum-

marized and briefly discussed. The federal act, it will be seen,

did not define need, set up a standard of living below which no

elderly person could fall without becoming entitled to old-age

assistance, lay down standards to be used in determining the

amount of benefit, or force the states to appropriate funds. All

these essential matters were left, subject to slight national influ-

ence, to the several states. It is necessary, therefore, to sum-

marize briefly what the several states have done with respect

to these matters. These subjects will be approached first from

the standpoint of state plans, which include both the state

laws and the rules, regulations, and procedures developed under

the state laws. Then the most significant statistics relating to

the program will be presented by states. The chapter will

conclude with a consideration of the administrative systems

which the states have adopted to carry out this grant-in-aid

program. A comparison between benefits under old-age relief

with those under old-age insurance will be presented in the

chapter on the insurance system.

1 Social Security Year Book IQ42, p. 10 1 .
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FORCES LEADING TO THE DEVELOPMENT OF THE
PRESENT PROGRAM

Economic and social changes in the United States had for

many years prior to 1929 brought the subject of the aged up for

discussion. Most important among these changes were

:

I. In the industrial civilization that had developed, em-

ployees in the older age brackets were often, although by no

means invariably, less efficient than younger employees even

if they escaped disabilities that rendered them actually un-

employable. An older employee who lost his job had difficulty

finding another satisfactory one.

1 . In many households in urban and industrial communities,

old people could contribute little to family support, yet housing,

food, clothing, and care of the aged cost the family money.

Under a money economy in urban communities, the care of the

aged was proving very different from what it had been in a rural

agricultural economy, with a considerable measure of family

self-sufficiency.

3. The absolute number of old persons in the population was

increasing, and because of a declining birth rate, n improved

mortality rate, and the curtailment of immigration, the per-

centage which they formed of the total population was also

going up. The nation thus had to look forward to having active

workers support an increasing number of persons dependent

because of advanced years.

Several European industrial nations had adopted programs

designed to provide for the aged, and a considerable number of

persons were advocating like action in this country. In a few

states commissions had been created by the legislatures to

study the problems, and occasionally bills were introduced to

set up systems, but prior to 1929 they did not arouse great

popular interest or support.

Mass unemployment following 1929 completely changed the

public interest and attitude. Many elderly persons lost their

jobs and were unable to find others. Younger workers who had

been supporting elderly dependents found the burden greatly

increased as they themselves suffered from unemployment and
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under-employment. Prophets of gloom found wide acceptance

of the philosophy that the United States had a mature economy,

that the country was built and never again would have jobs

for all willing and able to work. Share the work programs of the

early days of the depression had been neither popular nor par-

ticularly successful. Thousands of younger workers suffering

from unemployment favored the idea of retiring the older

workers on pensions, thereby making full-time jobs available

for younger workers.

Another idea widely accepted at the time was that the de-

pression and the resulting mass unemployment were due to lack

of sufficient purchasing power in the hands of consumers who
would use it quickly. Dr. Francis E. Townsend presented a

plan the essentials of which were:® to levy a national transac-

tion tax which would immediately produce a tremendous rev-

enue, and would produce more and more as transactions

increased under improved economic conditions; to distribute

the proceeds of this tax among the retired old people in the

population without any means test on a per capita basis; to

require that the recipients spend the resulting pensions almost

immediately for consumption.

We shall not here go into the economic fallacies that were in-

herent in the plan or the defects in the statistics as to the total

amount which would be realized from the tax and distributed

on a per capita basis. For present purposes the essential fact is

that the plan won thousands of adherents all ovet the nation,

enough to be of political significance. They were organized,

loosely perhaps, but on a dues-paying basis, which produced

revenues to support a j^far-flung propaganda campaign. The
movement offered great possibilities to any effective political

demagogue who would ride it.

TITLE I OF THE SOCIAL SECURITY ACT OF 1935

The old-age assistance payments of the Social Security Act of

1935 were in part designed to deflate the Townsend and allied

®The Committee on Old Age Security of the Twenrieth Century Fund, Inc., Tht
Tmmend Crusade
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plans, which had advanced far enough to make it necessary for

Congress to hold hearings on bills which had been introduced

to embody such a plan in law.® The movement clearly demon-
strated the power of the pressure groups demanding old-age

legislation.

Immediately after the enacting clause of the Social Security

Act passed in 1935 comes “Title I—Grants to the States for

Gld-Age Assistance.” Amendments to this title were adopted in

1939, and we shall here discuss the act as amended, with occa-

sional reference to the provisions of the earlier act.

The first point to be noted is that the nation promised a grant

to each state that adopted a plan for old-age assistance ac-

ceptable to the federal Social Security Board as complying

with the requirements of the act. The grant is in two parts. The
first provides one half of the amount which the state expended

with respect to each needy individual 65 years of age or older

who is not an inmate of a public institution, not counting

so much of such expenditure with respect to any individual as

exceeds $40 in any month.* The second part grants the state

5 per cent of the first amount “for paying the costs of adminis-

tering the State plan or for old-age assistance, or both, and for

no other purpose.”

The eligibility requirements made mandatory by the national

act were; (i) The eligibility age should not be higher than 65

years.® (2) The state should not adopt any residence require-

ment which excludes a resident of the state who has resided

therein five years during the nine years immediately preceding

the application for old-age assistance and has resided therein

continuously for one year immediately preceding the applica-

tion. (3) The state must not adopt any citizenship requirement

which excludes any citizen of the United States.

Under the old poor laws where relief was locally financed and

® Economic Security Act^ Hearings before the House Committee on Ways and Means,

74 Cong, I Economic Security Hearings before the Senate Committee on

Finance, 74 Cong, I sess.
'

^ The original act put the limit at ?30 per month. It was raised to $40 by the 1939

amendment.
® Prior to Jan. 1, 1940 the age of 70 was prermissible as the lower limit
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locally administered, settlement was frequently required,

and to gain settlement required long residence and citizen-

ship. Sometimes receipt of public relief from the local govern-

ment before acquiring settlement prevented its acquisition.

These settlement laws have been very severely criticized.

States which had them have been roundly condemned, and other

states which never established them have been commended.

Statistics, however, indicate fairly clearly that in general the

states which had them were those in which the local govern-

ments really spent some money for relief, whereas the states

which did not have them were those in which little or nothing

was commonly spent for this purpose.

New York and the New England states partially overcame

the rigors of the settlement requirements by providing for “the

state poor,” residents of the state who had no settlement in any

local government jurisdiction.®

The federal act moved in the direction of abating the settle-

ment and citizenship difficulties. It does not provide, however,

for an aged person who moves from one state to another and

becomes dependent in that state before satisfying the residence

requirements permissible under the federal act.

The national act contained several administrative require-

ments, some of them designed to force the abolition of the old

concept that giving and financing relief were exclusively func-

tions of local government. They were that the state plan must:

1 . Be in effect in all political subdivisions of the state, and if

administered by them be mandatory upon them.^

2. Provide for financial participation by the state.

3. Either provide for the establishment or designation of a

single state agency to administer the plan or provide for the es-

tablishment or designation of a single state agency to supervise

the administration of the plan.

4. Provide for granting to any individual, whose claim for

old-age assistance is denied, an opportunity for a fair hearing.

® Robert C. Lowe, State Public Welfare Legislation^ Works Progress Administration,

Division of Research, Research Monograph XX (1939), p. 29.
^ The old device of optional or permissive legislation was thus outlawed for the old-

age category.
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5. Provide such methods of administration as are found by
the board to be necessary for the proper and efficient operation,

which includes, since the 1939 amendment, methods relating to

the establishment and maintenance of personnel standards on
a merit basis but specifically does not include authority over

selection, tenure of office, and compensation of any individual

employed in accordance with such methods.

6. Provide that the state agency will make such reports, in

such form and containing such information as the board may
from time to time require.

7. Provide safeguards which restrict the use or disclosure of

information concerning applicants and recipients to purposes

directly connected with the administration of old-age assistance.

There are four related things which the national act does not

do that require careful consideration.

I. The act does not define need but with a slight exception

that will be mentioned later leaves the definition of need to the

individual state.

1 . It does not set up any standard of living below which an

elderly person may not fall without becoming as of right en-

titled to old-age assistance.

3. It does not itself lay down any standards which shall be

used to determine the amount of benefit to be allowed, although

as has been noted the national government will not count “so

much of [a state’s] expenditures with respect to any individual

for any month as exceeds $4.0.”

4. It in no way forces a state to make appropriations for old-

age assistance. The national grant is an inducement, not a com-

pulsion.

With such latitude left to the states for the exercise of inde-

pendent judgment, the natural result is wide variation, which

we can here discuss only in a broad way.

THE DEFINITION OF NEED

Chapter XIX of Part III will be devoted to a fairly detailed

consideration of the basic question, “What is need?” In the

present chapter we shall be concerned almost entirely with the
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presentation of the facts as to what answers have been given to

this question under the old-age assistance programs of the sev-

eral states.

Need results when available resources are insufficient to meet

the essential requirements of an individual or a family. It is

a budgetary matter with two sides, income and necessary

outgo. Thus attempts to define it legally and administra-

tively have dealt with the two sides of the budget. The income

side will be taken up first.

Resources classified. There are some persons who have no re-

sources whatsoever and are totally dependent on public or

private relief. In such instances no questions arise on the in-

come side of the budget, all are concerned with how much
outgo is essential. The major issues with which w^e are at the

moment concerned arise with respect to those cases where

some resources are available. The following outline of the sig-

nificant resources will furnish a background for the presentation

of the facts.

1. Earnings

a. Of the individual whose need is in question.

b. Of the person or persons who are responsible according to law
or custom for support of the individual,

(1) Who are living in the same household with him, and who
have been contributing to the support of the family of which
he is a member.

(2) Who are not living in the same household with him, and
who have not regularly and systematically been contribut-

ing to the support of his family.

2, Savings of the individual or of others responsible for his support,

including

a. Cash assets in hand or in banks.

b. Insurance policies that have a cash surrender value.

c. Investments in real property.

(1) Producing a money income.

(2) Producing no money income but providing shelter for the

individual and members of his household.

(3) Producing no income.

d. Money paid to an individual, organization, or corporation which
puts the recipient under obligation to repay it or to render serv-

ices or provide whole or partial support in return.
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e. Investments in durable personal property.

3. Food, fuel, etc. available to the family substantially without cost

through labor of the individual or some other member of the fam-
ily.

Because of the absence of any controlling national law, a

state is free to determine what its policy shall be with respect to

each of these classes of resources. Each state, moreover, de-

cides upon its own classifications, the form of its law, and the

regulations made in accordance with it, or its “plan,” to use

the accepted terminology. There is of course no point in a

book of this type reproducing state plans or condensed sum-
maries of them.* The most that w'e shall attempt is some general

descriptions that seem to us to present the significant issues.

Income. With respect to money income we may divide the

states into three broad categories, as follows:

1. States in which the plan establishes as the standard for

eligibility a fixed amount of income. If the applicant’s income

falls below that amount, he is eligible, if above it he is ineligible.

This standard may be established in either or both of two ways:

(a) the plan under its conditions of eligibility may provide in

effect “that income from all sources shall not exceed X dollars

per year” or “per month,” or (b) in limiting benefits it may say

in effect “total income, including aid, shall not exceed X dollars

per year” or “per month.” Either method or the two combined

appear to have substantially the same effect. In 1940 Colorado

used as its standard ^45 per month ($540 a year), whereas

South Carolina used ^240 a year. More commonly used figures

were ^30 or I40 a month.

2. States in which the plan defines need in general terms such,

perhaps typically, as “has insufficient means to maintain self

on reasonable standard of health and decency.” A limit is

placed solely upon the maximum benefit that may be paid, such

as “not to exceed $20 per month,” without any specific refer-

ence to income. So far as the plan goes, more discretion is left

to administrative officers than is delegated to them in the states

of the first group.

* See Social Security Board, Characteristics of State Plans for Old Age Assistances

Bureau of Public Assistance, Publication No. i6, revised July i, 1940.
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3. States of the third group, small in number, define need in

general terms, but place no limitation on the maximum amount

of benefit. Massachusetts, which belongs in this group, provided

in 1940 that resources, income, and allowances shall be not less

than ?30 for single persons, ^50 for married couples both eligi-

ble, and I30 for sisters and brothers both eligible and living

together, and $1 5 additional for each eligible brother and sister.

Thus, that state establishes a minimum level of benefits with

which its local governments must comply. In 194a only three

states paid average benefits higher than those in Massachu-

setts. Arkansas, which is among the low-paying states, belongs

in this group that had no limitations on benefits in its plan.

In two states, California and Idaho, the plan in 1940 provided

for exclusion of earnings or income of certain amounts from cer-

tain sources. According to the Social Security Board digest,

California provided “Net income from several specified sources

up to I15 per month not counted” and Idaho, “Earnings up to

^15 per month on odd jobs permitted without deduction from

budget.”

Several states which fix either a maximum limit for allow-

ances or for allowances plus resources permit payments above

the maximum for persons requiring medical care and allow pay-

ment of funeral benefits.

Hojne ownership. Ownership of a house, either free or encum-
bered, and of household furniture is reasonably common among
elderly people. Most state plans have provisions to the effect

that an' applicant must not have transferred property for the

purpose of qualifying. There may or may not be a limit on the

time elapsed between the application for assistance and the

transfer. The danger that elderly people will transfer property

to establish eligibility is real enough so that few states omit this

safeguard. This generalization with respect to transfers appears

to be the only one that can be made with safety. With respect to

other matters of home ownership differences in policy are wide.

Some states in their plans ignore the existence of such property.

In a few states the plan specifically permits ownership of real

estate occupied as a residence without loss of eligibility. The
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1940 digest says: for Colorado, “May own real estate occupied

as residence and personal property exempt from execution or

attachment”; for California, “Value of use and occupancy of

premises owned and occupied by applicant is not counted as

income”; and for Florida, “No equity in real property salable

at reasonable return above the $S,ooo valuation exempt from

taxation under the Homestead Exemption Act.” The accept-

ance of assistance does not restrict the property rights under

these circumstances.

States which restrict property rights in the home may do so

in three ways: (i) The plan may disqualify an applicant

who has real property worth more than a specified sum.

(a) It may provide that the administering government may
or shall take a lien upon the property for the amount of the re-

lief granted, although frequently there are limitations protect-

ing the interests of a dependent spouse or of dependent children

by preventing enforcement of the lien while they still need the

property for shelter. (3) It may provide that the amount of

assistance granted, with or without interest, shall constitute a

preferred claim against the estate of a deceased beneficiary.

Such provisions, it should be noted, apply to sums obtained as

assistance honestly and without fraud, conceahnent of assets,

or failure to report subsequent earnings which made the bene-

ficiary ineligible. Several states, which do not take liens or have

a right of recovery on valid payments, permit recovery for as-

sistance secured by improper acts.

The provisions of the Connecticut plan as digested in 1940

may be interesting as an illustration. There was no disqualifica-

tion for ownership of real property, but the owner might be

required to agree to reimburse the state for the total amount

of aid plus 4 per cent interest per annum, and the agreement

constitutes a lien against the real property and the estate, al-

though enforcement might be suspended during occupancy of

the surviving spouse.

Insurance. Insurance was specifically mentioned in the digest

of the plans for 13 of the 48 states. In several of them the objec-

tive was to permit the applicants to maintain in force a limited
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amount of insurance, sometimes provided it had been in force

for a specified number of years before application for assistance.

A face value ofnot to exceed $j,ooo or a cash surrender value of

not over $300 on policies in effect for five years or more would

perhaps typify such provisions. In one or two states insurance

was mentioned only to provide that the policies should be

cashed or turned over to the state. Iowa had a provision where-

by an applicant might voluntarily assign a policy to the state

board; in that event the state board was authorized to continue

payment and on the death of the insured reimburse the state

for its advances.

ResponsiUlities of relatives. Perhaps the most interesting and

socially significant variations are those in the field of the re-

sponsibility of relatives. In the northern states where general

public assistance was for a great many years customarily given,

the tendency has been to retain the responsibility of close rela-

tives, provided they have ability to pay. Some progress has been

made in defining capacity to pay. In these states the common
provision appears to be to make the existence of legally respon-

sible relatives able to support a disqualification, but some plans

merely give the state a right of action against legally liable rela-

tives to recover the amount it has paid as assistance. In the

south and the southwest where general public assistance was as

a rule scarcely more than rudimentary and where the old-age

legislation was not greatly affected by traditional practices, the

laws generally do not provide for responsibility of relatives.

A clear-cut issue thus exists as to whether adult children

should be responsible for the support of their parents if these

parents are in need, or whether society as a whole through the

public treasury should support the needy aged. Associated with

this basic issue is a subsidiary one: if children are relieved of

responsibility for the support of their aged parents and if public

funds are used for this purpose, should the children or the state

have first claim on such estate as the parents may leave? This
issue arises mainly in connection with real property used as a

home and household furniture, both of which in some states,

within limits, are exempt from taxation and not subject to
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forced sale to satisfy a judgment. With respect to these issues

the national Social Security Act takes no stand; it leaves the

matter to the several states. Whatever the state may pay as the

result of its decisions on these points, the national treasury will

match up to one half of the $40 a month limit.

Earnings, home ownership, insurance, and the existence of

relatives with capacity to pay are the most essential items on the

income side of the budget. We come now to the outgo or the

level of living used as a standard.

THE LEVEL OR STANDARD OF RELIEF

The national government permits the states to determine

what the standard level of relief shall be. It does not itself at-

tempt to say what items are necessary for the maintenance of

a minimum level say of health and decency. Each state is to

determine that level for itself. As already noted, some states

establish health and decency as a standard without defining

it in money terms, whereas others specifically put money limi-

tations in their laws. Thus the national government may pay

half the costs of benefits to an aged person or couple in state A,

despite the fact that such an individual or couple would not be

eligible for relief in state B because they are not in need ac-

cording to the law of state B. There is no national standard of

need to determine whether the national government shall or

shall not contribute. Were a national standard to be established,

there appears to be no reasonable doubt that individuals not

now eligible to receive assistance in some states would be made
eligible and that individuals now receiving relief in some states

would be made ineligible. Should the national government place

the standard where no persons now receiving old-age assistance

would be excluded, thousands of persons would become eligible

who are now excluded.

The device most commonly used to determine need is the

budget deficiency method. Standards are set up by the several

states using this method to show, usually in money terms, what

the aged individual or couple should have with respect to each'

of the classified needs. Against these itemized needs are offset
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the resources available to the applicant. Ownership of a home,

for example, may largely cancel the need for shelter, although

some allowance may have to be made for fuel, light, and taxes.

As a result, a budget deficit is arrived at, and the amount of

tliat deficit is used to determine the amount of the grant. In

some states the full amount of the budget deficit is made up;

in others where appropriations are insufficient a percentage of

the budget deficit is allowed. Adjusting the percentage of the

budget deficit allowed may be the device employed for meeting

a shortage of available funds.

In some states, which are frequently spoken of as having “the

pension philosophy,” the practice is to assume that in the ab-

sence of resources the elderly person is entitled to the maximum
allowance permitted under the state law. From this maximum
are deducted such resources as the individual may have that

are not allowed by state law. As previously noted, some states

specifically exclude certain resources, for example, California

which excludes income from several specified sources up to $15

a month; Idaho permitted earnings up to ^15 a month without

deduction from the budget. This pension practice tends to pro-

duce higher average allowances than would be paid under the

budget deficiency method strictly applied.

Under either method the investigators in the welfare agency

must discover and evaluate the resources. As already noted,

a considerable number of states have a provision whereby

the state may recover from a beneficiary’s estate if it is sub-

sequently discovered that he had resources which were con-

cealed at the time of the application or were subsequently

acquired without notice to the welfare agency, and prac-

tically all the states declare an individual ineligible if he has

disposed of property for the purpose of establishing eligibility.

All such provisions are naturally difficult to enforce admin-

istratively because of the minutiae of investigation required, the

distasteful nature of this part of the job to some investigators,

and possibly the climate of public opinion in the locality. The
evidence suggests not only wide variations among the several

states with respect to such matters but possibly in some states

substantial variation among localities.
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Appropriations. Fully as important as a cause of variations

among the states is the matter of appropriations. Federal pay-

ments for old-age assistance and the other assistance payments
under the national Social Security Act are made under the

grant-in-aid principle and not, as is done under unemployment
compensation, through a federal tax with an offset for payments
to the state for a like puipose. Within limits, therefore, the in-

dividual state determines (i) how much it will appropriate, and
as a result (a) how much it will take from the federal treasury.

Again, within limits, the more it appropriates, the more appli-

cants to whom it pays benefits, and the higher its benefits the

more money it will draw from the federal treasury. The restrain-

ing influence is that the state, or the state and the local govern-

ments, must pay half.

The federal government through old-age assistance grant-in-

aid payments does not serve as a financial equalizing agent. To
the state that is generous to its aged, the nation gives relatively

more than to the state that is parsimonious. There is no formula

by which the federal funds are distributed among the states

according to the number of aged in need or according to the

financial capacity of the states to support their aged from their

own resources. The national government has adopted no device

to distinguish between parsimony and lack of capacity to pay.

As a result the question of whether an aged person in need re-

ceives any money from the national treasury may depend en-

tirely on the action taken by the legislature of the state in which

he resides. He may be denied relief because the legislature has

not made adequate appropriation, or he may be given a gen-

erous benefit because the state legislature has been generous.

Failure of the state to provide may in part be due to the fact

that the state lacks resources. This subject will be considered

further in the third part of the book.

In connection with adequacy of appropriations the fact

should be stressed that the individual states under the Social

Security Act themselves determine whether any part of the costs

of old-age assistance shall be assessed against local governments.

The national act specifically requires financial participation by

the state, but it does not say how great the participation shall be.
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nor does it require or limit local contributions. There is wide

variation among tlie states with respect to local participation.

Among the 48 states in 1942, 20 reported no contributions

from local governments and in 6 the percentage contributed

was less than i per cent of the cost. At the other extreme are

substantial percentages of the aggregate cost, including the

federal contribution, coming from local funds; the leaders in this

respect in 1942 were: New York 27.1; Kansas 26.6; Cali-

fornia 26.1; Nevada 23.8; New Hampshire 23.5; North Caro-

lina 23.4; Alabama 23.1; Virginia 21.4; Indiana 20.8; Wisconsin

20.7; and Wyoming 20.4.® A figure above 25 per cent means

that local governments pay about as much as the state govern-

ment if not more. A figure between 20 and 25 per cent repre-

sents a heavy contribution by local governments.

It is commonly assumed that a heavy demand on local funds

for relief payments creates a local climate of public opinion ad-

verse to liberal determinations. Although on the basis of prior

reasoning, we are quite ready to accept the soundness of this

assumption, we cannot demonstrate it statistically by inter-

state comparisons based on the significant statistics regarding

old-age assistance programs. Local financing is only one ofmany
variable factors that affect the comparisons. It is, however, sig-

nificant to present and compare the figures for the several states.

STATISTICS OF OLD-AGE ASSISTANCE BY STATES

The most significant statistics for interstate comparisons are

presented by individual states in the table on pages 38-39.

The first section of the table deals with the population 65

years of age or over according to the Census of 1940. It gives

first the number of such persons, in thousands; next their

number per 1,000 of total population; and third, their number
per 1,000 population 21 to 64 years of age. In the main, de-

pendent aged persons must be supported and perhaps cared for

by persons of the working ages 21 to 64 years; therefore the

ratio of the aged to the persons 21 to 64 seems to us of at least

as great significance as their ratio to total population.

^ Social Security Year Book ig42y 'p, 104,
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The second section of the table deals with the number of re-

cipients of old-age assistance. It gives first the number in

thousands as of December 1942, second the number per ijooo

aged people in the total population, and third the number per

1,000 persons aged 21 to 64 at the Census of 1940. It may be

noted that the numbers per 1,000 aged are taken from a Social

Security Board report and are based on its estimate as to the

number of aged in 1942. Figures as to the number per 1,000

population 21 to 64 are based on the 1940 population data.

The third section deals with expenditures for old-age assist-

ance in 1942. First it gives the total in thousands, second the

expenditures per case, third the percentage of the total obtained

from local funds, and fourth the percentage which old-age as-

sistance payments form of all state payments for public

assistance of any form.

The final section indicates by a simple “yes” or “no” whether

the state plan provides first for relative responsibility and

second a lien on property or a right to recover from the indi-

vidual or estate for assistance properly granted. For relative

responsibility “yes” is used for any relative responsibility spe-

cifically stated in the plan. Attention should be called to the

fact that among states having stated relative responsibility,

indicated by “yes,” there are variations as to what relatives

are liable and their degree of liability. Under liens and recov-

eries “no” has been used if recovery is only authorized in case

of fraud, incorrect answers, failing to report income, and so on,

and is not authorized for a grant properly obtained.

The number of aged. So far as population alone is concerned,

the number of persons 65 years of age and over per 1,000 per-

sons 21 to 64 years of age seems to us to be the most significant

index included in this table. For the United States as a whole

this number was 120. States which exceeded the national aver-

age by 20 or more were:

New Hampshire 178 Missouri.. .i 150

Maine 177 Indiana .... 148

Vermont 175 Massachusetts 145

........ 162 Nebraska. 145

Kansas 156 Oregon... 142



Population 65 Years of Age os. Oyer, Recipients of Old-Age

Population 65 Years of Age
or Over, 1940*

Per 1,000

Division and State Number
{In

thousands)
Total

Population

Population
21 to 64
Years
of Age

Number in
Thousands
December

1942^

Population
over 65

Years of Age
1942°

Population
21 to 64

; Years of Age
1940

United States 0,018 69 120 2,226 238 30

NORTHEAST 2,880 119 418 17

New England 715 145 137 28
Maine 80 95 177 16 IPS 35

New Hampshire— 49 99 178 7 143 25
Vermont 34 96 175 5 152 26
Massachusetts 369 85 145 85 223 33
Rhode Island 54 75 129 7 130 17

Connecticut 129 76 125 17 126 16

Middle Atlantic 1,875 113 238 14
New York 922 68 109 115 119 14

279 67 109 29 98 11

Pennsylvania 677 69 119 94 133 17

Other. 287 m 43 16
Delaware 21 77 134

1

2 101 13

Maryland 124 68 117
:

15 118. 14
West Virginia 101 S3 105 23 210' 24
District of Columbia 41 63 92 3 77 7

SOUTHEAST 1 1,521 105 397 27
Virginia i ISS 58 109 19 119 13
North Carolina 157 45 89 39 235, 22
South Carolina 81 42 89 21 252} 23
Georgia

I

, 159 51 99 71 425^ 44
Florida i 131 69 120 43 322 40
Kentucky t 189 66

I
131 S3 271 37

Tennessee 172 59 ! 112 40 227i 26
Alabama 136 48 ! 96 22 i 153* IS
Mississippi US S3 106 26 222i 24
Louisiana 119 50 95 38 313* 30
Arkansas 107 55 108 25 227* 25

MIDDLE STATES 2,736 i 132 732 35
Ohio 540 79 134 138 ^ 250 34
Indiana 288 84 148 69

!
233 35

Hlihois 568 72 118 ISl 254 31
Michigan 331 63 109 90 1 259 30
Wisconsin 242 77 1.36 S3 210 30
Minnesota 213 77 134 62 282 39
Iowa... 228 89 162 56 238 40
Missouri 326 86 150 113 339 52

NORTHWEST 510 135 154 41
North Dakota 39 62 117 9 232 27
South Dakota 44 68 128 14 313, 41 .'

Kansas 157 87 156 31 194* 31
Nebraska 106 79 145 28 259 38
Colorado 86 77 137 42 487 67
Utah 30 55 108 14 448 50
Montana 36 65 112 12 328, 38
Wyoming 12 SO 84 4 260* 28

SOUTHWEST 540 103 275 52': '

Oklahoma 14S 61 118 78 523 64''
,

Texas 348 54 99 182 SOL 52 ,

New Mexico 23 44 88 5 210* 19
Arizona 24 47 91 10 379 ..^38,''

PACIFIC NOETHWEST 269 136 94 '.'47.' '

Idaho 32 60 114 10 294 36
Oregon 93 85 142 21 213 32
Washington 144 83 137 63 424 60

PACCriC SOUTHWEST 562 128 156 "'..'35.'

California 555 80 128 154 267 36
Nevada 7 62 103 2 286 29

Recipients of Old-Age
Assistance

Per 1,000

* Compiled from Cen.sus of ig4oJ'Papulation, Vol. H, Pt. i, pp. 56-78,
^Social Security Yearbook 1043, p. lyg.
The same, p. 72. ® Tne same, p. 76.

’
" The same, p*. 74.

“

* The same, p 104.
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^ The same, p. 106.



Benefits^ and Expenditures for Old-Age Assistance by States

Expenditures for Old-Age
.Assistance

'

Relatives'
Responsi-
bility in
Law,
1940^

Liens Taken
on Property

or
Right to

Recover
1940^

Division and StateTotal
in

Thousands
1942d

Per
Case
1942®

Per Cent
Paid
from
Local,
Funds*

Per Cent
of all

Expenditures
for Public
Assistance®

$595,952 $23.43 9.4 63.0
1

United States.

NORTHEAST

4S,871 New England. . .

4,046 21.70 __ 63.0 Yes Yes Maine.
1,993 24.07 23.5 59.1 Yes Yes New Hampshire. ..

.

1,104 17.97 64.2 Yes Yes ! Vermont..
33,439 34.23 19.0 79.6 Yes Yes

i

Massachusetts,....
2,102 24.93 — 47.3 Yes Yes ! Rhode Island
6,1S5 29.88 —

;

66.9 Yes Yes Connecticut,.

74,912 Middle Atlantic. .....

39,095 28.95 26.7
i

33.5 Yes Yes New York, —
8,152 23.43 17.8 51.8 Yes Yes New Jersey...

27,665 25.87 — 40.8 Yes Yes Pennsylvania

10,103 Other
355 13.07 52.1 Yes No Delaware

3,768 20.12 16.8 49.6 Yes Yes Maryland
4,858 17.17 —

.

43.8 Yes Yes West Virginia

1,122 27.62 i 51.1 Yes Yes District of Columbia

50,441 SOUTHEAST
2,452 10.62 21.4 55.8 No Yes Virginia

4,852 10.40 23.4 63.3 No No North Carolina

2,654 10.15 0.2 70.4 Yes No South Carolina-. , .

.

7,036 9.29 5.6 ! 78.6 No No Georgia
7,228 14.40 —

! 73.2 Yes No Florida

6,670 10.20 — 90.8 No No Kentucky
5,498 12,36

1

11,8 60.4 No No Tennessee
2,437 9.84 1 23.1 63.6 Yes No Alabama
2,923 9.05 0.2 78.3 No No Mississippi

5,890 14.40 47.9 Yes Yes Louisiana

2,801 14.71 — 64.3 No No Arkansas

194,030 MIDDLE STATES
41,263 26.97 — 74.0 Yes Yes Ohio
16,630 20.90 20.8 67.4 No Yes Indiana
47,756 27.57 — 58.1 Yes Yes Illinois

21,664 22.01 k 54.2 Yes No Michigan
15,308 24.16 20.7 60.0 Yes Yes Wisconsin
16,935 22.88 18.0 67.0 No Yes Minnesota
14,575 22.06 0.3 79.5 Yes

1

Yes Iowa
19,899 19.67 ! 0.3 71.6 No No Missouri

48,262 NORTHWEST
2,112 19.13 11.1 61.1 Yes Yes 1

North Dakota
3,403 19.56 0.3 75.1 Yes Yes South Dakota
8,588 24,27 26.6 63.4 No No Kansas
6,934 20.85 — 70.4 Yes Yes Nebraska
18,080 41.06 0.7 80.4 Yes

1

No Colorado
4,710 27.08 14.9 62.2 No' ' No ^

.
Utah

3,363 23.56 17.5 70.0 No Yes Montana
1,072 26.78 20.4 67.7 Yes Yes Wyoming

64,997 SOUTHWEST
18,765 21.92 75.4 No No Oklahoma
41,221 20.05 89.2 No No Texas
1,031 19.08 — 49.6 Yes Yes New Mexico
3,980 37.22 — 69.7 No No Arizona

34,726 PACIFIC NORTHWEST
2,872 26.80 — 65.7 No Yes Idaho
6,048 24.71 18.7 72.3 Yes Yes Oregon

25,806 33.74 — 84.7 Yes Yes Washington

69,607 PACIFIC SOUTHWEST
68,796 36,91 26.1 77.7 Yes No California

811 31.49 23.8 87.7 No Yes Nevada.

^ Social SecarityBoardj
i j

I Rate may be underestimated because or practice.mtn respect to paying benefit to husband and wife.

^ Not applicable to District of Columbia. “ Less than .05 per cent.

39
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States which were below the national average by 20 or more

were;^®

Texas 99 Arizona ........ 91

Georgia 99 South Carolina m
Alabama 96 North Carolina 89

Louisiana 95 New Mexico .... 88

District of Columbia 92 Wyoming 84

All the states with low ratios of aged to population 21 to 64

were in the southeast or southwest, excepting Wyoming and the

District of Columbia. Of all the southern and southwestern

states, Kentucky, with 131, is the only one above the national

average of 120, but Florida with 120 and Oklahoma with 118

were close to it. In general, so far as age distribution of the popu-

lation alone is concerned, the southern and southwestern states

occupy a favorable position.

Number of aged recipients of assistance. No consistency among

the states is disclosed by the figures with respect to the number

of persons 65 years of age and over in the population and the

number in receipt of public assistance. For the country as a

whole, the number of recipients of old-age assistance per 1,000

persons 65 years of age and over was 238. Although Maine,

New Hampshire, and Vermont had higher ratios of aged to total

population than any other state, none of them equaled the

national average in ratio of recipients to aged population. In

fact no northeastern state equaled the national average. States

which exceeded the national average by 20 or more are shown
in the table on page 41.

Levels of assistance. For the United States as a whole, in 1942

the average old-age assistance payment per case was $23.43 per

month. No southeastern state in that year paid as much as

$15. The range in the southeast was from $9.05 in Missis-

sippi to $14.71 in Arkansas. Delaware, with $13.07, was the

only state outside this group that paid less than $15. States

which paid $15 to $20 were West Virginia $17.17, Vermont

$17.97, New Mexico $19.08, North Dakota $19.13, South
Dakota $19.56, and Missouri $19.67. Of these states which paid

less than $20 per month, Vermont with 175 elderly persons per

See table pp. 38-39 .
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Ipoo population 21 to 64, Missouri with 150, and Kentucky
with 13 1 were the only ones in which the relatively heavy nu-

merical load might be a factor in the comparatively low average

allowances.

States which Exceeded by 20 or More the National Average

Number of Recipients of Old-Age Assistance

per IjOOO Elderly Population^

State

Number of Recipients
of Old-Age Assistance

i

per 1,000 Estimated
Population 65 Years
of Age or Over, 1942

Persons 65 Years
of Age or Over per

1,000 Population
21 to 64 Years
of Age, 1940

United States 238
1

120
Michigan 259 109
Nebraska 259 145 .

Wyoming
1

260 84
California.

i
267 128

Kentucky. 271 131

Minnesota. 282 134
Nevada 286 103
Idaho ' 294 114
South Dakota ! 313 128
Louisiana 313 95

Florida 322 120

Montana 328 112

Missouri 339 150
Arizona. 379 91

Washington .... 424 137

Georgia 425 99
Utah 448 108

Colorado ................. 487 137

Texas.... 501 99
Oklahoma ............ 523 118

® From table pp. 38-39.

States which in 1942 gave average grants of $30 or more are

shown in the table on page 42.

Urban versus rural. As one examines these figures, the ques-

tion arises as to the extent to which differences among the states

with respect to size of benefits, load, and so on are related to the

degree of urbanization. In 1940 for the country as a whole, 56.5

per cent of the population lived in urban communities. Ten

states had 65 per cent or more of their population in urban

communities and 14 had less than 35 per cent.^^ In the table on

“ Census of 1940, Population, Vol. i, p. 19.



42 OLD-AGE ASSISTANCE

States with Average Grants of $30 or More, 1942®

State

Assistance

per Case
1942

Population
65 Years of Age

or Over per

1,000 Population
21 to 64 Years

1940

Per Cent of
Payment from
Local Funds

Nevada $31.49
33.74

103 23.8
Washins(ton 137

Massachusetts 34.23 145 19.0
California 36.91 154 26.1.

Arizona 37.22 91

Colorado 41.06 137 0.7

® From table pp. 38-39 *

page 43 we list these states with their percentage urban, their

population 65 or over per 1,000 aged ai to 64, their old-age as-

sistance cases per 1,000 aged 21 to 64, and their average old-age

assistance payment.

The first point is that among both the highly urban and

the highly rural states there are a few that depart widely

from the typical with respect to the size of benefits. Among
the urban states with high benefits were California ($36.91)

and Massachusetts ($34.23). With these two states eliminated

from consideration, the range in the urban states was from
$22.01 in Michigan to $29.88 in Connecticut. The two highest

paying among the rural states were Arizona ($37.22) and Idaho

($26.80). The remaining rural states fall into two groups, a

northern group with payments ranging from $17.17 to $19.56,

and a southern group where a range from $9.05 to $10.40 in-

cludes all the states except Arkansas ($14.71) and New Mexico

($19.08).

From this review of the statistics as to numbers and levels of

assistance it seems reasonably safe to present some conclusions:

I. There were at least six states, Massachusetts, Nevada,
Arizona, California, Washington, and Colorado that on a com-
parative basis were high-paying states. Apparently the level

of the benefits results in the main from decisions with respect

to policy.
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Benefits in States with Specified Per Cent Urban, 1940

I. STATES 65 PER CENT OR MORE URBAN

State
Per Cent
Urban*^

I

Old-Age
Recipients
per 1,000
21 to 64

Population
65 or Over
per 1,000
21 to 64

Average
Benefit

Massachusetts 89.4 33 145 $34.23
Rhode Island 91.6 17 1 129 24.93
Connecticut 67.8 16 125 29.88
New York 82.8 14 109 28.95
New Jersey 81.6 11 109 23.43

Pennsylvania., 66.5 17 119 25.87
Ohio. 66.8 34 134 26.97
Illinois 73.6 31 118 27.57
Michigan 65.7 30 109 22.01
California 71.0 36 128 36.91

H. STATES LESS THAN 35 PER CENT URBAN

State
Per Cent
Urban®

!

I

Old-Age
Recipients

per 1,000
21 to 64

Population
65 or Over
per 1,000
21 to 64

Average
Benefit

Vermont 34.3 26 175 $17.97
North Dakota 20.6 27 117 19.13
South Dakota 24.6 41 128 19.56
West Virginia. 28.1 24 105 17.17
North Carolina 27.3 22 89

;

10.40

South Carolina 24.5 23 89 10.15
Georgia 34.4 44 99 9.29
Kentucky 29.8 37 131 10.20
Alabama 30.2 15 96 9.84
Mississippi ..... 19.8 24 106 9.05

Arkansas 22.2 25 108 14.71

Idaho 33.7 36 114 26.80
New Mexico 33.2 19 88 19.08

Arizona 34.8 38 91 37.22

® Census of 1940, Population^ VoL i, p. 19.

a. There were i a states with benefits ranging between $9.05

and ^14.715 all of which, excepting Delaware, are in the south-

eastern section. With the exception of Delaware and Florida,

they all had more rural than urban population in 1940; and

Delaware had only 52.3 per cent urban and Florida 55.1 per

cent. The per cent negro in the population of these states in
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1940^* ranged from 7.5 in Kentucky and 13.5 in Delaware to

42.9 in South Carolina and 49.2 in Mississippi. This group of

states represents in the main, therefore, the rural south with a

high percentage of negroes and a comparatively low cost and

level of living.

3. The remaining states can apparently be roughly divided

into two groups, the urbanized industrialized states in the north,

with payments grouped about the national average of ^23.43,

and more rural states not in the southeast, with payments per

case ranging somewhat lower, say from ^17 to $'Xo. The differ-

ences between these two groups of states and between states in

the same group are not so wide as to suggest radical differences

in basic policy and attitudes. Conceivably differences in rents

and municipal services as between urban and rural communities

where budget deficit methods are used might explain some of the

variations between the groups.

4. On the basis of ratio of old people in receipt of assistance

to old people in the population or to population 21 to 64 years

of age, one would be inclined to question whether Missouri,

Oklahoma, Texas, Utah, Montana, and possibly Georgia and

Florida should not be grouped with Massachusetts, Nevada,

Arizona, California, Washington, and Colorado as states with

a possible leaning toward an old-age pension philosophy. The
assistance paid per case in these additional states is not high

on a comparative basis, but a high proportion of all the old

people draw benefits and none of these states has relative re-

sponsibility, takes liens on property, or permits recovery of

assistance properly given from the estate of a deceased recipient.

Financing. For the nation as a whole in 1942 payments for

old-age assistance constituted 63.0 per cent of all payments for

public assistance. States which spent less than half their public

assistance funds for old age are shown in the table on page 45.

A high percentage of all assistance payments going for old

age apparently may result in part from a high level of old-age

benefits as in California, Massachusetts, Colorado, Washington,
and Nevada or from a concentration on old-age benefits to the

exclusion of other forms of public assistance as in Georgia, Mis-

Census of 1940, Population^ Vol. 2, p. 54.
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sissippi, and Kentucky. In these three southern states, with

average old-age assistance payments of I9.05, ^9.29, and $10.20
per case, the percentages of total payments going for old age

are 78 -d, 78.6, and 90.8. Kentucky, it will be recalled, is the

only southeastern state with a ratio of aged to persons 2 1 to 64

above the figure for the nation.

Proportion of Public Assistance Funds Spent for Old-Age Benefits*

I. STATES SPENDING LESS THAN 50 PER CENT

State

! Per Cent for

1

Old-Age
Assistance

Allowance
i

per Case

Number 65
Years or Over

per 1,000

New Mexico 49.6 §19.08 88
Maryland

I
49.6 20.12 117

Louisiana
! 47.9 14.40 95

Rhode Island
! 47.3 ^ 24.93 129

West Virginia
1

43.8 17.17 105
Pennsylvania

i 40.8 25.87 119
New York. 33.5 28.95 109

II. STATES SPENDING 75 PER CENT OR MORE

South Dakota
! 75.1 $19.56 128

Oklahoma
.

|

75.4 21.92 118
California 1 77.7 : 36.91 128
Mississippi i 78.3

!

9.05 1 106
Georgia, i1 78.6 9.29 99
Iowa. 79.5 22.06 162

Massachusetts 1 79.6 34.23 145
Colorado ..... .......

. i

1

80,4 41.06 137
Washington 1 84,7

'

33.74 137

Nevada . i 87.7 31.49 103

Texas. 1 89.2 20.05 99
Kentucky

1
90.8 10.20 131

* From table pp, 38-39,

METHODS OF FINANCING

The predominant practice among the states was to finance

old-age assistance from the general fund. In 1940 all but 18 of

the jurisdictions used appropriations from the general fund ex-

clusively, and several of the others depended in part upon them.

Several states put some or all of the revenue from liquor, li-

censes, and amusement taxes into a special welfare fund. Among
the states with special provisions worthy of note were:^®

Social Security Board, Characteristics of State FlansfarOld-Jge Assistance^ Bureau

of Public Assistance, Publication No. 1 6, revised July i, 1940.
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Arizona—A direct tax levy by the tax commission based on

estimate by state board of social security and welfare.

Arkansas—Retail sales in addition to liquor, amusements, etc.

Colorado-—Taxes and license fees on retail sales, storage, use,

or consumption in addition to liquor.

Connecticut—A poll tax, past payment of which is necessary

for eligibility, and general fund.

Hawaii—^Tax on compensation and dividends.

Iowa—From revenues of income, corporation, and sales taxes.

Kansas-—Retail sales tax fund.

Louisiana

—

Gasoline tax, sales, and use taxes.

Nebraska—Appropriation from motor-fuel taxes, alcoholic-

liquor taxes, head taxes, excise taxes, and estate taxes.

Nevada—Eleven cents ad valorem on all taxable property.

New Mexico—Liquor, corporation franchise, severance taxes,

and excise tax on storage, use, and consumption of tangible

property.

Oklahoma—Consumers’ and users’ tax.

Utah-—Sales tax.

In those states which require local participation in financing,

the more common practice is to appropriate from the general

fund. A few states use a special levy earmarked for a welfare

fund. Montana used a per capita tax in addition to a real

property levy.

ADMINISTRATION

Prior to 1929 in many states the state government itself

had little or nothing to do with the administration of public

assistance. Such public assistance as was given was adminis-

tered by local governments. The depression led to the rapid

development in many states of State Emergency Relief Admin-
istrations which dealt with the national government, first

through the Reconstruction Finance Corporation and later the

Federal Emergency Relief Administration. The Social Security

Act of I935
j
with respect to old-age assistance and the two other

assistance categories, made it mandatory upon the states to

have a state agency responsible either for administering the
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category or for supervising local agencies administering it. It

will be recalled, moreover, that the act also required that the

plans be in effect in all political subdivisions of the state, and if

administered by them, must be mandatory upon them. Thus the

permanent Social Security Act through its grant-in-aid provi-

sions practically made it mandatory that the states which had
temporarily entered the relief field during the depression should

remain in it.

This action by the national government has great significance

with respect to preparedness for any future depression or other

emergency which may necessitate granting relief to large num-
bers. In each state there will be a going organization with at

least its headquarters at the state level and with administrative

arrangements for covering every political subdivision of the

state. There will not be again the confusion, delays, and diffi-

culties that are more or less inevitable in bringing a far-reaching

organization into existence almost overnight. State laws and in

some instances state constitutions have been amended to make
the state practice conform to the requirements of national

policy.

The national law left to the states a very considerable leeway

for the exercise of legislative discretion with respect to the form

of organization which they should adopt. No attempt will here

be made to describe the organization in each state. We shall

confine our efforts to attempting to indicate some of the admin-

istrative issues that arose and the tendencies in solving them.

The Social Security Act provided grants-in-aid, it will be re-

called, for three categories of public assistance, the aged, the

dependent children, and the needy blind. It made no provision

for the ancient residual category, general public assistance.

Under the national law the states could, if they would, have a

separate state agency for each federally aided category and

leave general public assistance entirely to the local governments.

Some states set up different organizations for dealing with each

federal aid category. In states in which an existing state agency

was already working with the blind, there was a tendency to

give administration of aid to the blind to it. With this exception.
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however, the general trend was toward the establishment of a

single state department of public welfare with fairly compre-

hensive j urisdiction.

The national law left each state free to determine whether its

welfare department should itself administer directly or whether

local agencies should administer under its supervision. American

practice with respect to local government of course did not

necessitate choice between an extreme form of either alterna-

tive. A wide range lay between the two, as is illustrated by the

facts for ten states selected and arranged to show gradations,

presented in the table on pages 49-51 • The headings and descrip-

tions are taken from the Social Security Board’s report on Char-

acteristics of State Plansfor Old-Age Assistance. The percentage

of old-age funds supplied by local governments has been added.

An important issue in assistance administration is the form

of organization of the state agency, including its relationship

to the governor. Some students of public administration believe

in what is often termed the strong executive form of organiza-

tion. Under this form of organization, power and responsibility

are centered in thegovernor, who appoints and removes the one-

man head of the administrative agency. In its extreme form the

appointee of the governor is not subject to confirmation by the

state senate or other legislative body, and if there is any board

or council, it is purely advisory and has no legal powers.

In the field of public welfare, few states have adopted this

type of organization. As of 1940 only five states had a one-man
administration without a board or council and in one of these,

Tennessee, a council could with the consent of the governor be

appointed by the commissioner. In three of these, Ohio, Ken-
tucky, and Tennessee, appointment was made by the governor

alone and in two, Illinois and Minnesota, confirmation by the

senate was required. The other states made provision for a board

or council.

The extent to which power and responsibility are vested in the

legally established council or board and are removed from the

governor varies widely. At the one extreme are states in which
the legally established board was purely advisory to a director
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52 OLD-AGE ASSISTANCE

appointed and removed by the governor. At the other were

North Carolina, where the seven members of the state board

were elected by the general assembly upon recommendation of

the governor, and the commissioner of public welfare was em-

ployed by the state board by and with the approval of the

governor, and Delaware, where the four members of the Old

Age Welfare Commission were appointed by the chief justice,

and they in turn appoint the executive director.

In a few states a small board of paid members actually carries

on the detailed administration. For example, as of 1940 Iowa

had an administrative board of three members appointed by the

governor with approval of two thirds of the Senate for six-

year overlapping terms, with the added provision that one mem-
ber must be a woman.

The more common practice is to have an executive officer re-

sponsible for the details of administration with a larger board

which meets from time to time. The powers vested in these

,
boards vary widely. As previously noted, some of them are

solely advisory to an executive officer appointed by the gov-

ernor. Some are purely advisory to an executive officer ap-

pointed and removed by the board, but this appointing power
makes the board responsible for the success of administration.

Some, in states where the governor appoints the executive of-

ficer, are legally vested with the policy-determining functions

so that they are responsible for the quasi-legislative actions but

not for the details of administration. Then there are some in

which all tlie legal powers are vested in the board itself, so that

it is responsible for both policy and administration; the execu-

tive officer appointed by it has no authority beyond that dele-

gated to him by the board.



CHAPTER III

AID TO DEPENDENT CHILDREN

Title IV of the Social Security Act adopted in 1935 provided

federal grants to such states as would adopt programs of aid to

dependent children that complied with the requirements of the

national act. The present chapter will deal primarily with that

program. At the outset we shall present in broad outline the

evolution in care for dependent children that preceded the

passage of the national act. We shall then take up the more

essential features of the national act, following that with a gen-

eralized description of what the several states have done legis-

latively with respect to such features as eligibility and amount
of grant. We shall then present, for the several states, figures

as to the number of children, the number in receipt of assistance,

and the amount of grant.

THE EVOLUTION OF ABO FOR DEPENDENT CHILDREN

American public opinion has long recognized that dependent

children present a distinctive problem. By nature children are

dependent. They cannot be expected to be self-supporting or to

direct their own affairs. If they are in difficulties, it is generally

not their own fault. Childhood and youth are the period of

preparation for what may be a long life. The democratic state

has an interest in making it a good and useful life. Fairly early

in American history came provisions for educating children, for

preventing certain forms of cruelty and exploitation, and for

caring for orphans.

Private philanthropy and some governments early provided

orphan asylums where young children could be sent rather than

to almshouses. Frequently, when one parent died, the children

were placed in a public or private asylum. Maintaining such

an institution was in many instances a function of the church

or of a benevolent fraternity, and many a philanthropist

in his will left money to these institutions, sometimes even

• ' S3



54 AID TO DEPENDENT CHILDREN

going so far as to establish and endow one. This action rep-

resented a great advance over putting the children in a pub-

lic poor house, giving them to persons who abused or exploited

them, or letting them shift for themselves without sufficient

care or guidance.,

Gradually persons who dealt with dependent children be-

came convinced that institutional care was markedly inferior

to home care for the normal child. The children in many insti-

tutions were regimented, treated more or less en masse, and

grew up without family ties. Ties with the institution were com-

monly broken when the child left, and many of them left as

soon as they reached the legal working age. Some of them con-

tinued to be problems of social agencies. Helping them to

readjust was difficult because of their institutional background

and lack of normal connections in the community. The principle

became generally accepted that for the normal child a good

home was superior to even the best of institutions.

Child placing institutions developed in the communities that

accepted this new point of view. They encountered difficulties in

finding good foster homes and exercising the necessary super-

vision over them to see that the children received proper care.

It became apparent that many children were being placed in

institutions or in foster homes because their widowed mothers

were too poor to make a home for them. If the mother went out

to earn a living, the children were frequently neglected. Rela-

tives who might have made a home for the family often lacked

the means to do so. Then the pertinent question was asked, “If

the government pays foster parents unrelated to the children

to care for them, why should it not pay a child’s own mother or

other suitable relatives to care for them?” The argument ran:

“The mother who gives a child proper care and supervision is

rendering a social and economic service to the state. Ordinarily

she is maintained by the earnings of a husband. If something

deprives her of this support, why should not the government
supply the support and enable her to give the child the advan-

tages of a normal home and normal community associations?”

Early laws adopting this philosophy and providing for pay-
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ments to mothers for tlie care of dependent children were called

“Mothers’ Pension Laws” or sometimes “Widows’ Pension

Laws.” The widowed mother represented the typical case, but
children were also rendered dependent by the disability or the

desertion of the father and sometimes by the disability, death,

or desertion of the mother. Eligibility rules were therefore

broadened, and payments could be made to children who were

cared for by relatives other than the mother.

State legislation providing for this type of care for dependent

children often displayed three common characteristics.

1. Administrative responsibility was frequently vested in a

special agency or in an appropriate court, and thus these chil-

dren were removed from the jurisdiction of the local agencies

administering the poor laws.

2. The rules regarding the size of the grants which might be

made were more liberal than the prevailing practice with respect

to the administration of general public assistance.

3. Frequently the state laws were of the optional or permis-

sive type a.nd were accepted by the larger cities with industrial

and commercial economies to a far greater extent than they

were by rural districts. States predominantly rural and agricul-

tural frequently did not adopt any laws of this type at all.

In many communities that had a law of this type, the idea

prevailed that the new system was to be used only when the

mother or other relative who was to care for the child was a

superior person, who measured up to community standards

of conduct. Grants were frequently denied if the mother or

other relative was in the opinion of the granting officer not

entirely worthy. Children of mothers not deemed worthy

were left to be cared for by the old methods. Many social

workers thoroughly disapproved of this distinction. They

believed that the grants should be more generally used, and that

the families should be carefully supervised in an effort to correct

the difficulties, some of which may have resulted from lack of

means.

When the Social Security Act was passed in I935) it provided

federal grants to the states for dependent children but required
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the states to adopt the philosophy of this more advanced meth-

od of caring for dependent children.

AID UNDER THE SOCIAL SECURITY ACT

The definition of a dependent child under the act, as amended

in 1939, reads:

The term “dependent child” means a needy child under the age of

sixteen, or under the age of eighteen iffound by the State agency to be

regularly attending school, who has been deprived of parental support

or care by reason of the death, continued absence from the home, or

physical or mental incapacity of a parent, and who is living with his

father, mother, grandfather, grandmother, brother, sister, stepfather,

stepmother, stepbrother, stepsister, uncle, or aunt, in a place of resi-

dence maintained by one or more of such relatives as his or their own
home . . .

Four points regarding the eligibility requirements of the na-

tional act require special emphasis.

T. A dependent child who has no relative within the degrees

specified by the act is not eligible for a federal grant. Such a

child must be provided for by the state, the local government,

or the two combined without federal contribution.

2. If the state or local administrative authorities decide that

no relative within the degrees specified by the national govern-

ment is a suitable custodia.n of or homemaker for the child, the

national government will not share in the cost of relieving the

child’s need.

3. If existing relatives within the specified degrees decline to

assume responsibility for the child, and it is necessary to place

him in a foster home, the national government does not pay

half the cost of assistance under the Social Security Act.

4. If the physical, mental, or moral limitations of the child

make it desirable to place him in an appropriate institution for

care and treatment, the national government does not pay
under the aid to dependent children title.

The national government thus places great pressure on the

state authorities to use that method of provision deemed best

^ 53 Stat. 1380, sec. 403. Tlie insertions made in the 1939 amendments are printed

inTtalics,"
,
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for the normal child who has relatives within the specified de-

gree. The penalty for not using it is no federal participation in

the assistance payment.
Four facts must, however, be remembered in this connection:

1. No great political pressure group has ever developed to

further adequate provision at public expense for dependent
children, in any sense comparable with the pressure group

which favors adequate provision for the aged.

2. Despite the inducement of national contributions, many
communities still adhere to the view that only morally accept-

able relatives should be given the custody of dependent children

and indirectly get the benefit of grants to the children.

3. Many states make little provision for needy dependent

children who are not eligible under the national act or whose

relatives are not deemed suitable guardians by state or local

officials.

4. In some states, state and local funds are so largely absorbed

in matching federal money for the aged and eligible dependent

children that little is left for children who can only be provided

for through general public assistance.

The administrative requirements set up by the Social Security

Act with respect to dependent children are substantially the

same as those already described in connection with old-age

assistance.

The residence requirements for aid to dependent children

give the states less latitude than do the residence requirements

for old-age assistance. No child residing in the state can be

denied aid “(i) who has resided in the State for one year im-

mediately preceding the application for such aid, or (2) who
was born within the State within one year immediately pre-

ceding the application, if its mother has resided in the State for

one year immediately preceding the birth.”^

The maximum grant in which the national government will

share is ^18 a month for the first child and f12 a month for each

additional eligible child. As in old-age assistance the national

government under the 1939 amendment shares to the extent of

* 49 Stat. 627-28, sec. 402(b).
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one half of the grant. It also contributes one half of the ex-

penditures of the state made in administering the state plan

approved by the Social Security Board.

As in the case of old-age assistance, the national government

does not prescribe standards as to need or the amount of grant

nor has it adopted any measures to force the states to make suit-

able appropriations.

With respect to the maximum grant in which the national

government will share, emphasis must be placed on the fact

that the grant is made solely with respect to the child. There

is no grant with respect to the mother or other relative who

is to have the care and custody of the child. Thus for the

needy widow 65 years of age or over without any dependent

child under 18 the national government will contribute one

half of any grant allowed by the state up to $4.0 a month, where-

as for the family consisting of a needy widow with one eligible

dependent child, the nation will contribute one half of any

grant given by the state up to |i8 a month. For the use of the

elderly widow the national government will give as much as

$20 ;
for the use of the younger widow and child together, as

much as I9.00.

WHAT THE STATES HAVE DONE

The national government, as just stated, used the grant-in-

aid principle to induce states to adopt a particular and not all-

inclusive program for the care of dependent children. It was not

unnatural that under such circumstances some states should

establish as their maximum child allowances the maximum set

by Congress as the limit to what the state would pay. Thus in

the state plans for A.D.C. as published by the Social Security

Board for 1940, there were eleven states that adopted the na-

tional limits as their maximum limits, two that used a somewhat
lower maximum, and three that perhaps with an eye to tlte fu-

ture used in effect “maximum amount for which federal re-

imbursement will be made.” Two states used the same form of

limitation adopted by the national act but raised the maximum
to $20 for the first child and increased the maximum for addi-
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tional children, although not on precisely the same basis. In 20

states the plan provided no limitation, which meant of course

that if more than the national maximum were given to any
child, the state or the state and the local government had to

bear the full cost of the extra allowance.

As in the case of old-age assistance, the national government

did not prescribe standards for determining need but left that

matter to the several states subject to the approval of their

plans by the federal board.^ Most state plans define need in part

by repeating the national definition previously quoted begin-

ning with the words, “deprived of parental support or care.”

For further definition most of them use general words such as:

“Income of legally responsible relatives insufficient to provide

adequate care and support of child without public assistance.”

“Does not have any person and does not live in custody of per-

son who has sufficient income or other resources to provide a

reasonable subsistence compatible with decency and health.”

“Assistance plus income and support to be sufficient to provide

a reasonable subsistence compatible with health and decency.”

“Has no adequate means of support.”

In the A.D.C. plans there is a notable absence of attempts

specifically to define need in terms of money income as was done

by several states with respect to old-age assistance. The 1940

digest of plans however gave: for California, “No child for whose

specific support $1S per month is available is eligible for aid.

A family may not possess personal property in excess of $500

and no orphan child more than $250 cash”; for Florida,

“Liquid assets and income should not usually exceed $360”;

for Massachusetts, “Gash on hand not to exceed $300”; for

Minnesota, “Mother, father, or child must not own personal

property of reasonable market value in excess of $300, exclusive

of appropriate and necessary personal belongings”; for Missouri,

“May not possess I500 or more in cash or negotiable securi-

ties”; for Vermont, “Family with monthly budget deficit of

3 The 1939 amendments added a requirement that the state plan must ^‘provide that

the State agency shall, in determining need, take into consideration any other income

and resources of any child claiming aid to dependent children/' 53 Stat. 1379, sec*

401(b).
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less than f5 not eligible. . . . Personal property exceeding $300

will be considered as available for current expenses.”^

As in old-age assistance, a few states have provisions specifi-

cally permitting ownership of specified classes and amounts of

property. For example, California permits ownership of real

property of not over $3,000 and I500 in personal property for

the family or $250 in cash for an orphan child; insurance policies

with premiums not exceeding ^4.00 per month may be con-

tinued; and average earnings under $10 of working children

under 18 are not figured in regular income. Delaware permits

full or partial equity in a house, income producing property pro-

vided such income is not sufficient to meet budgetary needs, and

possession of cash not exceeding |i,ooo. Oklahoma permits the

parents or the children to own real property used as a home up

to ^2,500 in market value and/or in liquid assets, $230 if single,

or ^400 if married. Rhode Island permits an equity up to

^2,500 in a $3,000 home used as a residence provided the car-

rying charges do not exceed reasonable rental.® In some states

no family possessed of such resources would be considered in

need, but would be required to maintain itself through the use

of these resources until they were much more nearly exhausted.

Provisions are not uniform with respect to the maximum age

limit for eligibility. It will be recalled that the Social Security

Act as passed in 1935 fixed 16 years of age as the upper limit.

The 1939 act added the words, “or under the age of eighteen if

found by the State Agency to be regularly attending school.”®

Some states have adopted the precise requirements of the na-

tional act, others have retained age 16 as die limit, and a few

have 18 years without the school attendance requirement.

Use of a precise maximum age limit and failure to make pro-

vision for the responsible widow or other relative will result in

some cases in a sharp break when the youngest eligible child

attains the maximum age limit. We may illustrate this point by
a hypothetical case.

* Social Security Boati, CAaractaistics ^ Stale Plans for Aid to Dependent Children.

Bureau of Public Assistance, Publication No. i8, revised July i, 1940.
® The same.
® Social Security Board, Compilation of the Social Security Laws .... Jan. 3, 1941,

sec. 406(a).



STATISTICS OF PROGRAM 6i

A father died of tuberculosis at the age of 3 5 leaving a widow
aged 30 with three children, aged respectively 10, 8, and 3. For

the first eight years following the father’s death the family of

four would have through A.D.C. a maximum allowance of $^0.

per month, which incidentally exceeds by only $2.00 the maxi-

mum allowance for a needy widow 65 years of age or over under

old-age assistance.

Eight years after the death of the father, when his widow

would be 38 years old the allowance would be cut to ^30 a

month, as the oldest child has reached 18. Two years later when

the widow would be 40 the allowance would be further cut to

$18, since now she would have only one eligible child, aged 13.

Five years later when the widow has attained the age of 45,

the allowance would stop, for by then the youngest child would

be 18. If she should survive to age 65 and be a resident of a

state which pays high benefits to the aged, she might draw from

the public treasury almost as much as her family did when it

consisted of herself and three dependent children under 18

years of age.

Under the categorical system dictated to the states by the

Social Security Act, the state or the state and the local govern-

ment together are supposed to take care of any needs of the

widow and her family, not met through the A.D.C. payment,

without any assistance from the national government. There

are some states which would do it. Others, as we have noted,

devote so much to the federally aided categories that little is

available for others in need.

STATISTICS OF THE PROGRAM

As of December 31, 194a the number of children in receipt

of aid to dependent children was about 848,600 and the annual

cost of their benefits, exclusive of administrative costs, was

about 158.5 million dollars. The average payment per child was

a little less than $15 and the average payment per family a

little more than $36 . Thus the average family in receipt of

A.D.C. had two to three children on benefit and had at least

one adult member responsible for the children who was not

entitled to any direct benefit under this program, but presum-



POPITLATION UNDER 16 YeARS OF AgE, CHILDREN IN RECEIPT OF AlD

,

State

Children Under 18 Years of Age,
1940

Children in Receipt of A.D.C.,
December 1942

Number
in

Thousands®'

Number
per 1,000
Total

Population

Number
per 1,000
Population
21 to 64

Number

Thousands^

Number
per 1,000
Children
Under 18®'

Number
per 1,000

Population
21 to 64

1940

Unteed States 40,287 306 537 848.6 21 11.3 -

NORTHEAST 11,314 278 467 251.4 10.4
New England. 2,343 278 i 476 41.4 8.4
Maine 269 318 594 4.9 18 10,8

New Hampshire

—

141 287 511 2.1 15 1.6
Vermont 112 312 577 1.8 16 9.3
Massachusetts 1,170 271 459 23.9 20 9.4
Rhode Island 198 278 471 3.3 17 7.9

Connecticut 453 265 439 5.4 12 S.2

Middle Atlantic 7,502 272 450 m.8
i

0.8
New York 3,437 255 408 49.0 14 5.8
New Jersey 1,094 263 428 16.1

I IS 6.3
Pennsylvania 2,971 300 524 97.7 1 33 17.2

Other . 1,40 316 550 47.2 18.0
Delaware 74 277 471 1.0 13 6.4
Maryland 532 292 SOI 12.5 23 11.8
West Virginia 718 377 743 30.7 43 31.8
District of Coiumbiai 145 219 327 3.0 21

1

6.8

SOUTHEAST
Virginia

10,432 369 717 175.8 i 12.1
933 349 657 13.3 14 9.4

North Carolina 1,403 393 792 21.2 IS ' 12.0
South Carolina 773 407 849 11,2 14 12.3
Georgia 1,150 368 713 11.2 6.9
Florida 576 304 529 12.0 21J 11.0
Kentucky 1,041 366 719 l.S 1.0
Tennessee 1,034 355 673 34.5 33 22.5
Alabama 1,097 387 770 14.9 14 10.5
Mississippi 851 390 787 6.3 7 5.8
Louisiana 846 358 674 34.6 41 27.5
Arkansas 728 374 732 15.1 21 15.2

MIDCLE STATES 10,307 288 496 236.1 11.4
Ohio 1,951 282 482 28.1 14 6.9
Indiana 1,009 294 518 27.1 27 13.9
Illinois 2,104 266 437 57.6 27 12.0
Michigan 1,599 304 525 44.1 28 14.5
Wisconsin 954 304 537 22.7 24 12.8
Minnesota 842 302 532 18.8 22^ 11.9
Iowa 762 300 540 6.3 gh 4.5
Missouri 1,086 287 499 31.4 29 14.4

NORTHWEST 2,205 320 583 60. t 15.9
North Dakota 230 358 689 6.1 26 18.3
South Dakota 217 337 631 4.2 19 12.2
Kansas 541 300 538 13.8 26^ 13.7
Nebraska 407 309 S57 10.3 25^ 14.1
Colorado 349 311 556 12.3 35 19,6
Utah 208 378 748 6.5 31 23.4
Montana 172 308 538 5.3 31 16.6
Wyoming 81 323 566 1.6 20 11.2

SOUTHWEST 3,404 348 647 80.5 15,3
Oklahoma 828 354 676 41.7 50 34.1
Texas 2,177 339 620 26.6 12 7,6
New Mexico 216 406 828 6.9 32 26.4
Arizona 183 367 693 5.3 29 20.1.

PACIFIC NORTHWEST ..... 917 274 462 19.5 ^'9.8'

Idaho 181 345 644 6.3 35 22.4
Oregon
Washington

285 261 435 3.8 13 •.'•5,8
'

451 260 430 9.4 21 " 9.0

PACIFIC SOUTHWEST 1,711 244 389 25.2 ' 5.7
California 1,681 243 388 25.0 IS, 5.8
Nevada 30 273 441 .2 .gh

„ 2.9

^
Compiled from Census of 1940, Population, Vol. II, Pt. i, pp 56-78.

° Social Security Yearbook 1Q4S, p. 181.
® The same, p. 74.
a nni,#. — ^ ,



TO Dependent Children^ and Payments for Such Aid, by States

Payments for Aid to Dependent Children,
1942

Total
in

Thousands®

Average
Payment

per
Child

Average
Payment
per Family
Dec. 1942®

Per Cent
from
Local,
Funds*

Per Cent
of All
Spent®

State

$158,497 $14.88 $36.25 17,6 17,2 United States

19.47 NOSTHEAST
1U736 23.30 New England

898 15.61 43.76 29.1 13.9 Maine
47S 20.13 50.03 — 13.8 New Hampshire. . .

.

279 12.23 32.86 23.9 16.2 Vermont. .....
8,154 26.27 64.08 37.7 i 19.6 Massachusetts . ....

783 20.58 ! 55.57 11.2
1

17.6 Rhode Island. .....

1,147 23.71 i 61.03 28.0 12.8 Connecticut. ......

43J70 20.76 Middle Atlantic. .....

16.688 26.41 53.42 49.2 14.2 New York
3,137 13.96 32.11 32.1 19.7 New Jersey

23,845
1

19,05 48,21 — 35.5 Pennsylvania

7,256 * 21.64 Other
189 13.04 35.81 22.7 29.

S

Delaware
2,079 12.19 34.31 12.7 27.9 Maryland
4,501 11.25 30.54 40.3 West Virginia

487 12.82 39.11 23.6 District of Columbia

17,763 8.42 SOUTHEAST.
1,205 7.37 20.99 21.6 28.5 Virginia.

1,998 7.45 17.51 23.2 26.6 North Carolina
768 5.52 16,12 .2 20.8 South Carolina

1,262 9.57 23.08 5.3 13.5 Georgia
1,593 10.48 24.28 I 11.4 16.2 Florida.

191 10.73 i 95.9 2.5 Kentucky
3,206 7.76 19.61 15.7 35.2 Tennessee.
1,027 5.82 16.53 24.3 28.3 Alabama.
623 7.89 20.17 .1 16.4 Mississippi

4,742 11.01 28.26 39.5 Louisiana
1,148 8.47 22.23 — 26.0 Arkansas.

44,289 1S.50 JCDDDIE STATES....
5,308 15.39 40.27 30.2 10.2 Ohio
5,384 15.01 32.01 22.6 22.2 Indiana.
8,882 14.35 32.50 .4 11.3 Illinois.......

10,537 19.03 47.55 8.3 26.0 Michigan...
5,263 17.72 41.95 33.8 20.8 Wisconsin.
3,677 14.76 35.55 34.6 iS.l Minnesota...

720 8.93 19.61 100.0 3.7 Iowa,
4,518 13.30 30.73 ,3 16.3 Missouri.

11,377 14.03 northwest
936 12.06 33.65 25.9 27.4 North Dakota
634 12.40 29.01 .4 14.4 South Dakota.

2,728 IS.SS 37.85 41.8 20.4 Kansas..
1,906 13.83 31.63 5.8 20.8 Nebraska,.,. ......
2,133 12.68 31.68 25.1 10.0 Colorado.—
1,822 17.86 47.40 14.8 24.6 Utah.......
929 12.78 31.79 16.3 19.3 Montana
289 12.79 34.67 19.1 19.1 Wyoming,..,

9,468 10.08 southwest
4,962 9.69 22.60 ..t ' 20.2 Oklahoma...
2,754 9.52 21.33

1

1 7.1 ! Texas.............
842 12.63 36.59 40.2

I

NewMexico
910 12.67 34.91 16.5 Arizona

4.692 18,20 PACme NORTHWEST
1,125 13.41

:
34.86 -

—

25.

9

Idaho
1,083 21.62 50.09 23.8 1 13.3 i

Oregon
2,484 20.03 49.32 —

!
8.5 1 Washington

.8,239 i 23,36 PACme SOUTHWEST
8,207 23.43 57.48 31.0 ^ 10.0 California

'32 ! 13.98 25.19 100.0
1

3.3 • Nevada.

.

^ The same, p. 104.

5 The same, p. 106.

f Indudes or relates to programs administered under state law without federal partidpation.
* Not computed; data on cases and payments ^thaated.
Lm than''".OS' per. "Cent.
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ably shared in the children’s benefits. The children on benefit

numbered 21 per 1,000 under 18 years of age as estimated for

1942 by the Social Security Board. There were 11.3 children on

A.D.C. on December 31, 1942 for each 1,000 population ai to

64 at the census of 1940.

Variations among the several states were fairly wide. To
show these variations, a summary table is presented on pages

62-63. It shows first the number of children under 1 8 in the total

population, and the ratio of children to total population and to

population 21 to 64 years. It then gives the number of A.D.C.

and the number per 1,000 children in the population as esti-

mated for 1942 and per 1,000 population 21 to 64 at the census

of 1940. The final section deals with finances, showing the aggre-

gate expenditures, the expenditures per child and per family,

the percentage of the expenditures which came from local funds

and the percentage which expenditures for A.D.C. formed of

all expenditures for relief. Some of the more significant facts

evident from this table will be briefly considered.

The rural states, it will be noted, generally have a much
higher ratio of children under 18 to population 21 to 64 than do

the more urban states. This is particularly true in the southeast-

ern states, especially in those with a large percentage of negroes

in the total population. In many of the southeastern states the

number of children per 1,000 population ai to 64 years exceeded

700. Outside the southeastern states the only states with 700 or

more were New Mexico 828, Utah 748, and West Virginia,

which might be classified as southeastern, 743. Arizona fell just

short of 700 with 693.

Thecorresponding table for old-age assistance (pages 38-39), it

may be recalled, showed that the southeastern states in general

had a relatively light load of persons 65 years of age or over

per 1,000 persons 21 to 64. Thus the figures would suggest that

in the southeastern states provision for the education and de-

velopment of the children is relatively of far greater moment
than elaborate provision for the aged.

The highly urbanized and industrialized states tend to have a
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low ratio of children under i8 per i,ooo population 21 to 64

years of age. States with a ratio lower than 475 wered

California 388
New York. 408
New Jersey 428
Washington 430
Oregon 435
Illinois 437

The entirely urban District of Columbia was lower than any

of the states wnth 327. If the limit be raised to 501 children per

I,000 population 21 to 64, three states would be added, Ohio

with 482, Missouri with 499, and Maryland with 501.

The ratio of children in receipt of aid to dependent children

per 1,000 adults 21 to 64 for the United States as a whole was

I

I.

3. States which had 20 or more were:®

Oklahoma .... 34.1 Utah 23.4
West Virginia .... 31.8 Tennessee 22.5
Louisiana . ... 27.5 Idaho 22.4
New Mexico ....26,4 Arizona 20.1

States with 8 or less were:^

Connecticut ... 5.2 District of Columbia ....... ...... 6.8

New York ... 5.8 Georgia ...... 6.9
Mississippi ... 5.8 Ohio ...... 6.9
Oregon , ... 5.8 New Hampshire ...... 7.6
California ... 5.8 Texas ..... . 7.6
New Jersey ... 6.3 Massachusetts. ...... 7,9
Delaware ... 6.4 Rhode Island ...... 7.9

The industrialized urban states with a low ratio of children

to population 21 to 64 and a low ratio of A.D.C. beneficiaries

to that population were in gener^ the ones which gave high

benefits per child or per family, for which they have to make
substantial contributions from their own funds. The average

benefit in 1942 was just under $ 1 $ per child. States which paid

f19 or more per child are shown in the following table.

See. table pi>.'
6'2--63..'

.
.

, ;
® Tbe same.
® The same. Kentucky with i.o, Iowa with 4.5, and Nevada with arc omitted

because the programs there are not comparable.

Connecticut 439
Nevada 441
Massachusetts 459
Rhode Island. 471
Delaware... 471
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States with Average Grants of |i9 or More

State

Average
Benefit

per Child

Average
Benefit

per Family®

Per Cent of
A.D.C. Paid from
Federal Funds^

. New York. 26.41 53.42 29.9

Massachusetts 26.27 64.08 30.2

Connecticut 23.71 61.03 31.6
California 23.43 57.48 33.3

Oregon 21.62 50.09 35.8
Rhode Island 20.58

1

55.57 35.9
New Hampshire 20.13 50.03 1 36.0
Washington 20.03 49.32 38.5 ,

Pennsylvania 19.05 48.21 37.8
Michigan 19.03 47.55 36.5

® Social Security Year Book 1942^ p. 76 .

^ The same, p. 104 .

The table below gives corresponding figures for states which

had a complete program in co-operation with the national

government and gave benefits of less than $9.00 per child per

month.

States with Average Grants of $9.00 or Less

State

Average
Benefit

per Child

Average
Benefit

per Family

Per Cent of
A.D.C. Paid from
Federal Funds

South Carolina. 5.52 i 16.12 47.0
Alabama 5.82 16.53 SO.O
Virginia. 7.37 20.99 50.0
North Carolina. ......... 7.45 17.51 50.0
Tennessee 7.76 19.61 SO.O
Mississippi 7.89 20.17 50.0
Arkansas 8.47 22.23 SO.O

The extensive use of local funds to support A.D.C. is worthy

of note. For the United States as a whole, the percentage of the

total expenditures supplied by local funds in 194^1 was 17.6 as

contrasted with 9.4, the corresponding figure for old-age assist-

ance. According to the Social Security Board, for the children’s

program there were only 10 states which had no contributions

from local governments in 194a and only 7 where the local

contribution was less than 5 per cent. For old-age assistance, on
the other hand, there were 26 states with no local contributions

and 7 where the local contributions were less than 5 per cent.

Thus states with less than 5 per cent from local funds numbered
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1 6 for aid to dependent children and 2,7 for old-age assistance.

Among states which had 5 per cent or more from local funds for

both programs, the percentage was generally higher for the

children’s program.

It would be interesting to know why the percentage of costs

borne by local governments was generally higher for the chil-

dren’s program than for old-age assistance. Several different

factors may play a part. The old-age program is of course al-

most everywhere materially more expensive, and the states

may pay more because of the costs. For the 50 jurisdictions

combined, 63 per cent of all public assistance went for the aged

and 17.2 for aid to dependent children. In two states, West
Virginia and New Mexico, in 1942 over 40 per cent went for

aid to dependent children, almost as much as for the aged. For

some of the states with the so-called old-age pension philoso-

phy we find figures such as: Washington, 84.7 for old age, 8.5

for A.D.C.; Colorado, 80.4 for old age, 10 per cent for A.D.C.;

Massachusetts, 79.6 for the aged, 19.6 for A.D.C.; Oklahoma,

75.4 for old age, 20.2 for A.D.C.; Arizona, 69.7 for old age, 16.5

for A.D.C.io

It is probably true that political pressure is greater for old-

age assistance than for aid to dependent children. The mere
number of beneficiaries is indicative of the difference; as of

December 31, 1942 the numbers on benefit were 2,226,000 for

old-age assistance, 848,600 for the children. All the children

were below voting age; all the old people were of voting age.

Promoters could organize the aged, especially if the bait of

universal pensions were used, whereas it would be difficult to

organize the dependent children or the mothers of dependent

children.

These figures suggest the possibility that in developing pro^

grams by separate categories the matter of comparative impor-

tance has been at least partially neglected, but that subject will

be considered in Part III.

For the figures by states see Social Security Year Book 1^42 106.



CHAPTER IV

THE NEEDY BLIND

Physical and mental disabilities have always been a cause of

need. The disabled one frequently is unable to support himself

and those who may have been dependent on him. One of the

fairly early groups differentiated from the mass were those suf-

fering from severe mental impairments. Provision for them was

made by giving both support and treatment in hospitals for the

insane, usually state operated.* Much later support and care

were frequently provided for the feeble minded, usually in state

institutions, and for the tubercular in state or local institutions.

Two other classes of disabled secured special consideration,

perhaps mainly as the result of the development of the public

educational system. The congenitally deaf—often referred to

in earlier days as the deaf and dumb—and the blind from birth

or early childhood could not usually be provided for in the pub-

lic schools operated by local governmental units, and they were

not ordinarily sufficiently numerous to warrant the maintenance

of special schools by the local governments. State schools for

the deaf and state schools for the blind were established by a

number of states, furnishing support and special education.

These special schools generally had distinctly vocational as-

pects, because it was obvious that occupational opportunities

for these classes were limited. In several states, the state op-

erated workshops for the blind. The state agency responsible for

the school for the blind became responsible in some cases for

the maintenance of these workshops and for the re-education

and occupational rehabilitation of persons who lost their sight

after childhood. In many communities the work for the adult

blind was little developed, and many who became blind in later

life were dependent on generaL public assistance or private

^ The care and treatment were not necessarily given without payment by relatives

if they had sufficient means to pay at least part of the costs.
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benevolence. A blind man who begged at crowded centers was
not at all unusual.

Groups of able, intelligent persons became greatly concerned

for the welfare of the blind, for perhaps two main reasons. First,

the plight of the blind naturally enlisted great sympathy and

the desire to do something constructive to aid the victims.

Second, scientific knowledge had demonstrated that blindness

was to a very considerable extent preventable, and that in many
instances lost vision could be at least partially restored by re-

medial action. Hundreds of people w^ere in want because of

blindness who, had they the resources, the knowledge of what
could be done, and the necessary initiative, could be made self-

supporting and independent. These groups were doing effective

work for the blind both through public and private agencies.

SOCIAL SECURITY ACT PROVISIONS

When the Social Security Act was proposed, giving among
other things federal assistance in provision for the needy aged

and for the dependent children, these groups effectively pre-

sented the case for the needy blind. Their activity explains the

fact that the needy blind were set up as a special category and

given aid by the federal government, whereas no provision was

made for those disabled from other causes unless they were 65

years of age and over and could thus qualify for old-age as-

sistance. Thus if a state would adopt a plan for the blind ac-

ceptable under the national act, the blind v/ere out from under

general public assistance where those disabled from other causes

had to remain.

The act makes provision for “needy” individuals who are

“blind.” Both the definition of needy and the definition of

blind are left to the states, subject, however, to the approval

of the state plan by the Social Security Board. The act spe-

cifically excludes from eligibility the blind person who is an in-

mate of a public institution. It also provides that no aid will be

furnished under the plan to an individual covering any period

with respect to which he is receiving old-age assistance under

the federal-state plan.



Recipients of Aid to the Blind and Expenditures for Such Assistance, by States

State

Recipients of Aid to Blind,

December 1942
Expenditures for Assistance to the Blind

1942

Number
(Actual)"

Per 100 OOC
Estimated
Population

1942

Per 100,000
Population
21 to 64
1940

Total®
Per.
Case"

Per Cent
from
Local
Funds®

Per Cent
0/ All

Assistance
Payments^

Uniteb States^. ....... 79,041 60 105 24,674,702

NORTHEAST. . . . 21,915 7,552,989
New England 2,839

227
859,377

Maine 1,027 123 291,113 22.95 4.5
New Hampshire...

.

326 69 118 94,301 24.23 2.8
Vermont 156 45 80 42,871 22.60 2.6
Massachusetts. .

.

.

.

1,035 24 41 328,654 25.46 .8

Rhode Island, . . . .

.

96 13 23 26,222 23.11 .6

Connecticut 199 11 19 76,216 31.71 .8

Middle Atlantic 17,233 6,145,148
New York. ........ 2,688 21 32 949,350 30.04 28.7 .9

New Jersey. 688 16 27 211,942 25.47 47.5 1.4,

Pennsylvania^ 13,857 143 244 4,983,856 29.78 6.7

Other 1,843 548,464
Maryland 557 29 52 165,185 23.35 33.6 2.1
West Virginia 996 53 103 271,273 22.02 2.S
District of Columbia 290 35 65 112,006 33.76 5.0

SOUTHEAST 15,583 2,377,009
Virginia 1,046 37 74 167,287 13.35 20.9 4.1
North Carolina 2,234 64 126 405,834 15.39 25.4 6.0
South Carolina 817 43 90 102,884 10.36 .4 3.0
Georgia 2,187 71 136 284,550 12.20 5.5 3.2
Florida 2,697 138 248 494,308 15.41 .2 5.1
Kentucky 359 13 25 4,475 12.47 .6
Tennessee 1,652 56 108 242,212 12.64 12.0 2.6
Alabama 642 22 45 75,584 10.53 24.2 2.1
Mississippi 1,334 62 123 169,185 10.63 .1 4.S
Louisiana 1,455 60 116 280,449 18.13 2.3
Arkansas i;i60 59 117 150,241 16.20 3.5

MIDDLE STATES . .
j

22,562 7,247,301
i

Ohio.. 3,858 55
'

95 992,447 21.93
:

34.0 2.0
Indiana
Illinois"

2,348 67 121 678,226 28.25 2.4 2.9
7,486 93 156 2,723,869 30.99 sq.Qi 3.2

Michigan 1,373 25 45 434,915 28.16 j 1.1
Wisconsin 1,844

1

60 104 554,616 24.56 20.4 2.2
Minnesota 1,026 1 38 65 340,449

1

28.60 4.9 . 1.4
Iowa..... 1,527 62 108 502,725 I 27.93 24.4

1

2.7
Missouri" 3,100 83 142 1,020,054

i

k 3.5

NORTHWEST. . - 3,590 1,110,493
North Dakota ..... 139 24 42 36,800 20.99 3.1 1.1
South Dakota.... .

.

255 43 74
!

46,598 15.59 .5 i 1.1
Kansas... 1,281 74 127 389,932 25.69 36.3 3.0
Nebraska.......... 698 56 95 187,960 22.08 J 1.9
Colorado 625 57 100 254,802 33.92 25.2 1.2
Utah. 148 27 53 56,221 29,57 14.4 .8
Montana. 318 61 99 93,005 25.46 17.

S

2.0
Wyoming, ........ 126 54 88 45, 175 30.17 2.8

SOUTHWEST 6,778 1,691,778
Oklahoma ..... 2,144 98 175 592,424 23.72 2.4
Texas 3,986 62 113 877,722 23.18 2.0
New Mexico. ...... 241 49 92 55,558 22.67 2.7
Arizona 407 88 154 166,074 35.04 2.9

PACIFIC NORTHWEST. .... 1,622 659,432
Idaho..... 278 58 99 82,909 27.38 1.9
Oregon. 438 41 67 155,649 30.59 19.2 1.9
Washington . ...... 906 52 86 420,874 35.97 1.4

PACIFIC SOUTH^ST. ....
California". ...
Nevada"

6,991
6,964

27
97
21

161
40

4,035,700
4,024,285

11,415
46.95
35.85

30.2
74. S

4.6
; : 1.1..

^Social Security Ymfhook i94SStP. xZt.
® The same, p. 74.
® The same, p. 186.
" The same, p. 76.
® The same, p. 104.
* The same, p. 106.
Excludes Delaware which has no aid-to-blind program.

. Includes or relates to programs administered under state law without federal participation.

! Includes expenditures for personnel merit system.
Less than 0.05 per cent.

“ Not computed; data on cases and payments estimated.
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As in old-age assistazice, the national government pays one
half of the grants to the blind “not counting so much of such

expenditure with respect to any individual for any month as

exceeds ^40.” It likewise pays one half of the expenditures for

administration, provided the expenditures are found necessary

by the national board “for proper and efficient administration of

tire State plan.” The administrative requirements and the resi-

dence requirements are substantially like those for the needy

aged. There are wide variations among the states, especially

with respect to the definition of need.

Nothing in the Social Security Act, as previously noted, re-

quires that the three assistance programs be administered by
the same state agency. A few states have one agency adminis-

tering old-age assistance and another handling aid to dependent

children. In a few states aid to the needy blind is independ-

ently administered, particularly in states which had work for

the blind before the national act was passed. Agencies adminis-

tering aid for the blind are in a few cases associated with the

state department of education rather than as in the great ma-
jority of states with the state department of public welfare.

The figures for the several states for 194a are summarized in

the table on page 70 which includes the figures for Illinois,

Missouri, Nevada, and Pennsylvania, which were not under the

Social Security Act.

From the standpoint of number of recipients and expendi-

tures, the program for the blind was of small moment as com-
pared with old-age assistance or aid to dependent children. For

194a the totals were:®

Number of Benefit Payments
Recipients as of for the Year

Old-age assistance

December® (In thousands)®

.. 2,229,518 $596,801

Aid to dependent children:

All special programs 850,921 158,940
Programs approved by Board. .

.

842,739 157,968

Aid to the blind

All special programs. 79,113 24,690
Programs approved by Board. .

.

54,643 15,951

^ Sodai Security Yearbook
® Includes figures for Alaska and Hawaii.
^ In 194a four states (Illinois, Missouri, Nevada, and Pennsylvania), had programs



THE NEEDY BLINDn
QUESTIONS REGARDING OTHER NEEDY CLASSES

Federal participation in assistance to the needy blind raises

one issue which should be briefly discussed. Why should the

national government extend aid to the needy blind when it does

not participate in aid to other classes of disabled under 65 years

of age? Persons who before attaining the age of 65 are the vic-

tims of crippling accidents or diseases, if in need, must still be

cared for by the state and local governments and, as repeatedly

noted, some states do relatively little for persons in need who
cannot qualify under a federal-aid category.

The attention of the Brookings Institution has on occasion

been directed to the alleged fact that in state hospitals for the

insane are many persons who (i) are not socially dangerous,

(2) cannot be materially benefited by the treatment there given

—in fact it is alleged that their conditions would be improved

if they were not in such institutions, and (3) are sufficiently nu-

merous greatly to increase the necessary outlays and expendi-

tures for institutional care. It is alleged that they are maintained

in these institutions because members of their family are un-

willing or unable to provide for them in their own homes, and

that the most readily available solution of the family difficulties

is to have them committed to the public institutions for the

insane and to keep them there. It is asserted that a substantial

saving in public funds could be effected and the well being of

the individuals enhanced if provision could be made for such

individuals in private homes, preferably, although not neces-

sarily, those of relatives. In connection with the aged it has

frequently been said that payment of an old-age pension makes
it feasible to have the old people cared for in the home of a

relative. Would payment of a disability benefit to persons with

mental illnesses that do not make them socially dangerous be

to their advantage and to the advantage of the state? We do

of their own toward which the national government did not contribute* Delaware and
Alaska did not have special programs for the blind.
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not know the answer to that question. It seems reasonably cer-

tain, however, that there are several classes other than the blind

who are in need because of physical or mental disability, and

who in some states may be neglected because available relief

funds are used almost exclusively for the federal categories set

up by the Social Security Act.



CHAPTER V

OLD-AGE AND SURVIVORS INSURANCE

The Social Security Act of 1935 established a national system

of no-means test old-age insurance for certain classes of salary

and wage workers. In 1939 this insurance system was radically

amended and its name was changed to old-age and survivors

insurance. Because of limitations of space, the present chapter

will deal almost entirely with the system adopted under the

1939 amendments, since that is the system the country now has.

At the outset the system will be described in broad outline.

The outline will be followed by a more detailed analysis of the

following subjects: contributions and finance, the benefit for-

mula, who is actually insured, coverage, the possible beneficia-

ries and equities, forfeitures and options, including comparisons

with private voluntary insurance. At the end of the chapter

some comparisons will be made between old-age and survivors

insurance and old-age assistance.

By way of general introduction it should perhaps be said that

the old-age insurance system adopted in 1935 bore many re-

semblances to a modern retirement system adopted by public or

private employers in the joint interests of themselves and their

employees. The 1939 amendments made it far less like a modern
retirement system and much more a social welfare system for

meeting the needs of covered employees whose average earnings

while under coverage are low and for making provisions for de-

pendents and survivors. Despite these changes in the direction

of a social welfare system, many of the concepts and practices

of private voluntary insurance and individual employer retire-

ment systems were preserved.

Use of the name insurance and preservation of some of the

concepts and practices of more orthodox voluntary insurance

necessitate examination of the system from a technical stand-

point. Does the old-age and survivors insurance system com-
ply with the standards that over the years have been developed
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to make orthodox insurance meet the needs of the persons cov-

ered, with reasonable financial certainty? Does the use of con-

cepts and practices of orthodox insurance further or retard the

achievement of the social welfare objectives? Since such issues

are involved, it will be necessary in the present chapter to deal

with technical matters that are not always simple; but they are

of great importance to the insured and those for whose welfare

he is responsible, and to the people as a whole who are seeking

to protect citizens from want in old age through a system that is

sound from the standpoint of public finance.

THE SYSTEM IN BROAD OUTLINE

In the following outline minutiae and qualifications will be

omitted. They will be reserved for the more detailed discussion

later in the chapter, although in some instances attention will

be called to qualifications even in this outline.

Contributions. The old-age and survivors insurance system

is to be supported by taxes on salaries or wages, not exceeding

$3,000 a year, paid both by the covered employers and the

covered employees. If the revenues resulting from these contri-

butions should prove insufficient the deficiency would presum-

ably be made up by appropriations from general revenues. The
Social Security Act provided that at the outset the tax on wages

should be i per cent paid by the employer and i per cent paid

by the employee. The rate of each tax was to be increased

equally and gradually according to a time schedule until for

1949^ and thereafter it would be 3 per cent each for employers

and employees. Congress has, however, thus far postponed the

increase from i per cent to 1 per cent, which was to have be-

come effective in 1943.

Coverage.^The system applies to salary and wage workers with

certain important exceptions. The major exceptions among em-

ployed workers are agricultural laborers, domestic laborers in

private homes, casual laborers, employees of national and state

governments and of religious, educational, and eleemosynary

^ Interna! Revenue Code, 1939, Chap. 9, Pts. i and a, pp.
* Social Security Act, as amended, 53 Stat. 1373, Title a, sec. 209.
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institutions, employees of the steam railway industry, and per-

sons employed by certain relatives. Persons working on their

own account are excluded. Most important among them are

farmers, business men owning and operating their own estab-

lishments, and private practitioners of the professions.

Persons insured. Insurance is not synonymous with coverage:

not all persons covered and paying taxes are insured. Before

he is actually insured, an individual must have worked in a

covered position for a length of time specified in the law. Two
types of insured status are provided:

I. Currently insured, which applies only in the event of the

death of the worker. A worker is currently insured provided he

has been paid wages of not less than ^50 for each of not less

than six of the twelve quarters immediately preceding the

quarter in which he died. A new entrant to the system, if con-

tinuously employed at wages amounting to at least $50 a

quarter, can attain the status of currently insured in six quarters

or one and a half years.®

a. Fully insured, which applies to all who remain in the sys-

tem long enough to meet the legal requirements. For persons

who attain the age of 21 years after December 31, 1936, the

basic requirement is 40 quarters of coverage. Thus a continu-

ously employed person of this class can permanently attain the

fully insured status in 10 years of continuous employment. In

the event of death they are insured if they have been covered

for a minimum of six quarters and for half of the quarters be-

tween the quarter in which they became ai and the quarter in

which they died. After 40 quarters have been served the require-

ment for serving half the quarters is waived.®

For persons who were over 21 years of age on December 31,

1936 the minimum requirement is six quarters and then halt

the quarters between December 31, 1936 and the quarter in

which they attained the age of 65, but this requirement of half

the quarters is waived after an employee has been covered for

40 quarters. In event of death an employee in this class is cov-

® The same, sec. 209 (h).

The same, sec. 209 (g).
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ered provided he has served a minimum of six quarters and half

the quarters between December 31, 1936 and the quarter in

which he diedj with the waiver of this rule after 40 quarters.®

The benefitformula. The system is so designed that a single

benefit formula is used as the basis for determining the amount

of each benefit provided under it. It is used for determining the

worker’s own old-age benefit or his primary insurance bene-

fit to use the terminology of the act. All other benefits are

fractions of it, or in the case of a lump-sum death benefit, a

multiple of it. The formula reads

:

(e) The term ‘‘primary insurance benefit’’ means an amount equal

to the sum of the following

—

(i) (A) 40 per centum of the amount of an indivIduaFs average

monthly wage if such average monthly wage does not exceed ^50, or

(B) if such average monthly wage exceeds $$0^ 40 per centum of ^50,

plus 10 per centum of the amount by which such average monthly

wage exceeds $So and does not exceed $250, and
(a) an amount equal to i per centum of the amount computed

under paragraph (i) multiplied by the number of years in which $200

or more of wages were paid to such individual. Where the primary in-

surance benefit thus computed is less than |io, such benefit shall be

|io.«

There are some provisions with respect to minimum benefits

that are advantageous to insured individuals where average

monthly earnings are small. There are also some maximum limi-

tations on benefits which do not come into operation against

the insured himself but limit the additional amount that may
be paid dependents and survivors.^

The benefits. The benefits included in the system are

:

I. The worker’s old-age benefit or the primary insurance

benefit paid to a fully insured worker who has attained the

age of 65.^ It is provided, however, that if the fully insured per-

son 65 years of age or over renders services for wages of not less

than $1 5 in any month deductions, in such amounts and at

such times as the Social Security Board shall determine shall

® The same.
® The same, sec. 209 (e).

^ The same, sec. 203.
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be made/’ ^ The Board denies benefits when earnings are $15

or more*

2. The wife’s old-age benefit or the wife’s insurance bene-

fit is payable to the wife of an individual entitled to a primary

insurance benefit if and when she has attained the age of 65/°

Qualifications and limitations are here omitted but will be con-

sidered later. The benefit is one half of a primary benefit.

3. The child’s benefit is payable to a child under 18 years of

age of an individual who is entitled to a primary insurance bene-

fit or of an individual who died fully or currently insured. Qual-

ifications and limitations are again left for later consideration.

The child’s benefit is one half the primary benefit.^^

4. The widow’s benefit is payable to the widow, 65 years of

age or over, of an individual who died fully insured. Again con-

sideration of limitations and qualifications is postponed. The
widow’s benefit is three fourths of a primary insurance benefit.^^

5. The widow’s current insurance benefit is payable to the

widow of an individual who died fully or currently insured, pro-

vided she has in her care a child of such deceased individual

which child is entitled to receive a child’s insurance benefit.

Again limitations and qualifications are omitted. The benefit is

three quarters of a primary benefit.^^

6. A parent’s benefit may be paid to the parent of a fully in-

sured individual provided (a) the individual left no widow or

unmarried child under 18 years of age, (b) the parent has at-

tained the age of 65, and (c) was wholly dependent upon and

supported by such individual. Limitations and qualifications

are omitted. The benefit is one half the primary insurance bene-

fit.^^

7. A lump-sum death benefit is payable on the death of a

fully or currently insured individual provided he left no surviv-

ing widow, child, or parent who would on filing application in

® The samcj sec, 203 (d).

7 *^ The same, sec. 202 (b).

The same, sec. 202 (c).

The same, sec. 202 (d).

The same, sec. 202 (e).

The same, sec. 202 (f).
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the month in which the individual died be eligible for a benefit

for such month. Many details are here omitted. The lump-sum

death benefit may not exceed six times the primary benefit.^®

This generalized description will serve as a background for

the more detailed and necessarily more technical consideration

which will make up most of the balance of the present chapter.

CONTRIBUTIONS AND FINANCE

In private voluntary insurance, the insured pays a premium
which will cover (i) the actuarial cost of the protection the in-

sured is to receive plus (2) the insured’s share of the insurance

company’s costs of doing business, one item of which is taxes

levied against the insurance business to support government. In

a sound retirement system for public or private employees, the

employer and the employees together contribute the money
from which the benefits are to be paid. Premiums or contribu-

tions plus interest earned by reserves meet the entire cost of the

plan, provided it is actuarially sound. The question with which

we are now to deal is: To what extent are the taxes levied to

support the old-age and survivors insurance system compara-

ble to the premiums in private voluntary insurance or to the

contributions of employers and employees under an actuarially

sound retirement system in a public or private enterprise?

To help in answering this question a table from the Office of

the Actuary of the Social Security Board^® summarizing the

financial position with respect to benefits, taxes, and progress

of the reserves is presented on page 80. The most striking fact

brought out by this table is that the number of variables in the

old-age and survivors insurance system is so great that the

actuaries of the system cannot estimate its cost with any degree

of precision. They are forced to make two different sets of com-

plicated assumptions, a reasonable low and a reasonable high,

and thus to establish a range within which the cost will pre-

sumably fall.^^

^®:The'Same, sec. 202 (g).

Dorrance G. Bronson, Old-Age and Sunivors Insurance 1^43-44 ^ost Studies

y

Actn-
anal Study No. 19,

For the complicated assumptions, see the same, pp. 11-12.



Amount

of

Trust

Fund
(End

of

Year)

(In

billions)(9) C4 to <N CO C4 04 ^
oovdto co^'VooJ

rH 04 CO 'Ch to VO

Income

from

Interest

(2

per

cent)

on

the

Fund

(In

millions)(8)
O40v000jv0^
to 00 to CO »-<

CO vO Ov »-< 04

ipH fH

Level

Cost,

1945

to

Year

Shown,

as

Per

Cent

of

Pay

Roil

2
Per

Cent

Interest (7)
JC" 04 vp O 00 vjD O-

o T-t tH CM 04 CO Tff

No Interest (6)
04 O- tH oO VO

O tH T-( CM CO to

Benefit

Cost

for

Year

Shown,

as

Per

Cent

of

Pay

Roil

(5)

XIO O ^ to Ov Ov CO
O* O- to Tj< irH 04 Os

o’ '-H CM CO »0*
O*.* 00

*

O.A.S.I.

Benefit Payments

for

Year

Shown

(In

millions)

(4)

CO 1>* CO to CO to 04
CO 00 c?v CO VO CM CO
04 to 00 04 00 vO CM

'tH -1-^ Cm'cO

Tax Income

for

Year

Shown

(In

millions)

(3)

: VOVpVOQO'^ OO
I
CO O' CO to VO VO
CO ca '“H th

'4'c^rof<>rCM*^CM’’cM*^

Covered

Pay

Roll

(In

billions)

(2)

TiHvoqqqoo
CO 'vdh to to to VO VO
CO CO to CO CO CO CO

,

*6^
'

Calendar Year (1)

t

to O too o o o
Tt< to to VO O- 00 o

i

Ov Ov Os Ov CJs Ov O, -

1
r-l rH T~1 -rH nH *r-< CM

0\ to lo CO D\ "<!}< CO

csd rH to 00 <N O O'?
CO 'CH JO* Oh 0\

m-

><S 03 O VO VD ’"?}<

\0 rH Tf 00 to 04 VO

O f-l tH tH <>3 fO

VO 00 VO VO

O ^ ^ 04 CO VO

O rH 04 CO VO O

to tH VO o 00 vO
04 O'* O' VO )>. to VO
fo j^- »H VO VO 0\ O

OOVOOOOO
VO 00 O'* CO 04 04 04o 'f-t 04 CO '«f‘

to o VO to o q o
*r-i CO to Jr^ Jc** o**
io to to to »0 to to

moto QOOC
to to VO O'* CO c

ov Ov c a a c c

.1U 4V

.S *-5

tcs

ja

•w g
o -^52
«J C

8 ?-*^'

C4 ^vS

‘ Z oZ
,.S W.5 a fao

« ITI c^ - c

i 2:1 s s|
1^1
g P, o a"0 ^

§ °tB °.2 2
•5 S 2 eS M
a u_u u'f-c

'S u-d tiff's
•P o,g

1
J-s
Ig'sl^g
>• 05 .52 V) CO R»
•a *^ 25 <u..

rt.vc j3'
..

*" <U rt O 9J

X 4) CJ <U <D

WW.O»PilJ
«S ^ ..o 't5.. « 4J

8o



CONTRIBUTIONS AND FINANCE 8i

For example, according to the low estimate, the costs of

benefits will increase from 233 million dollars in 1945 to 3.2

billions in the year 2000, whereas according to the high esti-

mate, they will increase from 325 millions in 1945 to 6.1 bil-

lions in the year aooo. The amount required for benefits in

the year 2000 is thus more than 13 times the amount required

in 1945 by the low estimates and almost 19 times as great by the

high estimates. The percentage which benefit payments will

form of pay roll (column 5) in the year 2000 is 8.98 according

to the low estimate and 10.64 according to the high.

The enormous increase in benefit costs revealed by this table

is characteristic of any annuity system that starts, as did

O.A.S.I., with all its members on the active roll, paying con-

tributions or causing employers to pay contributions. It starts

with no load whatsoever, with contributions pouring in and

nothing going out for benefits. Then comes a year when the

first class of beneficiaries passes from the active roll of contrib-

utors to the pension roll. This first class of beneficiaries receive

on the average relatively low benefits because their length of

service under the system is short, and thus they get small

length of service additions to their benefits. The next year they

are joined by a second group who get on the average a little

larger length of service increment. Each successive year sees a

new group joining the survivors of those who passed to the

pension rolls in earlier years, and each successive group has on

the average higher length of service increments until the system

reaches maturity.

When does such a system reach maturity and achieve a more
or less permanent relationship between aggregate contributions

and aggregate benefit costs? Roughly, when all the pensioners

on the retirement roll entered active service after the system

was established and thus had opportunity to earn full additions

to benefits for length of service. If it be assumed that the maxi-

mum age at death is 100 years^® and that the minimum age at

entrance into the system is 21 years, the difference between the

two, or 79 years, is the number of years required for the system

The maximum age at death is now above loo.
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to mature. Benefits were first paid under the system in I 937j

and hence maturity will be reached about aoi6, although the

increase between 2000 and 2016 will be slight. The figures for

the year 2000 are thus not the peak figures but they may be

regarded as approximating the peak.^®

Columns 6 and 7 show the level cost of the system, up to each

calendar year shown, as a percentage of pay roll, column 6 giv-

ing the figure without interest on the fund that results from the

fact that the system starts without load and column 7 with an

allowance of 2 per cent interest on the fund. In the year 2000,

the level cost without interest would be 5.6 per cent of pay roll

and with interest at 2 per cent 4.7 for the low estimate and 4.6

for the high.

The last column in the table shows the amount of the trust

fund. In the year 2000 under the low estimate it would amount

to 62.2 billion dollars and according to the official note to

the table “On basis of tax and benefit conditions of year 2000

continuing, fund would keep increasing.” Under the high esti-

mate the fund would amount in the year 2000 to 92.3 billions,

but the note says: “Reaches a peak of $97 billion in year

1990; on basis of tax and benefit conditions of year 2000

continuing, fund would decrease at an accelerating rate reaching

zero in 60 years.”

In a financially sound going retirement system, the reserve

fund tends to grow in amount until maturity is reached, and
thereafter it remains fairly stable at the peak level. What is

drawn from it to pay pensioners is made up by what is put in as

reserves for people on the active roll. In a going system, con-

stantly being replenished with fresh entrants coming into the

active service, if the fund turns downward the system is on its

way to bankruptcy. The high estimate of the actuaries, it must
be emphasized, shows that the fund under those assumptions

turns downward after 1990 and that the 97 billion dollars in it

on that date will be exhausted in 60 years. According to the

There may be some subsequent growth mainly because of increases in the popula-

tion and improved longevity. Extension of the system to classes not previously covered

will, moreover, postpone arrival at the peak.
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lower estimates, the fund would still be growing in the year

2000.

These actuarial computations are based on the assumption

that the taxes in 1945 would be at 4 per cent of pay roll and

in 1949 and thereafter to 6 per cent of pay roll. Under the

original plan the combined taxes on employers and employees

were to be increased from 2 per cent for the years 1939 to 1942,

to 4 per cent from 1943 to 1945, to 5 per cent from 1946 to 1948,

and to 6 per cent after December 1948.^® Congress has thus

far prevented the increase from 2 per cent to 4 per cent. Thus

the figures regarding the fund and its financial position are

based on assumptions that are dependent on congressional ac-

tion which cannot be foretold. It should be reasonably obvious

that benefits which give in the year 2000 a level cost from 1945

of 5.6 per cent of pay roll with no allowance for interest or of

4.7 per cent of pay roll with interest at 2 per cent cannot be

financed with a 2 per cent tax. If this system were private volun-

tary insurance or a private retirement system, bankruptcy

would be inevitable.

Why has Congress refused to permit the increase in the tax

to be made and to keep the system more nearly on a sound

actuarial basis? The brief answer is that the Congress does not

view the system as one comparable with private voluntary in-

surance or with the retirement system of an employer. The
differences call for brief consideration.

I . In private voluntary insurance and in a private employer’s

retirement system, the safety of the beneficiaries depends en-

tirely upon the adequacy of the reserves, which in turn depend

on the adequacy of the contribution rates. In a compulsory

governmental system, the safety of the beneficiaries rests funda-

mentally upon the sovereign power of the government to tax.

Contributions and reserves are devices borrowed from private

insurance, but they do not play as essential a role since any

deficiencies can be made up through taxation. Considerations of

general fiscal policy, or possibly of political expediency, outweigh

the niceties of actuarial calculations.

Internal Revenue Code, 1939, Chap. 9, Pts. i and 2, pp. 175-76.
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a. From the standpoint of national fiscal policy, the practical

value of a large social security reserve is questionable. To ex-

plain this statement, it is desirable to contrast the management

of reserve funds in private voluntary insurance with the manage-

ment of social insurance reserves.

In private voluntary insurance and in a sound private retire-

ment system, the reserves, which really belong to the insured,

are loaned to borrowers who will pay interest for their use and

who can practically guarantee to repay the principal when it is

due. The borrowers are either private organizations which will

invest the money in productive property from which money
will be earned to pay principal and interest or governments

which pledge their credit for the payment and can use their

taxing power to comply with their promises. Through the in-

surance carrier, one class, the borrowers, promises to pay an-

other class, the insured, the interest on and principal of the

sums borrowed from the reserves. There is very little overlap-

ping of these two classes, the debtors and the creditors.

Under the O.A.S.I. system the national government spends

the money it receives from the social security tax for the ob-

jectives of government that at the moment call for funds. In

the fund as security it places the obligations of the national

government to pay in the future. As interest becomes due on

these obligations, it issues to the fund further obligations to

pay in the future. When benefit payments exceed cash income

from O.A.S.I. taxes, and a withdrawal has to be made from

the reserves to pay benefits, the national government will have

to raise the money to cash its promises to pay. It can then tax,

borrow, or issue currency if there is no Treasury surplus from

which the promises to pay can be redeemed. The reserves there-

fore are, under this practice, nothing more than promises to pay
in the future. It is hard for some members of Congress and

Students of public finance to see how a promise to pay in the

future can be of any assistance to the future generation which

is called upon to redeem that promise in order to meet current

demands for O.A.S.I. benefit payments. The money collected

earlier for O.A.S.I. benefits has been spent for other purposes.
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and now fresh money must be collected to pay the O.A.S.I.

benefits or, if one prefers, to redeem the governmental promises

to pay that make up the O.A.S.L reserve.

To a very considerable extent the persons covered by O.A.S.I.

will be the ones who are called upon to pay the taxes necessary

to enable the government to redeem its promises to pay that

constitute the reserve. There is no such separation of the bor-

rowing class and the beneficiary class as characterizes private

voluntary insurance or a private employer’s retirement system.

The transaction partakes much more of private borrowing by

the individual to meet current expenses. The day comes when
the obligation is due, and the money to pay it has to be raised.

Thus many question the practical value of national actuarial

reserves consisting exclusively of promises to pay in the future,

since the future taxpayers must raise the money all over again.

From this point of view the amount in the trust fund is nothing

but a special part of the public debt, which must be added to the

general debt in judging the fiscal position of the government.

Unless, moreover, the amount in the fund is actuarially suf-

ficient to pay the promised benefit, it does not represent the

whole of the debt the government has incurred for the system.

An inadequate reserve leaves a hidden and unfunded debt

that does not appear in the governmental accounts.

History of contribution and reserve legislation. When successive

Congresses refuse to permit enactments of an earlier Congress

to be put into effect, the legislative history of the sections of the

law thus nullified is pertinent to current issues. The history of

the tax provisions will therefore be briefly reviewed.

The research and the primary bill drafting for the Social

Security Act were not done by Congress itself nor by an agency

of Congress. They were done by a Committee on Economic

Security, the members of which were designated by the Presi-

dent of the United States. It consisted of the Secretary of

Labor, Frances E. Perkins, as the Chairman, the Secretary of

the Treasury, Henry Morgenthau, Jr., the Attorney General,

Homer Cummings, the Secretary of Agriculture, Henry A.

Wallace, and the Federal Emergency Relief Administrator,
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Harry L. Hopkins. The Committee selected and employed a

small staff of experts. It had the assistance of the “Technical

Board on Economic Security,” provided for in the President’s

executive order and composed of twenty people in government

service who had special interest and knowledge in some or all

aspects of the problem the President directed the Committee to

consider. An Advisory Council on Economic Security, ap-

pointed by the President and constituted of citizens outside

of government service, chosen from employers, employees,

and the general public, assisted the Committee in weighing the

proposals developed by the staff and the Technical Board and

in arriving at a judgment as to their practicability. The
Committee also created seven other advisory groups on tech-

nical subjects.^

The method of selection of this organization naturally meant
that all members of the Committee and probably most mem-
bers of its staff, its Technical Board, its Advisory Council, and

its special advisory boards were basically in favor of the funda-

mental purposes of the act. The record suggests, however, that

they were far from agreement with respect to the basic princi-

ples regarding financing, which is here under consideration.

The President in his message to Congress transmitting the

report of his Committee on Economic Security said:

Three principles should be observed in legislation on this subject.

In the first place, the system adopted, except for the money necessary

to initiate it, should be self-sustaining in the sense that funds for the

payment of insurance benefits should not come from the proceeds of

general taxation. Second, excepting in old-age insurance, actual man-
agement should be left to the States subject to standards established

by the Federal Government. Third, sound financial management of

the funds and the reserves, and protection of the credit structure of

the Nation should be assured by retaining Federal control over all

funds through trustees in the Treasury of the United States.®^

Secretary of the Treasury Morgenthau before the House
Committee recommended:

Economic Security Jctj before the House Committee on Ways and
Means, 74 Cong, i sess., pp. 17-1 8. (Letter ofSubmittal to the President.)

,^;.The':same, p. 14.



CONTRIBUTIONS JND FINjiNCE 87

... The substitution in the contributory old-age annuity system of

a scale of contributory taxes and benefit payments that will facilitate

the continued operation of the system on an adequate and sound
financial basis, without imposing heavy burdens upon future genera-

tions; . .

He proceeded to recommend a scale of contribution rates and of

benefits that would in his judgment put the system on a sound

financial basis, and he envisioned the gradual absorption of the

public debt into the old-age insurance system reserves. He did

not, however, recommend the immediate levying of sufficient

taxes as actuarial contributions to achieve this objective, but

proposed 2 per cent for the first three years, 3 per cent for the

next three years, 4 per cent for the third three-year period, 5

per cent for the fourth three-year period, and 6 per cent there-

after.^^

The record seems to establish beyond question that both the

President and the Secretary of the Treasury envisioned prac-

tically an actuarial reserve system. A question naturally arises

as to why, if an actuarial reserve system were to be established,

the full amount of the necessary level premium was not charged

at once, instead of providing for the gradual stepping up of the

tax rate from the initial 2 per cent to the ultimate 6 per cent.

The best answer to that question that has been found is in the

formal opening statement presented to the House Committee

by Professor J. Douglas Brown of Princeton who worked with

the Committee on Economic Security. He gave the three fol-

lowing reasons:

1. The gradual raising of the rates of contribution softens the im-

pact of the new charge on both the employer who has no pension

plan at present and the worker and allows time for readjustments.

2 . To hold down the income into the fund until disbursements are

sufficient to avoid the accumulation of large reserves.

3. A lower initial rate of contribution aids in the enforcement of

the tax since coverage is secured and public support gained while the

cost of the tax is small.^

^3 The same, p. 897.

The same, p. 89k
^ The same, p. 244. Italics supplied.
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One of the virtues of a true actuarial reserve system—perhaps

its principal virtue in a general social security plan—is that it

starts with the full premium necessary to supply the benefits

promised and thus puts all interested parties on notice as to the

true cost. It sets up a barrier of facts as to cost that has to be

hurdled in getting the legislation through. The Committee on

Economic Security preferred not to confront employers, em-

ployees, and the public immediately with the true full costs.

The truth appears to be that the Committee on Economic

Security and their aids and advisers were by no means in agree-

ment with the basic principles of operating the system on an

actuarial reserve basis. In the quotation just given from the

testimony of Professor Brown, one reason for the gradual step-

ping up of rates was ‘^To hold down the income into the fund

until the disbursements are sufficient to avoid the accumulation

of large reserves.’’

Professor E. E. Witte, Executive Director of the Committee

on Economic Security, clearly did not believe in the develop-

ment of a sacred actuarial reserve. The following extract from

his testimony with respect to the old-age assistance payments,

which he called pensions, and the purchased old-age annuities

is pertinent in this connection:

. . . The old-age pension is a gratuity paid to people that have
nothing to live on—that is the essence of it—and whose children will

not or cannot support them. That is what the old-age pension is for.

Contributory annuities are something that the man with the match-
ing contributions of his employer builds up for himself. The primary
purpose of the tax is to build this annuity up so that when he reaches

old age he has this annuity to fall back on. Then he will not need a

pension. But this is true, that in the early years of this system, even
at the i-per cent rate with which we start out, there will be enough
money brought into the United States Treasury so that the CGntribu-

tions toward the pensions can be borrowed from the annuity fund. We
are not amalgamating the two. We want to keep a separate record,

because you will need that money later on. But at the beginning you
do not have to worry where this $50,000,000 or $125,000,000 the next
year is coming from. The earnings tax will give you that money. You
are getting more money out of that than you need, and you can bor-
row that money. You will not have to have an additional tax.^®

The same, p, 109.
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One reason which Dr. Witte advanced in favor of paying un-

earned annuities to persons who retired in the early days of the

old insurance system was: “If you pay nothing more than the

person himself and his matched contributions will buy, you will

create a reserve, on the i-to-5 per cent rate of contributions in

the bill which in time—by about 1975 or so—will amount to

$70,000,000,000."^''

Both these quotations indicate an intention to use the actu-

arial reserve funds to pay for current expenses, namely, the cost

of old-age assistance benefits and unearned annuities to those

who retire in the early years of the system. Such use of the re-

serves would operate to increase the obligations of future gen-

erations of taxpayers. They were specific illustrations of a gen-

eral fear that later developed in Congress that the acturial

reserve would be dissipated for current expenses that should be

met from current general revenues and that future generations

would have to make them good from general taxes.

Another fear developed with respect to the huge prospective

reserves; Would there be a sufficient body of public debt to

absorb them ? Professor Brown expressed this fear in the follow-

ing words:

The accumulation of large reserves may necessitate the reduction

of other Federal taxes in order to create new obligations and thus for

a time relieve the rich through taxes on lower incomes.

We certainly do not object to relieving taxes on anybody, but in

this case it would be the accumulation of such a large reserve that the

Government would have to begin to use those funds and reduce other

taxes. In order to find a use for it, and to set up obligations against

that use may require the reduction of other taxes.*®

The technical experts naturally recognized that the tax on

the employees was an income tax and would be borne by the

employees. With respect to the tax on employers for unem-

ployment insurance. Dr. Witte said:

The costs to the employer, of course, mean costs that are shifted to

the consumer. This is not, however, to be regarded as a sales tax. This

is part of the wage bill. You do not call it a sales tax when the em-
ployer pays the wages. You do not call it a sales tax when the employer

“ The same, p. 98.

“ The same, p. 244.
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pays workmen’s compensation on account of accidents. That is part

of the wage costs.^®

Mr. Murray Latimer, now the Chairman of the Railroad Re-

tirement Board, gave the following testimony:

... Now, my own personal feeling is that the Federal Government
should make a contribution; not now, but should make them.

Mr. Vinson. Why not now? That is the point I cannot quite grasp,

except for the burden upon the Treasury, and, of course, I realize that,

Mr. Latimer. Not only the burden on the Treasury, but why should

we build up extremely large funds which would tend, perhaps, to get

us into unwise channels of investment?®®

Mr, W. R. Williamson,"then the assistant actuary of the life

department of the Travelers Insurance Company and an actu-

arial adviser to the Committee, now the actuary of the Social

Security Board, presented to the House Committee an excellent

statement of the distinction between reserves in private insur-

ance and reserves in social insurance invested in government

obligations.

, . . the reserves are always liabilities as well as assets. As I view it,

they are liabilities of the Government just the same as they are assets,

and they are misleading in giving the appearance of solvency. The
money is spent, and presumably the people as a whole owe the money
back to the Government . . .

On the basis of these extracts from the record and other ma-

terial in them which has not been quoted or specifically referred

to, it would seem entirely fair to make several general state-

ments.

1. There was nothing approaching unanimity among the

President, his Committee on Economic Security, and the mem-
bers of its staff with regard to the desirability of a true actuarial

reserve,

2. There was no unanimity with respect to the question

whether it was or was not desirable to have the national govern-

ment contribute from general tax funds to the ultimate costs of

old-age insurance.

;

The 'same, p. 142.

The, same, p.' 234.

The same, p. 1018.
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3. There were members of the group who suggested use of the

reserves for meeting current expenses to the relief of current

taxpayers, and others who viewed the unwise use of such re-

serves as one of the outstanding dangers of the entire proposal.

Three points with respect to the work of the Ways and

Means Committee should be recorded.

I. The bill before them was one that had been prepared and

presented by the administration. It was not one that the Com-
mittee had worked out as the result of its own studies or as the

result of the study of a congressional committee on which some

of the members had served.

1 . The subject matter was in many cases in a field new to the

Committee members.

3. The Committee had no staff of technical specialists com-

petent to submit the bill or the witnesses appearing in its sup-

port to searching, skeptical criticism.

The act was passed in 1935 with provisions for the actuarial

reserve and for the rates to be progressively stepped up until ul-

timately they would reach 6 per cent; but they started at i per

cent each on the employer and on the employee. A bill thus

passed in a heavy fog could not, however, be said really to have

settled the issues. A curious phenomenon then took place. The

reserve provisions were attacked both from the right and from

the left.

From the right the attack was basically on the ground that

the huge reserves would be dissipated in unwise public expendi-

tures and that when benefits became payable in the distant

future, the money would have to be collected all over again

from the taxpayers. The reserves would be merely money to

be used in accordance with the prevailing spending philoso-

phy.

From the left the attack was on the ground that the system

placed the entire burden on the employees themselves through

an income tax and on the employers through a pay-roll tax

which would be shifted to the consumers and would have the

same general economic effect as a sales tax. If the rate of these

two taxes could be held down, a great actuarial deficit would in-
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evitably be created which would necessitate in the years to

come raising the necessary funds through general taxes pre-

sumably the income tax and the inheritance tax. It was not

necessary, however, for those on the left to state the real

ground of their objection. They could merely join in the at-

tack on the dangers of a huge actuarial reserve and enlist

votes against raising the tax rate on employers and employees.

They were not, and it is to be suspected never were, in agree-

ment with President Roosevelt’s declaration of principle “that

funds for the payment of insurance benefits should not come

from the proceeds of general taxation.”

The 1939 act amended the provisions with respect to the

fund. In the 1935 act the fund was entitled “Old-Age Reserve

Account.” The law provided:

There is hereby authorized to be appropriated to the Account for each
fiscal year, beginning with the fiscal year ending June 30, 1937, an

amount sufficient as an annual premium to provide for the payments
required under this title, such amount to be determined on a reserve

basis in accordance with accepted actuarial principles, and based upon
such tables of mortality as the Secretary of the Treasury shall from
time to time adopt, and upon an interest rate of 3 per centum per

annum compounded annually.**

The 1939 act calls the account “Federal Old-Age and Insurance

Trust Fund.” All reference to accepted actuarial principles and

interest has been eliminated. The trustees are to report immedi-

ately to Congress whenever in their opinion the trust fund will,

during the ensuing five fiscal years, exceed three times the high-

est annual expenditures anticipated during that period, and

whenever the Board of Trustees is of the opinion that the

amount of the fund is unduly small.

From the present state of the legislation and the successive

actions of the Congress, it may be inferred that the intent is to

operate the system practically on a cash basis, in the sense that

taxes will be raised only as more money is needed to pay bene-

fits. According to the actuarial report issued by the Social

Security Board, by the year 2000 payment of benefits alone,

.

,

^^'49 Stat, '

,
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exclusive of administrative costs, will amount to between 8.98

and 10.64 of current pay rolls. In one way or another

the taxpayers of the year 2000 will have to pay that sum for the

benefits of the present old-age and survivors insurance system.

Conclusions, So far as contributions under O.A.S.L are con-

cerned, therefore, it is necessary to conclude:

1. That present contributions of i per cent each by employer

and employee are insufficient to pay the cost of the system.

2. That contributions are not like premiums in private vol-

untary insurance.

3. That since the proceeds of the special taxes are being spent

for current expenses, the government will later have to raise the

full amount required for O.A.S.L benefits which will in the year

2000 be between 3.2 and 6.1 billion dollars a year and will con-

stitute between 8.98 and 10.64 ^he pay roll.

The nature of the contributions is related to the nature of the

benefit formula. We shall therefore take up that subject next

and follow it with the detailed discussion of who is insured.

THE BENEFIT FORMULA

The formula is applied to “the average monthly wage,^’ the

definition of which is given below.^^ Roughly it means if the

worker was in covered employment when the system was
adopted and remained in it continuously until his death in the

active service or his retirement, his average monthly wage is the

familiar one obtained by dividing the aggregate of his covered

earnings by the number of months worked in covered employ-

ment. The same would hold for new members who enter covered

employment on or before their 22d birthday and remain in it

continuously until death in the active service or retirement.

Sec. 209 (f). “The term ‘average monthly wage’ means the quotient obtained by

dividing the total v/ages paid an individual before the quarter in which he died or be-

came entitled to receive primary insurance benefits, whichever first occurred, by three

times the number of quarters elapsing after 1936 and before such quarter in which he

died or became so entitled, excluding any quarter prior to the quarter in which he at-

tained the age of twenty-two during which he was paid less than $50 of wages and any

quarter, after the quarter in which he attained age sixty-five, occurring prior to 1939.”
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primary
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because

it
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total

exceed

8o

per

cent

of

the

husband’s

tnthly

wage

and

therefore
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combined

benefit
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cut

to

I480.
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For insured persons who enter covered employment after

age 22, have intermittent or interrupted service, or withdraw

for any cause other than death before reaching the retirement

age, the aggregate earnings in covered employment are divided

by a special divisor. Broadly, it may be defined as the number

of months the person would have worked had he entered on

his 22d birthday and remained in covered employment until his

death in the active service or until his retirement at age 65.

The formula applied to the average monthly earnings has

three elements, each producing an amount of monthly benefit.

The total of these three elements is the “primary” or old-age

benefit on the basis of which all other benefits are calculated.

The three elements are

:

1. Forty per cent of the first $50 or less of average monthly

earnings. Thus for all persons with average monthly earnings

of $50 or more, the monthly allowance for this element is $20.

2. Ten per cent of the remainder of the counted average

monthly earnings. For persons who have the maximum counted

earnings, ^250, the allowance on the upper $200 is ^20, the

same as the allowance on the first $50. For others the allowance

on the sum above $50 is less than that on the first $50.

3. The length of s.ervice increment. It is obtained (a) by add-

ing together the allowance on the first $50 and the allowance

on the remainder, (b) taking i per cent of the resulting total,

and (c) multiplying this i percent figure by the number of

years the person was in covered employment and earned wages

of $200 or more. The final product is the length of service

increment.

If the primary benefit as thus calculated is less than $10, the

formula provides that it shall be raised to ^10. Thus |io is the

minimum primary benefit for an insured worker.

To illustrate the operation of the formula two tables are in-

troduced on pages 94-95 and 98-99, the first relating to full-

service employees and the second to partial-service employees,

namely late entrants and individuals with interrupted service.

These tables are based exclusively on contributions or taxes

paid by the employees. Since the employers pay a like tax, the
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figures should be doubled to give totals by employer and em-
ployee combined.

The full-service employee shown in the table on page 94
who gets the biggest bargain under the formula is the one who
has served 10 years and has an average monthly wage of ^50.®^

With a 3 per cent tax and interest he would have paid 75 cents

for an annuity of a dollar a year paid to him each year from the

date of his retirement to the date of his death. At age 65,

according to the United States Life Tables, the average future

lifetime for white males for 1930 to 1939 was 11.9 years. An
annuity of a dollar a year for an average of 11.9 years for the

payment of 75 cents is a good bargain. He may also get a benefit

for his wife and eligible children, and he provides protection

for his eligible survivors.

For the poorest bargain one looks at the last line of the table,

which gives the figures for the man who has an average wage of

^250 a month and has served 44 years. With a 3 per cent tax and

interest, his dollar of annuity, for an average of about 11.9

years, has cost him in the neighborhood of ^9.05. Per dollar of

annuity he has paid a little more than 12 times as much as the

employee whose average wage was only ^50 and who served

only 10 years. By his contributions alone, at the 3 per cent tax

and interest, he has paid almost the full cost of his old-age

annuity. If he is to get any substantial amount from his em-

ployer’s contribution, he must have an eligible wife or eligible

children.

The figures in this table also bring out the extent of the dis-

crimination against the workers with long periods of service.

The man who has served 44 years pays in taxes without interest

4.4 times as much as the man who has served only 10 years.

With compound interest at 2 per cent he has contributed 6.3

times as much. The annuity after 44 years of service is, how-

ever, only 1.3 times as much as the annuity after 10 years of

service. Workers with long service have a comparatively little

Beneficiaries who retire in the early years of the system with less than 40 quarters

of covered service and with low initial taxes get even better bargains. This table, how-

ever, deals only with those who have served 40 quarters or more.
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share in the contributions from the employers and from the ex-

tensive use of forfeitures.

The table on pages 98-99 for partial-service employees shows

that for those who earn an average of ^150 a month or more the

rule is that the longer they serve the more they pay per dollar

of annuity. In the earnings brackets of ^100 a month or lower

the figures appear somewhat erratic, as a result of the provision

with respect to the minimum allowance of $10. For example,

take the figures for employees who have had actual earnings of

I50 a month. The man who serves ten years will get a benefit of

|io a month for life, toward which he has contributed J6o with a

I per cent tax or Ji8o with a three per cent tax, or respectively

50 cents or $1.50 per dollar of annual annuity. The man with

like average earnings who has served 20 years will get a monthly

annuity of $10.91 for which he has paid twice as much.

The fact that as a rule persons with short service get larger

benefits per dollar of contribution raises an important question

of public policy. It may be illustrated by two examples.

A young man spends ten years of his early working life in

covered employment, while completing his education and gain-

ing experience. After ten years he withdraws to uncovered work

in which he is successful. Do these facts justify relatively large

benefits per dollar of contribution for those early years ofservice ?

A man of 55 is a highly successful private practitioner of his

profession. At that age he accepted a substantial salary from a

covered corporation in a position that requires only a small part

of his time and does not preclude the continuation of his private

practice. Should he receive the relatively large benefits pay-

able for short-time service ?

Employees who receive benefits with respect to short periods

of service contribute only a small fraction of the cost. The late

entrant with only 10 years of service or the man with 10 years

of intermittent or interrupted covered service who earned an

average of $50 a month during coverage will have paid in taxes

$60 at a I per cent tax or $180 at a 3 per cent tax. He will draw
in benefits $120 a year, and if he has an eligible wife, she will

draw $60 a year. In a single year man and wife together would
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draw the entire amount the employee had paid under a 3 per

cent tax and three times as much as he had paid under a i per

cent tax. For the remaining years of the man’s life and of his

wife’s life, money to pay the promised benefits would have to

come in the main from interest, pay-roll taxes pn employers,

or general taxes.

Payments of these relatively generous benefits for short

service could perhaps be justified if as a matter of fact the

beneficiary was in need and tax revenues had to be used to

maintain him and his dependent wife. The fact is, however,

that with respect to short-service employees, the present system

has no device to distinguish between those in need and those

with sufficient resources to maintain a reasonable level of living

without help from taxes paid by others, and in many instances

by others with less capacity to pay than the beneficiary.

MODinCATIONS OF THE BENEFIT FORMULA

As was noted in the summary, the benefit formula is, under

certain conditions, subject to modifications. The law on this

subject is contained in Title II, section 203. Three of these

limitations will be taken up; they relate to (i) maximum bene-

fits, (2) miniiPum benefits, and (3) earnings while on benefit.

Maximum limitations. The total amount of benefit which may
be paid in respect to the wages earned by any one individual

may be as much as $20 a month, without being subject to any

maximum limitations. If the total amount of all benefits com-

bined exceeds J20 a month, then maximum limitations may
apply. Three such limitations are established: the aggregate of

all benefits must not exceed (i) I85 a month, (a) an amount

equal to twice a primary insurance benefit of the worker, or

(3) an amount equal to 80 per cent of the average monthly wage

of the worker. The limitation which gives the lowest aggregate

of benefits is applicable. Each will be considered in turn.

The 5585 a month limitation constitutes a further discrimi-

nation against employees in upper-wage brackets with long

periods of service. To illustrate its operation the following

figures are introduced with respect to two upper income classes.
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from

drawing

full

benefit.
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The lower section of the table deals with workers who have
an average taxed wage of $250 a month. It may be noted first

that in the case of the man who has contributed for 44 years the

$85 limitation would prevent his wife from drawing the full

benefit. If both man and wife in this wage class are on benefit,

no child can draw the full benefit, although a child whose father

has been in covered service for 10 years will come close to it.

If a man who has had average taxed earnings of I250 a

month dies after he has had more than 10 years of service, the

IS85 and not the formula figure will be the limit for his widow
and children if he has two or more eligible children.

The upper section of the table, which deals with men whose

average taxed earnings are $100 a month, shows that the ^85

limit does not come into operation against a man and wife,

but if the man has had more than 10 years of service it would

prevent payment of a full formula benefit in respect to one

eligible child. In the case of death of the insured leaving a

widow, the limitation would have practically no effect unless

there should be more than two eligible children. The widow of

the man in this class who died after 10 years of service would be

affected by the limitation that aggregate benefits cannot exceed

two primary benefits.

In examining this table it should be remembered that men
past middle life with many years of tax paying under the system

may die leaving a relatively young widow and two or more eligi-

ble children under 18. The government makes $85 the maximum
limit despite the fact that men with long service in the upper

wage brackets pay, if interest be allowed for, almost the whole

of the cost of their old-age pensions, and if they die before reach-

ing die retirement age, they leave a substantial sum which is

available to help pay benefits to the widows and eligible chil-

dren.®®

In the table on pages 94-^955 it was shown that the man who had served 44 years at an

average taxed wage of $^$0 a month would have contributed with a 3 per cent tax

and compound interest at 2 per cent a total of If he should die before going on

benefit, his widow on attaining age 65 would be entitled to a benefit of ^5 18.40 a year.

According to the United States Life Tables, a white woman at age 65-66 has an average

future lifetime of 13. i years. The present value of ^i.oo a year for 13 years at 2 per cent

is roughly 1.35. His accumulation after 44 years with interest at 2 per cent would thus
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The 5 upper limit appears to represen tj therefore, a decision

on the part of the government as to how employers’ contribu-

tions and forfeitures to the system shall be distributed. A man
who has served in upper-bracket positions for his working life

and his dependents or survivors are not to draw from the fund

more than $85 a month despite the fact that the man and his

employer on his account are the heaviest contributors to the

fund.

The limitation that the aggregate of all benefits must not

exceed twice a primary benefit does not discriminate among the

several average wage classes. In effect it restricts the number of

beneficiaries. How it restricts is illustrated schematically below.

Since the widow’s benefit is three quarters, the illustrations are

expressed in quarters of a primary benefit which makes the

upper limit eight quarters.

A The man himself on benefit 4
The wife on benefit 2

One child on benefit 2

Total 8

If the family has more than one eligible child, the benefits for

the dependents must be reduced proportionately to keep the

total within the prescribed eight quarters of primary benefit.

B A widow on benefit.... 3
Two eligible children on benefit 4

Total 7

If the widow has a third eligible child, the aggregate family

benefit can be raised by one quarter of the primary benefit.

pay about a year for 13 years. It would seem that if he retires at 65 he, himself,

has accumulated almost the entire cost of his own old-age annuity* If he dies before

reaching retirement, leaving an eligible widow, his own contributions will pay for her

old-age benefit. If he is to get a substantial amount from funds contributed by em-
ployers and from forfeitures to the system, he must live to draw an old-age benefit and
have a wife or eligible children who also draw benefits. This statement omits from con-

sideration two factors which operate in opposite directions (i) during the period since

he became currently insured he had some protection for his dependents; and (2) if he

had no eligibie dependents his contributions to the system, minus the amount of the

lump-sum death benefit, would have been forfeited to the fund had he died before reach-

ingthe retirement age..
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Nothing more can be paid the family on account of additional

eligible children.

C A widower on primary benefit 4
Two cMldren on benefit 4

Total 8

If the widower has more than two eligible children, no addi-

tional payment can be made.

D Four children of the deceased beneficiary with the mother
deceased or ineligible because of remarriage 8

This limitation, it will be noted, cannot operate except where

children are involved, for the primary beneficiary and his eligi-

ble wife use only six of the permissible eight quarter benefits.

Since the wife to be eligible to take during the lifetime of her

husband must herself be 65 years of age the chances of there

being more than one child under 18 are not very great.

The situation with respect to widows is, however, very dif-

ferent. The covered breadwinnermay die currently or fully in-

sured leaving more than two children. In that case the legal

limitation of twice a primary benefit becomes effective. It

should be repeated, moreover, that some men marry women
much younger than themselves and may even with long periods

of covered service have several children of eligible age. Despite

long service and relatively heavy contributions of such workers,

they are subject to this same limitation.

The limitation that the aggregate of all benefits must not ex-

ceed 80 per cent of the average monthly wage of the insured

workers operates mainly against the children of workers whose

average monthly wage is $50 or less. For wages of I50 or less

the basic part of the formula allows 40 per cent, whereas for

wages above $50 and below ^250 it allows only 10 per cent. The

allowance of only 10 per cent on wages above operates au-

tomatically to make this restriction inapplicable in the higher

wage brackets.

It may be interesting to see what this 80 per cent of average

wage does with respect to widows left with children under 18

years of age by wage earners with average wages of selected
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amounts of $6o a month or less. Average wages of $30, $4.0,

$So, and ^60 a month will be used for purposes of illustration.

The Effect of Limiting Aggregate Benefits to SO Per Cent of Average Wages
I. average wage $30 a month, limit $24 a month

Length

Service

Child’s :

Benefit

I

Available for Children

Primary
Benefit

Widow’s
Benefit Amount®

Possible

Number at

Full Benefit

10 $13.20
14.40

$ 9.90
10.80

$ 6.60
7.20

114.10 2.1

20 13.20 1.8
30 15.60 11.70 7.80 12.30 1.6

40 16.80 I 12.60 8.40 11.40 1.4

II. AVERAGE WAGE $40 A MONTH, LIMIT $32 A MONTH

10 17.60 13.20 8.80 18.80 2.1

20 19.20 14.40 9.60 17.60 1.8

30, 20.80 15.60 10.40 16.40 1.6
40 22.40 16.80 1

11.20 15.20 1.4

HI. AVERAGE WAGE $50 A MONTH, LIMIT $40 A MONTH

10....... 22.00 16.50 11.00 23.50 2.1
20 24.00 18.00 12.00 22.00 1.8
30....... 26.00 19.50 1 13.00 20.50 1.6
40 28.00 21.00 14.00 19.00 1.4

IV. AVERAGE WAGE $60 A MONTH, LIMIT $48 A MONTH

10....... 23.10 17.33 11.55 30.67 2.7
20 ‘ 25.20 18.90

1

12.60 ' 29.10 2.3
30....... 27.30 20.48 13.65 27.52 2.0
40....... 29.40

,

22.05 14.70 25.95 1.8

* The remainder after the widow's benefit has been subtracted from So per cent of
the average monthly wage.

The legal provision that aggregate benefits shall not exceed

80 per cent of the average monthly wage means that 80 per

cent of the average monthly wage is practically the total benefit

for a widow left with more than one eligible child, if her hus-

band’s covered wages averaged $50 a month or less. The figures

for the widow and children in cases where the average wage was
$60 a month or more illustrate the beginning of the disappear-

ance of the effect of this limitation and the appearance of the

limitation that aggregate benefits cannot exceed two primary
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benefits. The two primary benefits limitation comes into ef-

fectj it may be recalled, when a widow has more than two
eligible children, since she takes three of the permitted eight

quarter benefits and two children take four more, leaving only

one quarter additional for the third child. It may be noted,

however, that the insured with longer periods of services at

$60 a month still falls within the 80 per cent of average wage

limitation and will get no additional protection for his widow and

dependent children from his long period of tax payment.®®

This situation reflects the conflict between insurance con-

cepts and welfare concepts. Welfare concepts would dictate

that more money raised through the exercise of the sovereign

power to tax should go to the widow with six children to rear

than to the one with only two. Insurance concepts permit the

use of funds so collected to pay substantial benefits to persons

who are not in need and yet dictate restricting the amount
which may be paid in the event a low-income widow’s family

has more than two children.

Minimum benefit. With respect to minimum benefits the

Social Security Act, as amended, reads:

(b) Whenever the benefit or total of benefits under section 202, pay-

able for a month with respect to an individuaFs wages, is less than

$10, such benefit or total of benefits shall, prior to any deductions

under subsections (d), (e), or (h), be increased to

Other restrictions. The two significant sections dealing with

deductions for employment and for other reasons read:

(d) Deductions, in such amounts and at such time or times as the

Board shall determine, shall be made from any payment or payments
under this title to which an individual is entitled, until the total of

such deductions equals such individuaFs benefit or benefits for any
month in which such individual:

(1) rendered services for wages of not less than $15; or

(2) if a child under eighteen and over sixteen years of age, failed to

For the employee who has had ten years of service at ?6o, twice the primary benefit

is used. It gives $46.20, which is less than $48, the 80 per cent limitation. At 20 years

of service twice the primary benefit is $50.40, which is greater than $48 and hence the

80 per cent limitation applies. Service and taxpaying beyond about 14.3 years does

not add to the protection of the wife with more than two eligible dependent children.

37
53 Stat, 1367, Title 2, sec. 203 (b).
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attend school regularly and the Board finds that attendance was feasi-

ble; or

(3) if a widow entitled to a widow’s current insurance benefit, did

not have in her care a child of her deceased husband entitled to receive

a child’s insurance benefit.

(e) Deductions shall be made from any wife’s or child’s insurance

benefit to which a wife or child is entitled, until the total of such deduc-

tions equals such wife’s or child’s insurance benefit or benefits for any

month in which the individual, with respect to whose wages such

benefit was payable, rendered services for wages of not less than I15.®®

Admmhtrative costs. Administratively the O.A.S.L benefit

formula is inevitably costly. It necessitates maintaining for each

covered worker an exact record of the number of quarters in

which he has qualified and the amount he has earned, not in

excess of fsfioo a year. These records must be maintained

throughout the working life of each covered employee. They
must be used in determining the amount of benefit due the re-

tired workers and their survivors. For 1943 the administrative

costs for O.A.S.L were just under 30 million dollars. They will

increase as the number of beneficiaries grows. It should be noted

that these figures do not include the sums spent by the em-

ployers in preparing and submitting the detailed reports re-

quired by the Social Security Board. This subject will be further

considered in Part III.^®

PERSONS INSURED

In the summary description of O.A.S.L given on pages 75
to 79 it was pointed out that mere coverage and payment of

taxes to support the system does not insure the worker. To be

insured, the worker must have worked in a covered position for

the number of quarters prescribed by the law.

The first protection the covered worker gets for his enforced

contribution is ordinarily a form of life insurance for the benefit

of possible survivors that goes with the status of currently in-

sured. He can attain that status in 6 quarters if he earns not

less than $50 a quarter in a covered occupation for 6 consecutive

The same, sec. 203 (d) and (e).

: See Chap, '27.

'
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quarters. To retain that status he must have been paid wages
of not less than $50 for each of not less than 6 of the 12 calendar

quarters immediately preceding the quarter in which he died.

Two points in connection with currently insured require em-
phasis.

1. It is a form of life insurance for the benefit of survivors if

the insured has any survivors eligible to take under the law, or

to pay a lump-sum benefit for burial expenses. To use an old

phrase, the insured has to die to win.

2. It is a form of extended life insurance that once attained

expires 6 quarters after the employee has ceased to earn not

less than $50 a quarter in a covered occupation. It may expire

earlier than that if the employee’s work has been irregular and

he cannot show 6 quarters with the required earnings in the last

12 quarters. The employee thus attains no permanent protec-

tion until he has attained the status of fully insured, and, as

will be pointed out in the following discussion, not all fully

insured are permanently protected.

Fully insured is the preferred status under O.A.S.I. It can

be permanently attained by any individual who earns not less

than $50 a quarter for 40 quarters in covered occupations. Thus
a person continuously employed under the conditions named
can attain in 10 years what may be roughly referred to as “a

paid-up policy.” After he has 40 quarters to his credit he cannot

lose any of his legislative rights, although of course ifhe remains

in covered employment his contributions will continue and his

benefits will increase.

The status fully insured may, however, be attained pos-

sibly only temporarily by persons after they have had a mini-

mum of 6 quarters of qualifying employment without having

the full 40 quarters or 10 years. These persons fall into 2

groups:

I. Those attaining the age of 21 years after December 31,

1936. If they die before attaining the age of 65, they are fully

insured if they had qualifying employment for half the quarters

between the quarter in which they attained age 21 and the

quarter in which they died. It may be noted that this provison
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in some cases partakes of the nature of extended life insurance

for protection of survivors. For example, a young man beginning

at age 2i years works for 4 years or 16 quarters in qualifying

employment in a war plant. He then returns to the farm and

works in an uncovered occupation. If he should die at any time

within the ensuing 4 years he would be fully insured, since he

would have been in qualifying employment for half the quar-

ters between his 21st birthday and the date of his death. If he

should survive beyond the 4 years, he would lose his fully in-

sured status because he would not have been in qualifying

employment for half of the prescribed quarters.

2. Those who were 21 years of age or over on December 31,

1936. They attain a permanent fully insured status or a paid-up

policy as soon as they have had qualifying employment for half

the quarters between, roughly, December 31, 1936 and the date

of their 65th birthday. With credits for half the intervening

quarters they cannot lose their protection. For persons who were

45 years of age or over on December 3 1 , 1936, one half the quar-

ters between that date and their 65th birthday is less than 40. If

one who was over 45 on the passage of the act died before attain-

ing the retirement age he dies fully insured provided he has

qualifying employment for half the quarters between December

31, 1936 and the date of his death.

Here again is encountered a provision in the nature of ex-

tended life insurance. A person who leaves qualifying employ-

ment after having served 40 counted quarters has a paid-up

non-forfeitable policy giving him a legislative right to all bene-

fits. If he was over 45 years of age on December 31, 1936, and

has had qualifying employment for at least one half of the quar-

ters between December 31, 1936 and his 65th birthday, he like-

wise has a paid-up non-forfeitable policy. If he leaves without

having attained a non-forfeitable policy, he gets extended life

insurance for a limited period for the protection of his eligible

dependents or for a lump-sum death benefit, but he loses

his own old-age retirement benefit. His extended life insurance

lasts only so long as the number of quarters in which he

qualified equals or exceeds half the quarters counted in deter-
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mining eligibility. When the number of quarters used in deter-

mining eligibility is more than twice his qualifying quarters,

his extended insurance that protects his survivors expires un-

less he returns to covered employment.
The provisions governing currently insured and fully in-

sured are thus so drafted that many covered persons who have

paid the compulsory contributions will forfeit them. Some will

forfeit because they did not remain under the system long

enough to acquire an insured status. Others will forfeit them
because after leaving covered employment they did not die soon

enough to get anything from the extended life insurance feature

of the system. Some who die while still covered by extended in-

surance will leave no survivors eligible for benefit and their con-

tributions will go for the lump-sum death benefit.

In the preceding discussion it has been noted that a covered

worker can acquire a non-forfeitable legislative right to the

benefits of the O.A.S.I. system in 40 quarters of qualifying em-
ployment. One possible result mentioned under the benefit

formula deserves repetition in considering the insured status. A
youth may begin qualifying employment at age 21, serve con-

tinuously for 10 years and then withdraw, with his non-for-

feitable insurance, to enter an uncovered occupation. He will

reap the advantages of the fact that the benefit formula gives

relatively high benefits for short service in proportion to pre-

mium paid. If he happens to be in the lower-wage brackets in

these earlier years of his working life, he will likewise profit from

the relatively high benefits allowed by the formula for low-paid

workers. He would get the cream of the benefits for a relatively

short period of low contributions. He would have a great advan-

tage over a fellow employee who entered covered employment

at the same time and age but left with only 35 quarters of qual-

ifying employment, if both reach the age of 65 years. The one

with 40 quarters of qualifying employment will get a substan-

tial benefit whereas his fellow worker with only 35 quarters will

get nothing.

O.A.S.I. gives a curious preference to protecting eligible

survivors over safeguarding the old age of the contributor.
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In many retirement systems an employee who withdraws from

active service before reaching the retirement age is given

what is in effect a paid-up deferred annuity contract with first

payment when he reaches the retirement age. In the more en-

lightened systems this deferred annuity is based both on the

employee’s contribution and the employer’s contribution. He
cannot lose the old-age protection he has earned in the years dur-

ing which he worked under that system. His suiwivors come in

only in the event the owner of the deferred annuity dies before

he reaches the retirement age.

Under O.A.S.I. the worker who withdraws neither fully

nor currently insured has earned no old-age protection what-

ever from his period of coverage, unless later he returns

to covered employment and qualifies. If he withdraws cur-

rently insured or temporarily fully insured, he gets not a de-

ferred old-age annuity for himself but extended term life insur-

ance for the benefit of possible eligible survivors. So far as pro-

viding for his own old age is concerned, unless he has earned a

fully paid-up policy, his years under O.A.S.I. are lost years. Be-

cause of the nature of annuities, the later he begins the more
difficult it will be to make suitable provision.

Persons who have sought to protect the rights of employees

under public or private retirement systems have insisted that

there should be no forfeiture of the old-age protection that an

employee has earned during his service under that system and

that he should have the value of both his own and his employer’s

contributions. If his period of service has been so short that the

amount of money involved is inconsequential, immediate pay-

ment of a lump-sum settlement to clear the accounts may be ad-

visable, but if the amount is substantial the use of the deferred

annuity with first payment at retirement age is preferred. Spe-

cial provisions are recommended if the withdrawal is due to dis-

ability. To many persons it will seem that O.A.S.I. has disre-

garded the principles which governments should adopt in esta,b-

iishing good retirement systems for public employees and,

through exercise of their regulatory powers, make compulsory in

private retirement systems.
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In the summary outline of O.A.S.I., it was noted that not ail

employees working for salaries or wages are covered. Certain

classes are excluded. Here the reasons for exclusions and the

effect of exclusions will be briefly considered.

COVERAGE

Agricultural labor, domestic labor in private homes, casual

labor not in the course of the employer’s trade or business, and

fishermen, with certain exceptions, clearly are not excluded be-

cause they are not in need of protection in their old age. Prob-

ably more than many other classes of wage workers they are in

need of protection. They are presumably excluded, partly be-

cause of the difficulty in applying to them the elaborate and

intricate O.A.S.I. with its contributions based on pay rolls and

its benefits based on average monthly earnings during covered

employment. The fact that pay in the excluded occupations is

often partly in board and lodging is a further complication.

Another factor is that employers might be strongly opposed to

payment of the necessary taxes. The situation in agriculture in

the thirties was such that employing farmers would have had

some difficulties in passing a pay-roll tax along to consumers

and of course employers of domestic servants in the private

home cannot shift the tax. A tax on them might reduce employ-

ment or tend to lower wages.

World War II resulted in a substantial movement from un-

covered agricultural labor and domestic service into covered in-

dustry so that many persons uncovered originally are at present

covered. As has been noted, however, coverage is not synony-

mous with insurance. If now that the war is over there is a

movement back to the farms or to domestic service in private

homes, many of the persons making that change will forfeit

their payments to O.A.S.I. The general subject of forfeitures

will be considered further in a subsequent section of the present

chapter.

Service performed in the employ of the United States gov-

ernment or one of its instrumentalities and service which brings

the employee under the Railroad Retirement Act are excluded

mainly, perhaps, because other provisions are made for the old-
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age protection of many such employees. In subsequent chapters

the federal retirement system and the railroad retirement

system will be described in some detail. It will there be noted

that such systems are part of the employer’s compensa-

tion system. The employer’s contributions are used to pay bene-

fits to the employees of that employer or industry, and they

are not used as the basis for effecting a general redistribution of

earnings according to a governmentally determined formula.

Under these systems the employer or the industry may pay rel-

atively more per dollar |of contribution for the lower-bracket

employees than for those in the upper-bracket, but the em-

ployer’s contributions do not go outside the industry or enter-

prise. The employees get the full advantage of what their em-

ployers are contributing. Abolition of these special systems and

inclusion of their members under O.A.S.I. would clearly be

against the interests of these workers.

Service performed in the employ of a state or any political

division of a state is excluded perhaps primarily because under

the Constitution the national government cannot levy a tax

against the sovereign states. Several states and local govern-

ments have retirement systems for their employees or for classes

of their employees that roughly resemble the two retirement

systems discussed in the preceding paragraph. Abolition of

these systems and substitution of O.A.S.I. would be against

the interests of the state and local employees so covered.

Moreover, under existing constitutional law, the national gov-

ernment cannot tax the state on its pay roll to raise money
to be distributed among all covered employees regardless of

their state of residence and their occupation.

Many classes are excluded because the enterprise is religious,

charitable, scientific, literary, or educational, and has nonet
earnings which inure to the benefit of any private shareholder

or individual. Such enterprises could not pay the employer’s

tax out of profits nor pass it along to the consumers. Large,

strong organizations of this type often have satisfactory retire-

ment systems. The Teachers Insurance and AnnuityAssociation

of America has rendered distinctive service in its field, and cer-
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tain of the churches have excellent retirement systems, far more
advantageous to those covered than the O.A.S.I. would be. On
the other hand, there are in the aggregate many employees of

agencies of this general type for whom no provision at all is

made.

This description of coverage demonstrates that the United

States has not yet solved the problem of providing old-age in-

surance without any interference with the mobility of labor.

As the situation stands at present, the country has (i) persons

who are under O.A.S.I. and will remain under it long enough

to secure protection, (2) persons who are temporarily under

O.A.S.I. but will not remain under it long enough to secure pro-

tection, (3) persons who are not under any formal system, and

(4) persons who are under other systems that are, particularly

for upper-bracket employees, far more advantageous than

O.A.S.I. A major issue therefore exists as to how the individual

is to be free to move from one employment to another, from

the status of a wage or salary worker to the status of the self-em-

ployed, or from the status of regularly employed to the status

of casually employed without forfeiture of what he has con-

tributed toward protection in his old age. This subject will be

further touched upon in the present chapter under forfeitures

and will be considered at length in Part III.

The O.A.S.I. law does not clearly set forth the distinctions

between the benefits provided the male covered worker and

those provided the female covered worker. Both men and

women pay the same rate of tax on their wage, but the benefits

are very different. To further simplify, we shall take up first the

benefits for covered men and then the distinctive features with

respect to covered women.

BENEFITS EARNED BY MEN

The primary benefit. A fully insured man on attaining the

age of 65 and on filing an application is entitled to a primary in-

surance benefit each month beginning with the month in which

he becomes eligible and ending with the month preceding the
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one in which he dies (section 202 [a]). It should be noted,

however, that section 203 (d) provides that deductions shall

be made in the grant for any month in which the individual

“rendered services for wages of not less than ^15.” Under de-

cisions of the Social Security Board, no benefit will be paid if

the applicant earns wages of ^15 or more a month. There is thus

no financial reason for applying unless his benefit is greater than

his current wages. If the benefit equals or exceeds earnings,

there is no financial reason to keep on earning beyond the ^15

a month allowed by section 203 (d), except that each additional

year of covered work will increase his benefit by i per cent of

the base amount. For this increase he will have to pay the tax

on his current wages.

The wife's benefit. If the male old-age beneficiary has a wife

who is the mother of his child or to whom he was married

prior to January i, 1939 or, if later, prior to the date upon

which he attained the age of 60, the wife on attaining the

age of 65 is entitled to a wife’s insurance benefit provided she is

living with him at the time of her application.'*® The amount of

the wife’s benefit is normally one half of the husband’s primary

benefit, but adjustments are made if she is otherwise entitled to

receive a primary benefit. If the wife is entitled in her own right

to receive a primary insurance benefit the amount of that benefit

earned by her is deducted from her wife’s benefit. Thus, if a

wife herself has earned a primary benefit equal to or greater

than half of her husband’s primary benefit, she takes nothing

by virtue of her status as the wife of her husband. The wife’s

benefit continues until “any of the following occurs: she dies,

her husband dies, they are divorced a vinculo matrimonii, or she

becomes entitled to receive a primary insurance benefit equal to

Sec. 209 (n) of the Social Security Act, as amended, reads: *‘A wife shall be deemed
to be living with her husband if they are both members of the same household, or she is

receiving regular contributions from him toward her support, or he has been ordered

by any court to contribute to her support; and a widow shall be deemed to have been

living with her husband at the time of his death if they were both members of the same
household on the date of his death, or she was receiving regular contributions from him
toward her support on such date, or he had been ordered by any court to contribute

to her' support.”
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or exceeding one half of the primary insurance, benefit of her

husband/'^^
,

If the wife works for wages after attaining the age of 65^ and

the wages are $15 a month or more, she receives no benefit

according to rulings of the Social Security Board. She has no

financial incentive to v/ork unless earnings exceed the benefit.

If the combined benefit to the man and his wife exceeds

the wife's benefit is reduced to bring the total to I85. There are

other conditions upon which the wife's benefit may be reduced/^

but it hardly seems desirable to go into them at this point.

The widow's benefit. If the fully insured man dies, his widow
is under certain conditions entitled to a widow’s benefit, which

is three fourths of the primary insurance benefit of her deceased

husband. The conditions are:

1. She must have attained the age of 65.

2. She must have been the mother of his child or been mar-

ried to him prior to the beginning of the twelfth month before

the month in which he died.

3. She must have been living with her husband at the time of

his deathd^

4. She must not have remarried.

5. She must not be entitled to receive a primary insurance

benefit equal to or exceeding three fourths of her deceased hus-

band's insurance benefits. If she is entitled to a smaller primary

benefit in her own right, the amount of such benefit is deducted

from her widow's benefit.

Her right to the widow's benefit terminates if she remarries or

later because of her own work becomes entitled to a primary

benefit equal to or exceeding three fourths of her deceased hus-

band's primary benefit. Should she work and earn ^15 a month
or more, the Board pays no benefit.

.[ The widow's current benefit. If a fully insured man or currently

insured man dies leaving a widow, she may, under certain con-

Sec,' 202 ,(!>)' (i). 'V

See"' sec. '203 of'the act.

For definition of living with husband see note 40, p. 1 16.
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ditions, be entitled to a widow’s current insurance benefit,

which is normally three fourths the primary benefit earned by

her deceased husband. The conditions are:

I. That she is the mother of her husband’s child or was mar-

ried to him prior to the beginning of the twelfth month before

the month in which he died.

1 . That at the time of filing application she must have in

her care a child of such deceased individual entitled to receive a

child’s insurance benefit. The child must be under i8 years of

age. The definition of a child and the conditions under which

the child can take will be taken up under the child’s benefit.

3. That she has not remarried.

4. That she is not entitled to a widow’s benefit.

5. That she is not entitled to a primary benefit earned by

herself equal to the widow’s current benefit. If she has a smaller

benefit in her own right, tlie amount of it is deducted from her

widow’s current benefit.

6. If she works she must not earn 5515 a month or more. If

she earns more, she is ineligible for benefit according to de-

cisions ofthe Board.

Her benefit ceases (i) if no child of her deceased husband re-

mains entitled to a child’s benefit; (2) if she remarries; (3) if

she becomes entitled to a widow’s insurance benefit, that is, if

she reaches age 65; or (4) if she becomes entitled through her

own work to a primary benefit equal to or exceeding three

fourths of the primary benefit of her deceased husband. Any
smaller benefit to which she may become entitled by her own
work is deducted from her widow’s current insurance benefit.

TAe chiles benefit. The fully insured man on arriving at the

age of 65 or on his death and the currently insured man on his

death creates a benefit for his children.

“The term ‘child’ . . . means the child of an individual, and

the stepchild of an individual by a marriage contracted prior to

the date upon which he attained the age of sixty and prior to the

beginning of the twelfth month before the month in which he

died, and a child legally adopted . . . within the same limita-

tions as to time,

209 (k).

.
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To be eligible to receive a benefit by virtue of the insurance of

its father, stepfather, or adopting father, the child must be:

(i) under 18 years of age, (2) unmarried, and (3) must have been

dependent upon the father at the time of application or, if

the father has died, at the time of death.

With respect to dependency upon the father, the law provides:

A child shall be deemed dependent on a father or adopting father,

. . . unless . . . such . . . [father] was not living with or contributing

to the support of such child and—(A) such child is neither the legiti-

mate nor adopted child of such individual, or (B) such child has been

adopted by some other individual, or (C) such child, at the time of

such individual’s death, was living with and supported by such child’s

stepfather.^®

The law creates an extremely strong but rebuttable presumption

in favor of a child’s dependency upon the father. The fac.t that

the child or adopted child was not living with the father or

being supported by him does not destroy the child’s right to

take by virtue of his father’s insurance, unless the child has

been adopted by someone else or unless on the death of the

father or adopting father he was living with and bfeing supported

by a stepfather.

The amount of the child’s benefit is normally one half the

primary benefit of the father. If, however, the aggregate benefits

of all who take by virtue of the father’s insurance exceed cer-

tain limits, section 2.03 (a) applies.'^®

The child’s right to a benefit ceases when (i) he attains the

age of 18, (2) he is adopted, (3) he marries, or (4) he dies.

It may be noted that the child’s benefit is not canceled by the

remarriage of the mother and hence the acquisition of a step-

father. The stepfather is not required by law to assume support

of the child. A family which adopts the orphan or half-orphan

must, however, forego the assistance which it might secure in

the child’s support from the child’s benefit. If the family

merely takes the child in, it can receive the benefit, but if it

makes the child legally a member of the family by adoption the

benefit ceases.

^ Sec. 202 (c) (3).

For the discussion of the limitations, see pp. lOi-oS.
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One aspect of the law deserves further special note. Young
people sometimes become parents without the formality of mar-

riage. Not infrequently a marriage is arranged to legitimatize

the baby. The marriage, however, deprives the child thus mar-

ried of the right to take by virtue of his father’s insurance and

makes that child dependent for his own support and the support

of the baby upon his own earnings, upon relatives, or upon

general public assistance. Thus the child has by the marriage

been cut ojff from a child’s benefit. It would seem, however, that

if the children involved do not marry until after the age of i8,

the fact that they have a baby—illegitimate under the law

—

does not bar them from a benefit.

Parent’s benefit. The fully insured or the currently insured

man may, under certain conditions, provide a benefit for his

dependent parent or parents. The conditions are:

I. He must not leave a widow or an unmarried surviving child

under the age of i8. The existence of either a widow or an eligi-

ble child bars a dependent parent.

1 . The parent must have attained the age of 65.

3. The parent must have been “wholly dependent upon and

supported by such individual at the time of such individual’s

death and filed proof of such dependency and support within

two years of such death.”

4. The parent must not have remarried since such indi-

vidual’s death.

5. The parent must not be entitled to receive any other in-

surance benefit under the law or, if so entitled, does not receive

benefits equal to or exceeding one half of the primary benefit of

the insured.

Special attention should be called to the words “wholly de-

pendent upon and supported by such individual at the time of

such individual’s death.” Here, obviously, the means test must
be used to determine whether the parent is eligible. If several

children were supporting the parent at the time of death, the

parent apparently would be ineligible. If the parent had income

from earnings and savings, and the insured’s contribution to

the parent was to make the parent’s life easier and more com-

fortable, the parent under the law apparently is not eligible.
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The parent’s benefit is normally one half the primary benefit

of the insured with provisions for adjustment in case he is

entitled to other benefits under the act.

Lump-sum death benefit. The fully insured or currently in-

sured man may under certain conditions leave to beneficiaries

designated by the law a “lump-sum death payment” which is

six times his primary monthly insurance benefit. Since the

maximum primary benefit is probably not over $6o the maxi-

mum death benefit is ^360. The wording of the law, section

202 (g), makes it plain that in the main this benefit is in the

nature of a burial allowance. It goes in priority order to the

widow, the surviving children, or others in the status of children

under the state intestacy laws, the surviving parent or parents

or the person or persons who paid the expenses of burial, al-

though if to the last named, only to the extent of their payments
for this purpose. Here the words widow, child, or children are

used in their ordinary legal sense and not in the special sense

in which they are used in the other benefits.

A lump-sum death benefit is paid only if the insured leaves

“no surviving widow, child, or parent who would, on filing ap-

plication in the month in which such individual died, be entitled

to” a child’s benefit, a widow’s benefit, a widow’s current bene-

fit, or a parent’s benefit. All these benefits take priority over the

lump-sum death benefit, and if they are immediately payable

extinguish that benefit. The fact that a man leaves a widow
who later on attaining the age 65 may become entitled to a

widow’s benefit does not bar the immediate payment of the

lump-sum death benefit. If the widow will a few months later

attain the age of 65 she gets the lump-sum death benefit. If a

child or widow is immediately eligible but will lose eligibility

within a few months after the death of the insured, no lump-

sum death benefit is paid, although the fund may not have paid

out in the aggregate six times the monthly primary benefit of

the insured.

BENEFITS EARNED BY WOMEN
The facts regarding benefits thus far presented relate to the

fully insured or the currently insured male worker. We come

now to the benefits for the fully insured or currently insured
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woman worker, who is taxed on her wages at the same rate as

the male worker.

No benefitsjor husbands. Patently a woman worker cannot

leave a widow and thus the widow’s insurance benefit and

the widow’s current benefit are not involved in her insurance.

No benefits are provided for husbands except that a widower

may receive the lump-sum death payment. The law is based

on averages or normal conditions, and on the average or under

normal conditions, a husband is not dependent upon his wife

for support. In some cases, however, a wife works because her

husband is unable to make a living; he is physically or mentally

disabled or incompetent as a provider. Under these conditions

he is not taken care of by his wife’s insurance in the event of her

death but must depend on their other savings or on relief pay-

ments.

The woman worker’s insurance provides for her own old age,

under certain circumstances for her children under i8 years of

age, for her dependent parents, and for the relatives who pay

her burial expenses. In discussing these benefits, we shall be

mainly concerned with the factors that distinguish them from

the benefits for men.

The -primary benefit. The old-age benefit, or the primary in-

surance benefit, for the single woman, or for the married woman
where the husband has never worked in a covered employment

or who has never worked in such an employment long enough

to be permanently fully insured, is virtually the same as that

for a single man. On attaining the age of 65 she becomes entitled

to a primary insurance benefit provided she had attained the

status of a fully insured individual. If she keeps on working and

earns wages of ^15 a month or more, the Board denies her any

benefit.

The real distinction between men and women arises when the

woman worker is married to a man who works long enough in a

covered employment to become permanently a fully insured in-

dividual. As has been pointed out in discussing benefits for

men, he has been providing not only for his own old age but for
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the old age of his wife or his widow. If both the husband and
wife are working and paying G.A.S.L taxes, both are providing

for their old age. What does the woman worker get for her pay-

ments in her old age?

If her primary benefit, acquired through being engaged in

covered employment, exceeds one half the primary benefit of

her husband, she receives on attaining the age of 65 the primary

benefit she has earned herself, but nothing by virtue of her hus-

band’s insurance.

If her primary benefit is less than one half the primary benefit

of her husband, she receives the benefit she has earned herself

plus enough of her share of the primary benefit earned by her

husband to bring her total to one half her husband’s benefit.

More simply stated, she gets no more than she would have re-

ceived had she never worked in a covered occupation and never

paid any pay-roll tax on her wages, except under certain condi-

tions.

If the working wife in a covered employment is older than her

husband, she becomes entitled to take before he does, and hence

for a few years she may get benefits on her own insurance. If

the husband on attaining the age of 65 does not retire and

apply for his benefits, the fully insured wife on attaining age 65

may apply for her benefits and draw the full amount. If the hus-

band was over 60 years of age at the time of his marriage to his

working wife, she is not his wife within the definition of the act,

and she therefore is dependent on her own earned benefit.

If at the time of her husband’s death she was not the mother

of his son or daughter and had not been married to him for ap-

proximately a year, she is not his widow within the definition

of the act, and she therefore is dependent on her own earned

benefit.

The child’s benefit. The covered married woman with children

under 18 years of age will find two major differences between

what she earns and what a covered father earns. The first dif-

ference lies in the assumption as to dependency and the sec-

ond in the benefits.
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\

The refutable presumption in the case of the father is, as

^ was previously noted, that his children, by nature or by adop-

tion, are dependent on him. The assumption in the case of

mothers reads:

:
A child shall be deemed dependent upon a mother, adopting mother,

or stepparent, or to have been dependent upon such individual at the

time of the death of such individual, only if, at the time of such death,

or, if such individual was living, at the time such child’s application

for child’s insurance benefits was filed, no parent other than such in-

dividual was contributing to the support of such child and such child

' was not living with its father or adopting father

The language which calls for emphasis is: “A child shall be

; deemed dependent upon a mother . . . only if . . . no parent

I;

' other than such individual [the mother] was contributing to the

;

I’

support of such child and such child was not living with its

j| father or adopting father.” Thus if the child was living with a

! ;
father or adopting father, whether he is or is not insured under

j I

O.A.S.I., the children cannot take by virtue of the mother’s in-

surance. A strict interpretation of the act would seem to ex-

jii! elude the children who were living with a father or adopting

father, even if for one reason or another that father was not

actually supporting them and might in fact be dependent on his

wife’s earnings for his own support. In the normal or typical

family the father is the principal source of income and the

mother a secondary breadwinner, and the law assumes normal

or typical conditions, hard as that may be on the wife and

mother who is forced to be the principal source of income for her

family.

The provision with respect to the amount of the child’s bene-

fit reads:

(2) Such child’s insurance benefit for each month shall be equal to

one half of the primary insurance benefit of the individual with respect

to whose wages the child is entitled to receive such benefit, except

that, when there is more than one such individual such benefit shall

be equal to one half of whichever primary insurance benefit is great-

est.'^®

.

Sec. io2,(c) (4).

Sec. 202 (c) fcV
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This provision read in connection with the one regarding de-

pendency means in general that the child gets one half the

father’s primary benefit. If the child might under any circum-

stances take either from the father or the mother, he would take

only from the father unless that benefit would be smaller than

the one he might get from the mother.

Parent's benefit. The fully insured woman is presumably more

of a protection to her dependent parents than a fully in-

sured man because she cannot leave a widow. If she leaves no

unmarried child under 18 her dependent parent may take under

the conditions previously enumerated. It will be recalled that

in order to take the parent must have been wholly dependent

upon and supported by the insured individual at the time of

such individual’s death. The fully insured married woman is

thus protecting a parent only if she has no unmarried children

under 1 8 and is the sole support of her parent.

Lump-sum death benefit. The woman is more likely than the

man to occasion the payment of a lump-sum death payment of

six times a monthly primary benefit, because she is far more

likely to die leaving no beneficiaries eligible to take under the

other benefit clauses of the law.

EQUITIES, FORFEITURES, AND OPTIONS

Two radically different positions may be taken with respect

to the benefit formula, the insured status, and the benefit provi-

sions that have just been reviewed. The first is that the em-

ployee’s contribution is a tax pure and simple, that the govern-

ment levies taxes as it sees fit and spends or distributes the

proceeds as it sees fit, and that the taxpayer has no moral or

legal equity or right in the money thus collected after it has

been paid to the government. From this point of view there

can be no forfeiture of a tax, because the person who paid it had

no right to it.

The second point of view is that the tax paid by the employee

under O.A.S.I. is in the nature of an insurance premium by the

payment of which an employee becomes possessed of certain

contingent legislative rights. O.A.S.I., in accordance with this
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point of view, is in part at least a substitute for private insur-

ance. Private insurance has taught many of the insured to

look into such matters as individual equities, forfeitures, and

optional methods of settlement. To one who takes this point

of view it seems significant to examine O.A.S.I. with respect

to these features, and in a sense to contrast public insurance

with private insurance. The more important features of this

comparison will be presented below.

Private insurance has in the main been voluntary. An indi-

vidual often had to be persuaded to buy by a salesman. During

the past quarter of a century or so, many public and private

enterprises have established retirement systems to provide old-

age and other collateral benefits, and many of them have been

both contributory and compulsory, but the employers who es-

tablished them operated in a competitive labor market. They
wanted the retirement systems they devised both to hold and

to attract good employees, and employees were free to resign

or to seek employment elsewhere if the provisions of the retire-

ment system did not appeal to them. In private voluntary in-

surance, and to a lesser extent in retirement insurance, com-

petition resulted in recognition of individual equities, restriction

of forfeitures, and provision of optional methods of settlement.

DEFINITIONS

It is perhaps desirable to define the terms equity, forfeiture,

and option and to indicate their significance.

Equity. A private insurance contract is said to be equitable

when all members of a class receive the same degree of insurance

protection for the same amount of premium paid. It does not

mean that all get back the same number of dollars per dollar

paid in, for they are buying insurance, but all have the same

protection, and all face on taking out the insurance approxi-

mately the same hazard. Obviously voluntary insurance in a

competitive society must have this attribute or a close ap-

proach to it, because few persons would voluntarily purchase

insurance when their risks were much lower than the risks of

their fellows. Private insurance companies tended, moreover,
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in one way or another to offer lower rates to those whose ha2-

ards were lower.

In retirement systems a tendency developed, at least so far

as the employees’ contributions were concerned, to relate bene-

fits to contributions or to salaries so that there was a fairly

definite relationship between the amount paid in by the em-

ployee and the amount of the benefit. In one widely used sys-

tem the amount of the old-age benefit on retirement depends

almost entirely on the amount contributed by the employee

and by the employer on his behalf. Such systems were said “en-

tirely to preserve the individual equities.”

Forfeiture. A maxim in equity law is “Equity abhors a for-

feiture.” Clients of life insurance companies rarely want to pay

any considerable sums in premiums if in the event of some
contingency they will lose all or a considerable part of what
they have paid in. Many states have regarded as contrary to

public policy clauses in insurance contracts that involve

certain forfeitures and have required carriers to provide cash

surrender values, extended insurance, and so forth. Although

in some instances the forfeitures added to the profits of stock-

holders in the insurance company, the laws were made ap-

plicable to mutual companies where the forfeitures went in the

main to the policyholders who continued their insurance in

force.

In private voluntary insurance a forfeiture is to be distin-

guished from the payment made by the insured to cover the

costs of administration. Premiums paid for private insurance are

“loaded” to cover these costs. In ordinary life insurance the

loadings are commonly heavy in the first few years because of

the costs of selling the insurance, making the medical and

other examinations, and setting up the new policy in tlie ac-

counts and records. Thereafter the costs are mainly the costs

of premium collection. Mail billing costs less than personal col-

lection by an agent. Under mail billing quarterly collections

cost roughly four times as much as annual collections, and it

costs about as much to collect a small premium as a large one.

Weekly or monthly collections by a collector who calls at the
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house are inevitably administratively costly, and the insured

who buys his insurance in this way must pay heavily for ad-

ministration, even if the company operates with a high degree

of efficiency.

The difference between private insurance and O.A.S.L with

respect to taxes is significant in this respect. Both O.A.S.L

funds and the property used in the governmental administra-

tion of the system are exempt from national, state, and local

taxation. Both private insurance funds and the property used in

private insurance are subject to taxation. Thus when the vol-

untarily insured pays his premium, part of what he pays goes to

pay taxes. Both mutual companies and stock companies must

cover what they have to pay in taxes in their loadings. Natu-

rally the insured cannot get back the taxes included in his priv-

ate insurance premiums any more than he can recover any di-

rect tax payments.

Options. As a man goes through life, his reasons for buying

or continuing insurance change as his family responsibilities

change. Four different stages are especially significant:

1. The period when he has children who need the care and

attention of their mother.

2. The period when the children have completed the ele-

mentary and secondary schools and are preparing in colleges,

universities, or professional schools or in other ways to get

established in life in a status the parents regard as appropriate

or that lies along the lines of their ambitions for the child or

the ambitions of the child for himself. This one may be the pe-

riod of heaviest financial demands.

3. The period when the children are grown and self-support-

ing in families of their own, and the father appreciates that the

time has come when provision for the children’s mother and for

his own old age are his major concern. The father perhaps

rarely thinks in terms such as “mother is now out of a job as

rearer of children and should get out and earn to support her-

self.” He is more likely to dwell on the fact that a mother who
has devoted her middle years to the family and has not for years

had business experience, if she ever had it, is not ordinarily a
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highly employable person, and he suspects she might have a

hard time supporting herself at the level to which she has been
accustomed.

4. The grandfather and grandmother period when thoughts
turn to the future of the grandchildren and especially to that

time in the grandchildren’s lives when they are preparing for

their life work.

Private life insurance companies selling life insurance and
annuities to clients, whether the companies are mutual or stock,

know how the needs of the client and his family change with the

years. They accordingly write life insurance policies and annuity

policies with a wide variety of optional methods of settlement.

Competition among companies has tended to increase the num-
ber of options specifically mentioned in the policy with tabular

statements of benefits. It is not unusual to find a clause giving

the insured the privilege of any new options that may be later

introduced by the company. A common provision often gives

the beneficiary the privilege of electing an option if the insured

dies without having designated one. If no beneficiary is desig-

nated the insurance goes into the insured’s estate on his death

and is distributed according to his will or in accordance with

state law. Thus under voluntary insurance the insured has a

wide range of options in the mode of settlement he elects and

can adjust his insurance to meet his family needs as he sees

them. Voluntary insurance is predominantly an institution for

the family.

Against this background of description, equities, forfeitures,

and optional methods of settlement, some of the features of

O.A.S.I. will be reviewed.

EQUITIES

The old age and survivors insurance system is by no means

equitable. The most oustanding inequity results from two

facts: (i) half of the contributions come from pay-roll taxes

paid by the employers and (2) large numbers of gainful workers

and their dependents are excluded from coverage under the act.

It is generally agreed that pay-roll taxes levied against employ-
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ers become part of the cost of production and in the long run

are largely passed along to consumers. Thus gainfully employed

workers who are not covered are paying indirectly part of the

cost of benefits for covered workers and their dependents. In-

clusions and exclusions are not based on income, need, or the

prospects of need. Agricultural laborers and domestic servants

in private employment are not covered. Marginal workers who
are in and out of covered employment may never derive any

benefit from the system. As it stands today O.A.S.I. is distinctly

class legislation.

The contributions of employers and employees, moreover,

will not necessarily cover the costs of the system. They cer-

tainly will not if the Congress continues to hold the rates down
to I per cent each. It is entirely possible tliat a substantial part

of the benefit costs will have to be paid by taxpayers who can-

not get any direct benefits from the system for themselves or

their dependents.

Even among the covered workers the individual equities are

not preserved. Certain of the inequities will be briefly sum-

marized:

1. All covered individuals pay exactly the same rate of tax

on $3,000 and under a year regardless of the number and

nature of their eligible dependents. Obviously, women can have

neither wives nor widows and the assumptions in the law run

against their children under 18 being dependent on them. A
single man with no eligible beneficiaries pays the same rate as a

married man with many dependents. Classes in covered em-

ployment which have restricted their offspring in order to give

their children better economic and social advantages help pay

the benefits for the classes that do not practice restriction.

2. The benefit formula pays 40 per cent on the first $50 of

wages and only 10 per cent on the balance up to $250 a month.

The employers’ tax operates beyond question as a device to re-

distribute the income according to a governmentally determined

formula. Upper-bracket employees under the system may get

the value of their own contributions, although in view of the

forfeitures inherent in the system one would hesitate to make
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a positive statement on this score. Since they spend more than

the lower-paid employees, they will pay relatively more through

the higher prices necessitated by the pay-roll tax on employers.

As the system matures, they may have to pay for high benefits

through general taxes.

3. The benefit formula allows only i per cent of the base al-

lowance for each year of service. Thus the employees with long

service pay far more per dollar of benefits than the covered em-

ployees with the minimum length of service necessary to attain

the status of currently insured or fully insured. As has pre-

viously been pointed out, the man who permanently attains

the fully insured status at the earliest possible age and then

withdraws to an uncovered occupation may get more for his

money than the man who stays in for his entire working life.

FORFEITURES

The old-age and survivors insurance system as at present de-

signed involves many forfeitures. Among the most important

are:

1. The forfeiture on withdrawal before the contributor has

attained an insured status. The reason for withdrawal is under

the law entirely immaterial. Among the causes may be (a)

change in employment from covered to uncovered work, (b) loss

of a job in covered employment because the employee is only

employable in periods of labor shortage, (c) disability resulting

from accident or disease, and (d) for women marriage and

domestic responsibilities.

2. The forfeiture resulting from death in the active service

before the currently insured status has been attained.

3. The forfeiture of the individual’s own old-age protection

when he withdraws before he has served long enough to have

an established right to it.

4. The forfeiture of survivors’ benefits when a currently in-

sured or a temporarily fully insured individual withdraws and

lives beyond the term of the extended life insurance to which he

was entitled by virtue of his temporary status as a currently in-

sured or fully insured individual.
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5- The forfeiture of everything except the lump-sum death

benefit when the insured dies leaving no person who ever be-

comes eligible to receive a benefit under the O.A.S.L law. This

forfeiture may occur despite the fact that the insured at death

may have been survived by a widow, children, grandchildren,

a nondependent parent, a brother or a sister, a nephew or a

niece. The question of whether these relatives are or are not

capable of self support, or whether the deceased was or was not

actually or morally indebted to them, is under the law generally

immaterial. The widow, the children, and the parents can bene-

fit only if they are within the eligibility rules prescribed by the

state.

OPTIONAL METHODS OF SETTLEMENT

The old-age and survivors insurance system represents a

new concept of the functions of the state and a new restriction

of the rights of the individual with respect to liberty and prop-

erty. Although the taking of private property by the state to

relieve want or need has from colonial days been recognized in

this country as a function of government, it had not previously

been the practice for the state to take property from one citizen

to give to another when die recipient was not in need. Under the

O.A.S.L system persons of very modest means may be taxed

directly or indirectly to provide benefits for persons who are in

fact much more prosperous than the particular taxpayer from

whom funds were taken.

Such a system for the redistribution of wealth according to a

formula prescribed by the political state can only be made effec-

tive by compulsion. A political majority must enforce its will

upon the minority. Substantial numbers of persons consulting

their own interests and the interest of the members of their

family would decline to purchase insurance under the O.A.S.L

system on a voluntary basis. So far as they are concerned, it

does not meet their needs.

Under such a system the political state substitutes the judg-

ment of a majority of the legislature for that of the individual

with respect to which members of the family may benefit
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from insurance and upon what conditions. The political state

under O.A.S.I. decides against the eligibility of a widow with

no child under i8 years of age until that widow attains the age

of 65; it renders her ineligible if she remarries; and it rules that

until she attains the age of 65 her mental and physical condition,

her actual employability, is immaterial. The political state de-

cides that a child is not eligible after he has attained the

age of 18, although the insured may have had as a motivating

force in his life giving the child the opportunity for higher edu-

cation and training for professional, scientific, or technical serv-

ice.

If the people of the United States embrace the philosophy

that the political state should go further in the redistribution of

wealth than is necessary to prevent want or need, then they

must leave to elected legislators the decisions as to what the

individual shall do with his earnings and as to what members of

his family may share in the fruits of his labor and upon what

conditions. Optional methods of settlement are the product of

voluntary private insurance and of retirement systems that are

part of the compensation system of the employer. They are not

consistent with a system designed in no small measure to effect

a redistribution of wealth believed by a majority of the legisla-

ture to be in the social interest. If the legislators have this

power, it is for the majority to determine in what degree it shall

be exercised.

O.A.S.r. COMPARED WITH OLD-AGE ASSISTANCE

O.A.S.I. benefits are, as has been noted, paid only with re-

spect to fully insured or currently insured individuals. Persons

not covered at all by O.A.S.L and persons who although at

some time included in the system have not attained or retained

an insured status are dependent if in need after attaining the age

of 65 on old-age assistance. The two program.s are thus in a

sense complementary, although if the public should develop a

preference for one over the other, they might become rivals in

the movement to extend social security. For this reason it is

significant to attempt some comparison between the benefits
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under the two programs. Before comparing the benefits, four

important distinctions between the two systems should be

briefly reviewed.

1 . Old-age and survivors benefits are paid to eligibles repre-

senting fully insured or currently insured individuals, regardless

of their need, although in some cases survivors have to prove

dependence on the insured. Old-age assistance benefits are paid

only to those determined to be in need according to state laws

administered by state agencies.

2. O.A.S.I. is a contributory system; it insures only those

who are covered for the specified length of time at earnings of

the specified amount; and in the absence of administrative slips,

the insured must have paid the specified taxes on their wages

through pay-roll deductions for the entire period of coverage.

Old-age assistance benefits are non-contributory or, in other

words, pure gratuities.

3. O.A.S.L is a federal system federally administered and

supported by federal taxes. The deficits in the O.A.S.L fund,

inevitable unless the higher taxes are enforced, will presumably

be made good by general federal taxation. Old-age assistance,

broadly speaking, is financed one half by the national govern-

ment and one half by the state government involved, although

the state government in its discretion may pass along part but

not all of its portion to subordinate local governments.

4. Benefits under O.A.S.I. can be increased only through

congressional action. Within limits—in most states far from

reached—old-age assistance benefits can be enormously in-

creased by state action without further national action. This

point is so significant that it warrants detailed explanation.

The old-age assistance title of the Social Security Act, it will

be recalled, provides that the national government will share

with the state the cost of an old-age benefit which the state

grants under that law up to I40 per month. In December 1942

the average old-age assistance benefit for all states combined

was $23.43^® or 58.6 per cent of the national maximum. On the

average the states could increase benefits by some $16 a month

Social Security Yearbook I
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or some 68 per cent without getting beyond the national maxi-

mum. In 1942 old-age assistance payments amounted to 597
million dollars.®® An increase of 68 per cent would bring that

figure to 1,003 millions.

This figure does not, however, represent the upper limits to

which the states may go without further congressional action,

because administratively the states in this system define needs

and the methods of determining need. By amending their

definitions and their standards and by increasing their appro-

priations, they can go materially above this figure of 1,003

millions. By such action they could not only pay greatly

increased benefits to those already on the old-age assistance

rolls, but they could bring on to these rolls thousands who
are not there now. The average benefit for all the states can

ultimately resemble closely the average benefits paid by the

liberal states, such as in December 1942, Colorado $41.06, Ari-

zona $37.22, and California $36.91. The number of old-age

assistance beneficiaries per 1,000 aged population for the coun-

try as a whole can increase from the 238 reported by the Social

Security Board for December 1942 to figures approaching the

523 for Oklahoma, 501 for Texas, 487 for Colorado, 448 for

Utah, and 425 for Georgia.®^

If all the states had a ratio like that in Oklahoma, the num-
ber of beneficiaries in the country as a whole would have been

220 per cent of the actual number in December 1942. Instead of

about 2.2 million beneficiaries, the country would have had

about 4.8 millions. At an average benefit of $35 per month or

$420 a year, the cost for 4.8 million beneficiaries would be about

2 billion dollars a year. In other words, if all the states should

liberalize their definitions and their methods and make the nec-

essary appropriations, the costs for old-age assistance payments

could increase from around 595 million dollars to around 2 bil-

lions, which would represent an increase of about 236 per cent.

Under circumstances such as those just outlined, advocates

of free old-age pensions have a wide field open to them through

The same.

;

The same, p. 74.
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advocating a liberalization of state old-age assistance laws and

administration and larger state appropriations. Because of these

potentialities, it is significant to contrast benefits under old-age

assistance with benefits under O.A.S.I.

Under old-age assistance in December 194a, as already noted,

the average benefit for all states combined was $23.43. To ac-

quire such a benefit under O.A.S.I., an employee who had

worked in covered employment for 40 years would have had

to earn on the average $41 .80 per month throughout the period.

On his monthly earnings he would have had to pay the con-

tribution tax, which under the law started at i per cent and is to

be, or perhaps was to be increased by steps to 3 per cent after

December 31, 1948.

A monthly wage of $41.80 amounts to $501.60 a year. A tax

of I per cent on this sum would yield $5,016 a year and in 40

years would amount to $200.64

For a person who remains under a system for 40 years, the

factor of interest on his own contributions is too significant to

be ignored. The fact that the taxes were to have progressed by

steps and that Congress has thus far deferred the increase from

I to 2 per cent makes dealing with compound interest a bit

uncertain. To show the significance of interest, we shall

give the figures first on the assumption that the tax on the em-

ployee remains at i per cent and then on the assumption tliat

it was 3 per cent throughout. The latter figures will be applica-

ble to persons who enter after the 3 per cent tax rate is actually

imposed. The rate of interest we shall use is 2 per cent.®®

The O.A.S.I. beneficiary who is to receive an individual bene-

fit of $23.43 a nionth must earn about $500 a year, and pay

$5.00 a year as a i per cent tax or $15 a year as a 3 per cent tax.

Those who are compelied to insure under O.A.S.I. cannot, as a rule, personally

borrow funds at 2 per cent, no matter how wisely or prudently they plan to use the

money. They would be charged more than 2 per cent on loans to purchase a house, buy
a farm, buy farming equipment, or to conduct a business. If they purchase durable

consumers’ goods on the installment plan, the borrowed money costs them more. The
use of 2 per cent seems to us, therefore, to understate rather than to overstate what the

O.A.S.I. member has to pay to get the benefit which the beneficiary of old-age as-

sistance gets as a grant.
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Five dollars a year for 40 years at 2 per cent would amount to

about I302. Fifteen dollars a year for 40 years would amount to

$906. Thus the average old-age assistance beneficiary gets for

nothing what would have cost the O.A.S.I. member between

I302 and I906, depending on the rate of tax.

In Arizona in December 194a the average old-age assistance

beneficiary drew #37.22 a month. Under O.A.S.I. a man who
had been covered for 40 years to be entitled to a benefit of

#37.22 must have had average monthly earnings of #115.85,

which equals about #1,390 a year. At i per cent the tax would

be #13.90 a year and at 3 per cent #41.70. With 2 per cent inter-

est in 40 years the i per cent tax would amount to about #840,

and the 3 per cent tax to about #2,520. Thus the Arizona bene-

ficiary of old-age assistance would get free what has cost the

O.A.S.I. beneficiary between #840 and #2,520, with the exact

amount depending on what Congress does about the tax rate.

The O.A.S.I. benefit gives the insured a right to a benefit for

his wife when she arrives at age 65. It must be remembered,

however, that old-age assistance may pay a benefit to both a

husband and a wife. In states with an old-age pension philoso-

phy, the benefit for the wife under old-age assistance may be as

great or almost as great as the benefit for the husband. If a

state with the pension philosophy pays the husband #35 a

month and the wife #35 a month, the aged couple thus draws

#70 a month.

For a couple to draw #70 a month under O.A.S.I., the hus-

band’s primary benefit must be #46.67 a month, which would

yield a wife’s benefit of #23.33. If the O.A.S.I. beneficiary en-

titled to #46.67 a month primary benefit dies, his widow would

be entitled to three fourths of it or #3 5 a month if she is over 65

years of age, which is the same amount the wife would receive

under the old-age assistance case assumed above.

To be entitled to a primary benefit of #46.67 a month a man
who has been under O.A.S.I. for 40 years must have earned

covered wages throughout the period averaging approximately

#183 a month or #2,196 a year. It may be noted, incidentally.
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that annual earnings of that magnitude in many communities

place the man in a position to support a wife and three children

according to a minimum health and decency standard without

assistance from secondary breadwinners.

A tax of I per cent a year on yields $21.

g

6 and one of

3 per cent $65.88. The payment at the end of 40 years at 2 per

cent compound interest would amount respectively to $1,326

and $3,979-

These figures show that the old-age assistance beneficiary

gets without immediate contributions grants for which the

O.A.S.I. beneficiary will have to pay substantial sums if the

tax on employees is raised to 3 per cent.

In view of these differences the questions may be asked:

What advantages do persons who come under O.A.S.I. have

over persons who, if in need, come under old-age assistance?

What do they get for their contributions?

From the psychological standpoint the most important fact

is that they get their benefits by virtue of a legislative right.

They do not have to prove need or submit to a means test. If

they should die leaving eligible survivors, these survivors like-

wise take as a matter of legislative right. Beneficiaries under

old-age assistance, aid to dependent children, and general pub-

lic assistance must prove need and submit to a means test. If

survivors have to secure provision under general public assist-

ance, they may in many states have a hard time because of in-

adequacy of appropriations and rigid, even harsh, administra-

tion. O.A.S.I. thus may provide a greater sense of security than

old-age assistance.

To answer the question of advantages from the financial point

ofview, four different groups must be distinguished representing

different points on an economic scale.

I . At the bottom of the scale are those elderly people almost

entirely without resources in real and desperate need. Under
old-age assistance they would qualify for maximum grants. In

states with liberal old-age assistance laws liberally administered,

people in the low-income brackets covered by O.A.S.I. gain

nothing from their O.A.S.I. contributions unless during their
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working years they had been in upper-wage brackets during

most of the time so that they would get more from O.A.S.I. than

from old-age assistance. Most of the people who have very small

earnings during their working years would have been financially

better off had they not been required to contribute toO.A.S.I.

. 2. After the persons described in the preceding paragraph

come those persons who have some resources of their own but

not enough to render them ineligible for old-age assistance.

For them the benefits under O.A.S.I. may be greater than the

benefits they would receive under old-age assistance. For them

the financial results can be expressed by: value of benefit under

O.A.S.I.—value of benefit which they would have received

under old-age assistance= value received for contributions.

3. Persons who on arriving at age 65 have resources which

would render them ineligible for any old-age assistance benefit,

but who during their working lives have never earned enough

to be subject to substantial federal taxes, particularly income

or inheritance taxes. It is this group that profits most from

O.A.S.L for their contributions give them the contingent legis-

lative right to draw benefits paid for in substantial part by

taxes on employers and possibly by general taxes. In addition

to their contributions, however, they will have paid some in-

direct taxes resulting from the successful eflforts of employers

to shift the employers’ taxes to consumers. The employers may
also pass along to consumers part of the costs of the extensive

administrative paper work which O.A.S.I. requires of them.

4. Persons who on arriving at age 65 have entirely adequate

resources and who during their lives have paid very substantial

federal taxes, particularly income taxes, and who come from

families who have paid federal estate and gift taxes. When
O.A.S.I. approaches maturity, if the tax is raised to 3 per cent,

persons in the upper brackets will have paid through their own
contributions most of the cost for the primary benefits they will

secure from O.A.S.I. and they will not draw substantially upon

employers’ contributions or general taxes unless they have eli-

gible wives, children, or survivors. In addition to their contribu-

tions they will have paid taxes directly or indirectly to give
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benefits to otherS' and meet the administrative costs of the

system.

If the tax is left at i per cent, persons with capacity to pay

will have to contribute heavily to pay the benefits promised

under O.A.S.L If these taxes are added to their pay-roll taxes,

they will pay far more than the cost of any benefits they can

take under the system.

From the financial standpoint old-age assistance, well or-

ganized and well administered, is more favorable than O.A.S.L

to the very low paid and to persons who are in wage brackets

that involve payment of substantial taxes. The persons who
profit most from O.A.S.L are those who earn too much to be

classified as in need, but who do not earn enough to pay sub-

stantial federal taxes.



CHAPTER VI

THE RAILROAD RETIREMENT SYSTEM

In the same period when the national government was adopt-

ing and amending the Social Security Act setting up an old-age

retirement system for covered workers, it was establishing a

retirement system for railway employees. The first Railroad

Retirement Act, passed in 1934,^ was held unconstitutional by

the Supreme Court.® The present system rests on an act of

1935,® radically amended in 1937,^ with some relatively minor

amendments passed later. The two systems have a few points in

common, but they present so many differences that it seems

necessary to give an independent description of the railroad

retirement system.

COVERAGE

The first question that naturally arises with respect to a spe-

cial system of this type is, “To whom does it apply ?” The way
the act is drawn places the major answer in the definition of the

employers covered by the act. They are:®

1. Carriers, which include express companies, sleeping car

companies, and carriers by railroad subject to Part I of the In-

terstate Commerce Act.

2 . Any company which is directly owned or controlled by

one or more such carriers or under common control therewith

and which operates any equipment or facility or performs serv-

ice (except trucking service, casual service, and the casual op-

eration of equipment or facilities) in connection with the trans-

portation of passengers or property by railroad, or the receipt,

delivery, elevation, transfer in transit, refrigeration or icing,

storage, or handling of property transported by railroad.

^ 48 Stat. 1283.

2 Railroad Retirement Board v, Alton R. 295 U,S. 330 (1935).

® 49 Stat. 967.

^ 50 Stat. 307.

® 50 Stat. 307.

HI
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3. Any receiver, trustee, or other individual or body, judicial

or otherwise, when in the possession of the property or operat-

ing all or any part of the business of any such employer.

4. Railroad associations, traffic associations, tariff bureaus,

demurrage bureaus, weighing and inspection bureaus, collection

agencies, and other associations, bureaus, agencies, or organiza-

tions controlled and maintained wholly or principally by two

or more employers as hereinbefore defined and engaged in the

performance of services in connection with or incidental to rail-

road transportation.

5. Railway labor organizations, national in scope, which have

been or may be organized in accordance with the provisions of

the Railway Labor Act, and their state and national legislative

committees, general committees, insurance departments, and

local lodges and divisions established pursuant to the constitu-

tion and by-laws of such organizations.

The term employees, according to the act, means:®

1 . Any employee in the service of one or more employers for

compensation. This definition covers employees in the ordinary

sense.

2. Any individual who is in the employment relation to one

or more employers. An individual is in the employment relation

if he is on furlough, subject to call for service within or outside

the United States and ready and willing to serve or on leave of

absence or absent on account of sickness or disability; all in

accordance with the established rules and practices in effect on

the employer.

3. An employee representative.

To sum up these definitions, one might say the system covers

the railroad transportation industry. It does not cover all trans-

portation. The law specifically excludes street, interurban, or

suburban electric railways unless operating as a part of a gen-

eral steam railroad system of transportation.'^ A steam railroad

does not lose its character as such if it is operated by any other

motive power, such as electricity or oil used in internal com-

‘50 Stat. 307, 30S.

^ 50 Star. 307. .
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bustion engines. Independent companies transporting passen-

gers or freight by bus or truck and independent air lines are not

railroads. Employees in kinds of transportation not within the

railroad industry come under O.A.S.I. of the Social Security Act.

CONTRIBUTIONS

To avoid constitutional difficulties, the Railroad Retirement

Act was separate and distinct from the original revenue raising

Carriers Taxing Act, likewise passed in 1937® but now mainly

embodied in the Internal Revenue Code.® The taxes collected

under the revenue act go into the general fund of the Treasury.

The Retirement Act authorizes an appropriation from the gen-

eral fund of the Treasury to a railroad retirement account

established by the act in the Treasury.®® Each of these provi-

sions requires presentation in some detail.

The Carriers Taxing Act levied (i) an income tax on the em-

ployees, (2) an excise tax on the employers, and (3) an income

tax on employee representatives, based on that part of their

compensation not in excess of fooo a month.®® It will be re-

called that in O.A.S.I. the upper limit is $1^0 a month. The
percentage rates of the several taxes are shown in the following

table:

Tax Schedule

Percentage Tax on Compensation not in Excess
of $300 a Month

Years

Employee
Income Tax

Employer
Excise Tax

Employee
Representatives
Income Tax

1937-1939 . 2i 2| Si
1940-'1942 3 3 6
1943-1945 3i 3i
1946-1948 3i 3| 7

1949 and thereafter H 3| u

® 50 Stat. 435. The Carriers Taxing Act of 1935 (49 Stat. 974) was declared unconsti-

tutional by the District Court of the United States for the District of Columbia.

Alton R, Co. V. Railroad Retirement Board, 19 Fed. (Supp.) 955 (1926).

» 53 Stat. 179.

50 Stat. 435, 437.

53 Stat 17^, 180.
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If these taxes are regarded as contributions, the employer and

the employee share equally, which is characteristic of many
modern retirement systems. The employee representative in a

union position pays what he would have paid had he not given

up his railroad job plus what his employer would have paid on

his account.

The railroad retirement tax in the aggregate started at 5

per cent. It progresses by steps, until after the end of 1948 it

will become per cent. Thus far the tax rate has been in-

creased according to schedule. The old-age and survivors tax

started at 2 per cent and was to have progressed to a maximum
of 6 per cent, but by congressional action it has remained at

2 per cent.

The situation of the employees of the railway industry with

respect to the gradual increase in the tax over the years between

1937 to 1949 deserves comment. Probably to a greater degree

than in any other large American industry promotions in the

railway industry are based on seniority. Introduction of a

sound retirement system resulting in the retirement of the older

men will, under a seniority system, result in promotions all

down the line. Promotions in the railroad industry will largely

supply the active employees with the money to meet the higher

taxes to be paid by them as the rate goes up. Under a seniority

system the younger active workers may not object if some ot

their contributions go to pay benefits to those already fairly well

along when the system is started, since they will get a net in-

crease from advancing more rapidly to higher positions.

The revenues from these taxes under the Carriers Taxing Act

flow into the general fund of the Treasury where they become
mixed with other general moneys. As taxes they never go into

the railroad retirement account. The provision of the Rail-

road Retirement Act creating that account is sufficiently impor-

tant to justify quoting it at length:

There is hereby created an account in the Treasury of the United
States to be known as the Railroad Retirement Account. There is

hereby authorized to be appropriated to the account for each fiscal

year, beginning with the fiscal year ending June 30, 1937, as an an-
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nual premium an amount sufficient, with a reasonable margin for con-
tingencies, to provide for the payment of all annuities, pensions, and
death benefits in accordance with the provisions of sections 228a-
2a8r and former sections 215-228 of this title. Such amount shall be
based on such tables of mortality as the Railroad Retirement Board
shall from time to time adopt, and on an interest rate of 3 per centum
per annum compounded annually. The Railroad Retirement Board
shall submit annually to the Bureau of the Budget an estimate of the

appropriation to be made to the account.*®

Under this section of the act, it will be noted, the liability of

the national government is not specifically limited by the

amount paid in by the special taxpayers. The national govern-

ment may possibly have assumed a moral obligation to appro-

priate in each fiscal year enough, on an annual premium basis,

to pay the benefits promised by the act. The assumptions upon
which the law was based were that the system would be actu-

arially sound and that a reserve would be accumulated on an

actuarial basis; but if a deficit arises through miscalculations of

the Railroad Retirement Board, created by the act to adminis-

ter it or by the Actuarial Advisory Committee likewise created

by the act, Congress has in this act the legislative authoriza-

tion and perhaps the moral obligation to make up the difference.

For constitutional reasons, as the Constitution was then being

interpreted, the Retirement Act could not provide that if the

reserve should prove inadequate, tax rates should be raised or,

putting it the other way, if tax returns should prove inadequate

to support the benefits, the benefits should be reduced.

The reserve in the railroad retirement account not immedi-

ately required for the payment of benefits is, on the request of

the Railroad Retirement Board, invested by the Secretary of

the Treasury in interest bearing obligations of the United

States or in obligations guaranteed as to both principal and in-

terest by the United States. The Treasury is by law authorized

to issue special obligations exclusively to the account, which

shall bear interest at the rate of 3 per cent. The act continues:

“Obligations other than such special obligations may be ac-

quired for the account only on such terms as to provide an in-

50 Stat. 307, 316.
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vestment yield of not less than 3 per centum per annum.’’^®

When the national government can borrow at less than 3 per

cent, payment of 3 per cent on the special obligations consti-

tutes something of a subsidy to the fund.

INADBQUAaES OF THE CONTRIBUTION RATES

Running through the congressional hearings on the railroad

retirement bills and the companion tax bills is the clear implica-

tion that the cost of benefits was to be met from taxes levied

against the employers and employees. It was not the original

intention that the national government should contribute from

general taxes. One participant in the employer-employee con-

ference which worked out the agreement that was the basis of

the 1937 law has thus summarized the position taken by the

negotiators on this subject in 1937, in testimony given to the

House Committee on Interstate and Foreign Commerce on

March 13, 1945.

In the 1937 negotiations, it was agreed that we would hold before

us two definite goals, and adhere to them so far as possible. One goal

was to set up such a system that its provisions would not cost more in

the aggregate than the maximum tax rate which the parties should

agree upon. The other goal was that the tax rate to be agreed upon

should be sufficient to meet the costs of the retirement system in full.^*

The technical, statistical, and actuarial data for the confer-

ence in 1937 were supplied in the main by the Chairman of the

Railroad Retirement Board, Murray W. Latimer, and repre-

sented the work of employees of the Board. The President of

the United States in asking the employees and employers to

confer had proffered to them the technical assistance of the

Board.^® In all subsequent hearings the Board has been repre-

sented by Chairman Latimer, who was the public member. It has

not been the practice for the other two members of the Board,

“ 5oStat. 307, 317.

Dr. Julius H. ParmeleCj Director of the Bureau of Railway Economics of the Asso-

ciation of American Railroads, was chairman of the employers" representatives at that

conference. Railroad Retirement^ the House Committee on Interstate

and Foreign Commerce, Pt. a, 79 Gong. i sess., p. 706,

Retirement Systemfor Interstate Carrier Employees, Hearings before the House Com-
mittee on Interstate and Foreign Commerce, 75 Cong, i sess., p. 10.
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one representing the employers and the other the employeeSj

to appear, nor have the subordinate actuaries and statistical

employees presented direct testimony. The Chairman has com-

monly been the sole expert witness from the Board.“

The tax schedule adopted in the 1937 Carriers Taxing Act

was apparently based on the data submitted by Chairman Lati-

mer and prepared by him or under his supervision.” It pur-

ported to show that the benefits promised could be supported

by the proceeds of these taxes.

Our own rather cursory examination of the figures submitted

to the several House and Senate committees by Chairman
Latimer in 1937 with respect to “essential appropriations to the

railroad retirement account 1937-1975” and estimated dis-

bursements from the railroad retirement account 1937-75

seemed to us clearly to indicate that the fund was not on a

sound actuarial reserve basis and that an increase in taxes or a

reduction of benefits was called for on the basis of the figures

submitted by him.^® Subsequent actuarial valuations made in

accordance with the requirements of the 1937 act have justified

skepticism.

The second actuarial valuation made as of December 31, 1941

and presented in the Annual Report oj the Railroad Retirement

Board for the fiscal year ended June 30, 1943 indicated that the

existing tax schedule is insufficient to support the benefits pro-

vided under the act. The report concludes that under the most

probable assumptions the pay-roll tax required to support the

system would be 10.4 per cent. Expressed in another way re-

moval of the deficit would necessitate adding 3.3a per cent of

pay roll to the present tax schedule.

In the House Committee Hearings on Jan. 31, 1945, testifying with respect to

H, R. 1362, Mr. Eatimer said;/‘Without having had opportunity to prepare a complete

and consecutive statement, I have been unable to submit to the Bureau of the Budget

any statement for clearance. What I say here will be in my individual capacity as

Chairman of the Railroad Retirement Board and does not represent the views of the

Railroad Retirement Board as mok ** Railroad Retirement^ Hearings, Pt. i, pp. 3I--32.

Dr. Parmelee testified that the 1937 conferees acted on the basis of the actuarial

calculations submitted by Chairman Latimer. The same, Pt. 2, p. 706.

The figures may be found in several places but we shall cite only Retirement System

for Interstate Carriers^ Employeesy Hearings before the House Committee on Interstate

and Foreign Commerce, 75 Cong, i sess.yp. 152.
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Under assumptions with respect to the future that are highly

favorable to the fund, a tax of only 8.1 per cent might restore

its solvency but under highly unfavorable circumstances the

tax might have to go to 14.5 per cent.^®

Competent actuaries cannot do more than give a most prob-

able figure and a range between a minimum and a maximum
within which the exact figure will probably fall. The width of

this range, from 8.1 per cent to 14.5 per cent with 10.4 the most

probable figure, results primarily from variations in the as-

sumptions with respect to future railroad pay rolls and pay

rates. Taxes are based on total pay roll, exclusive of the amount

over I300 a month paid to individual employees. The benefit

formula, on the other hand, pays more, per dollar of tax, with

respect to low-paid employees than to highly paid employees.

Under these circumstances a very large pay roll with rela-

tively few employees in the low-wage brackets would be advan-

tageous to the financial position of the fund. On the other hand

a small pay roll with a high percentage of employees in the low

brackets would be disadvantageous to the fund.

There are other variables regarding which assumptions

as to the future have to be made. Among them are the mor-

tality rate, the retirement rate for the several benefits, and

the age at entrance into the service. The number of variables is

in fact so great that one is inclined to the conclusion that if the

railroad retirement fund is to be kept on a sound actuarial

basis, either one of two courses will have to be pursued:^®

I. The tax rate and the benefits will have to be adjusted fre-

quently in the light of actual developments in the railroad indus-

try. The tax rate, for example, might be adjusted after each

triennial actuarial valuation, which unfortunately would mean
upward revision in the face of a falling pay roll and lower wage
rates.

Annual Report of the Railroad Retirement Board I 118-19.

The future of railroad trausportadon, which is of course only one element of the

entire transportation system of the country, is not something about which one would
like to be dogmatic. Chairman Latimer may be right in anticipating large pay rolls

and large numbers after the war. On the other hand, there is the possibility of a return
to something approaching prewar peacetime levels.



INADESP^CIES OF RATES 149

1 . A complete revision will have to be made in the wage-

benefit relationship, with the amount of the benefit in the indi-

vidual case far more dependent on the amount of taxes paid by
or on account of that individual. Under such a plan the rate of

tax remains fairly constant, but the amount of benefit which

the individual will receive depends on his own earnings.

Another possibility is to have the national government under-

write any deficiency in the railroad retirement fund which re-

sults from a wide discrepancy between actual conditions that

develop in the future and forecasts of the future developments

upon which the financing of the fund rests. This solution, how-

ever, raises a very serious problem. As w’ill subsequently appear,

the railroad system is far more favorable to the covered em-

ployees than is the Social Security System if the tax for O.A.S.I.

is raised to 6 per cent. Thus the issue arises as to whether

general tax funds should be used to give railroad workers

greater benefits than are enjoyed by workers in other occu-

pations. The theory under which the railroad system was

planned was that the taxes on the industry would support the

benefits. Among the employers and employees, tliere was ap-

parently no thought originally that the general taxpayers would

be called upon directly to support the system.^^ The philosophy

Proposals for radical revision of the Railroad Retirement System are being pro-

posed in H,R. 1362, upon which hearings were held before the House Committee on

Interstate and Foreign Commerce in January and February 1945. In connection with

these proposals, which are supported and perhaps suggested by Chairman Latimer, he

restates his position. **It is my firm conviction that there should be a Government
contribution to all systems of social security. I advocated such a contribution at that

time [in connection with the original Social Security Act] and I have advocated it at

every point since that time, wherever I had the opportunity.” Railroad Retirement^

Hearings, Pt. i, p. 232.

As one reads the Chairman’s technical actuarial and statistical testimony, one gets

the impression that he would not be disturbed if deficits in the fund arose which would

ultimately necessitate substantial contributions from general public revenues.

For a statement in opposition to the favored treatmentof railroad employees, as pro-

posed in H.R. 1362 and advocated by Chairman Latimer, see Railroad Social In-^

surance: Favored Treatment versus Uniform SocialInsurance (1945), by Rainard B, Rob-

bins, Vice President of the Teachers Insurance and Annuity Association, a non-profit

agency that grew out of the Carnegie Foundation for the Advancement ofTeaching.

Upon the assumption that benefits were to be paid exclusively from the fund on

actuarial and equitable grounds, the Assistant Grand Chief Engineer and National

Legislative Representative of the Brotherhood of Locomotive Engineers presented a
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underlying the act would be fundamentally changed by a heavy

government contribution.

BBNBFITS22

The Railroad Retirement Act provides (i) annuities, (2)

death benefits, and (3) “pensions to individuals on pension or

gratuity rolls of employers” at the time the new act went into

effect.

Annuities are granted to individuals of four distinct classes:^®

1. Individuals who on or after the enactment date shall be 65

years of age and over. The applicant must relinquish such rights

as he may have to return to the service of an employer, within

the railroad industry, and “of the person by whom he was last

employed” (any employer). The law, however, does not pro-

hibit him from getting other employment after he has begun to

draw his annuity.

2. Individuals who on or after the enactment date shall be

60 years of age or over and have completed 30 years of service.

Their annuities are, however, reduced by one one hundred and

eightieth for each calendar month they are under the age of 65

when the annuity begins. Applicants under this section as in

(i) above give up the positions they hold at the time of going

on annuity, but they are not prohibited from getting new em-

ployment.

3. Individuals who on or after the enactment date shall be 60

years of age and over, have had less than 30 years of service,

Strong argument against H.R. 1362, Railroad ReHrement,}^&^tmgs,^t. i, pp. 337-424
He said however:

“Again, we have heard the statement that, apparently regardless of whether the

present, or proposed, taxes may continue the benefits of the Railroad Retirement Act,

•he United States Government will never let the employees of the railroads be without
their annuities.

“If this committee and the Congress will place itself on record as back of such opin-

ions, or assurances, we shall be most pleased to withdraw any of the present questions

of safety that appear proper under our understanding of existing conditions and the

provisions of this present bill*’ p, 349; ^ ^

^

^

^

Anyone interested in the relationship ofGhairman Latimer, the representative of the
public on the Board, to H.R. 1362 and the organizations of railroad employees will find

of interest Mr. Corbett’s testimony and Mr. Latimer’s reply, pp. 337-41, 1065-67.

Radical proposals for the revision of the entire benefit structure of the system have
been propGsed. The discussion here given is based on the existing system.
^ 50 Stat. 307, 309.
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and have become totally and permanently disabled for regular

employment for hire. Their annuities are likewise reduced by
one one hundred and eightieth for each calendar month they are

under the age of 65 when the annuity begins.

4. Individuals, without regard to age, who on or after the

enactment date are totally and permanently disabled for regu-

lar employment and shall have completed 30 years of service.

Disability annuitants must submit satisfactory proof of the

continuing disability from time to time until they reach age 65.

If they fail to do so, or if they recover from their disability, the

annuity stops. If the recovered person subsequently becomes

entitled to an annuity for age alone (65), or for age (60) and

length of service (30 years), the law provides that the

annuity be reduced actuarially by the cost of his earlier bene-

fits. Recovered disabled employees can go back to work for a

covered employer.

An annuitant cannot be paid in any month in which he ren-

ders compensated service for a covered employer or the last per-

son for whom he was employed prior to the date on which the

annuity began to accrue.^^

Certain features regarding these provisions call for special

emphasis, partly because they present such amazing contrasts

with O.A.S.I .25

If any person has been for any length of time after the enact-

ment date an employee of the covered railroad industry, on at-

taining the age of 65 he is entitled to an annuity provided he

gives up the employment he has on attaining that age. The
amount of the annuity may be small, but by virtue of his cov-

erage even for a short time he has a right. There is no forfeiture

here because he has not served long enough to be “fully in-

sured,” as under O.A.S.I.

The Railroad Retirement Act does not make attaining the

age of 65 an absolute prerequisite for securing an annuity, as

does O.A.S.I. An employee can take an annuity at 60 if he has

had 30 years of service or if he is disabled. If he is disabled for

50 Stat. 307, 310.
® The proposed changes would eliminate some of these contrasts hut would give

railroad workers better benefits than are provided under O.A.S.I.
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regular employment and has had 30 years of service, he can take

an annuity even before he has attained the age of 60. The man
who has attained the age of 60 and is disabled takes regardless

of his length of service, although the annuity may be small.

The annuity formula for the Railroad Retirement System

reads: “The annuity shall be computed by multiplying an indi-

vidual’s of service’ by the following percentages of his

‘monthly compensation’: 2 per centum of the first $50; per

centum of the next |ioo; and i per centum of the next ^150.”^®

The length of service includes all services rendered subse-

quent to December 31, 1936 no matter how long that service

may be. If, on retiring, an employee covered on the enactment

date does not have 30 years of such service, he may count rail-

road service rendered prior to that date. If his prior service and

his post service together would exceed 30 years, he can count

only enough of his prior service to bring his total to 30.

The monthly compensation is the average amount earned by

an individual in calendar months included in his years of service.

In computing the monthly earnings no part of any month’s

compensation in excess of I300 shall be recognized.*^

The Railroad Retirement Act has a minimum annuity provi-

sion applicable to an employee (i) if he was an employee when
he attained age 65, and (2) if he has completed 20 years of serv-

ice. Special emphasis should be placed on the fact that the man
to be benefited by the minimum provisions must have been a

railroad employee at the time he reached age 65; he cannot as in

O.A.S.I. take advantage of the minimum provisions by virtue

of becoming, to use O.A.S.I. terminology, fully insured in the

early years of his working life. On the other hand 20 years of

railroad service are required for this minimum whereas a lesser

time, not exceeding 10 years, is required for attaining the fully

insured status under O.A.S.I.

This minimum clause reads:

If the individual was an employee when he attained age sixty-five

and has completed twenty years of service, the minimum annuity

“ 50 Stat. 307, 310.

50 Stat. 307, 311.
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payable to him shall be I40 per month: Provided, however. That if the

monthly compensation on which his annuity is based is less than I50,
his annuity shall be 80 per centum of such monthly compensation,

except that if such 80 per centum is less than $20, the annuity shall be

$20 or the same amount as the monthly compensation, whichever is

less. .

.

In other words, the employee who is working for the railroad

industry on attaining the age of 65 and has worked for it in the

aggregate 20 years does not get less than $20 a month unless his

actual average wages were less than $20, in which case his

annuity is the same amount as his wages. If he earned on the

average between $25 and $50, his minimum is 80 per cent of his

average earnings. If he earned $50 or more his minimum is ^40.

Another minimum clause reads: “In no case shall the value of

the annuity be less than the value of the additional old-age

benefit he would receive under title II of the Social Security Act

if his service as an employee after December 31, 1936, were in-

cluded in the term ‘employment’ as defined therein.”^® This

clause refers to the Social Security Act as originally passed and

not to the amended act. The writer has been advised that it has

never been actually applied. It is of significance here only as

indicating the desire of the framers of the Railroad Retirement

Act to obtain most favorable treatment for the employees

covered.

O.A.S.I., it will be recalled, provided a primary insurance

benefit for the fully insured covered worker who retires at age

65 or thereafter with additional benefits for the wife and de-

pendent children. The Railroad Retirement Act deals with

the question of wife, widow, and children in a different way,*®

Unlike the O.A.S.I. law, the Railroad Retirement Act af-

fords some optional methods of settlement and permits the

worker himself to say, within limits, how his accumulations

under the system shall be applied. We shall have occasion to re-

turn to this subject in considering death benefits. Here we shall

The: same..'

'The: same,
®® The proposed changes in the railway system would provide benefits for wives,

widows, children, and possibly parents as in O.A,S,I. but on more liberal terms.
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only note that the railroad worker, within a special time, can on

approaching the retirement age elect to take a “joint and sur-

vivor annuity” payable to himself and his wife so long as either

of them shall live. This annuity is available in three different

forms: The surviving wife gets under (i) the same annuity as

was paid during her husband’s life, under (2) an annuity

amounting to 75 per cent of her husband’s annuity, or under (3)

an annuity amounting to 50 per cent. The actuarial value of

whatever annuity is selected is the same as that of the annuity

the worker could have had solely on his own life. If, before the

joint and survivor annuity begins to accrue, either the hus-

band or the wife dies, the marriage is dissolved, or the husband

takes a disability annuity based on 30 years service, the election

is canceled. Thus the individual worker has a measure of free-

dom of choice with respect to old-age annuities and as we shall

see in the next section with respect to death benefits.®^

Death benefits. Because of constitutional difficulties the Rail-

road Retirement Act does not give the railroad worker a right

in any event to recover his taxes, or his contributions, paid

under the Carriers Taxing Act of 1937. It accomplishes sub-

stantially the same results in a different way. The tax on com-
pensation paid by the employee, it may be recalled, began at

per cent in 1937 and is to increase to 3^ per cent in 1949
and thereafter. The basis of all death benefits under the act is

4 per cent of the aggregate compensation earned by the em-
ployee in the railroad industry after December 31, 1936, when
the taxes on compensation began.®® This device uses the same
base for death benefits as for contributions, and 4 per cent

would yield all the employee has paid in as taxes plus some
interest on the reserve built up with respect to the individual.

In other words, the employee who dies gets back in effect his

contributions with some interest, although interest cannot be
computed with the simplicity and directness possible in systems
that provide for a return of contributions with interest.

50,' Stat;,307, 311. .

50 Stat.;307, .312. ^
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The section of the law dealing with death benefits begins

with the statement: “The following benefits shall be paid

with respect to the death of individuals who were employees

after December 31, 1936.”®® Significant is the fact that this

clause does not require that the individual worker shall be a

railroad worker at the time of his death or have been one within

a given period before his death. Under the existing law there is

no such thing as fully insured or currently insured. When a

worker dies, a right to a death benefit matures unless in some
other way he has exhausted his benefits. Some illustrations are

worth-while.

A railroad worker, or one who has been a railroad worker,

may die before he is entitled to any of the specific annuities

previously discussed. In that event the insurance, amounting

to 4 per cent of his aggregate railroad compensation since

December 1936, becomes payable. If he has designated a bene-

ficiary, it is paid to that beneficiary if surviving. An amendment
adopted April 8, 194a prescribes which relatives shall take and

in what order, provided no designated beneficiary is living.

Under it, the money may go to relatives who would not be

eligible as beneficiaries under O.A.S.I. Note, however, that this

device does not insure protection to his unmarried children

under 18 until they attain 18 or marry or to his wife while she

is caring for them. If he has such dependents and wishes to

provide for them, he must supplement his possible death bene-

fit by private voluntary insurance. This system contains no

child’s benefits, no widow’s benefits as such, and no parent’s

benefits.

If the individual has already retired on an annuity but has

not yet drawn in annuity payments the full “4 per cent of his

aggregate compensation since December 31, 1936,” a right to

the balance as a death benefit matures, unless he has elected

a joint and survivor’s annuity and the wife survives. If, how-

ever, he selected a joint and survivor’s annuity and both he

The same.
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and his wife die before the 4 per cent of aggregate compensation

is consumed, the balance matures as a death benefit.

Thus the man who arrives at the age of 65 can take the

annuity which is the product of his own personal contributions

with the certainty that if he does not survive to use all his own

contributions, the balance will be available for others, and he

may designate the beneficiaries in accordance with his own

wishes. The law leaves freedom to designate beneficiaries.

Benefitsfor women. The railroad industry is largely a man’s

world, although the relatively few women employees have

the same rights and privileges as the men.®* Section 4, providing

for “Joint and Survivor’s Annuity”, reads as if it might apply

solely to men, but under Death Benefits in Section 5 occurs the

phrase: “If the deceased should not be survived by a widow or

a widower who is entitled to an annuity under an election made
pursuant to the provisions of section 4.” Thus a woman rail-

road worker can take a joint and survivor’s annuity to help

protect the old age of her husband or to care for him if he is an

invalid. She can make her children her beneficiaries regardless

of their age, marital condition, or degree of dependence on her.

Benefits on withdrawal. Special attention should be called to

the fact that no cash benefits are provided on withdrawal from

the railroad industry by resignation or dismissal. Like many
other modern retirement systems, the railroad system is de-

signed basically to provide protection in old age and the em-
ployee is not permitted to sacrifice such protection as he has

secured by withdrawing his contributions or their equivalent on
resignation or dismissal. Exception is made in the event of

death in the active service. Provision is also made under certain

circumstances for disability benefits.®®

Under such a law some annuity payments will be very small.

The law provides that: “If an annuity is less than ^2.50,

[a month], it may, in the discretion of the Board, be paid

The proposed radical revision of the system would change these provisions and
introduce many of the discriminations against women contained in O.A.S.L, but it

would reduce the retirement age for women to 6o years if they have had 30 years of
service. Hearings, Pt*

50 Stat 307, 309.
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quarterly or in a lump sum equal to its computed value as de-

termined by the Board.”*® The very small accounts may there-

fore be settled through a lump-sum payment.

Railroad benefits compared with O.A.S.L benefits. The preced-

ing discussion of benefits naturally leads to the question. How
do the benefits granted under the existing railroad system com-

pare with benefits under O.A.S.L ? No attempt will here be made
to attain precise comparisons between systems which are so

radically different. Rough comparisons only will be attempted

with some qualifying comments.

A table on page 158 compares the retirement benefits un-

der the two systems by the application of the two formulae

to selected, illustrative, average, monthly, covered wages for

periods of service by ten-year intervals from 10 to 40 years.

No allowance is made in the figures for the provision of the

railroad system regarding minimum benefits, which will be

taken up in the text.

For O.A.S.L employees covered uninterruptedly from the

passage of the act, the formula favors persons with relatively

short periods of service. At each wage rate shown in the table,

the O.A.S.L benefit for such a worker is higher than the rail-

road benefit for persons who have served ten years only. If the

worker has a wife, the advantages to such workers are greater.

With increased length of service, the advantage of the

O.A.S.L worker over the railroad worker tends to disappear

rapidly. For any railroad worker who has served 10 years or

more and has an average wage of ^100 a month or over, the indi-

vidual benefit is higher than it would be under O.A.S.L More-

over, an employee who was a railroad worker when he attained

the age of 65 and had 20 years of service would come under the

minimum provisions which would give him 5^40 a month had

his average wage been $50 or more. After 20 years of service,

the O.A.S.L beneficiary is behind unless he has a wife or eligible

children who would receive a benefit.

Comparison between the railroad benefits and those for

O.A.S.L members who enter covered employment after the

^ 50 Stat. 307, 311.
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passage of the act and have intermittent or interrupted service,

show that in general the railroad employees have a substantial

Benefits According to Formula, Retirement System (Without
Corrections for Minimum Provisions) and O.A.S.L

I. $50 average monthly covered earnings

Length of

Service

Monthly Retirement Benefit According to Formula

Railroad

Retirement i

1

System

O.A.S.L System

Persons Covered on
Passage of Act and
Until Retirement

Late Entrants or

Persons with
Interrupted Service

Worker
Only

Worker
and Wife

Worker
Only

Worker
and Wife

10 $10.00 $22.00 $33.00 $10.00 $15.00

20 20.00 24.00 36.00 10.91 16.37

30 30.00 26.00 39.00 17.73 i 26.60

40... 40.00
1

1

28.00 42.00 25.45 38.18

II. $100 AVERAGE MONTHLY COVERED EARNINGS

10 17.50 27.50 41.25 10.00 15.00

20.. 35.00 1 30.00 45.00 21.82 32.78

30.......; 52.50 32.50 48.75
i

28.37 42.56
40............... 70.00 35.00 52.50 33.73 50.60

1

HI. $200 AVERAGE MONTHLY COVERED EARNINGS

10... 30.00 38.50 57.75 20.00 30.00
20...... ......... 60.00 42.00 63.00 28.91 43.37
30.... ........... 90.00 45.50 68.25 37.23 55.85
40.... ..... 120.00 49.00 73.50 46.45 69.73

IV. $250 AVERAGE MONTHLY COVERED EARNINGS

10 ..,..,.....,... 35.00 44.00 66.00 22.75 34.13
20 70.00 48.00 72.00 31.63 47.45
30 105.00 52.00 78.00 41.65 62.48
40 ^ 140.00 56.00 84.00 52.82 79.23

V. $300 AVERAGE MONTHLY COVERED EARNINGS^

10.. .'...y'....,....'' 40.00 44.00 66.00 22.75 34.13.
20 80.00 48.00 i 72.00 31.63 47.45,., ..

30 120.00 52.00 78.00 41.65 62.48
40 160.00 56.00 84.00 52.82 79.23

» The O.A.S.L system pays benefits Only with respect to the first $250.

advantage. The O.A.S.I. system, it will be recalled, discrimi-

nated heavily in favor of employees in covered employment
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when the act was passed who would retire after relatively short

periods of service.

The O.A.S.I. formula discriminates heavily against the em-
ployees in the upper-wage brackets and particularly against

those with long covered service. The railroad formula has some
discrimination but nothing like the same degree. For exam-

ple, the worker who has had 40 years of service at an average

wage of ^200 would get under the railroad system an annuity

of $120 a month and under O.A.S.I. an annuity for himself of

I49. If he had an eligible wife, the couple would draw together

I73-50-

The railroad system permits the employee to select if he so

chooses a joint survivor annuity for himself and his wife ac-

cording to any one of three types. Thus he does not have to

take the large annuity for himself if he has a wife for whom he

wishes to make provision.

The fully or currently insured individual under O.A.S.I. who
has an unmarried dependent child under 18 has a form of life

insurance protection for such child and for his mother also

so long as she has the care of such a child. The railroad worker

has no such life insurance protecting the family. In event of his

death the family would receive only the lump-sum payment of

4 per cent of his total taxed wages. He can leave that sum to his

widow or his children whether they would or would not be eli-

gible to an O.A.S.I. benefit. Life insurance to protect depend-

ents is for most people fairly easily procured upon the payment

of a premium, and thus most railroad workers could arrange pri-

vately for the protection of dependents.

The railroad worker has the great advantage over the O.A.S.I.

worker that he has some protection against disability and if dis-

abled does not have to wait until he has attained the age of 65

to be eligible for personal benefits. This disability benefit is of

course helpful to his wife and children. O.A.S.I. does nothing

for the wife and children in event the breadwinner is disabled

before age 65. Unlike life insurance, disability insurance is diffi-

cult to procure through private contract. In this respect the

railroad employee is far better off than the O.A.S.I. worker.
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The railroad system involves no forfeiture of any of the

employee’s contributions. Upon the contributor’s death before

retirement, the accxxmulation goes to the beneficiaries he desig-

nates. If after he has retired he has not drawn all his accumula-

tion in benefits, the balance goes to his designated beneficiaries.

If he has no beneficiaries who would be eligible to take under

O.A.S.I. or who would survive to take under that system, he

has a great advantage over the O.A.S.I. worker.

The greatest advantage possessed by the railroad workers is

that all the contributions of the employers remain within the

railroad industry and are distributed among railroad workers.

The upper-bracket long-service employees of the railroads get

far more advantage from their employers’ contributions than

do corresponding employees under O.A.S.I.

If it be assumed that O.A.S.L with its forfeitures can be op-

erated successfully on the basis of a 6 per cent total tax on

covered pay roll, and if the actuaries’ estimate of 10.4 is ac-

cepted for railroad retirement, then there is a basis for compari-

son of values. What the railroad worker will get is on the average

worth more than 1.7 times as much as the O.A.S.I. worker

receives. With workers assessed at 50 per cent of full costs the

O.A.S.I. member would pay 3 per cent of taxed pay, whereas the

railroad worker would pay 5.2 per cent of taxed pay. For the

extra payment the railroad worker preserves a good deal of

freedom in making his retirement system rights meet his own
individual or family requirements as he sees them. He is less

subject to governmental dictation and compulsion.

ADMINISTRATION

The guild nature of the railroad retirement system is fur-

ther exemplified by the Railroad Retirement Board which ad-

ministers it and by certain other administrative features. The
following features of the act with respect to the Board are sig-

nificant:

1. It is an independent agency in the executive branch of

the government. It is not under a department and is not asso-

ciated with or co-ordinated with the Social Security Board,
2. It consists ofthreemembers appointed by the President and

confirmed by the Senate for overlapping terms of five years, but:
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* . . One member shall be appointed from recommendations made
by representatives of the employees and one member shall be ap-

pointed from recommendations made by representatives of carriers^

in both cases as the President shall direct, so as to provide representa-

tion on the Board satisfactory to the largest number, respectively, of

employees and carriers concerned. Onemember, who shall be the chair-

man of the Board, shall be appointed initially for a term of two years

without recommendation by either carriers or employees and shall not

be in the employment of or be pecuniarily or otherwise interested in

any employer or organization of employees. . .

3. The Board determines the eligibility of applicants. ''Deci-

sions by the Board upon issues of law and fact relating to pen-

sions, annuities, or death benefits shall not be subject to review

by any other administrative or accounting officer, agent, or

employee of the United States.’’^^ An employee or other person

aggrieved has recourse to the United States district courts.®®

4. The Board shall establish and promulgate rules and regu-

lations to provide for the adjustment of all controversial matters

arising in the administration of the act.^®

5. The Board in the exercise of its employment powers under

the civil service laws and rules "shall give preference over all

others to individuals who have had experience in railroad serv-

ice, if, in the judgment of the Board, they possess the qualifica-

tions necessary for the proper discharge of the duties of the

positions to which they are to be appointed. . .

For constitutional reasons the taxes levied against the car-

riers and the employees go into the general fund of the Treasury.

Congress is then authorized to appropriate to the railroad

retirement account each fiscal year;

... as an annual premium an amount sufficient, with a reasonable

margin for contingencies, to provide for the payment of all annuities,

pensions, and death benefits in accordance with the provisions of sec-

tions zaSa-aaSr and former sections 215-228 of this title. Such amount
shall be based on such tables of mortality as the Railroad Retirement

Board shall from time to time adopt, and on an interest rate of 3 per

centum per annum compounded annually. The Railroad Retirement

37 50 Stat. 307, 3x4
3® The same

50 Stat 307, 315.

The same.
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Board shall submit annually to the Bureau of the Budget an estimate

of the appropriation to be made to the account.

From a practical standpoint this provision creates an obliga-

tion on Congress to appropriate the sum found necessary by

the Board to finance the system even if the carrier taxes prove

inadequate. The Board determines this amount with actuarial

advice. The provisions for the selection of actuaries are there-

fore of particular interest. This section of the law reads as

follows:

The Board is hereby authorized and directed to select two actuaries,

one from recommendations made by representatives of employees and

the other from recommendations made by representatives of carriers.

These actuaries, along with a third who shall be designated by the

Secretary of the Treasury, shall be known as the Actuarial Advisory

Committee with respect to the Railroad Retirement Account. The
committee shall examine the actuarial reports and estimates made by
the Railroad Retirement Board and shall have authority to recom-

mend to the Board such changes in actuarial methods as they may
deem necessary. The compensation of the members of the committee

of actuaries, exclusive of the member designated by the Secretary

shall be fixed by the Board on a per-diem basis.^®

The guild character of the organization is further evidenced

by this quotation. The Board must appoint one actuary from

recommendations made by representatives of the carrier and

one from recommendations made by representatives of the em-
ployees. The actuary designated by the Secretary of the Treas-

ury is the third member and may be regarded as the representa-

tive of the general public. It may be noted, however, that the

actuaries are advisory only; the Board makes the decisions.

Moreover, decisions by the Board upon issues of law and fact

relating to pensions, annuities, or death benefits are final.

Real control over the Board rests with the President of

the United States. The act contains no restrictions or at-

tempted restrictions on his removal power. If, however, the

President removes a board member appointed on the recom-
mendation of representatives of the carriers or of the employees,
he must, in accordance with the terms of the act, select a suc-

50 Stat 307, 316.

50 Stat, 307, 317.
'
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cessor recommended in the same manner. An interesting legal

question would arise should a president appoint and the Senate

confirm a member, other than the chairman, not from recom-

mendations made by the specified class. A president could

moreover, remove a member of the Board and abstain from

filling the vacancy without stopping the administrative opera-

tions, for the law specifically provides: “Vacancies in the Board

shall not impair the powers or affect the duties of the Board or

of the remaining members of the Board, of whom a majority

of those in office shall constitute a quorum, for the transaction

of business.”^^ Conceivably a president could have the Board

operate for a considerable time with only the non-railroad chair-

man in office.

When all three members of the Board are in office, the law

provides: “All rules, regulations, or decisions of the Board shall

require the approval of at least two members.”^® If the two

representatives of the railroad industry are in agreement they

can control the actions of the Board. Under this administrative

arrangement, the chairman is without a vetoing vote. If he

becomes convinced that the action of his colleagues is objec-

tionable, his only recourse after exhausting argument or persua-

sion is to refer the matter to the President. The President by

virtue of his powers to appoint and remove can, if he sees fit,

go a long way in controlling the action of the Board. Either tlie

representative of the carriers or the representative of the em-

ployees finding himself in a minority has this same privilege

of appealing to the President. The chairman, however, is the

one member selected by the President without restrictions other

than that the chairman must not be a railroad employee and

must not be pecuniarily interested in any employer.

The railroad retirement system is therefore an industrial

system administered by the government, with representatives of

the employees of the industry and the employers functioning

as members of the governing board and with men and women
who have had railroad experience preferred for subordinate

positions.

50 Stair. 307, 314.

5oStat. 307, 315.



CHAPTER VII

THE NATIONAL CIVIL SERVICE RETIREMENT
SYSTEM

The national government, as part of its own system of per-

sonnel administration, has several old-age retirement systems.

The largest one, and the only one which will be dealt with here,

is that applicable to the great body of civilian employees of the

national government.

HISTORICAL BACKGROUND

Prior to 1920 the national government made no provision

for the retirement of its aged employees. Four reasons for the

absence of a retirement system in the early years seem impor-

tant: (i) the civil service for many years was relatively small;

(2) public sentiment was hostile to government pensions for

civilian employees; (3) private enterprises generally did not

have retirement systems; and (4) for the greater part of the

nineteenth century the civil employees of the government were

appointed under the spoils system. Rare indeed was the em-

ployee who entered the civil service in his youth and spent the

balance of his working life in it. The bulk of the employees

came in and went out on a change of administration. Under the

spoils system civil service jobs were at times given to the politi-

cally deserving elderly people in lieu of a pension. The merit

system and permanency of tenure did not come until the pas-

sage of the Civil Service Act of 1883.^ That act did not apply at

once to all civilian positions. Only slowly by presidential orders

and congressional action were positions brought under the act,

and there were many backslides, notably when laws were passed

specifically excluding whole classes of employees from the op-

eration of the Civil Service Act.

Soon after 1900 it became apparent that permanency of

tenure and a career system meant people would grow old in the

national civil service. Neither the United States Civil Service

^ 22 Stat 403.

264
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Commission nor the law restricted new appointments under the

merit system to young people just out of the appropriate schools

but admitted applicants for the most part regardless of age.

Union veterans of the Civil War had had preference for years,

and many of them were covered into the classified civil service

as it was extended to new agencies. When the government
offices in Washington closed in the afternoon, it was not un-
usual, particularly if one were near the Pension Bureau or the

main office of an old department, to see feeble, elderly persons

helped from their desks to a horse-drawn hack waiting at the

outside entrance. The general rule was that an employee would
be continued on the rolls without reduction of salary so long

as he was able to get to the office. Only those were dropped whose
disability prevented them from complying with the laws gov-

erning attendance, and sometimes those laws were interpreted

with great liberality. Few appointing officers—the appointing

officers were and still are politically selected—would perform

the highly disagreeable task of firing an old person. In the

national government there was no profit motive to steel the

appointing officer’s nerve. On the other hand, it was not un-

usual for a senator or a congressman to urge the appointing

officer, a bureau chief, or a division chief to be considerate of

the elderly one. The fact that he might be too disabled to per-

form any services of real value to the government was generally

quite immaterial.

A movement developed, particularly among the elderly em-

ployees, for civil pensions to be paid for entirely by the govern-

ment. The general public, with the history of Civil War military

pensions in mind, was cool to such proposals.

About the turn of the century, municipal and state govern-

ments which had some years before established contributory

retirement systems for public employees, particularly teachers,

policemen, and firemen, were witnessing the collapse of these

systems through bankruptcy. Contributions which at the outset

paid all claims and accumulated a surplus were proving inade-

quate to meet the rising load. Surpluses vanished and appropri-

ating bodies were unwilling, and perhaps in some cases unable.
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to meet the growing liabilities which were developing under

contributory retirement systems that were financially unsound.

The governments were learning that retirement systems,

whether contributory or non-contributory, were subject to the

same forces that operate in life insurance and life annuities and

that retirement systems generally were actuarially far more

complicated. It was one thing to promise benefits, and quite a

different thing some 20 years later to redeem these promises in

cash.

Public-spirited citizens became acutely aware of the weak-

nesses of local government in the United States, particularly

municipal government. Private funds were given for research

in municipal government, first for New York City and later

for other cities. Soon the movement spread to include the na-

tional government and the governments of some of the states.

In all these efforts emphasis was placed on the prime neces-

sity of having a sound system of public personnel administra-

tion. Abolition of the spoils system, recruiting qualified em-

ployees, permanency of tenure for qualified employees, and a

career service were essential in a modern government in an in-

dustrial civilization. Permanency of tenure and a career service

necessitated a retirement system in the interest of the govern-

ment as an employer, the employees, and the taxpayers.

Because so many existing retirement systems were already

bankrupt or were patently on the verge of bankruptcy, a num-
ber of research workers, supported by the new movement,
devoted their efforts to an objective, scientific study of pensions.

They found that other countries, notably England and some of

her colonies, had had much longer experience in this field than

had the United States and on several instances had worked out

fairly satisfactory solutions. England had for its national service

a straight gratuity pension with its mounting costs, but this

system had not proved satisfactory to the employees because it

failed to provide benefits for those who died or became disabled

before reaching the retirement age. For teachers and other em-
ployees of local governments the British had established con-

tributory systems on an actuarial reserve basis which were
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financially sound and tended to meet both the needs of the gov-

ernment for a sound system of personnel administration and the

needs of the employees to provide for their old age and for

their dependents should the employees die or become disabled

before reaching retirement age. These new systems likewise

recognized to some extent the rights and interests of tlie em-

ployees who resigned or were dismissed. The British Board of

Trade had investigated tire unsatisfactory retirement systems

of the British railways and had published a comprehensive re-

port on the subject that clearly set forth the new principles.

The mass of testimony taken by the British with respect to all

this experience was a gold mine to the research workers in the

United States. Of especial value was the scientific work of the

British actuaries, dating back to William Farr, often referred

to as the father of modern vital statistics.

Despite numerous differences of opinion among these re-

search workers with respect to the host of minute details in-

volved in retirement systems, they approached unanimity on

several vital points. These were:

I. A retirement system is a necessary part of a sound person-

nel system for a modern government.

a. A retirement system should be operated on an actuarial

reserve basis, at least on a paper reserve basis. The employee on

retiring must be sure of receiving the promised benefits. Rela-

tively small benefits actually paid were far better than generous

benefits that were paid only to those who retired in the early

years and later led to bankruptcy.

3. A contributory system was desirable from the standpoint

of the employees if operated on an actuarial reserve basis for

two main reasons, (a) It made patent to all the fact that the

employee had paid for part of the cost of his benefits by the de-

ductions from his wages. Although he earned a straight pension

by his labors, the straight pension had the appearance of a

gratuity. Contributions improved public relations which rest on

public understanding, (b) It increased the chance that the re-

quirements of the employee for a benefit in the event of death,

disability, or withdrawal would be recognized.
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4. A contributory actuarial reserve system was desirable from

the standpoint of the taxpayers. If the employees had to pay a

substantial part of the costs of benefits, they would be obliged

to consider costs in connection with their requests for larger

benefits.

5. No considerable part of the costs of benefits with respect

to past services could be assessed against those employees who

were already at or beyond middle age. If they were to secure

benefits which would induce them to retire, or would result in

their removal if they became incapacitated, the government

would have to bear most of the costs of benefits with respect

to past services.

6. A contributory retirement system to be effective must,

from the standpoint of the government, be compulsory.

The strains of World War I emphasized the fact that the

public personnel system of the national government needed

complete overhauling. The inequities and injustices of existing

conditions stimulated the employees of the government to

organize and likewise stimulated the actions of those unions

already represented in the national service. The leaders of

the new union, the National Federation of Federal Em-
ployees, sought a sound system of public personnel administra-

tion and the development of a real career service. They were

not in disagreement with the research men regarding the broad

outlines of a sound retirement system for the national govern-

ment.

The position of the federal employees in the upper salary

brackets deserves comment in this connection, as it explains

some of the developments in the national retirement system and
has perhaps wide significance. Five features are of particular

significance:

1 . With a few notable exceptions the upper-bracket em-
ployees did not join the new union nor were they members of

existing unions.

2. The upper-bracket employees were drawing salaries above
the minimum health and decency standard as then worked out
for a man, his wife, and three dependent children. Although
many of them had been hard hit by the increased cost of living



resulting from the war and the failure of the government to

readjust the salaries of those in the old establishments, they

did not enlist popular sympathy, nor did they feel that organi-

zation was imperative.

3. Some members of Congress—not all by any means—were

opposed to increasing in any way the compensation of the

upper-bracket employees. These employees had enough, their

jobs were secure and involved no business risks. Some members
of Congress, however, even at that time, appreciated that the

government was not holding its abler upper-bracket employees,

that many of them were being lost to other employers, and that

a career in the government service was not attractive to a great

number of men and women of first-class ability.

4. The general public still retained the attitude toward gov-

ernment employees that had developed under the spoils system.

A government employee was considered to be a tax eater with

a soft job.

5. A few persons who believed in the economy of paying well

the upper administrative, professional, and technical workers in

government did not believe in subjecting all their pay to deduc-

tions for retirement allowances. They advocated subjecting

only a part of it to deductions and basing benefits on that part.

They would let the upper-bracket employees provide for more

protection in their old age through voluntary insurance.

Such was the general background out of which developed in

1920 the first retirement act: “An Act For the retirement of

employees in the classified civil service, and for other purposes.”

THE ACT OF 1920^

This act originated the retirement system for the great

mass of federal employees. It has since, from time to time,

been radically revised and amended to make it better adapted

to the requirements of the national government and its em-

ployees. The details of the present law bear little relationship

to the original one. In the main the present law will be the basis

for discussion, but a few features of the early law deserve men-
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The 1920 act was limited to employees in the classified civil

service. It has since been greatly broadened in coverage, so that

it includes almost all the federal employees not under some

other system.

The 1920 act required all covered employees to contribute

per cent of their base pay regardless of the amount of that

pay. Maximum limits were, however, fixed on benefits. For ex-

ample, an employee who fell in Class A, the highest class,

for employees who had served 30 years or more, drew 60

per cent of his average basic pay for the 10 years next preceding

his retirement, but not more than $720 or less than $360. The

maximum benefit, I720, was 60 per cent of |i,2oo. Thus the

high-bracket employee paid on his full salary but drew benefits

only with respect to the first $1,200 of it. Had the law not been

amended, the upper-bracket employees who served for 30 or

more years under the system would have secured less than

he could have bought by putting his contributions into an an-

nuity sold by a private insurance company. Even before the

law was amended, some employees found it advantageous to re-

sign just before reaching the retirement age so that they could

get possession of their accumulated contributions. The 1920

law was so discriminatory against the upper-bracket employees

that it was a factor in leading some of them to withdraw from

the federal service.

Eligibility for old-age retirement was based on age and length

of service. For the bulk of the employees, the requirement was
attaining the age of 70 with at least 15 years of service. For

mechanics, city and rural letter carriers, and post-office clerks

the minimum age was 65 and for railway mail clerks the age

was 62. Retirement on attaining the retirement age was com-
pulsory unless the head of the department, branch, or inde-

pendent office in which the employee worked requested his re-

tention. Then the employee might be retained for successive

two-year periods
;
but ten years after the passage of the act for

not more than two such two-year periods. The rigidity of the

age requirements has since been materially modified both in the

interests of the employee and the government.
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There was no forfeiture of the employee’s contributions under

the 1920 act. If an employee died in the active service or with-

drew from a covered position, the government refunded his

contributions with interest at 4 per cent compounded annually.

If an annuitant died before having received the amount of his

contributions, plus the compound interest, the balance was paid

to his legal representative. Note, however, that the employee

on death or withdrawal received only his own contributions

with interest and nothing from the public treasury. The govern-

ment contributed only when an employee took an annuity.

After an employee had served 1 5 years he was entitled to a

disability allowance if he became “totally and permanently dis-

abled for useful and efficient service by reason of disease or

injury not due to vicious habits, intemperance or willful mis-

conduct.” The disability annuity was the same as the old-age

annuity for like service and like salary and included the same

nonforfeiture provision.

Protection of the wife and the dependent child was provided

only through the return of contributions on death or withdrawal

and through the nonforfeiture feature of the annuities. Joint

and survivor annuities came much later.

The 1920 act was regarded by the students of retirement sys-

tems, by many of the employees, and even by some of its leading

proponents in Congress as far from ideal. It did, however, es-

tablish the principle of retiring employees through a contribu-

tory system and permitted the gradual evolution of a better

system through amendment without again involving a battle as

to the principle of retiring the aged employees.

THE PRESENT LAW

The present law places within the operation of the civil service

retirement system all officers and employees in or under the

executive, judicial, and legislative branches of the United States

government and all officers and employees of the municipal

government of the District of Columbia (except elective officers

and heads of executive departments) who are not subject to

another retirement system for such officers and employees. This
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coverage is mandatory with the exception of certain officers and

employees in the legislative branch, who have the option of ac-

quiring a retirement status. The President has, however, au-

thority in his discretion to exclude from coverage any officer or

employee or group of officers and employees whose tenure of

office or employment is intermittent or of uncertain duration.

Under the present law consideration has to be given to five

different types of benefits: (i) age retirement; (2) optional re-

tirement; (3) disability retirement; (4) separation retirement;

(5) refunds. Each of these will be considered in turn.

The old-age benefit. To be eligible for an old-age benefit an

employee must have attained the age of 70 and have served

at least 1 5 years. If he has served 1 5 years, his retirement is

compulsory unless the President permits his continuation or his

re-employment in the public interest. If he has not completed

15 years of service on attaining the age of 70, the requirement for

automatic separation is waived, and the employee may con-

tinue to serve until he has the necessary service, unless other-

wise separated.

Optional retirement. Optional retirement is available for (i) an

employee who has attained the age of 60 and served at least

30 years; (2) an employee who has attained the age of 62

and has served at least 15 years. Either the employee or the

head of the department or agency in which he is employed

may exercise these options. The administrative officer can

exercise them only if the employee is disqualified to per-

form satisfactorily the duties of his or a similar position and

the action of the officer must have the approval of the Civil

Service Commission. An employee thus separated by adminis-

trative action against his wishes has a right to a hearing

before the Civil Service Commission. (3) An employee who has

attained the age of 55 and has served 30 years. If an employee

exercises this option and selects an annuity payable immedi-
ately, the annuity will be of the same value as one an employee

would have drawn who retired at 60 with like length of service

and salary.

Disability Disability retirement is now available to
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anyone who has served five years or more and is disabled for

useful and efficient service in the grade or class or position oc-

cupied without regard to the attained age. Proof is required

that the disability is not the result of vicious habits, intemper-

ance, or willful misconduct on the part of the employee within

a period of five years next prior to becoming so disabled. Dis-

ability benefits are figured on the same basis as old-age bene-

fits, as will be subsequently described.

Separation benefits. Separation benefits of two types are now
available to any person who has served five years or more.

1. For employees who resign voluntarily or who are removed

for cause. They receive a deferred annuity with first payment

when they attain the age of 62. The amount of the annuity is

what their own contributions will purchase plus $30 for each

year of service, provided $30 is not more than three fourths of

the counted base pay. If the annuity purchased by their con-

tributions exceeds the $30 for each year of service which is given

by the government, the government matches the annuity that

they purchase.

2. For employees who are involuntarily separated not by re-

moval for cause or charges of misconduct or delinquence. They
may take either (a) a deferred annuity beginning at 62 or (b)

an annuity of like actuarial value with first payment at 55 or at

date of separation if subsequent to that age. These employees

can elect which method of determining the annuity shall be

used, whereas the employees under (i) above can use only the

one plan.

Refunds, All employee on withdrawing from the active service

cannot under the present law get a refund of his contributions

made after January 24, 1942, unless he has served in the aggre-

gate less than five years. If he has served five years or more he

must leave his contributions in the fund and draw them later

in the form of an annuity.

Under the earlier law, an officer or employee on withdrawing

from the service could receive a refund of his contributions with

interest, but possibly with a deduction for the so-called tontine

provision on voluntary separation or removal for cause.
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If an employee dies without having attained eligibility for

retirement or without having established a valid claim for an

annuity, the total amount of his deductions with interest

thereon is paid to the legal representative of such employee.

If a former employee entitled to the return of the amount

credited to his individual account becomes legally incompetent,

the total amount due may be paid to a duly appointed guardian

or committee of such employee.

The amendments to the law adopted January 24, 194a elimi-

nate one of the criticisms often levied against the system, namely

that the employee who withdrew from the service without hav-

ing become eligible for a benefit got back all or almost all his

own contributions with interest but got nothing whatsoever

from the government. Under the 194a amendment, if he has

served five years or more he gets an annuity, generally a de-

ferred annuity, toward which the government contributes.

Under the present law, therefore, the employee has a non-

forfeiture right from the outset to his own contributions plus

interest, except possibly for the small tontine feature and that

after five years of service he has a vested right to a deferred

annuity based on what he himself has paid for through his own
contributions and what the government gives from the public

treasury. His contingent right to a disability allowance also

accrues after five years of service. Prior to the 1942 amendment
forfeitures of the employers’ contributions on withdrawal were

more common under the Civil Service Act than under O.A.S.I.

Now the situation is reversed. The Civil Service Retirement

Act has never provided forfeitures of the employees’ contribu-

tions, as O.A.S.I. does in the case of employees withdrawing

before attaining an insured status.

Benefit formulae. The civil service retirement system, or its

predecessor, started in 1920 with a single benefit formula. At
present it has three, one of which has subdivisions designed to

meet the needs of different employees and to cover different

situations. These formulae are generally referred to as “plans.”

Under Plan I or the purchasable plan the total accumulation
to the credit of the employee, including his contributions and
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the interest added to the account, is used to purchase an an-

nuity for him of the type which he elects. He gets what his own
contributions plus interest will buy. To the annuity which his

funds will buy is added the government’s part of the annuity,

which may be calculated in either one of two ways:

1 . A sum equal to $30 for each year of service not exceeding

30, provided this sum shall not exceed three fourths of the

average annual base pay received by the employee during any

five consecutive years of available service. This means that an

employee whose base pay is $ifioo or under gets from the gov-

ernment an annuity of three quarters of his base pay if he has

served for 30 years or more. This formula gives the same

amount for each year of service and thus is favorable to em-

ployees with short service. The maximum allowance under this

formula is $900 for 30 years of service or more. Obviously such

a formula was unfavorable to young men and women who made
a career of the national service, entering it in their youth and

advancing to responsible—and according to government stand-

ards—well-paid administrative, scientific, and technical posi-

tions. This discrimination against the employees in the more

responsible positions led to the alternative for the government’s

share under Plan I.

2. Since January i, 1940, if the employee’s accumulation in

his own account will purchase a larger annuity than ^30 for

each year of service, the government will match the annuity

which he has secured from his own contributions.

The employees’ contributions started originally at 2H per

cent; they were raised to 3K per cent beginning July i, 1926;

and to 5 per cent beginning July i, 1942. Three points deserve

emphasis with respect to the 1940 amendment: (i) under it

the government matches what the employee has purchased

through his own contributions; (2) the government gives the

employee nothing with respect to services rendered prior to the

establishment of the system; and (3) for employees who entered

the service on or after July i
, 1942, the new system provides for

the career men and women who spend their working lives in the

service such an annuity as will be purchased by a 5 per cent
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Gontribution by the government plus a 5 per cent contribution

by the employee. This system is one largely used by colleges,

universities, and other similar institutions. For many years now
there has been a tendency to accept the point of view that the

compensation of the upper professional, scientific, and adminis-

trative workers in the government should be fairly comparable

with that paid by the stronger higher educational institutions

of the country. This new formula tends to increase that similar-

ity, although today few private systems can guarantee 4 per

cent interest on the accumulations.

Under Plan II or the guaranteed minimum annuity the aver-

age annual base pay, not to exceed $1,600 a year, is multiplied

by the number of years of service, not to exceed 30, and the re-

sulting product is divided by 40. In other w'ords it gives three

quarters pay to a man who has served 30 years and has not

earned a base pay above $1,600. The maximum annuity under

this plan is $1,2,00. “This plan,” according to the Civil Service

Commission, “is generally applicable where the average salary

for any five years falls between $1,600 and $2,400,” a salary

range which includes large numbers of clerical employees of the

government.

Plan III or the second form of guaranteed minimum was

adopted January 24, 1942. Under this plan the benefit in no case

shall be less than an amount equal to the employee’s highest

average base pay for five consecutive years of service multiplied

by the number of years of service, not exceeding 35, and
divided by 70. No one who has served 35 years or more is re-

tired at age 70 on less than half pay. This plan is particularly

advantageous for people in the higher brackets who have had a

considerable number of years of service prior to the adoption of

the original retirement plan in 1920. Under it an employee who
had by 1942 an aggregate of 35 years of service and had earned

an average of $5,600 for his best five consecutive year? would
receive an annuity of $2,800.

No special benefits for dependents. Civil Service Retire-

ment Act, like the Railroad Retirement Act provides no specific

benefits for dependents. The civil service employee w'ho has
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such dependents must make provision for them himself either

through (i) use of the options and rights afforded by the retire-

ment system^ or (2) private voluntary 'insurance^ or (3) a

combination of the two.

An employee on reaching the retirement age must take an

annuity, but he has his choice among: (i) a forfeiture annuity

which will pay him the maximum possible amount but one

\vliicli will terminate on his death. (2) A nonforfeiture annuity,

which will pay him a smaller amount -but if he dies before he

has received in annuities the amount of his accumulation, will

pay the remaining balance to his beneficiary. (3) A joint and

survivor’s annuity for a still smaller sum payable to him as long

as he lives and to his designated beneficiary if he or she sur-

vives, either the same amount or half of that annuity as he has

elected.

Death hefiefits. The employee who dies in the active service

leaving a wife or a dependent child can leave to them, regard-

less of their ages, the amount standing to his credit in the fund.

This amount depends of course on age and length of service.

A table prepared by the Civil Service Commission^ gives

among other things the approximate accumulations which will

stand to the credit of employees who entered the service on

July I, 1930 and earned the stated salaries throughout the

length of service specified. In the following table some of these

figures are selected for illustrative purposes.

Accumulations in Employee’s Account after Indicated Years of Service

Fixed
Salary 1

15.
j

20
i

I
25 30

1

35 40

$1,260 i

1,620
i

2,000 ',1

2,300 i

3,200
1

$ 715. S3 i

990,37 i

i
l,2S0.i6'i

1,508.94
s

2,195.28
1

$1,152.69 !

1,586.15
2,043.69
2,404.91
3,488.56

$1,684.19
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The accumulated contributions furnish a substantial life in-

surance benefit for the dependents after the employees have

® Sympsis ofRetirement Benefits under the Ciml Service Retirement Act ofMay igjo

as .amended So .March 7, ^94^i Inclusive^ May 1942.
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been in the service for lo years or more. If the younger em-

ployees have dependents, they have to protect them through

voluntary insurance. The system does not require the man

without dependents to insure the wives or children of others

nor does it require its women workers to insure the wives and

children under i8 of the men workers. The woman employee

has the same options as a man does. She can select her benefi-

ciary. She pays the same contribution rates that a man pays, and

gets either the same benefits or benefits of equal value.

The national government as an employer does not give to

each employee the same actuarial value of benefits per dollar

of compensation paid. It gives relatively more, per dollar of

compensation, to the lower-paid workers than to the more

highly paid workers, and generally relatively more to the em-

ployee who has served for a short term than for a long term.

Relatively more means that the higher-paid workers get more

actual dollars than the lower-paid workers, and the employees

with long service more dollars than the employees with shorter

service. Under the present system, such discrimination as exists

is on a relative basis.

Benefits part of compensation. The national system is an indi-

vidual employer system, although the employer is the govern-

ment of the United States. Under an individual employer sys-

tem in a free or competitive economic system, retirement bene-

fits become part of an employee’s compensation. British experi-

ence demonstrated that even noncontributory straight pensions

became part of the compensation. Contributory systems became
part of compensation much more quickly and completely. The
diiference between an individual employer’s contribution to the

benefits for his own employees and a pay-roll tax paid by an
employer to a general social security fund is of such significance

that retirement rights as compensation merit some examination.

As soon as the United States government had a retirement

system, the Civil Service Commission began to include tlie es-

sential facts regarding that system in all announcements of

examinations to fill positions in the civil service. Possible candi-

dates were told not only what the immediate salary would be.
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but what percentage would be deducted for retirement benefits

and what the benefits would be. The fact that the government

had such a system offered an inducement to people to enter its

service—especially at first to those in the lower-salary brackets.

The compensation offered was not base pay alone but base pay

plus retirement benefits.

The benefits under an individual employer’s retirement sys-

tem become an important force in helping an employer retain

his employees. Especially as an employee grows older and has a

substantial period of service to his credit, he attaches great

weight to his accrued retirement rights. Employers hold em-

ployees through compensation, and compensation consists both

of base pay and retirement system benefits.

Individual employer retirement systems thus become on adop-

tion not only part of the personnel system but an element in the

most vital feature of that system, the compensation for services

rendered. The national government learned that fact over the

years. It discovered that with respect to many of its upper-

bracket employees it was in a weak competitive position. If

another employer, particularly a private employer, wanted one

of its good men, that employer could easily outbid the govern-

ment on base pay; and the original retirement benefits for the

higher-paid w'orkers lacked holding power. It was not difficult

for the competing employer to match or exceed the govern-

ment’s retirement offer either under his own retirement system

or through a private contract with the employee. An in-

dividual annuity contract with a private insurance company
for the benefit of the employee was a simple and readily avail-

able device, possibly with some life insurance added. The gov-

ernment learned that substantial benefits for its higher-bracket

employees were as important when, as under the original law,

the upper-bracket employees generally felt—not without cause

—that they had a grievance against the government with re-

spect to retirement allowances.

The national civil service system thus represents a gradual

adjustment of retirement provisions to employment conditions

which the government confronts in running its business. The
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three plans which it now has—and one of these, as has been

noted, offers alternative possibilities—give a wide range of ad-

justments to different employment situations. The government

pays for services partly in current pay and partly in retirement

benefits and one of its major personnel problems during the past

20 years has been to develop a system to meet its needs.

An individual employer retirement system in this respect pre-

sents a sharp contrast with O.A.S.I. Under O.A.S.I. the em-

ployers of covered workers pay a pay-roll tax into the general

treasury which goes to help pay O.A.S.I. benefits. The taxes

levied against the employer who pays good wages and has a

relatively high proportion of his employees in the upper

brackets do not go in the main to his own employees except in

so far as they may be required for benefits to those who retire in

the early years of the system. They go to pay the benefits pro-

vided by O.A.S.I. for the low-paid workers in other establish-

ments, possibly to his competitors who operate in lower-cost

sections of the country or who have different ideas with respect

to wages or the quality of employees it is desirable to use. They
are not part of his own compensation plan and are not adjust-

able to the employment conditions he confronts.

In this connection it may be worth while to refer again to one

development in the civil service retirement system that has been

previously mentioned. Individual employer retirement systems

were often used to tie employees to a particular employer. Often

straight pensions were paid only to employees who remained in

the system until they reached the retirement age. The United

States civil service system never went that far; from the out-

set it returned the employee’s contribution with interest if the

employee withdrew before being entitled to an annuity, but it

did involve a forfeiture of the government’s share. Under
O.A.S.I. employers’ taxes are never returned to an employer
even if the worker who occasioned their payment leaves him
or even if the worker leaves O.A.S.I. coverage without acquiring

a contingent right to an O.A.S,I. benefit. O.A.S.I. offers no
obstacle to the mobility of labor except in so far as it may induce
a man to remain in a covered position rather than move to an
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uncovered one. The civil service system now gives an employee

a vested interest in an old-age benefit paid for by the govern-

ment after he has served five years, and thus it does not offer

much of an impediment to the mobility of labor. It is now in

some respects superior to O.A.S.L, for, to use O.A.S.L terminol-

ogy, the civil seiwice employees become fully insured for an

old-age benefit in five years whereas an O.A.S.L employee does

not become fully insured for ten years.

FINANCIAL SECURITY

In the preceding discussion the civil service retirement sys-

tem has occasionally been referred to as an individual employer

system. It has, however, certain features which distinguish it

from individual employer systems in private enterprise and to a

lesser degree in state and local governments. The more impor-

tant of these distinctions deserve mention.

Behind the civil service system lies the taxing power of the

national government. i\lthough no Congress can bind a subse-

quent Congress to make the appropriations necessary to fulfill

promises made with respect to a retirement system, it is scarcely

conceivable that a Congress would fail to make the appropria-

tions to fulfill the obligations of the government under a con-

tributory system that has been developed on the basis of sound

actuarial studies and evaluations.

Retirement systems in private enterprise on the other hand

have to depend to a far greater degree not only on the applica-

tion of sound actuarial principles in designing the system but

also in accumulating real actuarial reserves. If something goes

wrong with their retirement systems, they may not be able to

repair the damage from their own funds, and they have no taxes

to fall back upon to make up shortages. Private organizations

which have done the best work in this field have either selected

a sound private insurance company to serve as carrier or have

set up special trust funds under competent actuaries to guaran-

tee the payment of the promised benefits. Both the employers^

and the employees' contributions are paid either to the insurance

carrier or into, the special fund as the services , are rendered^ and
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are invested generally in securities approved for trust or insur-

ance reserve funds.

State and municipal governments have taxing power, but this

power has very real practical limitations as the early experience

with retirement systems demonstrated. These governments in

designing sound retirement systems have generally developed

true actuarial reserves to protect the employees and to prevent

the development of a deficit so great that it is impracticable to

meet it through taxation.

The contributions made by the national civil servants are in-

vested in United States government bonds which have behind

them the credit of the national government. So far as pay-

ment of principal and interest is concerned no investment

could be safer. The actual money paid in is, however, used for

governmental expenses and outlays. The interest on the bonds

and the principal, when and if it is needed, must come from the

taxpayers, a matter which will be considered at length in Part

III.

The reserves of well-administered private retirement systems

are invested mainly in obligations of persons or agencies other

than the employer. The interest and the principal represent for

the most part payments flowing into the fund from outside the

organization. Reserves of private retirement systems are there-

fore devices to accumulate capital available for investment.

This capital may be loaned either to private, public, or quasi-

public agencies. How it shall be invested is determined by
private enterprise, often however subject to public regulations,

especially if a private insurance company serves as a carrier. A
substantial percentage of the reserves may be invested in

United States government bonds, but they can be invested in

the obligations of other governments or of private enterprises.

Private retirement reserves are controlled by private enterprise,

whereas the reserves of the civil service retirement system
and the railroad retirement system are controlled by the gov-

ernment.



CHAPTER VIII

UNEMPLOYMENT INSURANCE

By the Social Security Act of 1935, the states were forced to

adopt and to finance systems of unemployment compensation.

Since expert opinion regarding the principles which should con-

trol in designing such systems was divided, the national govern-

ment left to the states wide latitude for the exercise of in-

dependent judgment. As a result each state, Alaska, Hawaii,

and the District of Columbia has its own unemployment

compensation law. No two laws are alike, and in many instances

there are great differences with respect to basic principles.

The effort in this chapter will be to describe these systems

briefly and to bring out the major differences and issues with

respect to policy. The first section will deal with the historical

developments prior to the passage of the Social Security Act,

and the second with the provisions and requirements of that

act. Then the essential elements of unemployment insurance

will be taken up as they have developed in the several states

and territories. An effort will be made to describe existing pro-

visions and practices and to bring out the variations with re-

spect to both philosophy and practice. Detailed discussion of

the issues will come in Part III, where unemployment insurance

will be considered as one of the essential parts of a universal,

comprehensive, and co-ordinated social security system.

Practically no use of evaluative statistics will be made in

this chapter, because unemployment compensation has been

in effect for too short a time to produce really significant figures.

Almost all the experience with it to date has been under the

defense and wartime economy, which has reduced unemploy-

ment to lowest terms. Hence evaluations of unemployment

compensation systems in the United States must rest more on

theory and philosophy than on experience.

183
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HISTORICAL DEVELOPMENT!

Prior to the depression unemployment insurance in the

United States was in the academic discussion stage. Public

opinion in general was at least indifferent if not opposed to it.

Neither organized labor nor the great majority of employers

favored it. The American Federation of Labor, in fact, actively

opposed it.

The depression, however, resulted in a change in public

sentiment and a complete reversal of the attitude of organized

labor. Proposals for state systems of unemployment in-

surance began to receive serious consideration from the legis-

latures of large industrial states, and one state, Wisconsin,

actually passed an act early in 1932, although no premiums

were collected under that act until July 1934, and no benefits

were paid until considerably later. In several other states, bills

passed one house of the legislature but were defeated in the

other.

Three forces that operated against prompt action by the

states at this period deserve brief note.

1. Nothing approaching an accepted pattern for this type of

legislation had been developed in the United States. The spe-

cialists were sharply divided, the Wisconsin group emphasizing

individual employer responsibility and advocating individual or

industry reserves, whereas others minimized individual em-

ployer responsibility for and influence in preventing unemploy-

ment, stressed general economic causes, and urged state-wide

pooled funds, more in accordance with European practice.

These issues will be discussed in greater detail later in consider-

ing the action of the states.

2. A strong feeling existed that in the depths of a depression

additional burdens should not be placed on employers. It was
feared that, under the business conditions that then existed,

taxes levied against employers to support unemployment insur-

ance would lead to further unemployment.

^ In writing this historical summary, large use has been made of the excellent state-

menr of the historical background contained in Part i of Socml Securkj in the United

(1936) by Paul H. Douglas.
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3. Legislatures of states favorable to the principle hesitated

to adopt it, lest they subject the employers within the state to

interstate competition. In the past, advanced labor legislation

in some states had operated to give an advantage to competing

states which had less stringent labor laws and smaller ex-

penditures for social and educational services. In the early thir-

ties, moreover, some states in seeking a solution of their own
unemployment problems were attempting to entice employers

to develop industries within their borders by offering favorable

terms with respect to land costs and taxes. If a state should

adopt unemployment insurance under these conditions, it would

add to the inducement of employers to locate or to expand in

other jurisdictions.

The tax method ojfederal control. The states had recently had

a demonstration of interstate competition in the field of taxa-

tion w^hich is so important in unemployment insurance that it

deserves description. The solution of this tax problem demon-

strated the practicability of a new method of control by the

national government of what was regarded as unfair competition

among the states. Briefly the tax situation w’as this:

Nature had endowed the State of Florida with a climate that

made it a delightful winter playground and haven to which to

retire when working years were over. The state had had a phe-

nomenal building boom, characterized by resort hotels, winter

homes of the well-to-do, and thousands of year-round homes
for retired w^orkers of the middle classes. Additions to property

%^alues were so great that it seemed as if Florida could solve its

revenue problems by using the property tax, excise taxes that

w’ould yield large revenues from tourists, and taxes on pari-

mutuel betting on horse racing and other sports. To encourage

persons of substantial means to build in Florida and to become

legal residents of the state, a constitutional provision was

adopted prohibiting the imposition of an inheritance or estate

tax by the state. This law, supplementing the natural ad-

vantages of Florida, made it a haven for persons of means who
would escape the heavy inheritance and estate taxes that had

developed in other states. Moreover, Florida had predominant-
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ly a southern rural economy with no large industrial centers,

and hence its governmental costs were low as compared, for

example, with New York.

The action of Florida constituted a real threat to every urban

industrial state of the north and west that had to meet rela-

tively high costs ofgovernment and depended in part on income,

inheritance, and estate taxes to finance these costs. This threat

was met by national action.

The Congress of the United States levied a national tax on

inheritances with a provision that the taxpayers could use as an

offset to this national tax such sums, within limits, as they had

paid as inheritance or estate taxes to the states. That national

law meant that residents of Florida had to pay the same

national tax as residents of other states, but since Florida

had no offsetting tax, all the money flowed into the national

treasury, whereas states with their own taxes of this type paid

very little into the national treasury. If Florida was to keep the

money within the state for state use, it had to impose an inheri-

tance or estate tax, and therefore it amended its constitution

and adopted the necessary tax laws.

This experience demonstrated a new method by which the

national government could use its power to tax as a device to

influence, regulate, or even control the actions of the states. Its

possibilities in the unemployment insurance field were quickly

appreciated. If the federal government levied a tax on pay rolls

but permitted employers to use as an offset against it their pay-

ments toward state unemployment systems, three existing dif-

ficulties would be overcome:

1. The dangers of serious interstate competition would be al-

most completely eliminated, for almost every employer in

covered establishments would have to pay the pay-roll tax

whether his state had an unemployment insurance system or

not.

2. The individual states would be practically compelled to

establish a system, for without one their payments would flow

into the national treasury and be spent for general purposes. If

they adopted one, the money would remain in the state to the
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advantage of the covered workers if not also of the employers.

Naturally the employers would have no desire to have pay-roll

taxes used for the general purposes of the national government.

3. The constitutional position was relatively strong. The na-

tional government had in the past made two efforts to regulate

and control child labor, one based on its power to regulate inter-

state commerce and the other through a tax imposed on the

products of child labor. Both of these acts had been declared

unconstitutional by the Supreme Court. Here was a new device

that had not been tried in the labor field, and against which

there was no unreversed Supreme Court decision. The new de-

vice had, in fact, been upheld by a unanimous decision of the

Supreme Court in Florida v. Mellon?

Early in 1934 a bill that applied the new method and that

had been drafted in the United States Department ofLabor was

introduced in both houses of Congress, but it was not on the

administration’s “must list.” While it was still under considera-

tion the President announced his intention to appoint a Com-
mittee on Economic Security to study the whole question and

report with a definite program to the new Congress which

would meet in January 1935.

The new' method was actually adopted in the Social Security

Act of 1935. Title III provided “Grants to States for Unemploy-

ment Compensation Administration” and Title IX levied the

“Tax on Employers of Eight or More.” Special emphasis should

be placed on the fact that the grants to the states under Title

III were exclusively for the costs of administration and that the

national government made no grant-in-aid toward the sums

required for unemployment insurance benefits. This new system

rested almost entirely on the new tax method of federal influ-

ence, regulation, or control of the states and not on the old

device of grants-in-aid, which was used in the Social Security

Act for the public assistance programs for the aged, the blind,

and the dependent children.

The unemployment features of the Social Security Act were

amended in 1939, and for the purposes of the present book the

^ 273.0. S. 12 (1927)^
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description and discussion will relate primarily to the acts as

amended.

THE PROVISIONS OF THE NATIONAL LAW

The most vital parts of the national law on unemployment

compensation are contained in the tax provisions. They are no

longer an integral part of the Social Security Act but constitute

Subchapter C of Chapter 9 of the Internal Revenue Code and

are entitled “(Federal Unemployment Tax Act) Tax on Em-
ployers of Eight or More.”

Thefederal tax on employers. Section 1600 of the revenue act

levies an excise tax on employers “with respect to having indi-

viduals in his employ,” equal to 3 per cent of total wages paid

by him during the calendar year for employment, but the terms

“employer,” “wages,” and “employment” are all specifically

defined in the law and these definitions are of vital importance.

“The term ‘employer,’ ” the law says,® “does not include any

person unless on each of some twenty days during the taxable

year, each day being in a different calendar week, the total num-
ber of individuals who were employed by him in employment

for some portion of the day (whether or not at the same moment
of time) was eight or more.” This provision will occasionally be

referred to as “the eight or more rule.”

The term wages means all remuneration for employment, in-

cluding the cash value of all remuneration paid in any medium
other than cash, but under the 1939 amendments it does not

included (i) that part of the remuneration in any calendar year

that exceeds ^3,000; (a) that part of the remuneration made to

or on behalf of an employee under a plan or system established

by an employer to make provisions for retirement, sickness, or

accident disability, medical and hospitalization expenses, and
(under certain conditions) death; (3) the payment made by an

employer (without deduction from the remuneration of the em-
ployee) ofthe tax imposed on the employee for old-age insurance

or of any payment required from an employee under a state

^ Sec. 1607(a), Supp, I

.

^ Sec, 1607(b).
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unemployment compensation law; (4) dismissal payments
which the employer is not legally required to make.

Employments covered. The general defintion of employment is

all-inclusive, but it is followed by fifteen specific exceptions,

only the more important of which will be briefly noted here.®

1. Agricultural labor.

2. Domestic service in a private home, local college club, or

local chapter of a college fraternity or sorority.

3. Casual labor not in the course of an employer’s trade or

business.

4. Service performed by an individual in the employ of his

son, daughter, or spouse, and service performed by a child under

the age of 21 in the employ of his father or mother.

5. Service performed in the employ of the United States.

6. Service performed in the employ of a state or any political

subdivision thereof.

7. Service performed in the employ of a foreign government.

8. Service performed in the employ of a nonprofit agency or-

ganized exclusively for religious, charitable, scientific, literarj',

or educational purposes or for the prevention of cruelty to chil-

dren.

9. Service performed in the employ of certain agencies ex-

empt from income taxation.

The definitions of wages and employment thus used in the

unemployment tax act are since 1939 practcally identical with

those used in the old-age insurance tax act except that all em-

ployers must pay the old-age tax whereas only those with eight

or more employees are required to pay the national tax for

unemployment compensation. There is a vital distinction be-

tween the two systems.

The contrasts with O.A.S.I. O.A.S.I. is a national system

nationally administered. Thus an employee in an employment

exempted under the national law is excluded from coverage.

Unemployment insurance is a state activity state administered.

The national tax act forces the states to cover all employees

working for covered employers, but it does not prevent the

® Sec. 1607(c)."
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states from adopting laws which give wider coverage. Thus a

state may include all employers without reference to the eight

or more rule. A state can include agricultural labor, domestic

servants, and employees of its own government or the subordi-

nate local governments which it has created. The national act

thus prescribes not the maximum but the minimum coverage.

Offsets against the federal tax. Against the national tax, the

taxpayer is allowed certain credits with respect to the obliga-

tions for unemployment compensation to which he is subjected

by state law. The national law on this subject is complicated and

will necessitate discussion in some detail.

The first point, however, is simple. “The total credits allowed

to a taxpayer . . . shall not exceed 90 per centum of the tax

against which such credits are allowable.”® Thus 10 per cent of

the tax goes to the national government. This money is used to

pay the “Grants to States for Unemployment Compensation”

provided by the Social Security Act. Under temporary law

which expires July i, 1947, any past or current excess of such

receipts over the grants and any further sums Congress may
appropriate go into a federal unemployment account in the Un-
employment Trust Fund. Sums in this account may be loaned

without interest to states whose funds fall below a level pre-

scribed by the act.’’

Types of systems permitted hyfederal law. The otlier provisions

regarding credits, the complicated ones, are designed (i) to per-

mit the states a choice as to the type of unemployment compen-
sation they will adopt, and (2) to a certain extent to establish

minimum standards with which the states must comply in the

type which they do elect.

Three broad types are permitted under the national law:

I. The highly socialized type. Under this type every covered

employer in the state pays exactly the same rate of tax, and all

the proceeds of the tax flow into one common pool. All benefits

are paid from this one pooled fund. Employers in highly stable

industries pay the same rate of tax as employers in highly

unstable industries. Unemployment is regarded as the result of

Sec. 1601(c), Supp. I.

" War Mobilization and Reconversion Act of 1944, 58 Stat 790.
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general economic conditions, and the nature of particular in-

dustries is immaterial. The unemployment system is a device to

compensate for unemployment in the general social interest.

1 . The pooled fund with “experience or merit rating.” Under
this type of system, employers are classified in accordance with

their record with respect to employment or unemployment, and

the taxes are scaled in accordance with that record. Those with

the lowest degree of unemployment pay the lowest tax; those

with the highest degree, the highest tax. They are rated and

taxed according to their merit or experience. Employers

in stable industries pay at a lower rate than employers in

unstable industries. An employer who has developed a success-

ful stabilization plan pays at a lower rate than an employer in

the same industry who has not been successful in stabilization.

All employers’ taxes, however, flow into one common pool, and

all benefits are paid from that common pool. Thus an insured

employee who is entitled to a benefit is protected so long as

there are funds in the common pool, regardless of his employer.

3. The individual employer or individual industry type.

Under this type there is no common pool into which ail the

special taxes flow, although there may be a small general pool

used as a minor safety device. Individual employers or the em-

ployers in an industry build a reserve fund of their own. When
this reserve fund has reached the size specified by law, the

employers’ payments into it may be reduced or eliminated. In

a fund established for an entire industry, merit rating may be

used. Under systems in this group an employer may reduce his

unemployment insurance payments by adopting a guaranteed

employment plan which gives his employees assured employ-

ment in lieu of unemployment benefits. Under such plans the

security of the unemployed worker entitled to a benefit depends

basically on the condition of the employers’ fund or the industry

fund under which he has worked. The particular fund upon

which he depends may be bankrupt, while other employer or

industry funds are financially flourishing, or his fund may be

solvent while other funds are bankrupt. Systems of this type are

highly individualistic as compared with the uniform contribu-

tion pooled systems described, under (i) above.
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We shall not at the moment enter into further discussion of

the relative merits of these three types. The point here is that

the national act was designed to allow the states a very con-

siderable measure of freedom in deciding which type or what

combination of types, they w'ould adopt. To give this freedom,

under the tax offset method of control, the national tax act had

to include elaborate and complicated provisions with respect to

tax credits.

Under a system where all employers pay the same rate of tax

and the money flows into a single pool, there are no great com-

plications except the ever-present detailed administrative ones

of years, pay periods, overpayments, underpayments, and so

on. Broadly, under such a system the employer gets a credit

against his national tax of the amount he has paid the state up

to but not exceeding 90 per cent of the national tax.

To permit of merit rating, the national government must al-

low the taxpayer to deduct, within the general limitation, what

he would have paid the state had he not been entitled to the

reduction of the state tax due to his merit rating instead of what

he actually paid. The national tax act permits such an “ad-

ditional credit allowance” only if the Social Security Board

finds that under the state law the experience with respect to

unemployment or other factors bearing a direct relation to un-

employment risk, upon which merit rating is based, relates to

not less than the three years immediately preceding the com-

putation date.

The state law may permit the employer to make his pay-

ments to a guaranteed employment account* and to reduce

® The following are the provisions of the act with respect to a guaranteed employ-

ment account: “The term ‘guaranteed employment account’ means a separate account,

in an unemployment fund, maintained with respect to a person (or group of persons)

having individuals in his (or their) employ who, in accordance with the provisions of the

State law or of a plan thereunder approved by the State agency,

“(A) guarantees in advance at least thirty hours ofwork, for which remuneration will

be paid at not less than stated rates, for each of forty weeks (or if more, one weekly hour
may be deducted for each added week guaranteed) in a year, to all the individuals who
are in his (or their) employ in, and who continue to be available for suitable work in, one
or more distinct establishments, except that any such individual’s guaranty may com-
mence after a probationary period (included within the eleven or less consecutive weeks
immediately following the first week in which the individu al renders services) , and
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these payments when that account reaches a certain size. To
permit deduction from the national tax of more than was actual-

ly paid in cash^ the Board must find that (i) the guaranty of

remuneration was fulfilled in the year preceding the computa-

tion date; (2) the, balance of such account amounts to not less

than 2J/2 per centum of that part of the pay roll or pay rolls,

for the three years preceding the computation date by which

coiitributioiis to such account \¥ere measured; and (3) such

contributions were payable to such account with respect to

three years preceding the computation date. In other words,

to avoid 90 per cent of the federal tax, the employer must for

three years pay into the fund 2.7 per cent of covered pay roll

and then in subsequent years he can pay less and still get a

credit provided the fund amounts to 2j^i per cent of the covered

pay rolls for the three years, and during the preceding year he

actually fulfilled the premises of the guaranteed remuneration.

The provision of the act wdth respect to employer or industry

funds, as amended effective January i, 1942, reads as follows:

No reduced rate of contributions to a reserve account is permitted

to a person (or group of persons) having individuals in his (or their)

employ unless (A) compensation has been payable from such account

throughout the year preceding the computation date, and (B) the

balance of such account amounts to not less than five times the largest

amount of compensation paid from such account within any one of the

three years preceding such date, and (C) the balance of such account

amounts to not less than per centum of that part of the pay roll

or pay rolls for the three years preceding such date by which con-

tributions to such account were measured, and (D) such contributions

were payable to such account with respect to the three years preceding

the computation date.®

The Social Security Board is responsible for passing upon the

”(B) gives security or assurance, satisfactory to the State agency, for the fulhilment

ofsuch guaranties, from which account, unless such account is exhausted or terminated,

is paid all and only compensation, payable on the basis of services performed for such

person (or for one or more of the persons comprising the group), to any such individual

whose guaranteed remuneration has not been paid (either pursuant to the guaranty or

from the security or assurance provided for the fulfillment of the guaranty), or whose
guaranty is not renewed and who is otherwise eligible for compensation under the

State, law.**' Sec.' 1602(c)(4), Supp. I.
'

, **.Sec.' 'i6o2,(a)(4), Supp. I.
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State employment compensation plans to determine whether

they comply with the minimum requirements of the national

act* It certifies its findings with respect to additional credits to

the Secretary of the Treasury and to the state involved. The

law includes the necessary provisions to cover cases where the

state arrangements are complicated, and some parts and pay-

ments with respect to them are in accordance with the national

law while others are not

Substantive requirements of national law. Other national re-

quirements with which the individual state must comply are

contained in both the tax act and in Title III of the Social

Security Act. With two exceptions these national requirements

deal with administration and finance. One exception that re-

lates to broad social and economic policy is Section 1603 (a) (5)

of the tax act. It reads:

Compensation shall not be denied in such State to any otherwise

eligible individual for refusing to accept new work under any of the

following conditions: (A) If the position offered is vacant due directly

to a strike, lockout, or other labor dispute; (B) if the wages, hours, or

other conditions of the work offered are substantially less favorable

to the individual than those prevailing for similar work in the local-

ity; (C) if as a condition of being employed the individual would be

required to join a company union or to resign from or refrain from
joining any bona fide labor organization.

The other exception is presumably due to Article i
, Section i

o

of the Constitution of the United States which reads: ‘'No

State shall , . . pass any . . . Law impairing the Obligation of

Contracts.’^ In the absence of specific legislation, both em-
ployers and employees under state unemployment compensa-
tion laws might develop contractual rights which the states

could not constitutionally impair by subsequent legislation. The
national government therefore requires that state unemploy-
ment compensation laws to be acceptable under the tax act

must provide: “All the rights, privileges, or immunities con-
ferred by such law or by acts done pursuant thereto shall exist

subject to the power of the legislature to amend or repeal such
law at any time.”
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The inclusion of this clause makes it possible for the states

from time to time to readjust benefits and conditions governing

benefits without depriving employers or employees of con-

tractual rights. The clause amounts to a legislative declaration

that unemployment compensation systems are not contractual

in nature and that the individual cannot acquire a vested in-

terest in promised benefits of which he cannot be deprived by

subsequent legislative action.

National social insurance systems based on national legisla-

tion do not have to include such provisions, because the special

taxes are paid into the general fund and are not contributions

or premiums paid to tlie insurance fund itself. Hence the ar-

rangement is not one of contract.

Method of handling funds under national law. The financial

provisions are three. The first requires that all money received

in the unemployment fund of the state shall—with certain

exceptions with respect to refunds—immediately upon receipt

be paid to the United States Secretary of the Treasury to the

credit of the unemployment trust fund. The Social Security

Act, section 904, directs the Secretary of the Treasury to invest

such portion of this fund as is not required to meet current with-

drawals in interest-bearing obligations of the United States or

in obligations guaranteed as to both principal and interest by

the United States. Such obligations may be acquired (i) on

original issue at par or (2) by open market purchase. Obligations

specially issued to the fund “shall bear interest at a rate equal

to the average rate of interest . . . borne by all interest-bearing

obligations of the United States then forming part of the public

debt,” except that if the average rate is not a multiple of one-

eighth of one per cent, the rate shall be the multiple next lower

than the average.

The second provision is that all money withdrawn from the

unemployment fund shall be used solely for the payment of un-

employment compensation, exclusive of expenses of administra-

tion, and for refunds of erroneous and certain other payments.

The third was designed to insure the development of an

initial reserve. The tax act provides that no compensation shall
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be payable with respect to any day of unemployment occurring

within two years after the first day of the first period with re-

spect to which contributions are required.

As in the case with other social security trust funds, the

money which comes into the national treasury for unemploy-

ment compensation is spent for the current needs of the national

government. Federal government obligations to pay in the

future are placed in the trust fund, and as interest becomes due

on these obligations additional obligations of appropriate

amount are placed in the fund. This practice means that, when

the states call upon the national government for the money

necessary to meet unemployment compensation claims, the

national government will have to take action to raise it. If cash

is not available in the treasury, taxes must be raised or bonds

sold to the public. Because of the high levels ofemployment that

have prevailed as the I'esult of World War II, the reserv'es have

grown to unexpectedly large proportions. As of August 1945

the trust fund in the treasury amounted to approximately 7

billion dollars.^"

Administrative requirements under national law. The adminis-

trative requirements are contained in the main in Title III of

the Social Security Act, although one is repeated in substance

in the tax act. This one requires that the state law must provide

for payment of unemployment compensation solely through

public employment offices or such other agencies as the national

Board may approve. Under existing law, in times of peace the

employment offices are state offices operated under a national

grant-in-aid system. During the present period, they have be-

come agencies of the national government.

In general the state must provide such methods of administra-

tion as are found by the Board to be reasonably calculated to

insure full payment of unemployment compensation when due.

Since the end of 1939, this control over administration includes

methods relating to the establishment and maintenance of

personnel standards on a merit basis, except that the Board

i’war/O' jSa&ft'w, Vol. 8, No. 10, October 1945, p. 32.
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shall exercise no authority with respect to the selections tenure

of office^ and compensation of any individual employed in ac-

cordance with such methods.

As in several other social security categorieSs there is the

paragraph requiring provision of opportunity for a fair hearing

for all individuals where claims are denied and one requiring

the state agency to make such reports as the Board may from

time to time require.

This summary covers the major requirements and standards

prescribed by the unemployment compensation provisions of

the Social Security Act and the tax on employers of eight or

more. It demonstrates how the states v/ere left completely free

to decide many of the broad social and economic issues that are

involved in unemployment compensation. To understand the

actual program in the United States^ one must therefore turn

to the laws of the individual states.

THE LAWS OF THE SEVERAL STATES AND TERRITORIES

All 48 states, Alaska, Hawaii, and the District of Columbia

—51 jurisdictions—have their own laws. The Social Security

Board under the national act has copies of ail these laws, and it

keeps constantly up-to-date on amendments as part of its

supervisory and approving duties. From time to time it pub-

lishes digests and comparisons of them. No valuable purpose

would be served by reproducing in this book either the full text

or a comprehensive digest of these laws as they stood at the time

of writing. The compilation would have little reference value,

as it would be out-of-date almost as soon as published. Instead

we shall here attempt a summary designed primarily to bring

out the major issues involved.

A major difficulty in attempting to present issues clearly is

that almost invariably they are intimately interrelated—from

an expository standpoint one might say hopelessly intertwined.

The latest published, minutely detailed analysis is Com;pamon of State Unemploy-

ment .Compensation Laws as of December yI, IQ41, For the more significant elements

practically current data are generally available in the Social Security Bulletin.



198 UNEMPLOYMENT INSURANCE

For this reason it seems desirable before dealing with such

subjects as the form of the system, the eligibility rules, and the

size and duration of the benefits, to review briefly the basic

nature of unemployment insurance and the diverse points of

view as to the social and economic objectives to be achieved

through its use. Against this common background, the diff'er-

ences among the states may perhaps stand out more clearly.

General nature of unemployment insurance. Unemployment

insurance, unlike life insurance and old-age annuities, does not

deal primarily with natural forces which can be measured with

a relatively high degree of precision and change so slowly that

forecasts for the future can be made with a reasonable degree of

reliability. Almost all the important factors in unemployment

insurance are economic and political in nature^^ and are subject

to wide and at times sudden change. Attempts at long range

economic and political forecasting, and even sometimes at

short-range forecasting, have in the past generally been char-

acterized more by failures than by successes. Because the forces

in unemployment insurance are so largely unpredictable, prac-

tical unemployment insurance has to be designed on a radically

different basis. The designing of an unemployment system is far

more of an art than a science.

An unemployment insurance system cannot guarantee to

cover all unemployment, unless a government places its credit

behind the system and agrees to continue payment of promised

benefits after all the funds of the system are exhausted. In the

absence of such an unlimited governmental guarantee, the de-

signers of the system have (i) to decide and define clearly w^hat

part and what nature of unemployment they will cover; (2) how
large benefits they will pay and for how long; and (3) what
premiums or taxes they must charge to build up the necessary

reserves so that the system will weather economic storms of

considerable intensity. It is generally recognized that an in-

surance system based on premiums and designed to weather the

severest and most prolonged disturbances would be too costly

Political as here used includes war, international relationships, as well as domestic
public policy.
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to be practicable and that governments must be prepared to

step into the breach if the unemployment insurance system

breaks down.

When the United States government imposed the 3 per cent

tax on covered employers of eight or more, it went a long way
toward settling for the designers of state systems, what was to

be the maximum or average premium. The problem of the state

legislatures then became how to design a system within the

revenues which would accrue to the states as the result of this

tax method of forcing the states to act.

The national tax of 3 per cent is not a figure based on precise

scientific determinations. It represents reasonably well-informed

collective judgment as to how far the country should go. Some
of course would tax more to give greater protection; others

would tax less and leave a larger segment to be covered by

disaster relief. The figure represents a legislative compromise of

conflicting interests and conflicting points of view.

Unemployment insurance benefits may be regarded as an

alternative for public relief, but under the American system

they are paid without requiring the beneficiary to prove need.

Persons who hold this view would treat the special tax on em-

ployers simply as an earmarked special tax and would distribute

the proceeds according to formulae, rules, and regulations that

give predominant weight to factors that are indicative of prob-

able need. This philosophy leads toward a substantial minimum
benefit with few if any allowances above that minimum and

under foreign systems to variations in the amount of benefit

in accordance with the responsibility of the beneficiary for the

care and support of dependents. Unemployment insurance,

according to this view, is less part of the wage system of the

country than part of its public welfare system.

At the other extreme are persons who take the position that

unemployment insurance is a socially and economically neces-

sary part of an employer’s compensation system and that the

benefits under it are properly regarded as deferred wages. With-

out unemployment insurance, the employer paid for such of the

time of the employee as he used. The employee, his relatives.
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his friends, or relief agencies paid for such time as the employee

awaited re-employment or lost in seeking work under a new

employer. According to the wage point of view', the cost of this

unemployment was within limits part of the social costs of the

goods produced or the services rendered by the employer and

should, in fair proportion, be charged against the consumer of

these goods or services just as the other necessary costs of

production are normally charged against consumers. The prac-

ticable method of achieving these results was to require the

employer to pay for such unemployment as was reasonably

chargeable against his operations.

With respect to employment certain industries are by nature

relatively stable, whereas others are relatively unstable. The
price of the products of the stable industry under the deferred

wage concept would contain little or no charge for unemploy-

ment compensation, whereas the price of the products of the un-

stable industry might contain a substantial sum for unemploy-

ment. Competing employers in the same industry may have

very different practices with respect to employment. One may
have little unemployment, the other a great deal. Consumers

buying from the stable producer would pay little for the costs

of unemployment, whereas consumers buying from his competi-

tor might have to pay a good deal.

Two concrete examples may help in making this issue clearer:

Thousands of consumers require domestic refrigeration. Com-
peting to supply this demand are (i) the ice industry and (2) the

mechanical refrigeration industry with the public utilities fur-

nishing electricity or gas. The production and distribution of

ice are highly seasonal and not readily stabilized. The manu-
facture of mechanical refrigerators and of the power to operate

them are naturally more stable and more easily stabilized. If the

purchaser of the commodity or service is to pay for the unem-
ployment incidental to his purchase, then the consumer who
buys ice would pay for a substantial amount of unemployment,
whereas the consumer who selects a mechanical refrigerator

would pay comparatively little. The industry which has little

unemployment would thus have a competitive advantage.
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Two companies are engaged in the manufacture of men’s

shoes. One determines the number on the pay roll on the basis

of the current market situation, employing large numbers and

working overtime when demand is heavy and dropping em-

ployees and working short hours when demand is slack. Pur-

chasers of shoes manufactured by this company would have to

pay for a considerable amount of unemployment. The second

company has a highly developed employment stabilization

plan designed to reduce unemployment to a minimum. Buyers

of its shoes would be paying .for little unemployment. Under

such circumstances, this company might find that its stabiliza-

tion plan gave it a real competitive advantage.

If uiiemplo3"ment insurance is regarded as part of the em-

ployer’s sj'stem of paying his workers, the natural tendency of

the employer is to attempt to decide questions regarding the

amount and duration of benefits with consideration of the needs

and interests of his own employees. If he has a fairly stable force

with many of the workers earning enough to support their de-

pendents in fair comfort, he may think in terms of relatively

high benefits, although he expects rarely to have to pay them,

or he may prefer to develop as an alternative guaranteed em-

ployment plans. So far as his own workers are concerned, he

may see little advantage in very small benefits paid over a

relatively long period.

Between this individual employer point of view and the point

of view that unemployment insurance is an alternative for

public relief made necessary by unemployment, there are al-

most innumerable gradations. Thus each state in deciding

what kind of a system it shall adopt within the framework of

the national law has arrived at somewhat different compromises

as the result of the legislative process.

In the following parts of this chapter, an attempt will be made
to give some generalized description of the 51 unemployment

compensation systems established in compliance with the na-

tional acts. Such a description is oversimplified. Frequently no

attempt is made to point out how individual jurisdictions vary

from the broad pattern.
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The extent of insurance. Perhaps it may be well to start the

discussion of the extent of insurance with the statement that

unemployment insurance, as we have it in the United States,

resembles fire or automobile liability insurance more than

whole life insurance or old-age annuities. The employer on

behalf of his employee pays a premium on or before a given

date, and that premium at least partially protects the insured

against the hazard of unemployment for a specified length of

time, but only within limits as to amounts specified in the law.

If the period of coverage expires with no loss from included un-

employment, the insured takes nothing; he has had protection

only in return for the premium. If his loss from unemployment

in the period of coverage exceeds the amount of his insurance,

he takes only the maximum amount provided by the policy, and

he himself has to stand the balance of the loss.

Three implications of this system are of great social and

economic significance:

I. Unemployment insurance of this type does little for per-

sons who have long periods of unemployment. They exhaust

their benefits paid for while they were employed, and they do no

work which results in their being reinsured for a new period.

The chief victims of this situation are the elderly, technological-

ly unemployed who have difficulty securing new jobs, persons

whose employability has been reduced by physical or mental

impairments, and marginal workers who are customarily regu-

larly employed only in periods of high activity.

2,. The aggregate duration of an individual’s employment
without serious unemployment or underemployment has rela-

tively little relationship to the amount or duration of his

benefits. As in fire insurance, the fact that the insured has paid

premiums for years and has had no losses does not affect current

premium rates or coverage.

3. No great reserves comparable with those required for life

insurance or old-age annuities are involved because the period

of insurance is short, a year or two. Reserves are necessary only

to protect against unusually bad years and not to provide, as in

old-age annuities, for meeting heavy future drains which will

arise at a definitely predictable time in the future.
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Attaining an insured status. If a person is to be insured against

unemployment, a premium or a tax must be paid on his account.

Under the American systems that means he must have worked

in a covered employment within a specified time. This specified

time in unemployment insurance is generally called the base

year or the base period. Some states have the same base year

or base period for all employees, fixing it by dates on the

calendar, such as April i to March 31, in each year. Another

common practice is to have a personal base period for each in-

dividual worker. It is the year, or other period, preceding the

date on which he makes his application for unemployment
benefits. For administrative reasons incidental to paper work

and records, the end of such a base period is ordinarily a few

weeks or months earlier than the date of his application. This

lag is introduced for administrative convenience.

In American practice the employee is not actually insured

against unemployment the moment he goes to work in a covered

occupation. The day he goes to work, his employer becomes

liable to the tax or premium with respect to his employment,

but it is some time before the employee has worked long enough

to make that tax produce any substantial amount. Insurance

concepts, therefore, generally lead to requirements that a cer-

tain duration of employment is necessary before an employee is

actually protected.

Duration in unemployment insurance can be measured in

either of two ways: (i) directly by using time measures; or

(2) indirectly by using money measures, such as earnings or

wages. For numerous reasons, which will not be discussed here,

direct time measures are extremely complicated and unsatis-

factory. Relatively few enterprises carry elaborate time records

through their accounts. Earnings are simple to use and are

easily obtained since they are necessary for many purposes.

They are with a few exceptions the basis on which duration is

actually figured in unemployment insurance. When duration is

expressed in time units such as weeks, the figures are frequently

derived from wage payments by making certain assumptions.

To be insured against unemployment, the worker must ordi-

narily have earned in covered employment within the base
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period, a certain amount specified in the law. An extremely

simple device is to name a fixed sum, such as $150. The trouble

with this device is that the low-paid worker may have to work

several months before he is insured, whereas a well-paid worker

may be insured within a few weeks. In many states unem-

ployment benefits are related to wages earned in the base

period or some part of it. Benefits of half the normal weekly

wage subject to a specified maximum is a rough approximation

to many of the provisions. Many states require that to be in-

sured an employee must have earned during his base period a

specified number of times the amount his weekly benefit would

be were he fully unemployed. Before he has earned that much

he is uninsured. After he has earned it he is insured. Even under

this system, because ofmaximum limitations on weekly benefits,

the high-bracket employees may become insured more quickly

than the low-bracket employees.

This device of giving an employee the Insured status when he

has earned wages amounting to a certain number of times his

prospective weekly benefit presents one anomalous situation.

In many states the benefits for the low-bracket employees are

proportionately higher than those for the higher-bracket em-

ployees. This advantage to the low-bracket employees is fre-

quently provided at least in part by establishing a minimum
benefit. The minimum benefit may be highly advantageous to

the low-bracket employees if they become unemployed, but

when eligibility is determined by use of the multiple of that

benefit, the minimum increases the time they must serve to at-

tain the insured status. Thus it may operate against low-paid

marginal workers. To avoid such difficulties, some states resort

to the use of schedules in the law which classify employees by
earnings and fix earnings required for eligibility and benefits

resulting from such earnings. This device permits of easy ad-

justment to meet the opinion of a majority of the legislature.

The benefits. Qualifying wages earned in the base period

entitle the insured to benefits should he become unemployed
in the benefit period. If the base period is the time betw'een

two dates fixed in the law, the benefit period is likewise the
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time between two fixed dates. If the base period varies among
individuals, becoming fixed by an application for, or re-

ceipt of benefit, the benefit period is likewise a variable that

becomes fixed by the same action. Thus the base period is the

premium-paying period, and the benefit period is the time dur-

ing which the insured is covered. Under the individual system of

determining these periods, the insurance for the regular worker

is a moving protection. After he has attained an insured status,

each week of employment moves the period for which he is in-

sured ahead by a week.

The maximum aggregate amount of benefit which the insured

may receive if he is totally unemployed, after a waiting period

fixed by la-w, is ordinarily determined by the legislature on the

basis of some fraction of his wages in the base year or part of the

base year—usually in the neighborhood of a half—multiplied

by a certain number of weeks. The number of weeks varies

among the states. As of June 1945 it ranged from 14 weeks

in Arizona and Mississippi to 26 in several industrial states^®

for employees who have been employed long enough during

their base period to be entitled to the maximum measure of

insurance the state affords. Employees who are insured but have

not become entitled to the full measure of insurance in most

states get benefits for fewer weeks.

Although an approximation to half wages is customarily used,

it must again be emphasized that the states apply both maxi-

mum and minimum limitations. The maximum limitations on

weekly benefits for full unemployment range from $15 to ^25 a

week,^^ and the minimum from about $3 to $14. As of June 30,

1945, the highest maximum payment in the benefit period in

any of the states was $624 in Washington. Figures from $240 to

^400 would be more respresentative.^®

Determination ojweekly wages. Determination ofweekly wages

Social Security Bulletin.^ Vol. 8, No. 7, July 1945, p. 19.

^^ The same, p. ii. In Michigan and Connecticut a beneficiary with the maximum
number of dependents may draw $28. In 1945 these two states and Nevada joined the

District of Columbia in providing dependents' allowances. For the details see the same,

pp.: 16-17.

The same, p. 19.
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in unemployment insurance is of course difficult both scientifi-

caEy and administratively.The distinction between earnings and

rates of pay is familiar. Actual earnings, which can be deter-

mined from records, will not serve as a satisfactory basis for

unemployment insurance benefits if employees have been seri-

ously unemployed or underemployed during the base period.

To give actual rates of pay, moreover, actual earnings must be

divided by hours or days actually worked, which represents an

impossibly detailed task. Hourly or daily rates of pay give no

useful results unless multiplied by the hours or the days worked

in a week. Hours or days actually worked are not a satisfactory

multiplier since they are affected by the amount of unemploy-

ment and underemployment. Use of “normal” hours per week

or days per week necessitates decisions as to what constitutes

“normal.” “Normal” may vary from establishment to estab-

lishment and from time to time in the same establishment.

Something determinable on a more nearly factual basis and

without a prohibitive amount of detailed work is necessary.

A device very commonly used is to base unemployment

benefits on the total earnings during the quarter of highest

earnings within the specified base period. Administrators exam-

ine ail the quarterly reports for the employee during his base

period and take the figure for that quarter in which he earned

the most. If this quarterly figure is divided by 0.6—the 13 w'eeks

in a quarter multiplied by a—it gives one half of the average

amount earned per week in that quarter; and several states use

that method to determine the weekly benefit for full unemploy-

ment. Other states take the position that even in the quarter

of highest earnings there is ordinarily som.e lost time or under-

employment, and therefore they do not use the full 26 as a

divisor; they shave it using divisors ranging from 25 to 20.

Other states have different devices, but the most common pro-

cedure is the one just outlined, giving as a benefit for full un-

employment something in the neighborhood of half the total

earnings within the quarter of highest earnings subject to the

maximum and minimum limitations as to amount of weekly
benefit.
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The amount of the weekly benefit the insured may draw,

multiplied by the number of weeks he may draw it, gives the

total amount he may receive from the insurance fund in the

benefit year. That product is the amount for which he is insured.

He will draw none of it unless he has compensable unemploy-

ment. He may draw upon it, in most states, after the waiting

period for either compensable total unemployment or for com-

pensable underemployment. Compensable underemployment

will be taken up first.

Benefits for partial unemployment. A disturbing feature of

several kinds of insurance is that there are always some people

who, having paid a premium or having had one paid in their be-

half, feel a compulsion to get a benefit for their money. In un-

employment insurance the persons who fall in this category may
be either employers or employees.

Under certain circumstances, not to be here elaborated, em-

ployers may find it more to their advantage to shut down
their entire plant or certain parts of it than to operate on a

greatly reduced schedule. Before the advent of unemployment

compensation, one reason, often a major one, for continuing

operation on a greatly reduced scale was to give some work to

the employees. Naturally the employees and the community

wanted even part-time operation; it helped keep money in

circulation in the neighborhood. After the advent of unemploy-

ment compensation, operation at less than half-time gave the

lower-bracket employees no more money than they would get

from compensation were the plant or a part of it entirely shut

down. In some instances it has been charged that some em-

ployers tend under unemployment insurance to run at the more

profitable percentages of capacity when work is available and

then largely to shut down, thus permitting their employees to

draw benefits from the fund. Employers may say, “We have

paid for the insurance; why should not we and our employees

have the advantage of it?”

Employees may ask, “Why should we work less than half-

time when if totally unemployed we could draw benefits

amounting to about half-pay and have our leisure?” Unless the
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law contained safeguards, representatives of the employees

might call upon management not, as in the old days, to urge

continued operation on very short hours but to suggest a fairly

complete shut down for a few weeks. “Let everybody take a

vacation with pay from the fund until there is work enough to

give everybody something materially better than half-pay.” At

times management would be glad quickly to adopt such a sug-

gestion for the action would be in the immediate financial in-

terest of management as it is in the narrow and immediate self-

interest of the employees.

Partially to overcome such forces and partially for social

reasons the states generally have introduced into their com-

pensation systems benefits for underemployment or partial un-

employment. As has been previously noted, benefits in event of

total unemployment are in the neighborhood of half pay subject

to a maximum limitation ranging among the states from $15 to

^25 a week. In most states when available work falls to a point

where the employee cannot earn as much as his benefit would be

were he totally unemployed, he becomes eligible for an under-

employment benefit. The partial unemployment benefit is

generally of an amount which, added to the actual earnings in

the reduced hours, will bring the total receipt to the amount of

the benefit for full unemployment. Some states oifer a little

extra inducement to continue work at reduced earnings by pro-

viding that partial unemployment benefits shall begin some-

what before earnings have fallen to the level of the benefit for

full unemployment and permit the man who continues to work
to draw in the aggregate a little more than he would get as a

benefit were he totally unemployed.

The extent to which partial unemployment draw's on the fund

depends, therefore, upon two factors; (i) how much the worker
earns through his continued but reduced employment, since the

partial employment benefit only makes up the difference, and

(2) how long partial unemployment continues. Here again the

only practicable measure of the duration of partial unemploy-
ment is the amount paid out in benefits.

The practical administrative device is, roughly, to give an
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employee a credit for the total amount of benefit he could draw

in the benefit period and subtract from this credit such sums as

he actually draws whether for partial unemployment or for total

unemployment. As a rule if he is partially unemployed within

the benefit period he may draw benefits for partial unemploy-

ment so long as he still has any credit for the benefit period.

Thus a statement as to the maximum number of weeks a worker

may draw benefits relates to total unemployment and not to

partial unemployment. Benefits for partial unemployment stop

only if and when the worker has exhausted all his credit which

is figured on the basis of weeks of total unemployment.

In connection with the benefits for both total and partial

unemployment, two factors have to be considered: (i) the

waiting period, and (a) earnings from other employments.

The waiting period. For three major reasons the states do not

compensate for very short periods of unemployment or under-

employment. The first is the assumption that the worker can

or should be able to take care of himself and those dependent on

him for short periods. The loss of earnings may be discommod-

ing, but the employee can adjust to meet the situation. The
second is that benefits with respect to short periods of unem-

ployment or underemployment would be very small. The
administrative costs of making them might easily equal or

exceed the actual amount of the benefit. The employee would

be put to all the inconvenience of filing a claim and the ad-

ministrative office to all the expense of examining it and

figuring it for benefits that would be of little real consequence.

The third reason is that although each such individual benefit

would be extremely small, there would be so many thousands

of them that the aggregate amount of them and the aggregate

cost of administering them would be very high. The resources

of the fund would be materially reduced by paying them, and

they are not of great social utility. The social utility of a dollar

in the first few days of unemployment is obviously materially

less than after several weeks of unemployment.

All the states made use of the waiting period to eliminate the

claims for short-term unemployment. The most usual waiting
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period was originally 2 weeks of unemployment within the

benefit year, but by 1945 most states required only one week.

According to the laws in effect in 1941 a covered worker had

generally to serve only one waiting period in a benefit period;

after he served it, all the ensuing unemployment or partial

unemployment within the definition was compensable. A few

states had more elaborate provisions and required a second

waiting period after a period of re-employment amounting to

13 weeks. States with such provisions might recalculate an em-

ployee’s rights after such a period of re-employment so that in

effect he was beginning a new benefit year. Such states might

limit the number of waiting periods in any calendar year. V^Tiere

a state ends the benefit year on a fixed date, an employee on

benefit at the end of that year may be permitted to carry over

into the new benefit year without serving a new waiting period.

In the majority of states a week of partial unemployment

counted as a week of total unemployment in figuring waiting

periods. Some states, however, required two weeks of partial

unemployment to count as one week of total unemployment. A
few states had more elaborate provisions, and some apparently

had no waiting period of partial unemployment, although they

allowed such a benefit.

Earningsfrom other sources. A person whether totally unem-
ployed or partially unemployed may have earnings from other

activities, partaking of the nature of odd jobs or part-time

subsidiary regular work. Neither the odd jobs nor the part-time

work are ordinarily covered by the unemployment compensa-

tion system. The records and accounts incidental to the opera-

tion of that system are already extremely complicated. To add
to the records and accounts, figures for minor activities that

yield a small and perhaps irregular income would be prohibi-

tively costly. Moreover, since unemployment benefits at best

are not much more than half pay and are limited to 14 to 26
weeks, the position may well be taken that employees should be
encouraged to have, rather than discouraged from having, a

subsidiary way of earning. Through one device cr another, a
good many of the states permit some earnings^—usually limited
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in amount—during weeks when the employee is drawing bene-

fits for total unemployment, and these subsidiary earnings are

often likewise disregarded in determining the amount of benefit

for partial unemployment.

Disqualifications in general. Under certain circumstances the

insured worker, although unemployed, is disqualified from re-

ceiving the benefits that have just been broadly described. The
major disqualifications will be considered under four headings

(i) voluntary leaving, (2) discharge for misconduct, (3) refusal

of suitable work, (4) labor disputes.

I. Voluntary leaving. Every state in 1941 disqualified an in-

sured worker who left his job without good cause or without a

cause which was recogni2ed as good or acceptable by the state

law. For the great majority of the states, the wording of the law

can be summarized by the words, “leaving voluntarily without

good cause,” which means that the administrative agency must

determine in each case of voluntary leaving whether the cause

was good.

Wide variation existed among the states as to the extent of

the disqualification for voluntary leaving or the penalty im-

posed for it. These variations were so great that it appears to

be quite impossible to cite any particular provisions as typical.

Instead it will be necessary to cite distinctive groups.

Most numerous were the states that disqualified the individ-

ual from receiving benefits for a specified period. There were 34
such jurisdictions at the end of 1941, but they fell into two

radically different classes. In the first class, which embraced

19 jurisdictions, the law prescribed a maximum penalty, or a

range of penalties from a minimum to a maximum, and dele-

gated to the administrative authority power to fix the exact

period of disqualification within the limits thus prescribed by

law. Where no minimum is fixed, the administrative agency

would appear to have authority to waive any penalty. But if a

minimum is fixed, at least the penalty is exacted. Upper limits

varied from 5 to 15 weeks. The minima in the 10 states that

used a minimum varied from i to 5 weeks, with 8 having 1 weeks

or less. The other class, embracing 15 jurisdictions, fixed the
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period of disqualification in the law itself and gave no discretion

to the administrative agency. Five disqualified for the entire

duration of the unemployment following the voluntary leaving,

whereas the others specify the number of weeks varying from

I to 6.

In the states just discussed, the insured worker w'ho left

voluntarily without good cause lost his benefits for the period

determined by law or by administrative action, but his benefit

account was not charged with any period during which he did

not receive benefits. Fifteen states, in sharp contrast, either per-

mitted or required as a penalty for voluntary leaving not only

that the employee be denied benefits for a specified period, but

that the benefit rights to which he might subsequently be en-

titled be reduced. In 2 states the penalty charge was dis-

cretionary and in 13 it was mandatory, although generally the

administrative agency had discretion within the legal range be-

tween minimum and maximum.
Students of public administration will note from these

facts the extent to which in many of the states the adminis-

trative agency is serving in a judicial capacity in passing upon

cases of voluntary leaving. In most states they must de-

termine whether the leaving was voluntary and without good

cause within the meaning of the law. In many, if they so deter-

mine, they must use their discretion within legal limits in de-

termining the penalty. This power makes of especial importance

the matters of composition and appeals procedures of the ad-

ministrative agencies, which will be taken up later in the present

chapter.

2. Discharge for misconduct. At the end of 1941 all states

except Pennsylvania had provisions to some extent disqualify-

ing an insured employee who was discharged for misconduct
connected with his work. As in the case of voluntary leaving,

there were wide variations among the states. The commonest
provision was to disqualify the insured from receiving benefits

for such part of the resulting unemployment as the law pre-

scribed or which the administrative agency might fix within the
limits set up by the law. Fourteen states, however, required a

reduction of the benefit rights for subsequent unemployment as
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an additional penalty subject, however, to a considerable meas-

ure of administrative discretion. In general, wide latitude was

given the administrative agency in fixing the exact penalty in

the individual case.

3. Refusal of suitable work. An insured worker on applying

for an unemployment benefit places himself under the jurisdic-

tion of the administrative agency. That agency must not grant

him a benefit if suitable work is immediately available. If bene-

fit payments have already begun, they must be discontinued

when and if suitable work becomes available. An insured worker

cannot refuse suitable work and continue to draw unemploy-

ment compensation benefits. What constitutes suitable work is

therefore a vital issue in unemployment compensation.

The national government through its Unemployment Tax
Act imposed its will upon the individual states with respect

to certain aspects of this question. The state cannot deny

compensation to the insured if he refuses to accept new work

under any of the following conditions; If the position offered

is vacant due directly to a strike, lockout, or other labor dis-

pute; if the wages, hours, or other conditions of work are sub-

stantially less favorable to the individual than those prevailing

for similar work in the locality; if as a condition of being em-

ployed the individual would be required to join a company

union or to resign from or refrain from joining any bona fide

labor organization. Thus of necessity every state must include

such provisions in its law or as a penalty subject all covered

employers in the state to the 3 per cent national pay-roll tax

with no offsets and no benefits.

The states have added other criteria of their own. “The usual

criteria are the degree of risk to a worker’s health, safety, and

morals; his physical fitness, and prior training, experience, and

prior earnings; the length of the worker’s unemployment and

his prospects for securing local work in his customary occupa-

tion, and the distance of the available work from his resi-

dence.”^®

The wide measure of discretion vested in the administrative

Social Security Board, Comparison of State Unemployment Compensation Laws as qf

DecemberjI y

'

1^41^ Employment Security Memorandum No. 8, p. 126.
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agency and the extent to which results depend on the integrity,

objectivity, judgment, and initiative of the employees of that

agency are striking features of this system of insurance. Under

the national requirements, the agency, for example, must de-

termine if the wages, hours, or other conditions of work offered

are substantially less favorable to the individual than those

prevailing for similar work in the locality. Such a provision

leaves wide latitude for the exercise of independent judgment

in deciding what facts are relevant, what statements are facts,

and how the facts are to be interpreted. What difference con-

stitutes a substantial difference? Under the state requirements,

What constitutes a risk to a worker’s morals? Can an employee

without prior experience in a given kind of work learn to per-

form the duties within a reasonable length of time? Should an

employee be allowed to refuse such a job because as a beginner

he cannot earn as much as he had earned in his old job now
closed to him? Is it suitable work if after a reasonable training

period he would be, if successful, earning something substantial-

ly like his prior earnings ?

Not all the forces in unemployment insurance administration

operate in favor of a highly restrictive interpretation of what
constitutes suitable work or in favor of paying benefits rather

than getting the individual a new job. Two forces operating in

the opposite direction deserve mention.

To an active, vigorous, self-respecting person, eager to fulfill

his responsibilities to himself and those dependent on him, an

unemployment insurance benefit of at best not much more than

half-pay and paid, even in a liberal state, for not more than 26

weeks is not a satisfactory substitute for a real job. It is helpful

in meeting temporary unemployment, but the beneficiary may
grow impatient if repeated visits to the employment office

always bring “No suitable opening today” or “Nothing open in

your line.” These answers may result in “Give me something
not suitable” or “Give me an opening and let me acquire a new
line.”

Responsible administrative officers, moreover, must give con-
sideration to the financial position of the fund. Being rigid and
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fastidious about what constitutes suitable work increases the

drain on the fund. When the demand for labor is excellent, the

fund is likely to be in a reasonably good or an improving posi-

tion, and most beneficiaries can be placed fairly promptly.When
employment is slack and the drain on the fund is heavy, the

administrators may very properly become anxious and regard

almost any opening as suitable under existing conditions in the

locality.

In this connection it must be remembered that in the past in

private enterprise those personnel practices popularly termed

“hiring” and “firing” were selective, often highly selective.

Although some modern contracts between management and

organized labor have tended to restrict management’s freedom

of selection, some of that freedom still remains for many posi-

tions. Where selection exists as an important factor, a common
result is that the average desirability of employed workers of a

given occupational class is higher than the average desirability

of unemployed workers of the same class. That statement does

not mean that no unemployed worker is as good as any of the

employed workers, but it does mean that the percentage of good

workers is often materially higher among the employed than

among the unemployed. Thus the public employment agency

administering unemployment compensation does not have an

easy placement job for it frequently has to place the less de-

sirable. Moreover, employers, their personnel officers, and their

foremen may regard several other sources from which additional

employees may be secured as materially superior to the public

employment agency.

The public employment office administrator may therefore

be in a dilemma. On the one hand he faces the necessity of get-

ting beneficiaries off the fund and into jobs and, on the other

hand, if he sends many people who do not measure up to the

requirements reasonably well, employers may not use his office

in filling vacancies. Among persons seeking employment, the

prevailing opinion may become that one does not get a really

good job through the public employment service; that other

approaches are far more effective. Then to an increasing degree
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the public agency has to work with less desirable openings and

with less well-qualified applicants. Under such circumstances

the administrators are not likely to be overly strict with refer-

ence to suitable openings nor are the applicants as the end of

their benefit period approaches.

As was the case with respect to voluntary leaving and dis-

charge for misconduct, there was wide variation among the

states with respect to the extent of the disqualifications for re-

fusal of suitable work. Again some states permitted the admin-

istrative agency in its discretion to disqualify for not to exceed a

specified number ofweeks. Other states required disqualification

for a minimum period but allowed the agency to fix a higher

penalty within a maximum limit. Still others disqualified for a

number of weeks specified in the law but made no charge

against the benefits available in case of subsequent compensa-

ble unemployment. Then came the states w’hich not only au-

thorized or required disqualification but also either authorized

or required a charge against the workers’ benefit rights. As the

laws stood on December 31, 1941, two states went so far as to

cancel all benefit rights based on previous employment if the

worker refused suitable employment.

4. Labor disputes. The rule generally is that an insured em-
ployee is at least partially disqualified for benefits if his unem-
ployment is due to a stoppage of work existing because of a

labor dispute, where the individual was last employed; but this

rule is commonly subject to numerous exceptions. Exceptions

are in general of two broad types, the first turning on facts re-

lating to the labor dispute itself and the second permitting pay-

ment of benefits after the unemployment originating in a labor

dispute has continued for a length of time specified in the state

law.

A worker may be unemployed as a result of a labor dispute

in the outcome of which he has no personal financial interest.

He may actually have been opposed to the strike. The princi-

ple of collective bargaining, however, involves majority rule;

when a majority votes to go on strike, members of the minority
who are opposed to the strike are frequently unemployed as
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the result of it. Occasionally, too, a strike or other labor

dispute affecting only one class of workers or one' depart-

ment in an establishment closes down other departments

and tiirows out of work employees whose immediate in-

terests are not advanced by the strike. Although nine states

made no exceptions to the general rule, most state laws took

some cognizance of these situations, provided an entire grade

or class is affected. A minority member of a grade or class that

is participating in or directly interested in a dispute is as a rule

bound by the action of the majority members and cannot have

the disqualifications resulting from majority action waived on

the ground that he as an individual was opposed to the strike.

The conditions under which the labor dispute disqualifica-

tions do not apply were variously phrased. The most common
one permitted the payment of benefits for unemployment due to

a strike or other labor dispute if neither the individual nor any

of his grade or class was participating in, financing, or directly

interested in the dispute. Some states omitted the word financ-

ing, since it raises the question of whether payment of union dues

constitutes financing. Some included the word financing but spe-

cifically provided that payment of union dues is not financing.

A few states waived the disqualification if the labor dispute

resulted from what the law regards as improper action by the

employer. In some states a lockout by the employer did not

prevent the payment of benefits for the resulting unemploy-

ment. In some states a strike did not bar the payment of bene-

fits if the strike was called because the employer failed to con-

form to the provisions of an agreement between employer and

employee or to state or national law pertaining to wages, hours,

or conditions of work. One state, as of December 1941, did not

disqualify if the strike was protesting, or if a lockout was at-

tempting to enforce acceptance of wages or working conditions

substantially less favorable than those prevailing in the locality

and industry, or where rights to collective bargaining were

denied.

Provisions of this type have certain implications to which

attention should be called at this point. They are not necessarily
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interrelated and for the most part bear on subjects discussed

more at length in other parts of this chapter. They are:

I . To a greater extent than any other provisions of state un-

employment compensation laws, those that permit payments

to employees unemployed because of a labor dispute bring out

the importance of the quasi-judicial functions vested in the ad-

ministrative agency enforcing the law. That agency must deter-

mine in many of the states whether a labor dispute is or is not

a disqualifying dispute, and in certain instances whether no

member of a grade or class, unemployed because of a dispute,

is participating in, financing, or directly interested in a dis-

pute. A decision in these instances generally affects not one

single individual but a whole group of individuals. The decision

arrived at, in a period of high tension, may have a profound

effect on the financial position of the fund.

a. The history of labor disputes suggests that a sharp dis-

tinction must be drawn between those that take place in a pe-

riod of reasonably full or rapidly rising employment and those

that take place in a period of diminishing employment. Often

in good times the dispute concerns an increase in wages whereas

in bad times it is to protest or prevent a decrease in wages. In

good times with rising markets, an employer may be anxious

to settle the dispute quickly, and he may have the receipts to

justify paying the increase. In bad times the financial results

of the labor dispute may not bother him very much, he may be

in no hurry to have it settled, and his diminished revenues may
not warrant his acceding to the demands of the employees who
are out. Labor disputes on a down swing of the economic cycle

may therefore make heavy inroads on the insurance fund, im-
pairing the provisions for persons who are unemployed not be-

cause of a labor dispute.

3. A sharp distinction must be drawn between states that

have individual employer reserves and states that have a
pooled fund. Heavy payments resulting from a labor dispute
may largely exhaust an individual employer’s fund, a fact which
both he and his employees must bear in mind; but it does not
materially affect the funds of other employers who have sue-
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ceeded in maintaining their relationships with their employees

without labor disputes. Under a pooled fund, employees who
have been involved in no labor disputes may find the reserves

upon which they depended for protection impaired by the labor

disputes of others.

4. In a pooled fund with no merit rating the employer who
maintains good personnel relations has no advantage over the

employer who does not, in so far as payments into the fund are

concerned. The money he has paid in may go for benefits paid

to persons unemployed because of labor disputes.

5. Under an employer’s fund or under a merit-rating system

small groups or classes of employees occupying key positions

may have a powerful bargaining weapon. If they strike, they

may make members of other more numerous classes unemployed

because of a labor dispute in which they have no financial in-

terest. The numerous class with no interest in the strike will

therefore in some states be entitled to unemployment benefits.

These benefits will either come out of the employer’s fund or

under merit rating cause the employer to pay higher taxes.

On a dollar and cents basis it may be cheaper to pay the key

men more money than to have to pay unemployment bene-

fits to the classes which would be entitled to a benefit by the

strike of the key men. With the growth and development of col-

lective bargaining and legal methods for its exercise, there is a

possibility that small groups of key men will resort more and

more to organization and collective methods and take advan-

tage of the strategic position they occupy because of the limited

number of persons possessed of their knowledge, skill, and ex-

perience.

A few words are necessary regarding the duration of the dis-

qualification resulting from a labor dispute. The common rule

was that the disqualification applies for any week of unemploy-

ment so caused. A few states, however, disqualified for a specific

number of w'eeks, and after the expiration of that period the in-

sured employee might go on benefit. If the disqualification does

not apply, either because of the nature of the dispute or the rela-

tionship of the individual to it, the duration and amount of
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benefits are not affected. Unemployment is in this respect gen-

erally no different from any other qualifying unemployment.

Such disqualification provisions preclude private insurance

against unemployment and anything approaching precise ac-

tuarial forecasting. To make such a system work, great dis-

cretionary power has been vested in administrative agencies.

No private insurance company could, for any reasonable or

practicable premium, subject its financial position to the dis-

cretionary powers that are vested in the governmental ad-

ministrative agencies. It is even more clear that power to

adjudicate claims of this nature, where policy and perhaps even

politics and pressure play so great a part, could not be vested

in a private company with a financial interest. Providing un-

employment compensation is obviously a governmental func-

tion.

Receipt of other benefits. In the United States the govern-

mental function of providing unemployment compensation has

in general been entrusted to the several states. This brings up
another disqualification for benefits of an entirely different

nature. Under such a system it sometimes happens that an

individual may be entitled to unemployment compensation

under two or more state systems. If he worked for a railroad

under the railroad unemployment system in the preceding cal-

endar year, he may have unemployment benefits coming to him
under that system. If he is 65 years of age or over, he may be

entitled to a benefit under the national system of old-age and
survivors insurance or the railroad retirement system. As a

former member of the armed services, he w'ould be entitled to

such unemployment benefits as the nation has granted. Some
employers give wages in lieu of notice, dismissal wages, or vaca-
tion pay. If an individual could draw all the benefits to which he
might be entitled at the same time, he might get far more than
was anticipated by any of the legislatures drafting the several

systems.

Most of the state laws have a provision to the effect that
an individual who receives a benefit with respect to a given week
under another state or federal unemployment law is disquali-
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fied from receiving a benefit from it with respect to that same
week of unemployment. Movement from one jurisdiction to an-

other thus does not give a right to two benefits with respect to a

single week of unemployment. If, however, an employee has

exhausted his benefits under the one system, or has ceased to

draw them, he can secure benefits from the second system, pro-

vided he is unemployed and he has not lost his rights because

of the expiration of his benefit period. As will be discussed in

more detail in the section of this chapter dealing wdth adminis-

tration, interstate co-operation and comity have been author-

ized by law and have been so developed that frequently a worker

who has migrated from one state to another files his claim with

the agency in the state where he becomes unemployed and

draws all the benefits to which he is entitled through that

agency.

Similar provisions of law often apply with respect to benefits

from other public systems. If an insured worker has a right to a

benefit from a trade union or other private association, receipt

of such a benefit is generally not a disqualification for a public

benefit. In some states receipt of wages in lieu of notice or of

vacation pay from a private employer does disqualify for each

week in which the insured receives this special benefit.

In the preceding pages an attempt has been made to describe

the benefits which the states have provided for total and partial

unemployment, and the conditions under which they are

granted or withheld. Two important subjects, the way the

states finance their systems and the way they administer them,

remain for consideration.

FINANONG STATE SYSTEMS INCLUDING EXPERIENCE RATING

In the early part of this chapter, it was pointed out that the

national tax law was so drafted that the states could choose the

financial a’-rangements that most appealed to them. The choices

were:

I. The highly individualistic employer reserve or industry

reserve fund, in practice generally supplemented by a small,

pooled emergency reserve.
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2 . The highly socialized pooled fund into which all pay the

same rate of tax, and from which all benefits are paid without

any merit or experience rating.

3. The intermediate pooled fund into which different em-

ployers pay different rates of tax, with the exact rate depending

on their individual experience and the financial position of the

pooled fund.

Fifty-one jurisdictions—the 48 states, Alaska, Hawaii, and

the District of Columbia—^had an opportunity to exercise their

choices within the limits permitted by the national law. As of

December 31, 1941 the score stood: jurisdictions with individual

employer reserves 7; jurisdictions with pooled funds and experi-

ence rating 31; jurisdictions with pooled funds with no experi-

ence rating 13, but the laws of ii of these 13 contained provi-

sions for the study of experience rating. By June 30, 1945

experience rating was provided in the law's of 45 states. The
number with individual employer reserves fell, however, from

7 to 4. The reason for this latter change was the fear of the

heavy drains on individual reserves, and hence the higher taxes

which might result due to termination of war contracts.” Thus
almost all the jurisdictions have adopted an insurance philoso-

phy that the amount ofpremium an employer should pay should

be related to the unemployment experience of his business.

One factor which may have played a part in the heavy pre-

ponderance in favor of experience rating was that, so far as tlie

national government went, it placed the entire tax on the em-
ployers. It levied no tax on the earnings of covered employees.

Although the national law did not prohibit the states from

levying a tax on the employees in addition to the tax on em-
ployers, few of the states did so. At the end of 1941 only 5 of

the 51 jurisdictions levied a tax against the employees. The
question may be raised as to whetlrer the results would have
been different, had the national law placed part of the tax bur-

den on the employees and thus placed them in a strong position

to urge increased benefits, increased duration, or both.

Experience rating is more or less complicated and there

are various methods for using it. The one most frequently

Social Security Bulletin^ VoL 8 , July 1945, p. 24.
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used—by 21 of the 38 states which had experience rating at the

end of 1941—^may be briefly described as follows:

1. An individual account is set up for each covered employer.

2. This fund is credited with all the taxes paid by that em-

ployer, or all except a small percentage used for other purposes.

3. This fund is charged with all benefits paid to unemployed

workers on account of benefit rights to which they become en-

titled as a result of working for him during the base period or

which the law says shall be charged to him.

4. On any date what is termed the employer’s reserve may be

determined from the employer’s account by subtracting the

total of the benefits paid to his unemployed workers from the

aggregate sum paid by him in taxes and credited to his ac-

count.

5. This employer’s reserve as figured from his individual ac-

count, is an actual number of dollars of either surplus or deficit.

Its size depends on two factors: how much unemployment he

has had, and how big a pay roll he has had subject to taxation.

To get from it an index of unemployment and eliminate the

factor of size of pay roU, the dollars of reserve are divided by

the dollars of pay roll subject to tax within a specified period.

The resulting ratio is the “index of experience” used in deter-

mining the rates he will have to pay. There are other ways of

arriving at an index of experience used by some states, but it

does not seem essential to go into them in detail.

Experience rating would not be anything like as complicated

as it is if all covered workers were employed more or less con-

tinuously by the same employer; but hundreds of them in the

course of the base period work for several different employers.

When such a worker applies for a benefit, which of these em-

ployers is to be charged with his benefits ? Under some systems

the employer who had just dropped him and was immediately

responsible for his current unemployment may not have had

him on his pay roll at all in the base period upon which his right

to benefits rests.^® Thus the state laws or some appropriate

Such a situation may result in states which have a uniform base period for all

workers, such as April i to March 31 or in states which have an individual base year for

each employee but with lag'' for administrative purposes between the end of the

base year and the beginning of the benefit year.



224 UNEMPLOYMENT INSURANCE

agency must prescribe how the benefits shall be charged to the

several employers.

The fairest device appears to be to charge the benefits to each

of several employers in the base period in proportion to the

beneficiary’s earnings in that period. If, for example, the

beneficiary earned 35 per cent of his money in the base period

from employer A, then employer A is charged with 35 per cent

of the benefit payments. All the other employers are charged in

the same way. At the end of 1941 of the 29 states that used the

charge method 13 distributed the charges in this way. Anyone

who has had experience with statistical or accounting work will

appreciate the volume of computing involved in communities

where there is a good deal of movement from employer to em-

ployer.

Some states—9 in 1941—charge the most recent employer,

usually in the base period, up to a maximum established by law

or regulation, and then charge the next-to-the-latest employer

up to the maximum allowed. Thus they work backward, charg-

ing each employer in inverse order until the entire amount of

the benefit has been charged. Limitations on the amount to be

charged against an employer may be expressed as a fraction or

a percentage of the employee’s earnings in the base period, per-

haps with a top limit amount. Here, again, the computing may
be bothersome, but it is done for one employer at a time. For
benefits of short duration no computingmay be necessary, for the

most recent employer’s account will absorb the whole amount.
A few states simply charge the most recent employer, or the

most recent employer in the base period, with aU the benefits.

This device saves a lot of work, and it may in some states

“average out” fairly well, although it tends to place a heavy
burden on employers who operate on a job or project basis and
run out of work at a time when demand for labor is low. It also

may be bad in a community in which there is a large amount
of seasonal labor.

In some communities there are groups of workers whose earn-
ings come largely from seasonal employment. During the
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season they may be reasonably fully employed, but in the olF

season their employment for wages may be casual. As a matter

of fact, some of them may be indifferent as to whether or not

they pick up other employment for wages. Four illustrations

may be used to support that statement:

Canneries packing fruits and vegetables often operate only

seasonally. A large part of their force may consist ofwomen and

girls of the neighborhood, who are secondary breadwinners,

working during the season to supplement the family income.

When the cannery closes they return to their normal domestic

tasks. They might not be averse to having other wage-paying

jobs in the off season if they can get them in the locality and if

the jobs permit living at home and continuing to perform the

necessary household tasks. They may be said to be receptive to

what is for them suitable work, but they are not seeking em-

ployment in the sense that they are prepared to move or radi-

cally to change their domestic arrangements for the sake of

earning wages.

In the larger urban communities, many retail establishments

have found that their business involves peak loads, seasonal,

weekly, and even daily. Attractively high wage rates for the

part-time workers are a real economy if the employment permits

of a reduction in the full-time staff. These people on the roster

are often anxious to be employed at the store, but if there is no

work at the store they are not actively seeking other employ-

ment.

Farmers and agricultural laborers often have dull seasons on

the farm and are available for other jobs if there are any avail-

able in the locality that do not prevent them from continuing

to do the essential chores around the farm. Road construction

and maintenance, land reclamation, and the development of

water supplies are illustrations of jobs that meet their require-

ments. Naturally public departments and private contractors

responsible for such work must time it so that a supply ofdocal

labor will be available, unless they are prepared to import most

of the labor they will need. Importing outside labor may not be
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advisable if the funds being spent come in any considerable

amount from local taxes. When projects of this general type are

completed, the local workers return to the farm, possibly for

more weeks of the dull season and possibly because their own

busy season has begun.

A vacation of several weeks duration may be a traditional

feature of an occupation. School teachers have a summer

vacation. Members of a logging crew or of a construction

crew may have winter vacations. Automobile workers may have

one when factories are closed for retooling. Persons on such

vacations are not necessarily idle. They may get gainful em-

ployment, they may be very anxious to get it. Vacation jobs

are, however, of secondary importance in their way of life.

Seasonal work of these various types may present a real prob-

lem in connection with experience rating, especially if a worker

customarily engaged in seasonal work secures other and gen-

erally temporary work in his off season. The problem is largely

solved if charges for benefits of such worker are prorated among
all employers in the base period in proportion to earnings in

that period. Short cuts that charge last employers first, even if

subject to a maximum, tend to penalize an employer who takes

on temporary workers after they have attained substantial

benefit rights by virtue of earlier employment. Unless charges

for benefits are prorated according to earnings, experience rating

may tend to discourage an employer from hiring such a worker
at all.

One objection to experience rating is that it may cause em-
ployers to seek to attain too high a degree of employment stabil-

ity. They may hesitate to expand and employ more persons

when expansion is possible, for fear they will have to let the

new people go when work slackens and either pay them bene-
fits from the individual employer’s fund or pay higher contribu-

tions into the pooled fund. Stability of employment may not be
a virtue if it results in a lessened aggregate of employment over
a considerable period. Experience rating and individual em-
ployer’s funds tend to make the employer’s ideal a relatively

small force of carefully selected, highly efficient employees con-
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tinuously employed. Such a system adds further weight to the

fact, present in many enterprises, that carefully selected, highly

skilled employees give lowest labor costs per unit of output. It

also may encourage the introduction of labor-saving machines

to facilitate adjustment of output to demand without changing

the size of the force. It may likewise lead to meeting peak de-

mands by lengthening the work week rather than by hiring

more employees. An employer may prefer to pay overtime, even

penalizing overtime, to his highly selected permanent staff—

“members of the organization” where the morale is high—than

to incur obligations to pay unemployment benefits to temporary

workers, especially in enterprises where inexperienced workers

give relatively high-wage costs per unit of product and some-

times high spoilage charges.

This argument against experience rating and individual em-

ployer’s funds thus represents another manifestation of con-

flicting basic philosophies. One group holds that each individual

and each individual enterprise should, within the law, be free to

attain maximum efficiency in the production of needed goods

and services. The other group believes that limitations should

be placed on the output or the activities of the highly efficient,

whether owners, managers, or workers, so that there will be

work enough to go round and that the less efficient, and perhaps

the less privileged, will have an opportunity to work, earn, and

purchase goods and services.

The states which use experience rating have different methods

of measuring experience and of charging employers where em-

ployees have worked for two or more employers during the base

period. There are even greater variations with respect to the

rates charged to employers with different experience ratings

and the methods by which such rates are determined. This

subject is extremely detailed and intricate. No attempt will here

be made to do more than call attention to some of the broader

issues.

In states with the more individualistic point of view, the ques-

tion of whether an employer is or is not entitled to a lower rate

of contribution turns entirely on his own record. He pays such
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rates as his own record calls for without regard to the condition

of a pooled fund or the condition of the individual reserve of

other employers. If the pooled fund or the individual reserves

of other employers should be in poor condition, the employers

who are responsible for that situation, the ones with the poor

records, are the ones who will have to pay higher rates and re-

store the situation.

One can conceive of economic conditions under which estab-

lishments with very poor records will be virtually shut down.

Although the rates for such establishments are raised to the

maximum, the high rates will not produce much revenue be-

cause the employer’s pay roll has shrunk to almost nothing. His

payments will not restore either a pooled fund or his own indi-

vidual reserve. It must be remembered, how'ever, that since he

is virtually shut down almost no new rights to unemployment

insurance are accruing with respect to his establishment. A
shrinkage of a pooled reserve or of an individual reserve may,

therefore, not be as vital as it may appear at first glance, be-

cause the shrinkage results from the fact that a heavy body of

claims has been paid off and large numbers may have entirely

exhausted their benefit rights. The real adequacy of a reserve

is to be measured not by its size nor by the amount already paid

out in benefits but by the relationship between its present size

and the valid claims that may mature against it.

Unfortunately, in this type of insurance it would be difficult

to measure with any degree of precision the volume of claim.s

that may mature. Hence one must frankly face the fact that an

individual employer’s reserve may fail, or that a pooled fund

may go bankrupt, even when some employers have excellent

records that justify low rates so far as their own experience is

concerned. In this connection it is worth noting that the individ-

ual employer’s reserve maintained by the employer with the fine

record survives to protect his employees should they become
unemployed. Contributions of an employer with a fine record

to a pooled fund may, however, have gone to pay benefits to the
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unemployed of other employers, and hence should his employees

later suffer unemployment they might find the fund exhausted^®

The more usual practice among the states is to make the con-

dition of the pooled fund a factor in determining the rates to be

charged for a given year or other period. In such states, if the

pooled fund is in a weak condition, the rates are raised even for

an establishment that has not contributed in any way to that

weakness. Here the law departs from the private insurance con-

cept that premiums are based on the degree ofhazard and moves

toward the concept that contributions are earmarked taxes,

levied for the general social welfare.

The employer with the fine record, like other employers, must

try to pass his pay-roll taxes on to the consumers of his product.

If because of market conditions he cannot pass them along, his

alternatives are in the main (i) to pay them out of profits or

capital, or (z) to reduce pay-roll expenditures. One way to meet

an increase in a pay-roll tax rate is to cut the size of the roll to

which that rate applies.

Another rate-fixing device, used by 17 states in 1941, was

to vary the rates to make them produce an amount of revenue

up to a standard fixed by the law. In three states tlie revenue

required was 2.7 per cent of the taxable pay roll without refer-

ence to the condition of the fund or the amount expended in

benefits. In the other states using this device, factors such as the

size of the reserves or the amount of benefit payments were used

in the formula establishing the rates. Use of these factors re-

sults in higher rates when the fund is weak or under heavy strain

for benefit payments than when things are going well.

A question should be raised at this point as to whether it is a

sound procedure to increase rates in the face of falling reserves

The same thing may happen with respect to a pooled fund without experience

rating. The number of unemployed in the early days of a depression may so far exhaust

the fund that the later claimants cannot draw the benefits to which they are entitled.

They resemble in a way a man whose insured house burns after the company in which

it was insured has gone bankrupt; but with this diiference: It may be assumed that in

a severe depression a government will come to the relief of a pooled fund that fails to

meet its obligations by either giving it or loaning it money.
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or even to maintain a fixed rate of pay-roll tax in the face of a

serious fall in the amount of employment. A far sounder pro-

cedure might be to relate the rate of tax to the index of em-

ployment, increasing it as the level of employment rises and

diminishing it as the level falls. Then in the face of adverse gen-

eral business conditions, employers would be relieved of part of

the tax and be under less pressure to meet the recession by

cutting pay rolls. Such a system might help them to reduce prices

in a recession and thus to dispose of a larger volume of goods.

Concepts born of analogies witla private insurance would seem

to be responsible for the emphasis that has been placed on the

size of the reserve. Unemployment compensation is not like

private insurance; reserves play a very different part in it than

they do in most other kinds of insurance. Ifunemployment com-

pensation is to serve its purpose, reserves should fluctuate much

more widely than do reserves to meet hazards which are, as

compared with unemployment, relatively stable. In a period of

recession, unemployment reserves should recede and may even

vanish. It is this recession against which the system is insuring,

and when it comes, the reserves must be used.

The system in the United States is, moreover, not a substitute

for public relief for unemployment but only a first line of de-

fense, or as it is often called a cushion to absorb the first shock.

Back of it must lie some form of public assistance. This fact

should be frankly recognized, and, when a recession is on,

pay-roll taxes—taxes on employment—should not be raised

to safeguard the reserves. On the other hand, taxes should not

be reduced automatically because good times have made
the reserves climb. When times are good, pay-roll taxes

can largely be absorbed without seriously interfering with em-
ployment. A time may come when the reserves have reached

levels that are apparently unnecessarily high. Under these cir-

cumstances the desirable course would seem to be to have the

legislature reconsider the rate structure in the light of experi-

ence and make such revisions as may be indicated by the facts

then in existence. It would seem, however, that a sound system
of unemployment compensation, if it is to be financed through
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a tax on pay rolls, should charge high rates when employment is

high and much lower rates when employment is low.

States which use experience rating differ widely with respect

to the degree of differentiation they have introduced between

the rates charged establishments with a fine record and those

charged establishments with a poor one. Of the 38 states

which had experience rating in December 1941, 16 used as their

maximum rate the 2.7 of the national law. Twenty-one states

provided for higher maximum rates, ranging from 3.25 per cent

to 4.1 per cent. Eight used 3.6 per cent and 8 used 4 per cent.

Provisions regarding minimum rates were reported by the Social

Security Board for 36 states. They varied from zero for four

states to 1.7 in one. The most common minima were i per cent

in 9 states, 0.9 per cent in 7, and 0.5 per cent in 8.

It may be interesting to record the ranges for some of the

states. For this purpose we shall take first those states with low

minimum rates and show their maximum rates.

Minimum Maximum

Missouri . 0 4.1
Wisconsin . 0 4.0
Kentucky . 0 3.7
Hawaii . 0 2.7
Indiana . 0.135 3.7
North Carolina . 0.27 2.7
Delaware . 0.5 . 4.0
Oklahoma . 0.5 4.0
Texas . 0.5 4.0
Illinois . 0.5 3.6
Minnesota . 0.5 3.25
Alabama . 0.5 2.7
Massachusetts . 0.5 2.7
New Hampshire . 0.5 2.7

with relatively high maximum rates not

Maximum Minimum

District of Columbia . 4.0 1.5
Arkansas . 4.0 1.0
Michigan. . 4.0 1.0
Oregon.. . 4.0 1.0
Wyoming. . ...

'

. 3.6 1.0
Colorado . 3.6 0.9
Iowa. . 3.6 0.9
New Jersey ......... . 3.6 0,9
New Mexico... , 3.6 0.9
South Carolina. . 3.6 0.9



UNEMPLOYMENT INSURANCE232

It would seem as if the difference between paying 4 per cent of

covered pay roll as an unemployment tax and paying nothing or

as little as 0.5 per cent would, in any establishment where pay

roll is a substantial factor in cost of production, offer a consid-

erable inducement to stabilize. If two establishments were com-

peting in an industry where pay roll is an important cost factor,

and one had to pay 4 per cent and the other nothing the em-

ployer who had stabilized would appear to have a material ad-

vantage. If stabilization in an industry was impracticable, and

all the competitors in it had to pay 4 per cent, a very consid-

erable tax would be passed along to consumers, and a very

considerable advantage would accrue to producers of competing

goods if they could produce them under stabilized conditions.

Again attention should be called to the fact that taxes on pay

rolls running as high as the 2.7 per cent offer a material induce-

ment where it is possible to reduce the importance of pay roll

as a factor in the cost of production and to substitute labor-

saving machines. The establishment in which labor is an impor-

tant factor in costs will find such a tax a real handicap in com-

petition with a rival who through mechanization has greatly

reduced the proportion of his costs that go to labor.

ADMINISTRATION

From time to time in the earlier sections of this chapter, at-

tention has been called to the importance of administration in

unemployment compensation. The systems in use in the various

states, which make the actual earnings of an individual so large

a factor in determining eligibility and the amount and the dura-

tion of benefits, involve an almost overwhelming amount of de-

tailed record keeping, accounting, and disbursing, but such

duties are largely routine and ministerial in character. One
might say they are fairly typical of governmental statistical

and accounting work where modern machine methods are used.

They are not, however, what makes unemployment compensa-
tion administration so important, nor are they the subject

with which we shall be immediately concerned. Of vital im-
portance are those duties which concern policy determina-
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tiorij the sublegislative work incidental to the adoption of rules

and regulations, and the administrative adjudication in passing

upon individual claims and upon the character of labor disputes

that affect rights to compensation.

A few illustrations may be here repeated to indicate the extent

to which in many states discretionary power has been vested in

the responsible administrative officers.

X . An insured employee on becoming unemployed may be dis-

qualified for benefits, for such things as voluntary leaving, dis-

charge for misconduct, refusal of suitable work, or because

under certain conditions his unemployment results from a labor

dispute. Even if the legislature has defined the law on these

subjects so minutely that no further definition through adminis-

trative rules and regulations is necessary, the administrators

must determine the facts and apply the law to the facts. In some

states the administrative agencies legislate on these subjects.

2. In many states the law makes the penalty for a disqualify-

ing act at least partially and sometimes wholly discretionary.

The administrative agency fixes the exact penalty within the

minimum and maximum of the law much as a judge fixes a fine

in a criminal case when the law directs a fine of not more than

so much, or one of not less than a specified minimum nor more

than a specified maximum.

3. The decisions arrived at by the administrative agency in

cases such as those just described affect the financial position

of the fund and hence may affect the degree of protection the

fund affords to all insured under it.

4. In some states the rate of tax to be paid by the employer

depends on such factors as his reserve, the state of the fund or

the amount of benefits paid from a fund. The cumulative result

of decisions by the administrators in individual cases may there-

fore affect the rate of tax and the amount of tax which em-

ployers have to pay.

5. In some states using experience rating, the legislatures

have delegated to the administrators a large measure of dis-

cretionary legislative power extending even in some instances to

actual rate making.
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6 . The degree of efficiency and the attitude of administrators

in placing beneficiaries in new jobs may have a significant effect

on the soundness of the fund. Inefficiency, indifference, or a

policy of hostility toward a given employer or industry or of

favoritism toward a particular labor organization may greatly

increase the burden.

7. Under unemployment compensation, as under other forms

of insurance, the parties in interest may discover ways of taking

advantage of the system. Some of them can be stopped by ad-

ministrative action; some may require new legislation. In either

event, primary responsibility rests on the administrators.

In connection with these seven items, it should be recalled

that this system extends to a very high percentage of all workers

in a state, excepting those in agriculture, domestic service, and

the service of governmental agencies and philanthropic and

educational units. With this fact in mind, it seems safe to say

that in few states is there a state agency whose discretionary

powers exceed in importance those vested in the body adminis-

tering unemployment compensation.

Under such circumstances two factors of administration are of

vital concern: (i) the overhead organization that controls the

agency, and (2) the rights which a person deeming himself in-

jured by what he regards as an improper action by the agency

has for an appeal from that action.

OVERHEAD ORGANIZATION

In the United States when the elected legislature of a state

delegates legislative and judicial powers to an administrative

agency, the traditional practice has been to create a board con-

sisting of several members. The idea has been that for legisla-

tive work several heads are better than one and that injudicial

determinations when a citizen’s rights are involved an appeal

should lie to a superior court consisting of several men, who
arrive at their decision by a majority vote. Such arrangements
protect the citizens from the possibly arbitrary or narrow action

of a single individual.

The major objection to boards is that they are ineffective in
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getting things done. For this purpose the single executive is

likely to be more efficient. To combine the efficiency of the single

executive in getting routine work done with the breadth of

vision of a board in legislative matters and the fairness of a

board in judicial matters, certain other forms of organization

have been developed in unemployment compensation. Among
them are:

1. The agency has a single executive, but appeals from the

action of the executive lie to an entirely independent board of

review. Decisions of the board of review are binding on the

executive officer, who has no power over it. A decision by the

board in an individual case must be followed in all like cases as

a binding precedent. If the executive officer prepares a rule or

regulation of a legislative nature, an appeal from it lies to the

board of review^ which has power either to amend it as it sees

fit or to send it back to the executive to revise in accordance

with the decision of the board. The board thus controls both

the judicial and the legislative work, but it does not control or

direct the details of routine administration.

2. The board consists of one full-time member who serves as

executive officer responsible for day-to-day management. As-

sociated with him are two or more part-time members who par-

ticipate in legislative and judicial matters and the decisions

with respect to broad matters of policy. They may also have

authority to review the managerial actions, or sometimes no

major managerial action can be taken without their approval.

3. The agency has a single executive director, but it also has

an advisory board, sometimes a fairly large board. The law may
give this board some real authority over legislative and policy

matters or it may make it entirely advisory. If it is purely ad-

visory, it may be almost entirely ineffective, or it may be a real

force, depending on its membership, the attitude of the execu-

tive officer toward it, and its relationship to the governor or

other officer or agency with power to appoint or remove the

executive officer.

As of December 31, 1941 the board form of organization pre>

vailed in 32 of the jurisdictions. In these jurisdictions, 17 had
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full-time board members, 7 had i full-time member and the

other members on a part-time basis, and 8 had all members on

a part-time basis.

Nineteen states had a single executive officer, but as has been

noted such a statement is not particularly significant without

consideration of the organization for appeals. In 13 of these

states a final appeal lay to an independent board of appeals

and in only 3 to the administrative agency headed by a single

executive. Two states. New Hampshire and Nebraska, had only

one appeal to a salaried referee or board. One state, Connecticut,

had a unique system : a single appeal lay to a commissioner for

the congressional district in which was located the employment

office from which the appeal was taken. There was no appeal

from his decision; but with the consent of the head of the

agency, he could invite two other district commissioners to sit

with him. Under such circumstances a decision by a majority

of the three was binding even if the resident commissioner was

outvoted.

Under the national law the administration of unemployment

compensation must, as a rule, be carried on by the state agency

which serves as the public employment office. Most states con-

duct many other activities in the field of labor, some of which

are interrelated with employment and unemployment compen-

sation. Thus there is a problem of administrative co-ordination

of the various related activities in the field of labor. Nineteen

states, at the end of 1941, put the administration of unemploy-

ment compensation under a department of labor, an industrial

commission, or a board which handled workmen’s compensa-

tion. Four additional jurisdictions located this function in the

state department of labor or its equivalent but gave that de-

partment no control over the exercise of the function. Two juris-

dictions provided for co-ordination by making the state com-
missioner of labor ex officio a member of the board administer-

ing unemployment compensation. The District of Columbia
provided for co-ordination by making the three commissioners
who constitute the general government ex officio members of a

five-member board. In the remaining 25 jurisdictions, the ad-
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ministrative agency for the employment security program was
entirely independent.

The board form of organization permits the introduction,

usually by the legislature, of representation of designated groups

in the membership. Fourteen jurisdictions, none of which was

in the south, required bi-partisan political representation.

Twelve states required that employers, employees, and the

public should be represented; 2 more required the representa-

tion of employers and of employees; and i called only for repre-

sentation of the employees. Of the I4 jurisdictions that called

for bi-partisan representation, 6 also provided for employer-

employee representation. One state required geographic repre-

sentation on the board with one member from each of the state

supreme court districts.

In connection with the provisions with respect to representa-

tion, it is important to note that the typical jurisdiction vests

the power to appoint board members—or where there is a

single executive officer, that executive—in the hands of the

governor. Often the consent of the senate or other advisory

board is required. One state, Georgia, had at the head a com-

missioner of labor elected by the people, and one state, South

Carolina, had a three-member commission elected by the Gen-

eral Assembly.

When a governor appoints, even with the consent of the

senate or a council, it does not follow that a representative

of a political party or of a particular group such as employers,

employees, or the public actually represents that group in the

sense that the group might have elected him as their represen-

tative. A governor may select as a representative of a group

a person whose views are opposed to those held by a majority

ofthe group he is supposed to represent.

A not uncommon device is for a chief executive officer to ap-

point a board or commission which on its face appears to be

representative, whereas as a matter of fact every member has

been selected because the chief executive officer knows or has

assurances that the individual will vote right or act right. Re-

ports emanating from a board or commission thus constituted
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are not infrequently carefully prepared propaganda documents

more or less skillfully designed to advance the policy of the

administration. Provisions for representation may partake of

the nature of “window dressing” rather than serve as effective

devices to make sure that conflicting points of view are con-

sidered in policy determination, in legislation, and in arriving at

judicial decisions.

At the end of 1941, 36 jurisdictions required the use of state-

wide advisory councils and 6 more permitted the use of such

councils. Most of the laws providing or permitting advisory

councils required equal representation of employers and of em-

ployees and some included equal representation of the public.

Two states, Missouri and Ohio, gave 1 representatives each to

employers and employees and required 3 persons in addition

whose training and experience qualified them to deal with un-

employment compensation problems, particularly with respect

to their legal, accounting, actuarial, and economic aspects.

Seven states at the end of 1941 required the establishment of

local advisory councils. Twenty-four permitted the establish-

ment of local councils. In some cases industry councils, or local

industry councils, were also authorized.

APPEALS

The national law, it will be recalled, requires that the state

law must provide for appeals. The most common arrangement

adopted by the state is to provide first for an initial appeal and

then for a final appeal.

In most of the states the key man on an initial appeal may be

said to be a salaried referee. In 18 states at the end of 1941 the

single referee heard the initial appeal sitting by himself. In 1

states he sat with a representative of the employers and a repre-

sentative of the employees. In 27 states the referee might sit

alone or as a member of a board of 3 constituted as just de-

scribed. Two states that had a board of review, Massachu-
setts and West Virginia, might have an initial decision made by
a referee, or a single member of the board of review. In Massa-
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chusetts If the whole board of review or a majority of its mem-
bers heard the initial appeal, there was no further appeal.

Four of the jurisdictions granted as a right to interested par-

ties only I appeal. All the rest under certain circumstances al-

lowed a second or final appeal. In 28 jurisdictions the final ap-

peal lay to the administrative agency itself, and in all but 3 of

these the agency was presided over by a board. In 18 jurisdic-

tions the final appeal lay to an independent board of review, in

15 states consisting of 3 members hearing only unemployment
compensation cases. Three states had boards of review that

heard also appeals under other labor laws.

Provisions regarding the right to a final appeal differed rather

widely. In 13 jurisdictions a final appeal could be taken by any
party to the initial decision. In 10, a final appeal could be taken

only with the permission of the appeals body. Between these

extremes were several combinations. Twenty states required

permission unless the initial decision was not unanimous. Three

jurisdictions gave the right only if the first appeal did not sus-

tain the initial administrative finding. Twenty-four jurisdic-

tions specifically permitted a deputy whose decision had been

changed on initial appeal to take the case as of right to the final

appeals body.

Particular interest attaches to the procedures in labor dispute

cases. The rights of many individuals, as has been noted, may
be affected by the decision with respect to the character of a

single labor dispute. In 29 jurisdictions in 1941 the legal pro-

cedure in a labor dispute issue was to start with the preparation

of a finding of fact regarding the dispute. In 13 this finding of

fact went immediately to the final appeals body, in 3 to the

initial appeals body, and in 7 to the administrative head of the

agency. In 6 jurisdictions a special examiner was or might be

appointed to pass upon the case.

One state, South Dakota, handled disqualifications in general

by having the examiner prepare a finding of fact and then

immediately refer it for decision to the final appeals body, in

this case the three-member unemployment commission. Such a
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procedure is undoubtedly practical and even highly advan-

tageous in a state where disqualification cases are not numerous;

but it would probabty be entirely impracticable in a large indus-

trial state.

Twenty jurisdictions authorized the examiner, in cases for

which no special provision had been made, in his discretion to

refer original determination to the initial appeals body or in

some jurisdictions even to the final appeals body. Such a pro-

cedure doubtless saves a great deal of time.

In leaving this matter of appeals, attention should again be

called to the fact that in many cases the amounts involved are

relatively small. The maximum amount in the state with the

highest benefit for the longest period of time would be about

$624 and even in such a state the number of cases involving that

amount would be small. The bulk of the cases everywhere are

in the nature of small claims except where a labor dispute af-

fecting many individuals is concerned. Probably a fair number
of appeals cases arise in which administrative costs, from the

initial recording of pay and employment data to a decision on

the final appeal, constitute a high percentage of the amount of

the award.

REaPROCAL RELATIONS

Since each state has authority to develop its own system of

unemployment compensation, it has likewise authority to deter-

mine what it will do with respect to persons who move into it

from other jurisdictions after they have served under the unem-
ployment compensation laws of the jurisdiction from whence
they have moved.

All 51 jurisdictions have adopted laws which permit of devel-

oping reciprocal arrangements whereby the employee who has
acquired rights in two states can transact all his business with
the office of the state to which he has moved. The state of his

present residence will pay him the benefits that he has earned in

the other state, acting as agent for that state.

The laws of 38 states in 1941 authorized the state to

which the employee had moved to give him credit for the
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wages or services rendered in the other state^ provided the state

from which he came would reimbruse the present state of

residence for such expenditures. As of December' 31^ 1941,

according to the Social Security Boards no reciprocal arrange-

ments had yet been worked out under these laws. It will be

noted that such arrangements are of importance mainly in three

types of cases: (i) where the employee has not worked long

enough in either jurisdiction to be eligible for a benefit but

would be eligible for a benefit had all the work been done in one

state; (2) w^here the employee has worked long enough in his

present state to be entitled to a benefit, but did not work long

enough or recently enough in the other state to be due a benefit

from it; or (3) where the employee has a benefit due from the

state from which he migrated but has not worked long enough

in the present state to have any rights under it. He cannot get

credit for such services as he has rendered that have not made
him eligible, although had all the service been rendered in one

or the other of the two states, he would have been eligible in

one or the other or possibly in either.

All but ten of the jurisdictions authorized interstate agree-

ments whereby all the employees of a given establishment may
be treated as under the law of the state where the establishment

is located, despite the fact that some of them do some or all

their work in other jurisdictions. Such an arrangement may be

advantageous to both the employers and employees who do

some or all their work outside the home state of their employer.

The employers may have to pay the federal tax for all employees

and yet be subject to a state tax only in the home state. Their

employees in other states may not be sufficiently numerous or

sufficiently regularly employed there to make their state taxes

applicable. Thus it may cost the other states little or nothing to

let the home state treat all the employees of an employer in the

home state as doing all their work within that state. The
traveling employees or the group working regularly in other

states thus become eligible for benefits on the same terms as

employees at the home office or plant. Mention should also be

made of the savings in administrative costs to the employer
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who escapes the burden of having to report pay rolls and serv-

ices to several different states.

Twenty-three states specifically authorized reciprocal ar-

rangements relating to services, facilities, and investigations.

Under such arrangements one state will make investigations and

secure and transmit information for another state in order to

facilitate the operation of the laws of the other state or of the

federal government.

Provisions for reciprocal arrangements would be unnecessary

if there were one national system of unemployment insurance,

nationally administered. To have such a system, however, the

national government would apparently have to apply one uni-

form system with all the issues of policy determined in one way.

Such a system would have the merit of simplicity. If it provided

a pooled fund without experience rating or with rates under

merit rating adjusted to the condition of the pooled fund, it

might be from the actuarial standpoint fairly strong because

revenues from strong states could be used to help out •weak

states. Moreover, national administrators would apply national

policies arrived at in part after consideration of the condition

of the national fund and the pressures brought to bear by pres-

sure groups organized on a nationwide scale.

The country has one nationwide industrial unemployment
fund, that for railroads. It will be the subject of the following

chapter.



CHAPTER IX

THE RAILROAD UNEMPLOYMENT SYSTEM

The railroad unemployment system is a national system op-

erated under acts of Congress and administered by the national

Railroad Retirement Board. The present Railroad Retirement

Act, it will be recalled, was developed and supported jointly

by the employers and the employees with the co-operation

of the Railroad Retirement Board. The Unemployment Com-
pensation Act, in contrast, was drafted by the employees’

representatives with the co-operation of the Chairman of the

Railroad Retirement Board and was opposed by the employers

both on its original passage and subsequent amendment. More
detail on this difference will be given from time to time in con-

nection with the special features of the act.

COVERAGE

The coverage of the railroad unemployment system is sub-

stantially the same as that of the railroad retirement system

which was described in some detail in the chapter on that sub-

ject. The details will not be repeated here. Broadly, the unem-
ployment compensation system covers the steam railroad indus-

try of the country that comes under the Interstate Commerce
Act, including however, the employee representatives of the

railroad labor organizations.

FINANCING

Money to support the system comes in general from compul-

sory contributions of 3 per cent of compensation not in excess

of $300 a month, which employers have to pay, and which are

collected directly by the Railroad Retirement Board. Under the

Railroad Retirement Act, it will be recalled, the revenues were

secured from excise taxes levied against the employers and in-

come taxes levied against the employees, and all these taxes

were collected by the Bureau of Internal Revenue. The Bureau

of Internal Revenue has nothing to do with collections for the

a43'-
'
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railroad unemployment system. The reasons for the difference

are constitutional.

The employees of the covered employers make no contribu-

tions toward unemployment compensation. In fact the law

makes it “unlawful for any employer, or officer or agent of an

employer, to make, require, or permit any employee to bear

all or any portion of such contribution.” The penalty for each

violation of this subsection is a fine of not more than ^10,000

or imprisonment not exceeding one year, or both.^

The only individuals who pay contributions for tlieirown

coverage are the officers and representatives of included railway

labor organizations. The contribution rate for them is likewise

3 per cent of such of their compensation as is not in excess of

I300 per month.

Of every dollar of contribution, 90 cents goes into the railroad

unemployment insurance account and is used for the payment

of benefits under the system. The remaining 10 cents goes

into “The Railroad Unemployment Insurance Administration

Fund,” which is used for administrative expenditures. The ad-

ministration fund will be discussed later in connection with the

administration of the system. It will be noted that the em-
ployers pay 2.7 per cent of covered pay roll for benefits and 0.3

per cent for administrative costs. These rates are the same
as those used in the national tax act for general unemploy-
ment insurance, but with this important exception. Under
many- state laws, as was discussed in the preceding chapter,

experience rating permits employers with good records actu-

ally to pay less than 2.7 per cent toward benefits. Under the rail-

road act all employers pay 2.7 per cent toward benefits, as

there are no provisions for experience rating. The railroad em-
ployers with good employment records help the employers with
less favorable records. This difference will be taken up later in

connection with benefit provisions.

BENEFIT PROVISIONS

The railroad unemployment system has very simple provi-

>4SU.S.C.3J9(b).
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sions regarding base year, benefit year, benefits, and duration.

They can be treated in reasonably brief compass.

Becoming insured. The “benefit year,” in the terms of the

act,^ “means the twelve-month period beginning July i of any
year and ending June 30 of the next year.”®

The base year means “the completed calendar year immedi-

ately preceding the beginning of the benefit year.”^ Since a

calendar year begins on January i and ends on December 31,

this definition provides a six-months lag between the end of the

base year and the beginning of the benefit year related to that

base year, which gives time to complete the records with respect

to the base year.

Benefits in the benefit year are based on the total amount of

compensation payable to the individual with respect to cov-

ered employment within the base year. The definition of com-

pensation, however, excludes any compensation in excess of

I300 in any calendar month.®

Administratively this system is simple as contrasted with

many state unemployment systems under which each covered

individual has his own base year, the dates of which are not

fixed until the individual files an application for unemployment

compensation. The objection to the simple device, which has

led many states to decide against its use, is that it may work

a real hardship on new entrants to covered employment un-

less they begin their service in the early months of the year.

It likewise works a hardship on employees whose compensa-

tion was materially increased either late in the base year

or after the end of it, or who for one reason or another had

a bad base year. Because of the relative stability of the op-

erating branches of the railroad industry, the use of this simple

device is probably less objectionable than would be its use for

heterogeneous occupations.

= 45U-S.C.35i(m).
® Except that if a man begins his “registration period” by registering in June and his

registration period ends in July, all of the registration period shall be considered to lie

within the benefit year ending in June. The meaning of registration period will be given

later.

n5 U.S.C.'35iW.
'

® 45 'U.S.C.,35 iG).
,

-
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Determining whether a covered worker has attained an in-

sured status is likewise extremely simple under the railroad

system. An employee is insured under the law if there was pay-

able to him compensation of not less than $150 with respect to

the base year.” Compensation, it will be recalled, is defined to

exclude payments in excess of $300 a month. Employees at

salary rates of $300 a month or more are therefore insured if

they worked half a montli in the base year. Employees earning

I50 a month will be insured if they work three months in the

base year..

The day of the year on which a new entrant begins his serv-

ice is, however, an important factor in the railroad system. An
individual who starts covered railroad work on January i does

not actually become eligible to receive benefits for 18 months.

His first base year will not be completed until December 31 of

that year, and his first benefit year will not begin, until the fol-

lowing July I. On the other hand, the employee who enters the

service on December i at a salary of $i 50 a month will complete

his first base year at the end of tliat month with qualifying

earnings, and he will be eligible to draw benefits after six months

should be become unemployed.

The waiting period. The railroad system is rather complicated

with respect to waiting periods, as it uses a device termed ^The

registration period” in connection with tlie waiting period. The
definition of the registration period reads as follows

:

The term ''registration period” means, with respect to any em-
ployee, the period which begins with the first day for which such

employee registers at an employment office in accordance with such
regulations as the Board may prescribe, and ends with whichever is

the earlier of (i) the thirteenth day thereafter, or (ii) the day immedi-
ately preceding the day for which he next registers at a different em-
ployment office; and thereafter each period which begins with the
first day for which he next registers at an employment office after the
end of his last preceding registration period and ends with whichever
is the earlier of (i) the thirteenth day thereafter, or (ii) the day im-
mediately preceding the day for which he next registers at a different

employment office.®
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The provisions embodying the waiting period read:

Benefits shall be payable to any qualified employee (as defined in

section 353 of this chapter) (i) for each day of unemployment in ex-

cess of seven during the first registration period, within a benefit year,

in which he has seven or more days of unemployment, and (ii) for

each day of unemployment in excess of four during any subsequent

registration period beginning in the same benefit year.’

Perhaps an illustration or two will help toward an under-

standing of this system.

An employee becomes unemployed and immediately registers

with the unemployment office. His unemployment continues

uninterrupted, and after he has remained unemployed for seven

days—the first waiting period—he becomes eligible for unem-
ployment compensation at the amount per day prescribed by

the law. The daily benefit is paid for each day thereafter that

he remains unemployed up to the end of his first registra-

tion period. His first registration period ends the thirteenth day

after the day on which he registered. If he still remains unem-
ployed, he must register again for his second registration period.

In his second registration period he has a waiting period of four

days and then begins again to draw daily benefits until the end

of the second registration period which comes 13 days after the

second registration. Should he remain unemployed he would

register a third time for a third registration period, again having

a four-day waiting period. This procedure would continue so

long as he remained unemployed until he had drawn benefits for

100 days, the maximum.
Another employee becomes unemployed and immediately

registers with the employment office. He remains unemployed

for ten consecutive working days and then returns to work.

The first seven of these ten days are the waiting period and are

not compensable and therefore he draws compensation for three

days. Later he is unemployed again and again registers. He
thereupon starts his second registration period within the bene-

fit year and is eligible for compensation for every day of unem-

ployment in that second period after the first four.

’4S u.s.e. 352(a).
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If for any reason the unemployed person registers at a second

unemployment olRce before the expiration of the time limit for

the current registration period, he thereby terminates that regis-

tration period and starts a new one. The new one dates from the

day on which he registers at the different employment office.

Such a rule presumably operates to discourage an employee

from shifting from one employment office to another, except

when the registration periods are expiring by virtue of the legal

time limits. The four-day waiting time in each registration

period after the first gives administrative officers time to act;

and the device brings the unemployed person to the employ-

ment office or a representative of that office at least once every

two weeks during a prolonged period of unemployment.

Duration of benefits. The maximum duration of benefits under

the railroad law is 100 compensated days in a benefit year.*

Waiting periods thus save the fund nothing in those cases in

which the employee is unemployed for 100 days in addition to

all the waiting days. They do, however, operate materially to

reduce the number of employees who will draw benefits for the

maximum number of days permitted by the law.

The amount of benefits. The amount of benefits per day of

compensable unemployment is set forth in the act in the follow-

ing manner:

The benefits payable to any such employee for each such day of
unemployment shall be the amount appearing in the following table in

column II on the line on which, in column I, appears the compensation
range containing the total amount of compensation payable to him
with respect to employment in his base year:

Column I

Total Compensation

$ ISO to I 199.99
200 to 474.99,

475 to 749.99.

750 to 999.99,

1,000 to 1,299.99,
1,300 to 1,599.99,
1,600 and over. .. . .

' 45 U.S.C. 352(c).

'45 U.S.C. 352(a).

Column II

Daily Benefit Rate

$1.75
2,00
2.25
2.50
3.00
3.50
4 . 00®
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This benefit schedule in the law, it will be noted, divides the

employees into seven different classes according to their total

compensation in the base year. In the lowest class come those

with compensation from ^150 to $199, and in the highest those

who received 1 1,600 or more. Plans using compensation classes

of this type are sometimes called “step plans” because the bene-

fits go up by definite steps and not smoothly as an incline

plane. Where benefits are a percentage of earnings there are no
definite steps but a gradual smooth rise.

The use of a step plan is regarded by many persons as objec-

tionable, because it results in some unreasonable discrimination

among the employees. This fact is illustrated in the table on

page 250, which will serVe as a basis for a general discussion of

the benefit formula. In this table figures are shown for both

the upper and the lower limits of each of the seven compensation

classes. The terms Class i. Class 2, and so on, are introduced in

this table for expository purposes; they are not taken from the

law. For both the lower limit and the upper limit of each class,

the table shows in column i the total compensation earned dur-

ing the base year, in column 2 the employer’s contribution under

the 3 per cent tax, and in column 3 the daily benefit rate. Col-

umns 4, 5, and 6 deal with the maximum benefits in the benefit

year, column 4 giving the total, column 5 the benefit per dollar

of annual compensation, and column 6 the benefit per dollar of

employer’s contribution.

Columns 5 and 6 illustrate the reasons for the objection to

the step plan. The highest paid man in the lower class gets

less per dollar of compensation or of employer’s contribution

than the lowest paid man in the next higher class. For example,

the man in Class i who earned $199.99 gets $29.17 per dollar of

contribution, whereas the man in Class 2 who earned $200, or

one cent more, gets $33.33. There is no reason whatever for a dif-

ferential of more than $4.00 per dollar of contribution in favor

of the man who earned just a cent or a few cents more, except

perhaps the appearance of simplicity. To phrase it another way,

there is no reason why the man who has earned $200 in his base
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year should get 25 cents a day more than the man who earned

a cent or even a dollar less in his base year.

Column 6 also brings out the heavy discrimination against

the more highly paid workers and in favor of the lower paid

workers. For each dollar of contribution paid by the employer

the lowest paid worker may draw as a maximum ^38.89 whereas

the highest paid worker may draw only #3.70. Under the rail-

road plan, no worker paid $1,600 or over can draw in the aggre-

gate more than I400 in a benefit year. The employer is required

to pay I48 a year with respect to the man earning $1,600 and

$iod a year with respect to the one earning $3,600, but in event

of unemployment each gets $4.00 a day for not to exceed 100

days.

These figures make no allowance for the relative probability

of unemployment in the several compensation classes. Rail-

roading is in many respects distinctive industry. For many of

the higher-bracket positions, long years of experience are neces-

sary, because the employee must have a thorough, detailed

knowledge of the physical plant and its operation, including

train schedules and dispatching. As a result, seniority plays a

large part in its system of personnel administration, probably a

larger part than in any other major industry.

Because of the distinctive nature of the industry, unemploy-

ment is less probable among the senior workers in responsible

positions than among the juniors or among the unskilled or

semi-skilled workers whose jobs do not require a detailed knowl-

edge of plant and operations. Unemployment is most common
among the unskilled or semi-skilled workers used seasonally for

maintenance of way.^®

The liberality of the provisions made for the seasonal workers

in the railroad system deserves note. To cite the extreme case, a

seasonal worker who earns $150 in the base year may, if unem-

ployed, draw $1.75 a day for 100 days, a total of $175 in the

During the war the main drain on the fund was for seasonal workers. See vf??-

nualRepori of ike Railroad Retirement Board, 1^42, p. 94 for a striking diagram showing

the importance of seasonal workers.
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benefit year. Thus the railroads, which bear all the cost of the

compensation system, may have to pay more for the unemploy-

ment than they do for the work performed. Such a sj^stem

naturally makes it disadvantageous for the roads to employ

local seasonal workers for maintenance ofway—farmers or farm

laborers when farm work is slack—and dictates smaller per-

manent crews for this task with large use of labor-saving ma-

chinery. This subject will be considered further in connection

with unemployment and other earnings.

The provisions with respect to the upper-bracket employees

constitute a discrimination against the railroad industry as com-

pared with competing forms of transportation, which come

under the state unemployment compensation laws. This dis-

crimination lies in two points:

1. The railroad industry is required to pay the 3 per cent tax

on all compensation not in excess of $300 a month, whereas com-

peting forms of transportation pay only on the compensation

not in excess of I250 a month. This provision is not beneficial

to the upper-bracket railroad employees, since they can draw no

higher benefit than the employee whose average monthly com-

pensation in the base year was $133 a month, nor can they draw

it for any longer duration. If after years of continuous service,

with few calls upon the fund, they should be the victims of

technological unemployment, they can draw only the I400 max-
imum, despite the fact that the railroad has paid annually |io8

with respect to their employment.

2. The railroad industry is required to pay the 3 per cent tax

with no reduction because of merit rating, whereas in many
states competing carriers can get the advantage of merit rating

or employers’ funds. As was noted in the preceding chapter, in

many of the states employers with fine employment records maj^

after a few years pay very little unemployment tax. Thus the

railroads are paying the full tax, whereas their competitors in

some states may be paying almost no tax because of the excel-

lence of their record.

Under the railroad system the 3 per cent tax on all compensa-
tion not in excess of $200 a month builds a substantial fund and
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hence encourages a gradual increase in benefits^ because the

fund obviously can stand it. Under merit rating or individual

employer’s reserves used in state systems^ growth of the fund

because of absence of unemployment perhaps generally results

less in an increase in the amount or duration of benefits than in

a reduction of employers’ taxes.

If the railroads had a complete monopoly of all transportation^

it might be possible for railway employees permanently to have

both a retirement system and an unemployment system that

cost the railroads far more than employers in other noncom-

peting industries are compelled to pay. However^ the railroads

are in competition with other carriers^ and it is generally antici-

pated that the intensity of this competition will increase rather

than diminish after the war. If the railroads suffer from this

competitionj those railroad employees who survive in the

service will perhaps derive some real advantage from the

favorable provisions of the railroad systems with respect to un-

employment and retirement,^^ but many others will lose their

jobs and come under the less favorable general systems or be in

classes excluded from social security coverage.

QUALIFICATION AND DISQUALIFICATION

The provisions regarding the attainment of the insured status

under the railroad system arenas has been seen, simplicity itself:

the employee must have earned I150 in the base year. Unfor-

tunately what constitutes compensable unemployment is in

some respects fairly complex and difficult to present simply.

The difficulty arises from the nature of the actual operation

of trains. In a typical establishment covered by a state unem-

ployment compensation system, there is a reasonably definite

concrete work week. The bulk of the employees work a fixed

number of hours on the first five days of the work week and a

fixed number ofhours on Saturday; they begin at approximately

In Chap, 6 on The Railroad Retirement System the fact was noted that a reduction

in the size of the railway pay roll and railway rates of pay will weaken the dnanclal

position of the retirement fund. So long as the railroads face real competition, it is ques-

tionahle whether in the long run the railroads can be forced by the government to pro-

vide far better benefits for retirement and unemployment than are offered by their

competitors..



254 RAILROAD UNEMPLOYMENT SYSTEM

the same time and quit at the same time. This work week can

be used as a standard by which the hours of the relatively few

who work odd hours can be measured. In the actual operation

of trains, there is no such uniform work week. Trains are moving

on the railroads at all times, day and night, week days, Sundays,

and holidays. At almost every minute of the day some men in the

operating branch of the railroads are just reporting for work,

and others are coming offduty. The railroads therefore have had

to adopt their own peculiar and specific definitions as to what

constitutes a day’s work in the operation of trains.

A run of a specific number of miles on a train of a given class

may constitute a day’s work. Because of the length of the run,

a single trip may constitute more than a day’s work for an

employee. He may start a run on one calendar day and finish

it on another. In another case an employee may take a night

local from the terminal, spend the night at the point of destina-

tion, and in the morning run the train back to the terminal.

Neither hours alone nor miles alone furnish a standard measure,

and hence there are many conventions and agreements that have

grown up in the railroad industry.

The definition of unemployment in a railroad unemployment

compensation system must be adapted to these conventions

and agreements. For the purposes of the present chapter, the

best procedure appears to be first to set forth as simply and

clearly as possible the provisions that relate to the employees

who do not actually operate the trains and then take up the

special provisions that relate to “train and engine service,.yard

service, dining-car service, sleeping-car service, parlor-car serv-

ice, or other Pullman-car or similar service, or express service

on trains.”^^

For the nonoperating employees and for operating employees,

subject to the limitations to be noted below, “a day of unem-
ployment . . . means a calendar day on which he is able to work
and is available for work and with respect to which (i) no re-

muneration is payable or accrues to him, and (ii) he has, in

accordance with such regulations as the Board may prescribe,

45 U.S.C. 354 (a) vi and vii.



QUALIFICATION AND DISQUALIFICATION

registered at an unemployment office.”^®This definition is simple

enough provided remuneration is defined.

Remuneration under the act means pay for service for hire

and earned income other than services for hire “if the accrual

thereof in whole or in part is ascertainable with respect to a par-

ticular day or particular days.” It includes pay for time lost—

treated as earned on the day lost—and tips, but it does not in-

clude any money received pursuant to any nongovernmental

plan for unemployment insurance. Thus any labor union benefits

for unemployment are not remuneration within the law and

may be received in addition to the unemployment benefits under

the railroad system.^^

Annuity payments under the Railroad Retirement Act or

other acts of Congress are a disqualification for unemployment
benefits, although if the annuity payment is less than the un-

employment benefit, the employee may be paid the difference.^®

Except for employees who have earned less than I150 a year,

remuneration does not include subsidiary remuneration. Thus
for most of the workers the receipt of subsidiary remuneration

does not constitute receipt of remuneration as the word is used

in the definition of unemployment.

Subsidiary remuneration means, roughly, pay not in excess

of an average of a dollar a day for the period during which it is

earned, provided the work for which it is done (i) requires sub-

stantially less than full time as determined by generally prevail-

ing standards and (2) is susceptible ofperformance at such times

and under such circumstances as not to be inconsistent with the

holding of normal full-time employment in another occupation.®®

This definition of subsidiary remuneration appears to have a

considerable degree of significance with respect to seasonal

workers on the railroads. A farmer or farm laborer who earned

rights to unemployment benefits during the open months by

earning I150 or more might not be disqualified for benefit by

» 4SU.S.G. 35 i (k).

«4iU-S.C.3Si(j).
“45U.S.C.354(a)(v).
«45U.S.C.35i(k).
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chores around the farm on the basis of money earnings, the

requirement of full time, or interference with normal full-time

employment in another occupation provided full-time jobs were

available in his locality in the winter months.

The typical nonoperating employee, therefore, who is in re-

ceipt of no wages or earnings beyond subsidiary remuneration

counts as a day’s unemployment each day he is able to work and

available to work but has no job. He must, however, satisfy the

waiting period requirements. For the first registration period

of 14 days, it will be recalled, he must have 7 days of unemploy-

ment before he can draw a day’s benefit for any additional day

of unemployment. In the second or any subsequent registration

period of 14 days he must have 4 days of unemployment before

he can draw benefit for any additional day of unemployment.

For the nonoperating employee who has served the waiting

period, each day of subsequent unemployment in that period is

compensable. If he has only one day of unemployment beyond

the waiting period before he is called back to work or gets a

new job, that day counts for benefit. The system thus operates

to give what in a general state system would be called a partial

unemployment benefit. The worker is not disqualified because

he has had several days of work in the registration period, but

only if he has had no days ofunemployment beyond the waiting

period. In the first waiting period, any day of unemployment
after the first seven is compensable whatever work the employee

may have had in its remaining days, and in the second period

any day beyond the first four whatever the record for the bal-

ance of the period.

With respect to the train operating personnel, a limitation is

introduced on the basis of earnings (1) within tlie registration

period or (2) within the registration period and the 14 days im-

mediately preceding it. If in the registration period the operat-

ing employee has earned ao times his daily benefit rate he is in-

eligible for compensation.” If in the 28 days before the end of

the registration period he has earned 40 times his daily benefit,

he is not eligible.” The effect of this limitation can be shown

” 45 U.S.C. 354 (a) (vi).

45 U.S.C. 354 (a) (vii).



QUALIFICATION AND DISQUALIFICATION 257

perhaps most easily by reproducing the benefit scale with the

limitations added.

Limitation on Benefit Scale for Train Operating Personnel

Total Annual Compensation
in the Base Year

Daily
Benefit

Rate

Earnings of Train Service Per-
sonnel that Destroy Eligibility

Within the
14 Days

i

Within the

28 Days

$ 150-1 199.99
: $1.75 $35 $ 70

200- 474.99
'

2.00 40 80
475- 749.99 2.25 45 90
750- 999.99 2.50

1

50 too
1,000- 1,299.99 3.00 60 120
1,300- 1,599.99 3.50 70 140

1,600 and over, 4.00 80 160

These eligibility limitations for the operating personnel con-

stitute another discrimination against the upper-bracket em-

ployees in the train service. To illustrate the discrimination, an

employee earning $1,600 a year will be contrasted with one

earning $3,100 a year. It will be assumed that for each employee

the actual working year is equivalent to 275 days.
'

7"he $3,100

man earning about $11.64 a day would earn the disqualifying

$80 in less than 7 days whereas the $ 1,600 man earning about

$5.82 a day would require more than 13 days. To earn the $160

that disqualifies for the 28-day period, the 583,200 man would re-

quire less than 14 days, whereas the $1,600 man would require

practically the entire 28-day period. In other words, the limita-

tion does not prevent the lower-paid man from drawing com-

pensation for unemployment and underemployment, provided

he has been unemployed for the required waiting period. The
higher-paid employee to be eligible must have been unemployed

for 7 days in the registration period and for 14 days in the 28

days immediately preceding the end of the registration period

to be eligible.

These figures further support the conclusion that the taxes

paid by the railroads with respect to the wages of its more highly

paid workers go largely for the lower-paid, especially the

seasonal workers. Again the question previously discussed re-

garding discrimination against the railroads as compared with

their competitors under state systems deserves note.
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The other disqualifications provided by the law are as fol-

lows:

1. Leaving work voluntarily without good cause.

2. Failing without good cause to accept suitable work, or to

comply with instructions from the board to apply for suitable

work, or to report, in person or by mail, as the board may re-

quire, to an employment office. The employment office referred

to is operated by or under the jurisdiction of the board, as will

be described later under administration.

3. Being unemployed because of a strike, if the board finds

the strike was in violation of the law governing strikes in the

railroad industry or of the established rules and practices of a

bona fide labor organization of which he was a member.

4. Knowingly making, aiding in making, or causing to be

made any fake or fraudulent statement or claim for the purpose

of causing benefits to be paid.

5. Receiving benefits for old-age annuities, pensions under

the railroad retirement laws or unemployment compensation

laws, but with qualifications to be considered later.

Leaving work voluntarily without good cause. The law itself

does not specify what constitutes good cause. Thus sublegisla-

tive and subjudicial authority to determine good cause are

vested in the board, except that leaving work which is unsuit-

able under the law on that subject is not leaving without good

cause.

The penalty for this offense is that none of the thirty days

beginning with the day with respect to which the board finds

that he left work voluntarily without good cause will be

counted as days of compensable unemployment.

Refusing to accept suitable work. The law contains specific

provisions regarding what constitutes unsuitable work and the

factors which shall be applied in determining what is suitable

work. The two sections of the law on this subject read:

(c) Unsuitable work.
No work shall be deemed suitable for the purposes of subsection

(a) (ii) of this section, and benefits shall not be denied under this chap-
ter to any otherwise qualified employee for refusing to accept work if—
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(i) the position offered is vacant due directly to a strike, lockout,

or other labor dispute;

(ii) the remuneration, hours, or other conditions of work offered are

substantially less favorable to the employee than those prevailing for

similar work in the locality, or the rate of remuneration is less than

the union wage rate, if any, for similar work in the locality;

(iii) as a condition of being employed he would be required to join

a company union or to resign from or refrain from joining any bona
fide labor organization;

(iv) acceptance of the work would require him to engage in activi-

ties in violation of law or which, by reason of their being in violation

of reasonable requirements of the constitution, bylaws, or similar

regulations of a bona fide labor organization of which he is a member,
would subject him to expulsion from such labor organization; or

(v) acceptance of the work would subject him to loss of substantial

seniority rights under any collective bargaining agreement between a

railway labor organization, organized in accordance with the provi-

sions of chapter 8 of this title, and any other employer.

(d) Factors in determination of suitable work.

In determining, within the limitations of subsection (c) of this sec-

tion, whether or not any work is suitable for an employee for the pur-

poses of subsection (a) (ii) of this section, the Board shall consider

in addition to such other factors as it deems relevant, (i) the current

practices recognized by management and labor with respect to such

work; (ii) the degree of risk involved to such employee's health,

safety, and morals; (iii) his physical fitness and prior training; (iv)

his experience and prior earnings; (v) his length of unemployment and

prospects for securing work in his customary occupation; and (vi) the

distance of the available work from his residence and from his most
recent work}^

Special attention should be called to the fact that under the

law a covered employee is entitled to unemployment compensa-

tion if he refuses employment or voluntarily leaves employ-

ment, where the rate of remuneration is less than the union wage
rate for sinlilar work in the locality. Thus in a community

where the prevailing wage for a given type of work is less than

the union rate, the employee can, if he so elects, draw unemploy-

ment compensation.

The penalty for this offense, as in the case of voluntary leav-

ing, is that compensation cannot be drawn for any of the

»45U.S.C.354 (c),(d).



RAILROAD UNEMPLOYMENT SYSTEM260

thirty days beginning with the day the board determined was

the day the offense was committed.

Unemployment due to a strike. A distinctive feature of the

railroad industry included under this act is that it is subject to

national laws governing employer-employee relations and

strikes. Thus the discretion of the board is exercised within the

provisions of the national law on the subject. The specific pro-

visions of the unemployment insurance act read:

The disqualification provided in section 4 (a) (iii) of this Act shall

not apply if the Board finds that

—

(i) the employee is not participating in or financing or directly in-

terested in the strike which causes the stoppage of work; Provided^

That payment of regular union dues shall not be construed to consti-

tute financing a strike or direct interest in a strike within the meaning

of this and the following paragraphs; and

(ii) he does not belong to a grade or class of workers of which, im-

mediately before the commencement of the stoppage, there were mem-
bers employed in the establishment, premises, or enterprise at which

the stoppage occurs, any of whom are participating in or financing or

directly interested in the dispute: Provided^, That if separate types of

work are commonly conducted in separate departments of a single

enterprise, each such department shall, for the purposes of this sub-

section, be deemed to be a separate establishment, enterprise, or other

premises.^®

An employee disqualified because of a strike cannot draw a

benefit for any day with respect to which the board finds his

unemployment was due to that strike.

Makingfalse statements. If the board finds an employee guilty

of having made a false statement within the definition given

abovey the penalty is specifically fixed in the law. He is dis-

qualified for benefits for 75 days beginning with the first day of

the registration period in which the board finds that he made
the false statement. The board has no authorization to make
the penalty fit the crime, but of course it has a wide measure of

discretion as to whether the acts actually committed shall result

in an application of the penalt}^

s«45U.S.C. J54 (b).
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Receiving other benefits. The penalty for receiving other bene-

fits is disqualification for an unemployment benefit on any day
for which the other benefits were received. If the other benefit

for any day is less than the unemployment benefit would have

been, the difference is paid from the unemployment account.

ADMINISTRATION

The railroad unemployment insurance system is administered

by the Railroad Retirement Board.

Composition and powers of the Board. The composition of this

Board has been described in some detail in the chapter on the

railroad retirement system. Here it may be briefly repeated that

the Board consists of three members appointed by the President

by and with the advice and consent of the Senate. One member
must be appointed from recommendations made by repre-

sentatives of the employees and one from recommendations

made by representatives of the carriers so as to provide repre-

sentation on the Board satisfactory to the largest number, re-

spectively, of employees and carriers concerned. The third

member, selected without recommendations from either group,

must not be in the employment of or be pecuniarily or otherwise

interested in any employer or organization of employees. This

third member is the chairman of the Board.

This Board was created under the Railroad Retirement Act

which had as its legislative companion piece the Carriers Taxing

Act of 1937. The Carriers Taxing Act levied an income tax on

employees and an excise tax of like amount on employers, so

that the burden of the retirement system, with due allowance

for the indirectness adopted to circumvent possible constitu-

tional difficulties, was to be shared equally by employers and

employees. This financial basis unquestionably was a factor in

the decision to have the system administered by a representa-

tive board of the type set up by Congress,

Funds for the railroad unemployment insurance system

come exclusively from taxes on the employers except for a

small amount from the individuals who are employee repre-
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sentatives. All the costs of administration are borne by the

employers except for the small amount which comes from the

employee union representatives. The funds, both for ad-

ministration and for benefits, are controlled, however, by this

representative Board. When and if the chairman of the Board

votes with the representative of the employees, the representa-

tive of the employers, who are paying in almost all the money,

is practically powerless since a majority vote controls the action

of the Board.

The present Railroad Retirement Act was drafted by repre-

sentatives of employers and employees working together, and

both sides united in urging its passage by Congress. The Board

was to be representative of the two parties with the govern-

ment through the chairman acting as the arbiter.

The history of the later unemployment insurance legislation

presents a striking contrast. The legislation was supported by

the employees’ organizations and was effectively championed

by the chairman of the Railroad Retirement Board. Because of

the composition of the Board, support by its chairman is

equivalent under such circumstances to support by a majority

of the Board. The employers were in opposition to the original

act on the ground that legislation should be deferred until the

railroad industry and the country as a whole had had more
experience under the federal-state unemployment acts set up
by the Social Security Act to which the railroads were then

subject. After the original railroad act was passed over their

objections, they opposed not all but some of the proposed

amendments on three main grounds: that the increases in the

benefit provisions were too great, that the act should provide

for a reduction of the taxes on the industry when the reserves

reached a level deemed adequate for reasonable safety, and that

the powers conferred on the Board were excessive. The railroads

were represented before the congressional committees not by
the railroad member of the board but in the main by representa-

tives of the Association of American Railroads.

As one reads the hearings on the Railroad Unemployment
Insurance Act and other hearings on other social insurance acts.
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one important fact stands out: The executive agency responsible

for administering a social insurance system has almost inevita-

bly a virtual monopoly on the factual data necessary to appraise

and evaluate the system. The statistics necessary for appraisal

and evaluation are a joint product of the administration of the

act. In 1942, according to the report of the board,^^ 2.5 million

dollars were expended in the administration of the railroad un-

employment system. The number of employees on class i rail-

roads in June was a little under 1.3 millions. Even with the high

employment prevailing in the benefit year 1942, the board re-

ceived over 90,000 applications and 517,000 claims and made
over 448,000 benefit payments, which aggregated over 8.8 mil-

lion dollars. Almost every transaction in which the board has a

relationship with a covered railroad employee produces a fact

of statistical significance in appraising and evaluating the act.

Not only are hundreds of thousands of dollars expended collect-

ing and tabulating the basic data, but many thousands more

must be spent in analyzing them. Moreover, collection, tabula-

tion, and analysis are integral parts of a whole. Employers and

private research organizations cannot get independently the

necessary data to appraise the workings of the system. They
must to a very large degree accept the basic statistics and sub-

sequent analysis of the government agency. Thus the persons

who appear in opposition to the chairman of such an agency as

the Railroad Retirement Board are almost entirely dependent

for much of the fundamental factual material on the figures

prepared under the supervision of the board, or a majority of

the board, and according to a common governmental practice

presented by the chairman of the board.

Because of the virtual monopoly of factual material inherent-

ly vested in the board on account of the nature of the work, one

naturally examines with a good deal of interest the powers given

to the board by Congress and the extent to which its adminis-

tration is subject to check by the governmental control agencies.

The provisions which are of particular significance in this re-

spect relate to (i) control over the payment of benefits and (2)

Annual Report of the Railroad Retirement Boards ^942

^

pp. 2, 87, 91,
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control over administrative expenditures. They will be taken

up in that order.

Section 355 (f) of the act gives to any claimant and any rail-

road labor organization of which the claimant is a member, if

it is organized in accordance with other federal laws, an appeal

to the United States District Court in the district in which the

claimant resides or to the United States District Court for the

District of Columbia. Such an appeal can be taken only from

the final decision of the Board. It will be noted that this section

does not give an appeal to the employers, although under this

law the employers are compelled to put up all the money. This

section has been presented first not because it is the most

significant, but because it is referred to in the following para-

graph (g) of the law, which is the vital one. It reads:

Findings of fact and conclusions of law of the Board in the deter-

mination of any claim for benefits or refund and the determination of

the Board that the unexpended funds in the account are available for

the payment of any claim for benefits or refund under this chapter,

shall be, except as provided in subsection (f) of this section [the one

referred to above], binding and conclusive for all purposes and upon
all persons, including the Comptroller General and any other admin-

istrative or accounting officer, employee, or agent of the United States,

and shall not be subject to review in any manner other than that set

forth in subsection (f) of this section.*’

The Board itself collects the contributions from the carriers-

It does not have actual custody of the money. The Secretary

of the Treasury holds it and disburses it on order of the Board,

but the Treasury acts in a ministerial capacity. Under the law
no agency or person has authority to review or reverse the find-

ings of the Board with respect to the amount of benefits or re-

funds or the ability of the fund to stand the strain. Section

360 (b) of the act provides that the Secretary of the Treasury,

through the Division of Disbursements, shall make payments
directly to the person or company entitled to the benefit

or refund “prior to audit or settlement by the General Ac-
counting Office,” which eliminates another possible check.

>*45U.S.C.3J5(g).
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There is, however, a proviso to this paragraph of the law

which reads: “That if the Board shall so request, the Secretary

of the Treasury, through the Fiscal Service of the Treasury

Department, shall transmit benefit payments to the Board for

distribution by it through employment offices or in such other

manner as the Board deems proper.”

Under the law, therefore, the Board is subject to only two

forms of control with respect to benefit payments and refunds:

(i) the right of a claimant or his union to appeal a final decision

of the Board to a United States district court, (2.) the power of

the President of the United States to remove a member of the

Board.

Fundsjor administration. The power of the Board with respect

to administrative expenditures is almost equally complete. For

every dollar paid to a covered worker in the railroad industry

not in excess of $300 a month, three tenths of a cent goes into

the Railroad Retirement Board’s administration fund. For the

fiscal year 1941-42, the net receipts from this three tenths of

a cent was just under 8.5 million dollars, but during that

fiscal year the Board spent for administration only 2.5 millions.®’

Under the law it is directed to turn over to the benefit account

at the end of each year so much of the balance for the adminis-

tration fund as is in excess of 6 million dollars.®^

If it so elects, the Board has at its disposal for administration

in any fiscal year (i ) the balance in the administration fund

at the end of the preceding fiscal year, not to exceed 6 million

dollars, plus (2) the receipts from the three tenths of a cent

tax, which in the fiscal year 1942 yielded almost 8.5 millions.

In periods of reasonably full employment the Board has within

its administrative control a fund to meet administrative costs

which is in the neighborhood of 14 million dollars, practically

all of which came directly from the railroads and indirectly from

consumers. The section of the law that deals with this fund

therefore merits close study.®®

Annual Report of the Railroad Retirement Boards !942y p. I44.

^^45U.S.C.36i (d).
‘’5

45 U.S.C. 361.
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The Board itself collects the contribution of the employers

and lo per cent of the contributions go directly into the ad-

ministration fund. Paragraph (c) of Section 361 begins: “Not-

withstanding any other provision of law, all moneys at any time

credited to the fund are hereby permanently appropriated to

the Board to be continuously available to the Board without

further appropriation for any expenses necessary or incidental

to administering this chapter. ...”

This provision exempts the Board from the necessity of going

through the customary procedures in getting money to meet its

administrative costs for the unemployment insurance act. It

does not have to submit its estimates to the Bureau of the

Budget or get annual appropriations from Congress. Within

the limits of the fund, it draws its own checks. The drafters of

the bill, however, included as a resource of the fund “such

additional amounts as Congress may appropriate for expenses

necessary or incidental to administering this chapter,” the

type of clause necessary to prevent a further appropriation

from being subject to a point of order under the rules of the

House.

After the general language of section 361 (c) come specific

authorizations for administrative expenditures. They may be

divided into two groups: (i) those that specifically exempt the

board from some of the controls which Congress has frequently

imposed upon other government agencies, and (2) those that

give it special powers. The major discussion will be confined to

the latter group.®®

The Specific authorizations that remove restrictions applicable to governmental
agencies under general laws include:

1. Personal services in the District of Columbia and elsewhere.

2. Travel expenses, including expenses of attendance at meetings when authorized

by the Board.

3. Reproducing, photographing, and all other equipment, office appliances and labor-

saving devices, including devices for internal communication and conveyance.

4. Purchase and exchange, operation, maintenance, and repair of motor-propelled
passenger-carrying vehicles to be used only for official purposes in the District of
Columbia and in the field.

5. Printing and binding.

6. Periodicals, newspapers, and press clippings in such amounts as the Board deems
necessary.

7. Membership fees or dues in organizations which issue publications tomembers only
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Among the distinctive provisions are:

I. Transportation expenses and not to exceed ^10 per diem

to any person other than an employee of the federal govern-

ment who may from time to time be invited to the city of

Washington or elsewhere for conference or advisory purposes in

furthering the work of the Board.

1 . Not more than 3 per cent of the annual receipts of the

Board for administrative purposes for engaging persons or

organizations by contract or otherwise for any special technical

or professional services determined necessary by the Board,

without regard to the provisions of laws applicable to the

employment and compensation of officers and employees of the

United States.

With respect to internal financial administration, the Rail-

road Retirement Board presents one situation that is distinc-

tive. It administers two different systems, each under a different

law, but the two systems are intimately related. Not only do

the two systems relate to the same industry, but they are

identical in coverage and are supported directly or indirectly

through taxes on the same pay rolls with the same limitations.

Work done on one system is in many cases equally applicable

to the other. Many records serve both. Some of the administra-

tive divisions within the Board not only do work on both

systems but carry on single activities that are equally required

by and equally applicable to each system. Administratively the

activities for the two systems are often scrambled. Despite this

scrambling, funds for the administration of the retirement

system come from regular annual appropriations made by

Congress in the customary way whereas, as has just been noted,

funds for the administration of the unemployment insurance

system come from the board’s own administrative fund,

without annual appropriations by Congress. The Board has a

or to members at a lower price than to others, payment for which may be made in

advance.

8 . Rentals, including garages, in the District of Columbia or elsewhere,

9. Alterations and repairs.

10* A proviso exempts any purchase or procurement of supplies or services by the

board, when the amount involved does not exceed I300, from the general law that re-

quires advertising for proposals for supplies or services for use of the government.
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very wide margin in the administrative fund between (i) the

aggregate amount in the fund and (2) reasonable or even un-

reasonable administrative costs.

By virtue of authority contained in the Railroad Unemploy-

ment Insurance Act, the Board determines whether the ad-

ministrative fund for the unemployment insurance act or the

appropriation for the administration of the retirement act shall

be charged for authorized expenditures, or how the expenses

shall be divided between the fund and the appropriation. Such

determinations by the Board according to the law “shall be

binding and conclusive for all purposes and upon all persons,

including the Comptroller General and any other administra-

tive or accounting officer, employee, or agent of the United

States, and shall not be subject to review in any manner.””

Maintenance of employment offices by Board. The Board in ac-

cordance with specific authorizations contained in the law,^®

maintains its own system of free employment offices for the

railroad industry. It may use and compensate (i) a railway

labor organization duly authorized and designated to represent

employees in accordance with other federal laws, (2) one or

more employers or organizations of employers, (3) a group of

such employers and labor organizations, or (4) a state, territoiy,

foreign government, or the federal government. Under these

provisions it has made arrangements whereby employees of the

railroads represent the Board at a host of railroad organization

units, where the representatives are immediately available to

help the men in registering and making out other necessary

papers. For such services the Board usually compensates the

railroad employees who represent it on a fixed fee basis. This

arrangement furthers prompt action, for it means that an em-
ployee may make out his papers practically at his place of work,

the papers are promptly dispatched to the regional offices where
claims are passed upon, and when they get there, they are usual-

ly completely and properly filled out and certified.

“^45 U.S.C. 361 (c).

“«45U.S.C.362 (i).
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Civil service provisionsfor Board Employees. The employees of

the Board are in general under the classified civil service, but

the unemployment act contains the following proviso: “That in

the employment of such persons the Board shall give preference,

as between applicants attaining the same grades, to persons

who have had experience in railroad service, and notwithstand-

ing any other provisions of law, rules, or regulations, no other

preference shall be given or recognized.”^® Thus, apparently the

act completely wipes out the veterans’ preferences applicable

to the civil service system in general. With respect to positions

with minimum salaries of ^4,600 or less, the Civil Service Com-
mission must certify candidates selected upon the basis of such

competitive examinations, written, oral, or both, as the Board

may request. The Civil Service Commission apparently cannot

certify to the board from a general register made up for the

use of many departments if the Board requests a special

examination. The Board and not the Civil Service Com-
mission determines the type of examination to be used. Under
this provision it can give weight to prior railroad experience

which would not be possible in a general examination, and it

can include questions on railroad work which would be in-

appropriate to a general examination.®® The Board has authority

to pay the Civil Service Commission for conducting examina-

tions for it if it finds this course necessary to expedite the

selections.

These provisions regarding administrative expenses, organiza-

tion, and personnel make the Board almost unique among
federal government agencies. Although within the government,

it is also a part of the railroad industry. Subject almost ex-

clusively to the power of the President to appoint and remove

»45U.S.C.362 0).

The act contained the following provision which is of interest in this connection:

“A person in the employ of the Board on June 30, 1939, and on June 30, 1940, and who
has had experience in railroad service, shall acquire a competitive classified civil-service

status if, after recommendation by the Board to the Civil Service Commission, he shall

pass such noncompetitive tests of fitness for the position for which the Board recom-

mends him as the Civil Service Commission may prescribe.'* 45 U.S.C. 36a (1).
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Board members, it is controlled by a majority vote of those

members. A majority can be made up of either the employer and

the employee representatives or of the chairman siding with

either representative. Because of the preferences given to per-

sons with prior experience in the railroad industry and the

unionization of the railroad industry, the staff is unlike that of

an ordinary government agency. It is dominated by employees

or former employees of the industry.®^

In this connection the following section from the unemployment act may be of

interest:

“No person shall be excused from attending or testifying in obedience to a subpena

issued under this chapter or from complying with any subpena duces tecum issued under

this chapter, on the ground that the testimony or evidence, documentary or otherwise,

required of him may tend to incriminate him or subject him to a penalty or forfeiture;

but no person shall be prosecuted or subjected to any penalty or forfeiture for or on ac-

count of any transaction, matter, or thing concerning which he is compelled, after

having claimed his privilege against self-incrimination, to testify or produce evidence,

documentary or otherwise, but such person so testifying shall not be exempt from prose-

cution and punishment for perjury committed in so testifying.” 45 U.S.C. 362 (c).

This section provides what is sometimes referred to as “the immunity bath.” To
make constitutional a provision depriving a man of his rights under the Constitution to

refuse to incriminate himself, he must be given immunity from subsequent prosecution

for “any transaction, matter, or thing” concerning which he is compelled to give

testimony. After an “immunity bath” given by a federal agency he cannot subsequently

be convicted for the transaction, matter, or thing by the federal courts. Such provisions

are found in some of the acts creating the independent regulatory commissions. It is

interesting—one might even say disturbing—to find such a power conferred upon a
board which in all other respects is an industry agency within the governmental struc-

ture and not directly concerned with matters of public policy and law enforcement.



CHAPTER X

PROGRAMS FOR FARMERS AND FARM
WORKERS

The major problem with which this book is concerned is the

development of a universal, comprehensive, and co-ordinated

system of social security for the entire population of the nation,

so designed that it will preserve the liberties of the American

way of life. One of the principal elements in respect to this prob-

lem is. What shall be done regarding the more than 8 million

gainful workers on the farms of the country and those depend-

ent upon them ? In 1940 the rural farm population numbered
over 30 millions and constituted 22.9 per cent of the total popu-

lation of the country.^ The occupations of the more than 8

million workers on the farms in 1940 were as follows in thou-

sands •?

Farmers and farm managers:
Farmers (owners and tenants) 5,107
Farm managers 37 5,144

Farm laborers and foremen:
Farm laborers (wage workers) and foremen. . . . 1,925
Farm foremen 24
Farm laborers 1,900

Farm laborers (unpaid family workers) 1,165 3,090

Total 8,234

In the preceding chapters it has been noted that farmers and

agricultural laborers in general are not covered in the existing

social insurance systems. If they or their dependents are in

need, they must rely on the public assistance programs, namely

the federal-state co-operative plans for old-age assistance, aid

to dependent children, and aid to the blind, and the local or

state and local plans for general public assistance. In so far as

the tax on employers for the support of the existing system of

old-age and survivors insurance is passed along to consumers,

^ Census of 1940,
Population^ VoL II, Pt. i, p, 18 .

2 Census of 1940,
The Labor Force^ VoL III, Pt. i, pp, 75 , 79 .
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the agricultural workers are paying part of the costs, although

they themselves and their dependents are ineligible for direct

benefits. The basic reason for their exclusion from existing social

insurance plans is probably that the distinctive economic or-

ganization of agricultural enterprise does not readily permit the

use of the devices which have been applied to other industries.

Agricultural organization and agricultural problems have led

to the development of or experimentation with special pro-

grams for rural areas. The present chapter will be concerned

primarily with these special programs. Before entering upon a

discussion of them, however, it may be well to attempt to set

forth briefly those differences between farming and other indus-

tries which seem to be significant in considering the more funda-

mental problems to which Part III will be devoted.

RELEVANT DISTINCTIONS BETWEEN FARMING AND
OTHER INDUSTRIES

The distinctions which appear relevant relate to (i) methods

ofpayment for work done, (2.) the nature and risks of unemploy-

ment, and (3) the importance of capital and management. Each

will be considered in turn.

Differences in method ofpayment. In an urban industrial com-

munity the largest group of workers are generally employees

working for a wage or salary, usually paid entirely in money at

frequent periodic intervals. The number of persons working on

their own account is relatively small, and they ordinarily get

their fees or profits in money. Thus insurance systems based on

money transactions present no great difficulties.

In farming, the bulk of the workers are working on their

own account. They get their shelter and frequently a sub-

stantial part of their food from their own activities; their

net money income generally represents such profit as they

have made on their work for the year; and in several branches

of farming the bulk of the gross income comes in after harvest-

ing, when crops are marketed. A not uncommon situation

is for the farmer during the planting, growing, and harvest-

ing season to invest his own labor and working capital-—either

owned or borrowed—-in the crops he is raising so that for much
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of the year he has relatively little cash; he gets the bulk of his

money reward for his labor and the use of capital in one brief

period. Unlike the typical urban worker his net return is not

solely for his labor but represents in part interest on both his

fixed and working capital. Thus regular periodic deductions

from pay roll that characterize unemployment and old-age in-

surance for employed workers is almost entirely inapplicable to

his situation.

As was shown in the figures on page 271, agricultural laborers,

as distinguished from farmers and farm managers, are divided

by the Bureau of the Census into two classes: (i) “Farm labor-

ers, wage workers, and foremen,” and (2) “Farm laborers, un-

paid family workers.” Obviously the financial devices of unem-

ployment and old-age insurance as used for ordinary industrial

workers are entirely inapplicable to the unpaid family agricul-

tural laborer. They may be almost equally inapplicable to many
farm laborers who work for wages since in some sections of the

country a substantial part of the real wage is paid in kind and

consists of quarters and food for the worker and his dependents

and in some, instances garden space, seed, and feed for such live-

stock as the farm laborer or his wife may own.

Differences in the risk oj unemployment. In comparing the risks

of unemployment and underemployment in farming with those

in other industries, three types of unemployment, technological,

seasonal, and cyclical, must be distinguished.

Technological unemployment has been placed first because

since World War I it has been so important a factor in Ameri-

can agriculture. It has resulted from three principal causes:

(i) the mechanization of agriculture, (2) the improvement

in methods, and (3) the marked decrease in the long-time

demand for certain staple crops. The introduction of the tractor

and various farm machines has meant a great reduction in the

number of man-hours required for the production of a given

output and has made unprofitable farms too small to support

the capital costs of modern equipment. Farmers who operated

small units by technologically outmoded methods have been

“tractored out.” Their lands to be effectively used had to be
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consolidated into larger units. These larger units, efficiently

operated, did not require enough man power to absorb the dis-

placed farmers and farm workers.

The advances in method have, moreover, tended to make

farm labor more and more a skilled trade. The successful worker

to an increasing degree must have specialized knowledge, skills,

and experience. The forces that have reduced the demand for

workers have at the same time raised the level of essential qual-

ifications. An increasing number of farmers and farm laborers

have become, so far as farming operations are concerned, mar-

ginal or submarginal and cannot expect the security which was

theirs when physical strength, willingness to work and a limited

amount of knowledge and skill were all that was required.

Failure of the demand for certain commodities to absorb pro-

duction has been a major factor in the United States. The com-

modity most affected, cotton, was the staple money crop of

many of the southern states. Both the domestic and the foreign

markets for American cotton tended to disappear. In the domes-

tic market cotton gave way to competing fibers. Efforts to main-

tain the price of cotton and sustain the southern agricultural

structure enabled other countries to produce it in competition

with the United States. World War I made it desirable for some
countries for military reasons to have cotton produced under

their own flags. The high price of cotton during that war,

moreover, got many American growers into financial difficulties

from which they could not extricate themselves.

These technological changes resulted in peacetime in surplus

man power in American agriculture, particularly in the southern

states. Unemployment insurance, as it has thus far been devel-

oped in the United States, is not adapted to take care of pro-

longed technological unemployment and is not a remedy for the

conditions that have become chronic in the South.

By nature much farm work is seasonal. Mechanization and
large-scale production have tended to intensify the seasonal

variation by reducing the man power required for putting in and
caring for the crop more than it has reduced the amount required
for harvesting. The chances for a fairly long period of work for
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agricultural labor in a single locality have thus been reduced.

Many agricultural laborers if they desire reasonably full em-

ployment in agriculture must move with the crops, work for

many different employers in the course of a year, and perhaps in

several different states. If they remain in a single locality and

work only the few months or even weeks their services are in de-

man, unemployment insurance can scarcely meet their needs.

The kind of unemployment in the event of which our existing

insurance system gives protection—temporary or short-run eco-

nomic dislocations and frictions—plays relatively little part in

farming. A farmer must make his decisions and commit himself

and his resources at planting time, and once he has committed

himself, he must follow through on his plans with only limited

opportunity for readjustment. Unless the government will pay

him for not producing or for growing on some of his land only

soil-improving crops not to be marketed, generally he cannot

afford to let his land and equipment lie idle. Almost all the

forces dictate that he shall use his resources and his labor in

production. Unlike the manufacturer, the miner, or the mer-

chant he cannot adjust promptly to changed circumstances by

quickly curtailing production and cutting pay roll. Usually,

moreover, the number of hired hands on a farm is small and

does not greatly exceed the minimum requirements for caring

for the ci'op until it is ready for harvest.

For some types of farming the major opportunity for adjust-

ment to current conditions comes in connection with what the

farmer will pay for extra help for harvesting. In some localities

the wage rate for extra harvest hands depends largely on cur-

rent market price for the commodity being harvested. If the

price of the commodity does not appear to the farmer to justify

the labor costs of harvesting, the result is unemployment or un-

deremployment for the seasonal workers. It is not, however, the

kind of unemployment which results in a factory when workers

are discharged because the product will not move at a suitable

price. It results from failure of seasonal jobs to open, unemploy-

ment against which the present American system gives no

direct protection.
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Differences with respect to capital and management. Salaried

workers, wage earners, and no small number of professional men

operating on their own account can increase their earnings

without much reference to their ability to accumulate capital

and manage successfully their own personal financial affairs.

For thousands, work at factory or office and management of

personal and family finances are completely unrelated. For

farmers there is no such separation. Whether or not a farmer

can increase his earnings depends in no small measure on

his ability to acquire and manage capital; family finances

and farm finances are frequently inseparable. The steps to

success often run something like this: work for others long

enough to acquire a small working capital and some experi-

ence and knowledge of farm management; as a tenant demon-

strating capacity for independent management and increas-

ing capital, fixed and working; purchasing a farm of his own

perhaps heavily mortgaged and borrowing for machinery,

stock, equipment, and working capital; gradually accumu-

lating more and more capital of his own so that he is less

dependent on borrowing, or perhaps continuing to use a sub-

stantial amount of borrowed capital, materially extending his

scale of operations, making effective use of his managerial abil-

ity and his knowledge of farming.

Significance of differences. From the standpoint of relief and

social insurance four features of these differences require empha-

sis.

I. The salaried or wage worker and many professional work-

ers may not be materially hampered in their advance, if the

government compels them to begin to insure for their old age

as soon as they begin to earn. The man who aspires to be a farm

owner has a real use for his savings; if he is forced by the gov-

ernment to put some of them into old-age insurance, it will in-

crease his difficulty in acquiring his own capital and the extent

to which he must borrow from others. If he is a good manager,

he can make considerably more handling his own funds than

any interest which can be allowed in an old-age insurance sys-
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1 . The risk of the farmer is not so much that he personally

will have no work to do. It is more that the various hazards of

farming will overtake him before he has acquired a sufficient

equity in his farm, stock, and equipment to weather an eco-

nomic storm. Insurance to enable him to attain economic secu-

rity relates more to money and property risks than to employ-

ment risks.

3 . The farmer, especially in the early years, puts his capital

largely into land and productive goods. Unless he has substan-

tial resources he must be sparing in the purchase of consumers’

goods, particularly of luxury goods. Whether labor-saving de-

vices for use in the home shall be purchased, turns in no small

measure on whether the labor thus saved can be effectively

used for some other purpose which will advance economic se-

curity. The family may live at a relatively low level in the early

years to attain security in the later years.

4. Many salary and wage workers and professional workers

in urban communities by contrast advance to a higher level of

living just as soon as their earnings permit utilization of credit.

Housing may be rented or purchased subject to a mortgage

with little money down. Durable consumers’ goods may be ac-

quired on the installment plan. If such expenditures are prop-

erly related to earnings, the family runs no serious risk of losing

its property so long as earnings continue. Absence of thrift in

the division of earnings and other income between savings and

expenditure for consumption frequently has no such immediate

relationship to subsequent earning capacity as it does in farm-

ing. Many classes in urban industrial areas will therefore place

their emphasis on insuring their money earnings.

Differences in methods of payment, risks of unemployment,

and the importance of capital and management mean therefore

that relief and social security for farmers and agricultural labor-

ers have followed and perhaps must continue to follow a pat-

tern of their own, which may be in many respects radically dif-

ferent from that adopted for urban workers.

In the ensuing description of relief programs for farmers and

agricultural laborers, we shall deal first with some that relate
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to farmers in general and then to those concerned with individ-

uals who were in need of special aid.

GENERAL AID TO FARMERS

In the preceding discussion it was noted that farmers in gen-

eral being at the same time capitalists, managers, and workers

may suffer severely from a change in the relationship between

their financial commitments and the profit they receive from

the things they produce. These maladjustments may result in

no small measure from factors beyond their immediate personal

control, notably crop failures and a drop in the price of the

things they raise.

Eitlier a crop failure or a severe decline in price may mean,

to the farmer who has borrowed, difficulty in paying the inter-

est on his debt and such principal payments as may be due.

Thus when changes in the general economic situation brought

serious financial troubles to many farmers, a demand arose

that the government should take steps to provide ample credit

for them at relatively low rates of interest and on terms

adapted to their needs. The government was asked to co-oper-

rate with the farmers in supplying the capital necessary for

long-term loans on land and buildings, intermediate length

loans for equipment and stock, and short-term crop loans.

These loans, other than being at relatively low rates of interest

on favorable terms, were business loans with no substantial ele-

ment of gift or relief. The borrower was expected to repay in full

at the agreed rate of interest, and the special banks making the

loans examined into the credit of the applicant much as a private

bank or insurance company would have done. The special banks
having been developed in behalf of the farmers were expected to

help the farmer out in bad years so far as that could be done
with safety to the bank; and progress has been made in develop-

ing terms and conditions of loans that permit of substantial ad-

justment to financial conditions.

Experience after World War I has demonstrated, however,
that the cause of the financial difficulties of the farmers was
deeper than interest rates and the alleged greed of bankers
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and Wall Street. The basic cause was that the prices that agri-

cultural products would bring in a free competitive market were
not high enough to maintain the financial structure that had de-

veloped in American agriculture.- If this financial structure were

to be maintained, steps would have to be taken to raise agricul-

tural prices. If itwerenotmaintained, hundreds of farmers would

have to be financially liquidated with loss of their equities and
possibly with substantial loss to institutions which had made
loans to them. Steps were therefore taken to raise and maintain

agricultural prices.

The natural effect of maintaining relatively high prices by

government action was to encourage continued production.

High-cost producers who might have been forced out by lower

prices were able to continue. To some extent the high prices

tended to curtail the effective demand, as was notably the case

with cotton. It became evident that to make a program of

sustained prices effective, the government would have to

take steps to control and in this period to curtail production.

The government therefore embarked on its Agricultural Ad-

justment program which paid farmers, on an acreage basis, for

not producing certain crops. Later when the Agricultural Ad-

justment Act was declared unconstitutional, the program was

so modified that the farmers were paid for conserving and de-

veloping land which might otherwise have been used for raising

the crops the price of which the government was endeavoring to

sustain.

Still later when the demand of a second world war if left

unchecked would have meant a great increase in the price of

agricultural commodities, the government put a ceiling on prices

and, to encourage the fa,rmers to produce certain commodities,

paid subsidies to them from public funds.

It is unquestionably true that this governmental action per-

mitted many farmers to continue who would otherwise have

been forced off their farms and into the labor market at a time

when jobs were extremely scarce. The farmers thus saved were

as a rule those with high costs of production or-with such small

equities in their farms that they could not survive a severe fall
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in prices. Among the reasons for high costs of production were

poor land, unfavorable climate, units too small to permit of ef-

fective use of labor-saving devices, lack of capital for mechani-

zation, lack of managerial ability, and lack of the knowledge,

skill, and initiative to adjust to new conditions. The action of

the government prevented many marginal farmers from being

made submarginal.

The program was far less favorable to farm laborers and some

classes of tenant farmers. Obviously less man power is required

to cultivate a small acreage than a larger one. As the acreage

that may be planted is reduced, the proportion of the work

which the farmer can do himself without hired help tends to

increase. With the certainty of income increased and with the

necessity for hiring help diminished, there may be a greater

tendency to purchase mechanical equipment or to hire certain

jobs done by persons who own such equipment. Acreage restric-

tions on big farms unquestionably result in diminishing oppor-

tunities for employment of farm labor. It seems entirely safe

to conclude that although the program of price maintenance

and crop restriction was immediately and directly beneficial to

farmers, large and small, who owned their land or had an equity

in it, it resulted in some loss ofemployment to farm laborers and
to tenants who had no equity in the land.

One effect of the program deserves mention in this connec-

tion. Under the old agricultural system, when a farmer no
longer felt able to do the work involved in keeping his farm in

full production, he was likely to retire thus making his land

available to someone else, as a tenant or a purchaser, often on
mortgage. Pressure to give up ownership or management was
reduced when acreage to be worked for profit was restricted

and when a substantial amount would be paid by the govern-
ment for land left idle or worked only for its improvement. The
government payments increased the value of the land to its

owner and lessened the chance for the potential purchaser to

acquire it at all or to acquire it at a price which would permit
profitable operation without a continuation of the government
subsidy inherent in price maintenance and payment for crop
restriction. Thus possibilities for persons who sought oppor-
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tunity to improve themselves were probably somewhat re-

stricted by the program.

Another effect of the program was to keep up the price that

urban families and other nonfarm families had to pay for food

and other agricultural commodities. The theory was that price

maintenance would sustain and possibly increase the purchasing

power of the farmers; they would spend their money for the

products of other industries; the resulting demand would in-

crease employment and permit the wage earners in these other

industries to earn enough so that they could pay the sustained

price of the agricultural commodities. The program would lessen

the amount of liquidation which would be entailed in readjust-

ing wages and prices to a new level. Thus the program operated

to keep food and some other costs from falling as much as they

otherwise would, had it not been for government action.

Purchase of surplus commodities. The methods of price main-

tenance and crop restriction used for staple agricultural prod-

ucts were not adapted for use in connection with some other

crops, and they did not solve the problem of disposing of sur-

pluses of the staples that could not be moved at the prices sus-

tained by the government. To aid the farmers, the government

therefore embarked upon a program of purchasing certain sur-

pluses that could not be moved without breaking the price and

virtually giving them away to persons who were in need and

would not or could not buy them at the sustained price.

This program thus had two sides, first protecting the farmers

against a fall in price resulting from a surplus that would pre-

vent them from getting at least cost of production, and second

enabling persons in need to have the surplus practically without

cost to them. Surplus commodities given free to those in need

became an important element in relief administration through-

out the nation. This aspect of the program is so important from

the standpoint of relief that a subsequent chapter will be de-

voted to it. In the present chapter the program is cited only as

one of the instruments used to give effect to the policy of pro-

tecting farmers in general through price maintenance-

The programs just outlined were designed to aid practically

all farmers engaged in the production of the commodities af-
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fected. No question of the need of the farmer, in the narrow re-

lief sense of the word, was raised at all. Rich farmers and poor

farmers, large-scale producers and small-scale producers, shared

in such advantages as resulted from them. In general they

shared in proportion to the involved acreage they owned, or in

case of purchase of surplus commodities to the extent that they

were marketing the crop, the price of which was being sustained

in their marketing area. The big producer profited more in dol-

lars than the little producer because his stake was larger. The
government did not discriminate among the individual farmers,

nor did it deal with them as individuals further than was neces-

sary for purely administrative purposes.

SPECIAL PROGRAMS TO MEET INDIVIDUAL NEED

We come now to the programs undertaken for farmers, farm

laborers, and their families principally because they were in

such difficulties that it was believed they could not be extri-

cated without special assistance from government given to them

as individuals on a case basis. From an agricultural standpoint

they were in need, although not necessarily in the same degree

of need as the industrial worker who had lost his job and used

up his resources. Perhaps it would be better to refer to these

families as being deemed by the government to be in need of

rehabilitation. Four special programs require consideration.

They are; (i) the tenant purchase program; (2) the rural re-

habilitation program of supervised loans and grants; (3) the

resettlement program; (4) the camp program for migratory

agricultural laborers. We shall give in some detail the historical

material which is more or less common to them all, and then
take them up in the above order.

History of the special programs. Agriculture in the United
States in general, as already noted, had not been in flourishing

health since its boom days of World War I. There were two
areas where the situation had been particularly bad: the South,
especially the deep South, which had depended so completely
on cotton as the major crop; and the more westerly of the
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middle states which had gone into wheat raising on a large scale

during World War I despite the uncertainties of adequate

rainfall to mature a crop. Increased mechanization^ lack of

effective demand^ and in the western middle states occasionally

lack of rain had forced a substantial number of farmers into the

submarginal class. In the South the tenant farmers, the share

croppers, and the farm laborers were especially hard hit. Both

of these regions were predominantly agricultural so that many
of the people had as alternatives staying on the land or moving

to other sections of the country where they might find op-

portunities in industry. Although there was some movement
out, many remained where they had their homes.

Early in the depression, public attention was focused pri-

marily on urban industrial communities with their millions of

unemployed and secondarily upon the related difficulties for

agricultural workers. The governmental program for agriculture

at the outset was general in nature and not directed toward

assistance for individuals.

When in May 1933 the Federal Emergency Relief Adminis-

tration was authorized, the act made no specific provision for

rural relief and rehabilitation. The ensuing year, however, wit-

nessed widespread droughts and crop failures. In June 1934 the

Emergency Appropriation Act^ appropriated 525 million dol-

lars for relief in stricken agricultural areas, to be allocated by

the President “to supplement the appropriations heretofore

made for emergency purposes and in addition thereto for (i)

making loans to farmers for, and/or (2) the purchase, sale, gift,

or other disposition of, seed, feed, freight, summer fallowing

and similar purposes. . . On April 8, 1935 a joint resolution

was passed^ making further appropriations for relief purposes.

In it were the following provisions pertinent to this discussions

. . . this appropriation shall be available for the following classes of

projects, . . . (b) rural rehabilitation and relief in stricken agricul-

tural areas.®

® 48 Stat. 1021, 1056.

^ 49 Stat. 1 15.,

,

The same.
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Funds made available by this joint resolution may be used, in the

discretion of the President, for the purpose of making loans to finance,

in whole or in part, the purchase of farm lands and necessary equip-

ment by farmers, farm tenants, croppers, or farm laborers. Such

loans shall be made on such terms as the President shall prescribe

and shall be repaid in equal annual installments, or in such other

manner as the President may determine.®

In carrying out the provisions of this joint resolution the President

is authorized (within the limits of the appropriation made in section

i) to acquire, by purchase or by the power of eminent domain, any

real property or any interest therein, and improve, develop, grant,

sell, lease (with or without the privilege of purchasing), or otherwise

dispose of any such property or interest therein.'^

The language just quoted delegated to the President, within

the limitations of the appropriation, practically unlimited

discretion. Congress said the loans “should be paid in equal

annual installments,” but immediately added or “in such

other manner as the President may determine.” Land or

rights in land acquired by the government through the ex-

ercise of eminent domain and developed and improved through

public funds could not only be sold or leased, they could also

be “granted” (in every day language given away), or “other-

wise” disposed of. Because of subsequent developments and

criticisms, attention should be called to the fact that Con-
gress in this early language authorized “leasing (with or with-

out the privilege of purchasing).” The act thus authorized prac-

tically uncontrolled experimentation in the field of government
activities for individual “farmers, farm tenants, croppers or

farm laborers” under the broad terms “rural relief and rehabili-

tation,” which were not specifically defined.

When in June 1934 Congress appropriated the 525 million

dollars for relief in stricken agricultural areas, the President al-

located to the Federal Emergency Relief Administrator about
56 millions “for making grants to States” and 12.5 millions

“for the purpose of increasing employment through the pur-
chase of lands in the stricken areas.” Funds for making loans
for seed, feed, and the like were allocated to the Farm Credit

The same, p. 117.
^ The same, p. 118.
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Administration and for purchase, sale, gift, or other disposition

of seed, feed, and livestock to the Secretary of Agriculture.*

The Federal Emergency Relief Administration was at that

time operating mainly by making grants to the states for relief,

and most states had a state emergency relief administration.

This procedure was in full accord with the Relief Act of 1933.

Under the F.E.R.A. many state relief administrations estab-

lished under state laws nonprofit state rural rehabilitation

corporations for purchasing, selling, and renting land. To these

corporations was given part of the money appropriated by Con-

gress to the President for rural rehabilitation work, under cor-

poration charters that provided that the money could be used

for this purpose and no other.®

The legality of turning large sums of federal money over to

state organized corporations to be used for land purchases with

title to the land vesting in that corporation was questionable.

The Comptroller General informally held that the procedure

was without authority in law. In the meantime, the state re-

habilitation corporations had bought land and started some

projects, and their charters prohibited use of assets except for

rehabilitation purposes within the state. A way out of the re-

sulting legal tangle, approved by the Comptroller General, was

to turn the land and other property purchased in the state back

to F.E.R.A. to be used for rehabilitation purposes, and to de-

posit the cash assets in trust funds in the United States Treas-

ury to be used exclusively for rural rehabilitation purposes in

the state which had turned the federal money back. This device

restored federal control and at the same time permitted the

state rehabilitation corporations to comply with their charters

and with state laws.^°

This episode in the history has been mentioned here for three

® Executive Order 6747, June 23, 1934.
® Farm Security Administration, Hearings before the Select Committee of the House

Committee on Agriculture, Pt. 3, 78 Cong, i sess,, p. 961. These hearings will subse-

quently be referred to as Select Committee Hearings.

See letter of July 31, 1935 from the Comptroller General to the Administrator,

Resettlement Administration, reprinted in Report of Select Committee of the House Com-
mitiee on Agriculture to Investigate the Activities of the Farm Security Administration,

78 Cong. 2 sess., PI. Rept. 1430, p. 64.
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reasons: (i) Some of the projects started by the state corpora-

tions were ill-conceived and ill-planned, but when they were

turned back to the federal government, federal agencies had to

administer them and assume responsibility for them
;
(a) clear-

ing the land, building or repairing the houses, and building the

facilities on some of these projects were done by relatively in-

efficient relief labor with substandard supervision and direc-

tion, and as a result costs were excessive in comparison with

what they would have been had the work been done by normal

public or private enterprise; and (3) federal reports frequently

show things purchased by state corporations or from state

corporation funds, but the money came almost entirely from

the federal Treasury, and the debt created to secure the money

was federal debt.

The Resettlement Administration. In April and May 1935 the

President, by a series of executive orders, created an inde-

pendent agency of government, the Resettlement Administra-

tion, and transferred to it the land and related activities of the

Federal Emergency Relief Administration and the subsistence

homestead work of the Interior Department. The functions and

duties of the Resettlement Administration, to be performed by

the Administrator, Rexford G. Tugwell, were prescribed by the

President in the following language:

(a) To administer approved projects involving resettlement of

destitute or low-income families from rural and urban areas, including

the establishment, maintenance, and operation, in such connection,

of communities in rural and suburban areas.

(b) To initiate and administer a program of approved projects

with respect to soil erosion, stream pollution, seacoast erosion, re-

forestation, forestation, and flood control.

(c) To make loans as authorized under the said Emergency Relief

Appropriation Act of 1935 to finance, in whole or in part, the pur-

chase of farm lands and necessary equipment by farmers, farm
tenants, croppers, or farm laborers.

To the extent necessary to carry out the provisions of this Execu-
tive Order the Administrator is authorized to acquire, by purchase or
by the power of eminent domain, any real property or any interest

therein and improve, develop, grant, sell, lease (with or without the
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privilege of purchasing), or otherwise dispose of any such property or

interest therein.'^

The Resettlement Administration functioned as an inde-

pendent agency of the government from April 30, 1935 to De-

cember 31, 1936. On that date the President transferred all the

powers, functions, and duties of the agency to the Secretary of

Agriculture. For some months thereafter the title “Resettle-

ment Administration” was retained, although the Secretary

of Agriculture had made some redistribution of functions among
the agencies of the department. Later he changed the name to

the Farm Security Administration.

The Farm Security Administration. The Department of Agri-

culture thus fell heir to projects initiated by three predecessor

agencies, the Subsistence Homestead Division of the Interior

Department, the Federal Emergency Relief Administration,

and the Resettlement Administration. It likewise fell heir to an

army of employees, many of them veterans of the earlier agen-

cies. With respect to these employees a quotation from the act

of May, 12 1933^^ establishing F.E.R.A. is pertinent:

Sec. 3 (b). The Administrator may appoint and fix the compensa-

tion of such experts and their appointment may be made and com-
pensation fixed without regard to the civil service laws, or the Classifi-

cation Act of 1923, as amended, and the Administrator may, in the

same manner, appoint and fix the compensation of such other officers

and employees as are necessary to carry out the provisions of this

Act, ....

The passage of the Bankhead-Jones Act. Prior to July 22, 1937

the Farm Security Administration had no statutory organic act.

Its legal authority consisted of sections in various general

emergency acts and appropriation acts, broad in terms and

made reasonably specific only through executive orders of the

President. On July 22, 1937, however, an act of Congress was

approved officially cited as “The Bankhead-Jones Farm Tenant

Act.”^® Its long title was, “To create the Farmers’ Home
Corporation, to promote more secure occupancy of farms and

Executive Order 7027., Apr, 30, I935»

48 Stat. 56,

50 Stat. 522,
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farm homes, to correct the economic instability resulting from

some present forms of farm tenancy, and for other purposes.”

Some persons believed tlvat this substantive act, passed as

permanent legislation, created a new legal framework within

the limitations of which the Farm Security Administration was

henceforth to function. A difference of opinion developed, how-

ever, between the administrators on the one hand and members

of Congress and private supporters of the act on the other with

respect to its effect and force. Since the present book is con-

cerned both with substantive law and administration, it seems

desirable to attempt a brief description of this conflict.

The issues arose mainly with respect to rehabilitation loans

and resettlement projects. So far as the farm tenant provisions

were concerned, the two groups were not in substantial disagree-

ment and the Farm Security Administration carried on that

part of its work in accordance with “Title I, Farm Tenant Pro-

visions” of the new Bankhead-Jones Act.

“Title II, Rehabilitation Loans” set forth the new law which

was expected to govern with respect to (i) who was entitled

to a loan and (2) the conditions upon which a loan was to be

made.

“Title IV, General Provisions” included, among other things,

provisions creating the Farmers’ Home Corporation and what
was regarded by its supporters as a prohibition of the further

development of resettlement projects. The prohibitive clause,

with the references to executive orders and laws omitted, reads:

Sec. 43. The Secretary is authorized to continue to perform such of
the functions ... as shall be necessary only for the completion and
administration of these resettlement projects, rural rehabilitation

projects for resettlement purposes, and land development and land
utilization projects, for which funds have been allotted by the Presi-

dent, and the balances of funds available to the Secretary for said
purposes which are unexpended on June 30, 1937, are authorized to
be appropriated to carry out said purposes; . .

.*^

From the point of view of the framers of the act and its sup-
porters, this clause precluded the development of new resettle-

“ 50 Stat. J30.
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ment and allied projects and permitted the Secretary to con-

tinue only those for which the President had already allotted

funds. By inference it prohibited further activities in this field

and restricted the rehabilitation loans.

From the point of view of the Farm Security Administration,

Title n of the Farm Security Act was merely an interim acP®

and was not given effect nor was the Farmers’ Home Corpora-

tion created. The reason was technical. The act had authorized

a re-appropriation of existing unexpended balances and further

allocation by the President of relief funds appropriated for years

prior to July i, 1939, but it contained no authorization for new
direct appropriations by Congress. In the absence of an au-

thorization for new direct appropriations, any attempt by the

Appropriations Committee of the House to make direct ap-

propriations would have been subject to a point of order in the

House. Curiously, according to the testimony of officers of the

Farm Security Administration, the Bureau of the Budget itself

in effect made that point of order, when the Administration sub-

mitted an estimate for an appropriation to give effect to Title II

and no recommendation for one was submitted to Congress.^®

Thus despite Title II of the Bankhead-Jones Act, further

funds for rehabilitation were made available under relief ap-

propriations that passed through the Bureau of the Budget.

The money so obtained was spent by the Farm Security Ad-

ministration under the relief appropriations and the executive

orders, without reference to the limitations prescribed in the

Bankhead-Jones Act, which had gone through the two houses of

Congress as substantive legislation.

The administrative officials of the Department had not

sought an advance opinion from the Comptroller General but

proceeded on the basis of the ruling by the Solicitor of the De-

partment and later by the Attorney General.^^ When some of

the resulting accounts came through for final settlement, the

Comptroller General took the position that Title II of the

“ Select Committee Hearings, Pt, i, p. 19.

“ Testimony of Administrator C, B. Baldwin, the same.

The same, p, 17.
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Bankhead-Jones Act and some other parts of the act governed

and restricted the action of the administrative officers.

The Bankhead-Jones Act had been supported by the Na-

tional Farm Bureau and the Grange, and representatives of

these organizations had been highly critical of parts of the pro-

gram of the Farm Security Administration.^® The situation

naturally resulted in a thorough congressional investigation.

Removal of subsistence homestead projects from F.S.A. One

other matter in this summary account of the historical back-

ground must be mentioned. The Department of Agriculture,

as has been noted, fell heir to some projects that had been de-

signed for persons not engaged in agriculture. By Executive

Order 9070, dated February 24, 1942, the President consoli-

dated the housing agencies and functions of the government

into the National Housing Agency and took from the Farm
Security Administration “all functions, powers, and duties . . .

relating to such housing projects as such Administration deter-

mines are for families not deriving their principal income from

operating or working upon a farm.” Thus the Farm Security

Administration was relieved of responsibility for projects which

represented a capital investment of some 65 millions, produced

in 1942 a gross income of ^1,552,000, and in that year had an

operating obligation of 11,046,000 and a management obliga-

tion of ^205,000, with no allowance for either interest or de-

preciation.^®

This general history was common to the four special pro-

grams now to be discussed in some detail. The program to help

selected tenants become farm owners will be taken up first. It

is placed first not because it was the most important from the

standpoint of social security and relief, or because it was the

major activity of the Farm Security Administration; but be-

cause it is the simplest and the least controversial, and in a

sense stands by itself. The tenant purchase program can there-

See the testimony before the Select Committee by Mr. Albert S. Goss, Master of
the National Grange, Hearings, Pt. i, pp. 759-79 and Mr. Edward A. O’Neal, President
of the American Farm Bureau Federation, pp. 797-869.

For a list of these projects and a statement of the expendi tores connected wi th them
see the Select Committee Hearings, Pt. 3, pp. mS-lg.
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fore be presented fairly briefly, clearing tlie way for the discus-

sion of the other programs which so far as the present book is

concerned are the more significant and illuminating.

THE TENANT PURCHASE PROGRAM

The farm tenant purchase program is, as pointed out in the

preceding historical section, now conducted under Title I of

the Bankhead-Jones Farm Tenant Act. To it one would scarcely

apply the term experiment. Its aims and objectives were within

the American agricultural tradition, and the methods used were

much like those of established agencies lending money for farm

purchases. One major issue of policy was involved in its adop-

tion; once that issue of policy was decided, the rest called mainly

for good administration in accordance with well-recognized

principles and practices. In passing Title I of the Bankhead-

Jones Act, Congress laid down the policy and broadly de-

scribed the practices. It delegated little basic policy-determining

power to the administrator.

The major issue of policy was whether the national govern-

ment should assume the risks involved in lending applicants

who desired to become farm owners but lacked the necessary

capital a far larger percentage of cost than any ordinary finan-

cial institution could do with safety. To make such a policy

work, the interest rate would have to be low and contain no

charge for the heavy risk element, and the lender might have

to forego payments, both interest and curtailment of principal,

if a borrower encountered bad times.

In favor of such a policy were three main arguments:

I. The widely accepted view that independent farm owners,

operating family size farms, constitute the backbone of a sound

democracy in an agricultural economy.

T. The depression in agriculture had set back many farmers

who had taken the first steps toward farm ownership and re-

duced them again to the status of tenants or agricultural labor-

ers.

3. In the absence of governmental action, existing trends

would substitute large-scale mechanized agriculture for the fam-

ily size farm independently owned.
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Against the policy were four major arguments

:

1. The government would be in competition with the estab-

lished agencies making loans to farmers; and many of these

agencies were co-operative in nature and had been fostered by

the government.

2. The recipients of the special loans and the highly favora-

ble terms would have a com-petitive advantage over others who

were never eligible for them or no longer eligible.

3. The plan might tend to increase agricultural production

and the numbers engaged in agriculture, whereas in the thirties

the difficulties with agriculture appeared to arise largely from

overproduction with respect to available markets and from too

much man power on farms.

4. The movement toward large-scale mechanized agriculture

results from its efficiency in reducing cost of production, which

means profits for the growers even when prices to consumers are

low.

The decisions on these matters of policy made by Congress

are clearly and simply set forth in Title I of the Bankhead-Jones

Act. The essential features of Title I may be summarized as

follows:

Eligibility, ''Only farm tenants, farm laborers, sharecrop-

pers, and other individuals who obtain, or who recently ob-

tained, the major portion of their income from farming opera-

tions shall be eligible to receive the benefits of this title. In

making available the benefits of this title, the Secretary shall

give preference to persons who are married, or who have de-

pendent families, or, wherever practicable, to persons who are

able to make an initial down payment, or who are owners of

livestock and farm implements necessary successfully to carry

on farming operations. No person shall be eligible who is not a

citizen of the United States.
’'2°

Size offarm, "No loan shall be made for the acquisition of

any farm unless it is of such size as the Secretary determines to

be sufficient to constitute an efficient farm-management unit

and to enable a diligent farm family to carry on successful

50 Stat. 522^ Sec. i(b).
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farming of a type which the Secretary deems can be success-

fully carried on in the locality in which the farm is situated/’^^

Local determinations. The act provides for initial action on

applications for loans by a county committee. The committee

considers both the eligibility of the applicant and the desirabil-

ity of the farm to be purchased. The committee also takes ac-

count of “character, ability, and experience’’ of the applicant

and must report favorably on the applicant and the farm, and

must give its appraisal of the value of the farm.

Amount and terms of the loan. The amount of the loan cannot

exceed the value as appraised by the county committee. Within

that maximum limit it provides for acquisition and necessary

repairs and improvements. The term of the loan must not ex-

ceed 40 years. Interest is at 3 per cent on the unpaid balance.

Repayment is in accordance with amortization schedules pre-

scribed by the Secretary of Agriculture.

The loan must provide that the borrower shall pay taxes and

assessments on the farm to the proper taxing authorities and

pay for insurance on farm buildings.

Avoidance of production expansion. “In carrying out this

title, the Secretary shall give due consideration to the desirabil-

ity of avoiding the expansion of production for market of basic

commodities where such expansion would defeat the policy of

Congress as set forth in Section 7 (a) (5) of the Soil Conserva-

tion and Domestic Allotment Act, as amended, and shall, so far

as practicable, assist beneficiaries of the program under this

title to become established upon lands now in cultivation.”^^

A distinctive feature of the hearings before the Select Com-
mittee was the general approval of the tenant purchase pro-

gram as administered under the congressional act. Whatever

the witnesses hostile to F.S.A. said with respect to other pro-

grams, they commended this one. The county committees

were a feature of the program, the members brought to bear

their knowledge of local land and land values, of farming under

local conditions, and of individuals and families in the com-

50 Stat. 523, Sec. I (c),

;

^
50,^ Stat. :5a4, Sec. 5.;
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muni ty. In some cases the committee members went at the

problems as if they were buying the farms for themselves. One

gets the impression that their experience led them to discourage

borrowers from overborrowing for equipment and comforts

that the farm could not support until the purchaser had made

substantial payments on his obligations.

Another feature of the act and its administration was that

the borrov/ers were not as a rule set off in a class by themselves.

The method used is sometimes called “infiltration,” which means

tire borrowers’ farms are scattered here and there throughout

the county as land is available and are not concentrated in big

projects. In this connection special attention should be called

to section 3 (b) (5) of the law, “the borrower shall pay taxes

and assessments on the farm to the proper taxing authorities,

and insure and pay for insurance on farm buildings.” The bor-

rowers do not become wards of the government, but they are

regular members of the local community bearing in full the re-

sponsibility to pay taxes and assessments.

The use of amortization schedules that take into considera-

tion the agricultural conditions each year appears to be a valua-

ble feature of the system. In bad years the amount of curtail-

ment of principal required is automatically reduced; in good

years it is automatically raised. The long maximum possible

life of the loan, 40 years, permits of relatively low annual cur-

tailments, lower than a borrower should ordinarily make in his

efforts to get ahead. It is therefore highly desirable that in good
years he should make heavy payments of principal as insurance

against possible bad years.

On June 30, 1943 the cumulative amount of approved loans

was over 191 millions, of which over 14 millions had been re-

paid, 10.3 millions on matured obligations and 4.62 millions as

prepayments.^®

The statement has been made that the demand for this type
of loan exceeds the amount which the national government has
made available for the purpose. This situation has led to the

“ The detailed statistics of this program are not included in the present book as they
are not of significance in this Study.
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suggestion that ordinary financial institutions might well carry

so much of the loans as are safe investments of private investing

agencies, and that the government supply the balance itself or

insure private financial institutions in so doing, following the

pattern of the Federal Housing Administration.^^

This review of the tenant purchase program suggests that it

is designed primarily to help at least reasonably competent

persons to get established as farm owners, rather than to extend

relief to those who are submarginal and in great need. We come
now to the programs concerned with the more difficult cases.

REHABILITATION LOANS AND GRANTS

The rural rehabilitation program of supervised loans and

grants has been the major feature of the work of the Farm
Security Administration. In its report to the Select Committee,

it presented the following over-all statistics.^® It placed the num-
ber of farm families to which loans have been made at over

950,000 and the number receiving assistance in planning and

carrying out tlieir farm and home operations at about 425,000.

Over 200,000 had repaid their loans in full. Some 350,000 fami-

lies to whom loans have been made are not in receipt of super-

visory assistance, but the Administration has the duty of col-

lecting from them on behalf of the government if they have

income from which the loans and the interest due can be paid.

Some have left the farms since the loans were made and are now
engaged in other activities.

To give a rough idea of the financial magnitude of this loan

program, it may be noted that the aggregate of the loans made
in the fiscal years from 1936 to 1943 inclusive was over 778

million dollars and at the end of the fiscal year 1943 the loans

outstanding were over 400 millions.^® The aggregate of non-

repayable grants made under the program up to June 30, 1943

is reported as over 1 52 millions.

The program had its origin, as previously noted, in the relief

work financed by the national government beginning in 1933,

Select Committee Hearings, Pt. p. 903.

Tlie same, Pt. 3, p. 982.

The same, p. 985.
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but the problem was by no means the result exclusively of the

general depression. Part of it was chronic, part of it resulted

from the severe drought of 1934 which affected the Great Plains,

the Corn Belt, and certain areas of the South. The adminis-

trators had in fact to deal with many different kinds of cases

which might roughly be grouped in four major categories, al-

though the lines between them cannot be sharply drawn; (i)

families which were normally able through their own efforts

to make a living on the farms they had, at least up to a reasona-

ble minimum of subsistence, and whose difficulties were mainly

attributable to either the general depression, the drought, or the

two in combination; (2) families which even in reasonably good

times could not make a satisfactory living because of physical

or mental deficiencies, habits, character, or managerial ability;

(3) families whose difficulties, more or less chronic, resulted

basically from a lack of the knowledge, skills, and point of

view necessary to enable them to modify or abandon a fixed

pattern or activity and adopt a new or modified one that would

enable them to get along by their own efforts; and (4) families

whose difficulties, again more or less chronic, arose from poor

land or poor equipment or a combination of the two.

Outright relief, through grants, in order to prevent want
was at least for a time essential for all these families, regard-

less of the class to which they might be assignable. That
fact was fairly obvious. Equally obvious was the fact that

relief was not necessary because of unemployment in the urban

sense. The necessity for giving relief would not, for thousands of

them, be terminated by getting a job. In an urban sense the

workers already had work to do; they needed facilities with

which to work, and in some cases education, direction, and
supervision to make that work effective, and in other cases

assistance in correcting or relieving impairments due to physical

defects. The program therefore called for:

I. Relief grants made at the outset to carry the family along

until it was again on its own feet; and in some cases renewed
from time to time thereafter in event of illness or death in the
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family, crop failures or human failures where the workers had
not succeeded in mastering the new ways or displayed the in-

terest, ingenuity, or “stick-to-itiveness” necessary for even par-

tial success.

2 . Loans to obtain necessary equipment, seed, fertilizer.

3. Adjustment of debts due for taxes and prior loans on land,

equipment, or crops to prevent foreclosures, evictions, or seizure

of necessary equipment and personal property.

4. In some cases, relocation on land that offered an oppor-

tunity for a passable measure of success.

5. In many cases a very considerable measure of education,

assistance in planning, and at least general direction if not im-

mediate close supervision.

The rural rehabilitation loans and grants were thus made not

only to relieve immediate want but to re-establish or establish

families in successful agricultural production. This objective

raised major issues of two types, which should be briefly pre-

sented.

1. Agricultural production in the United States was in excess

of effective demand, and the government was spending public

funds to curtail it and to dispose of surpluses. Under this new
special program, it was spending public funds not only to restore

the productivity of farmers who had been temporarily knocked

out by the drought but to raise the level of productivity of oth-

ers, many of whom had never been really successful producers.

By these subsidies it was attempting to prevent that liquidation

of the less successful which in the absence of government inter-

ference comes from improved and cheaper methods of meeting

the effective demand.

2 . The farm families thus subsidized by the government were

competitors or potential competitors of unsubsidized producers.

Although attention is frequently directed toward the competi-

tion between the large, highly mechanized, and efficient farms

and the marginal or submarginal small or family sized farms,

it must be remembered that many operators of small or mod-

erate sized farms were not eligible for rehabilitation loans and
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grants. This competition will be considered under the headings

of eligibility for loans and grants, the necessity for repayment,

and interest.

Eligibility. In general a farmer was not eligible for a rehabili-

tation loan if his position was such that he could secure credit

from established financial institutions. As has been previously

noted, the government through its farm credit policies had

furthered the establishment of a co-operative financial sys-

tem for making loans to farmers at favorable rates of interest

and upon reasonable terms. If the farmer could secure credit in

that way he was ineligible for a rehabilitation loan. If a grant to

offset his losses as the result of the drought would so far restore

his financial position that his credit would be satisfactory, he

might be eligible for the grant but not eligible for a rehabilita-

tion loan. As a matter of fact, in the drought areas a substantial

number who got temporary relief through grants were not eligi-

ble for rehabilitation loans.

The borrower from an established agricultural credit agency

operating on a business basis must comply with its require-

ments. Its officers and directors must preserve its solvency.

They cannot make initial loans or renew old ones unless the

prospects are that over a reasonable period the borrower will

be able to pay principal and interest in full. They are ex-

tremely likely, moreover, to refuse to make a loan if they believe

the borrower is getting over his depth with respect to either

business expenditures and investments or expenditures for con-

sumers’ goods that do not enhance capacity to pay.

The administrators of rural rehabilitation loans operated un-
der no such restrictions. In the first place they were lending

government money, and the government bore all the risks. Un-
less they violated the rules under which they were operating,

they made no initial loans except to persons whose credit was
already too poor to warrant a commercial loan. Under such
circumstances they could scarcely be as rigid with respect to

repayments, renewals, and supplemental loans as would the
officers of financial institutions responsible for preserving sol-
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vency» They were spending or investing government money to

rehabilitate a family. The evidence suggests that in a substan-

tial number of cases the borrowing permitted for equipment and

for consumers’ goods that did not materially add to capacity to

pay was greater than a thrifty farmer would have approved.^^

Naturally such a business would entail substantial losses to the

government.

Interest, The interest rate on rehabilitation loans presents

some curious anomalies. The United States Manual for the win-

ter of 1943-44 (p. 357) says: '‘They [the rehabilitation loans]

usually are repayable in 5 years at an interest rate of 5 per

cent.” Had the provisions of the Bankhead-Jones Act with re-

spect to rehabilitation loans been followed^ the rate of interest

on these loans could not have been at a rate in excess of 3 per

cent per annum.^® Apparently administrative officers vested

with discretionary authority did not want it to appear that the

interest on rehabilitation loans was lower than the prevailing

rates for normal agricultural loans.^®

The Farm Security Administration^ as a matter of fact,

never collected anything like 5 per cent on its outstanding

loans. According to calculations made by us on the basis of

data submitted to the Special Committee of the House/® the

interest actually collected was less than i per cent for each of

the years from 1936 to 1939 inclusive. In 1940 it rose to 2.69

and increased annually thereafter to 3.4 in 1943. The average

rate for the entire period according to our computations was ap-

proximately 2.5.

With respect to interest not paid when due, the F.S.A. did

not follow the common commercial practice of adding the un-

paid interest to the principal for future calculations of interest.

Thus if a borrower failed to pay interest due in 1937, he

could satisfy that part of his debt by a payment of $20 at any

See Report of Select Committee, p. 9.

50 Stat. 525.

For testimony with respect to the interest rate see Select Committee Hearings,

Pt. I, pp. 52-54.

The same, Pt. 3, p. 985,
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time. Since the average rehabilitation loans were relatively

small, |4I!2 for original loans and $102 for supplemental loans,®^

the rule of no interest on interest was not a matter of great

financial consequence in this program. It was, however, of

great importance in the resettlement program as will be dis-

cussed later.

Repayment. The administrators of the rehabilitation loans

had authority to make grants, which did not have to be repaid,

to persons who were indebted to the government for rehabilita-

tion loans. Such a situation perhaps naturally led to the

charge that some borrowers paid part of their debt to the

government with money given to them by the government.

Administrators denied before the committee that money

was granted to enable borrowers to repay, but grants were

made for other purposes to borrowers. It is a commonplace

in family finance, however, that a gift to meet one pressing

family need increases the family resources and thus the amount

of money available for other purposes. It is therefore inescapa-

ble that the rehabilitation borrowers are on an entirely different

basis from that of the independent farmer who receives no per-

sonal and individual subsidy.

The status of the rehabilitation loans as of February 28, 1943

is shown in the table on page 301, which distinguishes the loans

made from the state corporation trust funds from the gener-

ally later loans made from emergency relief and reconstruc-

tion finance funds. It also shows separately the loans made to

individuals and those made to co-operative associations.®^

Loans to individuals made from Emergency Relief or Recon-

struction Finance Corporation funds have the best record. As of

February 28, 1943 the matured principal of these loans was
roughly 377 million dollars of which a little less than 325 mil-

lions or 86 per cent had been repaid. The delinquent indebted-

ness for principal was on that date 52.6 millions. Delinquent in-

debtedness, it will be noted, exceeded the total interest payment
of 45.3 millions by some 7.3 millions.

The same, p. 988.

For the figures by states see the same, pp. 995-97.
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Rural Rehabilitation Loans as of FEBRUAny 23, 1943
(Figures except percentages, in thousands)

Item

From Emergency
Relief and focon-
^tmetion Finance

Funds

From State Corporation
Trust Funds

To Individuals

To
Individ-

uals

Tq
Associa-

tions®
All

States^

States

with
Complete
Data®

To^
Associa-

tions^^

Loan advances $684,185 $35,657 $59,598 $55,199 $423
Loans outstanding 331,239 34,398 26,882 24,633 299
Matured principal

Repayments on matured prin-

377,264 1,444 42,946 163

cipal

Prepayments on unmatured
324,604 1,067 31,756 29,623 124

principal 28,342 191 942 942 1

Interest payments
Ratio of repayments to matured
principal:

45,270 902 4,557 4,557 23

Excluding prepayments 86.0 73.9 — 69.0 75.8
Including prepayments 93.6 87.2 — 71.2 76.5

* No loans to associations in Connecticut, Delaware, Kentucky, Massachusetts,
Rhode Island, Vermont, and Hawaii.

^ No loans to individuals in Connecticut, Delaware, Maryland, Massachusetts, and
Rhode Island.

« Exclusive of Kentucky, North Carolina, Tennessee, Virginia, and West Virginia, for

which figures for maturity and interest payments are not available. See also note (b).

No loans to associations except in Michigan, Minnesota, Mississippi, New Jersey,

New Mexico, North Dakota, Ohio, and Wisconsin.

Delinquent indebtedness must be divided into two classes;

1 . Where the loan has not been liquidated by foreclosure, and

the government still has some security for the loan.

2. Where the security for the loan has been seized and sold,

and the proceeds of the sale applied to payment of principal.

In rehabilitation loans the sales frequently did not liquidate the

debt but left the borrower owing the government an entirely

unsecured debt. As of December 31, 1942, F.S.A. showed 26.6

millions due the government from borrowers whose chattels and

crops had been sold to satisfy the loan. Proceeds of the sales are

of course credited on the books as repayment of matured loans,^

With respect to indebtedness remaining after foreclosure the

F.S.A. report says: “Even though there is no mortgage security

.

,

Tbe, same. Ft... 3, p. 994.
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behind these liquidated balances, part of the money will be

collected.”®* Some thousands of former F.S.A. borrowers thus

owed the government in the aggregate about 26.2 millions for

a closed chapter. Such debts are a disturbing factor in any

benevolent loan program. They represent in the main losses

to the government, but more important they may represent

failure to individuals and families. Persons who make loans to

individuals, particularly individuals with limited financial ex-

perience, bear a heavy responsibility. At the time loans are made,

it is easy to load the borrower up with a debt he cannot carry

unless he is successful and lucky. If independence and self-sup-

port are the aim, loans should be kept well within capacity to

pay. At times such a rule leads to refusal to make any loan and

necessitates meeting the immediate needs of the family through

relief in some form until work for wages becomes available.

In the table on page 301 the loans to individuals from state

corporation trust funds show the poorest record. If the five

states for which data were incomplete are omitted, the matured

principal was about 43 million dollars and repayments were

about 30 millions, leaving 13 millions or about 31 per cent de-

linquent. In this connection the following statement from the

report of the F.S.A. is pertinent:

When the 43 State rural rehabilitation corporations were trans-

ferred in trust to the Resettlement Administration, there was a great

variety of commitments which had been made by the corporations,

as well as many accounts which were of dubious validity. Many of the

corporations had made advances for subsistence, and had established

such advances on their records as loans, although it was recognized

that cash repayments would not be required of the recipients. In a

number of States, funds were advanced with the understanding that

repayments could be made in the form of cash, produce, or work.

Examination revealed that many clients had not received credit for

work performed.

Corrections, therefore, have been necessary in the records of the

Corporation trust funds to correctly classify the advances and to give

clients credit for work performed. As of June 30, 1942, the total ad-

The same, p. 994.
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justments effected, including reduction of the book value of the out^-

standing indebtedness of some accounts, amounted to ?! 0,1 68, 166.

This amount, however, is subject to further adjustment since the

reduction in book value is restored for those accounts where subse-

quent collection becomes possible.

The amount of loans, maturities, and collections shown in the

accompanying tables are after the adjustments indicated above had
been made up to February 28, 1943.®®

This quotation makes it clear that the books have been “ad-

justed” to the extent of about 10 millions. Adding 10 millions

to the 59.5 million dollar loan advances shown in the table

would give nearly 70 millions, which indicates that the sum

written off by adjustment was about 14 per cent of the total.

Loans and grants by states. On page 304 we are including a

table which shows for individual states geographically ar-

ranged the amount of (i) rehabilitation loans and (a) rehabilita-

tion grants cumulative to June 30, 1943, together with the per

cent distribution by states and the per capita figures based on

total farm population at the census of 1940.

It is apparent that high per capita loans were made in the

western states which frequently suffer from inadequate rainfall.

The states which had loans of $65 or more per capita of farm

population were: Idaho $67.54, South Dakota $79.12, Utah

Nevada $83.94, Colorado $92.18, Montana $110.43,

and Wyoming $213.14. Some of these states likewise stood

high in per capita grants although high grants and high loans

did not necessarily go together. California and Arizona both

had comparatively high payments for grants per capita but not

comparatively high ones for loans.

States with per capita loans of $25 but less than $65 were:

Mississippi $25.70, Georgia $25.71, Missouri $25.72, Ari-

zona $28.56, Alabama $29.65, New Hampshire $31.37, Texas

$31.72, Louisiana $32.21, Arkansas $34.17, Oregon $35.28,

Washington $35.78, Kansas $39.27, Florida $40.21, New Mex-

ico $40.56, Oklahoma $41.70, Nebraska $45.12, North Dakota

The same, p. 994.
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State

Farm
Popula-
tion

1940
(In

thou-
ands)®

Rural Rehabilitation Loans
Cumulative as of June 30, 1943

Rural Rehabilitation Grants
Cumulative as of June 30, 1943

Amoimt
(In

thou-
sands)®

Per Cent
Dis-

tributed

Per capita

of Farm
Populatioi

1940

Amount
(In

1 thou-
sands)®

Per Cent
Dis-

tributed

Per capita
of Farm

Population
1940

United States
,

30,547^ $775,851^ 100.00 $25.33 $151 ,931*^ m.oo $4.97

NORTHEAST 3,235 50,707 6.SS 15.67 2,489 1.64 .77

New England '622 18,403 2.38 29.59 466 .31 .75

Maine 176 11,116 1.44 63.16 239 .16 1.36

New Hampshire. .

.

70 2,196 .28 31.37 66 .04 .94

Vermont. 107 2,405 .31 22.48 88 .06 .82

Massachusetts . . .

.

147 1,329 .17 9.04 37 .02 ,25

Rhode Island. ...

.

17 355 M 20.88 23 .02 i.3S

Connecticut ...... 105 1,002 .13 9.54 13 .01 .12

Middle Atlantic , 1,788 21,231 2.74 11.87 1,141 .75 .64

New York 730 10.228 1.32 14.01 533 .35 .73

143 2,680 .35 18.74 136 .09 .95

Pennsylvania 915 &',32S 1.07 9.10 472 .31 .52

Other 825 11,073 1.43 13.42 882 .58 1.07
46 357 .05 7.76 23 .02 .50

246 2,308 .30 9.38 225 .15 .91

West Virginia 533 8,408 1.08 15.77 634 .41 1.19

SOUTHEAST. 12,486 262,517 33.92 21.02 26,833 17.66 2.15
986 8,660 1.12 8.78 453 .30 .46

North Carolina 1,660 24,894 3.22 15.00 1,675 1.10 1.01

South Carolina. . .

.

917 18,666 2.41 20.36 2,712 1.79 2.96
1,368 35,165 4.54 25.71 3,950 2.60 2.89

Florida '305 12 ,'263 1.58 40.21 1,795 1.18 5.89
Kentucky 1,261 11,215 1.45 8.89 2,414 1.59 1.91

Tennessee 1,276 10,251 1.32 8.03 635 .42 .50

Alabama 1,343 39,819 5.15 29.65 6,267 4.12 4.67
Mississippi 1,403 36,051 4.66 25.70 3,043 2,00 2.17
Louisiana 854 27,504 3.55 32.21 1,409 .93 1.65

Arkansas 1,113 38,029 4.92 34.17 2,480 1.63 2.23

MEDDLE STATES 7,609 140,273 18.13 18.44 18,762 12. 3S 2.47
Ohio 1,089 14,391 1.86 13.21 988 .65 .91

Indiana 816 13,021 1.68 15.96 ’ 375 .25 .46
Illinois 979 15,271 1.98

!

15.60 1,555 1.02 1.59
Michigan. 871 13,515 1.75 15.52 986 .65 1.13
Wisconsin. 883

1

17,200 2.22 19.48 4,381 2.88 4.96
Minnesota 915 ! 20,989 2.71 22.94 3,064 2.02 3. 35
Iowa....... 931 16,947 2.19 18.20 828 .55 .89
Missouri 1,125 28,939 3.74 25.72 6,585 4.33 S.8S

NORTHWEST 2,347 152,864 19.78 65.13 71,218 46.87 30.34
North Dakota. ..

.

328 15,630 2.02 47.65 20,898 13.75 63.71
South Dakota 307 24,291 3.14 79.12 23,175 15.25 75.49
Kansas 607 23,834 3.08 39.27 7,629 5.02 12.57
Nebraska 498 22,472 2.90 45.12 8,509 5.60 17.09
Colorado. 253 23,322 3.01 92.18 2,940 1.94 11.62
Utah 105 8,321 1.08 79,25 721 .47 6.87
Montana 176 19,435 2.51 110.43 6,146 4.05 34.92
Wyoming. 73 15,559 2.01 213.14 1,200 .79 16.44

SOUTHWEST 3,382 117,777 1.8.22 34.82 16,393 10.79 4.85
Oklahoma 930 38,783 5.01 41.70 5,926 3.90 6.37
Texas 2,160 68,519 8.86 31.72 5,828 3.84 2.70
New Mexico. ..... 178 7,219 .93 40.56 2,114 1.39 11.88
Arizona. 114 3,256 .42 28.56 2,525 1.66 22.15

PACIFIC NORTHWEST . . . 802 35,013 4. S3 43.66 3,627 2,39 4.52
Idaho 203 13,710 1.77 67.54 929 .61 4. 58
Oregon 259 9,138 1.18 35.28 1,156 .76 4.46
Washington 340 12,165 1.58 35.78 1,542 1.02 4.54

PACIFIC SOUTHWEST 686 14,700 1.90 21.43 12,609 8.30 18.38
California 670 13,357 1.73 19.94 12,571 8.27 18.76
Nevada 16 1,343 .17 83.94 38 .03 2.38

® Farm Security Administration, Hearings he/are the Select Committee a jthe House Committee onAgri-
Pt. 3, 78 Cong. 1 sess., pp. 1020-21.

° The same, pp. 986-87.
® The same, p. 990.
“ Obtained by addition of items for individual states.
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$47.6$, and Maine #63.16. Among these will be recognized some
of the western states, not included in the list with very high

per capita rates, which have inadequate rainfall in some parts

and several of the cotton states. Washington and Oregon are

probably in this list because the depression seriously alfected

the marketing of their fruit crops. Maine and New Hampshire

represent states in which many farms have been abandoned in

the past because the land is submarginal so far as eifective pro-

duction under modern conditions is concerned.

Farm debt settlements. Incurring debt for making a crop and

possibly for family maintenance between one harvest and the

next is a common feature in farming. Rural rehabilitation

therefore frequently necessitated working out arrangements

whereby the farmers could get out from under a heavy burden

of accumulated debt. The Farm Security Administration under-

took the task of farm debt settlement or adjustment not only

for farmers who were applicants for its loans or grants but also

for other farmers in the areas where it worked. It rendered a

general service of debt settlement.

The usual form of organization for debt settlement was to set

up a paid local committee of three members representing cred-

itors and debtors. These local committees were organized,

trained, and supervised by regular employees of the F.S.A. The
cost for the salaries of the committee members was, however,

an insignificant item in total expenditures for farm debt adjust-

ment services. In 194a, for example, expenditures for the com-

mittee members were #153,759, compared with #1,436,487

for salaries paid F.S.A. regular employees for debt adjustment

work. Traveling expenses paid for the regular employees were

more than twice the amount paid to the local committees.*® The
total cost of the service in 1942 was #1,950,655, which was the

highest in the four-year period from 1939 to 1942 inclusive.

The figures for the number of cases handled and the amount
of debt adjustment do not show any such tendency to increase

in successive years. The highest number of cases involving in-

dividuals reported by F.S.A, was 35,303 in 1941. The next high-
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est number was 32,871 in 1936. The highest amount of debt

involved prior to adjustment was 98.8 million dollars in 1936,

reduced to 75 millions, representing a debt reduction of 23.8

millions. In 1937, the next highest year, the debt involved

was 95.8 millions adjusted to 70.7 millions, a reduction of

25.1 millions. In 1942, when administrative costs exceeded

1.9 millions, the debt involved was 31.3 millions, adjusted to

26.8 millions, a reduction of 4.5 millions. Thus in 1942 adminis-

trative costs were over 40 per cent of the amount saved debtors

through the adjustments.

In explanation of the tendency of administrative costs to rise

while tlie amount of debt involved and the debt reduction

tended to diminish F.S.A. officials pointed out that the paid

committees and the F.S.A. employees paid to instruct and

supervise them were devoting their energies to improving the

condition of tenancy in the interest of the tenants and to secur-

ing increased agricultural production. A question arises as to

whether such activities belong in a relief and rural rehabilita-

tion program conducted exclusively by the national govern-

ment, or whether they should not be in the highly developed

federal-state-county co-operative program.

Farm co-operatives. Funds appropriated for rural rehabilita-

tion were used to some extent for the development of co-

operatives. Since some of these ventures have been subjected to

severe criticism, it seems wise to quote at length from the re-

port of F.S.A. to the House Committee:

The present policies and practices of the Farm Security Administra-

tion respecting the financing of cooperatives are quite different from
those which prevailed in the Resettlement Administration and during

the first year or two of the life of the Farm Security Administration.

In those earlier years, cooperatives were viewed chiefly as vehicles

for project development, and as agencies through which rather large

groups of farmers could be provided with services or facilities of a

highly commercial nature. Loans were sometimes made to newly
organized associations, whose members had insuflicient experience in

cooperative activity, and who were lacking in a real understanding of
membership responsibilities.

In contrast to these early lending activities the present cooperative
program is primarily one of the tools used in increasing the productive
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capacities and incomes of individual rehabilitation borrowers. It is

based on the hard facts of the small farmer's situation and adapted
to his needs. Many small farmers cannot afford to own as individuals

modern heavy machinery or purebred sires; or are unable to buy
high quality seed and similar supplies in small lots at reasonable

prices. In many poorer areas, local marketing facilities are either

not available or are of a very inadequate nature especially for some
of the much needed war crops. It is to meet situations of this general

nature that some sort of group activity is necessary on the part of

low-income farmers. The Farm Security Administration cooperative

program is aimed primarily at financing this type of activity. The
earlier loans continue of course to be serviced and the associations

aided in improving their financial status. The real emphasis on the

cooperative program for the past three or four years, however, has

been to bring needed services to rehabilitation borrowers which they

cannot economically have as individuals. Borrowers are encouraged

and assisted to participate in existing cooperatives which are equipped

to give services suited to their needs.®^

The F.S.A. report then continues with the following state-

ment regarding the loans for simple services:

By far the greatest and most significant part of the Farm Security

Administration cooperative program is the making of loans to individ-

ual farmers which are used to purchase jointly a piece of heavy ma-
chinery, a purebred sire, a farm truck, or some similar piece of cap-

ital equipment. The loans are individual loans, but they are pooled

by the borrowers for group use; and a plan of group operation of the

equipment is worked out.

For instance, if two or more low-income farmers decide that they

want to apply to the Farm Security Administration for a group

service loan, an application is prepared and loan papers are drawn up
for each of them individually. The supervisor helps them work out a

sound plan for using the service jointly, and aids in developing a

scale of fees for its use. When the loans are approved, the funds are

pooled and deposited in a bank account established for the purpose.

Checks are written against this account only by the elected secretary-

manager of the service, and countersigned by the Farm Security

supervisor. These loans bear 3 per cent interest.

After the several borrowers have received their funds and deposited

them in the special bank account, the facility is purchased, and an

accurate record is kept by the secretary-manager of all services per-

formed, service fees collected, and expenses incurred. The owners,

The same, p. 1000.
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as well as other participants, usually pay the customary charge for

the use of the equipment or animals. Each borrower mortgages only

his fractional ownership interest in the property to the Government

and other collateral security as required, and each joint owner is

responsible for the repayment of only his share of the total funds

borrowed from the Farm Security Administration.

These simple service loans, providing capital resources for small

farmers, are the largest single phase of the Farm Security Administra-

tion cooperative program. Through December 31, 1942, the Farm
Security Administration had aided in the establishment of 21,271

such group services. Of this number, the loans had been completely

repaid for 3,670. Only 822 had been failures and were liquidated. The

remaining 16,779 were being serviced and supervised, as a regular

part of the Farm Security Administration rehabilitation effort. About

185,000 families were participating in these groups. Approximately

9.900 of these groups are providing machinery services. An additional

3.900 are sire services, and the balance represent a wide diversity of

capital items commonly used by small farmers.®*

Leasing and co-operative farming associations. The F.S.A. as

part of its rehabilitation program carried on experiments in or-

ganizing associations or corporations which carried on collec-

tive farming. Three different forms should be distinguished.

I. Land leasing associations. Here the practice was to form

an association to lease a large holding from its owner for a pe-

riod of from five to ten years. F.S.A. would advance tile asso-

ciation on a loan enough to pay one year’s rent in advance. The
association would sublease family-size units to its individual

members. The F.S.A. would then lend the individual members
enough on rehabilitation loans to operate their units. From
their operations they were expected to make enough to pay the

rent they owed the association. The rent payments by aU the

members would supply the money to pay the second year’s

rent to the owner and make the necessary payments on the gov-

ernment’s initial loan for the first year’s rent. From the indi-

vidual farm leasedTrom the association, the operator was also to

earn enough to meet the debt charges on his personal loan from

F.S.A.®*

The same.

The same, p. 1001.
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2. Co-operative farming associations. Low-income families

under F.S.A. leadership would organize a corporation under

state co-operative statutes and would rent a large farm, pur-

chased by the F.S.A. for their use and owned by the national

government. The members of the association elected a board of

directors which appointed a manager, who in turn selected the

foremen. Members worked for the association or corporation.

They were supplied with quarters, food, and the like and were

paid approximately prevailing money wages for hours worked.

If the association made a profit, the members shared in the

profit in accordance with hours they had worked.'**’

3. Associations operating under long-term leases. The dis-

tinctive feature of these associations was that the government

leased the land from the owners for long periods, generally 99
years. In some cases the land thus leased by the government was

in turn leased to a leasing association which in turn subleased

it in family-size units to individuals as in the leasing associa-

tions described in (i) above. In other cases the land leased by

the government for the long term was operated by a co-opera-

tive farming association or corporation as described in (2).'**

The short-term leasing associations resembled private land

holdings where the landlords lease to renters, whereas the col-

lective farms resembled great farms which are managed by a

single operator with much hired help. They had three char-

acteristics in common:
1. Since the land was leased or not subdivided into individual

units, the person being rehabilitated could not look forward to

ownership of the property he was operating. If farm ownership

was his ambition, the most he could do as a tenant or a worker

for the corporation was to accumulate a reserve toward acquir-

ing an equity in some otlter property.

2. The government through F.S.A. employees was contribut-

ing to the association or the corporation, without cost to it, the

direction or supervision which under the private enterprise sys-

tem would be furnished by the landlord or the owner or manager

of the big farm.

The same, p. 1005.

The same, p, 1004.
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3. The basic financial risks were borne by the government,

whereas the profits went to the members of the association or

to the workers for the corporation.

The financial data for the short-term leasing associations

presented to the House Committee as of the end of 1942 dis-

closed, as would be expected, a reasonably satisfactory situa-

tion.^** The associations were not paying for the managerial and

supervisory services being supplied by the government. They

were reaping the benefits from the strong demand for agricul-

tural products that resulted from the war, while paying rents

fixed in prewar years. Except in Louisiana, the associations in

each of the seven southern states having them showed a

profit on the operations for 1942, and in none of the states

was there a default on payments of matured principal. The
financial success or failure of such experiments cannot, how-

ever, be determined by figures for a few years, especially

when several of them have been abnormally good from an agri-

cultural standpoint.

The collective or co-operative farming associations financed

from appropriations for rural rehabilitation resemble the re-

settlement projects established by the F.S.A. and its predeces-

sors. In 1944 the F.S.A. officials reported to the House Com-
mittee that the collective farming associations were in process

of liquidation. From the hearings one would conclude that

there were four major reasons for their liquidation: (i) the

use of appropriations for experiments in collective agriculture,

especially after the passage of the Bankhead-Jones Act, was of

questionable legality; (2) many members of Congress—and it

may be contended Congress itself in passing the Bankhead-

Jones Act—were opposed to collective farming as were the

Grange and the Farm Bureau Association; (3) many of the

persons being rehabilitated on collective farms had imbued in

them the desire to own and operate their own farms, so that a

permanent status that held no prospect of ultimate ownership

did not appeal to them; (4) the form of organization and man-
agement meant a degree of supervision and direction to which

The same, p, 1002,
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they were not accustomed and that seemed to some a benevolent

form of slavery/®

Health Insurance. The F.S.A. rehabilitation program had one

feature of great interest and significance—its provisions for

medical care. Although in some countries the provision for

medical care for individuals and families has been a first objec-

tive of social insurance^ such provision is conspicuous by its ab-

sence in the national programs in the United States, except for

special classes. The rural rehabilitation program is thus de-

scribed in the F.S.A. report to the committee:

The principle of voluntary health insurance is the foundation of the

Farm Security Administration medical care program—voluntary on
the part of the families, and voluntary on the part of the local doctors

who participate. Each family pays a fee at the beginning of a i-year

period. The money is pooled and divided into 12 equal parts, i for

each month. The doctors, then, instead of submitting the bills to

their patients, submit them to the treasurer of the health association.

Fees range from about $15 in some counties to as much as $40 or

more in others, depending on services provided and on the ability of

the group to pay for medical services. These fees usually cover

physicians’ services, including home and office calls and obstetrical

care; surgery, limited hospitalization, and ordinary drugs. The doc-

tors are paid on a fee-for-service basis, as they are paid in their private

practice. The only difference is that they are paid from a pooled fund
made up of annual fees contributed by the families. If the funds are

As persons familiar with lending money to be secured by mortgages know, the

lending agency must, as a rule, take some steps to see that the proceeds of the loan are

applied in accordance with the purposes for which the loan is made. Such steps are

peculiarly necessary in dealing with persons inexperienced in management and the use

of money, as a high proportion of the F.S.A. beneficiaries were. The customary device

of the F.S.A. was to require the client to have a bank account, to pay the proceeds of

the loan by a check so made that it could only be deposited in that account, and by
agreement with the banks and the client to have the bank account so controlled that

no check drawn by the borrower could be honored unless it was countersigned by the

appropriate F.S.A. employee. Since the government had an interest in many other

payments made to the client, the device of the controlled account also had to be applied

to them. Under the system, in many instances, the clients were, moreover, required to

keep detailed accounts and records; the obligation to keep these books was made part of

the contract. Viewed from the standpoint of the government administrators, all these

procedures were reasonable and necessary, but from the standpoint of many clients,

the loss of the privilege of doing as he pleased was too high a price to pay for being

rehabilitated by the government. Since the government had not as yet attained a

monopoly, the client could still escape, perhaps to less security and to a lower level of

living but to a kind of personal freedom which to him was worth the price.
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insufEcient to cover all bills in full, the participating physicians agree

to accept a prorata share for the services they render.

In some cases dental services arc covered in medical care plans. In

addition, separate dental care plans have been organized in 252 coun-

ties. This program is carried on in cooperation with county dental

societies. Altogether, more than 242,000 people are members of plans

offering dental care on a prepayment basis. . . .

Farm Security Administration health plans are democratically

governed. The members select from their own number a committee or

board of directors to represent their interests. The doctors select a

committee to handle all problems of a medical nature. The Farm
Security Administration has little part in the actual operation of the

program. It helps to set up a plan, and, where necessary includes in a

family’s loan the amount needed to pay its membership fee.^^

F.S.A. in all its activities has given consideration to the im-

provement of farm sanitation. It is not necessary here to give

the details.

THE RESETTLEMENT PROJECTS

The resettlement projects have provoked more criticism of

the Farm Security Administration than any other phase of its

program.^® From the report of the F.S.A. to the Select Committee

of the House a brief paragraph will be quoted, because it dis-

closes the administrative point of view that prevailed in de-

termining policy.

The resettlement projects were not launched as real-estate invest-

ments. They were built with funds appropriated by the Congress to

combat unemployment and economic stagnation in a constructive

way. The development of these projects added to the value of the
Nation’s rural communities just as hospitals, post offices, school

buildings, sewer systems, and many other types of public works add
to the values of cities through billions of dollars of Federal money
which the Government does not expect to recover.'^®

If one accepts the point of view thus expressed, the success or

failure of these projects is not to be determined by an examina-
tion of the financial results. In our judgment, however, the

financial results are highly relevant. From time to time experi-

Select Committee Hearings, Pt, 3, pp. 1007-08.
The same, pp. 1030-33.

The same, p. 1031,
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ments demonstrate that a certain objective can be obtained in

a given way, but the costs of doing it in that way are so high as

to make the method impracticable for large-scale use. Especially

in dealing with public money in the postwar economy a major

problem will be how to distribute the available funds so that

they will do the most good. Comparatively costly things which

benefit only a relatively small number of persons may have to

be abandoned, and the available money applied in ways which

affect larger numbers. If choices have to be made among differ-

ent methods, relative costs deserve careful consideration.

A philosophy that puts resettlement projects in the same

class with hospitals, post offices, school buildings, sewer sys-

tems, and other general public works is not to be accepted with-

out question. It would seem that in governmental activities a

sharp distinction should be drawn between capital outlays that

serve all classes of people without discrimination and capital

outlays made for the benefit of a specially selected group. The
distinction is particularly significant in cases like the resettle-

ment projects where the advantages of the government bounty

cannot be extended to all persons who fall in a clearly defined

class but only to such members of that class as may be selected

for the preferential treatment. Such selection may conceiv-

ably be justified in conducting an experiment, but in exam-

ining the results it is relevant to consider costs, to ask if it is

practicable to extend such a service to all in the class, and if

such a program represents the most effective way in which the

sums involved could be expended for the general economic and

social welfare.

Statistics of cost. From this general point of view we shall ex-

amine the summary statistics of the resettlement projects in the

rural communities that remained under the F.S.A.

As ofJune 30, 194a the total capital invested in these projects

was 72 million dollars. Of this sum 55.9 millions had been in-

vested in the development of 9,559 family units. Each unit rep-

resented, therefore, an investment of over $5,800. In addition

the F.S.A. had made rehabilitation loans to individuals on the

projects amounting in the aggregate to over 16.5 millions, of
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which a little over io millions was outstanding as of February

28, 1943
«

The recapitulation of the operating costs of these projects as

given by the F.S.A. as of June 30, 1943 is reproduced in the ta-

ble below.

Recapitulation by Project Type*^

Description
Community
Projects

Subsistence

Homesteads
Scattered

Farms Total

Operating costs:

Management. . . .

.

Operations and main-
tenance

$2,466,743.21

1,012,422.57
844,713.34
341,992.83
431,828.15
25,657,23

$ 96,608.52

34,038.51
12,875.12
5,452.37

38,390.91
62.40

$2,477,300.29

' 970,810.91
1,485,820.16
383,955.11
230,022.53
54,452.52

$ 5,040,652.02

2,017,271.99
2,343,408.62

731,400.31
700,241.59
80,172.15

Taxes
Insurance

Other operating costs

Donations

Total operating

costs 5,123,357.33

2,677,171.14

187,427.83

24,921.89

5,602,361.52

3,385,187.46

10,913,146.68

6,087,280.49
Income to June 30,

1943....

* Select Committee Hearings, Pt. 3, p. 1132.

The first point to be noted is that total operating costs of 10.9

million dollars exceeded income of 6.1 millions by over 4 mil-

lions. Management costs alone amounted to 5 millions or

roughly five sixths of income. The reader familiar with operat-

ing statements will note the absence of two familiar headings

“Interest” and “Depreciation.” The total capital invested in

the projects for which the operating costs are given is about

71.5 million dollars so that interest at 3 per cent would amount
to over 2 millions a year. The developmental costs, excluding

land costs, amounted to 46.2 millions. A depreciation reserve at

3 per cent to write off all the developmental expenses in 40
years would require an annual payment of roughly $600,000
a year.

The omission of interest and depreciation results from the

position taken by F.S.A, administrators that these resettlement

projects are public works in a class with schools, hospitals, and
sewer systems that are designed to serve all classes of the popu-

The samsj.p. 1117.



RESETTLEMENT PROJECTS 3IJ

lation. With respect to such public works it has been common
practice to ignore depreciation and not to charge interest

against the project, although interest may have to be paid on

the debt incurred to build the project. In some communities,

however, water rates include charges to cover in part at least

both interest and depreciation. The F.S.A. administrators made
no distinction between public works designed for all classes

and projects which represent competition with private enter-

prise. A co-operative farming project publicly financed and

managed by employees paid directly or indirectly by the gov-

ernment competes with independent farmers who cannot disre-

gard interest on their debt, and in the long run cannot with

impunity ignore depreciation.

In the defense of the F.S.A. resettlement program the ad-

ministrators included statistics regarding agricultural pro-

duction on the various projects.'*® Statistics of production, not

analyzed with respect to cost of production, are not in our

judgment of great significance in tlie evaluation of the success

of an experiment. When the over-all summary figures reveal

operating costs of lo millions, exclusive of interest and depre-

ciation and income of 6 millions, and a capital investment of 71

millions, it is obvious that the cost of production is prohibi-

tively high from a purely economic standpoint.

With respect to many of these resettlement projects and the

co-operative farming associations financed from the rural re-

habilitation appropriations, it was apparently not the original

intention of the responsible administrators that the families

should ever become owners of the land, the houses, or the im-

provements. Such projects were experiments in collective farm-

ing or collective enterprise with the national government put-

ting up the money and with salaried employees of F.S.A. giving

the over-all direction and doing a vast amount of detailed

supervision of the individual workers. It seems fair to say

that in the main they were not designed as demonstrations

They wili be found under the statement of the ^‘Location, Justification, Descrip-

tion and Financial Status” of the several projects, pages 1033 to 1117 of the report of

the F.S.A. to the Select Committee.
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of the economic practicability of such projects, undertaken to

show private farm operators how they could do a better job and

provide their tenants and agricultural workers a better level of

living under existing agricultural and general economic condi-

tions. Rather the first objective was to give the beneficiaries a

better level of living and to extend to them an educational serv-

ice. In many instances the matter of cost was of minor con-

sideration. Two points of view were frequently encountered in

the hearings, (1) it is better to spend the money this way, even

for heavy capital outlays than to spend it for relief; and (2)

these projects are often in the nature of rural slum clearance and

the government should contribute heavily to slum clearance.

Conceivably behind the whole enterprise lay a belief on the

part ofsome concerned with it that the solution of the American

agricultural problem lay in the nationalization of land.^® Ac-

cording to such a point of view, if the agricultural future belongs

Report of the Select Committee, p. 5, says;

"‘By legal interpretations placed upon certain language contained in the several

appropriation acts providing funds for the agency, the officials of the Farm Security

Administration continued to operate an ever-expanding land-acquisition program
under which it illegally acquired title to and possession of hundreds of thousands of

acres of farm land, a very large part of which is not now occupied or in cultivation.

Funds which were appropriated by Congress for the purpose of providing loans for

needy farm families, to be used in the cultivation and harvesting of crops, were used in

the purchase, through corporate devices and schemes, of approximately 2,000,000 acres

of farm and ranch lands. At the time this investigation was undertaken by the com-
mittee, the Farm Security Administration, through the corporations and cooperatives

and other projects which it has been responsible for having created, apparently owned
and controlled more acreage of cultivated land than any other public or private agency
in the Nation. Moreover, the Farm Security Administration is the Nation’s largest

landlord and is conducting farming operations on a larger scale than any other in-

dividual or corporate farm owner in America.

“The most distressing and disappointing things about this land-acquisition program
are the manner in which it has been carried on, the intent with which such lands were
acquired, and the use to which such lands have been subjected. Obviously those re-

sponsible for having acquired such large tracts of land and such a large number of
acres intended that the Government should have the ownership and retain the legal

title to such property in perpetuity and, by such program, intended to prevent the
return of the title to private ownership under fee simple deeds and conveyances. In this

land-acquisition program, the Farm Security Administration, instead of starring low-
income farm families on the road to home ownership and financial independence, has
operated it in such a manner as to prevent actual home ownership and force tenants to

remain tenants. Thousands of those whom the agency has ostensibly undertaken to aid
are still tenants, working for the United States Government or an agency thereof, under
contracts which in many instances are even more harsh and far more exacting than
ordinary contracts between landlords and tenants.”
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to the big mechanized farms, they should be owned by the na-

tion and operated in the interest of the workers on the farm.

No attempt will here be made to debate the pros and cons of

that issue. All that immediately concerns us is that no such

policy had been decided upon by the Congress of the United

States or by the legislature of any state. As a matter of fact it

ran counter to American tradition and was vigorously opposed

by many farmers and farm organizations.

Farmers operating under a private enterprise system were

of course acutely aware of the competition which they had to

face frorp these projects. Although they might pay their work-

ers the same money wage that was paid on the projects, they

could not supply the housing and the other facilities which the

projects olfered. They could not offer a comparable profit-shar-

ing bonus, because their profits could not be figured the same

way. They had to pay interest, depreciation, and all taxes and

they had to supply or hire management. They had to help pay

for roads, schools, and facilities. They had little capital to lend

as rehabilitation loans for house furnishings and equipment.

Thus the competition seemed to them unfair, especially if ener-

getic F.S.A. officers on the public pay roll actively recruited

their tenants and agricultural workers for the government proj-

ects.®® They could not all sell their holdings to the government

or lease them for 99 years. Some of them had to compete with

the government.

The resettlement and leasing association projects have a

characteristic common to most agencies created to rehabilitate

families. They are often judged by individual cases. F.S.A.

An important distinction existed between the farm tenant program and the co-

operative farms. Under the tenant program a farmer applied for a loan and a case

began with his application. A co-operative farm was planned and developed by top

management, designed to provide opportunity for a fairly definite number of families or

workers. When the houses and other facilities were ready, F.S.A. officers had to get the

necessary families. In some cases they had to recruit just as a private farmer may have

to do. Occasionally a private farmer lost employees he wanted to keep to the F.S.A.

project. On certain of the projects some of the housing units were not occupied because

no families wanted them or because the ori^nal planning was defective. After the defense

and war activities developed, some of them were vacated because families went to

defense areas. In a few cases the men went into the armed services or defense industries

leaving the women as the occupants of the project houses. Under these circumstances

F,S.A. had to compete with private farmers t© keep the collective farms running.
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naturally cites its most successful cases while embattled farmers

naturally cite the bad ones, and unfortunately statistical meas-

urements are not very helpful in arriving at evaluations. One

cannot tell from the evidence what the truth is, for obviously

the results are not as good as the cases cited by the F.S.A. offi-

cers would suggest nor, it may be hoped, as bad as some of tire

cases by opponents would suggest. For evaluation we shall

merely cite the general statement made to the Committee by

the Secretary of Agriculture:

Now, much has been said about some of the projects of the Farm

Security Administration. You all know that these projects were

started for the most part as experiments in trying to find solutions to

problems of unemployment and rural poverty. We have carried them

as experimental until we could come to some determination as to

their value. I believe that we are in agreement now that they have

served their purpose and should be liquidated in an orderly manner.®

DIFFICULTIES WITH PROGRAMS

In connection with rehabilitation loans and grants and the

resettlement programs, three somewhat related matters should

be presented: (i) the difficulties of securing competent person-

nel to direct and supervise the persons whose rehabilitation is

being attempted; (2) the reactions of the individuals being su-

pervised to the system; and (3) the political implications of the

programs.

Personnel difficulties. It will be recalled that the employees of

the emergency relief programs were not subject to either the

Civil Service or the Classification Acts. Most of them were not

selected through competitive tests of fitness and no legal safe-

guards were introduced to prevent the appointment of ill-quali-

fied or incompetent persons for purely political reasons. One
could hardly expect such extremely difficult experiments to be

carried through with reasonable efficiency and economy under
such a personnel system. Some of the bungling, waste, and ex-

travagance disclosed through the committee hearings may be

attributed to failure to establish and maintain suitable person-

nel standards.

Select Committee Hearings, Pt. a, p. 907.
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It is not necessarily true, however, that had the best possible

personnel practice been followed, the experiments would have

been really successful. The task of making rural rehabilitation

loans and grants and supervising and directing the families

concerned demanded an unusual combination of qualifications.

The intimate relationships with the members of the family

inherent in the undertaking called for the highest skills of the

successful family case worker. Planning and supervising the

farm activities called for knowledge and skill in farm manage-

ment and farm home management. It is perhaps questionable

whether the nation had a sufficient number of persons qualified

in either of these two fields to have staffed so large an under-

taking. It seems unquestionable that it had few individuals who
combined the two different types of qualifications that were req-

uisite. Thus even if sound personnel methods had been used, it

probably would not have been possible properly to staff so

many experiments conducted on so extensive a scale.

From the standpoint of personnel administration one may
generalize that success is more probable if radical experiments

are started first on a small scale with a competent staff. After

that staff has—to use the manufacturer’s term
—

“worked the

bugs out of the idea,” the experiment if successful can be ex-

panded, using the experienced workers of the initial effort for

leaders in the expansion. These leaders can, moreover, not only

develop job specifications showing what kind of training is

needed, but they can also participate in seeing that the required

training is available.

In this connection it may be pointed out that the persons who
generate the radical ideas that underlie many experiments are

by no means always possessed of the executive and managerial

ability essential to demonstrate practicability. When experi-

ments are conducted on a small scale, lack of executive and

managerial ability often brings them fairly promptly to financial

difficulties. This corrective may be largely absent when experi-

ments are conducted on a grand scale financed from public

funds and are not closely followed and checked by skeptical

members of appropriating bodies.
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The reactions of individuals to supervision and direction. One

cannot read the hearings before the House Committee without

being conscious of the difficulties that lie in the relationships

between the government supervisors and the supervised.

When a financial agency makes a loan to an individual, it is a

fairly common practice for it to take such steps as are necessary

to assure that the proceeds of the loan are applied for the pur-

poses for which the loan is made. The things done with the loan

frequently become in large part the security for the loan. It may
be generalized that the less the responsibility of the borrower,

from the standpoints of business capacity, experience, char-

acter, and financial status, the greater the necessity for strict

supervision. F.S.A. was carrying on activities where, it is

reasonable to say, a close approach to maximum supervision

was in many cases essential.

The device used by F.S.A. was in many instances to have the

borrower open a special account in a local bank against which

he could draw no check unless it was countersigned by a desig-

nated representative of F.S.A. Government checks for loans

were so drawn that they could be deposited only in that special

account, and some checks for other payments within the con-

trol of the government were similarly drawn. Since many of the

persons being rehabilitated or resettled had little in the way of

other resources, their financial affairs were almost completely

controlled by the government.®^ They were, moreover, living

in houses controlled by the government and conducting their

farming operations according to government approved plans.

Such supervision calls for employees whose knowledge and
judgment are almost infallible, lest the supervised, like the

Klamath Indian, may plead: “We want the chance to make our
own mistakes.” The employee must also be gifted with extreme
tact and skill to know when, and to what extent, to let the

supervised exercise his own judgment and initiative, although

they may run counter to thejudgment of the supervisor.

familiar with Indian administration will recognize the similarity to the
Individual Indian Money Account*V where the government held the Indian’s money

and he could not draw any of it without the consent of the government supervisor.
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Administration of such a system calls for minute detailed ac-

counts and records. The sums involved are, however, generally

small. Many people with a high degree of literacy and reasona-

ble arithmetical ability abhor the chore of keeping records and

accounts. Many of the F.S.A. beneficiaries had had very lim-

ited education and found record keeping a continuous source of

trouble.

On the collective farms the workers not only were paid ap-

proximately the prevailing wage for like work in the community,

but they also shared in the profits on the basis of the hours

worked. Such a program required a degree of detail and ac-

curacy with respect to hours worked that is not customary on

many farms. As one unsympathetic member of the Committee

phrased it:

... I understand you had a checker that kept the number of hours

that each person on that project worked per day. . .

.

If he worked in a cornfield for a couple of hours, you gave him credit

for a hours in the cornfield; and if on that same day he worked in the

pigpen for an hour and a half, the checker would give him credit for

an hour and a half’s work in the pigpen.

The administrative officer replied:

There were two purposes there, one was to determine earnings, and

the other was to determine whether the individual enterprises are suc-

cessful or not.

He went on to explain that the checker was the association

bookkeeper. This illustration®* discloses the expert’s passion for

precision of measurements and the degree of supervision to

which the worker must be subjected if these precise measure-

ments are to be made.

In the case of the leasing associations and the collective

farms, the individuals and families subjected to such close super-

vision and control, it will be recalled, had no chance to become

owners of the property they were working. Psychological reac-

tions conceivably might have been different had the individuals

been able to look forward to attaining an increasing measure of

independence.

Select Committee Healings, Pc 2, pp. 518-19.
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These experiments in agricultural collectivism were, more-

over, carried on in communities where the conventional pattern

of American agriculture still prevailed. Thus it was relatively

easy for an individual or a family to leave the F.S.A. project and

regain freedom, although perhaps at the cost of a lower level of

living. The experiments were not tried on such a scale that the

national government was a monopolistic employer and the peo-

ple had to work for it or not work at all. It must be remembered,

too, that the change in general economic conditions that re-

sulted from the war opened many opportunities which permit-

ted escape.

From what has been said it should not be inferred that the

F.S.A. personnel was necessarily harsh or unfriendly. Although

the congressional committee in its final report says that the gov-

ernment contracts “in many instances are even more harsh and

far more exacting than ordinary contracts between landlords

and tenants,”®^ it does not follow that the employees were harsh

or exacting. On the contrary, the evidence suggests that many
employees went to the other extreme and did more for the bene-

ficiaries than was wise if the objective was to make them at the

earliest possible moment independent. The congressional com-
mittee in its final report®® makes findings to the effect that re-

habilitation loans and grants were in some instances made to

raise the living standards of the beneficiaries to somewhere near

the highest prevailing in a community.

Grants have been made to Farm Security Administration “clients”

who could well have been required to repay a portion of the funds,

instead of reserving this type of assistance for those acutely in want.
. . . The investigation reveals that too many loans in excessive

amounts have been made to individuals who have grown progressively

worse from year to year and seem to be allergic to all thoughts of
rehabilitation. . . . In some instances loans have been urged upon
individuals who were financially able to finance themselves and their

farming operations. Thousands of families who have received financial

assistance from the Farm Security Administration are now more
heavily involved in debt than they were at the time they were taken

“ Report of Select Committee, p. 5.
“ The same, p. 9.
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on the program. Many came on the program owing nothing and are

now involved to the Government to the extent of 17,000 or |8,ooo

and have no chance whatever of paying the loan now or at any future

date.®®

Political implications. In these programs there were two ele-

ments of great political significance.

1. A staff of some 15,000 employees of the national govern-

ment was widely dispersed through the poorer rural counties

of the nation. Most of them had not been selected through open

competitive examination. Their salaries were reasonably good.

They were administering programs, some of which had aroused

serious opposition both among the independent self-supporting

farmers in their localities and states and among many members
of Congress. Each year their security in their jobs depended on

the renewal of the appropriations for the programs.

2. Scattered through these rural counties were in the aggre-

gate hundreds of thousands of families who were indebted to the

national government for rural rehabilitation loans, many of

them eligible to receive grants. The action the government

would take with respect to payment of interest, payment of

matured principal, renewal of loans, and supplemental grants

was largely dependent on the reports and recommendations of

the employees of the national government stationed in the

county or in the state. These borrowers could scarcely have

been in many instances unaware of the fact that their family

financial position depended in part upon the outcome of politi-

cal primaries and elections. The employees of the national gov-

ernment whether located in the county, in the state, or in Wash-

ington thus had in their hands the kind of instrument which can

be used effectively by practical politicians in influencing an elec-

tion. If it be true that the preservation ofdemocracy depends on

an uncorrupted electorate, then a major issue with respect to

the type of programs we have been discussing is whether de-

vices which are inherently susceptible of being used to corrupt

the electorate can be adequately safeguarded.

The same, p. 9.
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MIGRATORY LABOR CAMPS

By a joint resolution, approved April 29, 1943 (57 Stat. 70),

'‘Making an appropriation to assist in providing a supply and

distribution of farm labor for the calendar year 1943/’ juris-

diction over the migratory labor camps, which F.S.A. had been

operating, was transferred to the Administrator of Food Pro-

duction and Distribution. This activity was subsequently con-

ducted on the basis of the acute shortage of agricultural labor

resulting from the war and in its present form needs no par-

ticular discussion here.

The F.S.A, in its report to the Select Committee made the

following statements regarding its activities in this field prior

to the agricultural shortages.^^

The first migratory labor camps were constructed and operated

by the California Emergency Relief Administration as part of its

rural rehabilitation program.

The other phases of the rehabilitation program, as it was then

developing, were only available to those who had some stake in the

land. However, there was then a large class of migratory labor with no
home other than the road and no work other than that which could

be picked up by following the crops. These laborers lived under intol-

erable conditions, frequently camped on ditch banks, in vacant lots,

and in scrap heap shacks on the outskirts of small towns and villages.

Sanitation was unknown. Not only were these conditions a threat to

the health of the laborers, but also the communities which relied

upon them for labor. The labor camps were started to ameliorate

these conditions.

After the rural aspects of the program of the relief administrations

Were transferred to the Resettlement Administration, migratory farm
workers* camps continued to be constructed, with the approval of the

Comptroller General, out of funds appropriated for rural rehabilita-

tion by the Emergency Relief Appropriation Act of 1935 ....
Similar action was taken under the Emergency Relief Appropriation
Acts of 1936, 1937, and 1938. More recently, the Congress has specifi-

cally authorized this type of activity. The Emergency Relief Appro-
priation Act of 1939 (sec. 3 (b) (6)), the Emergency Relief Appropria-
tion Act, fiscal year 1941 (sec. 2 (b) (6) (b)), and the Department of
Agriculture Appropriation Act, 194a, in the item entitled “Loans,

6i3-:I8 of the Select Gjmmittee Hearings, Pt. 2, contains a description of the
camps and the methods of administration.



MIGRATORY LABOR CAMPS

grants, and rural rehabilitation'' all authorize ‘‘projects involving the
construction and operation of migratory labor camps " while the

Department of Agriculture Appropriation Act, 1943, authorizes,

under the same item “not exceeding $1,400,000 for the operation and
maintenance of existing migratory labor camps."
At the end of 1942, the Farm Security Administration had available

95 migratory labor camps, with accommodations for 19,464 families

at one time. Of these camps, 46 were of the permanent, or standard

type, and 49 were mobile.^®

The permanent camps were established in areas where migratory

workers are in demand most of the year. The mobile camps, which
can be dismantled and moved from place to place by truck or train,

are designed for use in areas where workers are only needed for a few

weeks or months at a time.

The migratory labor camps offer the barest minimum of sanitary

living facilities. In the standard camps, the shelters are one-room
structures, built of wood or steel. In the mobile camps, the shelters

consist only of tents and tent platforms. All camps, however, stress

sanitation. The standard camps contain sanitary buildings provided

with toilets, shower baths, and laundry tubs. The mobile camps have
tents and in some cases, trailers with shower bath equipment.

The permanent camps generally have clinics, and other community
buildings. The mobile camps, where possible, have trailer clinics, and
community tents.

Many of the permanent camps contain, in addition, a small number
of small cottages known as labor homes for families which have longer

employment.
When farm wages were low, rental charges were not collected from

the inhabitants. Recently, however, the policy has been changed.

During this fiscal year, rental charges have been instituted for shel-

ters at all camps. The charges range from 50 cents to $3.25 a week for

each unit, depending upon the type of shelter.

Originally instituted as a relief measure so as to protect the health

of the workers and the communities, the camps have more recently

developed into a mechanism for assisting in the better utilization of

seasonal labor for essential war crops. As labor became more scarce,

it became apparent that labor could be more easily attracted into

areas which had camp facilities. In addition, the recruiting and

placement of labor formerly carried on by the Farm Placement Service

of the United States Employment Service was found to be more

Direction of ail farm labor supply and camp activities was subsequently transferred

to the Office of Labor, War Food Administration, under a joint resolution approved

Apr. 29, 1943,57 Stat. 70.
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efiBciently carried on at camps. A system was instituted by which the

Service maintained its offices at the camps. This system resulted in a

substantial increase in the utilization of the laborers resident at the

camp.®®

The findings of the Select Committee with respect to the labor

camps are as follows:

I. For social and economic reasons should the national gov-

ernment attempt to discourage those large-scale mechanized

farms of agriculture that depend on a very considerable body of

migratory labor? Are the resulting advantages of low-cost

production offset by the social and public costs of providing

for the large migratory groups ?

a. If a large migratory labor force is necessary, should the

costs of providing for the families be a charge against general

taxpayers, and more particularly national taxpayers, or should

they be assessed against those producers who utilize the serv-

ices of these workers? Two general lines of procedure are, of

course, open to assess the cost against the growers (a) to re-

quire them either individually or through associations to pro-

vide facilities or services which comply with reasonable stand-

ards established by appropriate labor legislation or (b) to have
public agencies supply the facilities and services and require

the growers to pay for them. Obviously the farmer who operates

a farm with labor from the locality and makes provision for

them in the slack seasons is at a disadvantage if a competitor

uses migratory labor and does not contribute toward the result-

ing costs.

Select Committee Hearings, Pt 3, pp. 1164-65.



CHAPTER XI

DISTRIBUTION OF SURPLUS COMMODITIES

In the preceding chapter it was noted briefly that among the

programs adopted by the national government to sustain the

price of agricultural commodities was the purchase with public

funds of so-called surplus commodities. Theoretically the sur-

pluses thus purchased were given away to persons in need,

not as a substitute for other forms of relief but as additions to

what they were receiving from other sources. Actually, how-

ever, the availability of such commodities was taken into ac-

count in many localities in determining relief needs. In some
states, notably in the South, surplus commodities constituted

the only form of general public assistance available.^

The present chapter will be concerned primarily with those

aspects of the program that relate directly to relief. No attempt

will be made to consider the effectiveness of the program in

achieving its basic purposes of sustaining the price of the com-

modities affected, promoting orderly marketing and attempt-

ing to give to primary producers and necessary processors a

fair return for their labors. These aspects will be touched

upon only incidentally.

Since our interest centers in the parts of the program that

relate to relief, we shall not go into its history after the economy

felt the impact of preparedness and the war. Briefly the activi-

ties were transferred in 1942 to the Agricultural Marketing

Service, which later became part of the Food Distribution

Administration of the War Food Administration.* We shall con-

fine ourselves to the period from 1933 to 1940, giving first a

brief statement of the legislative history, second, summary sta-

tistics to indicate the nature and extent of the activities, and

then in greater detail a consideration of the issues presented

from the standpoint of relief.

^ Works Progress Administration, Am~age General Relief Benefits^ ^933’~^93^ (1940).
^ United States Government Manual^ ^945^ First Ed., p, 610.
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HISTORY

The surplus removal programs with which we are here con-

cerned had their origins in 1933 in two acts of Congress, the

Agricultural Adjustment Act’ and the Federal Emergency Re-

lief Act.’

The Agricultural Adjustment Act levied a processing tax the

proceeds of which were appropriated among other purposes “to

be available to the Secretary of Agriculture for expansion of

markets and removal of surplus agricultural products.” It con-

tained, however, no provisions with respect to the disposal of

surpluses removed by the Secretary through the use of these

funds.®

The original Federal Emergency Relief Act provided funds

for grants to the states

... to aid in meeting the costs of furnishing relief and work relief

and in relieving the hardship and suffering caused by unemployment
in the form of money, service, materials, and/or commodities to

provide the necessities of life to persons in need as a result of the

present emergency, and/or to their dependents, whether resident,

transient, or homeless.’

Funds for the purchase of surplus commodities thus derived

from two sources: (i) part of the revenues of the processing tax

and (a) part of the grants to the states for relief which, at the

request of state administrators, were used for the purchase of

commodities to be distributed by the state agencies to needy

persons within those states. It will be noted that the funds from

the states were in the main federal funds turned back to be

used by a national agency for the purchase of commodities to

be distributed by the states among their needy. Since half of

the 500 million dollars initially appropriated by the Federal

Emergency Relief Act were reserved for distribution in the dis-

cretion of the national administrator,^ there was available to

him powerful means of persuading any desired degree of state

*48 Stat. 31.

^ 48 Stat 55.

® 48 Stat 38, sec. ia(b).

^48 Stat 57, sec. 4(a).

"4,8 Stat 57. . .
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participation in the surplus removal program as well as ample

funds to finance such participation.

To administer the surplus commodities program, a Federal

Surplus Relief Corporation was incorporated by the administra-

tion under the laws of Delaware. It was a nonprofit corporation

with no capital stock and with membership restricted “to the

persons holding the offices of Secretary of Agriculture, Federal

Emergency Administrator of Public Works, and Federal Emer-
gency Relief Administrator.” Its purposes were (i) “to assist in

relieving the existing national emergency by the purchase, proc-

essing, and distribution for consumption of agricultural and

other products as a means to remove surpluses and improve

prices; (a) to apply these surplus agricultural and other prod-

ucts in the form of foodstuffs, clothing, fuel, and otherwise to

the relief of hardship and suffering caused by unemployment.”®

On April 7, 1934 an amendment to the Agricultural Adjust-

ment Act was approved which among other things appropriated

50 million dollars “to enable the Secretary of Agriculture to

make advances to the Federal Surplus Relief Corporation for

the purchase of dairy and beef products for distribution for

relief purposes, and to enable the Secretary of Agriculture, . .

.

to eliminate diseased dairy and beef cattle, . . . and to make
payments to owners with respect thereto.”® This appropriation,

it will be noted, left to the Secretary of Agriculture discretion

as to how much of the sum he should advance for the purchase

of dairy and beef products for distribution for relief purposes.

Further amendments to the Agricultural Adjustment Act

were approved August 24, 1935. One of these amendments con-

tained in Section 32 affected surplus commodities.^® It per-

manently appropriated an amount equal to 30 per cent of the

gross customs revenues collected in each calendar year to con-

stitute a separate fund to be used by the Secretary of Agricul-

ture for three designated purposes. One was to “encourage the

^ Monthly Report oj the Federal Emergency RelteJ Administration^ December igyj

to December yiy igsjy V. 39‘

® 48 Stat. 518j sec. 6.

. 49 Stat. 774. .
. .
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domestic consumption of such [agricultural] commodities or

products by diverting them, by the payment of benefits or in-

demnities or by other means, from the normal channels of

trade and commerce.” This section gave the Secretary authority

to use so much of the special fund thus created as he deemed

expedient for the purchase of surplus agricultural commodities.

An act approved June 28, 1937 specifically authorized the

Secretary to transfer moneys from this fund to the Federal

Surplus Commodities Corporation, which was by the act con-

tinued to June 30, .1939. It further provided that purchases

could be made “without regard to the provisions of existing

law governing tlie expenditure of public funds” and specifically

permitted donation of commodities for relief purposes.^ By an

act of February 16, 1938 the life of the corporation was con-

tinued to June 30, 1942.*®

One other act requires mention in connection with the legal

authority of the surplus property distribution. On March 5,

1937 an act was passed authorizing an appropriation of 2

million dollars to enable the Federal Surplus Commodities Cor-

poration “to divert surplus fish (including shellfish) and the

products thereof from the normal channels of trade and com-

merce by acquiring them and providing for their distribution

through Federal, State, and private relief agencies.”^®

Although much of the money to finance the purchase of sur-

plus commodities came initially from appropriations for relief,

this review of the basic legislation indicates quite clearly that

the dominant purpose was to sustain prices by removing sur-

pluses from normal channels of distribution and disposing of

them by donations to the needy.

To quote from the annual report of the Corporation,^^

In 1,935 it became apparent that the Corporation’s greatest value
was not as a relief organization, but rather as an agency to assist the

Department of Agriculture in the execution of surplus removal pro-
grams conducted by the Agricultural Adjustment Administration.

“ 50 Stat. 323. .

“ 52 Stat. 38.
** 50 Stat. 27.

Report oj Federal Surplus Commodities Corporation Jor the Calendar Year 1936,
pp. 1-2. The Gsrporation used the calendar year for the earlier years and for lat-

er years the fiscal year.
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Consequentl7, on November 18, 1935, the charter of the Corporation

was amended, its present designation—the Federal Surplus Com-
modities Corporation—was adopted, and its membership changed so

thait direction of policies and activities was vested in officials of the

Department of Agriculture. Through these modifications, the primary
emphasis in the activities of the Federal Surplus Commodities Cor-

poration was placed upon the encouragement ofdomestic consumption
by diversion of surplus farm products from normal channels of trade

and commerce, rather than upon procurement for supplying direct

relief to the needy and unemployed.

SIZE OF THE PROGRAM

To give some idea of the size of the program we shall give a

few over-all statistics from official reports.

From October 3, 1933 through June 30, 1940, expenditures

for procurement, processing, storage, handling, transportation,

and distribution of commodities were in the aggregate a lit-

tle less than 565 millions.^® Thus average annual expenditures

for this purpose were about 83.7 millions. For the last three

fiscal years of the period the figures were 47.4 millions for

1938, 66.6 millions for 1939, and 118 millions for 1940.^® It

seems reasonable to assume that the increase in the expendi-

tures shown by the figures for these later years was due in part

to the development of the stamp plan of distribution, which

will be considered later, and in part to the increased prices as

the economic system felt the impact of war demands.

Administrative costs of the federal government for the sur-

plus commodities program varied widely from' year to year.

For the period 1933 to 1939, the figures range from $605,000 in

the last three months of 1933 and 1934 40 a high of $1,578,000

in 1939.^’^ Among other major items, expenditures in round

numbers for personal services increased from $495,000 in 1937

to $708,000 in 1938, and $1,143,000 in 1939.^® For 1937 the

expenditures for transportation were $62,300; in 1938 expendi-

tures for travel were $179,900 and for transportation of things

Report of Federal Surplus Commodities Corporationfor the Fiscal Year rg40^ p. 7,

Figures from annual reports; 1938, p. 16; 1939, p. 10; and 1940, p. 7.

Figures are taken from the annual reports except for the fiscal year 1939 which was

t&ktnhom The Budget of the United States

Figures from annual reports: 1937, p. 5; 1938, p. a3. The figures for 1939 are from

The Budget, /p^/, pp. 385-87. The 1939 report omitted the figures on administrative

expenses.
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^1,500; for 1939 for travel ^192,800 and for transportation of

things ?3,8ood®

These yearly administrative cost figures are not strictly com-

parable. Variations in administrative costs from year to year

are explained in part by variations in the size of the program in

terms of commodities supplied and persons cared for. In part,

however, they are attributable to differences in the services

required of the Corporation by varying procurement and dis-

tribution functions. In 1935, for example, heavy expenses in-

curred for inspection services rendered in connection with the

drought relief program contributed to a high ($1^422,000) ad-

ministrative cost figure for that year.^" In 1939 administrative

costs were proportionately somewhat higher than in 1938 largely

owing to the new administrative burdens involved in the in-

auguration of the stamp-plan method of distribution.®^

Figures for the commodities purchased were shown in the 1939
and 1940 reports only by individual commodities alphabeti-

cally arranged without any summary by commodity groups.®®

The table on page 333 gives the summary figures by commodity
groups shown in the 1938 report (page 17).

Data with respect to the number of persons benefited because

of the nature of the program are necessarily unsatisfactory.

The 1935 report (page 4) said:

It may be estimated that the agricultural commodities distributed

by the Corporation monthly reached from 50 to 90 per cent of the

4,000,000 to 5,000,000 families certified on the relief rolls during 1935,
depending upon the perishable nature of the commodity and the

efficiency of the local distribution systems.

The 1938 report (page 1 1) said:

The average number of recipient families per month was 1,930,294,
while the average distribution per family per month was 45 pounds.

“These figures do not include the cost of transporting commodities, which is in-

eluded in the expenditures for commodities.

Report of Federal Surplus Commodities Corporationfor the Calendar Year ipsSs P* 9-
21 Administrative costs of the program to the states, however, were lower under tjie

Stamp plan than under the direct commodities distribution method.

^

22 For the detail see annual reports: 1940, p. 6 and 1939, p, 10. The 1940 report
includes cumulative figures, Oct. 3, 1933 through June 30, 1940.
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During the last 6 months of the fiscal year the quantity of surplus

commodities available increased materially .... The rate per family

per month for the later period was 52 pounds.

Quantities Purchased and Expenditures Made by the Federal Surplus Com-
modities Corporation in the Fiscal Year Ended June 30, 1938,

BY Commodity Groups

Commodity Group

Fiscal Year Ended June 30, 1938

Total Quantity
Purchased

Total
Expenditure

Fruits and nuts®

Cereals, rice, and flour^

Vegetables
;

Dairy products®
Eggs

Pounds
655.300.000
646.400.000
442.300.000
66.900.000
12.100.000
9.800.000
3.700.000
2.600.000

$15,759,000
13,909,000
8.078.000
6.772.000
1.724.000
791.000
263.000
134.000

Cottonseed oil (shortening)

Fish
Syrup, cane

Total 1,839,100,000 $47,430,000

® Fifteen hundred pounds of nuts purchased at a total cost of $180.
^ Wheat cereal, wheat flour, potato starch, potato flour, and rice.

® Butter, cheese, dry skim milk, and fluid milk.

The 1940 report (page 8) placed the number of families served

at 3,011,679 and the number of individuals at 11,017,857. In

addition, school lunch programs were carried on at 43,369

schools serving 3,025,22a children. It is highly probable that the

development of the stamp plan improved both the accuracy and

the significance of the statistics, yet one must admit no little

skepticism as to the significance of numbers served unaccom-

panied by a classification as to the nature and quantity of the

commodities they received.

As of June 1940 the Corporation reported 83 areas served

under the stamp plan. The number of participants was placed

at 507,021 cases, which included 1,488,532 individuals. The
value of surplus food stamps issued in that month was over 3

million dollars.^ The report gives the number of families and

individuals and pounds distributed by states, but we shall

attempt no analysis of them because of the inherent difficulties

in interpreting them.

^ Report of Federal Surplus Commodities Corporation for the Fiscal Year 1^40^ p. 9.



334 DISTRIBUTION OF SURPLUS COMMODITIES

Before leaving the subject of magnitude and going on to a

discussion of issues, it may be well to give the figures from the

Corporation’s balance sheet as of June 30, 1940 showing the

value of the commodities listed as “stores.”^

Dairy products

Fruits and vegetables

Grain products. .....

Pork products

Cotton products

Timber products ....

Other.

$ 9
,
410

,
534.00

6
.
827

.
667.00

15
.
241

.
903.00

17
.
636

.
057.00

7
.
282

.
829.00

13
,
065

,
735.11

22
,
421.00

Total $69 ,
487

,
146.11

PROBLEMS IN THE PROGRAM

A program of giving away surpluses for the purpose of main-

taining the price of the balance sold in normal trade presented

several important problems from the standpoint of relief and

its administration. Among the questions were:

I . How shall the fact of a surplus be determined ?

1. How can the products be given away without interfering

with the demand for the balance—or for alternative products

—

at the prices to be sustained ?

3. What classes of the population shall be the recipients of

the free goods ?

4. How shall the free goods be distributed to the beneficiaries ?

Each of these questions will be considered in turn.

What constitutes a surplus? A surplus of goods, from a prac-

tical standpoint, exists chiefly with respect to a price. If the

retail price goes low enough, the goods will in general move,

although not without losses to producers and perhaps to middle-

men and retailers. The price used in determining the existence

of a surplus was the price that would protect the farmer, giving

him either a reasonable income as reward for his labors or

power to purchase, by the return from the crop he had raised,

a parity amount of the things he had to buy or would ordinarily

have bought. The statistical measures are not precise; their

application calls for the exercise of judgment and discretion,

and tile power to exercise judgment and discretion was vested

^ The same, p. lo.
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ultimately in olRcials of the United States Department of Agri-

culture.

Since the objective was to sustain prices to protect the pro-

ducer or processor, the cause of the surplus was not necessarily

a vital factor. Crops may have been too large to move at any

price. Temporary local gluts may have occurred through faulty

distribution. Consumers may have shown a preference for an

alternative commodity either because of taste preferences or

because of price differences. Whatever the cause, the govern-

ment could declare a surplus and provide for removing it by
giving it away at government expense.

More important from the standpoint of relief, the commodi-
ties to be given away as surpluses were not necessarily selected

on the basis of the balanced dietary requirements of persons

in need or the most effective use of funds for relief. An over-

supply of perishables—^goods which must be moved rapidly

to prevent spoilage and financial loss to producers and handlers

—is of course more likely to break prices than a surplus of

goods which can be stored and even carried over from one season

to another. Surplus commodities gave the recipients not the

best diet that the amount spent by the government would pro-

cure, but the things which were not moving in sufficient volume

at the sustained price. Some of them were protective foods,

some were higher-priced alternative foods which low-income

bracket families rarely purchase. Whether the families needed

them or not was a matter of secondary consideration, for price

maintenance was the major objective.

How can goods be given away without affecting price} If prices

are to be maintained by giving away surpluses two principles

must be followed

:

1 . The goods must not be given away to persons who would

otherwise buy them at the price to be maintained.

2. The persons to whom they are given must not be per-

mitted to substitute them for alternative articles which they

would otherwise buy, the prices of which are likewise to be sus-

tained. Such a gift would diminish a surplus for one commodity

by increasing the supply of another and thus defeat the pro-
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gram of price maintenance unless the government was prepared

to keep pouring money into the program.

The government rules therefore provided that gifts of surplus

commodities were not to be substitutes for the food customarily

purchased, and that the value of the surplus commodities was

not to be considered as a resource of the family in determining

whether or not it was in need. The free commodities were to be

in addition to relief.

The government, moreover, did not want the families to use

the surplus commodities as a means for freeing funds previously

used for food for the purchase of non-food products. A family

left to its own inclinations might prefer additional clothing or

amusements to more food or a greater diversity of food, but

such choices would impair the efficiency of the program in at-

taining its major objective of price maintenance, mainly of

agricultural products.

To achieve the objectives, therefore, surplus commodities

had to be given only to persons who were in need. Whether a

family is or is not in need requires an investigation. In the early

days of the surplus distribution, the tendency was to give the

articles to any family or individual whose need had been deter-

mined by a local public agency as the result of an investigation

to determine eligibility for relief. This method had certain de-

fects.

1. In some communities, notably in the South, the only relief

programs of any consequence were those supported directly or

indirectly by federal funds, W.P.A., N.Y.A., C.C.C., and the

three relief categories under the Social Security Act. Few in-

dividuals or families not applying for one of these forms of

public aid were investigated for eligibility. As a result families

had to be investigated for the one purpose of establishing their

eligibility to secure surplus commodities. In some cases these

commodities were almost all they had to keep them going.

2. The resources of some families, including money received

^ Doris Carothers, Chronolozy ofthe FederalEmergency ReliefAdministration^ May 12^

^933 ^ ^0 Dec. j/, Works Progress Administration, Research Monograph VI,

(1937), p. 20.
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from Other relief programs, carried them above need. Receipt

of surplus commodities permitted them to divert money previ-

ously spent for food to other purposes. This diversion tended to

defeat the main objective of the surplus commodity program.

It demonstrated that the demand for food is relatively inelastic,

that the desire for other things is often of greater weight than

the desire for more food. In some jurisdictions, therefore, per-

sons who were receiving work relief were declared ineligible for

surplus commodities. The true index of eligibility for surplus

agricultural commodities in a program to maintain prices is

not the family budget as a whole but principally the food item

in the budget. If that item is reasonably satisfactory, gifts of

additional surplus food commodities are likely to result not in

additional food consumption but in spending money previously

used for food for other things the family wants more, things the

farmers buy rather than things they have to sell.

3. The free distribution of surplus commodities resulted in

some glaring inequities. They can perhaps best be described by

a hypothetical illustration. Two families almost comparable as

to size live in the same neighborhood under like general condi-

tions. The standard budget used to determine whether or not

these families are in need calls for resources amounting to $40

a month. Family A has resources just above I40 a month and

thus is ineligible for relief. Family B has resources of $10 and

therefore is given $10 a month in relief. Since Family B is on

relief it is eligible to receive surplus commodities over and above

the $10 it gets as relief. As the result of governmental action.

Family B is now better off than Family A by the amount of the

gifts of surplus commodities made by the national government.

Family A must pay the governmentally sustained price for the

food it gets, and hence its food consumption is curtailed rather

than increased by governmental action.

This discrimination was not only inequitable it operated

Certain public relations aspects of these inequities deserve brief note, Mrs. A
and Mrs. B in the illustration just cited are shopping in the neighborhood store at the

same time. Mrs. A cannot afford any oranges for her children because the sustained

price is too high. Mrs. B takes a dozen and pays for them in blue stamps given to her

because her family is in need.
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against the increased food consumption sought in the program.

Thus in several localities low-income families not eligible for

relief were declared eligible to receive surplus commodities.

The scientific method to make the program effective appeared

to lie along the line of (i) classifying families according to size,

(a) determining how much families of each size would have to

spend for food for a suitable diet, and (3) giving surplus com-

modities to those families that were below standard in their

food expenditures but only to the extent that would bring them

to standard, lest larger gifts would result in diversion. Gross

income alone, without reference to size of family, was not a

satisfactory index because in the case of small families it would

result in diversion and inequities.

Thus the question of eligibility for the receipt of surplus com-

modities in a price maintenance program is substantially differ-

ent from that of eligibility for public assistance in a relief pro-

gram since it relates almost entirely to the food item in the

budget.

How shouldfree commodities be distributed? The physical dis-

tribution of the surplus commodities presented serious prob-

lems. In the early thirties when the program began under the

auspices of the Federal Emergency Relief Administration, there

was considerable confusion. One local relief agency, for exam-

ple, received notice that a carload ofpotatoes was being shipped

to it for free distribution to eligibles on relief. This agency had

had no experience in handling carload shipments of perishable

commodities and no facilities for handling them. The immediate

solution was to distribute the carload at once to relief clients,

but unfortunately many of the families had no facilities for

storing the potatoes where they would be protected from freez-

ing. Spoilage rates were high.

A substantial taxpayer far from fishing centers learns that the relief agencies are

distributing fine fish to the needy in his community. He is certain that the government
has gone mad. He did not know that “purchases of surplus fish were made from 77
vendors having stocks on hand located in 15 States. Wide distribution of this fish to

the States for relief use was madcj and care was taken to make shipments into areas in

which fish had not been used to a great extent in order to encourage future consump-
tion.” Report of Federal Surplus Commodities Corporation for the Fiscal Year 1937

^

p. 2.
'
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One solution was to use C.W.A. money and later W.P.A.
money to establish central commissariats, where the foods, par-

ticularly the perishables, could be properly handled. Relief

clients could then go to the commissariat and draw the surplus

commodities in quantities related to their immediate needs and

their facilities for home storage. In some larger communities

neighborhood depots were used to solve the problem of distance

and in others door-to-door deliveries were made. Occasionally

administrators resorted to parcel post. Under these systems dis-

tribution costs were fairly high, but high costs could be defended

on the ground that relief labor was used. If the relief workers

were not engaged in the distribution of surplus commodities,

they would be employed on other relief projects or be in receipt

of direct relief, and therefore, from a relief administrator’s point

of view, the matter of administrative costs was not particularly

significant. Indeed, high administrative costs might even be

regarded as a virtue under a spending philosophy.

A major trouble with this governmental distribution was

that it constituted ruinous competition for grocers with many
customers on relief. They had their stores, their refrigerators,

and their other special equipment, but they had little or no

business in commodities which were surplus at the moment. At
times they would find themselves with a stock of perishables

they could not sell because their customers could get the com-

modity or an alternative commodity free from the government.

Some of their former customers adjusted to new conditions and

depended primarily on surplus commodities. The plight of the

retail outlets affected the wholesalers and some of the processors

because the government had established a competitive system

using relief labor and relief capital.

Some retailers found it to their advantage to co-operate with

the relief agencies by carrying stocks of the surplus commodities

which they would distribute to their customers in exchange for

orders or coupons issued by the relief agencies. Under this sys-

tem their old customers continued to come to their stores, and

the grocers would know more about surplus commodities in

stock and expected, and therefore could manage their own
businesses more effectively.
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The Stamp plan. Out of this situation grew the stamp plan,

welcomed by the retailers, the wholesalers, the processors, the

chains, and many of the relief clients. The stamp plan was in-

troduced experimentally in Rochester, New York and was

gradually extended, almost invariably experimentally, in many
different communities. There was no uniform pattern for all

communities; almost every experiment had its variants from

the basic pattern. The basic elements were roughly as follows:

1. The person eligible to receive surplus commodities would,

buy with his own money, or with relief money given him,

orange-colored stamps in denominations of 25 cents. These

orange stamps were the equivalent of cash and generally could

be used for the purchase of anything which the grocer carried

except liquor, although in some experiments there were other

restrictions.
.

2. With the orange stamps the person would be given free

blue stamps, likewise in denominations of 25 cents, in theearlier

experiments to an amount equivalent to 50 per cent of the

value of the orange stamps he had bought. These blue stamps

could be used only for the purchase of commodities declared

surplus by the Secretary of Agriculture or the Surplus Market-

ing Administration in the Department ofAgriculture, the succes-

sor to various earlier organizations stemming back to F.E.R.A.

3. There were usually minimum and maximum limitations

on the number of orange stamps that could be purchased and

hence on the number of free blue stamps.

4. So far as the grocer was concerned, both the orange and
the blue stamps were the equivalent of cash. Orange stamps

went through ordinary banking channels until they were cashed

by the Treasury out of funds secured from their original sale.

Blue stamps went through other channels to be cashed from

special appropriations for relief and price maintenance.

5. Grocers purchased their stocks in the normal way through

wholesalers or processors, not necessarily knowing what articles

would be declared surplus while still on their shelves. From
time to time the authorities of the Department of Agriculture
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would declare articles surplus, and the grocer could sell them
for blue stamps as well as for cash or for orange stamps. Un-
less a commodity was listed as surplus, he could sell it only

for cash or orange stamps and in the case of liquor and in cer-

tain localities some other commodities only for cash.

6. The grocer and his suppliers made the same profit on each

transaction regardless of whether the customer paid in cash

or in orange or blue stamps.

As experience with the system developed, certain defects be-

came obvious. One was that very poor families, especially in

communities where funds for general public assistance were

low, had no funds with which to buy the orange stamps and

therefore they were at first cut off from free surplus commodi-
ties. The solution here was for the agency determining eligibil-

ity to give them blue stamps without any purchase of orange

stamps or to give them a much higher than normal ratio of

blue stamps to orange stamps.

Families who had sufficient cash to meet their food needs

would use their blue stamps for surplus food and use the

orange stamps thus released for non-food products. Two cor-

rectives were tried, one to limit the number of orange stamps a

family could buy and hence the number of blue stamps they

could get, and the other to forbid the grocers to sell non-food

articles for orange stamps. As previously noted under eligibility,

the trend was toward the use of formulae relating the number
of orange stamps that could be purchased to food requirements

of the family and determining the number of blue stamps to be

given free according to the size and income of the family. The
very poor family was given a large number of blue stamps with

a small purchase or no purchase of orange stamps. A family

with enough money for its food needs could buy only a few

orange stamps and would be given a low ratio of blue stamps on

this purchase of orange stamps.

Restrictions on the use of orange stamps for nonagricultural

products apparently in some cases did not appeal to the bene-

ficiaries. The few blue stamps given them did not compensate



342 DISTRIBUTION OF SURPLUS COMMODITIES

for the loss of the freedom of choice that cash confers, yet the

restrictions were necessary to effectuate price maintenance and

the removal of surpluses.

Some social workers have long believed that under normal

circumstances relief should be paid in cash and not in stamps,

script, or store orders. There were perhaps two major reasons

for this view: (:) the recipient should not be forced to dis-

close the fact to tradesmen and fellow customers in the stores

that the family is on relief, and (2) within broad limits the

recipient should have the satisfaction and the responsibility

of apportioning available funds according to family needs and

desires. Freedom of choice is, according to this point of view,

desirable to sustain morale and to train the family in the wise

use of money. Obviously the stamp plan is objectionable from

this standpoint, but it should be repeated that in several states

persons in desperate need would have suffered far more than

they did had it not been for the distribution of surplus commodi-

ties which ultimately was refined under the stamp plan.

Abuses of the stamp plan. To a cynic the whole program of the

free distribution of surplus commodities and especially the

stamp system appears to be a fertile field for black market op-

erators and bootleggers. No government could afford to police

such a system sufficiently to prevent illegal transactions. It

may be worth-while to list some of the more or less obvious

methods of “cashing in” on surplus commodites or stamps.

I. The recipient of the free goods can sell or swap them or

use them in payment of a debt. The price at which they then

change hands will be below the market price the government is

seeking to maintain. To prevent this sort of transaction the

government would have to police thousands of persons.

1. The recipient of blue stamps can give them away or sell

them. If the person who takes Aem is himself entitled to use
blue stamps he may, to avoid difficulties, deal only with a
friendly grocer or divide his patronage between several dealers

so that the excessive use of blue stamps will not be noted. A
purchaser of blue stamps who is not entitled to use them may
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find an agent who is or else get the real owner of the blue

stamps to purchase the goods and deliver them to him.

3. Since both orange and blue stamps are the equivalent of

cash so far as the dealer is concerned, fear of detection is the

major force deterring him from illegal transactions. For exam-

ple, if a customer wants a bottle of whiskey, he can quietly

offer I2.00 for it in blue stamps. A clerk can take the blue

stamps, give him a dollar in cash to pay for the whiskey at

the counter and later convert the blue stamps into cash or use

them for the purchase of ^2.00 worth of goods for himself.

Again, if a customer desires to buy with his blue stamps goods

hot then considered to be surplus, or he desires to buy non-

agricultural commodities with his orange stamps, the sale of

such goods can be arranged surreptitiously.

On the introduction of the stamp plan, dealers and their sup-

pliers were eager for it, because it meant an end of government

competition and a profit for them on all transactions including

the surplus commodities. A strong sentiment existed against

irregularities in the store. This sentiment did not prevent cus-

tomers from trading after they left the store, nor is it likely to

survive should such a system become thoroughly entrenched.

The fact that the government operates such a system to chan-

nel consumers’ purchases in the interest of a policy that may not

appeal to the buyer adds to the incentives for evasion.

Who paysfor the surplus commodities? Ultimately, of course,

the general taxpayers must pay for surplus commodities, al-

though during the depression the money used came largely from

borrowing by the federal government. Who derives the major

benefits from these government expenditures? Producers,

processors and, under the stamp plan, handlers and the persons

who receive surplus commodities free.

Does the consumer who is not eligible for free surplus com-

modities have to pay more for what he gets than he would have

had to pay had there been no such distribution ? In some in-

stances surplus disposal coupled with crop control may result

in more orderly marketing so that the consumer gets no dis-
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tress bargains, but at other times he does not have to pay such

high prices on account of shortages. In general, however, the

program prevents distress sales to the normal consumer result-

ing from surpluses but does not prevent the price from rising

when there is no surplus. The device is designed for government

protection to the farmer. From the standpoint of incidence, it

appears to bear most heavily on families whose income is in

brackets not greatly above the eligibility level because they

spend a relatively high proportion of their incomes for food.

On the other hand, while upper-income families with a low

proportion of expenditures for food do not contribute much
more than other families through higher prices, they will pay

the taxes for the money the government uses to buy the surplus

commodities or to cash the blue stamps.

FoUticalfactors. All members of voting age in a family receiv-

ing blue stamps regularly and enjoying the extra food and the

diversity of diet made possible through their use should appreci-

ate the bounty of the government. A practical ward worker will

want it to appear that he has assisted in securing the privilege

of blue stamps for the family even if the family would have se-

cured them without any activity on his part. In the course of a

political campaign it is probably inevitable that voters receiving

blue stamps will be reminded of the virtues of the party that

inaugurated the system, even if it is not suggested that the

opposition party would take them away.

Negative incentives. Under the old system an individual might
work harder or longer than he had previously worked because

he or some member of his family needed or wanted more or

better food. Under the stamp plan a worker may appreciate

tliat if he worked a little harder or longer and earned a little

more he would lose his eligibility to get free commodities. His
extra effort would make him worse off then he was before. He
may discover that materially larger earnings are necessary if he
is to pay the sustained market price for the goods which for-

merly were given to him.



CHAPTER XII

THE W.P.A. AND OTHER WORK AGENCIES

The present chapter will be concerned primarily with that

major work relief agency, the Work Projects Administration,

but it will deal incidentally with other work programs under-

taken partially to furnish employment and thus relieve need

resulting from the depression. We shall attempt to outline the

evolution of W.P.A. and then take up what appear to us to be

the major issues that developed.

EVOLUTION OF W.P.A.

Prior to 1929 the national government had no direct responsi-

bility for relief except with respect to its Indian wards and

occasionally with respect to victims of disasters. When unem-
ployment resulting from the depression reached disaster mag-

nitudes and caught both local and state governments almost

entirely unprepared legally, financially, and administratively,

the demand arose for federal action to help meet the emergency.

Three things were asked of the national government: (l) that

it should adopt legislation that would restore the functioning

of the economic system, (2) that it should stimulate the im-

mediate construction of various types of facilities by public or

private agencies to create employment, and (3) that it should

share with the states and the local governments the costs of

relief. These three demands were obviously not separate and

distinct but were intimately interrelated. All were devices to

attain the same basic objectives, restoration of employment and

relief for those in need.

The fact that the objectives were common and the devices

interrelated explains why all the devices were used more or less

simultaneously. The W.P.A. with which we are immediately

concerned, gradually emerged out of the welter of experimenta-

tion and assumed its distinctive form. It was not planned, blue

printed, and organized in accordance with predetermined prin-
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ciples. Rather it evolved through a process of improvising with-

out clearly defined basic law or fundamental governing princi-

ples arrived at through the customary legislative processes. Its

history cannot be given by referring to any organic act or acts

and to the hearings and debates that preceded the passage of

such acts. It was the product of administrative action, ratified

and approved by the legislature rather than a program designed

by legislative process and then carried out by the administra-

tive branch of the government.

Emergency Relief and Construction Act^ 1932. The earliest

action with which we are especially concerned in the present

chapter came in the Hoover administration with the approval

on July 21, 1932 of the Emergency Relief and Construction Act

of 1932.^ Title I of this act authorized the Reconstruction Fi-

nance Corporation, which had been established on January 22

of that year, to loan not to exceed 300 million dollars to the

states and territories “to be used in furnishing relief and work

relief to needy and distressed people and in relieving the hard-

ship resulting from unemployment.” The loans authorized were

to bear interest at 3 per cent and were to be repaid “by making
annual deductions, beginning with the fiscal year 1935, from

.regular apportionments made from future Federal authoriza-

tions in aid of the States and Territories for the construction of

highways and rural post roads” at the rate of one fifth of the

grant-in-aid for the roads or one fifth of the relief loan, which-

ever was the lesser. This requirement was subsequently repealed

so that there were no repayments.

Title II of the act authorized the Reconstruction Finance

Corporation (i) to make loans or contracts with states, munici-

palities, and political subdivisions of states, to aid in financing

legally authorized projects which are self-liquidating in charac-

ter, (2) to make loans to corporations formed wholly for the

purpose of providing housing for families of low income or for

reconstruction of slum areas provided the corporations were
duly regulated on specified matters and the loans were self-

liquidating, (3) to make self-liquidating loans to private cor-
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porations for specified works devoted to public use, (4) to make
self-liquidating loans to private limited dividend corporations

for projects for the protection and development of forests and
other renewable natural resources, provided the corporations

were regulated by a governmental agency, and (5) to make
loans for publicly owned bridges where the loan would be repaid

in part by tolls, fees, or rents and in part by taxes already

authorized by law.

Title III of the act appropriated about 322, million dollars for

the construction of federal public works and for emergency con-

struction on the federal-aid highway system.

Four facts with respect to the policies involved in this initial

act require special emphasis: (i) According to the original plan,

the national government was to merely loan the money, expect-

ing to get it back, in the case of relief money by deductions from

subsequent federal grants for highways and in the case of public

works from their self-liquidating character. Self-liquidating was

defined in the act. (a) Loans could be made to private corpora-

tions for specified purposes provided these corporations were

regulated by a state or a political subdivision of a state. (3) The
national government served only as a financial agency so far as

the states and their subdivisions were concerned. With respect

to them it did not become a construction agency. So far as fed-

eral construction was concerned, the agencies of the national

government would function much as they had in the past.

(4) The provision for loans to the states for relief purposes

specifically includedfurnishing work relief.

Three facts with respect to the timing connected with this

act likewise deserve mention: (i) This act was not on the statute

books when the depression developed nor was it passed in the

early days of the depression. It did not become law until the

depression had been running for many months, and after the

193a political campaign was already under way. (2) Many of

the types of projects authorized could not be started for months

either because much time was needed for land acquisition, de-

signing, and the like or laws had to be passed to permit public

or private agencies to qualify. (3) By the time the act was
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passed, a strong movement had developed for outright gifts or

grants from the national government.

Soon after the Roosevelt administration came into office in

March 1933, new legislation was passed relating to both relief

and public works.

Federal Emergency Relief Act, 1933. Two provisions for relief

made in the Federal Emergency Relief Act approved May 12,

1933,2 are important for our immediate purposes; (i) it author-

ized “grants to the several States to aid in meeting the costs of

furnishing relief and work relief and in relieving the hardship

and suffering caused by unemployment in the form of money,

service, materials, and/or commodities to provide the necessi-

ties of life to persons in need as a result of the present emer-

gency, and/or to their dependents, whether resident, transient,

or homeless;” (2) it provided for a Federal Emergency Relief

Administration, the powers of which were exercised by the

Federal Relief Administrator. This administration ultimately

evolved into W.P.A.

Funds for the new administration came from the R.F.C. and

amounted to 500 million dollars in addition to amounts still

available under the earlier act. R.F.C. was prohibited from fur-

ther relief administration after ten days following the appoint-

ment of the new administrator.

Half of the 500 millions was to be distributed among the

states on application up to one third of the amount spent by
them from public funds. The other half was to be distributed in

the discretion of the administrator when he found the money
available to any state fell below the need.

Three points with respect to this Emergency Relief Act re-

quire emphasis: (i) It made outright gifts of federal funds to the

states. (2) It left administration in the hands of the states, al-

though the discretionary power vested in the federal adminis-

trator made him highly influential with state officers. (3)

Although like the earlier act it made federal money available to

the states for work relief, it did not provide for federal work
relief or other federal projects to furnish employment.

® 48 Stat. 55.
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National Industrial Recovery Act. Provision for public works

and construction projects were included in Title II of the Na-
tional Industrial Recovery Act, approved June l6, 1933.®

The more essential features of this act were:

1. It provided for both loans and grants to the nonfederal

public bodies which should undertake eligible projects approved

by the national government in accordance with the act. Grants,

however, could not exceed 30 per cent of the cost of labor and

materials.

2. The public works eligible were briefly (a) public highways

and parkways, public buildings, and publicly owned instru-

mentalities and facilities, (b) conservation and development of

natural resources, (c) projects heretofore constructed or carried

on either directly by public authorities or with public aid to

serve the interests of the public, (d) low-cost housing and slum-

clearance projects under public regulation and control, and (e)

any other project that would have been eligible under the

Emergency Relief and Construction Act of the Hoover admin-

istration.

3. Loans to railroads for maintenance and equipment when

approved by the Interstate Commerce Commission were spe-

cifically authorized.

4. Administrative authority was vested in a newly created

agency, the Federal Emergency Administration of Public

Works, “all the powers of which shall be exercised by a Federal

Emergency Administrator of Public Works.”

5. “With a view to increasing employment quickly (while

reasonably securing any loans made by the United States) the

President is authorized and empowered, through the Adminis-

trator or through such other agencies as he may designate or

create, (i) to construct, finance, or aid in the construction or

financing of any public-works project included in the program

prepared pursuant to section 202” (summarized in paragraph 2

above). The power to make the loans and grants was by this

same general language vested in the President.

Two points call for special emphasis: (i) The real power was

® 48 Stat. 200, Title II

.
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vested not in the Federal Administrator of Public Works but

in the President. He could delegate authority to the admin-

istrator or to any agency he might designate or create. Thus

he had authority, if he wished, to give some of the powers to

the Federal Emergency Relief Administration. (2) The Pres-

ident had power to determine whether “to construct” or “to

finance or aid in the construction of.”

The President appointed as Federal Administrator of Public

Works, Harold L. Ickes, Secretary of the Interior, who there-

after held both offices during the life of P.W.A. To some extent

the work of P.W.A. became integrated with that of the Interior

Department, especially with reference to housekeeping func-

tions. As Federal Emergency Relief Administrator the Presi-

dent appointed Harry Hopkins, who became head of an inde-

pendent agency not tied in with any other department or agency.

The Public Works Administration under Mr. Ickes became in

essence a public works financing agency and not in itself a con-

struction agency. It had divisions on engineering, law, and fi-

nance which made the necessary studies for approving nonfed-

eral projects and an inspection force to make sure that the

loans and grants were applied in accordance with the approved

terms. Actual construction was done by agencies selected by

the borrowers. P.W.A. could approve federal projects and allot

funds to them, subject to presidential approval, but then the

actual work was done by other federal agencies and not by

P.W.A.

P.W.A. was inevitably handicapped by much the same time

factors as have previously been mentioned as holding up action

under the Hoover plan. Laws had to be passed in many states

and subordinate governments, land had to be acquired, plans

had to be drawn and approved, contracts had to be let, and

material secured. The projects were as a rule relatively large,

and P.W.A. under Mr. Ickes sought to maintain high standards.

Experience again demonstrated the long time which must elapse

between the inception ofa project and the actual employment of

men in any considerable numbers.



EVOLUTION OF W.P.A. 35 ?

Civil Works Administration. As the works program under
P.W.A. was not furnishing the hoped for employment or doing

much toward diminishing the relief load, the President in No-
vember 1933 utilized the authority given him under Title II

of the National Industrial Recovery Act to establish by execu-

tive order* the Federal Civil Works Administration, under the

direction of the Federal Emergency Relief Administrator. To
this agency he allocated the sum of 400 million dollars from the

appropriation of 3.3 billions made for the National Industrial

Recovery Act. Although C.W.A. was a separate agency, it was
identified in the public mind with F.E.R.A. and in the state

and local governments commonly functioned through the agen-

cies developed for relief administration.

The objective of C.W.A. was to furnish almost immediately

jobs for some 4 million workers, about half of whom were to

be taken from the relief rolls. The others were to be employ-

ables in need ofjobs but not yet on relief. C.W.A. fairly mush-
roomed. In the month of its creation about 1.5 millions were

employed; the next month this figure more than doubled. In

January 1934 the goal of the program was more than fulfilled,

as over 4 millions received C.W.A. checks.® In that month the

number of persons benefiting from employment on federal work

and reliefprograms reached an all-time high of about 28 millions,

and monthly payments for relief and earnings soared to over 300

millions, a figure not reached again in any month except Decem-
ber 1938.®

This program was, however, short-lived. The cost was high;

the number of dissatisfied persons not on relief who felt they

had a right to a job but could not get one was large; and in the

haste to get people at work, numerous projects were undertaken

which aroused hostile criticism and ridicule. A wage scale was

initially established identical with that used for P.W.A. Under

^ 640,0-6, Nov. 9, 1933.
^ Expenditure oj Funds Federal Emergency Relief Administration, S. Doc, 56, 74

Cong, I sess., p. 392.
^ Theodore E. Whiting and T. J. Woofter, Jr., Summary of Relief and Federal Work

Program Statistics, 1933-1940 (1941), pp. 19, 28.
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it, hourly rates varied with skill and geographic area, influenced,

however, by minimum and prevailing wage principles. Sched-

ules of maximum hours were set up, so a definite weekly wage

could be earned by all workers on the programs, irrespective of

individual differences in personal or family needs. Average earn-

ings approximated $15 a. week when the program was in full

swing, but because of costs maximum hours were sharply cut,

reducing average earnings to $11.52 for the week of January

27, 1934.'^ By the end of April C.W.A. was discontinued for

all practical purposes. In a period of about five months it had

cost some 931 million dollars of which the national govern-

ment had contributed about 90 per cent.*

From the standpoint of administrative officers, the C.W.A. was

a valuable experiment yielding lessons in how a work program

ought to be developed. The President apparently had reached

the conclusion that a national work program should be sub-

stituted for national contributions for relief for unemployed

employables. So far as this class of needy persons was concerned

the national government was to get out of the relief business,

although at approximately the same time it was planning na-

tional grants to the states for the three relief categories of the

Social Security Act.

Emergency Relief Appropriation Act^ 1935- On April 8, 1935

the Emergency Relief Appropriation Act was approved,® which

represented the embodiment in law of the policy to substitute

a nationally administered program of public works and other

projects for grants to the states for the relief of unemployed

employables. Rarely if ever in our history have more important

determinations of basic fundamental policy been embodied in

an appropriation act without any substantive legislation author-

izing it and without consideration by any committee of Con-
gress other than the appropriations committees.

Space will not permit us to go at length into the proposals

as submitted to the Congress by the administration and the

legislative history of the act. Readers interested in this aspect

^ Edward A. Williams, (1939), p. I2I,
® The same, p. 119,

^49 Scat 115.
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of the subject should read Chapter 2, “The Initial Legislation”

in that authoritative work The Administration of Federal Work
Relief by Arthur W. Macmalion, John D. Millett, and Gladys

Ogdend® These authors point out that the proposal for the

appropriation measure “seemed as vague as it was vast.” To
quote a little further: “The vagueness , . . was real enough.”

“The draftsmen had no precise understanding of what the

President wished.”^^

The management of the joint resolution after its introduction made
the program seem even vaguer than it really was. The defects of the

bill’s piloting were in part the consequence of the still unresolved

questions. Officials of the FERA could have told with considerable

accuracy the sorts of projects that would be necessary to provide

jobs for relief recipients. But the unsettled question of organization

prevented them from claiming the responsibility that such an ex-

planation would have implied. Besides, the strategy of presenting the

program as a break with the past forbade emphasis upon the familiar

and the humble.

The absence of an authoritative and informed spokesman at the

congressional hearings deepened the impression of planlessness.'®

“To provide relief, work relief and to increase employment

by providing for useful projects” the act appropriated “to be

used in the discretion and under the direction of the President”

the sum of 4 billion dollars plus various unexpended balances

from other appropriations which made in the aggregate 4,880

millions available until June 30, 1937.^^

The President in carrying out the provisions of the act was

authorized “to establish and prescribe the duties and functions

of necessary agencies within the Government” and “appoint,

without regard to the provisions of the civil-service laws, such

officers and employees . . . as may be necessary, prescribe their

authorities, duties, responsibilities, and tenure, and, without

Public Administration Service, Chicago (1941). Under the auspices of the Com-
mittee on Public Administration of the Social Science Research Council Professor

Macmahon, assisted by Miss Ogden, carried on a “capture and record study,” being

stationed in Washington and following day-to-day in detail the developments under

the 1935 and later acts.

Macmahon, Millett, and Ogden, Tke AdmmkiraH&n of Federal Work Reliefs

pp. as.af: .

,
, ,

The same,:p, 47, .

^'^49 Stat, JJ5,
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regard to the Classification Act of 1923, as amended, fix the

compensation of any officers and employees so appointed.”

But appointments to positions paying $S,ooo or more were in

general to be made “by and with the advice and consent of the

Senate.”^^

Wages for project workers were to be fixed by the President

at such a rate “as will in the discretion of the President ac-

complish the purposes of this joint resolution, and not affect

adversely or otherwise tend to decrease the going rates of wages

paid for work of a similar nature.” He was specifically author-

ized to “fix different rates of wages for various types of work on

any project, which rates need not be uniform throughout the

United States.”^'

The law, as finally passed, did not vest in the President en-

tirely unlimited authority to expend the money appropriated

for such classes of projects as he saw fit. Limits were established

which we shall summarize in millions of dollars

Highways, roads, streets, and grade-crossing elimination 800
Rural rehabilitation and relief in stricken agricultural apas, and
water conservation, trans-mountain water diversion and irrigation

and reclamation 500
Rural elec trification 100
Housing ' 450
Assistance for educational, professional, and clerical persons 300
Civilian.Conservation Corps. ' 600
Loans or grants, or both, for prdects of States, Territories, Posses-

sions, and subdivisions thereof. 900
Sanitation, prevention of soil erosion, prevention of stream pollution,

sea coast erosion, reforestation, forestation, flood control, rivers

and harbors and miscellaneous projects ' 350

The law went on to provide, however, “That not to exceed 20

per centum of the amount herein appropriated may be used by
the President to increase any one or more of the foregoing limi-

tations if he finds it necessary to do so in order to effectuate the

purpose of this joint resolution.”^’ Twenty per cent of the aggre-

gate appropriation amounted to 976 millions, which gave the

President considerable leeway for the exercise of administrative

discretion.

^^49 Sat. Ii7,"n.8. ;

49 Stat, 118,' 7

^^49 Stat.
:

.

49 Stat. 1 16.
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Federal appropriations for highways and roads were by no
means new. A complete system of federal-state co-operation

for highways had been developed over the years so that there

were state highway departments in all the states. The law there-

fore contained provisions governing the relationships with these

departments which we shall attempt to summarize generally

because of the importance of the impact of a new federal works

program on the established order in an important branch of

public works.

1. The sums allocated by the President for highways with

certain exceptions were to be apportioned among the states by

the Secretary of Agriculture in accordance with certain existing

laws “for expenditure by the State highway departments under

the provisions of the Federal Highway Act of November 9,

1921, as amended and supplemented” by later laws.

2. The sums for grade-crossing elimination were likewise to

be apportioned among the states by the Secretary of Agricul-

ture in accordance with a formula contained in the act itself.

3. “No part of the funds apportioned to any State or Terri-

tory under this joint resolution for public highways and grade

crossings need be matched.”

4. Although the expenditures were to be made under the

state highway departments the law provided that expenditures

“shall be subject to such rules and regulations as the President

may prescribe . . . and preference in the employment of labor

shall be given (except in executive, administrative, supervisory,

and highly skilled positions) to persons receiving relief, where

they are qualified, and the President is hereby authorized to

predetermine for each State the hours of work and the rates of

wages to be paid to skilled, intermediate, and unskilled labor

engaged in such construction.”^®

Expenditures for rivers and harbors, reclamation and public

buildings projects were to be carried out under the direction of

“the respective permanent Government departments or agen

cies now having jurisdiction of similar projects.”^®

49 Stat. 116, 117.

49 Stat. 117.
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In the light of the subsequent war one proviso written into

the law in the Senate is highly significant. It reads:

That no part of the appropriation made by this joint resolution

shall be expended for munitions, warships, or military or naval ma-

teriel; but this proviso shall not be constructed to prevent the use of

such appropriation for new buildings, reconstruction of buildings and

other improvements in military or naval reservations, posts, forts,

camps, cemeteries, or fortified areas

In concluding this summary of the initial law, attention should

be called to one of those persuasive but unenforceable declara-

tions of public policy which are sometimes encountered in legis-

lative enactments. Section 8 of the law reads: “Wherever prac-

ticable in the carrying out of the provisions of this joint resolu-

tion, full advantage shall be taken of the facilities of private

enterprise.”^^

Administration under the 193S Iwsj. This 1935 law, as previ-

ously noted, left the question of administrative organization

almost entirely in the hands of the President. Although the act

was approved April 8, 1935, the executive order^^ setting up the

major new organization was not issued until May 6, because

real plans and decisions with respect to it had not been made in

advance, and many forces had to be reconciled.^®

Under authority of the act the President established two

other agencies: the Resettlement Administration by Executive

Order 7027, issued on April 30, 1935, six days before the major

order, and the Rural Electrification Administration, by Execu-

tive Order 7037, issued on May ii, 1935. The Resettlement Ad-
ministration has already been discussed in Chapter X.
The organization provided in Executive Order 7034 con-

sisted of three parts:

I. The Division of Applications and Information of the Na-
tional Emergency Council, which was to receive all applications

20 49 Stat. 1 16.
^
49 Stat. 1 18.

^^7034.
20 For an account of the interplay of forces and personalities in the organization

period see Macmahouj Millettjand Administratim of Federal Work Relief

^

pp. 62 ff.
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for projects, cause them to be examined and reviewed, and

transmit them to the Advisory Committee on Allotments.

2. The Advisory Committee on Allotments, of which the

Secretary of the Interior was designated chairman. The other

members fell into two groups: (a) the heads of government

departments, bureaus, or offices, which for one reason or an-

other had a special interest in or concern with the program;

and (b) representatives of the Business Advisory Council, and

of organized labor, farm organizations, the American Bankers’

Association, and the United States Conference of Mayors. Its

duty was to make recommendations to the President.

3. A Works Progress Administration “which shall be respon-

sible to the President for the honest, efficient, speedy, and co-

ordinated execution of the work relief program as a whole, and

for the execution of that program in such manner as to move
from the relief rolls to work on such projects or in private em-

ployment the maximum number of persons in the shortest time

possible.” The executive order went on to enumerate the spe-

cific duties of the Works Progress Administration which can

be summarized as (i) to investigate, (2) to secure uniform peri-

odic reports to prevent delay and to serve as a basis for recom-

mending termination of projects not furnishing sufficient em-

ployment, (3) with approval of the President to prescribe rules

and regulations, (4) to formulate and administer a system of

uniform periodic reports of the employment of persons receiving

relief, (5) to investigate wages and working conditions and to

make reports to the President which would aid him in prescrib-

ing working conditions, (6) to provide for the co-ordination of

the necessary data and to co-ordinate all requests for opinions

and decisions addressed to government offices affecting the

program. At the very end came: “Recommend and carry on

small useful projects designed to assure a maximum of employ-

ment in all localities. The Federal Emergency Relief Adminis-

trator shall serve also as Administrator of the Works Progress

Administration.”

Two features of this order call for special emphasis, (i) Al-

though the President delegated duties to the administrative
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agencies he created^ he delegated no power; the power he kept

in his own hands, (a) The order resolved none of the conflicts

either between personalities or between concepts or principles

that had been responsible for the vagueness of the proposals^

the legislation, and the debates.

The major clash of personalities was between Harold Ickes,

administrator of public works and Harry Hopkins, made ad-

ministrator of both the Federal Emergency Relief Administra-

tion and the W.RA. With respect to this conflict two para-

graphs from Macmahon, Millett, and Ogden are illuminating.

The implicit rivalry of the FERA and the PWA, personalized in

Harry Hopkins and Harold Ickes, was also a particular ground for

delaying and for blurring the choice of a form of organization. The
two men had, indeed, much in common: they had the same humane
sympathies and shared many social values. But as personalities they

differed, especially in qualities reflected in their habits of work. In

the one man saltiness was linked to an impatience and confidence

that were almost imperious; with pungency in the other man went

caution and a reluctance to delegate.

The rivalry, of course, was more of institutions than of men. Those
who had been associated with the FERA did not think the PWA capa-

ble of creating direct employment either quickly or in large volume.

The personnel of the Public Works Administration were smarting

under the charge of slowness, but they were militantly proud of the

reputation of their organization for technical competence and honesty.

The projects featured in the early discussions of the works program,
moreover, had made it seem an affair that by nature belonged to the

PWA.24

The conflict in concepts and principles cannot be so simply

stated. P.W.A., as we have noted, had developed basically into

a financing agency and was not in itself a construction agency.

It financed existing and sometimes newly created bodies, mostly
public, which operated in the customary manner, although with

some modifications with respect to wages, hours, and other

conditions of employment. The projects financed through
P.W.A, made large use of private contractors who supplied the

technical supervision and hired the bulk of the employees. A
The samCj pp. 67-68.
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fairly high percentage of the money loaned went for materials

and equipment. Such purchases unquestionably stimulated

what is often referred to as off the site employment, but pre-

cise measures of off the site employment can scarcely be made.

Estimates have to be used, and estimates are frequently not

very convincing, especially when presented by a governmental

agency being charged with not producing needed employment.

It may perhaps be fairly said that P.W.A. was being used in an

attempt to prime the already existing economic pump, although

not without some simultaneous effort to redesign the pump.
The W.P.A., on the other hand, put almost all its emphasis

on creating jobs of the type which could be filled by persons on

relief. It could achieve its purpose more efficiently and more

rapidly if it used projects designed to give such employment

and operated them with its own directors, supervisors, and

foremen. It tended largely to by-pass the existing public works

departments of state and local governments and—in so far as

these departments had used private contractors—the private

contractors and their workers. By proper selection of projects,

it could get a relatively high figure for on the site employment.

It has been said that in a public works program designed to

increase employment the two forms are complementary, that

each has its place. Beyond doubt there are projects of such size

and complexity that they can be carried on successfully only

by highly organized, skilled, and experienced construction

agencies using carefully selected workers. It is likewise true that

there are workers for whom in slack periods it is very difficult

to find work unless projects are specially created and operated

by the government to give them employment. But as one moves

down from die big, complicated project at the top utilizing

highly organized private construction agencies and up from the

sheltered project at the bottom operated by the government it-

self, one finds increasing and, from the standpoint of the func-

tioning of the economic system, highly significant competition.

Decisions resolving this competition between the government

and private industry might involve the health of the system of
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free enterprise and the extent of freedom of the states from

federal domination. Such a situation called for the drawing of a

boundary line separating the two fields of activity on the basis

of fundamental principles and objectives. The law drew no such

line, although it directed full utilization of the facilities of free

enterprise, and the executive order drew no such line. The

President retained the discretionary power vested in him by the

legislation and made his decisions largely on the individual

case basis.

Gradually as the program developed, it became increasingly

apparent that the decisions were tending in the main toward the

type of projects specially designed to take people off the relief

rolls and give them work they could do on governmentally op-

erated, sheltered projects. Mr. Hopkins’ position in the program

became of steadily increasing importance, whereas that of Mr.

Ickes, who had worked through existing state and local con-

struction agencies, diminished. The work program tended to

become the W.P.A. program.

The Emergency Relief Appropriation Act of 1935 was, as the

description of it has shown, the authority for die creation of a

number of different agencies by the President, and the sum of

money it made available was a reservoir from which the Presi-

dent could draw not only to supply the new agencies but also

to make more funds available to existing agencies for additional

works. Over the ensuing years the trend was toward recognizing

certain of the new agencies as separate entities and making
appropriations specifically for them in accordance with the

earlier practices of the government. The trend also was to-

ward making direct appropriations to the old establishments

to enable them to continue the extra work that had been

originally financed by a presidential allotment and that was to

be continued. In some instances, moreover, substantive laws

were adopted covering the new agency and its work. The
W.P.A., however, continued for many years to be financed

through an annual Emergency Relief Appropriation Act, con-

sidered in detail only by the appropriations committees of the

two houses.



SELECTION OF PROJECTS 361

Numerous changes in the details of the law governing W.P.A.
were made in the successive annual appropriation acts that

came after the fundamental one of 1935. These changes we shall

take up in so far as they seem significant to our problem in the

discussion of special issues that is to follow.

THE SELECTION OF PROJECTS

The task of selecting projects for W.P.A. presented new prob-

lems, economic, social, and governmental. The simplest way to

present and discuss these problems, the solutions arrived at,

and the effects is to examine them against a background of the

methods which prevailed in the public and the private sectors

of the economy prior to the depression of the thirties. Then
what was done in W.P.A. can be contrasted with what will be

termed “normal.”

In the public sector of the economy, the normal procedure

was for a representative legislative body to determine, by vote,

for what objectives of government public funds should be

spent. Legislatures determined the kind and extent of the gov-

ernment services to be rendered and the nature and cost of the

public works to be built, although they often acted upon the

recommendations of administrative officers. The legislative

body was responsible to the electorate. In many local govern-

ments this line of responsibility was short and direct. The rep-

resentatives not only had an ear to the ground; in many local-

ities, particularly the smaller ones, they heard directly from

individual citizens and groups of citizens advocating things

they wanted and opposing things regarded as unnecessary,

wasteful, or extravagant. With respect to certain functions of

government the legislators at a lower level might be materially

influenced in their decisions by conditional grants-in-aid made
available by legislators at a higher level, but even under grants-

in-aid a considerable measure of discretion was left to local and

State legislators. Both local and state legislatures had to take

into consideration the question of revenues and the effect of

their action on taxes and tax rates. Thus the elected representa-

tives tended to determine priorities among needs and desires
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for public services with regard to popular demands and tax

revenues and burdens.

For the construction of public works, and in smaller places

often for their maintenance, governments commonly employed

private contractors. Rarely did governments build substantial

public works by force account, or in other words by employing

the directing personnel and hiring the necessary labor. Force

account was frequently used for routine maintenance and re-

pairs, but when large special projects were involved, the pre-

vailing practice was to employ a contractor who supplied the

required equipment for the job, purchased the necessary mate-

rials, and hired all the labor with perhaps the exception of in-

spectors. In a well-administered government the approved prac-

tice, frequently the legally required practice, was to let such

contracts by competitive bids. Thus in several branches of the

construction industry, public bodies constituted an important

segment of the market for private enterprise.

In the private sector of the economy priorities in the produc-

tion of goods and services were normally determined basically

by the consumers. For what would individuals spend the pur-

chasing power which they controlled? Groups of consumers

with like desires constituted the market for a particular com-

modity. The state of the market for that commodity, or fore-

casts as to the future state of that market, influenced produc-

ers in making decisions with respect to capital investments in

plant, equipment,*raw materials, and inventory. Thus priori-

ties in the private sector of the economy were determined by
the way in which free individuals spent their money or upon
forecasts—^which might be incorrect—as to how much money
they would have in the future, and how they would spend it.

Decisions of legislative bodies in the public sector and of con-

sumers and producers in the private sector were the basic

factors in determining the demand for specific classes of workers
or for persons following a particular trade or calling. The more
highly specialized a trade or calling, the more the security of

the workers in it was dependent upon the maintenance of the

market for their product. To a very considerable extent, effec-



SELECTION OF PROJECTS 363

dve demand over the years determined the occupational dis-

tribution of the workers of the country.

In neither sector of the economy was the question of the ex-

tent to which a given expenditure would furnish employment
normally a major factor in arriving at a decision. Few consumers

in purchasing a desired article, or in making a choice between

alternative expenditures, give much thought as to what part

of the money will go for labor, materials, and a reasonable return

to capital. Both public and private consumers ordinarily buy a

finished article to meet a particular need or to furnish a particu-

lar service.

Selection of projects to be undertaken by W.P.A. was based

on very diiferent considerations. It seems entirely fair to say

that the dominant consideration in W.P.A. was the extent to

which a project would immediately afford additional public

employment of a type suitable for the needy unemployed in a

given area. Although the utility of a project and the desire of

the community for it were factors to be given some weight,

they were subordinated to the main purpose—immediate, large,

additional, suitable, public employment. Each of these five ad-

jectives is basically significant.

With respect to the requirement for immediacy, a question

which naturally comes to mind is. Why was immediacy essen-

tial? The answer apparently lies in the realm of political policy.

At the time the work program was adopted, the F.E.R.A. was

fully organized and was distributing federal grants to the states

to^relieve the need resulting from unemployment. The states by

then had their emergency relief administrations. The system was

functioning with improving efficiency. It is obvious that ilt would

have been possible to adopt a program under which a full or a

partial transition from an almost purely relief program to a

work relief program could have been made far more gradually.

The demand for immediacy came from the administration.

Insistence upon immediacy had two effects that deserve com-

ment, the first technological and the second governmental. A
major difficulty with a public works program for furnishing

employment in an emergency is the amount of time required
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for planning, the acquisition of land, rights-of-way, and other

technical details. In the absence of extensive advanced planning,

insistence on immediacy meant a serious curtailment of the

time for deliberation and planning or the selection of projects

that called for little technical planning or a combination of

both. This defect was greatest upon the initiation of the W.P.A.

program and tended to disappear as time passed and as com-

petent engineers were introduced into the national organization.

The democratic legislative process is slow as compared with

governmental methods which permit a single officer, with such

assistance as he may use, to make instantaneous decisions. The

assumed need for speed may account in part for the fact that

neither the state nor the local legislative bodies had a deter-

mining voice in deciding what projects should be carried on

in their respective jurisdictions, despite the fact that the proj-

ects lay within their legal spheres under the American form of

government. It probably also explains why Congress delegated

to the President such broad discretionary power in the selection

of projects.

The desire for speed in execution may also account in part for

the fact that W.P.A. came into the states and the local areas

and itself carried on activities which normally would have been

administered by established agencies of state or local govern-

ments. In this connection, however, it should be remembered

that some state or local agencies did not have a high reputation

for competence and efficiency, and occasionally they were guilty

of or suspected of financial irregularities. National administra-

tion may have appeared as one way to avoid local incompetence

and perhaps graft; but at the same time it eliminated from con-

trolling positions many state and local agencies which were well-

organized, competent, going concerns with a high reputation

in their respective fields.

The question is sometimes asked. Why did not the states and
the local governments resist this encroachment by the national

government upon their jurisdiction and insist upon greater

participation both in making decisions and in administration ?

The facts were that the states and local governments were at
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the time directly responsible for thousands of unemployed em-
ployables, their revenues from taxation were low, they had lit-

tle power to borrow, and the national government was with-

drawing contributions toward direct relief and offering in their

stead the W.P.A. program. The states and the local govern-

ments had to take what the national government offered, for

the national government had effective power to borrow and

they did not. In such a situation questions of constitutionality,

federalism, and states’ rights were academic and inopportune.

The government paying the fiddler was in position to call the

tune.

Attention should at this time again be called to the vital dis-

tinction between P.W.A. and W.P.A. P.W.A., which operated

through a fairly close approach to normal procedures, actually

gave the states only 30 per cent, later 40 per cent, of the costs

of labor and materials; the participating government had to

furnish the balance, although they might borrow from P.W.A.

Certain requirements of P.W.A. tended toward increased costs

and thus part of the national grant went to meet them. W.P.A.

gave all but the sponsor’s contribution, which was fixed by

administrative discretion and ranged roughly from 10 to 25

per cent. In the earlier days of the program, moreover, sponsors’

contributions were frequently made up of things or services

which the participating governments could supply without new

or additional expenditures of cash. Rooms in governmentally

owned buildings, use of governmentally owned equipment,

services of permanent employees who were already on the

pay roll all might figure in the sponsor’s contribution. The
necessity of assuming liability for 60 to 70 per cent of cost, as

under P.W.A., was a very different thing from having to put up

a sponsor’s contribution of at most 25 per cent, satisfied in part

by items that involved no additional expenditures.

The insistence upon immediacy thus led to a wide departure

from normal practices and the old distribution of power among

the three levels of government.

The objective of the national government was to move large

numbers of persons from the relief roll to the W.P.A. rolls. It
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was, therefore, deemed necessary to choose projects which

would have such an effect and to reject those which might have

very great economic and social utility but involve relatively

small expenditures for on-the-site employment and relatively

large expenditures for land, equipment, and material. In normal

times the seller ofland may put the proceeds of the sale to other

uses promptly, and the seller of equipment and material may
immediately engage in the production of more. In a depres-

sion the seller of land may let the proceeds lie idle in the

bank. The seller of materials and equipment may merely con-

vert stock on hand to cash and likewise let the money remain

idle. There may be a long lag between the sale of materials and

equipment and an actual increase of off-the-site employment

resulting from such sale. The labor that actually went into

them was often past labor. What the government sought was

immediate employment, and it could be sure to get it if only

such projects as gave it were selected.

The national government also sought mainly additional em-

ployment. It had to take precautions to prevent the state and

the local governments from merely shifting customary work to

the W.P.A. The rules, therefore, had generally to exclude proj-

ects for carrying on the ordinary functions of government or for

such maintenance, repair, and construction work as would prob-

ably be done almost at once from state and local funds. The
objective was to do things which the state and local govern-

ments would in all probability not do themselves in the near

future and perhaps might never do.

The exclusion of ordinary services and routine operation and
maintenance, which may include minor construction, thus sub-

stituted the criterion of additional employment for the cri-

terion of relative desirability. Many local governments on be-

coming possessed of added resources give first priority to the

extension and improvement of existing services or to improved
operation and maintenance of existing public works. Like in-

dividuals, communities are under pressure to put essentials

ahead of luxuries. To insure additional employment the W.P.A.
had to tend toward projects that were not essential.
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Not uncommon in local communities and even in larger juris-

dictions is the minority group earnestly advocating what is, for

that community, a new activity of government. If the activity

has to be financed in whole or in part from local funds, this

group frequently has to carry on a long, up-hill, educational

campaign; it has to gain that support of other citizens which

is practically a prerequisite to obtaining an appropriation from

a representative local legislative body. These activities and

projects supported by minority groups frequently met the re-

quirements of W.P.A. for additional employment since the pos-

sibilities were remote that the local government would itself

undertake the activity at any time in the near future.

Unemployment is in a sense a selective economic disease. Some
industries and occupations are far more subject to it than others.

Within an industry it may affect the numerous unskilled or semi-

skilled workers relatively more than it affects the skilled, the

foremen, and other key people. Within an occupation, in the

absence of strict seniority rules, its incidence is often related to

the relative efficiency and productivity of individuals. In a free

market the more efficient are the last to go and the first to be

re-employed. Thus the unemployed do not constitute a true

cross-section of the labor force. Because of these conditions, the

W.P.A, had to select projects which would furnish employment

to large numbers of unskilled and semi-skilled workers and

would make minimum demands for skilled workers, specialists,

and experienced foremen and managers. For unemployed skilled

workers whose skills lay in operation and maintenance of highly-

developed machines and equipment, the W.P.A. had to find

other occupations since the requirement of large employment

rules out the extensive use of labor-saving machines.

The fact that in general the projects had to be public further

narrowed the choices. In some communities most of the unem-

ployed employables had worked in an industry which was al-

most exclusively within the private sector of the economy. If

W.P.A. reopened the privately owned plant and ran it as a

project, it would be in direct competition with other like private

establishments. Its subsidized production would force the com-
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peting concerns to curtail production and lay off workers. Thus

W.P.A. could not directly enter the private field and produce

competing goods or supply competing services, although such

goods and services may have had a high priority in ordinary

consumer demand.

For obvious reasons, moreover, the W.P.A. could not conduct

construction projects for privately owned enterprises. It was

true, for example, that in many communities an outstanding

need was for improved housing and for the extension of utilities,

but if housing construction and the supplying of utilities were

privately owned enterprises, W.P.A. was barred. Even public

construction occasionally encountered criticism when the result

was the indirect enrichment of the owners of the abutting prop-

erty or when the W.P.A. improvement permitted abutters to

escape the betterment taxation to which they would have been

subject had the improvements been made by state or local gov-

ernments.

In the United States the legislative power to determine what

shall be public and what private had in the past been vested

primarily in the state legislatures. It was not uncommon for a

state to permit variation within its boundaries, so that a given

utility was publicly owned in one community and privately

owned in another. Thus if a major local demand was for the

extension and improvement of a utility, W.P.A. could recognize

it if the utility was publicly owned but could not if it were
privately owned. This obvious difficulty was applicable in all

public works programs financed by grants from public funds.

It operated to put pressure on both state and local legislative

bodies to move in the direction of public ownership.

Supplying suitable public work for such unemployed as musi-
cians, artists, actors, and writers presented especially great

difficulty. Neither state nor local governments customarily
made any substantial expenditures in these fields. These occu-

pations were largely in a highly competitive part of the private

sector of the economy. The product or services of the workers
were, moreover, to a considerable degree on the luxury or recrea-
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tional side, and hence were hard hit as consumers curtailed their

expenditures.

National government agencies^ often W.P.A. itself, sponsored

projects to provide assistance for educational, professional, and

clerical people as was authorized by law. In so far as such

projects were in the creative field of the fine arts, they frequently

had to allow the beneficiary considerable scope for self expres-

sion. Under the conditions prevailing prior to W.P.A. the free-

dom of such workers for self expression was untrammeled, but

they were under the necessity of finding someone who would

pay for the enjoyment of their creative effort. An almost en-

tirely new situation arose when the government, because of

the need of such workers, put them on its pay roll to give them

a living wage. In the case of the theatre projects, the govern-

ment went to relatively heavy expense to supply the necessary

theatres, scenery, and light effects.

The creative artists supported by W.P.A. were taken mainly

from the relief rolls, which meant that most of them had gone

through a painful experience and were far more impressed with

the defects of the existing social, economic, and political system

than with its merits and accomplishments. They constituted a

fertile field for radical ideas and ideals. The result was that

many writings, paintings, and plays were strongly opposed to

the existing order and were approved only by the more radical

element in some of the great eastern cities. Commercially several

of the plays, which had been produced at substantial cost to the

government, were almost total failures, closing within a few

days of their opening, as they were unable to draw an audience

even where sympathy for radicalism was strongest.^®

The 1935 legislation had vested in the President authority to

select the projects for such workers. Congress, after investi-

gations by a subcommittee of an appropriations committee of the

House, in 1939 curtailed this power. It prohibited the use of

25 For the details with respect to these projects stt Investigation and Study of the

Works Progress Administration^ Hearings before the House Committee on Appropria-

tions, 76 Cong, i^-jsess.



370 W.P.A. ANI> OTBMR Pf^ORK AGBNCIES

funds for the operation of any theatre project after June 30,

1939, with certain exceptions for orderly termination, and after

August 31, 1939 “for the operation of any project sponsored

solely by the Work Projects Administration” which meant in

effect that writing, music, and art projects would have to have

some other sponsor.®*® The same act prohibited after September

30, 1939 the use of any part of the appropriation to pay any

compensation to any person “who advocates, or who is a mem-
ber of an organization that advocates, the overthrow of the

Government of the United States through force or violence”

and required all persons employed in administrative or super-

visory positions to take the customary oath of office to support

and defend the Constitution of the United States against all

enemies, foreign and domestic.®^

It seems entirely fair to conclude that the original require-

ment for immediate, large, additional, and suitable public em-

ployment was in many respects inconsistent with the economic

and governmental system which had prevailed prior to the de-

pression. Private contractors frequently employed on public

works, owners and managers of privately owned utilities, even

owners of rental residential properties, and apparently to some
extent officers and employees of some departments in state

and municipal governments, experienced what they regarded

as unfair and subsidized competition from the national gov-

ernment. A system which might work smoothly and efficiently

in a centralized totalitarian state could not without difficulties

and inconsistencies be superimposed on a free enterprise sys-

tem operating under a form of government that gave a large

measure of home rule to the states.

As noted above. Congress curtailed administrative discretion

with respect to art projects by prohibiting theatre projects and
by removing the power of W.P.A. to sponsor projects. Certain

other limitations placed on administrative discretion by the

1939 act are worthy of note.

The expenditure authorizations for otlier than labor costs for

all the work projects financed from W.P.A. funds in any state,

^ S3 Stat. 936.

2^53 Stat. 935.
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territory, possession, or the District of Columbia were not to

exceed an average of $6.00 per month per worker, except under
certain circumstances the W.P.A. Commissioner could go as

high as $7.00.^* The use of W.P.A. funds to purchase construc-

tion equipment or machinery was prohibited “in any case in

which such equipment or machinery can be rented at prices de-

termined by the Commissioner to be reasonable.”^®

Payment of more than three fourths of the total cost of non-

federal projects within any state from the appropriated funds

was prohibited and the state or its subdivisions was required

to pay not less than one fourth.®® Contributions in kind or in

services of the sponsor’s own employees were to be valued in

accordance with rules and regulations “which shall also allow

credit only to the extent that the furnishing of such contribu-

tions represents a financial burden which is undertaken by the

sponsors on account of Work Projects Administration projects,

or other sponsored projects.”®^

Maximum limitations on costs of buildings which might be

constructed by W.P.A. were placed at $50,000 total for federal

buildings and $52,000 W.P.A. portion of the estimated cost for

any nonfederal building, with certain exceptions in the case of

commitments already made. Large building construction actu-

ally carried on by W.P.A. using relief labor had engendered no

little controversy, with many diflFerent aspects. P.W.A. had

been operating in the building construction field with its loan

and grant program that made the state or local government put

in 60 or 70 per cent of the cost; W.P.A. gave all the money ex-

cepting sponsor’s contributions, the actual value of which had

in some cases been so open to question that Congress, as

noted above, called for the establishment of definite rules and

regulations and attempted to lay down a guiding principle to

eliminate “water.” Frequently the relief rolls could not supply

the number of the skilled workers required for large building

53'Stat. 928.

,

The same. In some instances sponsors or others had purchased equipment on the

installment plan and had then rented it to W.P.A. at what was regarded as an unreason-

able rate. '

.

S3 Stat. ,928*

Si
53 Stat, 932.
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construction, and hence the W.P.A. had to hire skilled workers

not on relief. Such a procedure involved competition with the

private construction industry, which in normal times had

built most public buildings. The cost of several of the large

buildings constructed by W.P.A. was reported by independent

investigators acting for the House Committee as materially in

excess of the cost of construction by private enterprise. The

explanation was that relief labor was not as efficient as normal

labor and the extra cost really represented relief. We shall dis-

cuss this phase of the subject in a later section of the chapter.

Here the major point is that Congress restricted administra-

tive discretion to have W.P.A. construct large buildings.

In the table below we give the amount of W.P.A. and

sponsors’ funds expended on projects operated by W.P.A. by

Expenditures of W.P.A. by Types of Projects and Source of Funds®

(Dollar items in millions)

Cumulative through June 30, 1940

Type of Project
Total 1

W.P.A.
Funds

Sponsors’ Funds

Amount

:

1

Per
Cent Amount

Per Cent

of Total

Total. $9,578 100.0 $7,78S $1,793 18.7

Highways, roads, and streets 3,727 38.9 2,932 796 21.3
Public buildings ......

Recreational facilities, excluding i

999 10.4 768 231
i

23.1

buildings 8SS 8.9 743 112 13.1
Sewer systems and other utilities. .

,

965 10.1 757 208 21.5
Airports and airways 201 2.1 151

:

50 24.8
Conservation 379 4.0 326 1 '.53 13.9
Sanitation 201 2.1 161 ‘ 41 20.2
Professional and service ... 2,060 21.5 1,809 ! 251 12.2

Community service 596 6.2 513
!

83 14.0
Research and records 413 4,3 3S6 57 13,

P

Sewing 633 6.6 587
1

46 7,3
Welfare, excluding sewing 312 S.3 255 ST 18.3
Other 105 IJ 98 7 6,6

Miscellaneous^ 192 2.0 138 ' 54 28.0
i .

® Work Projects Administration, Report on Progress of the WPA Program^ June 30,
^940>p. 63.

^^ Includes adjustmentofW.P.A. expenditures to total reported by the Treasury De-
partment; sponsors’ expenditures for land, land leases, easements, and rights-of-way
for which the distribution by type of project is not available; and projects not included
under the headings above.
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major types of projects and by source of funds cumulative

through the year ending June 30, 1940.

The most striking fact brought out by the table is the domi-

nance of construction in the program. Of the aggregate expendi-

ture ofjust under 9.6 billion dollars, 38.9 per cent went for high-

ways, roads, and streets, 10.4 per cent for public buildings,

10. 1 per cent for sewer systems and other utilities, and 2.1 per

cent for airports and airways. These items involved expendi-

tures of almost 5.9 billions and made up 61.5 per cent of the

total. These dominant projects lay in fields in which depart-

ments of state and local governments and private contractors

functioned prior to the depression. An issue is thus raised as to

whether the entry of W.P.A. into actual construction may not

have operated to retard rather than to promote the resuscita-

tion of that sector of the economy which was normally employed

in these fields, whether the program did not constitute com-

petition of the national government with state and local govern-

ments and with segments of the private construction industry.

In this connection the relatively high percentage of sponsors’

contributions required for these construction projects will be

noted, ranging from 21.3 per cent of the total for highways,

roads, and streets to 24.8 per cent for airports and airways.

Projects headed “Professional and service” accounted for a

little over 2 billions or 21.5 per cent of the total. Even here

there was some performing of functions by the W.P.A. which

existing agencies of state and local governments were equipped

to handle if they had the expenditure of the funds. Plere

again is the issue as to whether resuscitation of the existing

economy is to be secured by a financial transfusion to the nor-

mal agencies or by developing an alternative system dominated

and administered by the national government.

A table on page 374 shows for selected periods from March

1936 to June 1939 the distribution of each 1,000 persons em-

ployed on W.P.A. operated projects by major types of projects.

Here again will be noted the dominant role played by highways,

roads, and streets, which at every period accounted for more



o
C4

Ut.

o

>
H
t>6

O

s

0 r-4

01 ,,
CU

a »

1°
So
9 S

|
1< o

o .

S
g 3

W a
<« S
I B
S M

si
(S'"

8
,c>

;

i33

I

Q

June21
,

1939

0 t'-e<j'rHfori<c^o\*2*::*r'':f<''OONON
0 0\t'' C^>-^
0
*>“4

March 22

,
1939

0 «SJ >fH 0 O' vH SO On 2! ^ ^ 00 (Ni CO
0 00 i--

0 ®' 'O W CN t-H

0 rH tH

fH

Decem-

ber

28
,

1938

0 10 10 csj (N coiu^»o^;25;'^
0 tm

»H

Septem-

ber

21
,

1938

0 CO On C3n 0> rH VO £j S?0 CO
0 r-. 00 !>• CO 00 xrH 0 ^ ^ rH CN r-c

0 Tft T-i

fm>f

March
30

,
1938

0 0 VO NO 00 00 !>• VO ''1^ CO c^ VO CO T-t On0 C0 t^ 00 'cl< O'HO’^'^*'Jt>--<rH CO
0 rH tH

n-S

Septem-

ber
1937

t» 0 t>. NO i>- On CO CO XH 0 00 fO (NJI 10 rH tH
0 iO 0 CO CO On 20 tH CO tH
0 CO tH tH rH

^«<4

H fkT^

0 r«.iONOvOcOOO'e<0<^j5iOvOON‘-s0 to 00 CO 10 0 Nf-H <S 0 t-H CS tN0 CO ^ ,H »H

|H[

Septem-

ber
1936

^ 0 COONOiOOrft0^i::<>‘<*'iOCOr'»0 C000O'e’00CSJx-H''^*^‘'*O'rHCNTH
CD CO r-i ^ rH

Oja
pto
S fo
i^CN

0 CS 0 ON lOO^f^C* 'O

g ^OOOVOONxr-( 00 '^’^*^OCS|iS'>Cq

o
CJ

•g 8(S3
.5*5 j-S

(U ^o

*a rt

'U u
=“

g<
«-i CO

M s^ sO i3

xf

O O
I'ijoT’g'^ ^

-iiii ll.still-s.s'g
•-fl 3 o f frjXJWPilpH S g C.S2

KcStScSc^<&:

i|
w O

I 'd u
H
w

s

u

'E

«

s

4^.

tub

.S

'. u"S'

S'aM lU

’-‘So
. " 5
'-S o ^

'tili!'|l
i Ss.g-S.S 8

s 5 c «>

S::) a

o
. u*.M V

-w wCO
O 3
-' CO

00 >
.S c

<U -C
<u.a

'^’1

oo u
On o
r ^

B Ck

CD
’-'

CO c

..^ CD

a ^

ij
o'o
o.S
^4-4 O
o

t*. p\

J
2 ^ B
So

a Ck

^ i&“

si

Sa
"SS
rt C .

so

^

*S
*^0 0^

3 ^
S w *-.

3 a s =3

3 S-^S
= Wj: a
3 'O.tilS

0 ^
j 'c'S S

5; 3 =3

4 a-TO,
* a
0 ^ 0 ^
4 '

rt
w -3

? ^ 4-1 U
5 cS O d
= ^P^'S
•-2 ^ 0 0

374



SELECTION OF WORKERS 375

than a third of the workers and in September 1938 accounted for

473 in each 1,000.

The objective of the administration in taking the course it

did was to furnish, under direct national administration, em-
ployment for unemployed employables. We shall therefore

proceed to the next subject, the selection of workers.

THE SELECTION OF WORKERS

The brief experiment with the Civil Works Administration,

carried on late in 1934 and early in 1935, had quickly shown,

it will be recalled, that the cost of offering a job to everyone

who wanted a job was stupendous. World War II has demon-
strated more clearly than any previous development that the

size of the labor force even at a given moment is not some-

thing fixed and stable. Rather it is much more elastic than had

been appreciated. There are thousands of employable people,

mainly secondary wage earners, who do not have to have gain-

ful employment to live, but who come into the labor market

when family finances present difficulties, or when extra money
earned in a satisfactory job seems more desirable than the

alternatives available without employment. C.W.A. brought

in thousands of such persons unquestionably willing and able

to work, yet not in need in the strict use of that term. Many
employed were members of families which contained other

breadwinners earning enough to sustain the family, although

probably not enough to give the family the level of living it

desired.

The new program proposed by die administration and

authorized by the act of 1935 was safeguarded against a repeti-

tion of the C.W.A. experience. First to be eligible for one of the

work relief jobs created by W.P.A. the applicant had to be an

unemployed employable in need. As a general rule the fact of

need had been established by the state relief agency or its local

representative. The applicant was either in receipt of relief or

eligible to receive it. Not until need had been established could

one get a relief job on W.P.A., although as will be discussed

later a person not in need might be hired for an administrative,
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supervisory, or skilled work job in connection with the opera-

tion of W.P.A. or one of its projects.

To prevent the influx of secondary wage earners, the rule

was adopted that not more than one member of a family could

be employed on W.P.A. Ordinarily the person so employed was

the head of the family and normally its principal wage earner.

Especially in the later years of the period, however, children of

W.P.A. workers and those of low-income families not in need

were eligible for work under the Civilian Conservation Corps

and the National Youth Administration programs financed

mainly from federal relief funds. They will be discussed in sub-

sequent chapters. With these exceptions, the rule was only one

member of a family, generally the primary earner, on W.P.A,

A rule of that type offers an incentive to grown sons or

daughters of a family to leave home and either to become single

workers not living with a family or to marry and start families

of their own, A single person not living in a family which al-

ready had one W.P.A. worker, if unemployed and in need, was

eligible for a W.P.A, reliefjob. In many communities, however,

there were not enough W.P.A. jobs available for all who wanted

them, and ordinarily the married applicants had the better

chance of assignment.

Application of the requirement that the unemployed person

in need should be employable occasioned great difficulty.

Whether or not a person is employable under a free enterprise

system depends in part upon the condition of the labor market
in the locality where he seeks employment. When the supply

of labor of the type the person has to offer is ample, he may
be unemployable because he is submarginal; he is not pos-

sessed of the qualifications that will lead anyone to hire him.

When labor of that type is in great demand he is employable,

although possibly only for a brief period during peak demand.
This description of what constitutes employability, in the sense

of the word as used by ordinary employers, both public and pri-

vate, was however no criterion in administering W,P.A. during
the depression, since many of the unemployed were obviously

employable at anything approaching normal demand for labor,
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and the objective was to give work to those who could not

secure it under existing conditions.

The initial appraisal as to whether a person was or was not

employable was made in practice by the relief agency operated

by the state or local government or the two in co-operation.

It may be well to review briefly the situation which the em-
ployees in the welfare agency confronted after the need of the

applicant and those dependent upon him had been established.

1. The applicant must if possible be supplied with at least

enough to bring available resources to the point where they

will supply a minimum of subsistence.

2. If the applicant is ruled unemployable and hence not

eligible for W.P.A., and if neither he nor any of his dependents

can qualify under the relief categories of the Social Security

Act, he must be provided for through state or local relief funds.

3. In many jurisdictions state and local funds for general

public assistance were so inadequate that a decision that the

person was unemployable meant unrelieved want for him and

any dependent upon him.

4. A W.P.A. job would mean relative comfort at the expense

of the national government. The assignment moreover would

bring federal money into the community.

The employees of the relief agency were therefore under con-

siderable pressure to declare the best available breadwinner in

a family employable.

Now let us look at the problem from the standpoint of the

W.P.A. ofiicer responsible for the administration of the project.

I. The successful prosecution of a project ordinarily requires

several definite classes of workers. The employees of each class

must possess the minimum qualifications necessary for the per-

formance of the duties of that class. From the standpoint of a

production manager, a person is not employable on the project

unless he possesses the minimum qualifications for a class of

work the manager has to have done.

a. If the number certified to the manager as employable and

possessed of the qualifications required for a class of work he

has to do greatly exceeds the number of jobs available, he as a
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producer, or one responsible for production, desires to select

the best and to regard the poorer ones as unemployable on the

project.

3. If the project manager is skilled and experienced in the

kind of work he is directing, he has standards of skill and pro-

duction by which he judges employability. An employee who

falls materially short in skill or production is from his point of

view unemployable.

4. If his project requires some relatively high-class persons

possessing training, skill, and experience, he is going to be

eager to secure them. He will prefer an applicant who has the

needed qualifications, though the applicant’s own need is slight,

to the unskilled, inexperienced applicant whose own needs are

serious. The manager may even hunt up the man he requires

and then try to get the state or local welfare agency to certify

that person as in need of relief.

Thus there was in the W.P.A. program an inherent conflict

between the relief or welfare concepts as represented by the

social workers in the certifying agency and the efficiency and

work standard concepts of the production manager responsible

for project results. In one state at least an agreement was

entered into that the welfare department would cease its prac-

tice of tending to regard need as synonymous with employ-

ability and send only persons who were really employable. The
project managers on the other hand would cease hunting up
competent workers and sending them to the welfare department

to get the necessary certificate of need.

A closely related difficulty with employability is that a

man may be eminently employable on one job and almost en-

tirely unemployable on another. For example, a man may be
adept on a machine job which requires almost no physical

strength and of little use on a job which calls for physical

strength and endurance. A project manager could hardly say to

the skilled or semi-skilled machine operator, “You are unem-
ployable” or “We won’t hire you for this job.” If no other more
suitable work was available under W.P.A. in the locality where
the man lived, the project manager was under considerable
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obligation to make a place for him, for he was obviously em-
ployable from the standpoint of the program. We shall discuss

this subject in more detail later in considering the preservation

and development of skills.

It should again be repeated that eligibility for W.P.A. on the

ground of employability and need did not assure a man a

W.P.A. job. There had to be a project within a reasonable

distance of his home or one to which he could be transported,

and it had to have a sufficient allotment of funds to permit of

his employment. He might be turned down because of no proj-

ect in the vicinity or no project with an uncommitted balance.

Where available funds would not permit of employment of all

eligibles, selection might be made on the basis of qualifications,

and then an eligible might be rejected on the ground of no

suitable work for him.

As will be more apparent after the ensuing section on wages

and hours has been read, W.P.A. constituted a haven of safety

after severe storm for no small number of its beneficiaries.

Among them were three classes: (i) persons who were rarely

employable under a normal competitive system and hence

experienced under W.P.A. a continuity of employment new
to their experience; (2) persons whose normal employment had

been seasonal or sporadic and who found in W.P.A. a preferable

regularity and degree of security; (3) persons whose compensa-

tion had been at least in part in allowances including quarters,

whose hours had been long, and who had little of the freedom

that comes from money wages and short regular hours. They
preferred the new way of life made possible by W.P.A.

Many such persons tended to stay on W.P.A. and were loath

to accept temporary or sporadic employment in private enter-

prise or normally conducted public enterprise when it de-

veloped. W.P.A. was from their point of view a better job.

Naturally, too, employers who had customarily employed

workers of this type, especially for seasonal jobs, were highly

critical when they encountered a labor shortage and a demand
for high wages and knew or thought adequate labor at reason-

able wages would be available if it were not for W.P.A. Many
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of them felt that they ultimately would be heavily taxed to pay

for a nationally operated work program which was handicap-

ping them in conducting the businesses from which they made

the money to pay taxes. The program from their point of view

was being made an instrument for economic and social reform.

Gradually Congress began to take action with respect to

some of these matters that had evoked criticism. The act for

the year 1937 contained the provision:

. . . That no person employed on work projects and certified as in

need of relief who refuses a bona-fide offer of private employment un-

der reasonable working conditions which pays as much or more in

compensation for the same length of service as such person receives or

could receive under this appropriation and who is capable of perform-

ing such work, shall be retained in employment under this appropria-

tion for the period such private employment would be available: . .

It went on to “entide” an employee who left for private em-

ployment “to immediate resumption of his previous employ-

ment status under this appropriation if he is still in need of

relief and if he has lost the private employment through no

fault of his own.”®®

The relative attractiveness of the W.P.A. led to allegations

that some beneficiaries continued to occupy positions under it

after they or their families were no longer in need. State or local

agencies which had certified to their need initially did not keep

a continuous check on them. The agencies ordinarily regarded

such cases as disposed of when the principal wage earner got a

job on the W.P.A. The W.P.A. officers were operating projects

and did not do social case work or run a continuous check on
the beneficiaries to see that they would still be in need were it

not for W.P.A. earnings. In the 1938 act Congress required:

“That every relief worker employed on any Federal or non-
Federal Works Progress Administration project shall be re-

quired, as a condition to his continued employment, to file

quarterly a statement as to the amount of his earnings, if any,

from outside employment while he was assigned to such a

» 50 Stat. 353-54.
•*50 Stat. 354.
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project,” and it was directed that these statements should be

taken into consideration in assigning such workers to projects.®^

The successive appropriation acts providing for W.P.A. were

officially entitled “Emergency Relief Appropriation Acts of”

the specified year. By 1939 general economic conditions had be-

gun materially to improve and some sentiment was developing

that the emergency was over and that W.P.A. should be liqui-

dated. Among W.P.A. officers and protagonists, the economic

changes resulted in a change of emphasis; the relief and welfare

aspects of the W.P.A. were subordinated to its productive

aspects. Throughout its history there had been an element of

conflict between relief and productive efficiency. With changes

in economic conditions and with changes in the directing officers

of W.P.A., more attention was given to relative efficiency. This

development was particularly noticeable in the 1939 act, which

followed the investigations by the House Committee to which

reference has already been made.

The 1939 act provided:

There shall be removed from employment on Work Projects Ad-
ministration projects all relief workers, excepting veterans, who have
been continuously employed on such projects for more than eighteen

months, and any relief worker so removed shall be ineligible to be

restored to employment on such projects until after (a) the expiration

of thirty days after the date of his removal, and (b) recertification of

his eligibility for restoration to employment on such projects.*®

The ensuing section directed all agencies carrying on projects

under the act to determine that the beneficiary was possessed

of the requisite qualifications and continued “no person shall

be employed or retained for employment on any such project

whose wdrk habits are such or work record shows that he is

incapable of performing satisfactorily the work to which he may
be assigned on the project.” The requirement for investigation

as to need was strengthened, and the W.P.A. Commissioner

was directed to cause to be made periodic reinvestigations of

need not less frequently than once every six months. Bene-

** $2 Stat. 812.
^

53 Stat. 933.
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ficiaries were again required to accept bona fide offers of private

employmentj but the language was changed. In the 1937 act^

the wages offered privately had to be as much as or more than

under the W.P.A. project for a like period. In the 1939 act

the beneficiary was required to accept “private employment

under reasonable working conditions which pays the prevailing

wages for such work in the community where he resides/'

The act continued:

In order to insure the fulfillment of the purposes for which such

appropriations are made and to avoid competition between the Work
Projects Administration and other Federal or non-Federal agencies in

the employment of labor on projects of any nature whatsoever^

financed in whole or in part by the Federal Government^ no person in

need shall be eligible for employment on any work project of the

Work Projects Administration who has refused to accept employment

on any other Federal or non-Federal project at earnings comparable

with or higher than the earnings established for similar work on

[W.P.A. projects].

The 1939 act likewise marked the end of a gradual evolution

which had been taking place with respect to aliens. The 1939

act required citizenship. The initial 1935 act had no restrictions.

The 1936 act introduced restrictions on illegally entered aliens.^®

The 1938 act provided for preferences placing veterans first,

citizens second, and aliens who had declared their intention to

become citizens prior to the passage of the act and whose

declarations were still valid third. Aliens who had not declared

prior to the act or whose declaration was invalid were ex-

cluded.^^

Several of the issues of eligibility which we have been pre-

senting had their origin in the extremely difficult problem of

wages and hours, which is the next subject for consideration.

WAGES AND HOURS

The idea that persons in need because of unemployment
should be given work by which they could “earn' ' what they

required for relief runs far back in history. In some of the early

®®49 Stat. 1609.

52 Stat. 813.
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examples under the old poor laws the work really constituted

a work test to discourage the needy from attempting to live on

relief without work. Often the projects were of the made work

variety without any real utility, and thus there could be no re-

lationship between the value of the work performed and the

compensation for that work. In some instances the person in

need was given what he and his dependents required and in

return was expected or allowed to work for a certain number

of hours per week on some available simple project at tasks

that almost anyone could perform. There might be practically

no relationship between hours worked and the amount or

value of the relief given.. A later development was to have

much more elaborate projects, to give the applicant work

according to his skill and experience, to calculate the value of

his work at something approaching a normal wage, and to allow

him to work as many hours in a week as might be necessary to

enable him to earn his budget deficit.**

Three points with respect to payment of a wage rate related

to skill and permitting or requiring the person in need to work

a sufficient number of hours to earn his budget deficit deserve

emphasis.

1. The person in need gets little if anything more than he

would have received through adequate direct relief, since he

works no longer than is necessary to earn his budget deficit.

2. Even under such circumstances relief work costs more than

direct relief because it involves expenditures for supplies, ma-
terials, equipment, and administration, but these costs are

partially offset by the value of the resulting product.

3. Administratively the projects are difficult to operate be-

cause the length of time an individual works depends on his

wage rate and the amount of his budget deficit. Thus the opera-

tors cannot get the efficiency that comes from a crew properly

balanced with respect to skills working together for sub-

stantially the same number of hours. The workers are constant-

ly shifting as men earn their deficiency and leave for the week

See Arthur Edward Burns and Peyton Kerr, ‘^Survey of Work-Relief Wage
Policies,’* American Economic Review, VoL 27 (1937), pp. 711-24.
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to be replaced by others. There may not be enough of the

higher-priced skilled men who had only short hours to balance

the large numbers of unskilled who had to work much longer

hours to earn their budget deficits. The skilled man with no

dependents may be on the job only a few hours a week, whereas

the unskilled worker with a big family might have to work al-

most all the time the project was operating.

When the national government went into its work program,

C.W.A. and later W.P.A., the leaders were not thinking in

terms of work to pay for the minimum relief necessary. There

was no idea of limiting a man’s working hours to those necessary

to earn his budget deficit. The government was going to supply

jobs for the unemployed employables, provided—after the les-

sons of C.W.A.—that they were in need. The fact that they

were in need made them eligible for a job, but the extent of

their need was to have nothing to do with their wage rates nor

were hours of labor for individuals to vary according to budget

deficits. Projects would operate a definite number of hours a

week or a month, and ail classes of workers on the project

would be expected to work for substantially the number of

hours the project was in operation. The concept was that the

job would be much like a regular job, the major distinction be-

ing that the project was to be undertaken by the national gov-

ernment, and in the main financed by it.

Such a concept meant that the government would deter-

mine wage rates, hours of labor, and earnings of workers ar-

bitrarily, if that word be used to indicate freedom from such

forces as competition, bargaining, profit, and loss. With millions

of persons unemployed and in need and with relief funds

radically curtailed, the needy unemployed would have to ac-

cept whatever wages and conditions of employment the govern-

ment offered. The power thus vested in the government would
be enormous, and the welfare of large segments of the popula-

tion would depend on how the administration exercised the

arbitrary power delegated to it.

When the proposals were first made in 1935, labor, especially

organized labor, and employers in the construction industries
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and other industries with which the work program might com-
pete were apprehensive. Here was something on a monumental
scale that had as possibilities many of the aspects of convict

and other institutional labor. The power might be so used

that the wages of free labor could not be maintained, and

the government would take away from free enterprise many
of the projects upon which its existence depended. Both labor

leaders and employers wanted safeguards inserted in the legis-

lation which would require the government to pay the prevail-

ing wage for like work in the communities where the projects

were undertaken. If the relief workers were to get lower earn-

ings than free workers, that result should be achieved not by

reducing hourly rates but by reducing the number of hours the

projects were operated per week.

The administration, however, proposed and supported what

appeared to be a new concept, foreign to ordinary industrial

practice, called the security wage. Relief workers on the projects

were to be paid not so much per hour or per day worked but so

much per month and the monthly rate was to be enough to give

the typical worker security. Emphasis was thus placed on

monthly earnings rather than on rates of pay.

The real fight on this issue came in the Senate. Under the

compromise provision which finally emerged, the President was

to require such rates of pay “as will in the discretion of the

President accomplish the purposes of this joint resolution, and

not affect adversely or otherwise tend to decrease the going

rate of wages paid for work of a similar nature.” He was further

specifically authorized to fix different rates of wages for various

types of work on any project “which rates need not be uniform

throughout the United States.”*® Thus the original law did not

specifically require payment of the prevailing wage for like

work, and it left the administration free to apply the concept

of the security wage.

The initial rules and regulations relating to wages, hours of

work, and conditions of employment under the 1935 act were

49 Stat. 1

1

8 , See Macmahon, Millett, and Ogden, The Administration of Federal

pp. 52-53.
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promulgated by the President on May 20, 1935 Executive

Order 7046. The schedule of “monthly earnings” from this

order is reproduced below.

Schedule of Monthly Earnings

Counties with 1930 Population of Largest Municipality as Indicated

Regions*
Over

100,000

50,000-

100,000

25,000-

50,000

5,000-

25,000

Under
5,000

Unskilled Work:
S44 $40Region I $55 $52 148

II 45 42 40 35 32

Ill 35 33 29 24 21

IV 30 27 i 25 22 19

Intermediate Work:
Region 1 65 60 55 50

:

45

11 58 54 50 44 i 38

Ill 52 48 43 I 36 30

IV 49 43 38 32 27

Skilled W^ork;

Region I 85 75 70 63
i

55

II 72 66 60 52 44
m 68 62 56 48 38

IV 68 58 50 42 35

Professional and Technical Work:
Region I 94 83 77 69 61

II 79 73 66 57 48
Ill 75 68 62 53 42
IV 75 64 55 46 39

» Regions include the following states:

I Connecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York,
Pennsylvania, Rhode Island, Vermont; Illinois, Indiana, Michigan, Minnesota,
Ohio, Wisconsin; Arizona, California, Colorado, Idaho, Montana, Nevada, New
Mexico, Oregon, Utah, Washington, Wyoming.

II Iowa, Kansas,^ Missouri, Nebraska, North Dakota, South Dakota; Delaware,
District of Columbia, Maryland, West Virginia.

HI Arkansas, Kentucky, Louisiana, Oklahoma, Texas, Virginia.

IV Alabama, Florida, Georgia, Mississippi, North Carolina, South Carolina, Ten-
nessee.

The essential classifications in this executive order, it will be
noted, are: (i) by classes of work with four classes differenti-

ated: unskilled, intermediate, skilled, and professional and tech-

nical; (2) by geographic regions; (3) by size of community as

measured by the size of the largest municipality within the
county where the project was located. The order, however, per-

mitted some adjustment to particular conditions. Thus if a
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project covered two or more counties with different schedules

of earnings^ the highest schedule should prevail. The W.P.A.

administrator or his representative was given authority to make
adjustments varying the schedules by not more than 10 per

cent.

Special attention should be called to the fact that the schedule

provided for no distinctions within any unit of the classification

on the basis of personal efficiency. All unskilled workers on a

project in a given sized county in a given region got the same

rate of pay regardless of their aptitude, willingness, and work

habits. There were no piece work rates, no efficiency steps, and

no bonuses.

For persons employed '‘on a salary basis in accordance with

the schedule’" as here reproduced, the maximum number of

hours was to be fixed by the W.P.A. administrator but "shall

not be in excess of 8 hours per day or 40 hours per week.”

The concept of salary presented some difficulties with re-

spect to absenteeism on all projects and especially with respect

to unavoidable stoppages on construction projects due to incle-

ment weather and other causes common in that industry. Space

will not permit tracing the gradual changes which were made
in the rules, but we shall quote in full the initial provisions of

Executive Order 7046.

The monthly earnings are in the nature of a salary and workers shall

be paid for time lost due to weather conditions or temporary inter-

ruptions in the project beyond the control of the workers. In order

to be credited for such time lost, the worker must report on the job

and be officially dismissed for the day unless otherwise notified by

the project supervisor. Deductions from monthly earnings shall be

made for time lost because of voluntary absence, illness, completion

or postponement of a project, or permanent dismissal. In order to

assure an adequate income to workers, the Works Progress Adminis-

tration shall make every effort to provide a continuous flow of suitable

projects ill each locality.

Since deductions were to be made for voluntary absence,

illness, and permanent dismissal—individual matters—it was

essential for pay purposes (i) to keep individual records of time

worked and (2) to calculate rates of pay per hour, or other
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suitable unit, so that the required deductions for absenteeism

could be made. The distinction between a monthly salary with

deductions for absences and the more customary hourly wage

rates multiplied by the number of hours worked or counted

was thus more a matter of words than of substance, with the

advantages of administrative simplicity in favor of the^ more

traditional method. With rates fixed the essential item in de-

termining earnings is obviously the number of hours per month

or per year work is available for those willing and able to

work.

The compromise provision with respect to the method of

fixing the wages that was arrived at in the 1935 legislation

survived only that year. The 1936 act read: “The rates of pay

for persons engaged upon projects under the foregoing ap-

propriation shall be not less than the prevailing rates of pay for

work of a similar nature as determined by the Works Progress

Administration with the approval of the President.”^® This pro-

vision was repeated in the acts of 1937 and 1938.

The 1939 act, which followed the investigation by the House
Committee, represented a radical departure from the previous

legislation. It read:

Sec. 15. (a) The Commissioner shall fix a monthly earning schedule

for persons engaged upon work projects financed in whole or in part

from funds appropriated by section i which shall not substantially

affect the current national average labor cost per person of the Work
Projects Administration. After August 31, 1939, such monthly earning

schedule shall not be varied for workers of the same type in different

geographical areas to any greater extent than may be justified by dif-

ferences in the cost of living. The Commissioner shall require that the

hours of work for all persons engaged upon work projects financed in

whole or in part by funds appropriated by section i shall (i) be one
hundred and thirty hours per month except that the Commissioner, in

his discretion, may require a lesser number of hours of work per month
in the case of relief workers with no dependents and the earnings of
such workers shall be correspondingly reduced, and (2) not exceed
eight hours in any day and shall not exceed forty hours in any week.

(b) The Commissioner may authorize exemptions from the above
limitations of monthly earnings and hours of work to protect work al-

^*^49Stat. 1609.
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ready done on a project; to permit making up lost time; in the case of

an emergency involving the public welfare and in the case of super-

visory personnel employed on work projects."

Under the 1939 act the current national, average, labor cost

per person on the W.P.A. became the standard which was to

govern and hours were fixed. In the competitive economy wages

were rising with the increased demand for labor. Thus if wages

continued to rise, jobs on W.P.A. would become progressively

less desirable, and W.P.A. beneficiaries would have greater in-

centives to leave its sheltered employment. No longer were the

W.P.A. wages tied to the prevailing wage as they had been in

the acts from 1936 to 1938.

The prevailing wage rule of the earlier laws was in many
respects unsatisfactory. As has been noted, the W.P.A. wage

schedule provided a single wage rate for all employees of the

same class in the same sized community in the same geographic

area, with no differentiations on the ground of efficiency, de-

pendability, length of service, personality, and so on. In private

enterprise, except wl^ere labor unions have achieved a domin-

ant position and have been able to enforce general observance

of a uniform wage scale,^^ there are wide variations in the pay

rates for individuals doing the same class of work, based at least

in part on such personal differences in qualifications as were just

cited. As a result, in communities where labor is not generally

organized, there is often no such thing as an established prevail-

ing wage that will serve as a governing standard. Sometimes one

finds a commonly used hiring rate for the general run of un-

skilled workers, but data for wages actually being paid show

substantial departures from it; good dependable workers get

“ S3 Stat. 933.
In communities where labor was organized the rule apparently was to recognize the

union scale as the prevailing wage. The rules promulgated by the F.E,R.A. to govern

the civil works program required the establishment of advisory local wage-rate com-

mittees consisting of *‘one representative each from organized labor, and the local re-

lief administration, and a third member from local business or profession selected by

the first two.” The rules continued: “If there are wage agreements or understandings

between local labor organizations and employers in the locality, such rates will be

recognized as the prevailing rates.” p. 126. F.E.R.A., Manual of Work Division Pro-

cedure^ Nov, 15, 1934, quoted in Williams, Federal Aidfor Relief.
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more and perhaps marginal workers substantially less. Under

such circumstances the average wage or the median wage of all

employed persons in the class is the prevailing wage, but in

many instances data regarding what employers are actually

paying from which such an average or median could be calcu-

lated are not readily available.

In the absence of a real prevailing wage or adequate data to

calculate the average or median wage, administrators have

wide discretion in determining what is the prevailing wage,

which the Congress directed them to use as the standard. Obvi-

ously it is in the immediate interest of the program beneficiaries

and of labor in the community to get the highest possible de-

termination of tire prevailing wage and incidentally of the cost

of living. A high determination of the prevailing rate especially

in rural areas had certain disrupting influences:

I. Persons who were regarded by employers in the commu-

nity as scarcely employable at all got as high a wage rate on

W.P.A. as really good workers were paid either on W.P.A. or in

private enterprise.

a. W.P.A. in some instances was paying more to its bene-

ficiaries than many private employers were paying. What the

private employers were paying was probably in a substantial

number of cases more nearly the local prevailing wage. This

difficulty came in part from the use of the county as a standard,

for not infrequently there are considerable variations among
sections of a county, and a tendency apparently existed to use

as the standard the higher paying sections of a county.

3. Payment of the prevailing wage, particularly if it has been

pitched somewhat higher than the real facts would warrant,

made the W.P.A. with its continuity and perhaps its less de-

manding performance requirements, a strong competitor in

many local labor markets where rates were relatively low in

private industry. It thus violated an old principle in relief ad-

ministration that life on relief should be less desirable than in-

dependent self support. It also handicapped private employers
in making jobs and in hiring workers, for whether an employer
can afford to hire a worker depends in part upon the relation-
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ship between the wages the worker will require and the value

of the services he will render. Wages can be put so high that

the employer cannot afford them. Only a government can af-

ford, over substantial periods, to pay workers more than their

productive services are worth, and it does so at the expense of

the taxpayers.

4. Most communities have some persons who have little de-

sire to work after their immediate and customary needs are

satisfied. For them leisure and freedom from the discipline of

work are more important than a level of living higher than that

to which they have been accustomed. They may have no idea of

saving. For such persons work at the prevailing wage for the

least number of hours required to supply their wants is prefer-

able to working much longer periods at the same wage rate.

With W.P.A. paying prevailing wages for a sufficient number of

hours, other jobs paying the same rate but offering better earn-

ings because of longer hours were not attractive, especially since

the discipline on the alternative jobs would in all probability be

more strict.

One other section of the 1939 law, as quoted above, deserves

special emphasis—that which permitted the commissioner in his

discretion to require a lesser number of hours per month from

relief workers with no dependents with a corresponding reduc-

tion in earnings. This provision, it will be noted, represents a

return to earlier work-relief concepts where the idea was to let

the needy applicant earn only his budget deficit. That concept

was practically abandoned by the W.P.A. program at its incep-

tion, and workers in the same class on a project got the same

wages regardless of the number of their dependents and their

budget deficits. Thus one worker might be amply cared for by

his W.P.A. wages and his other resources, whereas another with

a large family and few resources might have difficulty in getting

along or even have to ask aid from relief funds. The wage con-

cepts and the relief concepts were thus frequently in conflict.^®

In one of the field studies prepared in co-operation with the Institution a striking

illustration of this situation was given. To meet difficulties in developing projects in

each county, a large central project was set up with barracks for the workers who came
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FINANCIAL ASPECTS

In discussing the financial aspects of W.P.A., we shall give a

summary to show the magnitude of the appropriations during

the years from 1935 through June 30, 1942. We shall then take

up the allotments or appropriations by individual years for that

period and consider the issues involved in determining the size

of the national appropriation. How these national funds were

distributed among the states will then be considered. At the

end of this section data will be presented regarding costs per

man-year together with some discussion of the part played by

sponsors’ contributions.

Presentation of a brief, over-all summary of appropriations

is difficult because of the manner in which appropriations were

made. In the 1935 act, it may be recalled, the entire appropria-

tion of almost 5 billion dollars was made to the President to be

allotted by him to existing agencies or agencies which he might

create. The acts for 1936 and 1937 followed the same method,

but beginning with the 1938 act Congress tended to return

to the traditional method of making specific appropriations to

the operating agencies. In the ensuing years specific appropria-

tions for the W.P.A. and for some other agencies were carried

in the emergency relief appropriation acts, whereas those for

others were either in whole or in part carried in the regular ap-

propriation acts. We have made no attempt to determine to

what extent presidential allotments from the earlier relief acts

resulted in subsequent additions to the regular appropriations

for other agencies. We shall here give the appropriations made
in the emergency relief acts and certain related acts for the

work program and then proceed to the allotments and ap-

propriations for W^.P.A.

The sums appropriated for the relief and work reliefprograms
for fiscal years from 1936 to 1942 were, in millions, as followsd^

from a distance. Most of the men in the barracks did the same work and got the same
pay. Responsible married men with families dependent upon them lived simply and
sent most of their wages home. Some of the men with no dependents and others who
were irresponsible lived riotously and intemperately. On the job those who lived
simply were at times in much better condition to render productive service, yet all

received the same wage regardless of budget deficiencies and personal efficiency.

Report of the President of the tfnited States to the Conp^ess showing the Status of
Funds and Operations under the Emergency Relief Appropriation Acts for the Fiscal
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1936.
1937.

1938.
1939.
1940.
1941.

1942.

$ 4,546
2,232
1,806
2,527
1,783
1,433
916

Total $15,243

If a work program is to include substantial and fairly costly

projects^ it is desirable that the appropriations for it shall be

available until used, or else that each year a substantial part of

the unexpended balances be reappropriated. Such a course is

necessary to permit the operating agency to undertake and carry

Sums Obligated and Sums Expended from Emergency Relief Funds, 1935Hlr2®

(In millions of dollars)

Fiscal Year
Annual Amounts

Cumulative Total
(End of Fiscal Year)

Obligated Expended Obligated Expended

1936 $4,250
2,472
1,832
2,520

1

1,787

1

1,431
853

$3,425
2,861
2,001
2,618
1,835
1,431
913

$ 4,250
6,722
8,554
11,074
12,861
14,292
15,145

$ 3,425
6,286
8,287
10,905
12,740
14,171
15,084

1937
1938
1939
1940.;...
1941
1942

* Treasury Report on Work Reliefs P* Si*

to completion projects which could not be completed in the

fiscal year and possibly could not be completed even in the

ensuing year. In many cases construction projects once started

must be carried to completion. Left partly built they may be of

no value to anyone, an eye sore or even a menace to safety, and

the value of such work as was done may be rapidly destroyed

unless the partly finished structure can be satisfactorily pro-

tected. In a sense, appropriations for a work program must be

authorizations for expenditure not necessarily in the fiscal year

but over ensuing years. For many purposes, therefore, it is more

significant to consider the sums obligated than the sums actual-

ly expended by fiscal years. These data are presented in the

table above, to which we have added a cumulative section.

Years /pj5 to ip42. Inclusive^ as of June Prepared by the U. S. Treasury

Department, Fiscal Service, Bureau of Accounts, p. 49. Subsequently referred to as

the Treasury Report on Work Relief.
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The table below gives the expenditures by fiscal years for

all agencies and by W.P.A. with a cumulative section. It will

be noted that of the 12.7 billions which had been spent on the

work program up to June 30, 1940, the W.P.A. had spent al-

most 8.2 billions, or not quite two thirds of the total.

Expenditures from EwERGEircr Remef Funds by W.P.A., 1936-42

(In millions of dollars)

Fiscal Tear

Annual Amount
Cumulative Total
(End of fiscal year)

All
!

Agencies®
W.P.A.fc

All

Agencies W.RA.

1936.... $3,425\
2,861/
2,001

$3,104
$ 3,425\

$ 3,104
1937... 6,286/

1938 1,428 8,287 4,532

1939 2,618
1,835
1,431
913

2,157
1,462
1,285

10,905 6,689

1940 12,740 8,151

1941 14,171 9,436

1942 879 15,084 10,315

® Treasury Report on Work Relief

y

p. 51 .

^ The same, p, 52 .

Appropriations, obligations, and expenditures all indicate

considerable variation from year to year. Such variations give

rise to the question how was the amount to be appropriated

determined? Estimating and appropriating for the work pro-

gram presented distinctive features in financial administration,

three of which are particularly noteworthy.

I . The national government in the thirties was proceeding on

a basis of deficit financing, and hence the question of where the

tax revenues to pay for the program were to come from was in

no sense an immediate limiting factor. At first the thought ap-

peared to be that the financial position of the nation would be

satisfactory if the national budget was balanced over a period of

years, instead of annually, and that the restoration of economic
activity resulting from the pump priming of a public works
spending program would within a reasonable time balance the

budget. As the facts failed to demonstrate the soundness of the

prediction, this idea gradually gave way to the theory that a

balanced budget was unnecessary and that the size of the na-
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tional internal debt was a matter of relatively little economic

moment. Thus the government could with impunity appropriate

as much as it deemed advisable for a work program, although all

the money was to come from borrowed funds.

2. No basic law was passed laying down the principles which

should govern the expenditures, nor were any standards adopted

giving either the states or individuals contingent legislative

rights. Because of the absence of principles and rights, the more

or less customary estimates as to what would be required to

carry out the substantive law were inapplicable. To illustrate

the point, since the law itself did not provide that the national

government should supply work relief for all needy unemployed

employables, it was not the practice to maintain current ac-

curate statistics as to their numbers and to use these statistics

as a basis for determining the sums to be appropriated.

3. The costs of the work program were made up of five major

elements
:
(a) the wages paid to needy unemployed employables,

(b) wages paid to project supervisors and skilled laborers

specially hired, (c) administrative costs, (d) expenses for sup-

plies, material, and equipment, and (e) expenditures for land

and the like (usually made by sponsors). Reasonably accurate

estimates of costs and hence of sums needed through appropria-

tions thus would have called for a high degree of advanced

planning and systematization as contrasted with improvising

to meet current conditions. It is also probably true that had

Congress been supplied with details regarding projects to be

undertaken with their location and nature, difficulties in secur-

ing appropriations would have been greatly enhanced.

The practice which developed was therefore not to include

estimates for the work program in the regular budget submitted

to the Congress at the beginning of each session but to treat the

work program as a distinct and separate thing. How much of an

appropriation was to be recommended was determined by the

President after consideration of the information and advice of

his subordinates in immediate contact with the details of ad-

ministration. Since the appropriations were in general for a

future period, economic forecasts were involved, and Con-
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gress was largely dependent on the administrative officers for

these forecasts.

MacmahoBj Millett, and Ogden say on this subject;

The size of appropriation requests for the works program after

1 93 5 j
however, was never determined in the light of fully worked out

estimates and an orderly posing of alternatives. The WPA developed

careful records of the man-year cost of giving a person a work relief

job at various kinds of tasks and in different states. But no standards

of employability were formulated, and at any one time the WPA had

no certain information about the number of employables on public

relief rolls eligible for federal work relief. Still less did it have exact

information about the number of those who, while not at the moment
on the relief rolls, might soon be reduced to the necessity of seeking

public assistance.

The size of appropriation requests was rather the result of com-

promise among pressures within the Administration. The principal

forces were the Treasury Department and the Bureau of the Budget,

on the one hand, and the WPA, on the other. The Treasury Depart-

ment seemed basically concerned about balancing the budget and
looked with disfavor upon the accumulation of federal deficits. There

were other potent strategists in the Administration who argued that

under the circumstances deficit financing was the one feasible method
of channeling excess savings into consumer purchasing power. To this

economic argument spokesmen for theWPA could add an urgent sense

of the plight of relief and marginal groups throughout the country.

When WPA officials spoke before congressional committees on mat-
ters of finance, it was with the consent of the President, who had to

balance the various forces. Mr. Hopkins' strategy was never to expose
his estimate to a rebuff; the President's caution was anticipated. The
President, for his part, almost always got from Congress tlie amounts
that he requested for the works program. But a consideration of con-

gressional attitudes entered into the President's calculus, even as a
consciousness of the President's position affected the estimates sub-

mitted to him by the WPA.^®

On pages 398-99 the expenditures of W.P.A. for the fiscal

years 1936 to 1940, inclusive, are shown by states, geographically

arranged. For each state the average W.P.A. expenditures for

the period 1936 to 1940 are also given with a per capita figure

based on its population at the Census of 1940, which will serve

as a rough indicator of relative expenditures.

The Administration of Federal Work Relief

y

p. 174.
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For continental United States the average annual expendi-

tures of the W.P.A. for the fiscal years 1936 to 1940 inclusive

were a little more than 1.6 billion dollars or an average annual

expenditure of $12.29 for each person enumerated at the

Census of 1940. The states which exceeded the national average

were:

Montana. 19.58 North Dakota. .

.

14.28
Ohio 17.82 Washington 14.02
Massachusetts 17.77 Minnesota 13.87
New York 17.07 Wisconsin 13.38
Pennsylvania 16.32 Michigan 13.28
South Dakota 16.19 Utah 13.12
Colorado 15.93 Rhode Island. . .

.

13.08
Illinois. 15.53 Nevada 13.03
New Jersey 15.16 New Mexico 12.90
Indiana , 14.32 Missouri 12.85

The first fact which will be noted from this list is that it in-

cludes most of the highly urbanized industrial states of the

Northeast and the great metropolitan centers. It does not con-

tain a single southern state or so-called border state. The more
rural states included, Montana, South Dakota, North Dakota,

Utah, Nevada, and New Mexico, are all northern or western.

The list does not include California, which had an expenditure

of $ 1 1.75 per capita. It includes all the states, with the exception

of California, that political writers call “pivotal.”

No data of which we have knowledge suggest that states

such as Ohio, Massachusetts, New York, Pennsylvania, Illinois,

New Jersey, Indiana, Minnesota, Michigan, Rhode Island, and

Missouri are so lacking in wealth and capacity to pay their own
way that they must depend for relief for their needy unemployed

on work projects conducted by the national government and

financed by it. The depression caught these states unprepared

legislatively and financially; because of their unpreparedness

they may temporarily have needed some financial assistance

from the national government. It by no means follows that

under suitable financial legislation they should not be able to

build and pay for highways, public buildings, sewer and water

systems, and recreational facilities, with such federal grants-in-

aid as the national government may wish to make to stimulate

activity at a particular time.
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Thirteen states had average per capita expenditures for

W.P.A. projects of less than ^8.00, or at least one third less than

the average for continental United States. They were:

Virginia 4.46
North Caroiina. 4.56

Maryland.,.. 5.18

Tennessee 6,00
Maine 6.06
Texas 6.13

Iowa 6.56

Delaware 6.59
Georgia 6.71

Mississippi 6.95

Alabama 7.07

Vermont — 7.73

South Carolina 7.95

Of the 13 states with low per capita expenditures, 7 were in

what is sometimes called the solid south and 1
,
Maryland and

Tennessee, were border states. The other 4 states were Maine,

Vermont, Delaware, and Iowa. The figure for Iowa, $6.56, is

interesting since no other middle central state and no north-

western state had so low a figure. Wyoming with $10.^2 and

Kansas with $10.77 were the 2 other low states for these groups.

The figure for Florida, $10.05, is the highest for the south-

eastern states. Arkansas came next in this group with $8.78 and

the average for the group as a whole was $7.01,

The figures presented in the table for individual years call for

some special comment. The first point to be emphasized is that

the figures are for fiscal years and not calendar years. The last

6 months of each calendar year are the first 6 months of each

fiscal year. That means, for example, that national elections

take place in the odd numbered fiscal years, and that the 1937

business recession began in the fiscal year 1938.

In the northern and western states the typical pattern was for

1939 to be the year of highest expenditures with 1937 ranking

second. There were some exceptions, however. In New York
the expenditures were materially higher in the fiscal year 1937
than in the fiscal year 1939, and in Pennsylvania and Maryland
the I937 expenditures were a little higher. The agricultural

states, North and South Dakota, Kansas, and Wyoming like-

wise had their high point in 1937.

In the southeastern states the typical pattern is for the

expenditures in the fiscal years 1939 and 1940 to be materially

higher than in any of the three earlier years, generally with 1939
somewhat higher than 1940. Kentucky had a notable increase
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in expenditures between 1938 and 1939. For Kentucky they

averaged for the entire period about 24.7 million dollars a year;

in 1938 they were 21.2 millions; they increased to 37.5 millions

in 19395 and then dropped back to a6.6 millions. No other

southeastern state shows 1939 the highest year by so large an

amount^ although for several of them the 1939 expenditures

were materially higher than in 1938.^®

In connection with these figures for expenditures by states^

it should be recalled that Congress never laid down standards

nor prescribed a formula to control the distribution of funds

among the states. Power to distribute was delegated to the

executive branch, but the law did not require the executive

branch to formulate, publish, and apply either a formula or

definite standards. The executive branch was authorized to use

its own judgment and discretion, determining for itself both the

factors which should be considered and the weights to be at-

tached to the several factors. Macmahon, Millett, and Ogden
in discussing this subject say

:

The WPA was most reluctant to give out any information about

the way in which the state employment quotas were determined.

Thus, in 1938 in response to questioning by Senator Lodge of the

Special Committee to Investigate Unemployment and Relief Mr.
Hopkins replied, ‘T have a feeling that we can make a good case for

the way the 2,600,000 are distributed by States/’ but he did not at-

tempt to present ‘‘the good case.” Senator Lodge pointed out that

eleven states in the far West, with only 8 per cent of the population,

had as large a WPA employment quota as the states of the South-

east with 25 per cent of the population. In a minority report of the

committee, signed by Senator Lodge and Senator Davis of Penn-

Kentucky had a spirited confiict in the senatorial primary in the spring and

summer of 1938 when Governor A. B. Chandler entered the contest in opposition to

Senator Alben W. Barkley. Thomas L. Stokes of the Scripps-Howard organization

between June 6 and June 13 published a series of articles charging that the W.P.A, in

Kentucky was active in the fight to renominate Senator Barkley. W.P.A. Administrator

Harry Hopkins took up the 2% charges made by Mr. Stokes and specifically denied all

but 4. In the resulting investigation by the Senate Special Committee to Investigate

Campaign Expenditures, the committee’s representative reported that Mr. Stokes*

charges were substantiated in a majority of the cases cited. This investigation was

primarily responsible for the transfer of Mr, Hopkins from the position of W.P.A.

administrator to that of Secretary of Commerce. For a detailed account see Macmahon,
Millett, and Ogden, Administraiion of Federal Work Reliefs pp. 282-91.
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sylvania, reference was made to Mr. Hopkins' statement. The report

continued:

“This excerpt contains the admission that the allocation of funds

to the states for human relief is not done on a scientific or factual

basis, but is merely a 'matter of opinion.' Those who think that execu-

tive discretion of this kind is either humane or democratic are at

liberty to do so. To us it seems a violation of the principle of giving

out relief on the basis of need and a clear invitation by Congress to

the Executive to play favorites by giving out relief money where it

will help or hurt the friends or enemies of the party in power. No ad-

ministration should want this discretion. No administration should

have it."

In 1940 Colonel Harrington told the House appropriations sub-

committee that state employment quotas were determined by giving

a weight of 40 per cent to state population and a weight of 40 per cent

to the amount of unemployment within the state. The remaining

weight of ao per cent was attached to various factors in the discretion

of WPA headquarters, acting upon the advice of its regional repre-

sentatives. These figures were as much detail as the House or Senate

was ever given about the fixing of employment quotas. However much
the legislature might be irked by the “unscientific" method of dis-

tributing state employment quotas, it was unable to devise any sta-

tutory formula upon the fairness of which it could agree.^"^

The average number of persons employed on W.P.A. projects

by months from August 1935 through June 1942 are presented

in the 1942 report. From these monthly figures of average

employment, average annual figures for fiscal years have been

compiled. They represent the number of man-years of employ-

ment given by W.P.A. in each fiscal year. These man-year fig-

ures are included in the table on page 403 and are there used

in arriving at expenditures of W.P.A. funds per man-year of

employment given. The amount of sponsors’ contributions are

not included in these figures.

The high year of W.P.A. employment was the fiscal year 1939
when the man-year figure exceeded 3 millions. The second high-

est year was 1937 with 2.2 millions. Figures substantially below
2 millions did not come until the fiscal years 1941 and 1942 when
the economy experienced the upturn resulting from the defense

and war program.

The same, p. 223.
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W.P.A, Employment and Expenditures*

(All expenditure figures in thousands of dollars except “Per person employed"
which is in dollars)

Fiscal

Year

Average
Number
Employed^

W.P.A. Expenditures

Total*
Work

Projects

Miscel-
laneous

Adminis-
trative

Expenses
j

Amount
(Per PersonI

1

Employed

1936 1,995,423 1,270,267 637 1,013,648 192,056 64,563
1937...... 2,230,843 1,830,724 821 1 1,531,762 232,118 66,844
1938 1,934,441 1,427,703 738 1,182,358 181,537 63,808
1939 3,013,614 2,137,202 716 1,834,321 249,480 73,401
1940 2,054,372 1,461,792 712 1,242,701 165,920 53,171
1941 1,709,344 1,284,780 752 1,107,448 131,757 ^ 45,575
1942 970,868 879,230 906 756,296 88,217 34,717

* Exclusive of rural rehabilitation. Figures from Treasury Report an Work Reliefs

^ Compiled from Report on Progress of the W.P,A, Program^ June 30, 1 942, pp. 58-61 .

The W.P.A. expenditures per man-year of employment given

ranged from a low of ^637 in the fiscal year 1936 to a high of

I906 for the fiscal year 1942. The 194a figure, however, is not

really comparable with those for earlier years, for by then the

W.P.A. was becoming more of a work agency to carry on defense

and war projects than a work relief agency. Projects were then

selected more on the basis of their value for the major task of

the nation than on the basis of their suitability for furnishing

employment to unemployed on relief rolls. More could be spent

for materials and equipment. Selecting projects on the basis of

value meant presumably a higher degree of selection on the

basis of the qualifications of workers to produce efficiently.

The condition of the labor market became such, moreover, that

released W.P.A. beneficiaries could find employment in other

occupations, since changed economic conditions made them no

longer submarginal.

The significant range of costs per man-year was therefore

from $637 in the first year of the program, 1936, to ^821 in the

following year. Thereafter until 1942 the cost ranged from ?7 ^^

to'l752.,;"::

A few words of explanation and caution should be given with

respect to the figures for administrative expenses that are given
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in the table on page 403 and included in these costs per man-

year. These figures represent the cost of general overhead ad-

ministration and do not include the immediate cost of project

administration and supervision. These costs are charged as

project costs and are included as expenditures for work projects.

The W.P.A. could not always get from the relief rolls com-

petent persons to direct projects, to serve as foremen, or to do

certain types of skilled work that might be essential to the proj-

ect. Unless the sponsors could supply them, it had to go into the

market and hire them at a wage determined by negotiation, or

it may be reasonably presumed at something approaching the

prevailing wage. Workers so hired are in W.P.A. statistics com-

monly included with the beneficiaries of the program taken from

the relief rolls. The regularly published data did not show

separately either the number of such employees or the amount

that went for their wages. The only persons excluded from the

number employed on W.P.A. programs as given in the regular

official figures are (i) the overhead administrative employees

and (2) the workers paid by project sponsors.^*

The 1940 report on the W.P.A. program states, however, that

at no time since the program had been in operation had persons

certified from the relief rolls constituted less than 94 per cent

of the employment on projects operated by W.P.A.^^ As of the

end of June 1940 certified persons formed 96 per cent of the

workers paid from W.P.A. funds. For the fiscal year ending

June 30, 1940, the wages paid the specially hired noncertified

workers formed 7.5 per cent of the W.P.A. expenditures from

its own funds and 9.7 per cent of all funds, including sponsors’

contributions.®®

This hiring of persons in the general market for project man-
agement and operation and for special jobs requiring skill repre-

sented some diversion of appropriated funds from the major
objective of taking employables off the relief rolls. Limitations

were therefore placed upon the percentage of funds which

Work Projects Administradon, on Progress of the WPA Program^ June 30,

The:same, T 940, p. 39. "

\
.

Table obtained from W,P.A.
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could be so used, but even so considerable leeway was left, per-

haps necessarily, for administrative discretion. If the limitation

was applied to the total amount allocated to a state, it was
satisfied if the state total was all right, although on some in-

dividual projects the percentage was exceeded. If the limitation

applied to a project as a whole, it could be satisfied although on

some one particular part of the project the percentage was

greatly exceeded. For example an extensive park or recreational

center project might call, among many other things, for the

erection of a small building. Almost all the work on the building

itself might be done by skilled labor especially hired for that

purpose. The amount of relief labor used on the other parts of

the project made the total expenditure for the project as a whole

come within the limitation. For this reason, among others, a

tendency developed to prefer setting up a single large multiple

project consisting of many separable or distinctive parts to

having each distinctive part set up as a separate project. The
multiple project simplified many administrative problems, such

as getting approvals, assigning men, keeping the men employed,

and accounting and reporting.®^ The large projects left much
more freedom to project managers and made limitations on

hiring in the open market less restrictive.

One aspect of this matter of hiring skilled workers and fore-

men in the open market deserves comment at this point, al-

though it bears also on the question of the efficiency of W.P.A.

to be considered later. The W.P.A. made profuse use of illustra-

tions in its expensively printed annual reports and in some of its

other publicity. One frequently finds beautifully taken artistic

Using large multiple projects in accounting without breakdowns by distinctive

parts tends to diminish the value of financial accounts for cost and efficiency analysis.

For example, financial accounts for a multiple project show the purchase of several

carloads of cement. Some of the cement was used for roads, some for curbs and walks,

some for footings and floors for buildings, and the balance for miscellaneous purposes.

Under such circumstances unless accurate stores records or cost accounts are kept on the

project and unless the time of workers is charged to the various parts of projects,

it is impossible to say with any degree of certainty what a particular unit actually

cost, and hence comparisons with similar units built by other governmental agencies

or by private enterprise are difficult and inconclusive. W.P.A. officials did not view

their agency as an engineering and construction organization and did not publish cost

analysis. The elaborate central accounts kept by the Treasury do not facilitate them.
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pictures, particularly of buildings constructed by W.P.A., which

certainly suggest that normally employed skilled labor could not

have done better. Other pictures may show W.P.A. workers

performing skilled jobs in installing water or sewer systems. A
possibility is that practically all the work shown in the photo-

graph was done by men specially hired by W.P.A. because of

their skill or supplied by the sponsors, and that persons taken

from the relief rolls were employed almost exclusively on other

projects or parts of the project. The employment of skilled

workers and experienced foremen undoubtedly improves the

quality of the product and permits the agency to undertake

more difficult and perhaps more permanently useful projects,

but it tends to increase the cost per man-year, as the figures for

the fiscal year 1942 suggest. There is an inherent conflict be-

tween using labor taken from the relief rolls and achieving util-

ity, economy, and quality in production.

The expenditure figures which we have been discussing do not

include sponsors’ contributions, nor do the man-year figures in-

clude workers paid from sponsors’ contributions. The table be-

low, reproduced from the 1941 report of W.P.A., shows by

fiscal years from 1936 to 1941 inclusive the amount of the

sponsors’ contributions and the percentage which they formed

of all funds spent.

Sponsors’ contributions, it should be noted, went in the main

Amount of W.P.A. and Sponsors’ Funds Expended on Projects Operated by
W.P.A., BY Fiscal Year and by Source of Funds'^

(Dollar figures arc in thousands)

Year ending

June 30
fotal

Funds
W.P.A.
Funds

Sponsors’ Funds

Amount
Per Cent of
Total Funds

TOTAL $11,365,407 $9,024,142 i $2,341,265 20,6

1936..... 1,326,457 1,193,567 132,890 10,0
1937 2,051,890 1,751,286 300,604 14.7
1938 1,735,174 1,363,566 371,608 \

'

21,4
1939 2,561,911 i 2,067,972 493,939 19,3
1940 1,902,929 1,408,572 494,357 26,0
1941 1,787,045 I 1,239,178 547,867 30,7

^ P^eport on Proiress of the U^PA Program^ 1941 , p. 60.
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for purchase of materialsj supplies, and equipment, rent of

equipment, and other things, not including personal services.

Personal services paid from sponsors’ funds made up only a

small percentage of these funds and of the aggregate expendi-

tures for personal services on W.P.A. projects.^

If it be assumed that all the sponsors’ contributions, including

those for personal services, were essential for operating the

projects, then the man-year costs previously given can be ad-

justed to include sponsors’ costs, as follows

:

Costs per Man-Year Including Sponsors’ Contributions, 1936-45

Fiscal Year
W.P.A.

Expenditures !

per Man-Year

Per Cent W.P.A.
Expenditures

of all

Expenditures

Total Expenditures
Including Sponsors’

Contributions
per Man-Year

1936 637 i 90.0 708
1937 821 85.3 962
1938 738 78.6 940
1939 716 80.7 887
1940 712 74.0 963

1941 752 69.3 1,085

The per man-year costs adjusted to allow for sponsors^ con-

tributions ranged from a low of $708 in the fiscal year 1936 to

a high of 11,085 1941. Since the persons hired in the market

as project managers, foremen, and skilled workers by the

W.P.A. and paid from W.P.A, funds are included in divisors

used to determine cost per man-year, these figures somewhat

understate the cost per man-year of taking unemployed employ-

ables oif the relief rolls under the W*P.A. program.

There are of course a large number of general overhead costs

and indirect costs resulting from a governmental undertaking

that do not get charged to or allocated to that program. The

costs of approving projects and financial administration, includ-

Report on Progress of the WPA Program^ 1939, p. 33, gives cumulative figures for

sponsors’ funds classified by their source through June 30 of that year. The total was

1,303 millions of which only 224 millions or a little more than one sixth was for per-

sonal services whereas 601 millions was for purchase of supplies and equipment, 379
millions for rental of equipment, and 99 millions for other purposes. As of that date

sponsors’ funds had paid 4 per cent of the personal service costs, 57.9 per cent of the

materials, supplies, and equipment costs, and 58,7 per cent of the rental of equipment

'costs.;'
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ing accounting, auditing, budget control, and appropriating

may be cited as perhaps the major illustration. For a program

such as that of the W.P.A., which involved millions of small

transactions, these costs borne by other agencies of government

were necessarily relatively high.

It would be desirable to have data to contrast the general

overhead expenditures of state and local officials under the

purely discretionary system used by W.P.A. with comparable

expenditures under a federal grant-in-aid system in which na-

tional money is distributed by formula. Where a formula is

used, state and local officials are vitally concerned at two points:

(i) when the formula is determined or amended and (2) when

the appropriations are made which are to be distributed by that

formula. At other times they can devote their time mainly to

the executions of the plans made in the light of the financing

thus provided. Under the W.P.A. discretionary grant system,

governors, mayors, and other responsible state and local officials

had to turn to Washington as applicants for relief. It seems al-

most inevitable that the time and money spent for communica-

tions, travel, and in some instances maintenance of Washington
representatives far exceeded what would have been involved

under a system whereby the states, and perhaps also the local

governments, received what the federal government contributed

by legislative right and not by an exercise of administrative

discretion.

ORGANIZATION OF THE W.P.A.

No attempt will be made in the present book either to de-

scribe or discuss the organization of the W.P.A. in detail. There
are, however, a few points with respect to it that are significant

from the standpoint of the present study.

W.P.A., as previously noted, largely evolved from the Federal

Emergency Relief Administration. The F.E.R.A. administrator

was by the executive order creating the W.P.A. made the

W.P.A. administrator. Since the F.E.R.A. was entirely a relief

agency making federal pants to the states for relief, naturally

key positions in the main were filled if not by social workers at
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least by persons with the social point of view, selected by or

under the authority of the national relief administrator. Its

principal administrative relationships were with the several

state emergency relief administrations, which again naturally

were staffed largely by persons with a social point of view.

When the decision was reached that a federal work program

was to replace the federal grants to the states for relief and that

the federal relief administrator was to co-ordinate the new work

program, it was again natural that the administrator should

give many of his key people in the old organization leading

roles in the new and that at the outset the emphasis in W.P.A.

should have been on the welfare aspects of the task rather

than the construction aspects. It would have been nothing

short of amazing had the W.P.A.-F.E.R.A. administrator taken

the position that the new program called for a different kind

of organization with personnel having had construction ex-

perience. It must be remembered, moreover, that in the initial

days of the program the national government already had its

Public Works Administration, which was largely staffed by

engineers and others with training and experience in the con-

struction field. The great tactical advantage that W.P.A. had

over the P.W.A. was that persons with the social point of view

operating in the public works field were not hampered by the

standards and inhibitions of trained engineers. If engineers

should be turned loose on a social work job, they would not be

hampered by the standards and inhibitions of the trained, ex-

perienced social workers. It was undoubtedly easier for social

workers than for engineers to get large numbers at work on con-

struction projects on short order.

Although W.P.A. from its inception obviously required a

competent chief engineer with a good engineering division be-

hind him, no such arrangements were immediately made. At the

outset no competent engineer occupied a major place in the

W.P.A. hierarchy or had real prestige. The result was some

fumbling and delays. Lieutenant Colonel Francis C. Harrington

of the United States Army Corps of Engineers, who had helped

to set up the Civilian Conservation Corps was asked to make a
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survey of W.P.A. Following the survey he became Chief Engi-

neer and an assistant administrator ofW.P.A. On Mr. Hopkins’

transfer to be Secretary of Commerce, Colonel Harrington suc-

ceeded him as head of W.P.A. Commenting on the initial ap-

pointment of the Colonel to W.P.A. and the introduction of

trained engineers into the organization, Macmahon, Millett,

and Ogden say:

The role of professional army engineers at this stage in the develop-

ment of the WPA was pronounced. The President was understood to

desire their use; the WPA, though jealous for its social service stand-

ards, welcomed their prestige, their relative disinterestedness, and

their frequent possession of a trained sense of administrative relation-

ships. .

The fact that W.P.A. evolved out of F.E.R.A. perhaps ex-

plains in part why this national works agency had a field organi-

zation for each separate state. In making grants to the states

the F.E.R.A. dealt directly with the state emergency relief

administrations. When the relief program was changed to a

national work program, nationally administered, the W.P.A.

developed a national W.P.A. office for each state with a nation-

ally appointed state W.P.A. administrator in charge. There

were of course other reasons for the development of state offices.

The W.P.A. was largely engaged in constructing things for

state or local governmental bodies. The state or local govern-

ments would, as a rule, put up a sponsor’s contribution, hold

title to the land on which the project was built, and own, oper-

ate, and maintain the improvement after it was constructed. It

was not in the main a program under which the national govern-

ment was building things of a type or a size not previously built

by state and local governments; the nation was simply, osten-

sibly temporarily, assuming parts of the functions of state and

local governments in the emergency. The issue of states rights

and the division of powers might easily have proved embar-

rassing had the nation used administrative regions that patently

lessened the independent authority of the state. The nation,

moreover, had to look to the state legislatures for such legal acts

The Administration of Federal Work RelieJy p,^oS,
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as were necessary to widen fields for public construction and
give more scope for W.P.A. and other projects.

The program, moreover, was designed for unemployed em-
ployables in need which meant (i) that need had to be deter-

mined and (2) that absence of a suitable job in normally con-

ducted enterprise had to be certified. The first task obviously

belonged to the welfare department and the second to the em-
ployment service. The W.P.A. had either to utilize the state

agencies responsible for these functions or to a large extent

duplicate them, and thus lay itself open to the charge of usurp-

ing the powers of the states. The N.Y.A. tended to assume

such functions, but the W.P.A. throughout co-operated with

the state agencies and this co-operation was facilitated by use

of the state as the unit for W.P.A. field organization.

Use of the state as a unit also facilitated relationships with

Congress, particularly with the Senate. Senatorial confirmation

of the higher paid employees of W.P.A. was required. Possibly

the use of the state as the unit and the requirement of senatorial

confirmation may have increased the use of the W.P.A. for

partisan or factional political purposes.

Within the state the W.P.A. set up districts of its own which

did not follow the lines of congressional districts. They were

smaller in number and were based primarily on administrative

factors. The exterior boundaries of districts within the state

generally followed county lines so that all of any county was

within a single district.

A distinctive feature of W.P.A. was that it brought the

mayors or other leading municipal officers in immediate practi-

cal contact with federal officers possessed of wide discretionary

power. The mayors of the municipalities which had large num-

bers of unemployed were in an extremely difficult position be-

cause their political life depended to no small extent upon their

success in getting W.P.A, projects for their communities. In

many American states the relationships between the large city

and the State government, particularly the state legislature,

were far from satisfactory. There was often lack of understand-

ing and sympathy between the highly urbanized and industrial-
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ized voters and the voters in the smaller communities and rural

areas. Often districting and apportionment gave the smaller

communities a greater representation in the legislature per

capita of population than was enjoyed by the big cities. Thus

many of the mayors of the big cities liked dealing directly with

the national government even though the national government

had used the state as its administrative unit. They could do

business with that national administrative unit without neces-

sarily having to clear with the governor, the heads of state

departments, and possibly the state legislature.

Macmahon, Millett, and Ogden report that the mayors of

several of the great municipalities sought to have their cities

or the metropolitan district of which their cities were a part

made independent federal administrative units distinct from

the unit set up for the state to which legally they were subordi-

nate. The only instance where a city was made a separate federal

administrative unit was in the case of New York. To quote the

authors just cited:

The first departure from the state pattern occurred before theWPA
actually got under way. New York City sought and obtained special

accommodation. It became the “forty-ninth state” administration.

Political reasons, apart from the cogent administrative argument of

its population, unique in size and compactness, made an exception to

strict adherence to state lines for New York City more feasible than

for other large municipalities. The city was governed by a fusion,

non-partisan administration headed by Fiorello H. LaGuardia, mayor.
The mayor’s relations to the White House and Congress were such
that the separate organization of the city area was readily endorsed.

But this precedent was not carried further despite the advocacy of a

wide use of cities as main areas by the mayors of metropolitan com-
munities. It failed in part because in states like Pennsylvania and
Illinois there was in 1935 little political incentive for treating Phila-

delphia, Pittsburgh, and Chicago separately.*^

RESULTS OF THE PROGRAM

The question as to the results of the program will be ap-

proached from four standpoints: (i) its efficiency in construct-

ing public works and rendering needed services, (a) its efficiency

The same, p. 200.
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as a relief agency, (3) its eiffect on state and local finance, and

(4) its political implications.

Efficiency in construction and service. Over the years experi-

ence in American government has led to a widely accepted view

that in building substantial public works the people generally get

the most for their money if the following steps are taken.

1. The government, either using its own designers and engi-

neers or retaining competent ones from the outside, prepares

detailed plans and specifications which fully comply with all

essential engineering standards.

2. The government then invites competitive bids from com-

petent contractors who must comply with all terms and condi-

tions set forth by the government, which incidentally may in-

clude provisions regarding wages, hours, and other matters

affecting conditions of employment.

3. The government lets the contract to the lowest competent

bidder, provided his bid is within the sum available for the

structure, and requires him to give an adequate completion

bond.

4. The government employs its own inspectors of such types

as may be necessary to make sure that the contractor builds

strictly in accord with the specifications.

Such a procedure honestly administered by competent em-

ployees with safeguards against collusive bidding gives the

people reasonable assurance that they are paying a fair price

for the structure in view of market conditions for labor and ma-

terials prevailing at the time of the letting. It does not guarantee

that they could not later have built for less, had they delayed

construction, or on the other hand had they built some months

or even some years before.

If it be assumed that the government is honest and efficient

and will demand and enforce full compliance with all specifica-

tions and other requirements, the differences in bids will turn

on such matters as the amount of profit sought by the contrac-

tor, the extent to which his own standards are higher than the

minimum standards set by the government, his own appraisal,

based on his past experience, on the efficiency of his organiza-
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tion in all aspects of the work, and perhaps on the extent to

which he has capital invested in equipment and possibly ma-

terial required for the project. If the contractor has little other

work ahead, has a good organization which he wants to keep

together, and has a substantial investment in equipment and

material, he may shave the profit item pretty thin to get the

job or even forego personal profit and knowingly take a loss.

Three points in this discussion are particularly important for

our present purposes.

I . The efficiency of the contractor and his organization is a

vital factor in the competition.

1 . If wage limits are contained in the requirements, the con-

tractor must use effective equipment and employees well worth

the salary or wages paid them.

3. The cost of the structure which he erects depends in no

small measure on market conditions at the time the contract

was made unless there are provisions in it for increases or de-

creases upon specified contingencies.

No one should expect W.P.A. to approach the efficiency se-

cured through this competitive bidding system for several

reasons, among which the most important are:

I. The W.P.A. was not a going construction organization

with skilled and experienced engineers, foremen, and workmen.

It was rather a mushroom outfit.

1 . W.P.A. did not select personnel on the basis of skill, ex-

perience, and other qualifications for the work in hand. It took

persons primarily from relief rolls and in many instances as-

signed them to tasks for the performance of which they had had
little prior training and experience.

3. Since private enterprise and regular government establish-

ments tried to retain their most valuable workers, the W.P.A.
could not easily secure experienced key men on whom in any
enterprise efficiency so largely depends.

4. Since the objective was to furnish employment to persons

in need, the use of labor-saving equipment and the investment

in it were discouraged rather than encouraged.
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5* Since W.P.A. offered no efficiency incentives, the best«

equipped workers tended to leave it to return to private em-
ployment or normally operated government agencies. Viewed
as a construction agency it suffered from ''turn over’' and ad-

verse selection.

6. Because of its peculiar nature, it could not demand and
enforce standards of quantity and quality of output that are

essential in private contracting and that prevail in efficient

permanent governmental public works agencies.

7. In many instances the objective of giving employment to

the needy unemployed employables resulted in assigning more
man power to a project than could be effectively used. Some as-

signments under such conditions approached made work.

The major activities of the W.P.A. were, as has been pointed

out, in the field of construction, but it had some service activi-

ties and white-collar projects. For efficient administration of

service projects, many governments have found it necessary to

use the merit system of competition with tests designed to de-

termine the relative capacity of candidates to perform the

duties of the positions involved. W.P.A. could not have fulfilled

its relief objectives if it had disregarded need and had selected

its workers through open competitive examinations. It had to

select primarily from those on the relief rolls. Although some
from the relief rolls could have more than satisfied reasonable

minimum standards, it is unquestionably true that many were

employed who would have been rejected as unqualified by civil

service commissions or would have had such low ratings that

they never would have been reached for appointment. Youths

from families not in need and secondary earners from such

families would have won the positions in an open competition.

We have found no evidence that would controvert the con-

clusion that had the money spent through W.P.A. been spent

through established agencies of government using efficient prac-

tices and where applicable making use of efficient private con-

tractors, the people would have got more products from the ex-

penditures in structures and in services. And, as noted in the
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discussion of the selection of products, tliey would have secured

things which stood higher on their priority lists. The major

justification for W.P.A. must be found in its relief aspects.

Efficiency in relief. If it be assumed that efficiency in relief ad-

ministration consists in prompt aid to those in want to the

extent necessary to bring them to a minimum level of living,

then W.P.A. cannot be regarded as having been efficient. The
major defects were:

1 . The work program never provided jobs for all unemployed

employables in need. Whether a member of that class secured

a work assignment depended on such factors as (a) the amount

appropriated by Congress on the recommendations of the ad-

ministration, (b) the allocation of appropriated funds by the

administration, (c) the development and operation of a project

or projects in the locality where the needy were which would

provide suitable jobs for all eligibles. Failure at any one of these

points left unemployed employables in need without provision

from national funds, except for surplus commodities, unless

they could qualify under the public assistance categories of the

Social Security Act.

2. The W.P.A. program used money to pay wages to certain

of the persons in need which more than met their budget deficits.

An efficient relief system would have given all persons in need a

priority on funds appropriated for relief up to the amount of

their budget deficiency. Only after all such need had been met,

would funds have been used for wages above budget deficiencies

for some workers and for hiring administrators, supervisors,

and skilled workers not available from relief rolls to carry on
work projects. From the standpoint of relief the more elaborate,

more costly program was undertaken before the fundamental
objective of actual prevention of want had been attained.

3. The W.P.A. and other work relief programs were not finan-

cially or administratively integrated with state relief programs.

The state and local governments never knew what part of the

load the national government would carry on federal funds,

and hence had no knowledge as to what part of it they them-
selves would have to bear. Even after Congress had passed the
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annual Emergency Relief Appropriation Act, they could not

tell what part of the appropriation would be allocated to their

state or in the case of local governments to their localities.

Although the national administration spoke as if it would bear

the cost of employing the unemployed employables in need,

this principle was not formally adopted or applied, so that

the states and local governments could neither legislate nor

appropriate on the basis of an established division of costs

or on the basis of assured grants-in-aid from the national gov-

ernment.

In view of these facts it is impossible to state that an efficient

relief system for needy unemployed employables developed out

of the W.P.A. program. On the contrary it seems reasonable to

conclude that a more efficient relief system would have been

developed under the original 1933 relief legislation which pro-

vided grants-in-aid to the states and for which W.P.A. was sub-

stituted.

In favor of the work program as a substitute for the grant-in-

aid program three major arguments were advanced: (i) it

would preserve the skills of the workers, (a.) it would preserve

their morale, and (3) the public would get some return in public

works and services for their relief expenditures. Each of these

arguments deserves brief consideration.

On page 418 we reproduce a table taken from the 1936 Report

on the Works Pro^am which contrasts the distribution by usual

occupation of the workers on relief in March 1935 with that

of all gainful workers at the Census of 1930.

Among the male workers on relief, 24.6 per cent had been un-

skilled workers in nonagricultural pursuits, and 11.9 had been

unskilled workers in agriculture which gave a total of 36.5 per

cent unskilled. Among the women workers on relief, 47.6 per

cent had been in domestic and personal service, 5.2 per cent

had been unskilled workers in agriculture, and i.o per cent un-

skilled workers in nonagricultural pursuits, a total of 53.8 per

cent. Unskilled workers constituted the largest single group

with which W.P.A. had to deal.

The second largest group were the semiskilled who consti-
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Workers on Relief and Total Gainful Workers 16"64 Years of Age®

(Percentage distribution by usual occupation)

Occupational classification

Workers on Relief

(Labor Inventory,

March 1935)

Gainful Workers
U. S. Census,
April 1930

Total Male Female Total Male Female

•Total 100.0 100.0 100.0 100.0 100.0 100.0

White-collar workers 11.2 9.4 19.3 30.2 25.9 45.5
Professional and technical 1.7 1.2 3.5 6.3 4,1 14.1

ProprietorSj managers, and offi-

cials (nonagricultiirai) 1.6 1.9 0.5 7.3 8.8 2.2

Office workers 4.3 3.2 9.3 9.7 6.2 21.7
Salesmen and kindred workers .

,

3.6 3.1 6.0 6.9 6.8 7.5

Manual workers 79.5 79.4 79.9 58 .

0

59.6 52.4
Skilled workers and foremen . .

.

14.7 18.3 0.4 13.1 16.7 0.8
Semiskilled workers 21.6 20.6 25.7 15.3 14.3 18.2
Unskilled laborers:

(a) Agricultural 10.7 11.9 5.2 8.2 9.1 5.0
(b) Nonagricultural 20.1 24.6 1.0 12.7 16.0 1.4

Domestic and personal service

workers 12.4 4.2 47.6 8.7 3.5 27.0

Farmers. 9.3 11.2 0.8 11.8 14.5 2.1

® Works Progress Administration, Report on the Works Frop'anii March 16, 1936,

p. 21.

tuted 20.6 per cent of the male workers on relief and 25.7 per

cent of the female workers. To define semiskilled workers, we
shall refer to a detailed occupational table given on page 22 of

the 1936 Report on the Works Program but not here reproduced.

In this table we find an aggregate of 1,180,975 semiskilled

workers on relief. Of this number 310,401, or less than 27 per

cent, were from the construction and building industry, whereas
S70

j574 or over 73 per cent were from manufacturing or other

industries. Of the 310,401 semiskilled workers from the con-

struction and building industry 204,994 were truck and tractor

drivers, 25,931 firemen (stationary), and 16,031 operators of

building and construction equipment. Among the semiskilled in

manufacturing and other industries the big items were inside

workers, mines, 105,093; iron and steel, machinery, and vehicle

industries, 86,579; textile industries, 83,781; clothing industries,

59j9i4j food and beverage industries, 48,694; laundries and dry
cleaning establishments, 34,518; lumber and furniture indus-
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tries, 32,296; and taxicab drivers, bus drivers, and chauffeurs,

28,203.

With respect to the great majority of these semiskilled

workers, the truth is that their semiskill consisted in the ca-

pacity to operate a particular machine or piece of equipment or

several of them or to perform a particular process or group of

processes. With respect to many of those in manufacturing and

industries other than building and construction the machines

operated or the processes performed were those used in private

enterprise. Such semiskills could not be preserved by use unless

W.P.A. itself invaded the field of private enterprise. Since it did

not enter the fields of manufacturing, mining, and distribution,

it could not preserve these semiskills.

The census of workers on relief showed a total of 737 j3^4
skilled workers ofwhom 492,575 had been employed in building

and construction and 244,739 in manufacturing and other in-

dustries. Those in manufacturing and other industries were in

the main skilled in occupations that are in fields operated by

private enterprise. W.P.A. could not supply them with jobs to

maintain their skills unless it competed directly with private

enterprise. Of the 492,575 in building and construction some

372,000, according to our analysis, belonged clearly in the build-

ing trades; included are carpenters, painters, bricklayers and

stone masons, electricians, plasterers, roofers, setters of marble,

stone, and tile, paper hangers, plumbers, gas and steam fitters,

and sheet metal workers. If they were to be given the kind of

work in which they could exercise and preserve their skills,

W.P.A. would have had to go far more than it did into the field

of building construction, where it would in many instances have

been in direct competition with private enterprise. Among the

remaining 120,000 in building and construction were about

20,000 foremen of whom only 8,307 had been foremen of road

and street construction; 32,141 were operators or engineers,

stationary and portable construction equipment, and 9,559

structural iron and steel workers.

These statistics strongly suggest that the argument regarding

the preservation of skills was more a talking point than an
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actuality. The unskilled had relatively little in the way of skills

to preserve: what they needed to preserve was more good work

habits than skills, and it is questionable how far W.P.A. pro-

moted good work habits. The skills of many of the semiskilled

and the skilled could only be exercised and preserved by restor-

ing private enterprise to normal levels of employment. Stimula-

tion of the building trades was clearly needed, for which purpose

the Public Works Administration and the Federal Housing Ad-

ministration programs were better suited than W.P.A. and

represented less competition with private enterprise.

Preservation of morale seems likewise to have been largely a

talking point, although apparently that conclusion cannot be

supported statistically. Before an applicant was eligible for a

W.P.A. assignment, he had to be certified as in need of relief,

generally by the local relief office in his neighborhood. It seems

reasonable to assume that by the time it became necessary to

apply for a certification of need and a W.P.A. job, the appli-

cant’s morale had been seriously impaired. It may be assumed,

moreover, that morale is not high among workers who for one

reason or another are much of the time submarginal. If W.P.A.

had been able to supply a worker with a job where he could

exercise such skill as he possessed and make him feel that he

was an efficient member of an efficient working organization,

morale might have been materially improved, but in many
instances that could not be done.

Probably to no little degree morale depends on the prestige

of the organization with which the worker is connected. What do
the neighbors, associates, former or prospective employers think

of the place the worker is employed.^ Although W.P.A. may not

have deserved the bad reputation it gained in many localities

—

and many of the stories were funny rather than truthful—^yet

such things prevented the agency from being a real morale re-

storer. What a worker needs to retain or restore his morale
under our existing system is a real job in a private enterprise or

in a normally conducted public enterprise. Employment on a
sheltered project especially conducted by the national govern-
ment for the needy unemployed unemployable that segregates
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the worker from the more fortunate and possibly the more ef-

fective did not improve his standing in the community, with

his family, or possibly himself. In some communities it was said

that private employers regarded experience on W.P.A. as a

liability rather than an asset on an application for a job. If such

was the fact, or was believed to be the fact, W.P.A. was scarcely

a morale restorer.

Unquestionably morale is somewhat restored when need is

relieved and when the worker and his family again can have at

least the necessaries of life. The question which must be raised

is how much dilference does it make to morale whether the

necessaries are supplied through an unemployment insurance

benefit or through a W.P.A. job. A system can of course be so

devised that direct relief made necessary by unemployment can

take the form of an unemployment insurance benefit. This sub-

ject will be more fully considered in the last part of this book.

The people got some useful and valuable public works and

services from W.P.A. That is unquestionably true, but it is not

the real issue. The real issue is which would have given the

people the most for their money: (i) W.P.A. as it was actually

conducted, or (2) payments of direct relief to persons in need

to the extent of their budget deficiencies, and use of the balance

of the money and credit in ways that would stimulate private

enterprise and normally conducted public enterprise.

Data are not available to permit an answer to that question.

One can say with a good deal of assurance that the system of

stimulating private enterprise and normally conducted public

enterprise would have led to the selection of projects more in

accordance with priority demands. The projects would un-

doubtedly have been more efficiently and economically con-

ducted. They would have increased employment, but they

would not necessarily have taken employees directly from the

relief rolls. In some communities local resumption of private con-

struction did almost immediately absorb most of the relief rolls,

but the action generally is indirect and involves a lag.

With respect to efficiency in general it can be said, the crisis

in the early days of the depression resulted in no small measure
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from unpreparedness and from failure to legislate on the basis of

mutually consistent principles. Four points deserve special em-

phasis in this connection.

I. Neither the states nor the nation had an effective system

of unemployment insurance nor any device whereby persons in

need because of unemployment could be assured of prompt, cer-

tain relief, at least to the extent of their budget deficit. Absence

of such systems created distress, confusion, and a general reac-

tion that experiments must be tried without the delay necessary

to give adequate consideration to fundamental principles.

1. In many instances, neither private enterprise nor the es-

tablished agencies of government had advanced plans for proj-

ects which could be put into operation quickly to increase em-

ployment. Some of the best projects for the emergency came

from more or less permanent, existing agencies, but in general

the number was insufficient and the planning not sufficiently

far advanced to meet the situation.

3. Neither the states nor the nation had sufficiently debated

the issue of the proper division of fields between public enter-

prise and private enterprise and arrived at guiding lines. Thus
conflicts on this issue arose not only between private enterprise

and governments but within governments, notably the national

government. Private employers with knowledge of the hazards

of competing with government enterprises naturally hesitated

to make commitments.

4. The revenue systems of the states were in many cases an-

tiquated, and the financial relationships between the national

government and the state governments had not been adequately

reconsidered in the light of changed economic conditions. As a

result the national government with its power to borrow was
in a position to assume duties and responsibilities which had
hitherto belonged to the states. Decisions as to whether the

states or the nation could best perform the functions were not

made on consideration of basic principles but rather on the

basis of two facts: (a) the urgency of the need and (b) the prac-

tically unlimited borrowing power of the national government.
Had an adequate unemployment insurance and relief system
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been in effect, had private enterprise and normally conducted

public enterprise been prepared with plans and projects, had
private enterprise known within what fields and upon what
conditions it was free to function, and had the financial relations

between the states and the national government been well de-

fined on a sound basis, lags would undoubtedly have been ma-
terially reduced, and a degree of certainty and confidence would

have prevailed that would have encouraged that resumption of

activities necessary for reasonably full employment.

Effects on state and localfinance. Special emphasis should here

be placed on the effect of the W.P.A. and related programs on

state and local government finances. As some of these points

have been touched upon previously, we shall deal with the sub-

ject summarily.

1 . Under the system that prevailed no state or local govern-

ment knew in advance either: (a) how much money the national

government would spend within its boundaries; or (b) what

part of the relief load the national government would itself

assume.

2. To get national money, the state and local governments

had to propose projects which met the requirements of the na-

tional government, and these requirements, as we have seen,

were especially designed forgiving employment to needy unem-

ployed from relief rolls.

3. To get these national projects, the state and local govern-

ments had to put up sponsors’ contributions. Since a sponsor’s

contribution of from 10 to 30 per cent would bring into tlie

jurisdiction from the national treasury from 70 to 90 per cent

of the cost of projects, the state and local authorities were under

great pressure to use available funds for sponsors’ contributions

and so to legislate that eligible public projects could be pre-

sented.

4. The borrowing power of a state or a local government de-

pends basically upon its revenue resources. Its obligations must

be contrasted with its resources to determine whether it can

meet its debt obligations. In the case of a local government its

resources to pay obligations are mainly (a) its own tax receipts.
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(b) its share of state taxes turned over to it by the state, (c)

grants-in-aid paid to it by the state, which sometimes include

federal money, and (d) any money which the local government

may receive directly from the national government under a

definite law or contract which makes the receipt a certain asset

which can be counted upon and does not partake of the nature

of an unpredictable windfall. A state must depend on its own
taxes and definite grants-in-aid from the national government

under definite laws and contracts. National gifts in the nature

of windfalls do not materially add to the borrowing capacity of

state and local governments, except in so far as they relieve

state and local governments of expenses they would otherwise

have borne themselves. If the national government levies high

taxes within the state, it tends to exhaust the pool of available

taxable resources and increases the difficulty of state and local

governments to increase their own tax revenues and to borrow

on the strength of their prospective future tax revenues.

Programs of the nature of W.P.A. represent therefore an en-

croachment upon the independence of the state and local gov-

ernments. Here we should repeat that the major expenditures

of the national government through W.P.A. were for (i) high-

ways, roads, and streets, (2) educational, professional, and cler-

ical projects, (3) electric utilities, water sewer systems, and the

like, (4) public buildings, (5) public recreational facilities, (6)

conservation work, and (7) transportation facilities. In a very

large measure W.P.A. carried on through a national agency,

mainly at national expense, projects of a type which previously

had been almost entirely within the legislative and administra-

tive domain of state and local governments, in some instances of

course with grants-in-aid from the national government. Such
a program could materially improve the financial position of

state and local governments through the device of relieving

them of responsibility for activities which they had previously

conducted at their own expense.

Political implications. Prior to the depression, the national

government had few direct contacts with individual citizens ex-

cept in the exercise of its sovereign power as a collector of taxes.

It provided benefits for veterans and for Indian wards, but in
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general those functions and activities of government that in-

volved granting benefits to large numbers of individuals were in

the hands of state and local governments, predominantly local

governments. The legislation of the thirties materially changed

past practices in this respect and made millions of people direct

beneficiaries of payments from the national treasury. They had
a direct and personal interest in the action of the national gov-

ernment with respect to both laws setting forth policy and

principles and in many instances also in amounts appropriated.

In the case of the three public assistance categories of the Social

Security Act the federal payments were grants-in-aid to the

states, and the details of administration were in state hands,

although subject to federal law and rules and some federal con-

trol. The old-age and survivors insurance system of the Social

Security Act was federally administered and financed, but all

the terms and conditions were set forth in detail in the law and

little was left to the discretion of the President or of policy-

making officers appointed by him. Pressure groups of benefi-

ciaries could and did develop and probably will continue to de-

velop to make such laws more liberal, but they have to function

through the established legislative processes with respect to

basic legislation.

W.P.A. and the related programs that had their origins in the

Emergency Relief Appropriation Acts were in a class by them-

selves. The President and the administrative officers appointed

by him had unprecedented power to allocate the funds appropri-

ated by Congress. Neither the 1935 act under which W.P.A.

was created nor any other subsequent act established a for-

mula to govern the allocation of the federal funds among states

or among local governments. No state or local government was

given a contingent right to the receipt of federal funds upon

meeting the requirements laid down by law. No member of

Congress who believed his state or his district unfairly treated

could either in the committee or on the floor charge that his

state or district, despite compliance with the terms of the act,

had been denied what Congress had promised. Congress prom-

ised nothing as a contingent right. All the congressman could

do was to charge abuse of administrative discretion.
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Thus members of Congress, governors, mayors, political

leaders without elective olBce, and individual citizens in seeking

W.P.A. projects were petitioning the national administrators

vested with wide discretionary powers for an act of grace. As

the W.P.A. projects were mainly public, it was inevitable that

the petitioners should be principally persons active in political

life with a concern for the maintenance of their party organiza-

tion or, in the one-party South, of their factional organization.

The elections of 1932 resulted in giving the Democratic party

control in a large number of state and local governments. It

will be recalled, moreover, that the original act under which the

F.E.R.A. was created and subsequent acts provided for ap-

pointment of officers and other employees without reference

to the merit system provided for in the Civil Service Act. Later

senatorial confirmation of appointments to the higher positions

was provided, a device which is usually regarded as increasing

rather than diminishing the extent to which partisan or fac-

tional forces influence administration. Never before in the his-

tory of the United States had such vast sums been available for

discretionary distribution with so little control by statutory

enactment and without consideration of the political implica-

tions of the old proverb, “Self preservation is the first law of

nature.”

The system meant not only that projects could be secured for

the state or local government at relatively little immediate and

direct cost to voters of the locality, but also that thousands of

voters in need could be given employment. Between January

1936 and June 1941, the number of persons employed out of

W.P.A. funds never fell below 1.4 millions (June 1941) and
reached a high of 3.3 millions (November 1938). Two points de-

serve special emphasis with respect to these figures.

I. W.P.A. was not supposed to employ more than one worker
per family, and thus these figures represent families. In the Un-
employment Census of November 16-20, 1937, only 1 1.9 per

cent of the emergency workers were reported as having no de-
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pendents.®^ In February 1939 the percentage of single-person

families was 10.7, and the average number of persons per family

for W,P.A. workers was 3.76.®® The number of adults of voting

age who benefited from the expenditures made under discre-

tionary power was thus far greater than the mere number of

persons employed would indicate,

2. Although a substantial number of persons worked month
after month on W.P.A., there was a very considerable turnover,

as the variation in employment from month to month demon-
strates. Thus the total number of individuals who at one time

or another benefited from W.P.A, wage payments is much
greater than figures for the number employed in any one month
would indicate. For the fiscal year 1938 the average number of

workers on W.P.A. financed projects was about 3 millions, but

far more than 3 millions were employed on such projects at

some time during the year. Thus when allowances are made for

family membership and turnover, the number of persons of vot-

ing age who have benefited from W.P.A. represents a significant

total.

The question of preservation of the independence of the elec-

torate, the prevention of its corruption by ‘‘bread and circuses,”

arises in connection with almost every program which gives in-

dividuals personal financial benefits from the public treasury.

Even in the contributory social insurance systems that operate

under detailed legal provisions, there is a real danger of the de-

velopment of powerful pressure groups to increase benefits when

the increases can only be paid for from the general fund. W.P.A.

presented a far more dangerous situation because it did not

operate under detailed specific laws creating any contingent

legislative rights but vested a tremendous discretionary power

in a single, elected official and in subordinates appointed by him

whose tenure of office depended upon the success of the party in

power at the polls.

Report on Progress of the WPA Program^ June 30, 1938, p. 44.

The same, June 30, 1939, p. 101.



CHAPTER XIII

THE CIVILIAN CONSERVATION CORPS AND
THE NATIONAL YOUTH ADMINISTRATION

The ensuing chapter is to deal with two organizations, the

Civilian Conservation Corps and the National Youth Adminis-

tration, which will be treated together because they both deal

with the youth problem. At the outset that problem will be

broadly reviewed, and then each of the programs v/ill be briefly

considered. Since both programs have now been abandoned, the

chapter will be devoted primarily to a presentation of the major

issues which should be considered in case any proposals are

made to revive them.

THE UNDER-TRAINED YOUTH

In a rural economy in the days prior to machines and mech-

anization, a youth with strength and willingness to work had

little difficulty in finding employment that would provide him

at least with room and board. Gradually, in one field after an-

other, power tended to take the place of human strength. The
mind assumed increased importance as a factor in determining

whether the individual could satisfy the minimum require-

ments for successful employment in a growing number of posi-

tions in both public and private enterprises. Education became

more and more essential. The proportion of the youth of the

nation who completed high school and the proportion who went
on to higher educational institutions enormously increased. Em-
ployers, both public and private, tended formally or informally

to use education or years of schooling as a factor in selections

for employment, partly because the positions they had to fill

required knowledge and skills developed in the schools and
partly because advancement in school is something of a meas-
ure of general all-round capacity. It is not a precise measure,

but the youth who has done well in school has a presumption in

his favor that is not enjoyed by the youth who for one reason

428
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or another was retarded and left school before successfully com-
pleting a reasonable number of grades.

Years before the depression dramatized the problem, the

difficulties confronting the youth with inadequate educational

preparation for success in making a good living were clearly

recognized. They were found in the blind alley jobs. Analysis

of work certificates in states with child labor laws and other

data showed much short-time employment, much moving from

job to job. Often the jobs themselves provided little in the way
of real training. The successive jobs frequently bore no rela-

tionship to each other. The moves were not advancements but

chance drifting from one opening to another. Such a supply of

labor was naturally drawn upon by persons in need of tempo-

rary workers for positions which did not require any substan-

tial amount of training and experience. Unfortunately in some
instances the wages offered for temporary blind alley jobs were

higher than employers were offering to beginners in jobs which

presented some future. A youth who felt that he was really

making good money as compared with his fellows who had

more regular and routine jobs not infrequently found himself

entirely out-distanced in the course of a few years. The experi-

ence through which he had passed may have induced him to

attempt to live by his wits rather than by continuous, steady,

and perhaps routine labor. Having to live by one’s wits may
lead to an occasional run out of bounds set by the law.

Why did a youth get into this group ? Among the reasons are

the following major ones:

1. The available school facilities within reach of the youth

were inadequate.

2. The things taught at the school or the way they were

taught failed to enlist and hold his interest.

3. Personal difficulties arose between the youth or his par-

ents and the teachers and school officials.

4. The parents or guardians lacked the financial resources to

keep him in school.

5. They lacked the interest and co-operation necessary to

keep him in school.
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6 . They lacked the interest and ability necessary to keep him

from becoming hopelessly retarded at school.

7. The environment in which he lived worked against regular

school attendance and a co-operative attitude toward the school

personnel and fellow pupils.

8. He was so handicapped by ill health, undernourishment,

and so on, that normal progress was impossible.

9. His native intelligence was so far below normal that he

could not really profit from schools designed to serve normal or

average children.

Probably in few cases is failure to make satisfactory progress

in school due exclusively to any one of these factors. In most

eases two or more of them are present. Many instances can

be cited where youth succeed despite such handicaps because

the child or his parents had a spirit that surmounts handicaps.

But here we are concerned not with those who escape the

group, but those who fall into it.

The Declaration of Independence says that all men are cre-

ated equal. It sometimes seems as if our public elementary

school systems for many years proceeded on the assumption

that the political doctrine was biological truth. If the child

lacked the capacity to keep up with his fellows, it was un-

democratic for the schools to organize something special for

him, adapted to his capacities and his interests. He fell by the

wayside. For many years, moreover, the schools tended to con-

form to a pattern academically approved but not put to the

test of what happened to the children for whom the pattern was
ill designed. The school was to be judged by its graduates and
not by those who dropped out. Later in some school systems

after attention was focused on those who had in the past never

finished, a practice developed of promoting not on the basis of

examinations and tests of achievement but on the basis of

birthdays. Then on graduation day a certificate might be

handed a boy or girl who intellectually had really never pro-

gressed much if any beyond the first grade. Such a boy or girl

got what he could from a program designed on the basis that all
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boys and girls are sufficiently equal so that a common pattern

can be used for all.

Differentiation of program was many years ago introduced

into the high schools, colleges, and universities. With that dif-

ferentiation we are not greatly concerned because so few of the

group we are discussing ever got far enough in the high schools

to desire substantial benefits from that differentiation.

An obvious possibility was to provide special training, pos-

sibly vocational in nature, for children who could not materially

profit from the ordinary elementary school. Such vocational

education, howwer, encountered difficulties that illustrate sig-

nificant issues.

Domestic science and home making for the girls probably pre-

sented no economic or political difficulties. It was quite other-

wise with the boys for there the issue arose as to the trade or

craft for which they were to be trained.

One can understand the skilled worker in a trade who does

not want a public school system turning out hundreds of young

persons trained for his trade. He fears a supply in excess of de-

mand and as a consequence lowered rates of pay and dimin-

ished employment for the individual workers. He may appreci-

ate that the gap between himself and this group is not wide

enough to give him any sense of security. Thus there is opposi-

tion not only to training for specific vocations but also to train-

ing to develop the special skills that are needed in the trade.

Unions that have restricted the number of helpers and appren-

tices that may be employed in their collective bargaining with

employers do not want the public school system turning out at

public expense successive classes of potential competitors. Much
less do they want vocational training schools entering the field

of actual production, substituting school output for the output

of normal enterprise.

Many of the youth with whom we are here concerned could

be trained efficiently to operate one particular machine or to

perform one or more repetitive operations on an assembly line,

but such a program does not fit very well into a school program.
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The school cannot own all the machines or carry on all the

processes. A small group of employers, perhaps only a single

employer, in the area may use the machine or the process and

thus be the only oudet for the youth trained in the school. If

the school trains too many the work is wasted except as it may
develop some minor skills and work habits. Not infrequently the

employers would rather train their new workers under their own
foremen and in accordance with their own rules and procedures,

which they may vary from time to time. They may, however,

be very glad to have the schools give courses to overcome some

of the deficiencies in shop arithmetic, reading, writing, and

other subjects.

Vocational training for clerical work and for sales people

present no such difficulties for the schools. However, many
employers look to the high schools and the colleges for the

bulk of the employees in these fields. One can scarcely expect

many of those who have dropped out of regular grade schools

to go to a special school to become competitors with high school

graduates for clerical and sales positions. Some can become ex-

pert operators of simple business machines, but the numbers

that can be thus absorbed are limited. Here again the school

which teaches the operation of such a machine to a retarded

person must be reasonably certain that employers in the vicinity

use the machines and have employees who do that work ex-

clusively. Unfortunately the use of such a machine is often

only one of an employee’s duties, and the others involve more
head work and more versatility.

Agricultural vocational education of high-school grade had
attained really substantial success prior to the depression but
note of “high-school grade.” Farming, as has been pointed out in

an earlier chapter, now requires specialized knowledge, a high

degree of skill, and dependability. No small part of the group
with which we are here concerned is made up of rural youth who
have been “tractored out” and cannot find a place in the new
agriculture and are not equipped for successful work in urban
communities.



THE UNDER-TRJINED YOUTH 433

Although, as previously noted, the existence of this large group

was well known to students of social and economic conditions

prior to the depression, its existence had not been dramatized

by striking events. With the depression came thousands of

youth, mostly boys but some girls, taking to the road in search

of jobs. Many of the Okies, displaced by the agricultural

changes in Oklahoma, were members of the class witli which we
are here concerned. Naturally the communities upon which they

descended, being short of jobs for their own citizens, did not

welcome them, for these youth were already in need and even

in fair times constitute a serious problem to a community.

One of the first moves in the early days of the depression was
through publicity campaigns to attempt to induce this group

and others like them to remain in their own communities. Un-
fortunately, however, many communities were not in the least

prepared to handle them, and relief funds were not available

to keep them. In some cities the presence of a youth of working

age able to work rendered a family ineligible for relief or re-

duced the amount it would be given. This lack of funds and the

resulting administrative practice operated to make more young
persons leave horne and take to the road.

At this point we should digress to point out that even had
our present American system of unemployment insurance been

in effect at the time, it would not have done appreciable good

to thousands of these youth for the following reasons: (i) many
of them had had almost no work experience and hence would

have never attained an insured status; (2) many who had work

experience had been so irregularly or intermittently employed

that they would not have been insured at all or would have

been entitled to only nominal benefits; (3) many rural youth

who had had work experience had worked in occupations not

covered now by unemployment insurance. In a later chapter

we shall point out how provision is made for this group in

New Zealand. Here the point is that even had there been un-

employment insurance of our present type in 1929, it would

not have affected substantially the plight of many of this group.



434 THE C.C.C. AND THE N.Y.A.

Fortunately for the nation, the government departments un-

wittingly were fairly well prepared to supply useful work to

many of the boys in this groupd Particularly in the Depart-

ments of Agriculture and Interior there were several agencies

which in one way or another were concerned with forests and

grazing lands, parks, bird sanctuaries, and so on. During the

Coolidge administration an interdepartmental committee un-

der the auspices of the Budget Bureau had made a comprehen-

sive survey of the work needed in such areas for fire protection,

roads and bridges, flood control, insect, pest, and plant disease

eradication, and the like. Again, unwittingly, execution of most

of the projects regarded as necessary by the officers responsible

for the conservation of natural resources was deferred because of

the magnitude of the expenditures which would have been

necessary. Thus worth-while, suitable work was available when

the Roosevelt administration embarked on the Civilian Con-

servation Corps as its first move in supplying work relief for

unemployed boys.

THE CIVILIAN CONSERVATION CORPS

From the standpoint of organization and management, the

significant fact about C.C.C. was that for the most part the

work was done by existing agencies of the national government

under the direction of trained and experienced men. The only

new administration created was a small, central, overhead co-

ordinating agency under a director. In and of itself it neither

operated nor controlled the detailed projects.

Since the projects were in the main in rural and sparsely set-

tled areas, camps were necessary. The responsibility for devel-

oping and administering the camps was vested in the War De-
partment. It was of course the one agency of the government
with training for and experience in activities of this type. It

also had suitable supplies and equipment. The common prac-

‘ For a convenient summary of the activities see Cimlian Conservation Corps, S.

Doc. 216, 77 Cong. 2 Sess., pp. 59-84. This report was prepared for Hon. Elbert D.
Thomas, Chairman of the Senate Committeeon Education and Labor by the Legislative
Reference Service of the Library of Congress under the direction of Dr. Ernest H.
Griffith.
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tice at the outset was for the War Department to obtain a camp
director by ordering into the active service a reserve officer with

suitable experience and placing him in control of the camp and
its operation, including the discipline of the boys.

Technical direction of the projects was vested in the govern-

ment bureau or agency, usually Agriculture or Interior, which

had jurisdiction over the area where the work was being done,

or in case of projects on state or local lands, which carried on the

type of activities required and often already had co-operative

relations with state or local units. The technical agency sup-

plied the project supervisor and the trained foremen necessary

to teach the boys the proper procedures and to see that they

were carried out with that degree of efficiency essential to at-

tain the objectives. Many of the lesser foremen were locally ex-

perienced men (“lems'O especially hired for the projects. A good

many of the “lems^’ were unemployed and more or less in need.

As the boys, or the enrollees as they were officially designated,

were taken to the work place at 7:30 or 8:00 in the morning

and were returned to the camp at 4:00 or 4:30 in the afternoon,

there was much leisure time for which provision had to be made
by the War Department. A major element in the provision for

leisure time was educational. Although the War Department

was in administrative control of education, the United States

Office of Education served in an advisory capacity. It found

suitable teachers for general and vocational education, and it

developed or arranged for the development of suitable educa-

tional material. It also co-operated in the development of some

of the recreational activities with educational aspects. There

was, however, no division of authority and responsibility be-

tween the War Department and the Office of Education: the

authority and the responsibility were in the War Department.

The War Department supplied the chaplains, often with one

chaplain serving two or more camps. It was also responsible for

providing doctors and medical care, which was often done under

contract with the local practitioners and institutions.

The Department of Labor, which in the early thirties had

jurisdiction over the Employment Service, was at the outset
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responsible for recruiting the junior enrollees. Special provisions

were, however, made for veterans—older men—who were re-

cruited by the Veterans’ Administration. Later the duty of

recruiting junior enrollees was transferred to the Civilian Con-

servation Corps itself. Recruiting had been highly decentralized

among state and local agencies. The task of the central national

agency was at all times largely directing and controlling and

not detailed operating.

The War Department supplied all financial administration as

it was well equipped to do because the activities of C.C.C. re-

sembled so closely in this respect those with which that depart-

ment is concerned.

What has been said thus far relates to the ordinary C.C.C

camps operated in continental United States. There were special

camps for Indians operated on Indian reservations, entirely ad-

ministered by the Indian Office. The Indians, not necessarily

youths, brought their families with them and camped in their

own style near the site of the project. They did their own house-

keeping and cooking and did not live in barracks and feed at

mess supplied by the government as did the enrollees at ordi-

nary camps. They therefore received in addition to wages an

allowance in lieu of subsistence. Special provisions were also

made in the outlying possessions, but it is unnecessary to go

into detail with respect to them.

SELECTION

As just noted, responsibility for selection was originally

vested in the Department of Labor and subsequently trans-

ferred to the C.C.C. overhead organization. The Department of

Labor formulated and carried out plans according to which

state and local public welfare agencies actually selected young
men as enrollees and locally experienced men as supervisors.

This procedure was not materially changed when the responsibil-

ity was transferred to C.C.C.



SELECTION 437

As required by law and in conformity to the objectives of the

program as laid down by the director and the advisory coun-

cil/ eligibility was at first restricted to young men between the

ages of 1 8 and 25 inclusive/ members of families on relief, un-

employed, in good health, unmarried, without criminal record,

citizens, and willing to allot a large proportion of their cash

allowance to designated dependents. Special attention should

be called to the fact that the young men must be members of

families on relief and be willing to allot a large proportion of

their cash allowance to designated dependents. Thus at the out-

set the program was clearly in the nature of relief. By an act of

1937 the requirement that enrollees should be members of

families actually on relief was abolished, but it was provided

that priority in selection should be accorded to youths who were

most needy. Under the act of 1937 orphan youths, or youths not

living in families, became eligible. The money which enrollees

with families would have allotted to dependents was saved for

enrollees without families and paid to them at the end of their

service. Thus although need remained a factor, C.C.C. became
a distinctive type of temporary government employment.

Under the original requirements the task of the state and

local welfare agencies was in many instances to find boys in

relief families who met the other requirements, including will-

ingness to allocate a substantial part of their earnings to de-

pendents. Sometimes it was a difficult task. Later when any

boy was eligible, with the degree of need the only determining

preference, real competition for the jobs developed. C.C.C.

jobs were presumably especially attractive to boys whose fam-

ily responsibilities were such that on completing their service

they would receive a substantial sum of earnings saved for

them by C.C.C. Before discussing selection in more detail it will

doubtless be helpful to insert a statement of wages and costs.

2 Gonsisting of representatives of the departments of War, Agriculture, Interior,

and Labor. S. Doc. 216, p. 19.

® Later set at 17-25, then at 17-28, and bv the law of 1937 at
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WAGES AND COSTS

Under the original authorizing act of March 31, 1933d the

level of pay and conditions of payment were set by administra-

tive regulation. The cash pay of a junior enrollee was $30 a

month of which ^25 had to be allotted to dependents. As the

program progressed, some modifications of these pay arrange-

ments were made. Partly as a means of affording recognition

for superior work and incentive to better performance and

partly to assist in improving camp administration some junior

enrollees (about 5 per cent) were, subsequent to 1935, selected

as leaders and paid ^45 per month. A larger number (about 9 per

cent) were chosen as assistant leaders. These leaders and assist-

ant leaders were not required to allot more to dependents than

other enrollees; they received the difference each month in cash.

In the act of 1937® Congress put the prevailing practice into

law with ^30 the maximum for ordinary enrollees but allowed

I45 for leaders not exceeding 6 per cent of the enrollees and

$36 for assistant leaders not exceeding 10 per cent.

Pay in cash was the smaller part of the enrollee’s real wage.

The total value of all perquisites, including the cash stipend,

was estimated officially at I70 per month per enrollee.® These

perquisites were so complete that it was said the enrollee need

use nothing of his own save a tooth brush from the time he

enrolled to the time he was deposited back at his place of en-

rollment at its termination. The total costs per enrollee per

year as estimated varied from |i,ooo to $1,200 per enrollee.

Variations were due mainly to changes in cost of the various

perquisites, materials, supplies, and equipment for the work pro-

gram, and the changing distribution of a relatively stable ad-

ministrative overhead cost over a fluctuating number of en-

rollees. Total expenditures, the allotment to members, and the

number of enrollees are summarized in the table on page 439.

* 48 Stat* ax
^ Act of June 28,1937, 50 Stat. 3 1 9.

^ The actual cost as stated by General Tyner in 1937 was I84748 per year for each
enrollee. To Establish a Civilian Conservation Corps

y

Hearings before the Senate Com-
mittee on Education and Labor, 75 Cong, i sess., p. 38.
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Expekditurbs and Number of Enrollees—Civilian Conservation Corps,
1933-41“

Fiscal

Year

Expendi-
tures

(In millions

of dollars)^

Allowance
to Members
(In millions

of dollars)®

Enrollees

(In thousands)*^

High Month Low Month

1933........ 14.2 e June 280 April 37
1934 313.0 e July 294 Sept. 209
1935 346.7 e June 359 March 242
1936 593.5 150.7 i Aug. 520 March 304
1937 387.6 121.9 Jan. 360 March 252

1938 325.2 102.4 1 Oct. 302 Sept. 179
1939 291.0 105.9 Jan. 294 March 198
1940 283.7 105.2

!

Feb. 300 June 243'

1941 256.5 96.6 i Aug. 281 June 183

“ All figures are taken from Chilian Conservation Corps, S. Doc. 216, 77 Cong. 2

sess.

» P. 138.
° PP- 143-44-
^ P- 99-
'Allowance to members from April 1933 through March 1935 was 202.7 million

dollars, p. 142.

TERM OF ENROLLMENT

The initial enrollment was for six months, with the privilege

of re-enrollment if the boy had proved himself a satisfactory

worker and if he so desired. Restrictions were, however, set up

to prevent re-selection under most circumstances, especially

within a short period after the termination of enrollment. By
the law of June 28, 1937 the maximum period of enrollment

was fixed at two years with exceptions in favor of certain classes

(leaders, assistant leaders, Indians, veterans, and project assist-

ants). Thus enrollees who worked up to what may be termed

the foreman classification were eligible for something approach-

ing a permanent job, which is advantageous from the standpoint

of operating efficiency.

Enrollment for a six-months period suggested two enrollment

periods a year. Under such a system, however, the number on

the roll toward the end of six months was sometimes small.

Enrollees were permitted to leave at any time to take up em-

ployment or if their presence was urgently needed at home.

There were some cases of injury. Desertions, which accounted
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for losses of i or a per cent a month, caused more losses than

any single factor other than expiration of term. Some enrollees

were discharged for disciplinary reasons.'^ To get greater stabil-

ity the practice therefore developed to take in new classes quar-

terly.

SIZE

The peak provision for C.C.C. came in the Emergency Relief

Act for 1935.® It provided for 600,000 enrollees at an average

total cost of |i,ooo each for the year. This figure along with the

peak number of camps necessary to secure it G'^st short of

3,000) was never reached largely due to the operation of the

requirement that all enrollees come from relief families. Actual

peak strength was achieved in August 1935 when over 505,000

enrollees were occupying over a,6oo camps.

After 1935, authorized strength was reduced in accordance

with rising prosperity indexes. As the number of positions

authorized diminished and as requirements for taking enrollees

from relief families became less rigid, the process of selection

became more discriminating. It is probably fair to say that

G.C.C. tended more and more toward becoming a regular

agency for carrying on specific governmental projects adaptable

to its form of organization. It was ultimately abolished because

the man-power shortage made it no longer necessary from the

relief standpoint and the boys were needed in other ways.

USEFULNESS

The question arises how valuable was C.C.C. (i) to the gov-

ernment and (a) to the boys. We have made no first-hand in-

vestigations to arrive at answers to this question, and hence
what we shall say on this subject will be based on reading and
in some instances on discussion with govermnent officials.

The first significant point is that as compared with W.P.A.
and even N.Y.A. as a whole the C.C.C. was small, which meant
it was administratively simple. Most of its activities fell well

’ AnnualReport ofthe Director ofthe Civilian Conservation Corps, 1939, App. 1, p. 1 17.
*49 Stat. 115.
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within the sphere of established government agencies so that

the plans were as a rule well considered and well worked out,

There was nothing remotely resembling the mad rush to approve

projects, costing in the aggregate billions of dollars, that char-

acterized W.P.A.

1 1 can scarcely be questioned thatmany of the projects under-

taken for the conservation of the forests and other natural re-

sources were of really substantial economic value. Forest trails

and roads and communication systems were greatly needed to

aid in preventing and controlling forest fires. At times C.C.C.

boys did yeoman service in fighting these fires. The trails and

roads built also facilitated care of the forests and permitted

getting out timber that had matured. Projects such as those de-

signed for eradicating white pine blister were of distinct eco-

nomic value in helping to preserve a highly useful and fast

disappearing wood. Although some of the projects may have

been less utilitarian, one does not encounter charges of boon-

doggling and waste that are frequently found in connection with

W.P.A.

Use of responsible, trained men from the established agencies

of the government and experienced supervisors means ordinarily

that reasonable standards of performance characterized most

of the activities. The use of reserve officers of the army as

camp managers does not suggest lack of discipline. Discipline

is actually suggested both by desertions from the camp and dis-

missals. It is undoubtedly true that, especially in the early days,

some boys were selected and sent who did not really have the

necessary physique and stamina for that kind of life and work

nor interest in it, but nothing suggests they organized militant

unions and sought to dominate the army officers and the project

foremen. The evidence indicates, on the other hand, tliat the

rules and regulations were progressively improved to make the

selective process more discriminating from the standpoint of

efficiency in operation. Provisions were included to make sure

the boys understood the practices, procedures, and disciplines

of the camp and to discourage from accepting an appointment
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those to whom the camps would not appeal. The fact that

C.C.C. rewarded progress and efficiency with promotions in pay

and in rank with possibilities for retention in the service is

further evidence pointing in the same direction.

One would be inclined to accept the view that many of the

boys learned and acquired good work habits and ability to work

as a team in getting a job done. On the other hand, it is more

questionable whether in many instances the knowledge and

skills acquired on the highly specialized government projects

were directly applicable in pursuits which the boys might follow

after they left the camps. Probably the major contribution

from the work experience was an attitude toward hard work and

understanding of what was necessary to come up to a standard.

Perhaps also there was an awakened appreciation of what one

needs to know in order to do an intelligent although simplejob.

It was part of the policy not only to tell the boys what to do but

why it was being done that way. Presumably the United States

Forest Service carried into its C.C.C. camps many of the prin-

ciples of efficient management that have long characterized it

and have established its reputation, especially in the field of per-

sonnel management.

One suspects that many of the boys will find that they

profited most from the educational activities, which were

voluntary since they were carried on in the leisure hours. The
boys at a camp differed widely with respect to education and

schooling, and thus it was impossible to herd them into mass
classes. The educational program had to be adjusted to make
it applicable to the needs of the boy. If the boy were illiterate

he would be encouraged to learn to read and write by the use

of material suitable for his age and his interests. If he had a fair

education and hoped to get into a good clerical job he might
get training in typing, stenography, or bookkeeping. Auto-
mobile and truck maintenance and repair might be the subject

of study in the evening, in this case often tied up with the day’s

work. Someone has remarked that the C.C.C. probably trained

more good short-order cooks than could ever find such work in

their communities, but the cooking in many families would
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doubtless be materially improved if one member, even a boy,

were a reasonably good short-order cook.®

Education that may be regarded as teaching youth what to

think rather than how to think and how to apply the skills ac-

quired through learning presents a fundamental issue in con-

nection with programs such as the C.C.C. As soon as the plan

to have the War Department staff and manage the C.C.C.

camps was suggested, opposition arose on the ground that the

boys would be militarized, indoctrinated with the philosophies

of the professional army officers. It was sometimes said that

these boys selected because of their need would be trained to

be cannon fodder for the next war, which at that time appeared

to many as extremely remote. Assurances had to be given that

military training as such would not be included in the program.

In general work relief programs specifically designed for prepa-

ration for defense and for war were almost universally barred

until the gathering storm clouds showed war was almost if not

quite inevitable.

Where boys of the ages of the C.C.C, enrollees are gathered

together in barracks political, economic, and social discussions

are inevitable. For many of the C.C.C. boys the experience par-

took of the nature of going away to school or college. To give

educational values to these discussions, special texts, simply

written and tellingly illustrated, were prepared under the

auspices of the Office of Education so that the boys could ac-

quire some familiarity with facts and thought in these fields.

A considerable sentiment existed that indoctrination of the

youth in the camps should be in sound ways of peace. As one

thinks back to the thirties one recalls that the depression had for

many shaken the old faiths in democracy, freedom, the Consti-

tution, love of country, and patriotism. Indoctrination with

these views conceivably would have been regarded by many in

that day as militaristic and not calculated to advance the wel-

fare state. The issue raised by the C.C.C. was whether the

American people want the youth of the country indoctrinated

® For more detailed information on types of education and numbers participating

see S. Doc. 2 i6j pp. 70-71.
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by the national government. Hitler and Mussolini both dem-

onstrated what a powerful central government can achieve by

almost universal centralized indoctrination of youth. To the

retort that the central government in the United States would

not indoctrinate the youth in that way, the answer is that other

wholesale universal indoctrination may prove equally disas-

trous, as unfolding historical events disclose fallacies inherent

in the indoctrination.

In the United States indoctrination has been perhaps more

completely decentralized than any other activity. Complete re-

ligious freedom leaves religious indoctrination to the churches

and other agencies, provided they can draw the youth within

their sphere of influence. Local communities have insisted upon

a considerable degree of control over the public schools with

no little resistance even to partial dominance by the state.

Private schools have been permitted to exist side by side with

public schools, so that children could be indoctrinated as their

parents thought best. Freedom of speech, freedom of the press,

freedom of assembly, freedom of association all operate to pre-

vent centralization and standardization of indoctrination. The
American view has been that progress will be furthered more

by the conflict of thought among a free people than by in-

doctrinating the people to make them accept a particular ideol-

ogy-

A question must be raised as to the wisdom of assembling

youth from one general class under an educational enterprise,

or partially educational enterprise, conducted by the central

government. This question really involves two parts: (i) the

segregation or isolation of groups on a class basis, and {%) the

entrance of the national government into the sphere of providing

mass education for individuals. Take, for example, the discus-

sion of government, economics, and religion that typically arise

among youth, particularly unmarried youth, of the C.C.C. ages,

17 to 23; such discussions are greatly enriched if many different

points of view and many different backgrounds are represented.

Recollection suggests they are likewise greatly enriched if dif-

ferent sections of the country are also represented. If ail are
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from a single class, having gone through a like experience, they

tend to be more or less of one mind and to accept as their leader

the one most effective in presenting their view. If the group is

mixed, views will be divergent and leadership may be divided,

as it has been in the past in democratic countries. Other aspects

of this problem will be considered in the ensuing discussion of

theN.Y.A.

THE NATIONAL YOUTH ADMINISTRATION

The National Youth Administration was an outgrowth of the

Federal Emergency Relief Administration, but it became ul-

timately an entirely separate agency. Its activities were of two

main types, and the second type was divided into two dis-

tinctive parts. We shall first outline very briefly these several

parts and then take up each one separately in some detail.

I. The objective of the first type of N.Y.A. activities was to

furnish part-time jobs to youth in school to enable them to earn

something so that they could continue their education.

1 . The objective of the second type of activities was to give

work experience to unemployed but employable youth who had

left school, partly to help them meet need and partly to further

their education. The two distinctive forms of activity were;

(a) To give youth jobs on specially organized projects in the

vicinity of their own homes which permitted them to continue

to live at home under customary home conditions, (b) To as-

semble the youth in residence centers which can be roughly de-

scribed as vocational boarding schools operated by the national

government.

THE STUDENT-AID PROGRAM

The basic idea of the student-aid program was to furnish aid

to needy youths by giving them jobs on special projects carried

on in and by the schools (public or nonprofit) at which they

were in attendance, under the broad and general supervision of

N.Y.A. officers. Throughout the program the schools were re-

sponsible for selecting students, determining their qualifications

and need, proposing projects and administering them after ap-
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proval N.Y.A., largely through its units established in the

several states, was responsible for promulgating general policy

and regulations, selecting participating institutions, allocating

funds, reviewing selection of students, approving or rejecting

projects submitted by schools, keeping statistical and financial

records, paying students, and making other necessary disburse-

ments.

Compensation schedules. The salary schedules for N.Y.A. stu-

dent workers were set up in the original executive order and con-

sisted of an upper limit on amounts which could be earned in

any one month. These limits were: for high school students,

$6.00; for college students, ^20, at first with a provision of

not more than an average of $i 5 for the school year; for gradu-

ate students, $40 per month, at first with a provision of not

more than an average of I30 for the school year. As these ‘‘at

first” clauses indicate, the average limitations were dropped as

the program progressed, but the maximum limits of $6.00, ^20,

and $40 were retained.

In February 1941 the average level of monthly earnings per

worker was I4.45 for high school students, $13.17 for college

students, and $19.61 for graduate students.^^

Hourly earnings varied. School authorities were expected to

set hourly rates for various types of N.Y.A. work which would

be roughly comparable to prevailing rates for similar work in

the locality. In December 1939 the average hourly rates on high

school programs were 25 cents, on college programs 34 cents,

and on graduate school programs 50 cents.

A wide variety of work was done by N.Y.A. enrollees at edu-

cational institutions in return for the work stipend. The major
classes of projects were (i) departmental assistance, (2) con-

struction and maintenance, (3) clerical assistance, and (4)

semi-professional assistance. The table presented on page 447
gives the percentage distribution of the N.Y.A, students by
type of project for the academic year I939“~40,

Department of tahor—Federal Security Agency Appropriation Billfor 1942^ Hear-
ings before the House Committee on Appropriations, Pt. 2, 77 Gong, i sess., p. 1 70.
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Percentage Distribution of Students Employed on Student Work Programs,
BY Type OF Project, Academic Year 1939“40‘^

Type of Project Total School
College and
Graduate

Departmental assistance. 40.2 40.7 39.2
Construction and maintenance. ...... 25.0 28.9 15.0
Clerical assistance and service 23.3 21.6 27.4
Semi-professional 9.2 6.4 16.1
Miscellaneous 2.3 2.4 2,3

Total 100.0 100.0 100.0

® Condensed from table, p. 598, Department of Labor—Federal Security Agency
Appropriation Billfor 1^41^ Hearings before the Plouse Committee on Appropriations,

Pt. 2, 76 Cong. 3 sess.

The number of students aided under the program was about

417.000 in April 1936 and 444,000 in April 1937. It declined to

336.000 in April 1938 and increased thereafter. In February

194I it was 460,000. Numerically the most important class has

always been the high-school students. Of the 460,446 enrollees

in February 1941, the numbers were high school 336,061, college

121,366, and graduate 3,019. At that time nearly 30,000 educa-

tional institutions were participating. Of the 29,696 then active,

28,010 were of high school and 1,683 of collegiate grade.^^

Selection. The law authorizing the selection of students to re-

ceive aid specified that recipients must be in need. This require-

ment was not construed to mean that each recipient must come

from a family on relief. The basic criterion was whether the

student could continue in school without N.Y.A. assistance. If

he could not, he was eligible from the need standpoint. The
primary agency for determining need, as for other conditions

of eligibility (citizenship, ability to perform useful work on an

N.Y.A. project, good character, health, and scholastic ability),

was the school itself. Local relief agencies might assist in this

determination, by referring students to proper educational au-

tliorities or otherwise, but such help was relatively minor. The

ordinary student-aid organization and administration of each

institution bore the brunt of this task. The N.Y.A. contented

; Tbe'same,p.'i7i,
' -
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itself with a thorough examination of all papers relating to

each student application; only in cases of apparent error or over-

sight were more direct investigational proceedings takend^ The

National Youth Administrator testified that little trouble de-

veloped on this score; what little occurred was usually local-

ized, and traceable to particular school officials who failed in

their responsibilitiesd® The practice of allowing the school to

determine need was explained by the director of N.Y.A. as

follows: “
. . . Our reason for doing that is that we have tried

to minimize the relief content of this thing as far as young

people are concerned; and at the same time, to safeguard the

truth and verify the facts.”“ The fact that each application

was checked by school authorities and signed by two responsi-

ble citizens who knew the applicant, plus the great cost of more

intensive investigations, was cited as defense of the practice.

When anything appeared out of line, “that particular applica-

tion is carefully investigated through community sources, and

representations are made to the college.”^®

Skepticism is desirable as to the dependability of statements

of fact made by an applicant for a grant, even if signed by two

responsible citizens who know the applicant. Poor indeed is the

individual who has lived in a community for any length of time

who does not have at least two friends or acquaintances willing

to sign for him. Few indeed are the persons who upon being

asked to sign will inquire in detail into the accuracy and inclu-

siveness of the income figures given, or subject the applicant

to a cross-examination. In many an American community a

political precinct captain would regard signing such an appli-

^2 Bepmiment of Labor-Federal Security Agency Appropriation Billfor Hearings

before the House Committee on Appropriations, Pt. 2, 76 Cong. 3 sess., p. 592.

The same, p. 594.

The same, p* 593.

The same, p. 594.

In a further supporting statement, it was shown that for the academic year 1938-39,

98.7 per cent of N.Y.A. school students came from families with annual incomes less

than $2,000; that 179 of 338,829 N,Y.A. school students came from families of incomes
over $3,000; that each of these latter cases was being investigated. The average family
income of the N.Y.A. school students was $557. (The same, p, 595-96.) The figures for

the college graduate program were less striking; 80.8 per cent came from families with
incomes below $2,000. The modal class for family income for N,Y.A. college students
was $i,p0O”$i,249. The same, p. 596,
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cation as one of the services which he is glad to render a family.

The last part of this book contains a chapter devoted to the

question, “What is need?” Here attention will merely be called

to the fact that although Congress provided student aid only

for those in need, it did not define need but left definition to ad-

ministrative officers. Hearsay evidence suggests such questions

as: whether a college student is in need if he or she is a member
of a social fraternity or sorority the monthly dues of which—
not covering either room or board—are almost as much per

month as average earnings under N.Y.A. or whether a girl is in

need, if unassisted, she cannot afford a fur coat or an adequate

wardrobe of party clothes. The position may be defended that

students in either high school or college will miss much from

the experience if they do not have sufficient funds to partici-

pate fully in the extracurricular social activities. The question

is whether lack of funds so to participate constitutes need in a

legal sense, whether public funds ultimately to be supplied by

the taxpayers should provide jobs to enable students to par-

ticipate in these activities.

One can well understand the point of view that young per-

sons should be spared the humiliation incidental to having

the facts as to need investigated by a public welfare agency

staffed by trained investigators. On the other hand, one can

question the character building value of a system under which

several of the sorority members hold N.y.A. jobs under a pro-

gram designed for young persons in need. Is the experience good

for them? What is the effect of such a demonstration of the use

of public funds on other students on the campus who have

standards which do not allow them to include expenditures for

such social activities as items in a budget of real needs?

In this program, as in several others, there was the conflict

between efficiency on the project and the relief of need. One
can sympathize with the professor who has at last obtained a

grant for a project dear to his heart and desires to get the best

available student assistants.^® He may be excused for not in-

The results of the project may have little real value if the individuals working on

it are not selected on the basis of their competence. In many cases, moreover, persons

who are doing the supervising as a side issue to their regular job may not have the time
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quiring into the facts as to need with the thoroughness of the

trained objective investigator. Should a professor attempt to in-

duce one of his able students who is a good typist and a fair

stenographer to apply and when she expresses grave doubt as

to her need offer suggestions as to how she can prove need and

get the necessary endorsements? A student of a professor under

such circumstances may be greatly embarrassed, first in declin-

ing to help on the project and second in appearing to ques-

tion the ethics of the devices suggested for proving need. A
statistician appreciates that individual instances of this type,

although reported by credible witnesses, do not test the pro-

gram as a whole.

N.y.A. OUT-OF-SCHOOL WORK PROJECTS

The out-of-school work program of the N.Y.A. represented

the most important activity of that organization in terms of

amount of money expended for payments, of administrative

time and expense, and of range and variety of activities.

The nonresident projects. The nonresident project program,

prior to the later defense activities, was patterned closely after

the W.P.A. program, with certain variations to adapt it more

closely to the presumed needs and problems of unemployed

youth. The original executive order (No. 7086) prescribed a

full-time program of work and related training, but administra-

tive action reduced the total number of hours of work required

and related training expected to much less than that. The
basic idea of a part-time work program under which the en-

rollee works at a prevailing wage scale for a limited security

wage prevailed throughout the relief period. From the beginning

the element of work was tempered by the objective of training,

and as defense activities expanded the objective became more
and more vestibule training.

Compensation. security wage rates were set up much as

they were under W.P.A, During the relief stages of the program

to give the immediate supervision and direction essential both for obtaining good
results and forgiving the workers sound training in methods. If the work experience is

to be of real value, sound methods must be followed and high work standards main-
tained.
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the wage varied with region urbanization and skill. The range,

for example, at one time was from $12 per month for skill B
in rural areas in Region III to $21 per month for skill A in

urban areas in Region I.

The number of hours which an N,Y.A. project worker had to

give in order to earn the security wage was fixed by the N.Y.A.

state offices, within the limits of 45 to 70 per month established

by national regulation. In January 1940 the average number of

hours worked per month was 52 The average rate per hour

varied in 1940 from 18 to 41 cents.^® The average earnings per

worker per month during the fiscal year 1940 were $15.32.^^

Selection, l^'ouths between the ages of 18 and 25 who were

citizens, unemployed, in need, of good character, and able to

to do the work were eligible. The N.Y.A. itself acted as the

selecting agency, although it received referrals from local em-

ployment, relief, and welfare agencies. It reserved to itself the

right to make its own decisions with respect to what consti-

tuted need, although the findings of local relief agencies were

relied on in many cases. Unlike W.P.A. it was not restricted to

taking only one worker from a family nor did N.Y.A. youth

have to come from a family currently receiving relief, although

many of them did.

The position of N.Y.A. with respect to selection was stated

by its director, Mr. Aubrey Williams, in the following testimony

at the House Hearings in 1941

:

Frankly, we have tried to get away from relief status and our young

people are not just those who come through relief offices, but rather

we have set up our own offices and do our own selection. We try to

give to the youth the impression he is being given a job; he is not being

given relief. He applies for a job with us, and we use the word "'em-

ployment” rather than “relief,” and what the youngster does is called

employment, and the place he applies is called an employment office.^*^

Department of Labor-Federal Security Appropriation Billfor 1941^ House Hearings,

Pt. a, pp. S70
~“
73 *

The same. '

,

The same, 1942

y

Pt. 2, p. 224. A table on employment and earnings on out-of-school

projects from 1936 through 1940 is given in the same, 1941 2, p. 569. The average

monthly earnings varied from 1.68 in January 1936 to $19.62 in August 1939.

. "'^'^The same, 'p.' 574.
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The following description of the youth employed was given

at the same hearing:

. . . First of all, two-thirds of them are under 21 years of age and

only 5 per cent are over 23 years of age. The average age of the youth

working in N.Y.A. is 19 years and 9 months. Four out of ten did not

go beyond the eighth grade in their school work; only 29 per cent

completed high school, although an additional 30 per cent attended

high school for i year or more.

Only 1 in 30 was able to go to college and only about 10 per cent

of these were able to complete the fourth year. And then this is sig-

nificant—over one-half of the youth on our projects have had no pre-

vious work experience at all. Of the youth who have had previous

work experience, 21 per cent were farm laborers; 22 per cent were gen-

eral laborers; 26 per cent were domestics in private families, hotels, or

restaurants; 15 per cent were factory operators or helpers; 8 per cent

were clerks in retail stores, and 8 per cent were office workers or pro-

fessional workers. About 90 per cent of the total either had never

worked or had slight work experience in occupations that require little

or no skill and which offered few opportunities for developing the skill

required for successful competition in the labor market.

Numbers. The figures as to the numbers included in the out-

of-school program generally include both those in the residence

centers and those living at home. The residence centers, how-

ever, never accounted for more than about 1 1 per cent of the

total. In April 1936, four months after the inception of the

program, the total was 181,000. It increased to 184,000 in June
but declined thereafter. For 1937 the range was from 192,000 in

March and April to a low of 123,000 in October. From this point

on the numbers increased.®* When the program was expanded
for defense training the numbers were above 400,000.®®

In considering strength figures for N.Y.A. it must be remem-
bered that turnover was high, so that the number of different

“ The same, pp. 574-7^.
22 U. S. Social Security Board, Trends in Public Assistance Table 3, pp.

6-7. Bureau of Research and Statistics, Report no. 8. These figures show the number of
different employees employed during months referred to.

23 Department of Labor-Federal Security Appropriation Billfor House Hearings,
Pt. 2, p. 186.
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youth participating was far higher than the average yearly en-

rollment indicated. In April 194I, for example, the enrollment

was about 406,500.^* In May of that year Director Williams

estimated that over a million youth would participate in the

program.^^

Issues. With respect to this program there are five issues

which seem to us to require careful consideration if it is ever

proposed to revive it.

1. The unemployed youth who were given jobs and allegedly

trained through this program, according to national regulations,

worked not less than 45 hours per month nor more than 70.

The average number of hours was 52 per month. An eight-hour

day with a five-day work week means 160 working hours in a

four-week period. Thus on the average in 1941 time worked per

youth was only 32.5 per cent of a reasonably short work month.

Although in a work relief program one-third work and two-

thirds voluntary participation in educational activities may be

defended, it is questionable whether any such arrangement is

desirable where the objective is training and the development of

sound work habits.

2. If the objective is training and the development of essen-

tial knowledge and skills, apparently the program should pro-

vide for the carefully planned, effective utilization of the two-

thirds time left over, and participation should be compulsory.

Presumably that time could most effectively be used in schools

designed to make up educational deficiencies and to relate in-

struction to work needs. The educational system in the United

States has been controlled by the state and the local govern-

ments. The N.y.A. out-of-school work program was a national

program. It would seem as if co-ordination of the N.Y.A. with

the state educational system required unification of the two

parts which could best be secured under single management.

3. In vocational education a conflict is frequently encoun-

tered between training and production. N.Y.A., following the

The same.''
'

"2»The,samej"p...940.
,

'
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W.P.A. pattern, was forced to the production side in this con-

troversy. To illustrate the issue, a construction project requires

mixing concrete and delivering it to the point where it is needed.

Educationally, a boy may get all such a job has to offer within

a day or two. If he is kept on that job for a longer time, the ob-

jective becomes production rather than education. In a truly

educational job designed to impart knowledge and to develop

skills and interests, an educator lays out the work on an educa-

tional basis; the youth proceeds from the less difficult to the

more difficult through a series of related steps. In production

work the various steps are arranged in the order necessitated

by production, and the time devoted to them is determined by

the amount of work to be done, not by the needs of the youths.

If a boy is not equipped for the particular process necessary, he

must be treated as an unskilled helper, possibly as a surplus un-

skilled helper. Yet what he is doing may be called training and

work experience, although one can scarcely imagine a private

employer in normal times retaining such an employee on the

job.

4. Training employees and giving them a valuable work ex-

perience requires particularly good foremen with skill in teaching

or good vocational teachers. Private employers and regular

government agencies tend to retain such foremen. Even per-

manent, well-established, vocational schools have some diffi-

culty in recruiting persons possessed of the requisite qualifica-

tions. The evidence suggests that in many instances N.Y.A.
like W.P.A. could not recruit them, and as a result youth whose
lack of experience and equipment made good foremen or voca-

tional teachers peculiarly necessary worked under unsatisfactory
foremen. Many personnel officers prefer inexperienced but
promising youth to those whose experience has been gained in

agencies which, to use the common term, permit “sloppy work.”

5. So long as production is amajor objective, payment of the

prevailing wage may be necessary to prevent the fear of com-
petition found among free labor. On the other hand, payment
of the prevailing wage to a marginal worker during the learning
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period is not necessarily good training, nor does it necessarily

produce a sound attitude toward work. If a youth finds he can

draw the standard day’s pay without doing a standard day’s

work, he may believe he can always get by on that basis. If the

objective is to give the youth a true work experience, it would
seem as if he should be started at a very low minimum, with

increases for increased productivity and improved quality. A
piece-work system of pay or an incentive system, fairly worked

i

out and fairly administered, would be far better as a training

device than the relief concepts of a monthly subsistence wage.

From our point of view the N.Y.A. out-of-school work proj-

ects appear to have moved from a relief objective to a training

objective without sufficient reconsideration of methods. Com-
munities should have a sound, unified program of vocational

education effectively linked up with both private and public

agencies in the community. If the time comes when youths

cannot get regular jobs in either public or private enterprise

normally conducted, it would seem desirable for government to

relieve their immediate need in so far as that may be necessary

through a dole or, if one prefers, “unemployment insurance

benefits” in return for which they would be required to attend

the prescribed school. It is assumed that the schools in times of

extensive unemployment would expand their offerings and

make special provisions for small groups or individual workers.

It is definitely assumed that the vocational schools themselves

will not go in for production jobs, or organize for any form of

mass production. They will concentrate on projects designed to

impart knowledge and develop skills. If they eschew large pro-

duction and concentrate on knowledge and skills, they can give

training for either public or private enterprise. To a certain

degree particular classes of labor may be opposed to a program

that increases the number of youth possessed of their particular

knowledge and skills, but that alternative is better than having

the youth engaged in competitive production. It is to be hoped
|

that in the postwar world the need for trained workers in par-

ticular fields will be the dominant consideration, and separate
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groups will not seek to prevent a reasonable number of youth

from being trained to meet that need.

THE RESIDENCE CENTER PROGRAM

The residence center portion of the N.Y.A. out-of-school

program was an outgrowth of small beginnings which assumed

increasing proportions when the N.Y.A. sought to become an

important defense training organization. On its creation it ab-

sorbed (i) some relics of F.E.R.A. attempts to set up resident

camps for unemployed girls on a pattern comparable to C.C.C.

;

(2) some early attempts of students to continue work and educa-

tion on the campus of a small southern college; and (3) some

early experiments at Passamaquoddy and elsewhere which

tried out full-time vocational finding programs on which the en-

rollees were assigned to a number of differentjobs while in camp

residence to determine the optimum skill aptitude of each par-

ticipant.

Prior to defense developments, the main objective of the

residence centers was to combine improved living conditions

for youth workers, many of whom came from underprivileged

homes, with training in skills particularly needed by rural

young people, notably the domestic arts of cooking, cleaning,

washing, housekeeping, and the agricultural skills. Work ex-

perience was made available in a variety of shop and clerical

tasks. Later, in response to the demand for defense workers, resi-

dences were established in industrial areas where there were

shortages of young workers.

Residence centers in the regular program were of two types:

full time and 15 day alternating. At full-time centers enrollees

were at the camps continuously for a period of six months. At
alternating camps the enrollees, mainly girls from rural areas,

were at camp 15 days and then away for 15 days. After the first

six months’ period the enrollee was eligible for re-enrollment

if in the opinion of the supervisor he would profit from the

extended stay. The average period of enrollment was about 9



RESIDENCE CENTER PROGRAM 457

months. Of the 579 residence camps operated on December 31,

I939> there were 337 being operated as full-time centers.^

The stipend for full-time work was on an hourly basis—usu-

ally 25 cents for each hour of productive work—with a top limit

of $30 from which up to $20 was deducted for maintenance.

Thus a total of 1 20 hours was required to earn a full wage. The
average working time was 90 hours and the average earnings

around |22.” The remainder of the time was occupied in class

work and related training.

The typical residence center to care for approximately 200

youths consisted of a director, a youth personnel co-ordinator,

a business manager, a shop supervisor, two project clerks, and

12 foremen.^® The estimated average cost per youth per month
for the fiscal year 1942 was I52, of which $30 was the youth’s

wages and maintenance.®® Thus the typical residence project

cost about $10,400 a month or $125,000 a year with $2,000 a

month or $24,000 a year going as cash to enrollees.

We have made no survey to appraise the success of these

residence projects. Such a survey would necessitate (i) visits to

a large number of camps; (2) visits to the homes and communi-

ties from which the youth came; and (3) an attempt to follow

the after history of a considerable number of the youth who
were enrollees at the camp. To the writer the printed word re-

garding the camps suggests the United States government In-

dian boarding school. If there is any analogy, experience would

suggest that the camp itself would look better than the real re-

sults of its work. A fairly comprehensive study of the Indian

boarding schools in 1926-27 led to the conclusion that attend-

ance at public schools, improvement of the public schools, and

constructive work with individuals and families in their own

homes ofiFered far more promise than institutional treatment.

“ Department of Labor-Federal Security Agency Appropriation Billfor Tpp, House

Hearings, Pt. 2, p« 633
2’’ The same, pp. 630-31.

The same, Pt 2, p. 957.

The same, p. 958.
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With respect to both branches of the out-of-school ptogf^

of the N.Y.A., the basic issue is whether the national govern-

ment through its own agencies should assume full adminis-

trative and financial responsibility for this phase of the educa-

tional program or whether the educational system of the states

and local governments should be developed to meet the needs,

possibly assisted by grants-in-aid from the national government

for better vocational education and better guidance and place-

ment by a well-equipped employment service.

As previously noted in the discussion of C.C.C., the writer

questions the wisdom of a nationally financed and nationally

administered program designed basically and primarily for

youth of a particular social or economic class which we may
designate the underprivileged, although some of the members

are underendowed. It is patent that the future welfare of the

country requires that intelligent and determined effort be made

to develop these youth to be of service to themselves, their

families, and the community. That is not the issue. The issue

is whether the public educational system shall be expanded and

improved to care for them, or whether they shall be segregated

from the mass to become temporarily wards of the nation.

A major difficulty with such segregation is that it draws a

sharp line. On one side are those who get their education under

a state and local system; on the other those for whom the nation

provides. No such sharp line can be drawn with respect to the

needs and requirements of young persons. Some youths from

families with adequate incomes find no stimulus in the tradi-

tional educational pattern and need projects and project edu-

cation, but they are in no sense underprivileged. One can

scarcely visualize parents sending them to a national C.C.C.

camp or to a N.Y.A. project. A national institution for under-

privileged or retarded youth is not likely to attain prestige; in

fact it may be difficult to prevent it from attaching a sort of

stigma to its students. A single, well-developed, co-ordinated,

public school system would not necessitate the drawing of such

sharp lines. It would permit of a considerable degree of move-
ment of individuals within the system and increased opportu-
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nity for the youth to find himself. Under a comprehensive co-

ordinated system, youths of a particular class would not be

segregated in a camp for several months out of contact with

youths from other classes.

Another question which should be raised is whether a national

agency designed to deal with underprivileged youth can attract

as good a grade of personnel as can the public school system

which stands high in American esteem. In connection with this

question it must be remembered that N.Y.A. grew out of a relief

program and evolved in the direction of competition with the

established school systems. It never attained that degree of

permanence and stability that characterizes the public schools.

One could not therefore expect it to be able to draw as well-

equipped people. Unfortunately it sometimes seems as if insti-

tutions designed for the underprivileged, unfortunate, and re-

tarded, who present peculiar difficulties, are not successful in

drawing from the very best. At times one encounters institu-

tional workers of exceptional ability and spirit, but one en-

counters some who are apparently there because they could not

get better jobs.

In the latter part of the present book we shall take up in

more detail the problem of co-ordinating welfare, educational,

and health activities in the community.
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CHAPTER XIV

INTRODUCTION TO PART II

In the preceding part of this book the attempt has been made
to describe broadly the major American programs in the field of

relief and social security with special emphasis on those features

of the program that present issues of public policy. As one stud-

ies these separate programs, the fact becomes clear that three

issues of public policy exist which are of fundamental impor-

tance. They are:

1 . The issue of universal coverage. The American programs

have so developed that millions of citizens are excluded from

the benefits of social security systems despite the fact tltat di-

rectly and indirectly they are now being taxed to maintain them,

and they will be more heavily taxed as the systems mature. In

some instances, on the other hand, individuals who are not in

need and have made only small contributions toward old-age

and survivors nsurance are receiving benefits from it, the cost

ofwhich will greatly exceed their contributions. Because Ameri-

can governments have legislated piecemeal by categories with-

out consideration of the field as a whole, they have created,

sometimes at the behest of pressure groups, specially privileged

classes. If it be assumed that social insurance is desirable and

necessary, the country faces the problem of extending and

broadening it so that possibly with supplemental devices it

effects universal coverage.

2 . The issue of comprehensiveness. The American programs

have developed to give protection in the event of the happening

of some of the common major contingencies. If need results

from some other one of the common hazards the victim may
be dependent on poorly planned, poorly administered, and

poorly financed general public assistance. Elaborate and in

some instances relatively costly programs have been developed

to give protection against one hazard before anything ap-

463



464 BRITISH EFFORTS FOR UNIVERSAL COVERAGE

preaching reasonably adequate protection has been given

against another. The United States therefore faces the issue of

making its relief and social security system cover all the com-

mon major hazards, in other words, making it comprehensive.

3. The issue of co-ordination. Several of our American pro-

grams have been independently developed, without reference

to other programs to which they are in fact related. One pro-

gram will offer more to its beneficiaries than another, not be-

cause of differences in need of the beneficiaries, but because

the programs had different origins and were advocated and

supported by different groups. Legislative and administra-

tive responsibility is, moreover, irrationally dispersed. For

reasons that have no relationship to either human need or

financial or administrative necessity the country has exclusively

national programs, exclusively state programs, a state program

adopted by national compulsion without national contributions

to benefits, and state programs with conditional grants-in-aid

from the national government. Thus in addition to the issue of

universal coverage and comprehensiveness, the nation faces

the issue of co-ordination or integration in the interest of effi-

ciency both in administration and in meeting the needs of its

people.

Since the factual analysis of existing programs reveals these

issues with inescapable clarity, it is natural to ask whether some
otiier country has not only faced the same issues but made some
effort to solve them.

In the fall of 1942 the press of both England and the United
States gave wide publicity to Social Insurance and Allied Serv-

ices^ a report by Sir William Beveridge on the British programs
of relief and social insurance. The British programs, older

and more extensive than those in the United States, had like ours

grown piecemeal, and also like ours were defective in coverage,

comprehensiveness, and co-ordination. These defects had result-

ed in the appointment in June 1941 of an Interdepartmental
Committee on Social Insurance and Allied Services, by the

Minister without Portfolio then responsible for the considera-
tion of reconstruction problems. When the fact gathering and
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investigational work had been completed by the committee,

the task of writing the report was assigned to the chairman of

the committee, Sir William Beveridge, who was to prepare an
individual report based on the officially collected and analyzed

data and on conferences with members of the committee and
other interested parties.

For the reader who wishes to understand the official status of

the Beveridge Report^ and the subsequent developments with

respect to it, we shall attempt a brief explanatory statement.

The Interdepartmental Committee on Social Insurance was
made up in the main of permanent civil servants representing

government ministries or agencies which were concerned with

the programs. Since there were many distinctive programs ad-

ministratively unco-ordinated, many agencies were represented

on the committee, namely, the Home Office, the Ministry of

Labour and National Service, the Ministry of Pensions, the

Ministry of Health, the Treasury, the Board of Customs and

Excises, the Assistance Board, the Department of Health for

Scotland, the Registry of Friendly Societies and Office of the

Industrial Insurance Commission, the Reconstruction Secre-

tariat, and the Government Actuary.

According to the practice and tradition of the British civil

service, a permanent civil servant does no,t make public pro-

nouncements nor sign committee reports without authorization

of the political minister who is the chief of his organization and

personally responsible for all its actions. Since co-ordination of

administration and consolidation of administrative agencies

were major problems to be treated by the report, the situation

was practically impossible. The civil servants could not sign

without the approval of their administrative heads, and one

can well imagine that it might have been extremely difficult for

the civil servants themselves to have agreed on a plan for ad-

ministrative reorganization. The report, moreover, was to con-

tain substantive recommendations on many issues, some of

them highly controversial. The decision was therefore reached

that the initial report should be prepared personally by Sir

William Beveridge upon his own responsibility.
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This procedure meant that no minister in the government

was committed to the recommendations which Sir William

might make, and the government as a whole was free to take

such action as it might see fit with respect to them. The govern-

ment was, however, responsible for the appointment of the

Interdepartmental Committee and for the selection of Sir

William to prepare the report. It had therefore placed itself in a

position which obviously required it to give the report and the

issues involved full consideration, and since public interest

and concern were great, it was practically committed in the

course of its legislative procedure to take action with respect

to them.

Although in the United States the Beveridge Report is fre-

quently referred to as the Beveridge plan, it was not a detailed,

specific plan. It contained nothing in any way resembling a

draft of a proposed bill. With respect to several matters the

recommendations were tentative andxalled for further investi-

gation and consideration. What were set forth with amazing

clarity, simplicity, and persuasiveness were the fundamental

principles which in Sir William’s judgment should be followed

in order to give Britain a co-ordinated, comprehensive system

providing practically universal coverage.

The report immediately achieved in Britain widespread popu-

lar support. Some members of Parliament wanted the govern-

ment to commit itself to bring in a bill developed in accordance

with tile recommendations of the report. Although tlie govern-

ment was prepared to accept in general the broad principles of

the report and to promise ultimate action, it took the position

that further consideration was necessary before a bill was pre-

sented.

In September 1944 the Minister of Reconstruction “by com-
mand of his Majesty” submitted to Parliament a report en-

titled “Social Insurance,” the first part dealing with social in-

suiance and the second with workmen’s compensation. This

report is not in bill form and does not propose specific, general

legislation. It is rather an official declaration by the govern-
ment of the broad plan which it will ultimately presen t after the
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details have been perfected. For the perfection of the details,

it proposes the creation, perhaps for a temporary period, of a

Minister of Social Insurance, who shall have under him both

the administration of insurance and the administration of as-

sistance, although the two administrations will be kept sepa-

rate.’^ To his jurisdiction will be transferred the existing

programs, which will be carried on as in the past until the new
system is perfected and detailed plans made for its operation.

This latest report accepts many of the recommendations of

Sir William Beveridge in principle, and where a different con-

clusion is reached, states the reasons. The two documents to-

gether afford a good basis for a statement of the way in which

another country proposes to solve the issues that we in this

country confront with respect to relief and social insurance.

They do not enable us to state in detail what Britain has done,

but enable us to say with respect to broad principles and many
major details “This is what His Majesty’s Government pro-

poses to do!”

We also have available one other solution of the problems

arrived at by a member of the British Commonwealth of Na-

tions, the Dominion of New Zealand. In 1939 it adopted a sys-

tem that gives practically universal coverage against all the

major hazards with co-ordinated benefits. The system is admin-

istered by a single, unified Social Security Department. In this

case it is possible to say “This is what New Zealand does.”

Obviously Great Britain, New Zealand and the United States

differ with respect to many factors in dealing with relief and

social security. It does not follow that if Britain proposes to

solve a problem in a particular way the United States should,

or even could, solve its comparable problem in the same way.

The fact that New Zealand has an extremely simple system

does not mean that we could get along with something equally

simple.

It should be remembered, however, that the designing of a

universal, comprehensive, and co-ordinated system necessitates

1 Social Insurmcey’Ft, i, pars. 30, 152-58, presented by the Minister of Reconstruc-

tion to Parliament by command of His Majesty, September 1944.
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a re-examination and perhaps a redesigning of the already exist-

ing parts which are to be fitted into it. Principles and practices

that seemed logical and desirable when a particular program
was designed for an individual category may appear illogical

and impracticable for universal coverage and co-ordinated

benefits. For this reason, in the chapters which deal with Britain

and New Zealand, we propose to contrast the principles and

practices adopted by those countries with those thus far adopted

in the United States. Some of the principles and many of the

devices have advantages and disadvantages, and choices are a

matter of weighing one against the other. The weights are very

different in a universal, comprehensive, integrated system than

in an independent, special, categorical program.

In reading the two ensuing chapters, it should be kept in mind
that Great Britain was the mother country of both New Zealand

and the United States. To a considerable degree the three coun-

tries had a common heritage. The American system of relief, as

has been noted, stemmed from the British poor law^s passed in

the reign of Queen Elizabeth. In framing the bill of rights of the

Gonstitution of the United States, many of the principles were

those established through earlier British experience. The Con-

stitution was interpreted in the light of the common law which

the English speaking colonists brought wfith them from the

mother country. The three countries have in some respects fol-

lowed different lines in their evolution, but they can scarcely be

said to have developed entirely alien philosophies. As one exam-

ines either the British plan or the New Zealand system, one gets

the impression that w^e too might have done things their way
with some minor modifications without doing violence to our

basic form of government, political and economic concepts, or

traditions of democracy and individual rights.



CHAPTER XV

THE PROPOSED PROGRAM OF GREAT BRITAIN

In presenting the British proposals for comprehensive, in-

tegrated, universal coverage, the origin of which was described

in Chapter XIV, we shall deal first witli the scheme of classifica-

tion which the government proposes to use to secure universal

coverage. We shall then take up the contingencies to be pro-

vided for, together with the amount of benefits to be paid. In

other words, we shall treat comprehensiveness and integration

together mainly because that appears to be the simplest way to

present the facts. After giving the over-all description of the

benefits provided, we shall take up each contingency separately

so far as necessary to bring out the significant elements in the

British plan or significant contrasts between their proposals

and our practices. After separate benefits, the proposals with

respect to insurance to cover industrial accidents and disease

will be summarized. At the end of the chapter we shall present

data on the costs of the British plan, together with a statement

of the over-all methods of financing.

UNIVERSAL COVERAGE

For purposes of almost universal social insurance, the popu-

lation of Great Britain is to be divided into six classes as fol-

lows: Class I. employees; Class II. the self-employed; Class

III. housewives; Class IV. adults of working age who do not

earn; Class V. children; Class VI. people over working age.

This classification is not based upon the financial position of

the individual. It rests upon the relationship of the individual

to the income distributive system. The members of two classes

draw from the distributive system directly through their labor

either as employees (Class I) or the self-employed (Class II).

There are two classes many members of which do not normally
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draw directly from the distributive system but take indirectly

through others, namely, housewives (Class III), and children

(Class V). Adults who do not earn (Class IV) are a mixed group.

Some of them have income from sources other than earnings

and thus draw from the distributive system directly. Some in

this class have no income and are dependent on others for an

indirect connection with the distributive system. Finally there

is the class made up of persons above working age.

These six classes embrace the entire population, exclusive of

what we may term transient visitors to the islands. All residents

are in one way or another covered. All children, roughly under

1 6 years of age, are provided for in one of three ways: (i) If

they are only children of their parents, and if they are under i6,

they are assumed to be provided for by their fathers if their

fathers are working. If their fathers are not working because of

the happening of a covered contingency, the children are eligible

for a child’s allowance under the proposals, (a) If they are

members of a family which has two or more children under i6

and they are not the oldest of such children, they are to be

entitled to a children’s allowance whether their parents are

working or not. (3) If the child is an orphan or has no person to

support him, he is to be eligible for an orphan’s allowance.

Housewives are divided into two groups: those who earn

and have therefore a direct connection with the distributive

system, and those who do not earn directly but are dependent

on the earnings of their husbands for support. This grouping is

rough and as we shall see later requires detailed refinement,

but for the moment we shall confine ourselves to housewdves de-

pendent on the earnings of their husbands for support. The pro-

posed system makes provision for them in one of three ways:

1. It assumes that a husband if employed is earning enough

to support a wife and one child under 16. Thus normally if a

husband is working his nonemployed wife is not eligible for a

benefit.

2. If the husband is not working because of the happening of

an included contingency, his wife is eligible for a benefit by
virtue of the fact that she is the wife of a covered worker.
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3. If the husband is not able to support his wife from his

earningSj or if for some reason the husband is not insured^ the

wife is to be provided for under the public assistance part

of the program, which uses a means test with legally estab-

lished standards. In later discussion we shall deal at some length

with provisions for widows. Here the essential point is that in

the main wives are provided for through their husbands.

Most men are of course in either Class I, employees, or Class

II, self employed. The British plan assumes that their earnings

are sufficient to enable them to do two things: (i) to support a

wife and one child under 16, and (2) when not the victim of any

of the contingencies insured against, to pay the contributions

that will make them members of the social insurance system in

good standing. As we shall discuss later in more detail, workers^

contributions are fixed at a point sufficiently low so that the

great mass of workers can under all reasonable circumstances

pay the required contributions. Provision is made—and this

point will require much more elaboration later—whereby if

a worker is temporarily unable to pay his contribution for

a good reason, such as being unemployed or sick, his non-

payment is excused and does not deprive him of his insured

status. If he is not able to support such dependents as he may
have, and is not able to qualify for insurance, or having been in-

sured has exhausted his benefits, if in need, he and his wife are

to be supported through means test public assistance. All his

children under 16 years of age would under such circumstances

be eligible for children’s allowances.

Adults who are not earning (Class IV) are divided into two

main groups: (i) those who have sufficient means or access

to sufficient means so that they can normally pay regularly the

contributions required to make them members in good standing

of the insurance system and (2) those who lack such resources or

access to them. Those who cannot pay the contributions with

the degree of regularity required must be supported by the

means test public assistance program.

Two points should perhaps be repeated for emphasis: (i)

The British contributions, and the benefits based upon them,
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are to be kept low so that the maximum number of adults

can be members in good standing of the insurance system.

(2) Provision for adults who cannot pay or have paid in their

behalf the low contributions with sufficient regularity to be in-

sured, or who having been insured have exhausted their bene-

fits must in general be provided for through public assistance.

Proposals for training or retraining benefits are made that,

as will be discussed later, present in some cases an alter-

native.

The reader will have noted the sharp distinction this major

classification makes between men and women. For the adult

man the assumption is that he is married and is responsible for

the support of his wife and one child under 16. For the adult

woman the assumption is that normally she is a housewife hav-

ing her contact with the distributive system through her hus-

band and that she is rendering her service to society as a house-

wife. As a consequence of these assumptions, each of the six

major classifications, except that for children, provides for a

differentiation on the basis of sex. There is one set of provi-

sions for adult men and another set for adult women. Those

for adult women relate mainly but not exclusively to women
who for one reason or another have no man upon whom they

can depend.

These assumptions with respect to adult men and women ob-

viously do not apply very well to adolescents under 1 8 years who
enter the labor market on completing school and serve for a

few years before marriage. According to the British point of

view, these youth under 18 have neither the same capacity to

pay contributions nor the same requirements as adults, and
thus they are distinguished in the proposed basic classifications

of employees and self-employed. Prior to attaining the age of

18, they pay lower rates and are entitled in general to smaller

benefits.

Thus to secure universal coverage, the British propose divi-

sion ofthe total population into six classes on the basis of differ-
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ences in the connection to the distributive system with subdivi-

sions on the basis of sex and a distinction between adolescents

(under i8) and adults (i8 or over) where such subdividisons are

regarded as necessary. Reasonably regular and consistent pay-

ments of contributions are essential for attaining and maintain-

ing an insured status, as will be discussed under the various

benefits, and hence the British retain public assistance on a

means-test basis for those who have not made the requisite

contributions or who have exhausted their benefits under the

insurance system.

COMPREHENSIVENESS AND INTEGRATION

The British proposals are comprehensive with respect to the

contingencies covered. The arrangements are, however, a little

involved, because some benefits are paid largely if not entirely

from general tax revenues, whereas others are paid mainly from

the insurance fund, which gets some of its money from general

taxes. The benefits paid from the insurance fund are, moreover,

divided into major benefits and minor benefits. We shall first

take up in some detail the benefits to be paid mainly from direct

taxes. We shall then outline both the major and the minor

benefits under the insurance fund, and follow that with a de-

tailed discussion of the major benefits and of such of the minor

ones as have special significance for American readers.

The most important proposed benefit to be provided from the

general fund is the family allowance, which Sir William Bev-

eridge called the children’s allowance. The Minister on behalf

of the government proposes that services in kind, including

milk and meals, at primary and secondary schools in receipt of

grants from the Ministry of Education or the Scottish Educa-

tion Department shall be greatly extended. These services are

to be free of cost to the parents and will be available to all the

children, including the first, of a family attending the subsidized

schools. “
. . . The cost to public funds will be large. It is esti-

mated that when the service has reached its full development
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the cost of supplying meals and milk to children at school will

be of the order of £6o million a year. . .

In addition to the free meals a flat rate cash allowance of 5s.

a week will be payable for each child after the first out of general

taxes. When the head of the family is on benefit, 5s. a week will

be paid with respect to the first child also, but this payment will

come from the insurance funds.®

The allowance of 5s. a week for each child after the first is

payable week in and week out regardless of the employment,

health, or wealth of the head of the family. It “is not intended

to provide full maintenance for each child. It is rather a general

contribution to the needs of families with children” but “it

is in the national interest for the State to help parents to dis-

charge that responsibility properly.”®

A contribution of 5s. a week per child to assist the family in

providing for children after the first obviously will not provide

for full orphan children left without means of support. The plan

therefore provides an “orphan’s allowance” of 12s. a week pay-

able to all full orphans regardless of their need or in other words

without a means test. Of this 12s. a week, 7s. will come from the

Social Insurance Fund and 5s. direct from general taxes, but

the full amount will be paid in a single payment.^

The American reader may want an explanation as to why the

British make the distinction between the Social Insurance

Fund and general taxes with respect to family allowances and

orphan’s allowances. The answer is that the British are insur-

ance minded and tend to cling to the insurance concept that all

persons in a given class should have equal protection for

the same premium or contribution. The man with five chil-

dren to support pays the same insurance contribution as the

man with only one child to support, and therefore his family

should draw no more from the insurance fund than the smaller

family. It would be impracticable and probably socially unde-

^ Socwl Insurance

y

Ft. i, par. 51, presented by the Minister of Reconstruction to

Parliament by command ofHis Majesty, September 1944.

,

® The same,, par. 52. ,

The same, par. 50.

* The, same, par. 60.
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sirable to make the head of the large family pay a higher con-

tribution because he has many children to support. The answer

is to pay the family allowance and part of the orphan’s allow-

ance from general taxes which tends to preserve the individual

equities in the insurance system.

It may be pointed out that the single, married, or widowed
adult male with no child eligible for a child’s allowance pays

the same premium or contribution as a married man with

a wife and one or more children under i6. This arrangement

introduces some inequities into the insurance plan. The British

do not propose one contribution rate for single men and child-

less widowers, another for a married man with no children,

and a third for a married man with one or more children. Two
factors are probably important here: (i) the marital and

family statuses of individuals change from time to time,

and it seems preferable to have a constant uniform rate

based on a reasonable assumption rather than to have one that

is constantly shifting, going up as the family responsibilities

increase; (2 ) contribution collection would be administratively

difficult if the rate changed with marital status and situation

with respect to children. Hence the contribution rates are fixed

on the assumption of equality in marital status and situations

with respect to children.

The training allowance is another one which is officially not

part of the social insurance plan but is to be paid in the first

instance from general taxes. Since the existence of the training

allowance will somewhat reduce the expenditures of the Social

Insurance Fund for unemployment insurance benefits, the fund

will make an annual contribution to the Exchequer or general

fund for the cost of training.®

An unemployed person, whether formerly an employee, a

person working on his own account, a housewife who now needs

a job, or a person of working age who has not been gainfully

occupied, may receive a training allowance if and when he

takes a course of approved training. The allowance will be

at a rate higher than the unemployment insurance benefit.

® The same, 'par. '.7

1

. ,
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“It will continue for anything up to four weeks after the end of

the course, so as to cover any short interval between the course

and a new job. People who, after training, are transferred to

jobs away from home will receive a settling-in allowance for the

first few weeks.”® This program will be part of the arrange-

ments for promoting employment sponsored by the Ministry

of Labour.

If the person receiving a training benefit is at the same time

eligible for an unemployment benefit from the Social Insurance

Fund, the time he is in receipt of the training allowance will

not be deducted from tlte number of weeks during which he

is entitled to unemployment benefits. In other words, the train-

ing allowance is distinct from and in a sense an addition to

unemployment insurance.

The family allowance, the orphan’s allowance, and the

training allowance are the three principal proposals to cover

situations not covered by the social insurance plan itself. They
are, however, integrated with it, and the two taken together

will give the comprehensiveness of coverage that the British

as a result of their experience deem desirable.

We shall now turn to the four principal benefits proposed

under the social insurance system itself, namely, the sickness

benefit, the invalidity benefit, the unemployment benefit, and

the retirement pension. The table on page 477 shows the cash

benefits proposed with respect to persons over 18 years of age

(or adults according to the definition used in the plan) who are

members of Class i, employees.

The benefits in the table are increased by 5s. a week if the

beneficiary has a single dependent child. If he has more than

one such child they are increased by 5s. a week only with re-

spect to the first child since the family regularly receives

family allowances with respect to children other than the first.

It will be noted first that the plan covers all major con-

tingencies confronted by a worker, sickness, invalidity, un-

employment, and old age. Second in significance is that the

benefits under a given category vary, not with what the
" ^ The same.
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insured earns^ but with his family responsibility. Thus the

single man or single woman on becoming eligible for unem-
ployment benefits will receive (248. a week^ whereas the mar-
ried man with a wife not gainfully occupied will receive 40s.

A married woman gainfully occupied who has elected to

remain under the system and pay her contributions will receive

only 20s. if her husband is still in employment. If he likewise

is unemployed the two will receive 44s. a week. Basing the

amou,nt of benefit for unemployment on family responsibility

represents a radically different philosophy from that which

prevails in the United States.

Sickness, Invalidity, and Unemployment Benefits and Retirement Pensions*

(Shillings per week)

Sickness

Benefit

Invalidity
^ Benefit

Unemploy-
ment
Benefit

Re-
tirement

Pension

Single man or woman
]

Married man with gainfully occu-
[

24 20 24 20
pied wife

J

Married man with wife not gainfully

occupied 40 35 40 35
Married woman, gainfully occupied 16 16 20 20
Dependent’s allowance, where payable 16 15

1

16 —
* Social Insurance^ Pt. i, p. 41.

Except for married women gainfully occupied, the benefits

for sickness and unemployment, temporary conditions, are

higher than those for invalidity and old age, relatively perma-

nent conditions. The assumption is apparently that adjust-

ments can be made to a more or less permanent condition that

are far less easily made w'hen a condition is temporary.

These recommendations with respect to benefit levels made
by the government represent some departures from those

offered by Sir William Beveridge in his report.'^ For the three

contingencies, unemployment, disability, and old age. Sir

William recommended ultimately for persons 21 years of age

or over uniform benefits of 40s. a week for a man with a wife

^ Sir William Beveridge, Social Insurance and Allied Services^ par. 401. Here-

after cited as the
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not gainfully employed and of 24s. a week for a single man or

woman or a married man with a gainfully employed wife not on

benefit. The government used these recommended rates for un-

employment and sickness but reduced them for invalidity and

old age.

Sir William’s recommendations of 40s. and 24s. were based

on the principle that the benefits should be sufficient in and of

themselves to enable the recipients to live in accordance with a

reasonable minimum standard of subsistence. What con-

stituted the reasonable minimum standard was worked out in

terms of necessary goods and services; the goods and services

were then priced according to assumptions with respect to the

price levels that would prevail in the years immediately follow-

ing the war; the results gave the standard benefit which should

be used almost uniformly throughout the social insurance

system. The government did not accept the basic Beveridge

principle that benefits should provide a minimum of subsistence.

The reasons for rejection were two, one major and the other

minor and both had their origin in part in insurance concepts

and methods.

The minor objection was that if the principle of minimum
of subsistence benefits were adopted, benefits would logically

have to be altered from time to time as price levels changed.

Minor fluctuations could be ignored, but major changes

would require adjustment. Any marked increase in the amount
of benefits would materially disturb the balance which had
previously been struck between contributions and benefits

and would greatly increase the burdens to be paid from general

taxes.

The major objection was that the government believed that

social insurance must necessarily deal in averages of need and

requirement and that contributions toward its costs must be

kept down where the bulk of the workers can pay. To quote

the report:

Benefits must be paid for, and a high level of benefit must mean a

high level of contribution. The Government therefore conclude that

the right objective is a rate of benefit which provides a reasonable in-
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surance against want and at the same time takes account of the maxi-
mum contribution which the great body of contributors can properly

be asked to bear. There still remains the individual's opportunity to

achieve for himself in sickness, old age and other conditions of difR-

culty a standard of comfort and amenity which it is no part of a com-
pulsory scheme of social insurance to provide. And in reserve there

must remain a scheme of National Assistance designed to fill the inevi-

table gaps left by insurance and to supplement it where an examina-
tion of individual needs shows that supplement is necessary.®

Sir William Beveridge in his. report had taken the position

that compulsory social insurance should not pay more than is

necessary for subsistence. He said:

. . . to give by compulsory insurance more than is needed for sub-

sistence is an unnecessary interference with individual responsibilities.

More can be:given only by taking more in contributions or taxation.

That means departing from the principle of a national minimum,
above which citizens shall spend their money freely, and adopting in-

stead the principle of regulating the lives of individuals by law. . .

He had previously stated: ^The State in organising security

should not stifle incentive, opportunity, responsibility; in

establishing a national minimum, it should leave room and

encouragement for voluntary action by each individual to

provide more than that minimum for himself and his family.

The differences between Sir William’s tentative proposals

and the report of the government apparently mean that under

the government plan some fully insured families, especially the

poorer ones living in higher cost communities, may find it

necessary to ask for public assistance to supplement their

insurance benefits and submit to a means test. Since some

means test assistance is probably necessary under any con-

tributory insurance system, the issue is thus one of more or

less.
'•

The British concept that benefits should not exceed a

reasonable minimum of subsistence and provision of more than

such a minimum should be left to voluntary effort presents a

® Social InsurancCf'Pt. I, par. 13. See also par. 12,

^ The Beveridge Report, par,

The same, par. 9.
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sharp contrast with our old-age and survivors insurance.

Under it we relate benefits to earnings not in excess of $3,000

a year and as a result require some persons to contribute

materially more than is necessary for a reasonable minimum
of subsistence in the communities where they live. We
shall consider this contrast further when we present data

with respect to the proposed contribution rates, but before

we take up contributions we shall present briefly the subsidiary

benefits under the British plan.

The minor benefits may be considered briefly under three

heads: (i) maternity benefits, (2) widows’ benefits, and (3)

death grants.

Maternity benefits. In the event of childbirth any woman in

an insured class, whether married or unmarried, is entitled to

a maternity grant of £4. In addition to this grant (i) a gain-

fully occupied woman is entitled to a maternity benefit of 36s.

a week for 13 weeks provided employment is given up for that

period, (2) a woman not eligible for the maternity benefit is

eligible for an attendant’s allowance of £i a week for 4 weeks.

There are some detailed qualifying conditions with respect to

these benefits into which we shall not go.^^

Widows’ benefits. Upon the death of the husband, a widow
will be eligible for a benefit of 36s. a week for the first 13 weeks

of widowhood. If the widow has a child or children under 16

years of age, she will receive an additional allowance of 5s. a

week with respect to the first child. Children other than the

first will occasion the receipt of the family allowance of 5s. for

each child. The widow will receive this allowance regardless of

whether she is above or below 60 years of age and whether her

husband had or had not qualified for a retirement pension.

At the end of 13 weeks tliis initial benefit ceases and may
under certain conditions be replaced by another benefit, as

follows: (i) If there is a dependent child the widow will receive

a guardian’s benefit of 24s. a week (with 5s. added for a first or

only child). (2) If the widow is over 50 at the time of her

husband’s death or when her youngest child becomes too old

Pt. I, pars. 24 and io6-*ao.
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to be eligible for a child’s allowance, and provided 10 years

have elapsed since the marriage, she is entitled to a pension of

20s. a week. This 20s. a week is the same in amount as the old-

age pension. Ifthe widow remarries the pension terminates, and
it may be reduced for substantial earnings. If her deceased

husband’s contribution record under the insurance system was
deficient, her benefits will be at a reduced rate.^*

Widows who at the end of the initial weeks of widowhood
are ineligible to benefit under this system appear to be: (i) those

who are under 50 years of age and have no dependent child,

(2) those who are over 50 years of age but under 60, who have
no dependent child and whose marriages at death of their hus-

bands had not covered at least 10 years. Wfidows of these two
groups are expected to go to work to support themselves. If

the widows are inexperienced as gainful workers or wish to

qualify for a special type of work, they may secure a training

allowance which has been previously described.

Attention should be called to the fact that the British system

compels the husband to contribute only the relatively low,

standard, uniform premium for his social Insurance and leaves

him free to make such further voluntary provision as he is

able and willing to make. The widow and the children get what
he has left them over and above the sums payable under the

social insurance system. In contrast with the old-age and

survivors insurance system of the United States, note the

initial provision for the first 13 weeks of widowhood, what may
be termed the adjustment period, regardless of age and condi-

tion with respect to eligible children. Note also the provision

for widows whose marriage has lasted for at least ten years and

who are 50 years of age or over on the death of their husband

or when their youngest child arrives at tire age of 16. The
British system is in these respects far less arbitrary than

O.A.S.I.

Death grants. British practices with respect to private

voluntary insurance have been such that the people there

would expect a comprehensive system of social insurance to

^^The same, pars. 25 and 121-31.
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provide a funeral benefit in the case of the death of any member
of a covered family. Such grants are provided at the following

rates d*

Age at Death Amount of Grant in £.

Under 3 years of age 6
Between 3 and 6 10

Between 6 and 18 15

Over 18 20

CONTRIBUTION RATES

The major and minor benefits of the social insurance system,

as broadly outlined, are to be supported by contributions to the

Social Insurance Fund made by the insured person, employers

of the insured person, and the government. There will be

deficits resulting from payment of benefits to persons who have

not been contributors to the system all their lives, and these

deficits will have to be made up by the government from general

revenues. We shall reserve that subject for presentation under

costs and general financing. Here we shall deal only with the

prescribed contribution rates. For adults in Class I (Employees)

the data are presented in the table on page 483, reproduced

from Social Insurance, Part I.

The term ^Tull actuarial contribution,^' requires some defi-

nition. It represents the sum which would have to be paid

into the Social Insurance Fund each week, by or in behalf of an

employee who enters Class I on leaving school at age 16, in

order to meet the full costs of the benefits to be paid on the

insurance basis to members of the fund who entered at that

age. Proper allowance has been made for the fact that the rates

at ages 16 and 17 are only two thirds of the rate for adults,

persons 18 or over.

The contributions shown in column 2 are those which all

adult employees will be required to pay regardless of their age

at entrance, and those in column 3 are those which employers

will have to pay on account of adult employees regardless of

their present age or age at entrance.

The fourth column is the balance of the full actuarial con-

tribution which forms a part, but only a part, of what the

The same, par. 26 ,
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Rates OF Contribution Required for Social Insurance Benefits
FOR AN Adult in Class I®

(In pence per week)

Full^

Actuarial

Contribu-
tion 1

Contribution
from

Balance not
Provided for,

Forming Part
of Exchequer
Contribution
to Scheme

Insured
Person

Em-
ployer

Men:
(1) (2) (3) (4)

Retirement pensions 28.8 12.0 12.0 4.8 (tth)
Widows’ and guardians’ benefits 6.3 2.6 2.7 1.0 (|th)
Unemployment benefit 28.7 9.6 9.6 9.5 (4rd)

Sickness and invalidity benefits 14.7 6.1 6.1 2.5 (Ith)
Maternity grant 1,2 1.0 .2 a-th)
Death grant 1.8 1.8 —
Cost of administration 4.2 1.6 1.5 Ll”

Total for social insurance benefits . .

.

85.7 34.7 31.9 19. 1«

Women:
Retirement pensions 26.8 11.2 11.1 ; 4.5 (ith)

Unemployment benefit 19.1 6.3 6.4 6.4 (|rd)

Sickness and invalidity benefits. . . . 11.7 4.8 4.9 2.0 (Ith)

Maternity grant and benefit (includ-

ing attendant’s allowance) 4.3 2.7 .9 .7 (Ith)

Death grant
1

1.1 1.1 —
Cost of administration 4.2 1.6 1.5 1.1^

Total for social insurance benefits..

.

67.2 27.7 24.8 14. 7«

* Social Insurance^ Pt. i, p. 46.
^ Exchequer share taken at one third of the cost of administration for unemployment

benefit and one sixth for other benefits.

® On average the Exchequer proportion is about 22 per cent of the full contribution.

Exchequer will have to pay. It will have to pay in addition the

costs of benefits for past services for which there were no

contributions or inadequate contributions and the extra costs

for late entrants. Thus the figures in column 4 should not be

used as indicating anything like the real cost of the system

to the Exchequer, a subject which requires very different

figures, which will be presented later.

The total full actuarial cost for the social insurance benefits

for men who enter the system on leaving school at 16 is 85.7

pence per week. The three big items in this cost are, in pence

per week, retirement pensions 28.8, unemployment benefits

28.7, and sickness and invalidity benefits 14.7, which together

account for 72.2 out of the total of 85.7.
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For women employees the full actuarial contribution is only

67.2 as contrasted with 85.7 for the men. The women are not

insuring either a husband or a child or children whereas^ as we
have noted, the men are providing through insurance for wives

not gainfully employed, widows, and first children.

The division of full actuarial cost between employee, em-

ployer, and the government is arbitrary in the sense that it

rests entirely on the judgment of the legislature. In the British

plan the question of division of cost is considered separately for

each major benefit. Thus for unemployment insurance the costs

are distributed about equally among the three. For old-

age pensions, widows and guardians benefits, and sickness and

invalidity benefits, the government bears directly one sixth of

the cost and the remainder is divided about equally between

the employee and the employer. The employer does not con-

tribute to the maternity grant or the death grant. The whole

cost of the death grant is assessed against the employee.

Particularly noteworthy is the inclusion of cost of administra-

tion in the full actuarial contribution and its distribution among
the three parties, with the government bearing one third of the

cost of administering unemployment insurance and one sixth

of the cost for the other benefits. For men, administrative costs

constitute 4.9 per cent of total full actuarial contributions and

for women, just under 6 per cent. Inclusion of administrative

costs in the contributions again illustrates the strong tendency

of the British to adhere to insurance concepts in designing

their Social Insurance Fund. A footnote to the official table

places the government contribution ‘'on average’’ at aa per cent

of full actuarial contribution. Attention is again called to the

fact that the government will actually contribute far more than

22 per cent, as will be discussed in detail later.

In addition to contributions for social insurance benefits, the

beneficiaries, and for Class I the employers, are compelled to

contribute toward the health services. The table on page 485,

reproduced from the actuaries’ report in the White Paper, shows
the contribution rates for men and for women in each of the

three classes for which contributions are required.
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Rates of Contribution for Adults in Classes !, II, and

(In pence per week)

Class I Class II Class IV

1

Men Women

Men Women Men Women
Insured
Person

Em-
ployer

Insured
Person

Em-
ployer

For social insur-

ance benefits . .

*

34.7 31.9 27.7 24.8 39.3 33.7 29.5 23.7

Towards health

service 8.5 1.5 6.5 1.5 10.0 8.0 10.0 8.0

Total contribu-

tion required,

.

43.2 33.4 34.2 26.3 49.3 41.7 39.5 1 31.7

Rates of contri- s. d. s. d. s. d. s. d. s. d. s. d. s. d. s. d.

bution pro- 3 7 2 10 2 10 2 3 4 2 3 6 3 4 2 8

posed

1

6s. 5d. 5 s. Id.

^ Social Insurance^ Pt. i, p. 47,

Compulsory contributions to be levied against the insured

persons are highest for the self employed (Class II) both for

men and for women. The fact that they have to pay more

per week results not from provision of better benefits for

them but from the fact that they have no employer to share in

bearing the cost of their insurance. The combined contribu-

tions of employer and employee for Class I exceed those

for Class II by about 54 per cent for men and 45 per cent for

women. The higher combined contributions for Class I are

provided because of differences in benefits and benefit pro-

visions introduced because of differences in the way of life of the

three contributing classes. We shall take them up in the

ensuing consideration of individual benefits.

CONSIDERATION OF THE SEVERAL BENEFITS

In this section we shall treat first the four major benefits,

retirement pensions, unemployment benefits, sickness benefits,

and invalidity benefits. We shall then give such additional

attention to the subordinate or subsidiary benefits as may

appear necessary to round out a general description of the plan.

Retirement pensions. Dependency in old age is of course the

major hazard facing all classes of the population. Retirement
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pensions are therefore provided for all classes covered by the

new plan provided they make the necessary contributions to

attain an insured status. There are two vital distinctions

between the British provisions and those contained under our

system of old-age and survivors insurance.

1, Under our system receipt of wages of specified amount in

a given quarter is necessary to make that quarter count toward

attaining the insured status. Thus if a worker fails to earn the

required amount whether because of sickness or unemploy-

ment, that quarter will not count. The amount of his earnings,

moreoverj determines the amount of his benefits. Under

the British plan, the worker's nonpayment of contributions

resulting from unemployment or sickness may be excused for

the period of enforced nonearning and the time thus excused

counts for eligibility. The amount of his earnings, moreover,

has nothing to do with the amount of his old-age benefit. It

is a fixed sum regardless of earnings, and therefore no record

of earnings is necessary.

2. Under our system a worker who has not been under the

system long enough to qualify gets no benefit. His contribu-

tions are forfeited to the fund. The British propose to use an

entirely different system which will go a long way toward

eliminating forfeitures. Absence of the required number of

contributions paid or excused will result not in forfeitures but

in a reduction in the amount of benefits. Our citizens who have

to forfeit will be dependent under existing law on means test

old-age assistance and if not in need will get nothing. Under the

British plan, according to the proposals, the British seasonal

worker who has averaged only 15 contributions paid or excused

per year will get if single a benefit of 5$. a week, and if he has an

eligible wife, the two will get 9s. a week. Such a system is

administratively simple under a system that uses the flat-rate

benefit not connected with earnings. It is easily set fortli in a

simple schedule showing the benefits for the number of con-

tributions made or excused. The tentative proposal divides

contributions made or excused by steps of 5 from 15 to 50 or

mored^.

For the schedule suggested tentatively see Soda/ Insurance, Pt. i
,
par. 99.
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The British situation with respect to qualifying for the

retirement pension is necessarily complicated. Four different

groups must be provided for:

A. Those who are less than 16 when the new scheme comes into

operation.

B. Those who are insured under the present scheme and have
reached pensionable age.

C. Those who are insured under the present scheme but have not

reached pensionable age.

D. Those who, though over age 16, are not insured under the pres-

ent scheme but become contributors under the new one.^®

We have quoted the description of these four groups partly

because they show rather simply the intricacies of the problem

of revising and extending our existing system. The White Paper

gives in detail the proposals for each group.^*'' We shall confine

our discussion to two groups, (A) those less than 16 on the

inauguration of the new plan, and (D) those who though over

16 are not insured under the existing plan but will be con-

tributors under the new one.

The person who enters the new system upon attaining the

age of 16 will not qualify for an old-age pension unless he has

actually paid 156 weekly contributions. The normal retiring

age for men is 65 years; from age 16 to age 65 there are over

2,500 weeks. Thus this basic requirement should not exclude

any very large number.

To qualify for the full pension of a pound a week, if single,

or £i 15s., if joint, the worker must average 50 contributions

paid or excused over his whole working life. The excusal sys-

tem will greatly mollify the apparent severity of this require-

ment. As previously noted if the average number of con-

tributions falls below 50, the amount of benefit is reduced.

With respect to the average, the report says: ''As the yearly

average will normally be based on the number of contributions

paid or excused from age 16 to 65 (60 for women), divided

by the number of contribution years in that period, the divisor

(in this group) will be 49 for a man and 44 for a woman.

The same, par. 97.

The same, pars. 98-103.

The same, par. 98.
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The provisions with respect to persons who are already over

1 6 when the new system goes into effect and who are not

included in any present system are brief enough, so that they

will be quoted in full.

Those in this group will be required to contribute for lo years before

becoming eligible for retirement pensions. Otherwise, all the conditions

which apply to group A will apply to this group except that the aver-

age number of contributions paid or excused will be calculated, not

over the whole working life, but over the period from the date of the

commencement of the new scheme to the date when the contributor

reaches pensionable age or completes lo years insurance, whichever is

later.

Persons in this group who are within lo years of pensionable age

when the scheme commences will obviously be in a special position,

since they will not be able to fulfil the necessary conditions until some
time after reaching pensionable age. For those who remain in employ-

ment until the lo years period has been completed, the contributions

paid in respect of that employment will count towards satisfying the

contribution conditions for pension. Those who retire before the end

of the 10 years will be given an option: they may either continue to

pay contributions at the Class IV rate, after reaching pensionable age,

in order to qualify for retirement pension; or they may claim a refund

with interest of the pension element of their share of contributions

which they have paid, and forego any right to pension.^^

The provisions covering persons who are within lo years of

pensionable age when the scheme commences is another

illustration of the British insistence on the principles of in-

surance. The contributor is given three options: (i) if still

employed he can keep on paying until he qualifies; (2) if he

retires he can pay contributions at the Class IV rate; or (3)

he can take a refund with interest. Like equity, Britain ap-

parently abhors a forfeiture.
,

To be eligible for a retirement pension under the British plan,

a gainfully employed worker must have retired from employ-

ment. The British, however, have not designed their system

with any idea of encouraging retirement; quite the contrary, it

is designed to encourage continuance in employment. Great

Britain, like the United States, anticipates an increased number

The same, pars. 102, 103.
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of persons 60 years of age and over and to an increase in the

percentage which such persons form of the total population.

If the level of living is to be materially and progressively raised,

many will have to remain in productive work after the mini-

mum permissive age for retirement is reached.^® Thus in the

British proposals we find:

I. A flat sum old-age pension sufficiently low to make retire-

ment on it unattractive to persons who have earned reasonably

well. To them it offers insurance against want and not insurance

of anything approaching the level of income to which they

have been accustomed.

a. Provision of an increase in the flat old-age pension of is. a

week single and as. a week joint for each year of work after

pensionable age.^®

In connection witli this increase in the pension for work after

the permissive age, it should be noted that the worker con-

tinues his contributions at the regular rate so long as he works.

As a result the fund profits substantially when workers con-

tinue beyond the retirement age. Their extra contributions

and the savings on the pension payments more than pay for

the increased pensions paid for the shortened retirement period.

The joint retirement pensions of the British system present

one outstanding contrast with the joint pensions under O.A.S.I.

Under our system the wife is not eligible until she attains

the age of 65. Under the British system the rule is: “The

joint pension of 35s. will be payable on the husband’s retire-

ment, provided that his wife is living with him or is wholly

or mainly maintained by him, and, if under pensionable age,

is not gainfully occupied.”*^ Thus under the British plan the

wife who has not recently been employed and is past the age

when she is readily employable does not have to wait until she

has reached 60 or 65 to be eligible for a wife’s benefit. The

comparatively low, flat benefit of the British system makes

The same, par, 87. The British appreciate the contributions of older workers to

wartime
,

product!vi ty.

The same, par. 88.

The same, par. 90.
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such a provision more practicable than it would be under our

system with its benefits related to past earnings.

Attention should be called to the fact that under the British

system with its comprehensive and co-ordinated benefits, the

calendar age of the insured is of far less significance than it is

under our O.A.S.I. For example, if a fully insured worker under

O.A.S.I. is disabled at age 6o, he must wait until he attains

age 65 before he can draw benefits. Under the British system

the person disabled at 60 will be eligible for a sickness benefit

for the first three years of his illness at 24s. a week and at the

end of three years of continuous sickness to an invalidity benefit

of 20s. a week, the same amount as the old-age benefit. The
essential difference between the old-age pension and the in-

validity benefit under the British plan is that for the invalidity

benefit disability must be proved, whereas the retirement

pension is paid upon arriving at the retirement age and giving

up gainful employment without any proof of incapacity for

further work. Thus under the British plan the calendar age

affects mainly the assumptions and the need for proof, whereas

under our existing plan it may mean the difference between a

substantial benefit or only what can be secured from general

public assistance if need can be proved. Low benefits providing

insurance against want permit such arrangements more easily

than a system which relates benefits to earnings.

Unemployment benefits. A striking feature of the Beveridge

Report was its recommendation that benefits should be paid

so long as unemployment continued, subject to the requirement

of attendance at a work or training center after a limited

period of unemployment.®^ This recommendation did not meet

with the approval of the government. The White Paper pro-

poses that unemployment benefits will end after 30 weeks or

a somewhat longer period in the case of those with a good

employment record. It will be recalled, however, that the

government proposals provide for a training allowance paid

from the general fund with some contribution from the Social

Insurance Fund and that time spent on training allowance

is not counted in the 30 weeks of unemployment benefit.

Betieridge Report^
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The reasons for limiting the employment benefit are thus

stated in the White Paper:

. . . As regards unemployment benefit, they agree that training

schemes are of the utmost importance in preventing unemployment
and in securing fluidity of labour, and that claimants unreasonably re-

fusing to undergo a course of training should be disqualified from re-

ceiving benefit. They are satisfied, however, that a requirement to

undergo training after a certain period of unemployment would not

constitute an effective safeguard against possible abuse of benefit

We have previously called attention to the position of the

government that the level of contributions must be held down,

an action which requires that benefits be held down.^'^ In

connection with this statement, it is interesting to note that

the Government Actuary reports: ‘‘The limitation of un-

employment benefit to a maximum duration of 30 weeks (apart

from added days) [represents as compared with the Beveridge

rates]—saving about yd. [a week] for men and 4|d. for women,
but placing a substantial liability on the Exchequer for un-

employment assistance.”^®

One naturally is a bit curious with respect to the “added

days” for a contributor who has a good record of employment.

The White Paper does not present a complete and finished bill.

In some instances, as apparently in this one, it announces a

policy without working it out in detail. A feature of our Ameri-

can unemployment insurance systems is that the insured Avho

has not drawn any unemployment compensation in ao years

of service may draw no greater benefit in the year he is first

unemployed than the employee who has come on the fund time

and time again in the preceding 20 years. It will be interesting

to see to what extent Britain will go in providing for the man
who becomes technologically unemployed after long continued

regular employment.

Britain, in the past, used for unemployment insurance an

individual benefit year beginning with the filing of a successful

claim. The applicant was eligible for a benefit if in the two

Socmi lmumnce^'Pt, 6^.

The same, par.,- 13.'
'

The;same,, A'pp.' I, p. 48.
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years before the claim he had actually paid thirty contributions.

For health insurance, on the other hand, the calendar year was

the benefit year and the qualifying year was the twelve-month

period which ended in the previous July. Under the new co-

ordinated plan, both benefits will be paid on the same basis,

with the decision in favor of the uniform calendar year as the

benefit year and a uniform twelve-month period as the qualify-

ing year.

To be eligible for full benefit, the employee must have 26

contributions actually paid and 50 contributions paid or

excused in the last complete contribution year before the

beginning of the benefit year.“ If the employee has not paid the

requisite number of contributions to be entitled to full benefit,

the amount of benefit will be scaled down according to the

number of contributions deficient. Under the existing un-

employment system, which is to be replaced, the rule is all

or nothing, with a possible forfeiture if the contributions are

short of the required number.” It will be noted that the new
plan is to scale down the amount of benefits and not the period

during which they are payable or both benefit rate and dura-

tion.

With uniformity of benefits, contribution years, benefit

years, and qualifying requirements, the system is administra-

tively so simple that a short waiting period is feasible—three

days. Benefits are payable for the fourth and subsequent days.

If the unemployment or the sickness has lasted for at least

four weeks, benefit for the first three days—the waiting time

—

will then become payable.®®

Unemployment benefits are payable only to persons in

Class I. They are not applicable to persons working on their

own account or to persons of working age not gainfully em-
ployed. Such persons who face economic difficulties and decide

to seek employment under an employer, as already noted, may

; The same, pars, 62-63,

, The .same,.par. 69,

The same, par. 64,
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be able to get a training allowance if they take an approved

course.

The provisions with respect to the married woman gainfully

employed should perhaps be restated here. If she has elected to

be excused from contributions, she gets no benefit in event of

her own unemployment or sickness. If she has elected to

continue contributions after her marriage, she is eligible for

either benefit at a reduced rate, provided she earns more than

20S. a week. "Tn order, however, to confine insurance against

sickness and unemployment to those [married women] whose

employment is more than casual, married women earning aos.

a week or less will be compulsorily exempt from insurance in

Class I or . Class

The Beveridge Report proposed that when an employed

woman married she would be paid a marriage grant in lieu of

all the rights she had acquired under the social insurance

system. If she continued to work for wage or salary as an em-

ployee, she could then elect either to pay no contributions and

take solely as the wife of her husband or to continue to pay

contributions and to be Independently insured against sickness

and unemployment. If she elected to be a contributor, she

would start with a clean slate, as her previous contribution

record would be wiped out by the payment of the marriage

grant.^°

The government took the view that wiping out the previous

contribution record was disadvantageous to those women who
elected to continue as contributors and to earn benefits in their

own right. Accordingly it did not adopt the suggestion of the

marriage grant but leaves the married woman with such rights

as may accrue from her contribution record made prior to mar-

riage. The plan includes some special provisions applicable to

married women who continue their contributions which the

White Paper says '‘may seem elaborate, and in some respects

restrictive,'^ but space does not permit presenting them.®^ It

The same, par. io8.

The pars. 340, 345.

For the special conditions ^^t/Sodal Insurance^ Pt. I, pars. 112-15,
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may be interesting to note that the Government Actuary reports

that the omission of the cash grant on marriage of an insured

woman and certain other changes with respect to them resulted

in a net saving in contributions for women of about a half penny

a week over those required for the Beveridge plan.®^

Sickness benefits. Although the British co-ordinated plan

provides for much similarity between unemployment insurance

and sickness insurance, there are highly important differences.

The outstanding one arises from the fact that sickness insurance

is provided both for salary and wage earners (Class I) and self-

employed persons (Class 11), whereas unemployment insurance

is provided for salary and wage earners only. In the judgment

of the government, the differences in the conditions surrounding

employed workers and persons working on their own account

are so great that each class must have its distinctive regulation

governing sickness insurance. Following the example of the

White Paper, we shall therefore discuss sickness insurance first

for wage and salary workers and then for the self-employed.

The salary or wage worker to be eligible for the standard

sickness benefit of 40s. a week for married couples or of 24$. a

week for single persons must have actually paid 26 contribu-

tions and have 50 contributions paid or excused in the last

contribution year before tlie beginning of the benefit year.^^

If the eligible contributor has actually paid 156 contributions,

sickness benefits will be paid for the first 3 years of any con-

tinuous period of sickness. For this purpose illnesses separated

by less than 3 months will be treated as a continuous period

of sickness. If such a contributor has exhausted all the sick-

ness benefits due him, so long as he remains incapable of

work, he will receive an invalidity benefit at the same rate

as the retirement pension, generally 35s. for a married couple

or 20s. for a single person.

If the eligible salary or wage-earning contributor has actually

paid 26 contributions but less than the required 156, he will

: 'The same, par. 48,

The same,
^

par, 63.
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be paid the sickness benefit for only one year and at the end

of that year he will not be eligible for an invalidity benefit. An
employee who has exhausted his sickness benefit will not be

further qualified until he has paid 10 further contributions.®^

As in unemployment insurance a contributor who is not eligible

for full benefit will receive a benefit scaled down according to

the number of contributions deficient.®®

Under this plan of sickness and invalidity benefits, the

salary or wage worker does not have to work long to be fully

insured against total and permanent disability resulting from

sickness. If he pays contributions every week for three years,

he will have satisfied the requirement of 156 contributions

actually paid. It will be noted that the requirement for the

last complete contribution year before the benefit year is

50 contributions paid or excused. Sickness or unemployment

are reasons for excusing contributions, hence it would seem

that men who remain in Class I, the wage and salary workers,

could relatively easily establish and maintain the full protection

offered by the sickness and invalidity benefits. Women who
leave Class I on marriage will lose their protection because,

whatever number of paid contributions they may have, they

will not continue to have 50 contributions paid or excused in

the last complete contribution year before the benefit year.

Married women who keep on working but elect not to con-

tribute will likewise lose eligibility. Those who elect to con-

tribute will remain eligible but will receive only i6s. a week

for either sickness or invalidity as compared with 24s. for sick-

ness and 20s. for invalidity paid to the employed single women.

The distinctions between the self-employed and the wage or

salary workers with respect to sickness and invalidity benefits

are introduced almost entirely for reasons concerned with feasi-

bility. The report recognizes that many of the self-employed

are well able to take care of themselves, but it says: “Many
of the poorer members of this Class will be as much—if not

The. samCj.'pars. 65, 68.
'

; The : same, par, 6.9.
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more—dependent on good health for their earnings as are

the members of Class I, and accordingly as much in need of

benefit for all periods of sickness, short or long.”®®

The reasons given for not providing sickness benefits for the

self-employed with a waiting period of only three days are

costs and difficulties of effective control. The statement with

respect to costs made in the report is quoted in full:

The contribution that is required for persons in Class II is high

—

4s. ad. for men, 3s. 6d. for women—and, since there is no “employer”

to bear a share of it as in Class I, it falls wholly on the contributor. If

sickness benefit were made payable from the onset of illness instead of

after the first four weeks, as is proposed, the Class II contribution

would have to be increased by another 3d. a week.®^

The contributions cited in the quoted paragraph are, it

should be made clear, total costs and not the costs of sickness

and invalidity insurance only. The report does not show the

“full actuarial contribution” for Class II by specific benefits,

and hence we cannot supply the figure for sickness and in-

validity insurance.

The emphasis placed on the absence of an employer to share

the costs raises a serious question. Insurance concepts lead

many persons to think of the full actuarial contribution as

practically the same thing as the premium which an individual

would have to pay a voluntary insurance company, although

with less loading for selling and other expenses. The burden

of paying this cost in social insurance for salary and wage

workers may then be split three ways being shared by employee,

employer, and government. What is frequently forgotten is

that the employer’s contributions become an inescapable cost

of doing business, virtually a part of the employer’s labor

costs. If the employer is to continue a successful business, he

must in the long run get back his production costs from the

consumers of his product. He must pass along his employer’s

contributions for the Social Insurance Fund to consumers of his

product or service. Ultimately a large part of the employer’s

The same, par. 72.

The 'Same, par. ,74.
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contributions must be paid by the final consumers. Some of

these final consumers are in Classes II to VI of the British plan.

They are paying, or helping to pay, the employer’s contribu-

tions that permit of superior benefits for salary and wage
workers in Class I. We shall discuss this subject at greater

length in Part III. Here we merely raise the question as to the

equity of reducing the benefits for a particular class because for

that class there is no employer to share the cost.

The problem of control is difficult. The self-employed con-

tain many who can, and often do, carry on all or part of their

work in their own homes. Even though sick, many of them can

carry on their businesses and continue to earn their livelihood.

Sickness, therefore, does not necessarily mean complete cessa-

tion of income. Few would probably disagree with the state-

ment from the report: “It is impossible to assume that medical

certification, no matter how efficient, will be able to overcome

all the difficulties of administration.”®* Investigations necessary

to prevent abuse would be prohibitively costly if made in the

case of every illness that lasts into a fourth day.

The solution of these problems of finance and administration

arrived at by the government is to have a waiting period of 4
weeks for the self-employed as contrasted with the waiting

period of 3 days for the wage and salary workers. This pro-

vision is less restrictive than the one proposed by Sir William

Beveridge of 13 weeks, but the 4 weeks waiting period pro-

posed by the government applies to each period of sickness,

however short the interval separating any 2 periods. Contribu-

tions during the 4 weeks waiting period will be excused. De-

tails as to administrative practice with respect to excusal of

contributions during the waiting period are not included in

the report. Sir William Beveridge, presumably because of the

administrative difficulties involved, did not recommend excusal

of contributions during the waiting period.®* In sickness and

unemployment insurance for wage and salary workers, the

waiting period is 3 days, but if the sickness or unemployment

, . The same, par. 75,

The' same,, pars, 765 77.
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lasts at least 4 weeks, benefit for the first 3 days will become

payabled® Nothing in the report suggests that a similar pro-

vision will be included in the provision for sickness insurance

for the self-employed.

Although no details will be given here,^^ it is germane to note

that some of the plans for sickness insurance in Great Britain

were developed on an occupational or categorical basis and now
give rise to special problems. Under the new plan the members

of some of these older plans clearly belong in Class II, the

self-employed, whereas the benefit programs for them were

in the initial legislation assimilated with those for wage and

salary workers. Such anomalies are apparently inevitable when

legislation is passed piecemeal or when existing programs are

extended to embrace otlier small categories with respect to

which the facts are somewhat different. The British see things

differently when the problem of relief and social security is

viewed as a whole.

WORKMEN’S COMPENSATION

When the Interdepartmental Committee on Social Insurance

and Allied Services approached its task of reviewing the various

British programs, it saw clearly that workmen’s compensation

was within its field. Sir William Beveridge had to deal with it

in his report. Part II of Social Insurance, the report of the

Ministry of Reconstruction, is devoted to it. The problems

presented are extremely detailed. We shall not attempt to do

more here than to present a very generalized statement of the

issues and the major solutions recommended by the govern-

ment.

Three of the major hazards that give rise to need are sickness,

invalidity, and the premature death of a worker responsible

for the support of dependents. So far as the need itself is con-

cerned, it is not particularly important whether the sickness,

invalidity, or death that caused it was directly occupationally

connected or whether it was due to causes in no way connected

with the victim’s occupation. The distinction between work-

;

' Th'C same, par. 64.

^VFor the details see the same, pars. 76, 78.
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menu's compensation and general social insurance involves

mainly two issues: (a) Who is liable for the costs ? and (b) How
large shall benefits be and in what form shall they be paid?

Workmen's compensation grew out of the common law of

torts which under certain circumstances made the employer

liable to damages for injuries to an employee while engaged in

work for the employer. Gradually, by statutory action, the

number of defenses which the employer could make against

action by an injured employee or his representative were

reduced and the responsibility of the employer correspondingly

increased. A social insurance point of view tended materially

to modify the law and the procedures, and yet many of the

old practices carried over. Something in the nature of a judicial

procedure remained to determine such issues as whether the

accident or disease was of occupational origin and suffered as

the result of the employee's service with the employer and the

extent and probable duration of the damage with special

reference to impairment of future earning capacity. The em-
phasis was on the employee's earnings and earning capacity

without that reference to the question of the number and the

type of his dependents that characterizes present-day British

thinking with respect to social insurance. Lump-sum payments

in settlement of a successful claim might be made and then

unwisely used by the recipient, so that he and his dependents

were soon in need. Delays and uncertainties in the procedures

might lead to the acceptance of a lump-sum settlement that

subsequent developments proved did not in fact compensate

for the damage.

Sir William Beveridge in his report gave a bill of particulars

covering the disadvantages of the British workmen's compensa-

tion system At one point he said, ‘‘There should be no

hesitation in making provision for the results of industrial

accident and disease in future, not by a continuance of the

present system of individual employer's liability, but as one

branch of a unified Plan for Social Security.

Beveridge Report, 79, 80. See also SocialInsurance

^

Pt. 2, pars. 1-13.

Beverid%e Report^
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The, government on this .particular point was in agreement

with Sir William. In the foreword to Part II of the Minister's

report, the opening paragraph deals briefly with the defects of

the existing plan and then announces revolutionary changes

in the Workmen's Compensation system. The last three para-

graphs are quoted in full;

Henceforward, the Government, as part of their extension and re-

casting of the social insurance system, propose that provision for dis-

ablement or loss of life from industrial injury shall become a social

service, administered as a separate scheme but under the Minister of

Social Insurance. Benefits at special rates will be paid from a separate

insurance fund, to which the employer, workman and the Exchequer

will be contributors. This means a fundamental change in the method

of providing against what may be one of the most grievous forms of

personal misfortune; it involves also a great simplification of what has

become a very complicated and elaborate system.

Under the present system, benefits are related to the estimated loss

of earning capacity. Under the Government's plan benefits will be

paid at flat rates, with supplements for family responsibilities. In the

earlier weeks, while the workman is incapacitated for work, there will

be injury allowances at uniform rates. Afterwards, if disablement is

prolonged, there will be industrial pensions based, not on loss of earn-

ing capacity, but upon the extent to which the workman has suf-

fered disablement by the injury, by comparison with a normal healthy

person of the same age and sex. The pension will not be affected by any

subsequent earnings of the workman, and (except in some cases of

minor disability) will not be replaced by a lump sum payment. There

will be pensions for widows, parents and certain other dependents of

those who have died as the result of industrial injury.

This system is in many respects like that which is the basis of war
pensions schemes. It thus recognizes a certain similarity between the

position of the soldier wounded in battle and that of the man injured

in the course of his productive work for the community. Neither is lia-

ble to have his pension reduced on account of what he may earn after

the injury; each is compensated not for loss of earning capacity but

for whatever he has lost in health, strength and the power to enjoy

life.

Space will not permit us to present in any detail the discus-

sion of principles of workmen's compensation insurance con-

tained in Part II of the White Paper. We commend it, however,
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to readers who desire to understand the philosophy that under-

lies the entire new British plan of universal, complete, and co-

ordinated social insurance. We shall confine ourselves to a brief

consideration of three major points: (i) the method of financing,

(2) the benefits, and (3) provisions for fatal cases.

TAe method offinancing workmen's compensation. In Britain,

as in the United States, the existing methods of financing

workmen’s compensation grew out of the concept of the

liability of the individual employer for occupational accidents

to his employees. This concept meant that if the employer did

not protect himself by insurance, the entire cost of such

compensation as was awarded fell on him. If he took insurance,

his premiums were generally related to the hazard not only

in the industry in which he was engaged but also in his own
particular establishment. It was not uncommon for premium
rates to be based on the industry with variations from the base

rates according to the accident experience of the employer or

to the extent to which he introduced safety devices. In Britian,

industrial associations in some instances operated the insurance

funds for their members and apparently there was less use of

general carriers of workmen’s compensation than is the case in

the United States, and nothing' comparable to the “state

funds” used in some of our states. Since the liability was on

the employer there were no contributions either from the

employees or the government.

The government proposes a complete departure from past

practice. There will be an Industrial Injury Insurance Fund
distinct from the Social Insurance Fund but under the same

general overhead administration, tentatively that of the

Minister of Social Insurance. For the Industrial Injury Fund
an Advisory Committee or Council is proposed to share in the

development and administration of the scheme with equal

representation of employers and employees. The two sides will

also be represented in the local appeal tribunals. The govern-

ment takes the position that equal contributions by employers

and employees are a natural if not a necessary corollary to such
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arrangements for equal representation^ a doctrine entmely

foreign to our practice with respect to unemployment in-

surance.^^

The proposed distribution of costs is five twelfths by the

employer^ five twelfths by the employee, and the remaining

two twelfths by the Exchequer.

The government specifically rejects all proposals that the

contribution rates shall vary by hazard of the industry or the

record of individual employers, 'h . .Their view is that for

further progress in prevention of accidents reliance must be

placed on other means, such as the development of the stand-

ards set up under the Factories, Mines and other safety enact-

ments, and increasing co-operation between employers and

workmen. . .

In rejecting proposals for higher rates for hazardous indus-

tries, there is one statement that is of general significance with

respect to the whole British plan of social insurance. The report

says:

. . . Hazardous industries are not hazardous because the employers

in them are less active in the prevention of accidents than other em-
ployers, or because the workmen in those industries are less careful

than other workmen. They are hazardous because of the nature of the

employment and the inherent risks. The proposal needs, therefore,

strong grounds to justify it, particularly as the special levy wouldJail
most heavily on certain important industries which have to meetforeign

competition

Designers of social insurance systems in the United States do
not perhaps have to give very much thought to the possible

effect of high benefit rates and high contributions on the com-

petitive position of the United States in foreign trade so long

at least as protective tariff barriers are maintained. The United

States produces largely for its own domestic market. Britain,

on the other hand, is largely dependent on foreign markets and
the markets of other members of the British Commonwealth of

Nations. It is thus acutely aware of the fact that it cannot

Social Insurmce^Pt,2y
The same, par. 31 (v).

The same, par. 31 (i). Italics supplied.
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go in for elaborate and costly social insurance benefits unless it

can attain and maintain such a high degree of industrial effi-

ciency that it can still successfully compete. With respect to

its hazardous industries the government apparently is dubious

as to that question, and therefore it spreads the risk over all

industry and provides a one-sixth contribution from general

taxes.

The benefits. To give a general idea of the benefits for dis-

ability resulting from industrial accident or disease, on page

503 there is a table taken from the White Paper which gives

the figures for 100 per cent disablement, together with com-

parisons with rates under the existing plan and with those pro-

posed under the Beveridge plan.

The benefits for industrial cases are higher than those lor

ordinary sickness and invalidity. The comparison is as follows:

Industrial Injury Benefits Compared with Sickness-Invalidity Benefits

Proposed Benefits Under

Industrial Injury Insurance

Fund®
Social Insurance

Fund^

After First 13 Weeks

First

13 Weeks
100

Per Cent
Disability

100
Per Cent
Disability

and Un-
employable

Sickness Invalidity

Single man or woman
s. d. s. d. s. d. s. d. s. d.

without dependent
Single man or woman

35 0 40 0 SO 0 24 0 20 0

with adult dependent

.

43 9 50 0 60 0 40 0 36 0
Married man.
Married man and first

43 9 50 0 60 0 40 0 35 0

child........ 4S 9 57 6 67 7 45 0 40 , 0

^ Social Insurance, Pt. 2
, p. 30.

^ The same, Pt. i, p. 10.

The figures with respect to size of benefits indicate that it is

to the advantage of the disabled employee to be able to prove

occupational origin of an accident or illness. Moreover^ a person

is insured against industrial injury the moment he or she goes to
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work. The benefit will not depend on a contribution qualifica-

tion and hence there will not be, as in ordinary sickness or ill-

ness, a reduction in the amount of benefit because of a de-

ficiency in contributions.^^

The distinction between ico per cent disablement and 100

per cent disabled and unemployable requires some explana-

tion. When an employee suffers a disablement that is likely

to be permanent or prolonged, a medical board will assess

the degree of disablement by comparison with a normal healthy

person of the same age and sex. The amount of pension is to be

determined in accordance with the degree of disablement thus

found. The pension fixed is thereafter payable regardless of

what the pensioner may be able to earn despite his disabilities.

Thus if a pensioner who has been rated as 100 per cent disabled

succeeds in det'^eloping an additional means of livelihood, he is

entitled to all he makes over and above the pension whatever

its amount. The government wishes to encourage rather than to

discourage efforts at rehabilitation regardless of the degree of

disability. In those instances in which no rehabilitation at all

is possible and the victim is in fact totally and absolutely unem-

ployable an extra allowance of los. a week is provided.

The provision with respect to the married woman who is

wholly or mainly supporting a dependent husband deserves

special mention because of the contrast with provisions under

our old-age and survivors insurance. If such a married woman
is the victim of an occupational accident or disease, her husband

receives a benefit of the amount which would be paid a wife in

the normal case. The first child of such a married woman also

takes under such circumstances.'**

In event the pensioner who has suffered a 100 per cent dis-

ablement needs a constant attendant as the result of the disable-

ment, he may be awarded a special allowance at a weekly rate

not exceeding 20s.*® Unmarried workmen under 1 8 years of age

will on suffering an occupational disablement be paid half the

The same, par. 34 (y).'

The same, par. 43.
'

'

The same, par.. 42,



jI'E

So6 BRITISH PROPOSALS

rate for an adult, but when he or she reaches the age of i8 the

pension will be raised to the full amount.*®

Provisions infatal cases. The pensions and allowances in fatal

cases which we outline briefly here are payable if the claimant

was wholly or mainly dependent on the workman at the time of

the injury and either continues to be so dependent up to the

time of death or would but for the injury be so dependent. In

event of partial dependency a partial pension or allowance will

be made. We shall deal in the order named with widows, chil-

dren, parents, dependent husbands, and other adults.

A widow is eligible if she was married to the victim previous

to the injury and was resident with him at the time of his death.

Such widows are divided into two classes much as they are

under the general Social Insurance Fund.

The first class consists of widows who at the time of the

death have a child or children of the workman under their care,

or who are over 50 years of age, or if under 50 years of age are

incapable of self-support, or who are over 50 years of age when
the youngest child of the workman ceases to be eligible for a

child’s allowance. They are eligible for a pension of 30s. a week.

The second class consists of widows who at the time of the

death (i) are under 50 years of age, (2) have no child of the

workman under their care, and (3) are capable of self-support.

They are eligible to a pension of 20s. a week.

The pension of a dependent female ceases on her marriage.

For the first dependent child there is a weekly allowance of

ys. 6d. If any child becomes a full orphan by the death of the

workman, the allowance is 12s. a week.

A widower who is incapable of self-support will be eligible for

a pension of 20s. weekly on the death of his wife through an

industrial accident if she was married to him previous to her

injury and was resident with him at the time ofher death.

A parent incapable of self-support is eligible whether or not a

widow’s pension is payable as the result of the death. The maxi-
mum rate of pension is 20s. for one parent, 30s. for two.

If no widow or parent’s pensions are payable, one other adult

The sam.e, par. 44.
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member of the family who was residing with him at the time of

injury will be eligible for not to exceed 20s. weekly if incapable

of self-support.

If no pensions are payable to a widow, a parent, a dependent
husband, or an adult member of the family, a woman, whether

or not a member of the deceased workman’s family, is eligible

for a temporary pension of aos. a week if she was residing with

the workman at the time of the injury and if she has the care of

his child or children.

Any adult member of the deceased workman’s family who is

not eligible for any pension under this scheme will be eligible

for a temporary allowance of 36s. weekly for 13 weeks.

This summary of the provisions in fatal cases has been given

in part because it demonstrates recognition of the different

situations which may arise and an attempt to meet each of

them in a way which will provide a measure of social security

for all who may be rendered dependent thereby without the

use of a means test.

THE COSTS OF SOCIAL INSURANCE

We are reproducing on page 508 a table taken from Memo-
randum by the Government Actuary on the Finance of the Govern-

ment's Proposals which constitutes Appendix I of Part I of the

White Paper. It gives the estimated cost of the plan, including

national assistance and health service but excluding workmen’s

compensation for each of the years 1945, 1955? 1965, and 1975.

The details of the workmen’s compensation system are not so

far advanced that precise estimates of cost have been made.

The report says: “.
. . the Government are advised that it [the

cost of benefit] will materially exceed the cost of the proposals

in the [Beveridge] Report and is likely to be of the order of £20

millions a year.”®^ The administrative costs of the new plan will

be lower than under the existing system. “The Government are

advised tjiat pending experience of the working of the Scheme

it would be wise to allow 15 per cent of the cost of benefits [or

£3 a year] for administrative charges.”®*

*^T]ie same, par, 47 (iii).

The same, par. 47 (iv).
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Estimated Expenditure: 1945-1975'^

(In millions of pounds sterling)

Social Insurance Benefits:

Retirement pensions

Widows’ and guardians’ benefits. .

.

Unemployment benefit..

Sickness and invalidity benefits. .

.

Maternity grant and benefits

Death grant.

Cost ofadministration

Total.....

National Assistance:

Assistance pensions

Unemployment assistance

Other assistance.

Cost of administration . .

.

Total...

Family Allowances:

Allowances
Cost of administration

Total

Health Service

Total Expenditure

1945 1955 1965 1975

169 203 272 324
34 41 40 36
87 87 85 80
55 66 68 65
9 8 8 7

4 7 11 14 ,

16 16 16 16

374 428 500 542

37 41 39 37
22 22 21 20
6 r 6 6 6
4 4 4 4

69 73 70 67

57 58 54 50
2 2 2 2

59 60 56 52

00 170 170 170

650 731 796 831

• Social Insurance^ Pt. i, p. 49.

The first point to be noted with respect to total expenditure

for social insurance, national assistance, family allowances,

and health service is the marked and persistent increase in

expenditures from decade to decade characteristic of all con-

tributory social insurance systems that do not start under full

load. For 1945, which is assumed to be the first year of the new
plan, the total cost is 650 million pounds sterling per year. In

30 years the cost is estimated to be 831 millions, an increase of

181 millions or 27.8 per cent. The year 1975, moreover, does not

mark the end of the upward movement. It will continue for a

number of years thereafter, although at a diminishing rate of

growth.

Examination of the figures for individual programs and bene-

fits shows that retirement pensions are responsible—more than
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responsible in fact—for the marked growth. They begin at the

relatively high figure of 169 million pounds sterling in 1945,

since Britain starts its new plan with many beneficiaries under

old plans. They increase in each decade, until in 1975 they

have reached a total of 324 millions. In 30 years they have
increased 155 millions or 91.7 per cent. As of 1945, retirement

pensions account for 26 per cent of the total estimated expend-

itures; by 1975 the percentage will increase to about 39
percent.

Why does the cost of retirement pensions increase so much?
This question will be discussed at some length in Part III. Here
it will only be pointed out that in Britain there are two principal

reasons: (i) the contributory, no-means test system under

which they are paid did not start under full load; it gradually

moves toward full load as year after year an increasing number
of surviving old people become entitled to retirement pensions

at full scale. (2) The number of persons of retirement age in the

population is increasing annually, as it is also in the United

States.

The fact of the aging of the population possibly explains in

part the relative stability of the noncontributory “assistance

pensions” given on a means test basis. For them the figure is 37
million pounds sterling both in 1945 and 1975, although it is

somewhat higher in the intervening decades. If the population

remained stable with respect both to members and age distribu-

tion, contributory old-age pensions might materially diminish

the cost of means test, noncontributory, assistance payments,

but growth in the number of aged in the population prevents

any radical reduction.

The reader may note the fall in the costs for unemployment

benefits, maternity benefits, unemployment assistance benefits,

and family allowances. Here one sees the progressive result of

the decline in the birth rate, which means fewer children and

gradually an actual decrease in the number of persons in the

more active ages of life. It is not assumed in the actuarial fig-

ures that there will be progressively a decrease in the per-

centage of unemployment but that there wfill be a decrease in
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the actual number of persons of normal working age in the

population.

The table just presented shows in some detail what the ex-

penditures will be by programs, but it does not show from

whence the money to pay for the programs is to come. Data on

the budget as estimated by the Government Actuary are re-

produced in the table below.

Social Insurance and Allied Services Budget: 1945-1975“

(In millions of pounds sterling)

1

1945 ^ 1955 1965 1975

Estimated Expenditure:

Social insurance benefits 374 428 500 542
National assistance 69 73 70 67
Family allowances 59 60 56 52
Health service 148 170 170 170

Total expenditure 650 731 796 831

Estimated Income:
Receipts from contributions of insured persons

and employers^ 283 280 275 259
Interest on existing funds 15 15 15 IS

Balance of expenditure, to be met from Exchequer
(or local rates) 352 436 506

:
557

Total income 650 731 796 831

“ Social Insurance^ Pt. i, p. 53 .

^ In this table, and throughout the memorandum, receipts froni contributions relate

to the contributions for social insurance benefits and health service and do not include

the contributions for industrial injury insurance; the related expenditure and State

grant arc similarly omitted.

To make the significance of these basic figures a little clearer,

it is desirable to show for each of the years 1945, 1955, 1965,

and 1975, the percentage of the total costs which will be met
from contributions from the insured persons and in the case of

Class I, their employers. These figures are given on page 5 1 1

.

On the initiation of the new plan the contributions of the

insured and of employers will pay 43.5 per cent of the actual

costs of the system. This percentage falls in each of the suc-

ceeding decennial years for which the figures are presented.

By 1975, the contributions will pay only 31.2 per cent of the

cost. A further projection of the figures beyond 1975 w'ould
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Estimated Expenditures for Social Insurance and Allied Services*

Year
Total^^

Met by Contributions from Insured
Persons and Employers

(In millions of

pounds sterling)
Amount^

(In millions of

pounds sterling)
|

'Per Cent

of Total

1945....... ' 650 283 43J
1955.. i 731 280 38.3
1965

i

796 275 34,5
1975

*

831 259 31,3

“ Exclusive of industrial injury insurance.

Social Insurance, Pt. l, p. 53 .

presumably show a further decrease in the percentage of costs

borne by contributions.

This marked fall in the percentage is the combined result of

(i) the marked rise in the cost of benefits and (2) a consistent

but far less marked decrease in contributions resulting presum-

ably from a gradual decline in the actual number of persons of

working age.

Where is the money to make up the difference to come from ?

The table shows a uniform item of interest on existing funds of

15 million pounds sterling. The balance comes directly from the

Exchequer or from local rates or, in other words, from public

treasury balances, current taxes, or public borrowing. Before

discussing these figures further, it is desirable to have a clear

understanding of the interest item of 15 million pounds sterling

a year. With respect to it the Government Actuary says:

In view of the greatly increased burdens placed upon the Exchequer

by the enlargement of the benefits of existing insured persons, it would

seem equitable that the Exchequer should have the advantage of the

existing funds and the Government have decided that they shall be

utilised in this manner. I have accordingly assumed that the interest

thereon is to be set against expenditure in arriving at the cost of the

scheme to the Exchequer.®®

From this statement it seems not unreasonable to assume that

the British practice will not be unlike that of our own national

government with respect to the reserves of O.A.S.I., the unem-

®®The same, Pt. i, App. i, p. 54.
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ployment insurance systems, and the retirement systems for

federaremployees and railway workers. In the United States

the federal government has the use of receipts, giving its obliga-

tions as security to the several trust funds, and assuming the

duty to credit the funds with interest on those obligations

through the deposit of further obligations and to substitute cash

or its equivalent for them whenever necessity for cash arises.

When the need for cash or its equivalent arises, the govern-

ment must secure it from current general balances, current rev-

enues, mainly tax receipts, or further public borrowing.

If the British proceed as we do, the interest item in their social

security and allied services budget must be met in the same way
from general fund balances, current revenues, or public borrow-

ing. Under such circumstances the interest has to be added to

the expenditure to be met from the Exchequer or local rates, to

show the burden borne by general funds to support the system.

On this basis the general funds would pay about 56.5 per cent

of the costs in 1945, and by 1975 the percentage would increase

to 68.8 per cent.

These figures relate to the entire costs for social insurance and

allied services, exclusive of industrial injury insurance. The
social insurance plan and the allied services are as this de-

scription has shown integrated into a comprehensive system.

Family allowances and national assistance, paid entirely from

public funds, are necessary and essential parts of the whole.

Some readers may, however, be interested in the figures for the

social insurance benefits alone. We shall therefore quote from

the Actuary’s report partly to give these figures and partly be-

cause of the excellence of his explanation of them.

Taking social insurance benefits alone, the Exchequer share will be
nearly one-third at the outset, growing to one-half in 1965, with a

further increase to about 55 per cent when the scheme has been in

force for thirty years. The proportion of the cost met by the Exchequer
in the case of social insurance benefits thus very greatly exceeds the

proportion of the actuarial contribution allocated to the Exchequer,
viz. about 22 per cent taking all benefits together. . . There are two
main reasons for this. First, in addition to this direct subsidy to all

“ See table on p. 483 and discussion relating to it.
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contributors there is a further subsidy due to admitting the existing

population of all ages for the ordinary benefits at the same rate of

contribution as is charged to new entrants at age i6. Secondly^ the

liability thus undertaken by the State is not extinguished over a fixed

period of years as would be the case if a series of deficiency payments
were made to an accumulative fund.

The State will in fact discharge its liabilities, as regards both the

proportion of the contributions which it undertakes to meet and the

strain of admitting the existing population at the flat rate of contri-

bution, by making good the excess of expenditure over income from

contributions as it emerges year by year. The result is a charge on the

taxpayer which will increase for a considerable period, as the expendi-

ture on pensions gradually matures, and will last in perpetuity—this

burden being attributable mainly to the proportion of the contribu-

tions undertaken by the Exchequer and to the substantial increase

made in pensions provision and, to a less extent, to the increases in

sickness benefits

After examining these figures as to the cost of the govern-

ment’s proposals for the new British plan one may ask, What
would be the cost of such a plan in the United States ?

It is not dilEcult to give a figure as to what such a system

would cost in Britain were Britain as populous as the United

States while retaining its present population characteristics and

distribution. Roughly the cost would be about 3 times as great

or i:»95o million pounds sterling for 1945 or 7,800 million dol-

lars taking the pound at I4.00. If the population ratio of 3 to i is

assumed for 1975 the costs would be for that year 2,493 million

pounds sterling or 9,972 million dollars.

Professor Lawrence R. Klein of the Massachusetts Institute

of Technology made a study of the costs of the Beveridge plan

in which he compared British prices with United States prices

for the necessaries included in the Beveridge minimum of sub-

sistence benefits. He reached the conclusion that the pound

sterling in Britain had the purchasing power of about ?6.oo in

the United States. If $6.00 instead of I4.00 be used for convert-

ing pounds to dollars, the costs for the government’s proposals

in a Britain as populous as the Lhiited States would be in 1945

11,700 million dollars.

Sociailnsumnce^llt. $6,
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For two major reasons one cannot say that the British plan

applied in the United States would cost about 1 2 billion dollars

in 1945 and 15 billions in 1975.

(1 ) The British systems for contributory old-age pensions are

older and more mature than our O.A.S.I. system. Thus their

new plan, into which the older schemes are consolidated, starts

at a comparatively high point on that rising curve of costs that

characterizes the first 60 to 80 years of a contributory, no-means-

test system of insurance for old age. The United States, intro-

ducing such a system at a later period, would begin at a lower

point on that rising curve of costs. If this country should use

benefits of no higher costs than those in the British plan, its

relative expenditures would lag behind those of Britain.

(2) There are differences between the two countries with re-

spect to the age and occupational distributions of the population

and other related matters. For example, among males in the

total population, the United States has a higher percentage of

employers and others working on their own account—because

of our extensive farming population—and a lower percentage of

wage and salary workers. It has a somewhat higher percentage

of children under 1 5 years of age. Probably no other country in

the world prior to World War II had a higher percentage of

youth 15 to 24 years of age still attending school. Factors such

as these would affect the social security budget.



CHAPTER XVI

THE NEW ZEALAND SYSTEM

The New Zealand system has been selected for presentation

in the present book for two main reasons: (i) it provides for

comprehensive, co-ordinated, universal coverage under a system

evolved from earlier categorical programs, and (a) it presents

an approach to the problem of relief and social security radically

different from that thus far used in the United States. The New
Zealand law approximates a system designed to give universal,

comprehensive protection against want at something approach-

ing minimum cost. In describing this system, we shall start with

an over-all description, then take up the specific monetary bene-

fits, and finally present summary statistics with respect to

numbers by benefits and costs. We shall not go in detail into the

health services which are part of the general system.

We are not considering the question whether New Zealand

can as a matter of fact afford this new system. What a nation

can afford with respect to relief and social insurance is a relative

matter, depending in no small measure on what it dofes in other

fields. The point will be made time and time again that if the

nation makes financial commitments beyond its capacity to

produce and market needed goods and services without a radi-

cal change in wages and prices, inflation may be tlie politically

expedient way out of the dilemma. A radical increase in prices

decreases if it does not destroy the real values of the benefits

provided under the relief and social security system. If the real

values are to be maintained, these benefits have to be increased,

and if a new balancing is to be attained, they have to be in-

creased at the expense of some other major categories of public

expenditure.

New Zealand is a small dominion with only about i.6 million

inhabitants. It has had a dependent as contrasted with a self-

sufficient economy. Its prosperity in the past lai-gely depended

on the prices it could secure from its exports, mainly products

515
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of its livestock, sold in the world market, with England its prin-

cipal customer. With the receipts from the sale of agricultural

exports, it bought a considerable proportion of the goods which

its people consumed. No small part of its public debt was held

abroad before the war, mainly in England. Thus its balance of

trade, which depended largely on world prices for the products

of its agriculture, was the dominant factor in its economy. Since

it was so dependent on world markets for a limited number of

products, many of the important factors in its economy were

very largely beyond the control of its own government. It is

entirely possible that its various programs for social and eco-

nomic advances, of which its social security system is only one,

may encounter great difficulties because of the dependence of

the economy and the relatively narrow range of its domestic

production.^

The reader is therefore cautioned that in the subsequent dis-

cussion of the social security system we are dealing with it alone,

without reference to its relationships to the whole economy of

New Zealand. Any commendation of the system or its parts

which may be given during the course of the discussion should

not be construed as indicating tliat the system will in our judg-

ment encounter no financial difficulties. Financial difficulties of

a social insurance system may arise largely from forces outside

the system, and we are not including any of these forces in the

discussion of the New Zealand system. In the ensuing discus-

sion, references unless otherwise noted will be to the official

pamphlet describing it, entitled Social Security, Monetary Bene-

fits and War Pensions} It will be cited hereafter as Pamphlet.

OUTLENB OF THE PLAN

I. The New Zealand system has no tax on employment. Em-
ployers as such do not contribute, although companies pay in-

^ The New Zealand Official Year-Booky compiled annually in the Census and Statis-

tics Department, is a comprehensive report on the economic and social activities of

the dominion government. Among its many chapters is one devoted to social security

pensions, superannuation, and the like. Hereafter cited as Year-Book.
“ Prepared by the Social Security Department in 1943 and printed by E. V. Paul,

Government Printer, Wellington.
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come taxes. The system is financed through a special Social

Security Fund into which are paid:

a. Registration fees required of all persons over 16 years of

age unless specifically exempted by an order in council. The
registration fee is 5 shillings a year for all girls and women,
and for boys from 16 to ao; for men 20 years and over it is 5

shillings a quarter.

b. The proceeds of a special earmarked flat income tax or

contribution of approximately 5 per cent on all salaries, wages,

and other income.® No exemptions to this tax are stated, and

hence it appears that practically everyone with earnings or in-

come must pay the tax.

c. Money specially appropriated by Parliament to make up

the amount by which the earmarked income taxes fall short of

the requirements.

2. Since practically all salaries, wages, and other income are

taxed, there is no such eligibility requirements as service in

covered employment, duration of coverage, or number of con-

tributions paid. The only persons excluded are immigrants who
have not lived in the country long enough to attain full rights

under the system.

3. All major hazards are covered.

The system provides money benefits for; old age, widows,

orphans, families, invalids, miners (the hazardous industry),

sickness, war injuries to civilians, unemployment, emergency

(a discretionary category that permits provision for those in

need who cannot qualify under one of the specific categories).

Provisions for medical care are made through universally avail-

able health benefits administered by the Health Department.

There are five general classes of health benefits provided for

in the act: medical benefits, pharmaceutical benefits, hospital

benefits, maternity benefits, and such supplementary benefits

as are deemed necessary to insure the effective operation of the

aforementioned benefits or otherwise to maintain the public

health.^

* The contribution precisely is *‘id. for every sum of is. 8d. or part thereofof salaries,

wages, and other income, including the income of companies.” Year-Book^ ^943i P* 393*
^ New Zealand Department of Health, Health Benefits (1943), p. i.
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4. Except for the universal health benefits, the system is de-

signed primarily to prevent want. Four features are important

in this respect:

a. The monetary benefits are directly related to the number

and the type ofpersons for whom provision must be made. They
are not proportionately related to the earnings, or past earnings,

of the wage earner.

b. The maximum benefits in all cases appear to be not mate-

rially above a reasonably high minimum health and decency

standard.®

c. Except for the universal superannuation system which is

now in operation but will not pay full benefits (84£ los. a

year)® until the fiscal year 1970, all monetary benefits are paid

only to persons whose available resources are below amounts

specified in the law.

d. The law permits the payment of benefits to persons who
have certain other specified resources within limited amounts;

but in general the amount of benefit granted is only enough to

bring the resources to a maximum prescribed bylaw with other

resources counted.

5. The system furnishes in part an illustration of a modern
means test system operated under the following conditions:

a. With special earmarked taxes that according to the latest

figures supplied three quarters of the requisite funds. The re-

maining quarter was supplied by Parliament from general rev-

enues.

b. With the law defining in reasonably precise terms the con-

ditions under which benefits will be granted, the amount of

benefits to be paid, and what resources a person may have and
in what amount without being ineligible for any benefit, or with

being eligible for only a reduced benefit.

c. With requirements that every person 16 years of age or

over shall register annually so that the administrators have the

necessary data for everyone, whether in need or not.

® We have not attempted to determine exactly what level of living would be per-

mitted by the benefits provided under the system.
® The pamphlet, p, 10.
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6. Except for universal superannuation the system started

under a fairly close approach to full load in that there was no
progressive increase of benefits and that no past payments of

contributions were necessary for eligibility. The present gen-

eration of taxpayers is paying for those now in need. It is not,

except for universal superannuation, making promises for the

future to be paid for by the children and the grandchildren.

The annual benefit under universal superannuation, when it

reaches its maximum in the fiscal year 1970-71, is sufficiently

small so that it does not present the financial difficulties inher-

ent in promising big benefits to be paid in the future. It will,

moreover, gradually and largely replace the present old-age

means test benefit. The increase in cost will thus be solely with

respect to old-age protection and will represent the difference

between a no-means test benefit and a means test benefit.

With this outline as background, we shall proceed to take up
each of the six major features discussed in it in such detail as

seems desirable for bringing out the contrasts with the situation

in the United States.

FINANCING OF THE SYSTEM

The first point noted in the summary was that employers as

such pay no social security taxes. They pay as individuals on

their own income for social security, and they pay general taxes’

that go in part to make up the deficit resulting from the fact

that the earmarked special tax is not large enough to carry the

full load. Certain implications of this system deserve comment.

The social security income tax offers the employer no special

^ For data regarding the tax system of New Zealand see the Year-^Book p, 363*

The total tax receipts of the Consolidated Fund in the fiscal year 1939, the last prewar

year, were 32.3 million pounds sterling. Of this sum, income taxes and death duties,

the two taxes commonly regarded as based on capacity to pay, produced ii.i millions

or 34.4 per cent. Taxes generally regarded as bearing directly on consumers, the cus-

toms revenues, the sales tax, and the beer duty combined produced 15.3 millions or

47.4 per cent of the total. Thus in New Zealand in 1939 a very considerable part of the

contribution from the Consolidated Fund to the Social Security Fund must have fallen

directly on the consumers. Many commodities, including the most important food

stuffs, were excluded from the 5 per cent sales tax in effect in 1939 which was paid once,

generally when the goods passed to the retailer. Thus persons who buy mainly neces-

sities produced in New Zealand may escape some of the taxes on consumers, used di-

rectly for the Consolidated Fund and indirectly for the Social Security Fund.
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inducement to cut his pay roll or to substitute machines for

men. The size of his pay roll has nothing to do with the amount

he has to pay toward social security. How much he will have to

pay depends on his income or his profits, rather than on how
many men he has hired. If times are bad, he does not have a

direct incentive to dismiss people to reduce his tax. If he is los-

ing money instead of making it, he may not have to pay any

social security tax.

The rate of the special social security income tax is not gradu-

ated progressively in accordance with capacity to pay. It is

roughly one shilling to the pound (5 per cent) for all. Even the

poor have to pay it. Graduation, however, comes in on the bene-

fit side. The poor person who has to pay the tax receives far

more in benefits than he pays in tax, whereas the well-to-do,

paying the same rate, may get nothing in benefits beyond

medical care and a small individual superannuation payment

ifhe lives to the retirement age.

The merit of the system is that every earner contributes,

whether he is an employer, an employee, or a person working on

his own account, and whether he is in agriculture, trade, trans-

portation, manufacturing, or mining. If contributions enable

the beneficiary to feel that the benefits are something which he

or the wage earner upon whom he depends has secured as a

right by virtue of payments, then tire New Zealand system will

permit practically everyone to have that feeling.

The position the general treasury occupies in the financial

structure deserves special emphasis. It supplies the sum needed

annually to balance the Social Security Fund so that the re-

sources of the fund will meet the claims against it. To a very

considerable extent, the volume of the claims will depend on the

current situation with respect to employment. Under a means
test system such as that in New Zealand, unemployment will

not only increase the direct expenditures for unemployrnent

benefits, but it will tend indirectly to increase the costs of several

of the other benefits. It is therefore worth while to consider how
the New Zealand system will operate with respect to employ-

ment.

In a period of full employment the returns from the 5 per cent
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tax on salaries, wages, and other income will be relatively high,

and the demands for unemployment benefits will be relatively

low. The drain on the general treasury or the Consolidated

Fund will then be at its low point. In the event of a business re-

cession receipts from the social security income tax will fall, de-

mands for unemployment benefits will increase, and the balance

to be paid from the general treasury will rise.

In the face of a recession the government and Parliament

have the opportunity to adjust their fiscal policy to the situa-

tion as they deem best. If the general treasury has a surplus,

they can perhaps meet the added drain without special financial

action. If the treasury cannot stand it, their alternatives are to

increase taxes, to borrow, or to use a combination of the two.

If they borrow because of unemployment, short-term borrowing

would be appropriate. By the wise use of short-term borrowing,

the officials could keep general taxes relatively low in bad times

and raise them in good times to pay off the debt incurred for

unemployment insurance.

To get the significance of this arrangement, it may be con-

trasted with the provisions of the state unemployment systems

in many of our states. In good times we build a reserve. When a

recession comes, the demand for benefits increases, receipts from

the pay-roll tax diminish, and the reserves dwindle and may
even disappear. If the reserves completely disappear, we face

the issue when and how the government shall come to the rescue

of those insured who cannot get benefits from a bankrupt fund.

In many of the states, moreover, the laws provide that as the

funds grow weaker the rate of the pay-roll tax shall be increased.

The hard-pressed employer in a substantial recession must

either reduce his pay roll or pay a bigger tax, at a moment when

everyone wants him to continue to give maximum possible em-

ployment.

To diminish the possibility of misunderstanding, it should be

repeated that the New Zealand unemployment benefit includes

a means tesf, that its amount depends on the number and type

of persons to be provided for, that it does not give more than a

reasonable minimum for each person to be cared for, and that it

does not give more than enough to bring the individuals up to
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a minimum after exhaustion of such of their reserves as are not

allowed. On the other hand, the system does not limit payments

to a specified maximum number of weeks and leaves entirely

open the question of what is to be done if the worker ex-

hausts his benefits under the unemployment insurance system.

New Zealand insures against want and does not insure to an

individual a certain fraction of his earnings for a limited period

of time. To commend having the general treasury make up the

balance under such a system does not mean one would contend

that the general treasury should stand behind a system that

bases benefits on past earnings without any means test.

UNIVERSALITY OF COVERAGE

The basic principle of the New Zealand system is to insure

everyone against want under a single integrated and compre-

hensive plan. This purpose is achieved by (i) requiring every-

one i6 years of age or over to register and to pay or have paid

in his behalf a registration fee; and (a) taxing every person

receiving salaries, wages, or other income 5 per cent of that

income. It is difficult to conceive of a device that would give

more nearly universal coverage.

New Zealand has almost completely eliminated from its

system the concepts of private voluntary insurance. There are

no such concepts as “currently insured” and “fully insured” and

in unemployment insurance of “base year,” “benefit year,” and

“duration of benefits.” The framers of the New Zealand act

were thinking in terms of insuring the people against want not

in terms of insuring a part of income without reference to the

number of dependents for whom provision has to be made.

Attention should be called to the absence of distinctions

among industries and occupations. Agriculture and domestic

service are included on equal terms with manufacturing, mining,

transportation, and trade. An individual can move from one to

another, seasonally, temporarily or permanently, without any

danger of lapses, forfeitures, or loss of rights.

New Zealand has, however, established residence require-

ments. They are different for the different benefits and will be
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taken up under each benefit. Here it will only be noted that the

Dominion has not seen fit to tax its people to pay old-age bene-

fits to persons who have fairly recently entered the country.

This issue is in reality part of the question of immigration restric-

tion and control and does not go to the essentials of the ar-

rangements of the system. A long residence requirement dimin-

ishes the cost of the system and may mean that a person over 65

will be in need but will not be eligible for an old-age benefit. By
increasing the cost, the residence requirement can be reduced.

By introducing lower residence requirements for disability than

for old age, the elderly disabled person can be provided for,

even if he has not resided in the country a sufficient time to be

eligible for an old-age benefit, without the necessity of proving

disability. Thus residence requirements are separate and do

not go to the heart of the system as do requirements that a

person must have served in a covered industry or occupation for

a specified length of time.

major hazards covered. In the summary of the New Zea-

land system given at the beginning of the chapter, the hazards

covered were listed. In this more detailed discussion we shall

take up first emergency, as it reflects most clearly the intention

of the framers of the act to cover all major hazards. Regarding

emergency benefits, the official publication reads:

An emergency benefit may be granted by the Commission on the

grounds of hardship to any person who by reason of age, physical or

mental disability, domestic circumstances, or any other reason is un-

able to earn a sufficient livelihood for himself and dependents and is

unable to fully qualify for any other monetary benefit under Part 11

of the Social Security Act, 1938.

The amount of an emergency benefit is at the discretion of the Com-
mission, but is usually as nearly as possible equal to that payable for

the type of benefit for which the applicant most nearly qualifies.*

OLD-AGE BEmmTS

Old-age benefits, as previously noted, are of two classes,

universal superannuation and age benefits.®

""® .The pamp'hlet, p.'24.

^ In New Zealand, as in the United States and Britain, provision for the old-age pro-
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Universal supermmtiation benefit. The universal superannua-

tion benefit can be treated in brief compass^ because of its ex-

treme simplicity. In and after the fiscal year 1970-71^ each per-

son who satisfies the residence requirements and has met his

obligations under the Social Security Act will^ on, attaining the

age of 65 years, be entitled, regardless of his means, to a flat-rate

benefit of £84 los. a year. From that year on there will be no

means test whatever with respect to persons 65 years of age or

over. Persons 60 or over butunder 65 will still be eligible for old-

age benefits, subject to the means test.

Presumably for financial reasons the government did not start

no-means test, universal, superannuation benefits immediately

at full scale. The system provided for an initial benefit in the

fiscal year I940"4i of £10. The benefit is to be increased by £2

los. each year until 1970-71 when it reaches the maximum of

£84 los.

With the exception of the residence requirements these two

paragraphs give all the essential facts regarding this benefit.

The reasons for this simplicity are: (i) the use of the flat-rate

uniform benefit, and (2) financing through universal earmarked

taxes that eliminate all the elaborate provisions regarding

coverage, currently insured, and fully insured.

tection of many workers is made through employers’ retirement systems, public or

private. New Zealand has gone further than the United States or any of its states in

governmental ownership and operation. It has, moreover, a largely centralized govern-

ment. As a result, many workers in New Zealand have substantial protection for their

old age under governmental retirement systems in addition to that provided under the

general social security system.

The British and the New Zealand systems, with Hat and relatively low old-age bene-

fits, permit and even facilitate the continuation and the development of contributory

employer retirement systems, public and private. The general system simplifies the

problem ofmaking satisfactory provision for low-paid workers under a private or a state

or municipal retirement system.

One of the residents of New Zealand with whom the writer discussed the system at

some length said that the chief complaint against it arose from persons adequately

covered by existing employers’ systems operated on a contributory basis. The 5 per cent

general income tax gave them no substantial benefits in so far as the means test is used.

The universal superannuation benefit, even when it reaches it maximum of£84 los.,

will be an inadequate return for an annual payment of 5 per cent of income. The New
Zealand system makes clear to persons in the middle- and upper-income brackets that

they must supply the purchasing power that is to give protection to persons in the lower

brackets.
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The universal superannuation benefit is the onlj point at

which New Zealand in supplying benefits other than medical

services for individuals departs from the basic principle of pre-

venting want and attempts some deliberate redistribuion of in-

come among the people without reference to need. That state-

ment perhaps requires a little elaboration.

Persons who are in immediate need patently cannot supply

that need from their own resources because they do not have

the resources. To relieve their want, money has to be taken from

those who have to give to those who have not. Except for the

universal superannuation benefit, the New Zealand system

takes from the taxpayers only so much as is required to relieve

need as need is measured under its laws. In one sense this con-

stitutes a redistribution of earnings and income through govern-

mental action, but it is done in applying the old principle of

government in Etiglish-speaking countries, that relieving want

at public expense is a function of the state. A state does not de-

part from this principle until it takes money from the taxpayers

to give to persons who are not in need for the purpose of making

sure they shall never be in need. To give effect to this policy of a

partial redistribution of wealth through governmental action,

the state must take from its financially more successful citizens

to give to its financially less successful citizens. Although in

New Zealand the financially successful citizens get benefits from

universal superannuation, they have to pay more in taxes than

they receive in benefits. The social security system is not in and

of itself a producer of needed goods and services; it does not

make anything; it is a redistribution of the salary, wages, and

income of the taxpayers.

The residence qualifications for the universal superannuation

benefits and for age benefits are the same. They read as follows:

An applicant who was a resident of New Zealand on 15th March,

1938, is required to have resided continuously in the Dominion for the

years immediately preceding the date of application, subject to an

aggregate allowance of one year for absence during that period and a

further allowance of six months’ absence for every year of residence in

excess of years. Where the absence during the ten years has ex-

ceeded one year, however, the applicant must not have been outside
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New Zealand at any time during the period of twelve months immedi-

ately preceding the date of his application.

An applicant who was not a resident ofNew Zealand on 15th Marchj

19385 is required to have resided continuously in the Dominion for the

twenty years immediately preceding the date of application, subject to

an aggregate allowance of two years for absence during that period and

a further allowance of six months^ absence for every year of residence

in excess of twenty years. Where the absence during the twenty years

has exceeded two years, however, the applicant must not have been

outside New Zealand at any time during the twelve months immedi-

ately preceding the date of his application.^^

The age benefit. As has been noted, all monetary benefits un-

der the New Zealand system, excepting the universal superan-

nuation benefit, are given on a means test basis. For each bene-

fit a special schedule is used. We shall start our discussion of the

age benefit with a detailed description of the provisions which

determine whether or not an applicant who has arrived at age

60, the eligible age, is entitled to a benefit, and if he is, the

amount of the benefit he may receive.

On page 527 we reproduce from the pamphlet (page 13) a

table giving the amount of the age benefits and the conditions

with respect todncome on which they are payable.

The first point to be noted is that applicants are divided into

three classes: (i) single, widowed, divorced, or legally separated

persons, (2) married persons (husband or wife not eligible), and

(3) married persons (both eligible).

The last column of the table shows that for a single person

the total of benefit and allowable income is £136 los. Thus if a

The pamphlet, p. 10.

The pamphlet, p.Ti. In connection with these provisions the following paragraph

is ofinterest;

“Legislation has been passed to enable a reciprocal arrangement to be made between

the Dominion of New Zealand and the Commonwealth of Anstralia to enable age-

benefits and invalids’ benefits to be paid where the applicant has been resident in both

of these countries. For the purposes of this arrangement, residence in Australia may be

treated as residence in New Zealand for the purposes of payment of a reciprocal age-

benefit or invalid’s benefit. The actual rates of benefit cannot be set out in detail, as the

more restrictive provisions of the legislation of either country operate,

“Any person who is debarred from receiving an age-benefit or invalid’s benefit merely

because of residence outside New Zealand and such residence was in the Commonwealth
may now qualify. Inquiries should be addressed to the local representative of the Social

Security Department,” (p. 29.)
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single person aged 6o or over has an income of his own of that

amount or more, he is ineligible to receive an age benefit. The
single person who has no income whatsoever is entitled to the

maximum benefit allowable under the law, £84 los. yearly, as

shown in the second column of the table.

Age Benefits

Applicant
Basic Rate Allowable Income

Total of Benefit and
Allowable Income

Weekly
|

Yearly Weekly Yearly Weekly Yearly

Single, widowed, di-|

vorced, or legallj'-

£ s. d. £ s. d. £ s. d. £ s. d. £ s. d. £ s. d.

separated persons.

.

Married persons (hus-

band or wife not

1 12 6 84 10 0 1 0 0 52 0 0
:
2 12 6 136 10 0

eligible)

Married persons
1 12 6 84 10 0 2 12 6 136 10 0 4 5 0 221 00

(both eligible) 1 12 6

(each)

84 10 0
(each)

1 0 0 52 0 0 4 5 0 221 0 0

A common criticism of a means test system is that it dis-

courages thrift; a person will not save because savings will re-

duce or remove free benefits. As we shall point out in tlie course

of this discussion. New Zealand has several devices to lessen the

force of their objection. The one with which we are here con-

cerned is allowable income, shown in the middle columns of

the table. The law permits the single person to have not to ex-

ceed £52 ofpersonal income a year without suffering any loss of

benefit. Thus for single persons with less than £52 of personal

income, the total income in old age is £84 los. of age benefit

plus thefullamount of such personal income as he has.

For the single person who has a personal income ofmore than

£52 but less than the £136 los., the amount of benefit is re-

duced by £1 per annum for every pound of income in excess of

the allowable income. To phrase it another way, each single

person in the personal income group £52 to £136 los. is given

sufficient benefit to bring his total to the maximum of £136 los.

The New Zealand system considers two elements in the defi-

nition of income: (i) income in the ordinary sense and (2)
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accumulated property. All income from property whatever its

nature is counted as income. Earnings of old people are counted

if they remain on benefit. If their earnings are excessive, how-

ever, they may surrender their benefits while thus earning and

apply for reinstatement immediately the employment ceases.

Earnings received while the single person or a married couple

are off benefit are not taken into account. Thus the system offers

an inducement for old people to work if and when an opportu-

nity is present to earn more than they could get by remaining on

benefit. The New Zealand Social Security Office maintains local

offices so that individual cases can be handled with dispatch

and without putting beneficiaries to any serious inconvenience.

The New Zealand system considers also the accumulated prop-

erty of the applicant. For each £io of net accumulated prop-

erty it deducts £i from the annual benefit. In determining net

no account is taken of (i) the home and furniture, (2) any in-

terest in land or mortgages on land, (3) the value of any interest

in an annuity or in an unmatured life insurance, and (4) the

first £500 of other accumulated property.

Earnings from property, as noted above, are counted as in-

come. If an applicant receives income from accumulated prop-

erty, that property is not included in the net accumulated

property. There is a provision, however, that permits an appli-

cant to elect to have the deduction made on the basis either of

the income from the property or the value of the property,

whichever may be to his advantage.

In dealing with the accumulated property of a husband or a

wife the law assumes that the couple are common owners of the

property and for the purposes of the age benefit each upon ap-

plying for it is to be assumed to own half of it. For example, a

married couple having a total of cash in bank of £1,000 (hus-

band £700, wife £300) would each be deemed to have accumu-

lated property to the value of £500, while the net accumulated

property after the deduction of the allowance of £500 would be

nil, permitting a maximum benefit being paid in each case.^*

To return to the two classes of married persons in the table on

The pamphlet, p. 13.." '
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page 527, it will be noted that the married couple with one eli-

gible and the married couple with both eligible are entitled to

the same total of benefit and allowable income, £221 yearly.

Each eligible married person is likewise entitled to the same
individual benefit, £84 los. Thus where both are eligible,

the couple together may draw £169 as a maximum benefit,

whereas when only one is eligible the couple gets only £84 los.

as a maximum. The allowable income in each case is the dif-

ference between the maximum benefit payable and the total

of benefits and allowable income. As the table shows, the al-

lowable incopie is £136 for the couple with one eligible member
and £52 for the couple with both eligible. If personal income ex-

ceeds the allowable, the amount of benefit is reduced by £i for

each full pound of excess income. In the case of the couple with

both members eligible los. of the reduction is taken from the

man’s benefit and los. from the woman’s benefit.

Each individual upon arriving at age 60 and not possessed

of any income or net accumulated property is entitled to the

same age benefit, £84 los., regardless of marital status. Dif-

ferences arise from differences in marital status and allowable

income.

Acceptance of the doctrine that two can live cheaper than

one is suggested by the fact that the total of benefit and allow-

able income for the single, widowed, divorced, and separated,

£136 los., is more than half the allowance for the married

couple, £221.

In connection with this use of income and net accumulated

property as the means test to determine eligibility and the

amount of benefit, attention should be called to the fact that

contributions are based on a system of practically universal

income taxes and annual or in the case of adult males quarterly

registration of workers. The system thus produces most of the

data for the application of the means test that has been adopted.

Two discretionary features of the age benefit deserve special

comment. Under our system of old-age and survivors insurance,

it will be recalled, the wife of a beneficiary does not become eligi-

ble for a benefit until she herself has attained the age of 65, re-
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gardless of her physical and mental condition. In New Zealand

she like her husband automatically becomes eligible upon arriv-

ing at the age of 6o. If the wife is under 6o and is not qualified

to receive a benefit in her own right, the basic rate for the hus-

band may in the discretion of the Commission be increased by

an amount not exceeding los. 6d. a week or £27 6s. per annum,

provided that the total income of the husband and wife, plus

any benefit payable, does not exceed £221 per annum. Thus the

Commission has discretionary authority to provide from the

Social Security Fund for cases in which the wife has not at-

tained the eligible age and is in need.

If a beneficiary of the old-age system has a dependent child

under 16 years of age, the Commission may in its discretion in-

crease the benefit by £27 6s. per annum for each such depend-

ent child, with a maximum in any one case of £260 a year.

Under the American system of aid to dependent children,

several of the states have insisted that the mother or other

relative who is to have the custody of the child must be a person

deemed to be a suitable guardian. Under our old-age and sur-

vivors insurance system, on the other hand, payments are made
regardless of the character and behavior of the beneficiary, his

wife, or his widow. A man does not lose his rights if he has failed

to support his wife or his children.

New Zealand requires that applicants for old-age benefits

shall have fulfilled their obligations to their families. The official

pamphlet (page 12) says:

A male applicant must not for a period of six months or more during

the period of five years immediately preceding the date of his applica-

tion have deserted his wife or wilfully failed to have provided her

with adequate maintenance or wilfully failed to have maintained any
child or children under the age of sixteen years whom he was legally

liable to maintain.

In the case of a married woman, she must not during a similar period

have deserted her husband or any of her children under the age of six-

teen years.

The applicant must be of good moral character and sober habits.

Under the New Zealand system there is no requirement

that a child shall contribute to the support of a father or

mother whose income or accumulated property is sufficiently
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low to make that parent eligible for a benefit. In several of

our American states, the means test provisions applicable in

old-age assistance require children to support their aged par-

ents. The New Zealand system of financing social insurance

makes practically all persons with income contribute to the fund

from which elderly persons and others with resources below the

established levels are supported. Children with income are con-

tributing to the fund, and their parents if eligible for benefit are

drawing from that fund. There is no occasion to make the chil-

dren contribute to the support of their own parents, for they

are already paying 5 per cent of their income to the Social

Security Fund and in addition may be contributing to the fund

through general taxes.

Similarly under the New Zealand plan, the fact that the heirs

may inherit accumulated and exempt property from a deceased

beneficiary of the fund does not have the same significance as it

does in our old-age assistance program. The New Zealand chil-

dren of parent beneficiaries if they have income, are paying the

social security income tax to help support the system. If they

secure an income from inherited property, it increases the

amount of tax they have to pay. If they themselves become vic-

tims of any of the hazards covered by the system, the income

from the inherited property will be included in their income used

to determine eligibility and the amount of their benefit. In-

herited property will likewise be considered in arriving at the

value of net accumulated property. If children inherit the

exempted home and furniture and use it themselves as a resi-

dence and derive no income from it, their payments to the fund

are not increased by that part of their inheritance. In several

of our American states liens against a house and its furnishings

are not enforced where children of small means need the house

for their own use. It would seem as if children in New Zealand

would profit somewhat by inheriting a house and furnishings if

they have need of them.^®

In 1943 in New Zealand a wife paid no succession duty on an inheritance of£5,oco

or under and a child on an inheritance of£500 or under. There was also an estate duty

on estates of£aoo or over. These taxes are progressive. Thus a widow or child on

inheriting property may have to pay a tax into the Consolidated Fund from which

in part the Social Security Fund is financed. Year-Book ^6^.
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In this discussion it has been noted that the New Zealand

maximum old-age benefit is £84 los. a year and that the total

of benefit and allowable income is £136 los. for single benefi-

ciaries and £221 for married couples. We have not attempted

the difficult and time-consuming study which would be required

to determine the actual purchasing power of these sums. On
a purely monetary exchange basis the New Zealand pound
was worth in United States dollars about ?3.5S in 1939, 13.06 in

1940, and fo.23 in 1941. The average for these three years

would be about $3.30. If we use $3.30, the maximum old-age

benefit would be about ?28o for a single person and $560 for a

married couple and the total of benefit and allowable income

I450 for a single person and $730 for married couples.

WIDOWS’ BENEFITS

The widows’ benefits in New Zealand are of entirely dif-

ferent scope than widows’ benefits under O.A.S.I. in the United

States. The dominion system is based more on the family as a

unit than on the individual. The widows’ benefits are available

for the maintenance of: (a) widows with children under 16 years

of age, (b) the children under 16 years of age of such a widow,

(c) certain widows without dependent children, (d) wives with

children under 16 who have been deserted by their husbands

and have taken proceedings under the Destitute Persons Act,

1910, for maintenance, (e) wives of mental patients who are the

subject of reception orders or are inmates of mental hospitals

as voluntary boarders, (f) the children under 16 years of age of

a wife who comes under (d) or (e) above.

The table on page 533 shows the maximum benefit and allow-

able income for widows’ benefits.

Because O.A.S.I. does not give a benefit to widows of

covered workers until they have reached the age of 65 unless

they have eligible children, we shall first direct our attention

to what New Zealand does for such widows. The official

pamphlet contains the following provisions.^^

;

The pamphlet, pp. 15-16.
;
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Widows* Benefits*

Maximum 1
Limit of Income

Number of Children Benefit and
per Annum Benefit per Annum

£ s. d. £ s. d.

Widow with one child 105 6 0 183 6 0
Widow with two children 132 12 0 210 12 0
Widow with three children 159 18 0 237 18 0
Widow with four children. 187 4 0 265 4 0
Widow with five children. 214 10 0 292 10 0
Widow with six children 241 16 0 319 16 0
Widow wi th seven children or more 260 0 0 338 0 0
Widow without children. 65 0 0 117 0 0

® The pamphlet, p. 1

5

.

When ,the youngest child of a widow in receipt of benefit reaches the

disqualifying age of sixteen years the benefit may be continued to the

widowj in her own right, at the rate applicable to widows without de-

pendent children, .provided a period of fifteen years has elapsed since

the date of marriage.

Any widow who has been the mother of children, although she may
have never received a benefit in respect of her children, may be granted

a benefit at the rate applicable to widows without dependent chil-

dren, so long as the duration of her marriage was not less than fifteen

years or, if less than fifteen years, the total period of the marriage and
the subsequent period she had the care and control of at least one of

her children under sixteen years was not less than fifteen years.

In the following circumstances widows who have never had children

can qualify for benefit:

(a) Every widow who after being married for five years became a

a widow after she reached fifty years of age;

(b) Every widow who is not less than fifty years of age and who be-

came a widow after she reached age forty years. In addition, she must
have been married for a period of ten years and a period of at least

fifteen years must have passed since the date of her marriage.

Attention must be called to the weight w^hich the New
Zealand system attaches to the age of the woman when she

became a widow and inferentially to the chances that she can

earn her own living. It must be repeated that the benefits are

so small and the provisions regarding earnings are such that the

widows, especially those without children, have a real incentive

to earn if they can.
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In the preceding section the requirement that' men support

their wives was noted. The provision with respect to deserted

wives who apply for a widow’s benefit is significant in connec-

tion with enforcing family responsibilities.

As long as a wife referred to in (a) above has made application to

the Court for an order under the Destitute Persons Actj 1910^ the

Commission may pay a benefit during desertion, but any maintenance

paid by the husband to the applicant is taken into account by the

Commission as a part of the benefit. The Department may take pro-

ceedings against the husband in connection with a maintenance order

or to enforce the terms of the order.

The definition of a child, the residence requirements for

eligibility, and the requirements regarding the character of the

widow read:

The term “child” includes a stepchild or a child legally adopted

during the lifetime of the husband of the applicant. Any child being

maintained by the applicant and who was at any time maintained

by the husband of the applicant may also be included.

In the case of widows with children, the benefit is payable in respect

of children:

(a) Born in New Zealand;

(b) Born out ofNew Zealand while the mother was only temporarily

absent;

(c) Born out of New Zealand where both the parents have resided

in New Zealand for three years immediately preceding the date of the

father’s death or of his desertion of the mother or of his admission to a

mental hospital.

For widows without children the residential qualification requires

both the widow and her husband to have been resident in New Zea-

land for at least three years immediately prior to the husband’s death.

The widow must be of good moral character and sober habits, and
any amount payable in respect of children must be properly used for

their benefit.

Widows’ benefits, including any portion payable in respect of chil-

dren, cease on remarriage.^®

ORPHANS’ BENEFITS

Under the national law in the United States orphans are

provided for (a) under the aid to dependent children title of the

The same, p. 15.

The same, p. '16.
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Social Security Act provided the orphan is to live' with a rela-

tive of the degree specified in that act, or (b) under O.A.S.L

provided one parent was currently insured or fully insured.

Other orphans are provided for by the state or local authorities

under general public assistance. The provisions regarding or-

phans' benefits in New Zealand are:

An orphan's benefit is payable in respect of any orphan born in New
Zealand or whose last surviving parent lived in New Zealand for the

three years before his or her death, provided the child is not main-
tained in a State institution.

Application for benefit may be lodged by any person who has the

care and control of the orphan.
Any stepchild or adopted child whose parent and step-parent or

whose adoptive parents are both deceased may be granted orphan's

benefits.

The rate of orphan's benefit must not exceed 1 5s. 9d. a week, or

£40 19s. per annum, and is reducible £i for £i in respect of any in-

come received for the benefit of the orphan. The actual rate of benefit

will be fixed by the Social Security Commission, having regard to any
income or property of the orphan and any special circumstances.

An orphan's benefit ceases to be payable when the orphan reaches

the age of sixteen years.

Payment of benefit will be made to the foster-parent or to any other

person who has the care and control of the orphan for the time being.

This class of benefit is payable in monthly instalments and is not

payable for any period of absence from New Zealand.^’

FAMILY BENEFIT

In dealing with families in need, two types of cases cause

considerable difficulty.

1. Neither the father nor the mother is the victim of any one

of the recognized major hazards. They lack ability to make a

living. They do not earn very much as wage workers because

they are not worth very much, and they do not produce very

much as subsistence farmers or gardeners because they lack

knowledge, skill, managerial ability and drive. They have one

or more children for whom they make inadequate provision.

2. The father and mother are reasonably industrious, but

neither has the capacity to rise above the lowest wage brackets.

Were they the parents of only one or two children they could

The same, p. 17.
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get along, but they are not capable of supporting a large family.

No amount which the father and mother could earn in full nor-

mal employment will sustain the family on a satisfactory basis.

In the United States little formal provision has been made
for families of these two types. They may get some help from

relatives, neighbors, the church, organized private philan-

thropy, or general public assistance. Not infrequently the aid

is sporadic, often coming when the family encounters another

emergency.

The British government, as we have seen, proposes to meet

this type of case through the family allowances paid from

the general treasury, without a means test, with respect to

each child in the family, excepting the first. The assumption

is that a wife and one child can be supported from the father’s

earnings.

New Zealand meets this problem through its family

benefits, which are in fact benefits with respect to children.

Perhaps the easiest way to explain this benefit is to start with

the official table showing the amount of family benefit payable

and the limit of income and benefits.

Family Benefits®

Number of Children

under Sixteen

Years in Family

Maximum
Benefit

(Weekly)

Allowable
Income
(Weekly)

Limit of Income
and Family

Benefit (Weekly)

£ s. d. £ s. d. £ s. d.

1.. 0 7 6 i 5 5 0 5 12 6
2 0 15 0 5 5 0 6 0 0
3 1 2 6 5 5 0 6 7 6
4......... 1

'

1 10 0 5 S 0 6 15 0
5..,...;.. 1 1 17 6 5 5 0 7 2 6
6 ....

;

2 5 0 5 5 0 7 10 0
7

1

2 12 6 5 5 0 7 17 6
S 3 0 0 5 5 0 8 5 0
9......... 3 7 6 5 5 0 8 12 6
10 ......... 3 IS 0 5 5 0 9 0 0

® The pamphlet, p. 17.

The family with one child under i6 and the maximum allow-

able income of £5 5s. a week, is granted a family benefit with

respect to the child of 7s. 6d., bringing the total available to

£5 I2S. 6d. If the father of the family gets a raise of 3s. a week
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the family benefit is cut by 3s. and the total available for the

family remains' the same. If another raise adds 5s. a week more

to his income^ the family benefit ceases.

If a family has 10 children under 16 years of age and if the

income is £5 5s., the family will receive the maximum benefit

with respect to the children £3 15s. and will have available £9
a week. As the father’s earnings or other resources improve^ the

benefit is reduced shilling for shilling until it completely

disappears when the family income exclusive of the benefit

reaches £9.

If the actual income of the family is less than the allowable

income £5 5s.
,
the family gets no more than the maximum

benefit, and its total resources fall below the figures shown in

the last column of the table. Should the family be entirely

without income of its own, the maximum children’s benefit

would be all that was available unless the family qualified under

some other category or the Commission exercised its dis-

cretionary emergency powers.

The following general provisions are significant.

The term ‘‘children” includes stepchildren and children adopted

prior to any application for family benefit, but does not include

(a) Any child who has attained the age of sixteen years

:

(b) Any child who is not in fact maintained as a member of the fam-

ily of the applicant:

(c) Any child in respect of whom any other benefit is payable under
Part II of the Act.

The Commission may also regard as a member of the applicant’s

family any child, who, though not a child of the applicant, is being

maintained as a member of the family.

A benefit may be continued in respect of any child beyond the age

of sixteen years if such child is totally incapacitated from earning a

living by reason of some physical or mental defect.

The residential qualification is permanent residence in New Zea-

land for the twelve months immediately prior to the date of applica-

tion.
,,

The children in respect of whom any application for family benefit

is made must be born in New Zealand or have resided there perma-
nently for the twelve months immediately preceding the date of appli-

eation.

The applicant is required to be of good moral character and sober

habits.
'

'
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It is an essential condition of the granting of a family benefit that

the amount received must be expended on the maintenance or educa-

tion of the children concerned.^®

INVALIDS’ BENEFIT

In the United States, it may be recalled, the Social Se-

curity Act makes a grant to the states which adopt an ap-

proved program for aid to the needy blind. The federal civil

service system and the railroad retirement system both make
some provision for the disabled. If permanent disability re-

sults from an industrial accident or from occupational disease,

benefits may be paid under workmen’s compensation. O.A.S.L

does not include a disability benefit. Under that system a

person who is forced to leave covered employment because of

disability before he has attained the fully insured status may
forfeit his own contributions unless (a) he has attained the

status of currently insured and (b) dies before the extended

insurance resulting from that status expires. If he has acquired

fully insured status, his benefits do not begin until he has at-

tained the retirement age of 65. Most disabled persons in the

United States if in need are dependent upon general public

assistance unless their disability results from blindness.

By way of comparison a selected portion of the text of the

official New Zealand pamphlet may be of interest.

An applicant for invalids’ benefit must be not less than sixteen years

of age and must not be qualified to receive an age-benefit. He must be
permanently incapacitated for work through accident, illness, or con-

genital defect, or be totally blind, and the incapacity for which benefit

is claimed must not be self-inflicted or self-induced.

To qualify for a benefit the applicant must have resided continu-

ously in New Zealand for not less than ten years immediately preced-
ing the date of application. An aggregate allowance of one year for

absence is permitted, plus a further allowance of one month for every
year of residence in excess often years. Where the absence during the

ten years has exceeded one year, however, the applicant must not
have been outside New Zealand during the period of twelve months
immediately preceding the date of application.

Where an application for benefit on account of total blindness is

lodged any absence from New Zealand for the purpose of vocational

^^The same, p.'.iS.
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training or for treatment in respect of the applicant's eyes is not taken

into consideration in determining the applicant's residential qualifica-

tions.

‘ If the application is in respect of any other class of disablement any
absence from New Zealand for the purpose of obtaining any special

surgical treatment is not taken into consideration if the Commission
is satisfied that there were good and sufficient reasons for leaving New
Zealand to obtain such special treatment.

The following table shows the rates of benefit and allowable in-

come; •

Class of Person
Rate of Benefit : Allowable Income

Weekly Yearly Weekly Yearly

j

£ s. d. £ s. d. £ s. d. £
Single person under twenty-one years . . i

Married man or widower with dependent
children:

1 2 6 58 10 0 10 0 52

Beneficiary 1 12 6 84 10 0
1

1 10 0 78
Wife (where applicable) 0 10 6 27 6 0 .

.

For each child 0 10 6 27 6 0 .

.

Married woman 1 12 6 84 10 0 2 *6 0 104
All other persons 1 12 6 84 10 0 1 0 0 52

Where the applicant is a married woman and by reason of incapac-

ity necessary nursing or domestic assistance is required to be paid for,

the Commission, in its discretion, may increase the rate of any benefit

which may have been reduced on account of income or property to

an amount not exceeding £84 los, a year, but so that the total income

of the applicant and her husband, including the benefit, does not ex-

ceed £5 as. 6d. a week.

If the benefit is payable in respect of the invalid and his wife and/or

family a grant will not be made in excess of a maximum of£5 a week or

£260 per annum.
In the assessment of the income of a totally blind person personal

earnings up to £3 a week, or £156 per annum, are not taken into ac-

count. By way of addition to his benefit his earnings for the year will

be subsidized to the extent of 25 per cent so long as the total income,

including earnings and benefit, does not exceed £4 12s. 6d. a week, or

£240 los. per annum.
The qualifications in respect of property are the same as those ap-

plicable to age-benefits.

In the case of any person under twenty-one years of age who is in

receipt of an invalid's benefit on account of blindness and who is capa-
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ble of being trained in any occupation, the Commission may wholly or

partly suspend payment of the benefit if the beneficiary refuses, with-

out sufficient cause, to undertake such training when called upon so to

do.

Provision is made for medical examination, where necessary, to de-

termine the extent of incapacity.

In the event of any application being declined on the grounds that

the applicant is not totally blind or is not permanently incapacitated

for work, he has the right of appeal to a Board of three medical prac-

titioners nominated by the Commission. The right of appeal must be

exercised within a period of three months after the decision of the

Commission has been communicated to the applicant.^®

MINERS’ BENEFITS

The following quotation from the official pamphlet describes

the miners’ benefits.

To qualify for miners’ benefit an applicant must have contracted

miners’ phthisis while engaged as a miner in New Zealand, and must
thereby be permanently and seriously incapacitated for work. Any
person who, while engaged as a miner in New Zealand, has contracted

any other occupational disease associated with mining, or heart-dis-

ease, and is thereby permanently and totally incapacitated for work,

may also qualify for a miner’s benefit.

The term ‘'miners’ phthisis” means pneumoconiosis, and includes

tuberculosis of the lungs and any other disease of the respiratory or-

gans commonly associated with or a sequel to pneumoconiosis.

An applicant for miner’s benefit is required to have been employed
as a miner in New Zealand for at least two and a half years in the ag-

gregate and to have been residing continuously in New Zealand for

not less than five years immediately preceding the date of application

for benefit. Any absence, not exceeding six months in the aggregate,

during the period of five years does not disqualify the applicant.

The applicant must be of good moral character and sober habits and
during the period of five years immediately preceding the date of ap-

plication must not have deserted or wilfully failed to provide for his

wife and children.

The rates of miner’s benefit are £i las. 6d. a week, or £84 los. per

annum, plus los. 6d. a week, or £27 6s. per annum, for a wife, and los.

6d. a week, or £27 6s. per annum, for each child under sixteen years of

age. The maximum benefit payable in any one case is £5 a week, or

£260 per annum.

The same, 'PP* i8~2o.
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There is no reduction in benefit on account of the value of any prop-

erty or other assets owned.

Provision is made for medical examination where necessary to de-

termine whether the applicant is permanently incapacitated for work^

and the extent of such incapacity.

In the event of any application being declined on medical grounds^

he has the right of appeal to a Board of three medical practitioners

nominated by the Commission. The right of appeal must be exercised

within a period of three months after the decision of the Commission
has been communicated to the applicant.

On the death of a miner while in receipt of a benefit an amountj to

be fixed by the Commission, may be paid towards the funeral ex-

penses. Application for a funeral grant must be lodged within a period

of twelve months after the date of death.

The widow of a miner who has died while in receipt of a benefit is en-

titled to receive during widowhood a benefit of £i a week, or £52 per

annum, without any reduction on account of income or property

SICKNESS BENEFITS

The New Zealand sickness benefits have, it is believed, no

counterpart in the American public welfare system. In many
localities, however, individuals or families in need as the re-

sult of illness may be given some aid from general public as-

sistance funds. The New Zealand benefits are designed to

compensate, at least in part, for loss of earnings resulting

from sickness, provided the incapacity has lasted for more

than seven days, unless the Commission exercises its discre-

tionary authority. Again it may be simplest to quote from the

official pamphlet.

Every person over the age of sixteen years who has resided in New
Zealand for not less than twelve months is entitled to receive a sick-

ness benefit if he is temporarily incapacitated for work through sick-

ness or accident and has thereby suffered a loss of salary, wages, or

other earnings.

Where a person is engaged in business on his own account and by
reason of sickness or accident is obliged to employ a substitute during

the period of incapacity, the remuneration paid to the substitute is

regarded as loss of earnings.

A married woman is not entitled to receive a sickness benefit unless

the Commission is satisfied that her husband is unable to maintain her.

,2® The,,same, pp. 20-21.'
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Sickness benefits are payable in accordance with the following scale:

A Week
£ s. d.

To applicants sixteen to twenty years without dependents, 0 10 6
To all other applicants 1 0 0
In respect of the applicant’s wife 0 15 0
In respect of each dependent child. 0 10 6

Any applicant who is maintaining a home and who is not drawing a

benefit in respect of a wife may receive a benefit at the same rate as for

a wife in respect of any person who has the care of his home.

The maximum sickness benefit payable in any one case is £4 a week,

but no benefit will be paid in excess of the actual amount lost by way of

salary, wages, or other earnings.

Every application for a sickness benefit is required to be supported

by a medical certificate of temporary incapacity for work.

A sickness benefit is not payable for the first seven days of any pe-

riod of incapacity. The Commission, having regard to any special cir-

cumstances, may, however, pay for the whole or part of the first seven

days, as it thinks fit.

The Commission has power to reduce the rate of a sickness benefit

having regard to any income received or property owned by the appli-

cant.

An applicant who is in receipt of sick pay from a friendly society, or

a like payment as the member of any other similar society approved

by the Commission, may also receive a sickness benefit in respect of

the same incapacity, but in no case must the total income from all

sources exceed £5 a week.

A benefit is payable so long as the incapacity from sickness or acci-

dent continues, or until the beneficiary becomes entitled to receive

some other benefit under the Social Security Act—e.g., invalids’ bene-

fit.2i

The sickness benefit, it will be noted, does not necessarily

make good the earnings lost. As in the case of other benefits, a

specific amount is allowed with respect to the applicant him-

self and his wife and each dependent child. He may have lost

much more than the amount given in benefits. On the other

hand, if he has a large family, he cannot draw more in sickness

benefits than he has lost in earnings.

The sickness benefits do not provide for the cost of medical

care. Provisions for medical care are made under health services

operated by the Department of Health,

The same, pp, 22-23.
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UNEMPLOYMENT BENEHTS
In sharp contrast with the provisions for unemployment in-

surance in our states and our railroad unemployment insurance
system the official statement of the New, Zealand unemploy-
ment benefits can be reproduced in full in less than two pages.

It reads:

Every person over sixteen years of age who has resided in New Zea-
land for not less than twelve months is entitled to receive an unem-
ployment benefit, if he is unemployed, is capable and willing to under-
take suitable work, and has taken reasonable steps to secure suitable
employment.
A married woman is not entitled to receive an unemployment bene-

fit unless the Commission is satisfied that her husband is unable to

maintain her.

Unemployment benefits are payable in accordance with the follow-
ing scale;

To applicants sixteen to twenty years without dependents

.

To all other applicants
In respect of the applicant's wife
In respect of each dependent child

A Week
£ s. d.

0 10 6
1 0 0
0 15 0
0 10 6

The maximum unemployment benefit payable in any one case is £4
a week.

Any applicant who Is maintaining a home and who is not drawing a
benefit in respect of a wife may receive a benefit at the same rate as for

a wife in respect of any person who has the care of his home.
The term ^‘child’’ means a child under sixteen years of age, and in-

cludes a stepchild or a child legally adopted prior to the date of ap-
plica.tion for benefit. The Commission in its discretion, may regard
as eligible for benefit any child who is not in fact the child of the appli-
cant, but who is maintained by him and is dependent on him.
An unemployment benefit is not payable for the first seven days of

any period of unemployment. The Commission, having regard to any
special circumstances, may, however, pay for the whole or part of the
first seven days, as it thinks fit.

The Commission has power to reduce the rate of an unemployment
benefit having regard to any income received or property owned by
the applicant, his wife, and dependent children. In no case is the total

amount received from all sources, including benefit, to exceed £4 a
week.','

An unemployment beneficiary who becomes temporarily incapaci-

tated for work through sickness or accident may be granted a sick-
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ness benefit in lien of unemployment benefit^ but may not receive

both.

The Commission has power to postpone the commencement of an

unemployment benefit for a period not exceeding six weeks if the ap-

plicant;

(a) Has become voluntarily unemployed without good and sufficient

reason;

(b) Has lost his employment through misconduct as a worker;

(c) Has failed without good and sufficient reason to accept an offer

of suitable employment;

(d) Has received from seasonal employment earnings sufficient for

the maintenance of himself and family, notwithstanding a period of

temporary unemployment.

The benefit is payable so long as the beneficiary is unemployed or

unless he becomes eligible to receive another class of benefit—e.g., an

age-benefit.

An unemployment benefit is payable by weekly instalments, but

is not payable for any period the recipient is absent from New Zealand.^®

Certain aspects of this system deserve comment. The un-

employment benefit continues so long as the beneficiary is

unemployed or unless he becomes eligible to receive another

class of benefit. There is no limit on the duration of the benefit,

such as twenty weeks. From the standpoint of practical politics

in a democracy there is probably no question as to the solvency

of the New Zealand unemployment insurance fund, for under

the New Zealand system Parliament is expected to make up the

difference between the special fund receipts and the total costs.

As pointed out earlier in the present chapter, it can if necessary

borrow for that purpose in a depression to avoid raising taxes

and then increase taxes when employment is high.

The advantages of tliis system for men and women who
become technologically unemployed in the later years of their

working life can scarcely be over-stated. If the provisions they

have made voluntarily prove inadequate, they can go on un-

employment benefit and remain there until eligible for an old-

age benefit, although the benefits are so low that they have a

real incentive to get other work if they can. A man who has

worked steadily for many years does not exhaust his right in

The same, pp. 23-24.
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some twenty weeks of unemployment. If he gets another job,

temporary or seasonal, he does not have to work in it a specified

length of time or until he has earned a specified amount before

he is again eligible for unemployment insurance.

The amount of unemployment benefit depends on the num-
ber of persons dependent on the unemployed worker, but no
family whatever its size, can draw more than £4 a week. The
Commission need not pay the full benefit if the family has other

income, and “in no case is the total amount received from all

sources, including benefit, to exceed £4 a week.” Nothing more
clearly demonstrates than these provisions the fact that New
Zealand insures against want and is not insuring either income

or maintenance of the social and economic status attained by

the insured. The employees are put on notice that if they want
greater protection than this system affords, they must provide

for it personally through voluntary action.

During the depression in the United States, one of the most
serious problems was presented by youths who had finished

their schooling and were eager to secure employment. Many
of them could not find regular jobs. Under our system of

unemployment insurance, they are not insured because to be

insured they must get a job in a covered occupation, and

remain in it long enough to attain eligibility. Under the New
Zealand law these youth are eligible if they are over 16 years

of age, if they are unemployed, if they are capable and willing

to undertake suitable work, and if they have taken reason-

able steps to secure suitable employment. To be sure, the youths

16 to 20 years old do not get very much in benefits, but they

have something to put into the pool that will help pay the

family bill.

The provisions regarding the married woman who works are

simple. The assumption is that her husband is able to maintain

her, and therefore she herself receives no unemployment
benefit. But it is a rebuttable presumption. The Commission

can allow her an unemployment benefit if it “is satisfied that

her husband is unable to maintain her.” If both she and her

husband are unemployed, she may be allowed a benefit of
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15 shillings a week as the wife of her husband^ which is three

fourths of the benefit she could be allowed as an unemployed

individual. Her children, it is assumed, are provided for by their

father, but again the Commission apparently has discretionary

authority to provide for the children if as a matter of fact they

are dependent on her. When she works she pays the same

income tax on her earnings that all others pay. New Zealand

treats the tax as a tax, and does not regard it as a contribution

in the nature of an insurance premium.

WAR BENEFITS

New Zealand has tended to integrate war pensions with

its social security system, but ‘Var pensions and other simi-

lar pensions and allowances are paid out of the Consolidated

Fund from general taxation.’’ The war pension legislation

is administered by the Secretary for War Pensions, who is

an officer of the Social Security Department. The power to

grant such pensions and allowances is vested in a War Pen-

sions Board of four members, one of whom is a registered

medical practitioner and another a representative of the mem-
bers of the forces appointed on nomination of the Retirement

Services Association Incorporated. No attempt will be made
to go into detail with respect to war pensions. In general, the

law prescribes the extent to which war pensions and other

allowances are to be regarded as income under the social

security system. The position appears to be that the security

system is designed to insure against want, and that a person is

not in want if he or she is in receipt of a war pension or allow-

ance sufficient for maintenance. In some instances, however,

a part of the pension or allowance is disregarded so that the

beneficiary derives some slight advantage from it. The New
Zealand taxpayers, however, are not required to pay for full war
pensions and for full social security benefits for the same in-

dividual.

FINANCE AND COSTS

A table on page 547 taken from the Nw Zealand Official

Yearbook for ig4j gives the figures regarding the sources of
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social security revenue in the fiscal years ending in 1940, 1941,

and 1942. The percentage distribution by sources has been

added.

Grants from the Consolidated Fund, the general treasury,

made up in the fiscal year 1941-42 not quite one quarter (24.5

per cent) of the total revenues. Charges on company income

produced 8.7 per cent of the total. Charges on salaries and

wages and on other income together constituted 63.3 per cent

of the total, or a little less than two thirds. The registration fees

produced 4.1 per cent.

Another table based on figures from the Official Year-Book,

presented on page 549, gives for the fiscal years ending March

31, 1940 and 1942 the number of the several monetary benefits

in force as of March 31, the payments for each benefit during

the year, and the annual value of certain of the monetary

benefits as of March 31, 1942. Average figures per monetary

benefit in force on March 31, 1942 and the percentage distribu-

tion of total payments by benefits have been added.

In the fiscal year 1939-40 the monetary benefits made up
not quite 90 per cent of the total payments. The relative im-

portance of the monetary benefits dropped in the ensuing

years as the medical service cost increased. In the fiscal year

194 1-42 the monetary benefits formed only 81.4 per cent of

the total and the medical service benefits 18.6 per cent. The
increase in the cost of the medical services resulted in part

from the fact that it took time to get the health program
in operation. It also resulted in part from a natural tendency

for persons to make a far greater use of free services than

of services for which they must pay. The New York Times of

October 7, 1945 reported that the Minister of Health of New
Zealand had stated in the House of Representatives that

because of abuses the government is seriously considering

whether free physician services will be continued. It admits

widespread racketeering which followed the institution of a

system under which a New Zealander may consult a physician

as frequently as he likes, and the doctor can collect a fee for

each visit. The costs are running far higher than the govern-
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ment had anticipated when it instituted the system, and they

constitute a serious drain on the Social Security Fund. Placing

physicians on salary is one of the possibilities under considera-

tion.

The old-age provisions are, as is generally the case in a social

security system, the most expensive benefit. Age and superan-

nuation benefits combined in 1941-42 accounted for 58.1 per

cent of all payments from the fund. The costs of universal

superannuation will continue to increase substantially each

year until 1971 when the maximum benefit is payable to all

residents 65 years of age or over. The increase thereafter will

result mainly from the gradual aging of the population.

The effect of the war is clearly apparent in the figures for

unemployment benefits. Actual payments dropped from 434
thousand pounds sterling in 1939-40 to 139 thousands in

1941-42. In 1941-42 unemployment insurance accounted for

1.
1
per cent of the total payments from the fund as contrasted

with 4.2 per cent in 1939-40. The average payment per benefit

in force is higher for unemployment than for any other category.

The New Zealand Legation has supplied the latest available

figures for the system. They place the total expenditures at

about 16 million pounds sterling. Of this amount 12 millions

came from the social security taxes and 4 millions from the

Consolidated Fund. Three quarters thus came from social

security taxes and one quarter from general taxes. A rough

calculation indicates that the New Zealand system at present is

costing in the neighborhood of 6.7 per cent of the salary, wages,

and other income of the people ofNew Zealand.

Because the amount of the universal superannuation benefit

will increase each year from now until 1970, the percentage

of salaries, wages, and other income required for the system

will increase materially. We have not attempted any actuarial

calculations to measure by how much.

The increase in cost for the aged will represent under the

New Zealand law the difference in cost between a no-means

test system and a means test system. Gradually and progres-

sively the no-means test universal superannuation payments
will practically absorb and replace the means test age benefits.
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A person cannot draw both. A recipient of a means test age

benefit at a rate not greater than the statutory rate for the

universal superannuation benefit may on application have the

no-means test benefit substituted for his means test benefit.

By 1970-71 everyone on reaching the retirement age will be

eligible for a no-means test benefit equaling the maximum
possible benefit under the means test system. Thus there will

be practically complete extinction of the age benefit for persons

65 years of age or over.

A considerable increase must also be anticipated in the cost

of unemployment benefits. New Zealand benefits continue for

the duration of unemployment. The system has not been in

effect long enough to give any significant figures as to average,

annual unemployment. Two factors are present, however, that

would make it seem inevitable that costs for unemployment

benefits will increase, (i) The experience since the passage of the

act has practically all been during the man-power stringency

resulting from the war. Full employment means high revenues

and low payments; it cannot be anticipated that such a high

degree of employment can be attained after the war, and there-

fore payments for unemployment benefits will probably

increase. (2) Over the years, the number of technologically

unemployed and those on the borderline between employables

and unemployables may tend to accumulate on the pension

rolls.

As one studies the monetary benefits provided in New
Zealand, it seems as if broadly speaking the system represents

about the least expensive one that could be devised to give

universal coverage and to insure against all hazards. It achieves

its low cost by three principal devices (i) it uses for its monetary

benefit a modernized and carefully worked out means test so

that except for universal superannuation it pays no monetary

benefits to persons who already have sufficient income of their

own to provide for themselves and their dependents according

to a health and decency standard; (2) it limits its maximum
benefits to something approaching a minimum of subsistence;

and (3) it bases its benefits upon the number and type of

persons who must be provided for through the benefit. It is in
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sharp contrast to our W.P.A. system, which paid the single

unskilled worker with no dependents just as much as the

married unskilled worker with many dependents and paid

skilled workers more than unskilled workers regardless of the

persons to be provided for through the wages.

If universal coverage against all hazards were retained, New
Zealand could reduce the costs of its monetary benefits ap-

parently in three main ways: (i) It could abolish universal

superannuation which would not save much currently but

would result in material savings in later years. (2) It could

adopt more restrictive rules with respect to allowable income

and allowable property or, in other words, it could make its

means test more severe and incidentally less acceptable. (3)

It could lower its maximum benefit provisions.

The New Zealand law, moreover, as has been repeatedly

pointed out in describing the system, vests a considerable

measure of discretionary authority in the Commission. The
delegation of this discretionary authority appears to us as a

highly desirable and perhaps a necessary feature of the system.

It is to be anticipated that it will gradually result in subordinate

rules and regulations and decided cases that establish prec-

edents so that discretion will not be arbitrarily exercised.

We have, however, made no study of the use of this dis-

cretionary power. We do not know whether the Commission

has been severe, moderate, or liberal. It is impossible to say,

therefore, whether savings could be effected by more restrictive

use of discretionary authority. Anyone who has studied the

actual administration of a public welfare agency applying a

means test under laws, rules, and regulations, knows that

administrative policy, attitudes, and methods affect costs.

That element is present in New Zealand, but it would take a

difficult first-hand study to attempt to determine what if any

savings could be effected through more strict administration.

It appears safe to conclude, however, that so far as monetary
benefits are concerned. New Zealand represents complete

protection against want at an approach to lowest possible cost.
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CHAPTER XVII

INTRODUCTION TO PART III

In the preceding parts of this book the major programs in the

United States, the proposed plan for Britain, and the New
Zealand system have been broadly described with special

emphasis on the important issues that are illustrated by them.

The present part is to be concerned with the major issues.

Occasionally, illustrations will be drawn from the earlier parts,

but no detailed descriptions will be repeated. It will, however,

be necessary from time to time to introduce fairly detailed

discussions of certain social, economic, and governmental

factors that have to be considered in connection with the major

issues. These matters have not been taken up in the earlier

chapters with respect to the United States because in this

country the problems of completeness of coverage, compre-

hensiveness of benefits, integration of benefits, and integration

of administration have not as yet been squarely faced. When
they are faced, certain social, economic, and governmental

issues stand out with clarity and are not lost in the fog which

prevails when the nation and the states legislate more or less

independently by categories.

The problem of the selection and the arrangement of the

major issues has presented no little difficulty. The chief trouble

arises from the fact that few of the issues are independent;

most of them are interrelated. For example, decisions with re-

spect to the size of benefits to be granted and the conditions

under which they are to be given would be relatively simple

did they not involve issues with respect to the cost and who is

to bear the cost. In the following pages we present first the

social factors, second the financial factors, and third the gov-

ernmental factors. These lines cannot, however, be sharply

drawn and some cross referencing and even repetition will be

necessary. The reader is cautioned, however, that because of

the interrelationships, it is necessary to read practically the
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entire part in order to understand all the ramifications of any

one issue. Because of the physical characteristics of the printed

page this part of the book may be likened to a series of maps
whereas what the reader who wishes to form his own conclu-

sions on the issues really needs is a globe that would facilitate

study of interrelationships.

The major issues that have been selected for chapters in this

part are grouped as follows:

A. The predominantly social issues

1. What are the objectives of relief and social Insurance?

2. What is need?

3. What are the defects and the merits of a means test?

4. Who should be covered by the social security system ?

5. Against what hazards should protection be afforded?

6. In general, how large should benefits be?

7. What special factors have to be considered in connection with

a. Old age

b. Disability

c. Sickness

d. Unemployment
e. Death

8. What special factors have to be considered with respect to de-

pendents?

a. Children

b. Wives or widows
c. Deserted or divorced women

B. The fundamentally financial issues

9. Upon what broad factors does the cost of a social security sys-

tem depend?

10. What estimates are possible regarding the costs of social in-

surance?

11. What methods should be used in financing social security and

relief? Special attention will be devoted to:

a. Contributions by employers

b. Contributions by employees

c. Earmarked special taxes

d. General taxes

e. Borrowing

Under each of these headings questions regarding equities will

be raised.

12. Are reserves necessary in social security financing? A distinc-
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tion will be drawn between financing old age and financing un-
employment insurance and other benefits.

13. Obligations for the future

C. The fundamentally governmental and political issues

14. Do social insurance and relief have to be integrated and co-

ordinated?

15. Should the national government or the state government de-

termine policy ? A distinction will be drawn between

:

a. Broad over-all policy

b. Detailed policy

16. Should the national government or the state government

finance relief and social security? Distinctions will be drawn
among:
a. Complete federal financing

b. Complete state financing

c. Grants-in-aid by the national government to the states

17. Should the national government or the state be primarily re-

sponsible for administration ?

18. Should individual or family social service be administered in

connection with relief and social security ?

19. What should be the relationships between social security and

relief to;

a. The employment services

b. The educational services

c. The health services

d. The agricultural services

20. What are the political factors involved in the choices?



CHAPTER XVIII

THE OBJECTIVES OF RELIEF AND
SOCIAL INSURANCE

In considering the development of a universal^ compre-

hensive, and co-ordinated system of social security, the first

question that must be faced is, What are the objectives to be

attained? Examination of existing programs and the literature

in the field discloses no well-defined consensus regarding ob-

jectives either among proponents of social security systems or

among legislators. On the contrary, there are divergent and

often conflicting points of view. At the outset of this chapter

an effort will be made to enumerate, without detailed discus-

sion, what appear to be the major objectives advanced by

various groups. Then each of these objectives will be examined

in some detail.

The major objectives advanced are: (i) to prevent any

person in the country from having to exist in need or want;

(2) to guarantee to each person or family in the country an

income sufficient to provide a living in accordance with a stand-

ard deemed suitable by the legislature; (3) to keep the economic

system functioning at sometliing approaching a maximum level

of production by redistributing part of the purchasing power

through the social security system, (4) to use the social security

system as a device to equalize the distribution of income.

;

THE PREVENTION OF WANT

The next chapter is to be devoted to a consideration of what

constitutes need, a subject with respect to which there is wide

divergence of opinion. In this chapter the term will be used

broadly since the present purpose is to bring out the distinc-

tions among the several major objectives just enumerated.

As was pointed out in the historical introduction to Part I, it

has always been an accepted doctrine in the United States that

relief of want from public funds is a necessary and proper
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function of government. Thus advocates of social security

for the purpose of relieving want have not proposed a new

and revolutionary principle. What they seek is an efficient,

well-developed system, properly financed, to make sure that

no person will be forced to live in need provided he is willing

to accept aid from the public treasury in accordance with such

terms and conditions as may be prescribed by the legislature.

The fact that the principle of relieving need at public expense

has been so long established and so generally accepted explains

why leaders of no political party have openly opposed that

principle. The arguments that have taken place have been with

respect to systems and methods, how far to go and how to go,

what standards should be used, what levels of government

should finance, what levels of government should administer.

It is true that probably at all times some people, presumably

very few in number, have believed in the doctrine of the sur-

vival of the fittest and that it is not economically or socially

desirable to support at public expense those who cannot main-

tain themselves and their dependents and contribute to the

economic and social welfare of society. No attempt will here be

made to consider the religious, ethical, and moral aspects of

such a doctrine. It may be dismissed with the statement that it

is entirely foreign to the ethical concepts of the great mass of

the American people, so foreign that advocates of sterilization

of the unfit have made little headway in the several states. It

is, however, desirable that the economic arguments against ap-

plication of this theory should be briefly reviewed.

The high degree of economic development in the United

States which has afforded the best material level of living

ever enjoyed by any people in recorded history has been due to

three major factors: (i) the great natural resources with which

the country was endowed, (2) a form of government which

afforded maximum opportunity to develop and apply individual

talents, and (3) a genius for organization and for the develop-

ment and application ofpower machines and scientific methods.

This economic development has resulted in (i) a high degree

of specialization and a minute subdivision of labor, (2) a highly
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integrated system which makes the functioning of one sector

of the economy largely dependent upon the proper functioning

of other sectors, (3) a rapid change in production resulting

from the introduction of new enterprises and new techniques,

and (4) a diminishing opportunity for persons who can bring

to their task mere physical strength and who lack the skills

required by present machine technology.

As a result of these developments the nation has had, and

may have at any time again, large numbers of persons who are

in need through no fault of their own. Although a few of them

undoubtedly are mentally and physically unfit in the Spartan

sense, the great mass of them are reasonably fit. To appreciate

the situation one only has to compare the years of the thirties,

when prophets of gloom declared that thousands of workem
would never again get worth-while jobs, with the early forties,

which have been characterized by a shortage of man power.

Under such an economic system, it is essential that provision

be made to relieve want at public expense so long as it exists and

at the same time, in so far as possible, to remove the causes

that produced want. Such action is necessary in the long-

run, economic interests of the nation, although in certain

instances it may be dictated by ethical and moral concepts

rather than economic materialism. To illustrate the point

certain particular classes who may be in need will be considered.

I. Children. Modern technology has, as previously noted,

reduced the demand for mere brawn and has increased the

necessity for education and development of the capacity to

acquire special skills. To meet this demand, the nation has

long been committed to public education. It has extended the

school system into the higher levels necessary for technological

operation and advance, and it has broadened and extended its

training in the lower schools, particularly the secondary schools.

To a very considerable extent, activities to develop and
maintain the health of children and to teach healthful ways of

living are centered in the educational system. It follows, there-

fore, that it is not in the national interest for children to be so
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greatly in need that they cannot take advantage of the op-

portunities which the school system affords.

The economic interest of the nation in the development of

the children who may be in need is not dependent upon what
caused the need. School officials and social agencies endeavoring

to do what is in the best interests of the child may be concerned

with causes. But the question whether the need of the child

should be met, in the public interest, does not turn on the cause.

Cause should affect methods and procedure, but no cause should

preclude public action. Among the important causes are: (a) the

death, disability, desertion, or incarceration of the father;

(b) the unemployment or underemployment of the father or

other responsible relative; (c) physical, mental, or moral defects

of the father which prevent him from so supporting his children

that they can take advantage of the opportunities afforded by

the state to children in general; (d) inability of the father, with

such help as the mother can give, to support the number of

children for whom they are responsible.

2. Women responsiblefor the care of children. The maintenance

of a suitable home for a child is a basic requirement, normally

met by the child’s mother. The woman customarily is sup-

ported by the father of the child, possibly with some assistance

from the mother herself. For the reasons cited in the preced-

ing paragraph, the woman may be deprived of the support

of a male primary breadwinner and be forced to be at once

homemaker and principal or sole wage earner. If she lacks

the opportunity or the capacity successfully to perform the

two duties, which are often inherently inconsistent, it is in

the social and economic interest that provision for the future

of the child shall have priority. That may mean that public

funds have to be used to support the woman while she is caring

for the child or to supplement such sums as she can earn in ways
that do not preclude giving proper care to the child. This aid,

it may be said, is given basically in the interest of the child.

3. Unemployable widows, divorced, and separated women.

Women who have devoted many years to household duties and
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the care of children may be deprived of the support of the hus-

band through death, disability, or desertion. They may be un-

employable under practically any condition of the labor

market, or unemployable only under conditions existing at the

moment in the labor market. Deprived of their previous means

of support, they may be in actual want. In case of divorce or

separation there may be a cause of action or even a judgment

or a decree against the husband, but it does not relieve need

unless the husband actually pays.

4. Members of the laborforce, unemployed or underemployed.

A great majority of persons in the labor force are responsible

for their own support if not also for the support, in whole or in

part, of dependents. For reasons frequently beyond their con-

trol, they may be unemployed or so seriously underemployed

that they cannot supply their own needs or the needs of those

who may be dependent upon them. Because of conditions pre-

vailing in their locality or in the country as a whole, they cannot

secure work immediately. In a severe depression, many of them

may be average or better than average workers. Many of

them have followed occupations that are generally classified as

unskilled or semi-skilled; they have rarely had large earnings;

and even in good times there has not been much of a margin

between earnings and necessary expenses. Thus unemployment
and underemployment occasion want.

5. Disabled workers. Because of disease or accident a worker

may be either temporarily or permanently so far disabled that

he cannot, at least for the time being, support himself or those

dependent upon him. He may be in no way responsible for the

accident or disease that has deprived him of earning capacity.

If he has no resources of his own and no one to support him, he

is in need of aid from some outside source.

6. The aged. In the later years of life one may be more or less

disabled either from a specific disease or from a general slowing

down of the physical and mental functions. This familiar

phenomenon is so well recognized that many employers will not

hire an elderly worker except in periods of great labor scarcity.
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When an enterprise encounters a recession in demand and has

to cut force, there is naturally a tendency to make reductions

on the basis of elEciency. This practice is particularly hard on

elderly workers, not possessed of relatively scarce skills and
experience and engaged in tasks that call for physical strength

or agility. They are frequently at a great disadvantage as

compared with younger workers who are physically more able

and often better prepared by education for learning new tasks

or new ways of doing things. These older persons are not neces-

sarily unemployable in the absolute sense but only unemploy-

able in the current labor market situation. If they have ex-

hausted their savings, they are in need.

With respect to these elderly workers the fact should be

stressed that often unemployability is a question of the state of

the labor market. The man who in the decade of the thirties

appeared permanently unemployable because of age may have

rendered invaluable service to the nation in the past few years.

Probably few would have said in the thirties that money paid

to relieve the need of such workers was economically in the

nature of a standby wage and that the worker again would be

called to active, productive service.

The facts regarding these six groups of persons seem to us to

demonstrate beyond argument that members of these groups,

if in need, must be relieved if necessary at public expense. Thus
relief of persons in need regardless of the cause of the need ap-

pears to be the first and primary objective of a sound system of

relief and social security.

The requirements of such a system would be satisfied under

the following conditions:

1. The fact of need is established by the application of

established standards through an adequate investigation.

2. A person found to be in need according to these standards

is given a sufficient amount of assistance at public expense to

relieve his need.

3. The system is so administered and so financed that the

necessary relief is given promptly and certainly.
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GUARANTEED INCOME

The objection to the system just outlined, advanced by many
proponents of the social insurances, is that it necessitates the

application of tests and standards of need and gives only so

much as may be necessary to bring the recipient to a specified

minimum. To overcome this objection, they would provide in

the great majority of cases that upon the happening of certain

specified contingencies a person shall receive as of right without

any tests as to need a regular payment of money sufficient

to keep that person from being in want. Whatever his resources

or the resources of his family, they would be in addition to the

sum he receives from the state. Further, to reduce the psycho-

logical humiliation that may arise from receipt of public funds,

it is customarily provided that the beneficiary during his work-

ing years shall contribute toward the social insurance fund

from which the benefits are paid.

In a subsequent chapter individual contributions to the

insurance fund will be considered at length. Here it will only

be pointed out that in a contributory social insurance system

relatively few persons pay in the costs of their own bene-

fits. Part of the cost, perhaps a very substantial part, is paid

by taxes levied either on employers, as such, or upon general

taxpayers.

The essential feature of such a system is that benefits are

paid regardless of need and that the state uses its sovereign

power to tax to take money from one individual to give to

another. In the early days of such a system, when persons who
have been in the system only a few years are retired on sub-

stantial benefits, it frequently happens that persons without

great capacity to pay are taxed to supply benefits for persons

who are not in need at all.

Obviously the cost of benefits paid to all without any means
test is greater than the cost of benefits paid only to those in

need. Equally obvious is the fact that it costs more to provide

each person with a minimum of subsistence regardless of his

need than to give to a person in need only such sums as may be

necessary in addition to what he already has to bring his total
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resources to a minimum of subsistence. In other words, the no-

means test system increases both the number of beneficiaries

and the average amount paid to each beneficiary.

So far as we can see the major objective of such a no-means

test system is to relieve recipients of the embarrassment and

humiliation of the means test and to give every person some-

thing in return for the contribution or taxes which he in-

dividually is compelled to pay. Since the cost is arbitrarily

divided by the legislature among the individual, often the

employer, and the general taxpayers, it is not difficult to so

design a system that almost everyone will receive a larger

benefit than he himself has paid for by his own contributions,

and the cost of preventing humiliation is paid through taxes

on employers or general taxes.

In favor of such a system, one of the objectives often cited

is to keep the economic system functioning at something ap-

proaching a maximum level of production by redistributing at

least a part of purchasing power through the social security

system.

REDISTRIBUTION OF PURCHASING POWER

Money to pay social security benefits must come either from

taxation or from public borrowing. Each of these sources will

be considei'ed in turn.

Taxation for social security benefits involves taking pur-

chasing power from one individual to give to another. It does

not create new purchasing power; it merely transfers it.

Whether such a transfer is or is not advantageous to the

economy as a whole appears to us to depend basically upon the

conditions existing at the time the transfer is made. If stagna-

tion exists and there is a large accumulation of idle savings in

financial institutions, the economy may be stimulated by taking

these idle savings away from the owners and giving them to

persons who will spend them immediately for consumers’ goods.

Such action will stimulate the demand for consumers’ goods and

result perhaps in increasing employment. If, on the other hand,

the taking prevents the taxpayer from actually spending his
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money himself it does not necessarily increase purchasing

power and employment.

If the taxation prevents the original owner from spending

his money for producers’ goods or durable goods, the taking

may operate against stimulating employment and the gen-

eral economic interest. For example, during the depression

the construction and durable goods industries were hard hit,

and their stagnation was responsible for much unemployment.

It would have been greatly in the general economic interest if

savings had poured into the construction industries, especially

the housing field. More stimulation of employment would have

resulted from such a flow than could have resulted from the

transfer of purchasing power to persons who would use the

money for nondurable consumers’ goods. There is reason to

believe that such a transfer may perhaps affect prices rather

than immediate production and employment, and that its

effect on employment and production may be very considerably

delayed.

The truth seems to be that the basic problem of maintaining

a large volume of production of needed goods and services and

a high level of employment is one of preserving or restoring a

reasonable balance among the several sectors of the economy.

To restore or maintain balance means that purchasing pow'-er

should flow in one direction at one time and in another direction

at another. If such be the case, it does not follow that a per-

manent system of social security designed to make purchasing

power flow in a more or less constant volume in established

channels will necessarily benefit the economy. Under circum-

stances which call for development of capital goods and invest-

ment in durable consumers’ goods, it may even impair it.

The immediate purchasing power of the economy may be

actually increased by public borrowing so carried on that

purchasing power is not taken from individuals. If the govern-

ment then distributes that purchasing power to individuals who
will use it immediately, the economy will be at least temporarily

stimulated. As World War II has so abundantly demonstrated,

if such public borrowing is carried on after a high level of
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employment has been reached, drastic measures of wage

control, price control, and rationing have to be introduced to

prevent the vicious spiral of wages and prices. An elaborate

and expensive system of social security may force the govern-

ment to indulge in inflationary borrowing at a time when such

borrowing would be contrary to the general interest, and it may
increase the demand for consumers' goods at a time when the

government is seeking to control the demand.

At this point it should be repeated that the vicious spiral of

wages and prices may impair or destroy the value of fixed

money benefits provided under social security systems. These

benefits are paid in the main to persons who are unable to work,

and therefore they derive no benefit from such upward move-

ment of wages as may take place as the result of the inflation,

but they bear the brunt of any upturn of prices. If they are

entirely dependent on their social security benefits, and if these

benefits at the old price levels were not more than would pro-

vide a reasonable minimum of subsistence, a 50 per cent increase

in prices would mean their benefits would purchase only two

thirds of the minimum requirements.

It seems impossible to accept the argument that an elaborate

social security system for the redistribution of purchasing

power will always work in the general interest, promote a high

level of employment, and maximum production of needed

goods and services. Real social security, as distinguished

from an elaborate social security system, calls for an econ-

omy in balance at a level which will insure large production

and a high level of employment. In a dynamic industrial society

successive legislatures will have to face the problems of adjust-

ing to current conditions. It hardly seems as if future legisla-

tures will necessarily be helped in this difficult task by the

commitments for redistribution of purchasing power made by

past legislatures whose forecasts as to future conditions may
prove disastrously wide of the mark.

The position of a social security system as such appears to be

distinctly secondary and defensive. The real hope appears to be

in positive, constructive actions to promote the full functioning
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of the economy with a high degree of efficiency. Given those

conditions, adequate provision for persons in need can be made
without great difficulty if the public conscience of the day so

directs. The question may be raised as to whether it is not at

least as safe to place reliance upon the American public con-

science as upon an elaborate system that is based on money and

prices.

EQUALIZATION OF INCOME

A tenet of communism is “From each according to his

ability: To each according to his need.” This tenet finds ac-

ceptance among some groups in the United States; and it can to

some extent be given effect through social security systems.

The device is to use the progressive income tax and other

progressive taxes to take property away from persons who have

in abundance and to distribute the proceeds among those who
are less privileged, less fortunate, less effective, and perhaps

less industrious.

In the past half century there has been increased acceptance

of the doctrine that the necessary costs of government should

be distributed among the people in accordance with their

capacity to pay. The new element introduced by some social

security systems is that it is a proper function of the state to

take property from one citizen, not to carry on a needed public

service but to give money, purchasing power, or property to

someone else.

As has already been noted in the section of this chapter that

deals with the relief of want, it is not a new function of govern-

ment to take from those who have to give to those who are

actually in need. The new element consists in taking to give

persons who are not in need at all according to any of the old

concepts as to what constitutes need. The new element is seen

in the various benefit formulae which discriminate against

employees in the upper-income brackets and in favor of those

in the lower brackets. The state is using its sovereign power to

tax to equalize income and property.

The Bill of Rights in the Constitution (Amendment V)

provided that private property should not be taken for public
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use without just compensation and that no person should be

deprived of life, liberty, or property without due process of law.

These constitutional guarantees are stripped of ail substance

when the state assumes as one of its functions promoting the

general welfare by taking property from one citizen to give

to another. Such a taking by the state through the exercise

of the sovereign power to tax avoids the safeguards thrown

around the institution of private property by the Constitution.

The degree to which individual ownership is to be respected

then lies very largely within the discretion of a majority of the

elected legislature.

Among the leading exponents of social insurance and a

governmentally planned and controlled economy, Sir William

Beveridge is distinguished for the frankness of many of his

statements as to what the proposals involve. Many others

either have not carried their analyses as far as he has or for

strategic reasons have avoided full discussion.^ Sir William

finds it necessary to omit from his list of the essential liberties

the liberty of a private citizen to own means of production and

to employ other citizens in operating them. He says: “Whether

private ownership of means of production to be operated by

others is a good economic device or not, it must be judged as a

device. It is not an essential citizen liberty in Britain, because

it is not and never has been enjoyed by more than a very small

proportion of the British people.”*

The American economic system, unlike the British if Sir

William’s statement be accepted, is characterized by a wide

dispersal of ownership of productive property. The American

agricultural system has been largely built on the basis of individ-

ual farm ownership, and thousands of persons own productive

enterprises inwhole or in part or have financial interestsin them.

Through life insurance companies and other financial institu-

tions millions more have a direct interest in the productive en-

terprises of the nation.

^ For a report that avoids clear analysis of the issues of social security and relief, see

National Resources Planning Board, Security
,
Worky andReliefPolicies (1942).

® Sir Willigm H. Beveridge, Full Employment in a Free Society (1945), par. 17, p. 23,
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Thus there is in the United States a very real issue as to how
far the people wish to go in having the government redistribute

wealth through the device of a compulsory social insurance

system. It seems perfectly clear that government in the United

States, whether national, state, or local, must go far enough to

prevent want. How much further it should go is a question that

demands very thorough consideration, especially when systems

are introduced that cost almost nothing at the outset but will

become heavy burdens for successive generations.

In this chapter the terms need and want have been used

without any effort at analysis. The following chapter will be

concerned with the question. What is need ?



CHAPTER XIX

THE NATURE OF NEED

The present chapter is to analyze in some detail the question,

“What is need or want?”—a question which is perhaps as basic

as any which has to be considered in connection with relief and

social security. It is not our purpose to attempt to give answers

to the detailed questions, but merely to present them as consti-

tuting a major element which has to be considered in arriving

at decisions. Before the scope of the chapter is outlined, one

basic matter should be clearly set forth.

NEED NOT CONSIDERED IN TERMS OF MONEY

No attempt will be made to discuss need in terms of money.

Obviously money is only a medium of exchange and a common
denominator that enables us to add together values or prices of

unlike things. Our needs are not satisfied directly by money but

by the things which money will buy. If discussion is attempted

in terms of money, several difficulties are encountered, some of

which deserve enumeration.

1. Money figures depend on prices. If the price level changes

greatly through either inflation or deflation, the money figures

change, although the basic minimum requirements for food,

clothing, and shelter may remain almost constant.

2. In the United States conditions vary widely. At one ex-

treme are industrial workers in urban centers who secure al-

most all the needed goods and services through the payment

of money. At the other extreme are the families that still live to

a substantial degree under a subsistence economy. Food, cloth-

ing, housing, and fuel are largely the direct product of their own
labor or of barter or exchange oflabor with their neighbors. The
amount of money which passes through their hands in the

course of a year may be extremely small. To get money figures

for them, it is necessary to attach values or prices to things
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which are not sold for money. The results will depend almost

entirely upon the assumptions made with respect to prices.

3. To get comparisons between different localities on a money
basis, it is necessary not only to make assumptions regarding

prices and values but also frequently to assume a standard level

of living. A statistician can determine, with some difficulty per-

haps, what a specified standard would cost in New York City

and what it would cost in the rural areas of the deep South.

But things are necessary in New York City that are not neces-

sary in the South. The standard, therefore, may give an artifi-

cial result. If no standard is used, the money figures reflect dif-

ferent levels of living and do not necessarily throw much light

on whether the people with low money incomes are or are not

in need. Unfortunately the variations are so great that persons

with low money incomes in some localities may be comfortably

fixed, whereas persons with very much higher money incomes

in other localities are in need.

Statistics regarding money income, therefore, do not help

much in determining whether persons are or are not in need.

To get at the real condition one must consider what the individ-

ual needs in goods and services and what he has. This chapter

will therefore consider first in general terms what the needs are

and in connection with each need resources meeting it. The
discussion will be followed by a consideration of the question

whether an individual or a family is in need of assistance from

public funds if relatives exist who could maintain the persons

in need if required to do so.

THE MAJOR REQUIREMENTS

Needs may be considered under six major headings: (i) food,

(2) shelter, (3) clothing, (4) medical care, (5) recreation, and

(6) other. Although shelter is second only to food in importance,

discussion of it will be reserved to the last because it presents

so complicated a problem.

Food. In dealing with the question of food requirements, we
can come closer to scientific answers than we can in dealing with

any other item on the list. Scientific studies have been conducted
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to determine the requirements of individuals of different ages,

doing different kinds of work, for the several food elements,

such as protein, carbohydrates, and fats; and in recent years

vitamins and minerals have received marked attention. Various

articles of food have been studied to determine what food ele-

ments they contain and in what amount, and the availability

of these elements for use by the normal body. Great progress

has been made in the study of deficiency diseases and in the

variations among individuals in metabolism and in the extent

to which they are allergic to special articles of diet. Thus it is

possible for a committee of well-equipped scientists to say with

a considerable approach to accuracy what the food requirements

are for a normal person of a given sex and age engaged in certain

specified types of work. They will also be able to give in gen-

eral terms the requirements of persons who vary in a fairly

common way from the average. In unusual cases study of the

individual will permit of the development of a fairly exact

statement of the requirements for that individual.

The food requirements of the individual rarely necessitate

the use of any one particular article of diet. They can be satisfied

by many alternative articles or combinations of articles. Thus
in many communities it is possible for competent dieticians,

with consideration of local conditions, to work out relatively

low-cost diets which will be satisfactory from the nutritional

standpoint. In developing such diets, they give consideration to

the cost of preparation both in money and in time. Thus they

can arrive at an approximation of what a family would need as

a minimum to be assured of satisfactory nutrition.

From the standpoint of the individual, a satisfactory low-cost

diet may be unsatisfactory for three principal reasons: (i) it

does not appeal to the individual’s food tastes or habits; (2) it

may be lacking in variety; and (3) it may require more time and

trouble in preparation than the individual will care to expend.

The individual left to follow his own tastes and practices would

spend far more for food, although as a result of the additional

expenditure he might get no greater nutritional value. In fact

in some instances he might get lower nutritional value in spite

of the extra expenditure.
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Thus an issue arises as to whether an individual or a family

is in need for food if resources are available to purchase a scien-

tifically adequate low-cost diet. Is the desire for a more expen-

sive diet a need that calls for payment of benefits from public

funds ?

Clothing. Clothing presents a far more difficult problem than

food for there is far less in the way of scientific determination

as to what is necessary. It is worn (i) to protect from the ele-

ments and (2) to maintain an appearance satisfactory to one’s

self or one’s associates.

So far as protection from the elements is concerned, scientific

investigations will produce some significant results if due differ-

entiations are made for climatic conditions and the extent to

which exposure to the elements is essential to suitable activi-

ties. The results for school children during the school year would

not be much alike for Duluth, Minnesota and Miami, Florida.

The cost of protective clothing is in part a factor of climate since

the warmer garments made of wool are more expensive than the

lighter garments made of cotton; foot protection from snow, ice,

and cold is more expensive than protection from mere rain and

dampness.

The question with respect to clothing which occasions so

much difficulty in relief administration is what account is to be

taken of the elements of personal appearance and fashion in

determining the clothing necessary in a particular case. A posi-

tion frequently taken is that the person should be so clothed as

to conform with the reasonable minimum standard prevailing

in the community for other persons engaged in like activities.

For example, a child attending school should be so clothed that

he is not conspicuous because of poor clothing. A man or wom-
an out of work and seeking a job in an occupation formerly

followed, or for which qualified, should not be so poorly clothed

that appearance will be a distinct handicap. On the other hand,

where personal contacts are not materially involved, as in the

case of elderly retired persons living at home, the question of

style and appearance is less important. If clothing is adequate

for protection and physical comfort, no great harm is done if

some of it is outmoded.
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Psychologically the question of clothing is particularly im-

portant for school children and young people not long out of

school. To them personal appearance may be a matter of first

importance, and their desire may be not merely to conform to a

reasonable minimum standard but to equal or to excel the best

dressed person in their immediate universe. Lack of resources

to do so may prevent them from putting their best effort into

their activities. The home environment may be such that this

unfortunate point of view is not corrected. Essentials may be

sacrificed for the purpose of maintaining a good front. In such a

case should public funds be used to enable the youth to maintain

what the youth, and perhaps the parents, regard as a superior

appearance?

In small communities an important situation may develop if

members of families in receipt of public funds are obviously

more expensively or more modishly dressed than members of

families getting along by their own efforts. The old virtues of

thrift, self reliance, and independence may be pretty hard to

develop if to the youth relief and social security appear the easy

way.

How far is it necessary for a person to be reasonably stylish in

appearance as well as protected against the elements and suit-

ably covered? The answer appears to turn on the nature of the

requirements of the activities in which he is engaged which de-

pend in no small part on the standards of the neighborhood or

community in which he dwells.

One cannot say, therefore, that there is anything approaching

a standard requirement for clothes applicable throughout the

United States. Even the primary requirement of protection

from the elements varies widely with climate. In a given com-

munity the requirements will differ according to sex, age, and

activities and possibly also according to the standards set by

the groups with which one ordinarily associates.

Medical care. The high degree of variation among individuals

with respect to the need for medical care is a matter of common
knowledge. Some persons are endowed by nature with a sound

body that functions with a close approach to perfection. “I

have never had a sick day in my life” or “I never have to con-
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suit a doctor,” may be in some instances literally true. On the

other hand are persons who have some congenital weaknesses

or unbalanced functioning which necessitates almost continu-

ous medical care. Persons otherwise strong and well may have

defective eyesight requiring frequent visits to the oculist. Some

have teeth that a dentist has difficulty in preserving. One en-

counters occasionally an individual or a family which seems

cursed with bad luck. Members of the family seem to fall vic-

tims to every communicable disease that visits the community,

and every now and then one of them has an accident. Preventive

measures can materially reduce the number who fall victims to

contagious disease, and safety work may cut down the acci-

dents, but today most of us know families in which the costs of

medical care are high.

Because of these wide variations between individuals and

families, it is fairly obvious that an average requirement for

medical care is a statistical abstraction. To give as relief the

average amount required for medical care to each person would

leave many still in need while supplying others with money
which they could divert to different purposes.

Practical provisions for necessary medical care can be made
in any one of several ways

:

1. The state can give free medical care, using either (a) prac-

titioners carried on the pay roll of the state, (b) practitioners

engaged primarily in private practice, paying them by fees.

2. The state may pay into a special fund a premium for each

individual or family found to be in need. The proceeds of such

fund are used to pay the practitioners, presumably on some fee

basis, for those needing medical care.

3. The state may operate a general health insurance system

under which all covered workers pay premiums or taxes. Gen-
eral revenues may or may not be used. The proceeds of such

funds are used to pay practitioners, either employed by the

state or engaged in private practice.

Any one of these systems eliminates the cost of medical care

as an item in the individual or family budget. All that remains

is at most the contribution tax or premium for medical care.
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So far as family finances are concerned, the need of the family

resulting from illness is thus determined by the extent to which
sickness, accident, or other disability deprives the individual of

earnings or the family of the earnings or services of a member.
In the absence of some such provision for medical care, an

individual or a family may be in need almost entirely because

of the costs of medical care and the loss of earnings resulting

from illness. Many a county or urban welfare agency has at

present the function of arranging for medical care for persons

who would not otherwise be in need. They can ordinarily get

along without any public assistance. It is the emergency that

creates temporary need. In this connection emphasis should

be placed on two points: (i) many families in need from

this cause will not ask for public assistance, and (2) many
practitioners render a large amount of service to such fami-

lies for little or no actual compensation. They make no charges,

or a nominal charge, or render a bill for the customary fee

without expectation that any substantial part of the fee will

ever be paid. In some jurisdictions hospital fees must be paid

and provision for their payment has to be made at once. The
practitioner either goes without full compensation or waits for

his money.

Recreation. In some cases expenditures for recreation present

difficult problems. Although they may not constitute a heavy

item in the average budget of low-income families, exceptional

families may give a high priority to expenditures of this nature,

so high a priority that funds are not available for more essential

purposes. The three categories of recreational expenditure that

occasion the most difficulty are those for (i) alcoholic beverages,

(2) gambling, and (3) ownership, maintenance, and operation

of automobiles for purely recreational purposes. Excessive use

of alcoholic beverages causes the most trouble because it fre-

quently reduces the earning capacity of the principal bread-

winner and disrupts orderly, family life. Payment of public

funds to support families whose resources are spent in part

for objectives that are disapproved by local public opinion

occasions, moreover, no little ill feeling. Great care has to be
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exercised lest members of families who are violating community-

standards of right living may appear to enjoy at public expense

things which prudent, thrifty, temperate, hard-working citizens

cannot afford and possibly do not desire.

When a considerable proportion of available resources goes

for things which community standards classify as vices, and

when the difficulties of a family are occasioned by the lack of

judgment, managerial ability, and reasonable standards on the

part of one or both responsible parents, mere payment ofmoney

to the family will not meet the situation. A later chapter will be

devoted to a more detailed discussion of this subject. Here it

will only be pointed out that certain recreational expenditures

of low-income families cannot be classified as necessaries so far

as any generally applicable standard is concerned.

A very different question is whether a family is in need if it

lacks the resources to participate moderately in the recreational

activities that are approved by conservative community stand-

ards. To illustrate the type of recreational activities involved,

we shall deal first with children and then with adults.

In many communities the public schools have extracurricular

activities the cost of which are borne in considerable part by the

families of the children. Participation is not generally com-

pulsory, and a child does not have to take part in everything.

On the other hand, complete exclusion from all activities of

this kind constitutes a real limitation on the child’s oppor-

tunity for adjustment and may set up socially undesirable

psychological reactions. In many communities, too, organiza-

tions such as the Scouts, the Future Farmers of America, and

young people’s societies connected with the churches play an

important part in the normal social life. If the available family

resources are insufficient to permit of participation in these

activities, should they be supplemented from public funds?

Some communities are sufficiendy large to permit operation

of special recreational facilities for youth from such families,

generally supported by private voluntary contributions, but

other communities are too small to warrant such activities. Be-
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cause of the relationship of these activities to the efforts to

prevent and control juvenile delinquency, it would seem as if

absence of family resources to permit participation might well

be considered as a form of need to justify modest provision.

With respect to adults the major question likewise is whether

in case of need provision should be made to permit a reasonable

amount of participation in the accepted community activities.

Participation in church activities, membership in local organi-

zations for men or for women, membership in trade unions, il-

lustrate the type of recreation involved. In connection with

them, it should be remembered that membership and participa-

tion in such activities frequently had their origin in a period

before the family was the victim of the hazard that caused the

need. Although fellow members might be pleased to have

the old member continue without payment of dues or mak-

ing contributions that cost money, it seems certain that

psychologically such an arrangement does not work out. The
question therefore has to be faced whether a modest allowance

for expenditures of this type should be permitted in a budget

designed to meet minimum needs.

Shelter. Shelter presents by all means the most difficult prob-

lem in attempting to analyze what constitutes need. The diffi-

culty arises in no small part from lack of flexibility. Most dwell-

ings are relatively permanent and expensive structures; the

number of new dwellings added in any one year constitutes a

small proportion of the total in existence, and hence to a

very great extent the immediate problem has to be consid-

ered in each locality upon the basis ofwhat the situation is there

at the moment. What the situation ought to be, what the hous-

ing program should be, lies beyond the scope of the present

volume. It belongs not in the field of relief and social security

as defensive measures but in the broader, more constructive

field of increasing the supply of needed things and services

through efficient economic direction and operation.

In the present section dealing with need for shelter the sub-

jects to be considered will be (i) differences due to climate, (2)
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differences among communities of different sizes, (3) effect of

supply and demand, (4) modern labor-saving devices and con-

veniences, (5) home ownership.

A dwelling should provide the family with protection from

the elements, suitable sanitary facilities, adequate light and

ventilation, and sufficient space and privacy for decent living.

The factor of protection from the elements obviously varies

widely as, for example, between Duluth and Miami. A common-

place in private residence construction is that the three most

expensive parts of the house are the foundation, the roof, and

the heating plant. In the warmer sections of the United States,

expensive heating plants may be entirely eliminated, substan-

tial but relatively inexpensive piers may be used for founda-

tions, and roofs may be safely used which would not carry the

weight of a heavy northern snow. If insulation is used in the

south, it is to keep the heat out in summer rather than to hold

it in during the cold, winter months. Even if all other things

were equal, adequate shelter would cost materially more in the

cold sections of the country than in the warmer sections.

The greater the degree of population congestion the greater

the necessity for extensive and expensive municipal services for

the preservation of health and safety. Among the urban essen-

tials are sewer and water systems, paved streets and street

cleaning, public lighting, garbage collection and removal,

police and fire protection, an adequate health service to prevent

the spread of contagious diseases, and in many instances parks

and playgrounds. All these municipal activities involve heavy

operating costs, and most of them heavy capital investments.

Since these costs have to be met largely through taxes on real

estate, it generally follows that in cities land costs are high,

rents are high, and the wages of workers engaged in municipal

services and building construction and maintenance are rela-

tively high. Factors too numerous to list combine to prevent

the occupants of the dwelling—frequently an apartment—from
themselves doing the necessary maintenance and repair work
much less remodeling and extension. Especially in the larger

cities, transportation facilities have to be provided, and many
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business and residential buildings are equipped with elevators,

expensive to install, maintain, and operate.

Rural communities and small towns can provide satisfactory

shelter at much less cost. Many of the municipal services can

be entirely dispensed with or supplied in very rudimentary form.

Absence of land congestion permits the safe use of much less

expensive sanitary facilities. Low capital investments in munic-

ipal service facilities and absence of congestion means low

land cost and relatively low taxes. Conditions are frequently

such that members of the family can themselves do most of the

work connected with maintenance and repair, if they cannot do

a considerable amount of actual construction. Because of the

relationship between wages and the cost of living, wages for

persons skilled in construction of the simple type of resi-

dence required are comparatively low, especially since many
such workers have different occupational activities which to-

gether yield them a satisfactory living. A house, for example,

may be built during what is the slack season on the farm. The

nature of the economy often means no long trips between home
and work place. Thus eminently satisfactory shelter may be

available for a mere fraction of what comparable shelter would

cost in a metropolitan area.

Since housing is relatively permanent, it does not respond

quickly to changes in demand. Changes in the economic activi-

ties of a community may take place that create either a surplus

or a shortage of houses. Rents are quickly responsive to such

changes. There may be wide differences in rents for comparable

accommodations between two different communities or at dif-

ferent periods in the same community. The newcomer to a

crowded community may find it necessary to pay a far higher

rent than his fellow workers who have the advantage of arrange-

ments made in an earlier period. Circumstances may force him

to pay more rent and to occupy better quarters than he would

have taken if he had a wider choice or if he could have selected

a house as he would food or clothing. Thus one cannot say what

a family should pay for rent except on the basis of averages

which may be entirely inapplicable in the face of the existing
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housing sitxiation in the community where the family lives.

What amount is necessary for rent thus frequently depends on

local conditions at the moment.

Two of the most significant developments in residence con-

struction have been the great increase in labor-saving devices

in the home and the amount of plumbing and plumbing fix-

tures. These developments have largely increased first cost

and often the costs of operation, maintenance, and deprecia-

tion. Interest costs and taxes have necessarily gone up. Fre-

quently maintenance and repair of the new appliances are

beyond the range of skills of the ordinary handy man, and since

their consistent functioning is frequently essential to home
operation, prompt service must be secured and paid for.

The manufacture and distribution of these appliances have

unquestionably resulted in a large volume of direct and indirect

employment. The employment is related to residence construc-

tion, a segment of the economy which was greatly depressed

during the thirties. In view of these facts the position is some-

times taken that such modern appliances should be regarded

as necessaries and that if individuals do not have the personal

resources to obtain them, money should be made available

through public funds. Thus electricity, running hot and cold

water, toilet facilities, mechanical refrigeration, and where nec-

essary automatic heat would be included among the essentials

of life to be provided through relief and social security payments

if not otherwise available.

A substantial number of persons of moderate means have

foregone possession of some of these appliances on the score

of additional costs. They would rather do the work required

by the older methods than incur the fixed charges. It would

be somewhat ironical if such people should be taxed to pro-

vide the needy with labor-saving devices that the thrifty felt

they themselves could not afford. From the standpoint of

family support and maintenance, additional commitments
for a labor-saving device are economically advantageous only

if the time saved can be profitably utilized for some other

purpose. The question must be raised whether public funds
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should be used to relieve persons of work unless the time

thus saved can be effectively employed for the advancement of

the individual or the family.^

Home ownership raises issues with respect to what consti-

tutes need. Private ownership of property, especially of the

family home, has been distinctly in the American tradition.

With the question whether,home ownership is or is not desir-

able, either financially or psychologically, the present book is

not concerned. The fact is that thousands of American families

either own their homes outright or have equities in them. It

should be remembered, moreover, that through the Federal

Housing Administration the national government has encour-

aged home purchase on the installment plan and has tended to

increase the length of the period within which the loan is to be

paid.

Home ownership is a complication when need is considered.

In the case of elderly people, one may encounter a furnished

home owned outright and yet no available funds to pay taxes

and the necessary costs of operation and maintenance. If the

home is mortgaged, interest may be past due and foreclosure

threatened. The death, disability, or serious unemployment of

the principal wage earner may find a family with an equity in

the home as a major asset and with no resources to meet debt

charges and taxes. The family may be threatened with eviction

and with the loss of equities which often comes with a forced

sale.

Two different situations may be distinguished here, although

there are many gradations. In one situation the family has made
a prudent investment and the fair rental value of the property

is not materially in excess ofwhat the family would have to pay

for suitable rented quarters under the new conditions that con-

front it. In other words the amount required for rent in a budget

^ What has been said does not apply to government guarantees of private loans to

facilitate such things as the acquisition of useful appliances and home modernization

and for stimulation of the sector of the economy engaged in such activities. Under

that system the person obtaining the improvements generally pays for them and gets

them as a reward for eifort. With respect to such activities, the question is whether they

encourage families to make unwise commitments of their credit.
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of necessaries would not be ver7 different from what would be

required for taxes, interest, and essential maintenance, not in-

cluding payments on the principal. In the other situation the

family is purchasing or now owns a house, the rental value of

which is materially in excess ofwhat would be a reasonable rent

for them to pay under the new circumstances in which they are

placed. Public funds could not with propriety be used to pay

taxes, interest, necessary maintenance, and operating costs on

such a home with any degree of fairness to other taxpayers.

Where public assistance is effectively administered, a family

is frequently permitted to occupy a wholly or partially-owned

home the rental value of which is reasonable under the circum-

stances. Taxes, interest, operating costs, and perhaps even

essential maintenance are allowed in determining what are the

necessaries for shelter in the family budget. The law may or

may not require that a lien be taken on the property or the

equity in it for the sums paid on behalf of the family. This

question will be considered further in the discussion of the re-

sponsibility of relatives for the support of persons in need.

If the fair rental value of the home is materially in excess of

what can be classified as necessary, a question arises as to

whether the family is in need if it owns the house outright or

has a substantial equity in it. If the sale of the property would

yield enough to maintain the family in suitable quarters for a

considerable period, the position may be taken that the family

should reduce or even exhaust this resource before receiving

relief from the public treasury. In some cases aid may be ex-

tended temporarily on a lien basis until the house can be dis-

posed of at a fair price.

Home ownership is thus another element in the problem of

shelter that can be dealt with satisfactorily only upon the basis

of knowledge of the facts in a-particular case. Rules and conclu-

sions based on the average will not work well in practice because

individual cases may deviate so widely from the average.

Similar situations may he confronted where the primary
wage earner or some other member of the family is carrying a

substantial amount of life insurance. Continuation of the insur-
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ance in force generally calls for the regular payments of pre-

miums. On the other hand, the policy may have a substantial

cash-surrender value. Cashed in, it might maintain the family

for some weeks or even months without resort to the public

treasury.

Two diiferent points of view may be taken with respect to

such insurance. The first is that the family is not in need if it

can for even a short period get along on the cash which can be

obtained by surrendering the policy. The other is that it is in

the interest both of the family and of the public treasurj^ to ap-

praise the situation and take action with consideration of the

probable future. What are the chances that the insured will

again earn and be able to continue his policy in force? What are

the facts with respect to his expectation of life? To take a possi-

ble case, let it be assumed that the need arises from the disabil-

ity of the insured and the prognosis of the physicians is unfavor-

able. Under such circumstances it is clearly in the interest of the

public treasury that the policy be maintained in full force if

there are dependents for whom provision will have to be made.

The insurance, in other words, is from the standpoint of the

public treasury worth far more than is its cash surrender value.

Many life insurance contracts contain provisions under which

adjustments can be made to meet the new situation. It is always

possible, moreover, for the law to authorize the public agency,

unless the policy is nonassignable, to continue payment of the

premiums and to take a lien on the policy itself or on the policy

and other property, either for the amount advanced as pre-

miums or for ail money expenses in assistance to the family. Use

of the lien procedure may justify continuing even a fairly sub-

stantial policy in full force during a considerable period, if satis-

factory arrangements cannot be worked out with the insurance

company or with local banks.

The facts with respect to insurance and home ownership both

suggest the importance of distinguishing between temporary

need and need which according to indications will be of con-

siderable duration. It would seem that in dealing with tempo-

rary need, the treatment of property in the form of houses, in-
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eluding farm homes, and life insurance through a loan procedure

may be more in the interest of both the family and the public

than requiring the immediate conversion of the assets into cash.

It should be noted in this connection that unemployment in-

surance benefits and disability insurance benefits are based on

averages and are not adjusted to the needs in particular cases.

At the time a family gets into financial difficulties it may have

outstanding obligations for things being purchased on the in-

stallment plan. Furniture, household appliances, and automo-

biles are the three principal classes. Is a family in need of aid

from the public treasury if these installment purchases and the

effort to make the payments are among the principal causes of

the irnmediate difficulty if it could get along on a modest scale

were it not for these commitments.? Three points need emphasis

in connection with such situations: (i) at the time the contract

was made the worker may have been in good health and

fully employed; his mistake was in not making suitable al-

lowance for the possibility of unemployment, disability, or

death; (2) the equity which the family has in the article be-

ing purchased may be substantial, but it will realize little on

the equity should the article be repossessed under the contract;

and (3) it may be in the long-run, social interest that the family

have the advantages of the furniture or other appliances being

purchased. Here again the distinction between temporary and

prolonged need is important as is also the distinction between a

prudent expenditure and dissipation of family resources.

Since the automobile has occasioned more controversy than

other durable goods purchased it will be considered in detail.

Is a family in need because it lacks the funds to maintain and

operate a car and, unless ownership is complete, to continue

payment on it. There are two parts to this question. The major

one is to what extent is the automobile contributing to the

economic efficiency of the family, and the subsidiary one is

whether the value of the car is greatly out of proportion to the

prospective resources of the family.

As World War II has abundantly demonstrated, the Amer-
ican people have distributed themselves and their activities
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upon the basis of private automobile transportation. Sub-

urban residential communities have developed that are not

served by any public transportation facilities.^ They have of-

fered relatively low-cost land and frequently low charges for

municipal services because the degree of congestion did not

necessitate highly organized and developed services. So far as

the automobile was used for necessary transportation to and

from work or to and from adequate public transportation facili-

ties^ the expenditure for it could be put in the category with

rent. In some instances plants furnishing employment were so

located that many of the workers were obliged to come to work

in privately owned automobiles. Housing was not available

within walking distance of the plants nor along the line of public

transportation systems. Private automobile transportation had

been assumed in the developments that had taken place.

Under circumstances such as these, ownership of a car by a

family the breadwinner of which is temporarily unemployed

or disabled is not necessarily evidence of absence of need.

To force the family to sell the car and live on the proceeds

while they lasted would be like forcing the sale of machinery

temporarily idle because of a recession in demand. The family

will need that car again, and it may be presently necessary to

enable the worker to seek a new job or to get to jobs that offer

part-time employment. To a person situated as he is the car

may be a tool necessary for his employment.

It does not follow, however, that the costs of using that car

for recreational purposes is a necessary expense to be covered by

relief or social security payments. Much less does it mean that

the recreational use of the car should be greatly increased by

the family because the worker is not using it in going to and

from work and because he has idle time on his hands. The war-

time distinction between pleasure driving and necessary driving

has to be made in determining whether the car is essential and

if so what use of the car is necessary.

* In some instances public transportation facilities which had been developed prior to

the general use of the automobile had been abandoned because they were rendered ob-

solete by the' automobile.
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Occasionally a case arises in which a family in need owns or

more probably is purchasing a far more expensive car than can

be justified on the basis of the current situation. Hindsight may
prove beyond argument that its purchase was unwise in the

first instance. One can easily understand the bad effect on pub-

lic relations, especially in a relatively small community, if the

owner of such a car is receiving relief from the public treasury,

or if a work relief recipient drives to work in it. The situation

is particularly bad if the owner of the car has a reputation in

the community for irresponsibility and lack of ordinary sense.

To conservative residents that car may exemplify the reasons

for the family’s need. Behind the intensity of the feeling fre-

quently encountered with respect to cars may lie the fact

that many thrifty workers have an unfulfilled desire to own
such a car, which they have repressed because they could not

afford it “with taxes what they are.” Here again arises the

question whether a government should make relief standards

approximately as high as the standard which is attained by
fully employed workers in the lower-wage brackets.

RESPONSIBILITY OF RELATIVES

One issue of great significance is whether a person in need

should receive public funds if he has relatives who could or

should support him. Discussion of this subject will be confined

to two questions: (i) the responsibility of grown children for

the support of their parents and, (2) the responsibility of a

father who has deserted his family for the support of the chil-

dren whether or not he is divorced from the mother.

With respect to support of parents, situations may be broadly

classified somewhat as follows:

1. The parents are not in need, according to any reasonable

definition, and hence their financial relationship with their chil-

dren is not a matter of public concern.

2. The parents would be in need according to a reasonable

definition were it not for the voluntary action of children con-

tributing to their support, (a) The resources of the children

are such that the amount remaining for their use after the con-
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tribution is sufficient to meet their needs according to a satis-

factory standard, (b) The resources of the children are too small

to permit of contributions without socially undesirable sacri-

fices on the part of a child or possibly of several children.

3. The parents are in need according to the legal definition

of need, but no child is voluntarily contributing in sufficient

sums to make payment from public funds unnecessary, (a)

There is a child (or more than one child) possessed of such re-

sources that adequate contributions could be made without

undue hardship, (b) There is no child who could contribute in

any substantial way without socially undesirable hardship.

The first point to be noted is that children who are voluntar-

ily supporting their parents in whole or in part are taxed to help

take care of parents whose children are not contributing to their

support. If the contributing child is the sole support of a de-

pendent parent, he may take ,a deduction from the national in-

come tax, but if he is one of several contributors or if the parent

has resources which only require supplementation, he can take

no deduction. Thus the child who observes the scriptural in-

junctions is at a financial disadvantage, for he pays taxes for

relief, yet his own voluntary action may make his parent ineli-

gible for the receipt of public funds.

The second point to be noted is that a child may have so

little capacity to pay that a contribution, voluntary or com-

pulsory, is socially undesirable. It may prevent the child from

making suitable provision for his own child, or it may be a

factor in preventing him from marrying or having children. A
daughter may stay single to support or help support a parent,

or if married may work outside the home to get the needed

money. The elderly parent may be a member of a child’s house-

hold under circumstances that create problems, financial,

physical, and mental. Basic emotional difficulties may arise. A
parent might prefer extreme want to any action to force a child

to pay. Payment to a parent of one spouse may create serious

difficulties with the other. For reasons such as these, experienced

family case workers frequently take the position that the law

should not make the child responsible for the support of a par-
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ent. Their position would be that, if the parent lacks sufficient

resources of his own, he should be eligible for public assistance

regardless of the means or capacity to pay of a child.

If it be accepted that the child should not be held responsible

for contributing to the support of a parent, then it would seem

to follow that all the resources of the parent should be regarded

as available for his support in so far as necessary. Practically,

that means that assets such as real estate and life insurance

contracts shall be utilized in the interest of the parent if needed

and that the adult child gets as an inheritance only what was

not so required. The lien against the parent’s property for the

cost of aid extended is the simple way of enforcing such a policy.

It necessitates legal provisions to prevent gifts from parents to

children for the sake of establishing eligibility and avoiding the

lien law. Presumably such laws should make the child respon-

sible for the support of parents to the extent of any gifts or

transfers made without adequate consideration after the child

had ceased to be a dependent.

At this point attention should be called to the provisions of

the New Zealand system as described on pages 515 to 552. New
Zealand requires all persons to contribute 5 per cent of their

income to the social insurance fund. From this fund all need is

relieved, including that of elderly persons. Thus all children with

capacity to pay are contributing to a fund from which the needs

of their own parents will be met should their parents be in need.

Under such circumstances there is little reason to use liens or to

interfere with inheritances. The child has paid if he has income.

If he inherits property which produces an income for him, that

income will be subjected to the social security tax. A person

with Capacity to pay cannot leave support of his parents to

someone else unless the cost of the relief exceeds the proceeds of

his 5 per cent contribution. If he wishes, he can do more for his

parents than is thus required, but such action is voluntary.

To indicate the importance of the question of the responsibil-

ity for the support of his children of the father who is estranged

from his family a table is reproduced on page 591 taken from a
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report of the Social Security Board entitled Families Receiving

Aid to Dependent Children^ October 1942, page 27.

Reason for Lack of Support Per Cent of
or Care by the Father Total Families

Ail reasons 100.0

Not in the home 78,8
Dead.. 37.2
Estranged from family® 35.8
Incapacitated 2.7
Absent for other reasons 3.1

In the home.. 21.2
Incapacitated 19.4
Other reasons 1.8

It will be noted that estrangement from the family, which in-

cludes divorce, desertion, separation, and the father not mar-

ried to the mother, includes 35.8 per cent of the families and is

almost as important as death of the father (37.2 per cent) as a

reason for lack of paternal support. It materially exceeds inca-

pacity which accounts for 22.1 per cent (2.7 not in the home
and 19.4 in the home).

These figures demonstrate clearly that a social insurance

system which provides only for death and disability leaves

without protection a substantial number of children. If it be

assumed that children under 16 years of age require the major

time of the mother, then a substantial number of mothers are

likewise left without protection.

Under existing laws these estranged husbands are generally

liable for the support of their children. They can be brought in

court for nonsupport, ordered to pay, and committed for non-

payment. Such evidence with which we are acquainted would

suggest, however, that such a source of income is extremely un-

certain. The responsible father may be unable to pay, unwilling

to pay, or both, and not infrequently he has incurred new re-

sponsibilities for another wife and perhaps additional children.

As was noted in the discussion of O.A.S.I. and as is true under

most retirement systems, the deserted wife and children cannot

gain possession of the contributions paid by the father for his

3 Includes divorce, desertion, separation, and the father not married to the mother
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own old-age protection. From a social point of view it can be

said that the problem of making suitable and adequate provi-

sion for the children in broken homes is more complex and diffi-

cult than any other in the whole field.

The New Zealand solution deserves mention at this point. If

the deserted family has inadequate income, and if the mother

has taken appropriate court action, she and the children are

thereupon entitled to the same benefit they would receive were

the father dead, with the proviso, however, that if contributions

are received from the father, the benefits paid from the fund

will be reduced by a like sum. In other words, the mother and

the children are assured of the amount allowed by the law

whether it comes from the father or from the fund. It will be

recalled, moreover, that under the New Zealand law the rights

of the father under the system are contingent upon meeting his

responsibilities in so far as he is able. Apparently New Zealand,

like the United States, has experienced difficulty in cases where

the father for one reason or another leaves the mother to care for

herself and the children. It would be interesting to know how
well the New Zealand system is working out in actual prac-

tice. Theoretically it appears sound to determine need on

the basis of the number in the family to be provided for and to

treat the estranged father’s contribution not as a certain source

of income but merely as an offset to payments from the fund.

Need is met, regular and certain receipt of what is regarded as a

suitable minimum is assured, and the state assumes the risk of

whether the father can or cannot pay or be forced to pay.*

* From the writer^s point of view the broad conclusion regarding need is that the

number of variables is so great, especially in a country like the United States, that it is

impracticable to attempt to express need in terms of money income, uniform for the

nation as a whole. Even within a state or a community, there may be wide differences

among individual families. In cases where the need is temporary and the chances of

rehabilitation are great, it may be desirable to follow principles and practices that

would not be suitable where the need is more permanent and the chances of rehabilita-

tion comparatively slight* Legislation based on averages wili not provide suitably for

the manifold departures from average.
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THE MEANS TEST

A relief or social security system designed exclusively for re-

lieving need with a minimum collection and distribution of

funds procured through taxation or compulsory contributions

will use a means test. The present chapter will deal with the de-

fects and the merits of a means test.

DEFECTS OF THE MEANS TEST

The means test is to many persons anathema. Almost any-

thing, except total neglect of need, is better than a means test.

The explanation of this antipathy lies at least in part in the fact

that the means test was an essential element in a system cursed

with many other defects. To it are attributed faults that on

analysis appear to have resulted from other features of law or

practice. In considering defects those that are putative will be

taken up as well as those that are inherent.

Inherent in the use of the means test is ascertaining the facts

to establish need or eligibility in the individual case. The per-

son or a member of a family must supply the basic facts, for no

government so far as we know keeps for all its citizens detailed

records of all the essential facts. When facts are supplied by an

individual to be used in determining whether or not he is to

receive a grant or a benefit from public funds, it is essential that

they be verified. Verification of facts regarding the resources

and the activities of individuals or families means that public

officials are inquiring into, even probing into, personal affairs.

There was a time when such government inquiries were rarely

made on a large scale except in connection with relief adminis-

tration; but under modern conditions with wide use of income

taxes, inheritance taxes, and other taxes based on capacity to

pay, the state frequendy inquires into matters that used to be

regarded as private and personal, and the government may
check these reports by methods that strike the subject as in-

quisitorial.

593
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When the facts have been established, some governmental

agency must apply the law and the regulations to them to

determine whether the person is or is not eligible for benefits.

This process is, as a matter of fact, necessary in many forms of

social insurance where in general no means test is used, notably

under some of the benefits for widows, children, and parents

under old-age and survivors insurance, but there is an essen-

tial difference in degree. Under a means test system the agency

must not only determine eligibility or need as it is defined in

law or regulations, but also the degree of need, since under such

systems the beneficiaries generally get no more than is necessary

to bring them up to a certain standard.

A means test law commonly, although not necessarily, re-

quires the governmental agency to pass upon factors such as

the sobriety and morality of the individual or the suitability of

a mother, father, or other relative to have the care and custody

of a child. Although a trace of this sort of determination may be

involved in disqualifications for unemployment insurance bene-

fits, it is likely to be more important in means test, social secu-

rity legislation. Again it should be emphasized, however, that a

government could, if it saw fit, provide as it has done by infer-

ence say in O.A.S.I. that benefits shall be paid without any ref-

erence to character or behavior of beneficiaries.

Under the typical means test relief administration in the

United States prior to the passage of the Social Security Act, a

high degree of discretion was vested in administrative officers,

generally local administrators. In many places granting of relief

was in fact almost purely discretionary, or, if one prefers, arbi-

trary. But as administration in many of the states under the

three assistance categories of the Social Security Act and in New
Zealand under its act has demonstrated, unlimited discretion is

not inherent in such administration. The law and the rules and

regulations under the law may narrow discretion to a point

where legally it scarcely exists, and provisions may be made for

appeals at least to a higher administrative authority if not to the

courts of law. Some discretion still exists in connection with as-

certaining the facts, but experience suggests that such discre-

t
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tion is at least as likely to be exercised in favor of the applicant

as against him. The code governing means test provision against

want can be developed to the point where those concerned with

its application have almost no legislative or discretionary power.

The means test in many northern states, was identified with

settlement or residence laws. Persons naturally associated the

two. Obviously there is no necessary connection. If the law has

residence requirements, administrators must go into the ques-

tion of residence in all the detail required by the law, but if

there are no such requirements, the administrators naturally

omit such questions. But a question of residence is not a ques-

tion of means.

The old poor laws were in many instances apparently deliber-

ately designed to humiliate the recipient. Applicants might be

required to take the pauper’s oath. In several states they were

disenfranchised. Administrators not infrequendy were dis-

courteous and harsh with the poor or undoubtedly lectured

them on the virtues of work, thrift, frugality, sobriety, and

morality. Certainly such must have been the practice in New
England. As has been repeatedly pointed out, many persons

who are in need under modern social-economic conditions should

be spared humiliation so far as possible. A means test can be

administered with consideration and understanding. It neces-

sarily involves, however, an official determination of the fact

that the individual or the family is in need and that the normal

link with the system of money distribution has broken. If prcr-

vention of that degree of humiliation is essential, then a more

costly no-means test system is indicated.

A major defect of several means test systems—and this defect

is present in the Social Security Act assistance categories—is

that no device has been adopted so that sufficient appropria-

tions are made to relieve all cases of genuine need. A practice

common in some states has been to deny old-age assistance to

persons who are in want simply because all available funds have

been allotted, even if some persons whose need is much more

questionable than that of the applicant are getting benefits from

those funds. In some states inadequate appropriations have
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resulted in giving benefits in certain cases that are insufficient

to meet need. Inherently defects of this type are not due to the

means test. The New Zealand system affords an example of a

means test plan that is to a very considerable extent specially

and independently financed, although a parliamentary appro-

priation from general funds is necessary to make up the bal-

ance.

A casual examination of the figures for the no-means test

old-age and survivors insurance might suggest that this no-

means test system is free from dependence upon appropriations.

This system, as has been explained at length elsewhere, will in

: its early days not only pay all maturing benefits from its own
revenues but will develop a substantial surplus. As its true load

develops with the passing years it may, however, develop defi-

cits which will call for appropriations from general funds. If

changes in the price level occur which make the lower benefits

under this system inadequate to meet need, the meeting of need

will depend on appropriations. Improper or unsuitable financing

would not under such circumstances be attributable to the

means test.

THE MERITS OF THE MEANS TEST

To turn now to the merits of the means test, some of them

lie directly in the field of finance. Under a well-designed system,

such as that in New Zealand, practically all persons in need ac-

cording to the legal definitions are immediately given such

assistance as is necessary to relieve that need. The taxpayers,

or if one prefers the contribution payers, of today take care

of all the need existing today. The means test is the device

used to determine (i) the existence of need as defined by law

and (2) the amount of benefit necessary to relieve that need.

Under a means test system no more money is taken from the

taxpayers or contributors than is necessary to relieve need as

defined by law. There is practically no taking of money by the

exercise of the sovereign power of the state to give to persons

who are not in need. A no-means test social insurance system

avoids the inquisitorial character of the means test system by
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collecting more money than is' necessary to relieve need and dis-

tributing it among people, some ofwhom are not and never have
been in need. Such a system inevitably necessitates higher taxes

and higher contributions, although these higher taxes and con-

tributions may not be paid currently but may be passed along

to future generations.

Administration of a means test system makes representatives

of the State determine the facts in each case. If the facts disclose

that need results from a remediable cause, qualified employees

of the state can seek to have remedial action taken. Several dif-

ferent situations may be encountered, (i) The persons in need

may not themselves know the causes, the remedial actions pos-

sible, and the necessary procedures; their basic need may be for

information and guidance. (2) Whether they know the action

called for or not, they may lack the initiative and the executive

capacity to do what is required; their basic need may be for

someone to exert friendly pressure. (3) An element of anti-social

behavior may be present in the case; it may be an offense in the

eyes of the law; it may be only a failure to co-operate with the

state in efforts the state is making in the interest of all its peo-

ple of a given age or of some other particular category. Under

a means test system the state can say in effect through its repre-

sentatives: ‘‘The state will relieve your need but you, in co-

operation with the state, must seek to remedy the conditions,

that are causing or contributing to the cause of your need.’' The
need of the individual or the family is used as an incentive to

have the causes of that need removed.

Social insurance without a means test frees the individual or

the family from such pressure. It deprives the state of that de-

vice for securing co-operation and leaves it dependent on other

methods. In this connection it should again be emphasized that

beneficiaries of social insurance in very few cases have paid con-

tributions that actually cover the costs of insurance on an

actuarial basis. A considerable part of their benefits come from

general taxes, and much of the remainder may come from pre-

miums paid by others. General taxes may be meeting not only

part of the costs of the no-means test benefits but also the costs
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involved in seeking to get the beneficiary to co-operate with

the state in its activities designed for the protection and ad-

vancement of all in a category. The state more or less has to

subject some individuals to pressure; the question is what de-

vices shall be used to exert pressure.

The means test therefore involves the ascertainment of facts

that are highly personal, decisions as to eligibility or ineligibil-

ity, often the determination as to the amount of benefit, per-

haps the use of the pressure of need to secure co-operation with

the state, and official recognition of the fact that the individual

or the family is in need. These features appear to be inherent

in its use. Other objections often cited as adhering to it really

relate directly to other features of a plan. Its use permits re-

lieving need with a minimum collection and redistribution of

taxes or other compulsory contributions.



CHAPTER XXI

COVERAGE

In the present chapter we are to deal with the question,

“Who should be covered by a system of relief and social secu-

rity?” We shall start with an attempt at a very general answer

and then take up qualifications. In giving a broad answer we
shall assume that there is substantial agreement that the basic

fundamental objective of social insurance and relief is to pre-

vent anybody from being or remaining in want. The existence

of want requires the state to take appropriate action to see that

want is relieved. If that general assumption is accepted, the

broad answer to the question is simple. Every man, woman,
and child resident in the country should be covered without

any exceptions.

That answer does not mean, however, that every man, wom-
an, and child should be relieved from want in precisely the

same way, that there should be no differentiation with respect

to the causes of want, or that the social security system itself

should be all embracing. In the next chapter the question of

what causes of need should be covered by the social security

system will be taken up in detail. Here we need only point out

that certain classes of the population require treatment, cus-

todial care, or restraint in specialized public institutions. Insti-

tutional care prevents them from being in want. If they happen

to have dependents who do not require institutional care, these

dependents lie within the sphere of the social security system.

Erom the broad assumption another conclusion seems to fol-

low. Relief of actual want occupies a position of very high pri-

ority in its claims on the funds of the state. Ahead of it one

would place necessary operating costs of government, preserva-

tion of law and order, national defense, essential health protec-

tion and governmental activities essential for the continued

production of necessary goods and services. The theory under-

lying this statement is that the safety of all cannot be jeopar-
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dized for the relief of the few. In the United States, however,

governments, national, state, and local, have in the past spent

so much for governmental activities that are of lower priority

than the relief ofwant that there appears to be little danger that

such relief would jeopardize the basic essentials.

The fact should be squarely faced that our existing social

security and relief programs do violence to this basic principle

of giving relief of want an extremely high priority. Let us cite

certain concrete examples.

Many persons are in want who are not protected by old-age

and survivors insurance, unemployment insurance, or the three

relief categories of the Social Security Act. They are in theory to

be provided for under the general public assistance laws or

other laws of the several states. In fact, however, they are not

provided for at all because the states have not raised the neces-

sary funds or passed the necessary laws or set up the neces-

sary administrative machinery. Yet at the same time the

national government is levying a tax on employers to support

O.A.S.I., which provides benefits for persons some ofwhom will

not be in need at all or will not be in need to the extent of the

full amount of their benefits. Surpluses from these taxes are

built up in the national treasury, although the actual money
has been used for other purposes. These taxes on employers

are largely passed on to consumers so that the people are

paying for future old-age protection while some present-day

want remains unrelieved. Through federal action the states arc

influenced to make provision for the three relief categories of the

Social Security Act, whereas other citizens may be in far greater

want than some, perhaps many, of the old-age beneficiaries.

The classic illustration in American relief history was
W.P.A.^ To the unemployed employable who was in need

^ Some more vivid illustrations, not so well known and not involving so much money,
are to be found in resettlement projects and subsistence homesteads. Thousands of
dollars were invested in projects designed to aid a small group of specially selected

families in particular neighborhoods. Elsewhere in the same state or in neighboring

states were individuals or families almost entirely dependent for food on the distribu-

tion of surplus commodities. It is extremely difficult to understand why our govern-

ments in the emergency failed to recognize that their first obligation in the field of

social security and relief was to prevent want and that other things they did ill this

field were of secondary or even lower importance.
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and succeeded in getting a place on a W.P.A. project, the

national government, aided by some sponsors’ contributions

from state or local governments, paid a security wage. This

wage was not related to either the degree of need of the indi-

vidual nor to the number or need of persons dependent upon
him. Some got much more than was required. To the unemployed

employable who could not be assigned to a project, to his de-

pendents, and to the unemployable not provided for under a

Social Security Act category, the national government gave

nothing. Several states practically confined their own appro-

priations to programs into which federal money went and did

practically nothing for others in need. To the relatively fortu-

nate went in many cases more than was necessary while other

needy remained in want. The localities got roads, parks, play-

grounds, histories, guide books, indexes of county records, and

other things for some of which the priority was extremely low,

while some of their residents remained in desperate want. Basic

priorities got lost to view in the haste and confusion of the legis-

lation and administration.

Attention should be called in this chapter to the fact that

the existing systems of social insurance are limited in the extent

to which they actually extend protection. The details have been

given in earlier chapters and will not here be repeated, but to

summarize:

1. O.A.S.I. covers only salary and wage earners in included

occupations and establishments. Certain classes of establish-

ments or occupations are excluded, including among others

agriculture and domestic service. Persons working on their own
account are likewise excluded. Thousands who are paying con-

tributions under O.A.S.L are not protected by it because they

have not been under it long enough to be either currently

insured or fully insured. They lose coverage if they leave gain-

ful employment or move into uncovered work before they are

permanently fully insured or if they outlive the extended in-

surance available for the currently insured.

2. Unemployment insurance likewise is not all inclusive with

respect to industries and occupations. Not all workers on whose

account taxes are paid are actually insured. The number of
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weeks during which benefits are paid is limited. The persons who
have the longest periods of unemployment are the ones most
likely to be in real want, and they are the ones for whom system-

atic provision has not been made.

Perhaps the most noteworthy omission of all is that victims

of disability, either temporary or permanent, occurring before

age 65 are left to general public assistance unless they receive

payments under workmen’s compensation laws.

Thus in the United States today our systems of relief and

social security do not give assured universal coverage against

want. Some classes are assured more than that degree of cover-

age, others far less.



CHAPTER XXII

HAZARDS TO BE RECOGNIZED

In earlier chapters the evolution of relief and social security

has been briefly traced. It will be recalled that in the early days
all persons in need were largely included together regardless of

the cause of their need, the care they required, and the possibil-

ities of restoration. The treatment of all was, from the stand-

point of present day scientific knowledge, unenlightened and
often harsh. Because of the attitudes of administrators, legis-

lators, and the public at large, progress was made by isolating

from the mass special categories members of which were to re-

ceive special care and special treatment. Public opinion could

be changed with respect to a category, whereas it could not be

changed with respect to the undifferentiated mass. To make a

categorical system work under these circumstances, it was nec-

essary to set up conditions of eligibility for the special cate-

gory, because members of it were to receive what was in fact

preferred and more advantageous treatment in view of their

condition. As previously noted, to get the category freed from

old prejudices and old standards of administration, the com-
mon practice was to have the new categorical systems admin-

istered by agencies other than those operating under the poor

laws.

When the idea took hold that some of the concepts of private

voluntary insurance should be applied in the solution of prob-

lems resulting from need, legislators commonly proceeded by
categories. Independent systems were developed for selected

categories. Thus today we have in the United States experi-

ments in providing some of the concepts of insurance to old-age

protection for most but not all of the salaried and wage work-

ers and to partial unemployment protection for most of these

same workers. Need resulting from other hazards is in the main
cared for, if it is cared for at all, through other and older de-

vices.
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The fact that existing systems are incomplete and unco-or-

dinated gives rise to the question, Against what hazards should

protection be afforded? To show the nature of the issue we
shall resort to illustrations.

In a large industrial city there are several families com-

parable with respect to their degree of need and to their

composition. As dependents each family includes three children

under i6 years of age and their mother. The age of the children

is such that the mother has a full-time job in keeping house and

in caring for the children. The differences among the families

arise from differences in the hazards that have deprived the

dependents of the support of the father. These hazards may be

classified as follows:

1. The father is dead

a. From a disease not connected with his employment.

b. From an accident not connected with his employ-

ment.

c. From a disease resulting from occupational causes.

d. From an industrial accident.

2. The father is sick or disabled, either temporarily or per-

manently. The subclassifications shown under (i) above are

also applicable here.

3. The father is an unemployed employable, willing and able

to work but unable under existing economic conditions to find a

suitable job.

4. The father has deserted his family and is not contributing

to the support of his dependents.

5. The father is an alcoholic or has other habits that prevent

him from supporting his dependents.

6. The father has committed an offense and is being punished

by imprisonment.

So far as the basic minimum needs of the wife and the chil-

dren in these families are concerned, there is no substantial dif-

ference. The differences arise from the hazards that perma-
nently or temporarily deprived them of paternal support.

As one reads the list of hazards the words deserving and
undeserving may come to mind. Two points, however, must
be noted in this connection: (i) the husband who is dead
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may have been no more deserving than the one whose con-

duct on the face of the record is obviously reprehensible, and
the same may be true of the husband who is ill or disabled; and

(2) there is no necessary relationship between the hazard that

deprived the family of support and the character, behav-

ior, ability, and capacity for sound development of the

children. The basic fundamental needs of the mother and chil-

dren are not dependent on the cause responsible for their situa-

tion.

The differences in causes relate solely and exclusively to the

fathers. If relief of need is the social objective, then this classifi-

cation by cause is significant, if it is significant at all, only with

respect to the size and nature of benefits and any action to be

taken with respect to the father. If the father is living and is

unemployed or disabled, provision must be made for him in the

family budget. If he has deserted his family or if he is in an in-

stitution being housed, clothed, and fed by the state, no pro-

vision for him is necessary. What is to be done about the

fathers in the cases of failure to meet responsibility is another

matter which will not here be considered.

Two systems that cover or propose to cover all hazards have

been examined earlier in the present book, the proposed British

plan and the New Zealand system. The no-means test con-

tributory insurance system of the British plan covers all major

hazards for all persons who can make such contributions as are

required of them; all children under 16 are provided for; others

are taken care of through a means test, public assistance pro-

gram. The means test New Zealand system established qualifi-

cations and standards for all major hazards; persons in need

who cannot meet the established qualifications or who are in

need for causes not specifically mentioned in the act may be

taken care of by the administrative agency by virtue of discre-

tionary power specifically delegated to it in the law. Both these

plans practically provide coverage for all against all major haz-

ards.

To us it seems inescapable that if the object of the social

security system is to prevent want then want must be relieved

regardless of the cause which occasioned it. In other words, pro-
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vision must be made within the system for all persons who ar<"

in need. Every hazard must be provided for in one way or an-

other. The issue is how they shall be provided for systematically

and not whether some shall be included and others excluded.

To exclude need resulting from a given cause would be to fail

to make provision for those in need from that cause. The real

issues are those treated in other chapters.



CHAPTER XXIII

SIZE OF BENEFITS IN GENERAL

In the preceding chapter the conclusion was reached that

the social security system should provide benefits for all per-

sons who are in need regardless of the specific cause of their

need. The chapter following this one will deal with the special

factors that have to be considered with respect to old age, dis-

ability, sickness, unemployment, and death. Specific questions

regarding the size of benefit to be granted arise in connection

with each of them. There are, however, certain questions with

respect to the size of benefits that are common to them all,

which will be presented in the present chapter.

RELATION OF BENEHTS TO EARNINGS

Ignoring details and variants, one may say there are two

major schools of thought with respect to the size of benefits in

general. The first school maintains that the social security sys-

tem should go no further than to insure to every resident a

minimum level of living in accordance with a standard estab-

lished by the government. The government may provide this

level, as Sir William Beveridge proposed, by seeing that each

individual is provided for personally or through a parent or

guardian with enough to live according to that level regardless

of what other resources he or she may have; or, as under the

New Zealand means test system, it may if necessary supplement

his available resources with sufficient funds to bring them to the

established levels. Under either of these systems, if the individ-

ual desires more, he must get it through his own efforts or the

effort of his family.

The second school apparently takes the position that the

level of living to which an individual or family is accustomed

depends largely upon the salary or wages of the individual or

the wage earner of the family. If the individual or the family

suffers from economic reverses, the amount of benefit supplied
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by governmental action should bear some relationship to his

earnings. This school recognizes that the low-income families

have to spend a higher percentage of their income for necessi-

ties than do moderate- to high-income families. The program

advanced by this group therefore gives a subsistence benefit to

the low-income group and a larger amount to the higher-income

groups. A uniform, definite, percentage relationship between

benefit and earnings is not maintained; the low-bracket group

gets a larger percentage; but there is a relationship.

The first group regards the prevention of want as its ma-

jor objective. The size of the benefit is determined upon as

part and parcel of the determination of what is need. In view

of what has been said in earlier chapters, it is unnecessary to

discuss this point of view further. We shall instead confine our-

selves to a consideration of the arguments in favor of a relation-

ship between earnings and benefits, with some benefits mate-

rially exceeding a reasonable minimum of subsistence.

In retirement systems for public and private employees there

is a general demand for a relationship between salaries or wages

and benefits. This demand has been discussed at some length

in the chapters on the retirement systems of federal employees

and railroad workers. The demand for a relationship between

benefits and earnings is particularly insistent if the retirement

system is contributory and contributions are a percentage of

salary or wages or of salary and wages up to a specified maxi-

mum. The individual who pays the larger amount not unnatu-

rally feels that he is entitled to a larger benefit. As one reads the

original provisions regarding old-age insurance in the Social

Security Act, it appears that the framers of the act had been

greatly influenced by retirement system philosophy; as if they

planned to have a universal retirement system under which
would come almost all salary and wage workers. Because of this

application of retirement system philosophies to general old-

age insurance, it is pertinent to note similarities and differences.

Membership in a retirement system was generally made com-
pulsory not only for all new employees but for all old employees
who elected to remain in the service. If an employee or an appli-
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cant for employment did not like the retirement system, his

alternative was to get a job with a concern which had no retire-

ment system or one more to his liking. The national system is

likewise compulsory, but if an employee does not like it or re-

gards it as doing grave injustice to persons of his grade, there is

very little he can do about it. Every employer to whom he

could possibly sell his services may be under the same system.

On the establishment of a retirement system, the present

employees cannot be assessed for any great part of the cost of

paying benefits with respect to services rendered prior to its

adoption. If the employer has low-bracket employees, the per-

centage of their pay withheld as contributions may not, even

in the case of new entrants, be sufficient to pay the same pro-

portion of the cost of their benefits that the higher-bracket em-

ployees are paying. The employer must therefore contribute (i)

most of the cost of benefits allowed for past services, and (2)

a higher proportion of the cost of the benefits for the low-paid

workers than he is paying for his high-bracket workers.

The universal national O.A.S.I. retirement system faced this

same problem, inherent in making benefits relate to salary and

wages if adequate benefits are to be paid lower-bracket employ-

ees and if sufficient benefits are to be granted workers who retire

in the early years of the system. The employers or the general

taxpayers must contribute heavily. There was, however, a

fundamental difference between the universal system and the

individual employer systems.

Under an individual employer system the employer’s money
went to his own employees. If he paid well and had few low-

paid employees, relatively large contributions for low-paid em-

ployees was not a significant matter. Under the universal na-

tional system, the taxes paid by the employer with high salary

and wage standards with high regularity of employment go to

pay the benefits for employees of employers who pay low wages

or furnish irregular or intermittent employment. The employer

who is conducting his business in a high cost-of-living, urban

center is helping pay the benefits given to low-paid workers in

low cost-of-living areas. Neither he nor his own employees will
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in the long run derive any substantial benefit from his contribu-

tions. If his employees are paid enough to subject them to sub-

stantial federal taxes, they may in the long run be better off

without the system than with it. Thus such a system involves

a redistribution of earnings not inherent in anything approach-

ing the same degree in employer retirement funds. The higher

the benefit schedules the greater the degree of such redistribu-

tion.

RELATION OF BENEFITS TO COST OF LIVING

A national system confronts another difficulty arising from

variations in the cost of living and the level of living in different

sections of the country. These variations have already been dis-

cussed at some length in the chapter on need, and that discus-

sion will not here be summarized. The significant point here is

that the United States has these wide variations; whether they

are due to differences in cost or differences in levels is not for the

moment material. Politically it is inexpedient for the national

government under a nationally operated system to use a differ-

ent benefit formula for different sections of the country or for

different areas within a state. A universal national benefit for-

mula is almost inevitable in a nationalized system.

The national old-age insurance system establishes a relation-

ship between the amount of benefit and wages or salaries. Wages
and salaries have a relationship to cost of living and levels of

living. Thus there is an indirect relationship between old-age

insurance benefits and the cost and level of living. Indeed the

relationship of benefits to wages and salaries may have been

adopted in part to secure this indirect relationship.

How satisfactory is this method of establishing a relationship

to the cost and level of living from an economic and social point

of view? The economic and social implications can be most
easily brought out by another question, “How satisfactory

from a social and economic standpoint is an income of ^2,400

a year for a family consisting of a man and wife and three chil-

dren under 18 years of age?” The father of such a family offered

work at ^2,400 a year would ask where the job was and what
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it would cost him to live in that community. Such a family

income is one thing in New York City or Washington, D. C.

and quite a different thing in the rural South or even in rural

New England. In the two cities named, practically the whole

sum would have to go for the necessaries of a minimum health

and decency level of living with little margin for saving. Prior

to World War II in many rural areas a satisfactory house could

be purchased for between $2,000 and $3,600 or rented for $15

to $30 a month. With a little effort the family could supply

many of their needs for food without expenditure of cash. With
prudent management such an income would permit of substan-

tial savings. Consistent earnings of such an income with good

management would make the man in his later years on a modest

scale a capitalist.

Under the O.A.S.I. formula, average annual earnings of faoo

a month for 35 years would yield a man retiring after attaining

the age of 65 a benefit of 5547.2,5 a month. If he had an eligible

wife, also 65 years of age or over, she could draw $23 .62,
giving

the couple a total of I70.87. For a couple in a rural community

who have lived prudently and have managed their savings with

reasonable skill, a benefit of I70.87 a month added to their

other resources would mean a living well above a minimum
health and decency standard. It is questionable whether at any

time since the outbreak of World War I I47.25 a montli for

a single person or 170,87 for a married couple would have

produced anything approaching a minimum health and de-

cency standard in Washington.

For the man who has earned an average of I50 a month for

35 years the O.A.S.I. formula would yield $2J a month for a

man 65 years of age or over and $13.50 for his wife if eligible, a

total of $40 .50 . In a rural community with a low cost and level

of living I40.50 would mean no great change. In a metropolitan

center such as New York City or in Washington, average earn-

ings of as little as $50 3. month would suggest that the man had

not as a matter of fact been supporting himself, his wife, and

his children on so small a sum. Investigation would probably re-

veal either that he had other earnings not included under the
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system or that he had other sources of income. In high-cost-

of-living cities two or more wage earners in a family are

necessary if the principal breadwinner cannot average mate-

rially better than I50 a month. It will be recalled, however, that

where husband and wife have both worked in covered employ-

ments and paid social security taxes, the wife cannot draw both

the benefit which she has earned through her own labor and the

benefit to which she would have been entitled through her hus-

band had she never worked in covered employment. She can

take whichever is the larger, but she cannot take both.

The O.A.S.I. benefits are based on average monthly earn-

ings for the entire period of covered employment. The use

of average earnings throughout service leads to some strik-

ing differences between (i) employees who reach their maxi-

mum earnings fairly soon after beginning work and hold them

fairly consistently throughout, (2) employees who start low

but work up gradually and fairly consistently throughout

service, and (3) employees who start at close to their maximum,
hold fairly consistently during the years of their physical

strength and vigor, and drop after that vigor is lost. Highly

skilled labor typifies the first group; professional workers, and

successful clerical and sales people, the second; and unskilled

manual laborers the third. Relating the amount of benefits to

average earnings throughout the wwking years makes retire-

ment particularly difficult for the most successful people, who
have advanced gradually but consistently during the years.

It makes a wide gulf between their benefits based on average

earnings and the salary or wages they were earning when they

reached the retirement age. On the other hand it encourages

prompt retirement for persons whose earnings are declining

rapidly.

The use of a national formula for relating benefits to earnings

and thus remotely and without any considerable degree of pre-

cision to cost of living and levels of living is a highly unsatis-

factory method for a nation such as the United States with its

wide variations in costs and levels of living.

Wide variations in costs and levels of living likewise preclude
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the adoption by the United States of uniform money standards

such as are used for the means test New Zealand system. They
would at best be right on the average, but they would be grossly

harsh in the great industrial cities, particularly in the North,

and they would be unnecessarily liberal in rural areas, partic-

ularly in the South. Should the political pressure of the indus-

trial centers bring the national standards to a satisfactory

level for workers in those areas, benefits in the rural areas

would often equal and perhaps in many instances exceed pre-

vailing wages. Action taken to raise prevailing wages to ex-

ceed benefits by a sufficient margin to make work preferable

to retirement would greatly increase the cost of commodities

produced in those areas and the prices which would have to

be charged for themd
Wide variations in costs and levels of living likewise pre-

clude the successful use in the United States of a flat mini-

mum of subsistence benefit throughout the nation, such as

was proposed for Britain by Sir William Beveridge. Sir Wil-

liam^ himself recognized that even in as compact and homo-

geneous a country as Great Britain the flat benefits might

have to be supplemented by extra allowances for rent in London

and other high-rent districts. In a few agricultural areas in

Britain, too, the uniform national minimum benefit as proposed

by Sir William might have exceeded the prevailing wage. Those

agricultural enterprises, desired for purposes of national defense,

would probably have to be subsidized by the state if they were

to pay a prevailing wage as high as the standard uniform flat

rate benefit. It is generally admitted that the social security

schemes will not work satisfactorily if persons on benefit get

more money than the active workers who are producing the

^ Query: If subsidies are to be used in adjusting wages and earnings to make a social

security benefit plan work, would it be better to subsidize the municipal services which

make rents and the cost of living so high in urban industrial communities and relieve

real estate of some of the burden of the resulting taxation? Then the cost of living in

these centers could be reduced. If rural industry is subsidized where shelter is relatively

cheap, the subsidies may go largely for things not essential to maintain a reasonable level

ofliving. The big cities are the places where essential costs are high.

® It will be recalled that the British government did not accept Sir William’s pro-

posals on this point but made some reduction in the standard. See p. 477.



BIZE OF BENEFITS6t4

goods and services to maintain the beneficiaries. For too many
persons there is no incentive to work if they can get more being

idle.

If benefits are to be related to the cost of living and prevailing

level of living in the various parts of the United States three

devices deserve consideration.

1. A very difficult one: To attempt to define national

standards in terms of essentials for food, clothing, shelter,

recreation, medical care, and the like, and to base the amount

of the benefit in money on what these items cost in the partic-

ular area.

2. To classify communities or areas on the basis of costs of

living and levels of living in those areas and to have for each

class of community or area a benefit scale.

3. To have the national government abandon all efforts to

operate and set uniform monetary benefits in any part of the

social security system but instead to rely entirely upon the

grant-in-aid system or the tax-control system now used for

unemployment insurance. Under such a system the national

government would set certain minimum standards with which

all states would have to comply. These standards would be

appropriate for the lowest cost or lowest level of living states

and would be adjusted from time to time to correct for changes

in prices and other factors. States which deemed those mini-

mum levels unsatisfactory to meet their situation would raise

their level above that required under federal law.

Both the first and second devices, if used by the national

government, involve a monetary although not necessarily an

actual discrimination between sections of the country. Politi-

cally, in our judgment, such discrimination is highly inex-

pedient. Pressures develop under this kind of a system in a

democracy. Voters in an area will demand that action be taken

that will raise the benefits in their area. It is extremely difficult

for elected officials to resist these pressures. Top ranking ad-

ministrators, politically appointed, may be only a little less

sensitive to this pressure, for they know they will go out on a

change of administration.
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Use of the state legislatures and the state administrators

appears to be the feasible solution if benefits under a social

security system are to be based on need or are to be related

directly to levels and cost of living. This subject will be further

considered in subsequent chapters.

RELATION OF BENEHTS TO COSTS OF THE SYSTEM

Although the cost of social security systems is to be con-

sidered in detail in later chapters, it seems necessary to present

here a broad statement of cost as it affects the general question

of the proper or desirable level of benefits.

If need is to be relieved, it can be done at the lowest cost

by (i) paying benefits only to those who are in need and

(2.) making the benefits only as large as is necessary to relieve

need. Under such a system the cost will depend on the exact

standards used to measure need. If these standards are strictly

or conservatively fixed and administered at a point no higher

than is necessary to relieve need, the country has practically

the lowest cost system that can be devised. Every action taken

to increase benefits above this level increases costs. The use of

the means test has already been discussed. Here we are con-

cerned only with levels of benefits.

Some readers will at once ask, “Should people be required to

get along on what will be a bare minimum of subsistence in a

country which can afford far more?” Few persons no matter

how conservative want large numbers living at a minimum of

subsistence. The more conservative will ask, however, “How far

should the sovereign power of the state be used to take property

from one group to give to another after need has been re-

lieved?” After need has been relieved, should not persons be

dependent on their own activities and upon their own thrift and

savings? After need has been relieved, should not public funds

be used for developing and perfecting public services and

opportunities available for all who can profit by them rather

than in giving publicly collected funds to individuals? These

opposing points of view raise again the issues discussed at

length in the chapter on need.
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The larger the benefits the larger the amount of money which

must be collected and distributed by the government. The
more money taken by the government from the taxpayers,

directly or indirectly, the less margin the individual has to use

as he sees fit. It is possible to develop a social security sys-

tem to a point where many individuals will find all their

margin absorbed by social security contributions and other

taxes. They will have little with which they can do as they

please. They will have little for voluntary insurance or savings,

but it may be said they will have little reason to save, for the

state has provided for them through social security. Com-
pulsory saving through social security has been substituted for

voluntary saving. No longer can a person spend what he’should

have saved and run the risk of ending up with only a minimum
of subsistence and that given him by the state after a means
test. It is probably fair to say that the higher the benefits under

a social security system the less personal freedom with respect

to property remains to the individual.

Brief reference should again be made to the dangers inherent

in a system that does not immediately assume the full load but

will have a progressively heavier burden in each ensuing year

for some eighty years. The larger the benefits promised under

such a system the greater this danger. Unfortunately it is easy

to promise large benefits if the promise involves no immediate

costs. Large money benefits payable in the fairly distant future

will, moreover, only be large real benefits if purchasing power
is maintained. If promises can only be fulfilled by government

depreciation of the currency, the promises do more harm than

good.



CHAPTER XXIV

FACTORS AFFECTING SPECIFIC BENEFITS

In the preceding chapter broad factors were considered

regarding the general level of benefits for the system as a whole.

The present chapter will deal with special factors regarding

benefits in the case of (i) old age, (2) disability, (3) sickness,

(4) unemployment, and (5) death.

OLD-AGE BENEHTS

The first question which should be answered with respect to

an old-age benefit in a social security system is “What is its

purpose?” The major purpose, beyond argument, is to provide

at least a subsistence level of living for persons who because

of their age are no longer able to earn a living for themselves

and, in the case of married women, can no longer be supported

by their husbands.

In the case of individual employer or industry retirement

funds, a definitely recognized objective was to enable the

employer, without committing a grave injustice, to retire an

employee when his effectiveness began to wane because of

advancing age, and to be in a position to replace the old worker

with a younger one, presumably more efficient. That replace-

ment, moreover, opened up opportunities for the younger

employees to advance to the higher positions and, as the phrase

ran, “resulted in promotions all down the line.” To secure these

results without embarrassment or hard feeling, most retirement

systems provided a compulsory retirement age, although many
systems permitted continuance beyond the compulsory age,

usually in the discretion of the employer. Thus a major ob-

jective was to permit an organization to maintain its efficiency

and still not do a grave injustice to the individual. To prevent

injustices to workers who had attained the more responsible,

more highly paid positions, substantial retirement allowances

were paid to them. Not infrequently average salary in the last

617
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five years or average salary in the five best consecutive years

was the basis.

Should a governmentally operated social security, old-age

system adopt such an objective in addition to the objective of

promising persons at least a minimum of security in their old

age? The objective of government, it would seem, should be,

in so far as possible, to maintain conditions under which all

persons willing and able to work can secure employment. The

interests of the country as a whole are apparently best served

when the largest proportion of its citizens are engaged in

activities that are immediately or prospectively productive.

The elderly person still rendering useful service is more of a

social and economic asset than the one who has laid aside his

work and become dependent on his own accumulations or upon

the work of others.

Is such a point of view inconsiderate of the interests of

elderly people? Elderly workers can be divided into two

broad classes: (i) those who are so far disabled, whether from

a specific cause or from a general slowing down, that they

cannot support themselves, and (2) those who although well

along in years are still able to render effective service. Provision

obviously must be made for those in the first group who have

no other available resources. It is the second group with which

we are here concerned.

Elderly people who are still able to render effective service

differ widely in their interests and desires. At one extreme are

those whose desire is to remain at work so long as health

permits. As a rule they have had a deep interest in and en-

thusiasm for their work. At the other extreme are those who
stress their desire to retire while they are still young enough

to enjoy retirement. Work is something done to secure a living.

If a living were available without work, they would prefer to

devote their time to other activities, free from the discipline

and compulsions that are involved in group enterprises.

With respect to the elderly people who desire to remain at

work, the question is whether a social security system adopted
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by a government should contain anything like the compulsory
retirement provisions of an individual employer or individual

industry retirement system. These provisions are part of the

system of personnel administration in that particular organiza-

tion. Has the government a like reason for including such

clauses?

With respect to those who wish to retire while they are still

young enough to enjoy it, are there valid distinctions among
(i) those who retire on their personal accumulations either

earned and saved or inherited; (2) those who have worked in

establishments where formal or informal negotiations between

employer and employee have resulted in provisions permitting

retirement at an early age, without disability, on a benefit,

sufficiendy substantial so that securing another job is not

imperative; and (3) those who retire under a state social

security system so designed that the high costs of early retire-

ments are borne in the main by taxes on employers,—pre-

sumably passed along to consumers—and by general taxes?

Upon one’s answers to these questions will turn in no small

measure one’s opinion as to the size of the old-age benefits

which should be provided and the age at which one should be

entitled to retire solely and exclusively by proving attained

age.

In arriving at a decision on these questions some persons

will want information as to relative costs. For their convenience

on page 620 we shall include two tables bearing on that sub-

ject. The first will be based on the population of the United

States, showing numbers at or over 55, 60, 65, 70, and 75,

respectively, with the costs of furnishing each individual at

or above the specified age a benefit of $100 and ^400 a year.

The second will deal with white men at each of those ages and

will give (i) their average remaining lifetime, (2) the present

value of a life annuity of ^loo for about that expectancy, and

(3) the present value of a life annuity of I400 for about that

expectancy. For the present values of the annuities, 3 per cent

interest is assumed.
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On examining these tables the reader may note that to pay

an annuity of ^400 a year to each person in the population

70 years of age or over would cost about 2.1 billion dollars a

year. Decreasing the age limit to 60 years would increase the

cost to about 5.5 billions or by about 3.4 billion dollars. The
present value of the annuity for the white man 70 years of age

would be roughly $3,116 whereas that for the one 60 years of

age would be roughly 14,776.

Population Above Certain Specified Ages, 1940

Specified Age
Population

(In thousands)

Cost in Millions of a Pension per
Annum of

$100 Each $400 Each

75 years or over 2,643 $264 $1,056
70 years or over 5,213 521 2,084
65 years or over 9,019 902 3,608
60 years or over 13,748 1,375 5,500
55 years or over 19,592 1,959 7,836

Average Future Lifetime and Annuity Values, White Males of Specified Ages

White Males of Specified Age

Specified Age Average
Future

Approximate Present Value of Annuity for

Average Future Lifetime

Lifetime* Years $100 $400

75 years. 7.1 7 $623
779

$2,492
3,116
3,980
4,776
5,500

70 years 9.3 9
65 years 11.9 12 995
60 years 14.9 15 1,194
55 years 18.2 18 i;375

* Bureau of the Census, United States Abridged Life Tables^ i9SO-jg (Preliminary).

Figures for the annuity of |ioo a year have been included in

these tables for the convenience of anyone who desires to figure

annuities of other amounts. An annuity of $900 would, for

example, cost 9 times as much as an annuity of $100. At age 65

an annuity of I900 a year for a white male would have a present

value of $8,955, whereas a like annuity for the white man of 70
would have a present value of $7,011.

Reduction of the age at retirement greatly adds to the cost

of the system at any given rate of benefit. As rates of benefit
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are raised for any age, moreover, the inducement offered to

persons to retire on benefit is greater. A low rate of benefit, such

as the uniform minimum of subsistence of the Beveridge plan,

offers a minimum inducement to retire. It will be recalled,

moreover, that the Beveridge plan offers some inducements for

persons to remain active after attaining the retirement age,

by promising higher benefits to those who retire later. That
plan, however, does not increase the benefit by the full saving

in costs resulting from late retirements, and hence the fund

profits from them.

Where the minimum age for eligibility for old-age benefits

should be placed will depend in no small measure on whether

benefits have been provided for disability occurring before

the retirement age and the relationship between the old-age

benefit and the disability benefit.

The Beveridge plan, it will be recalled, pays the same

standard benefit, a liberal minimum, whether the worker is

disabled before he reaches the retirement age or whether he

retires on reaching that age. So far as the worker is concerned,

he gets no more for age retirement if he withdraws voluntarily

on attaining the minimum required age than if he is retired

earlier because of disability. From his point of view the differ-

ence is, if he desires to retire at an earlier age than the one

fixed for the old-age pension, he must prove disability or un-

employment, and he may be called upon from time to time

thereafter to prove the continuance of the disability or un-

employment. After he has attained the minimum age for old-

age pension, he does not have to prove either disability or

unemployment in the first instances, nor may he be called

upon thereafter to demonstrate the continued existence of

either the disability or the unemployment.

Under the Beveridge plan the minimum retirement age is

simply the point at which the law will assume disability or

unemployability by the mere proof of age. W'hen that age has

been attained, the worker is free to decide for himself whether

he will keep on working so long as he is able or whether he will

retire and enjoy leisure. The Beveridge plan gives him no more
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than the standard uniform minimum no matter what his

earnings have been. The life of leisure^ therefore^ cannot hold

forth much attraction to an individual unless he has means to

supplement the old-age pension under the social security

system.

The present situation in the United States is radically

difFerentj basically because no special provision has been made
for disability occurring before attainment of the retirement

age, except in certain employer or industrial retirement systems

or in cases of occupational accidents or diseases covered by

workmen’s compensation. For many persons attainment of the

age line established for old-age assistance or for old-age and

survivors insurance represents the first protection from the

uncertainties of general public assistance.

Where the age line is drawn is thus far more vital in the

United States than it is under the Beveridge plan. The in-

dividual below it who is disabled may have little or nothing

for himself and those dependent upon him, whereas the covered

employee who is above it may be reasonably well provided for

either through his benefits, through his own resources, or

through the two in combination. This discrimination results

apparently from three principal factors: (i) our concentration

on categories has prevented us from seeing that want however

caused is the heart of our problem; (2) powerful political

pressure groups have developed to further provisions for the

aged and the unemployed; and (3) categories require the

establishment of rules of eligibility, and rules of eligibility are

almost invariably based on standards applicable to that

particular category.

Chronological age is a poor indicator of the mental and

physical condition of the individual and his elasticity and ad-

justability. Reference has already been made to persons whose
value remains high long after they have passed their 65th birth-

day. Here we are basically concerned with persons whose powers
are seriously diminished long before they have attained that

age. Some of us have known men and women who although

still in their fifties acted, and even appeared, really old. Per-
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formance of their accustomed routine duties deteriorated, and
it was quite out of the question to give them new assignments

requiring the acquisition of new knowledge, new skills, and new
interests.

As one begins at say 70 years of age and goes down the age

classes the chances that the employee will have family re-

sponsibilities increase. Children over 16 years of age but still in

educational institutions are encountered first and then children

under 16.

The high costs of old-age pensions available at ages under

65 years make them a doubtful wisdom. A basic issue in the

United States is whether the sovereign power of government

should be used to give no-means test pensions of more than a

reasonable minimum of subsistence to persons 65 years of age

or over before any provision has been made for many disabled,

before they have attained 65.

Attention should at this point be called to the extent to which

the old-age concept has entered the provisions for wives and

surviving widows in the national old-age and survivors in-

surance. To be eligible for benefit the wife of the retired worker

and the widow with no child under 16 years of age must have

attained the age of 65. No consideration has been given to her

physical or mental condition, to her training and experience for

getting a job, and supporting herself. If she is mentally or

physically unfit, or if economic conditions preclude successful

employment, she must depend on the uncertain general public

assistance if her husband’s primary benefit under O.A.S.I. and

the family’s resources are insufficient for her support.

DISABILITY BENEFITS

In individual employer and industrial retirement systems,

three related questions are commonly encountered with respect

to disability provisions:

I. Should any provisions with respect to disability protection

be included?

a. If disability provisions are included, how long should an

employee have to serve before being actually insured?
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3. How large should disability benefits be?

We shall take up these questions in the order given, to get the

contrasts between the retirement point of view and social

security.

Employers frequently draw a sharp distinction between (i)

disability resulting from an accident or disease directly con-

nected with service rendered for them, and (2) disability

resulting from other causes. We shall for the present confine our

discussion to the second group, nonservice connected accidents

and diseases.

Employers frequently take the position that they are in no

sense responsible for the accident or the disease that is not

connected with the service rendered them. Provision for such

disability is the responsibility of the individual. To give a

specific illustration, on a holiday week end an employee driving

his own car on a pleasure trip has an automobile accident that

permanently and totally disables him. Although the company
may voluntarily deal generously with him with respect to sick

leave for a few weeks, it takes the position that it is under

no financial or moral obligation to give him a benefit for the

balance of his life. That responsibility rests first on him, then

on his relatives, and finally on the state. Similarly a young

girl recently employed in the office develops tuberculosis and

has to go to a sanatorium for long treatment. The final outcome

is at the outset uncertain. Again the company says, “The
financial responsibility rests on the individual, the relatives,

and the state.” The costs of such accidents and diseases are in

no sense a cost of production of the goods made or the services

rendered by the company. They are general social costs.

When an employer establishes a compulsory, contributory,

old-age retirement system, the employees generally abhor the

forfeiture which results if an employee who has been con-

tributing for some years becomes totally disabled and can never

qualify for a benefit. As a very minimum they insist that in

event of disability, or death in the active service, all an em-
ployee’s contributions toward old age, with interest, shall be

returned to him or to his dependents. Employers very com-
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monly have seen the justice of this position. Many of them have
appreciated that the conditions of employment which they

offer employees will be more attractive if something more than

a mere return of contributions with interest is included in their

retirement systems.

They must, however, protect themselves from the possibly

heavy costs of generalized disability insurance. Protection

against these heavy costs is generally achieved in three ways:

1. A fairly rigid medical examination is given all new em-

ployees before they are actually employed. Bad risks are

rejected.

2. Employees are required to serve a specified number of

years before they are insured against disability. A requirement

of five years of service for eligibility would be commonly
regarded as generous.

3. The amount of the benefit is commonly related not to the

need of the employee but to such factors as years of service,

amount of contributions, and salary or wages earned. Fre-

quently the size of the benefit does not approach social ade-

quacy until the employee is nearing the retirement age. In well-

designed retirement systems, the disability benefit in the later

years of working life for the employee of long service gradually

merges into the old-age benefit and is not much smaller than

that benefit. Thus the disability benefit is an adjunct to the

old-age benefit.

From the point of view of social security and relief of want,

it would seem that provision by the state for need resulting

from disability should be on an entirely different basis.

1. The employer for valid reasons declines to hire the poor

risk. He must protect the fund made up of his own and his em-

ployees’ contributions, and in certain instances he must protect

the health and safety of his employees.

2. The applicant for employment who is a poor risk cannot

secure, at least for any reasonable premium, either life in-

surance or disability insurance. In fact the experience of

voluntary insurance with health insurance other than accident

has been such that even a person who is a good health risk has
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difficulty in securing it. Voluntary insurance purely for old-age

protection is readily available because one has to live to draw it,

but the risks of disability are so uncertain that society as a

whole has to underwrite them if they are to be underwritten.

3. The amount of benefit necessary to relieve want is not

direcdy and positively connected with the age at which

disability occurs. The requirements in the case of the male

worker follow a pattern something like this. While he is single,

they are relatively low. When he marries and has young

children, they are high for he must provide both for the children

and for the services the mother must give them. It is in this

period that the demands for necessaries are at their peak. As the

children advance in years, the demands for absolute necessaries

may grow less, although the father may be spending more in

his eiforts to fit his children to render more valuable services to

the economy and to achieve a greater degree of economic

security. As he grows older, moreover, if he has been diligent,

thrifty, and reasonably successful, he has accumulated some
resources which can be utilized in event of disability occurring

in his later years, when he and perhaps his wife are the principal

ones dependent on his resources.

To the writer nothing in this whole field is more difficult to

understand than a philosophy that provides no-means test old-

age protection before action has been taken to insure the

minimum essentials to those persons disabled in the early years

oflife. The effect is heightened by the fact that O.A.S.I. actually

involves a forfeiture if a person who has been contributing for

years is disabled before he is fully insured or if at the time he

became disabled, he was currently insured but subsequently

lived beyond the extended term of that insurance. Even were he

fully insured at the time of disability, he would have to wait for

a benefit until he had attained the age of 65. Should he die be-

fore age 65, his wife would in her turn have to attain the age of

65 to be eligible as his survivor unless she had children under 16.

Designers of employer or industry retirement systems are,

it seems to us, right in taking the position that the primary

responsibility for provision for ordinary disability rests (i) on
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the individual^ (2) on the relatives, and (3) on the state. It

would therefore seem to us that a first obligation of the state is

to make systematic provision to relieve need among the dis-

abled, especially the younger ones, who have had little or no

opportunity to make provisions for themselves through their

own savings.

The fact of need resulting from disability should be the only

criteria necessary for establishing eligibility. Any requirement

of contributions or coverage by a contributory system for any

specified number of years places mechanisms above the real

objectives mechanisms are designed to serve. The amount of

benefit should be at least such a sum as added to the available

resources of the disabled will give him and those dependent on

him a suitable minimum.

The number of eligibles in this category is probably too small

and the individuals are too scattered to make them an effective

political pressure group. Apparently one of the severest tests

that lies ahead for democracy is whether it can determine

priorities on the basis of need and social justice in the public

interest rather than on the basis of the power of pressure groups.

What has been said thus far relates to disabilities . not

resulting from service-connected accidents and diseases. In

considering them some classification as to cause is desirable.

They may result from:

1. Something inherent in the job or process that has not yet

yielded to scientific progress. If society is to have the product

or the service, disability is part of the price.

2. The particular employer or the industry has failed to

install the necessary safety devices or is using an old or a

cheaper process when a new or safer one is available.

3. An employer or an indifstry is making a product or is

rendering a service which is inherently dangerous when an

alternative product or service is available.

4. Employees, with or without pressure from their em-

pioyers, operate equipment that is in bad condition.

5. An employee regularly or on occasion fails to use the

safety devices or to follow the safety rules. Employers or fore-
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men may know of these violations and ignore them Because

violations speed production, or the employer or foreman may
seek to the best of his ability to enforce full compliance with

all safety requirements-

6. An employee may be permitted to work when he is not in

full normal control of all his faculties.

The fact will be recalled that the victim of the industrial

accident in a substantial number of cases is not the person

guilty of the fault. He may be injured by the negligence of his

employer or of a fellow employee.

So far as need is concerned the fact that the accident or

disease resulted from industrial causes makes no difference. It

is no greater or no less than if the disabling accident or disease

was not service connected. But concepts of public policy and of

legal rights and responsibilities may be very different. Again

we shall resort to examples, assuming in each case that the

totally disabled breadwinner was the sole support of a wife

and two young children.

A was disabled while driving his own automobile. The
accident was entirely his fault. Had he not been so severely

injured, he would have been prosecuted for reckless driving.

He has no cause of action against another.

B, likewise injured while driving for pleasure, was injured

through the fault of another. We shall subdivide this case into

two, Bi and Ba. Both have a cause of action against the other

driver. Bi can collect because the other driver is insured or has

means. Ba gets a judgment, but he cannot collect on it because

the driver of the other car is not insured and has no property.

C was injured in the performance of his duties through no

fault of his own. The insurance carrier under the workmen's

compensation law is prepared to make a settlement which will

provide substantially more than a minimum of subsistence.

D was injured in the performance of his duties, but the evi-

dence is conclusive that he was grossly and deliberately

negligent. Except when under immediate supervision, he would

not use the safety devices supplied and maintained in excellent
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condition by his employer. The use of these devices was manda-
tory under the shop rules, and the foremen did their best to

enforce them. He had done the work for several years without

the safety devices before they were invented, never had had an

accident, and believed a good experienced man like himself did

not need them. The insurance carrier and the employer had
taken the position that the industrial commission and perhaps

the courts should determine the extent of liability under the law.

We shall not go further here than to present the issue. The
need ol the wife and children for a minimum of support from

public funds if necessary is clear. Whether more should be given

under certain circumstances is another matter, a complex one

which requires far more study than we have given it.

SICKNESS

Need may result from sickness or accident that temporarily

disables a wage earner of the family or the housewife or house

manager. It may result in a need for medical care, which con-

stitutes a separate problem which we shall not discuss here.

It may also result in a marked fall in family income through

temporary loss of wages of workers, or through the necessity

of hiring extra help to do what the housewife ordinarily does,

or through a combination of the two. When the housewife is

ill, some other member of the family may stay home from

school or work to help out, washing may be sent to the laundry,

meals may be eaten out, and the whole economy of the house-

hold may be upset.

The pregnancy of the mother may be the disturbing factor.

Despite her condition she may be under compulsion to continue

to do ail the work she customarily does. The doctor’s orders

may call for greatly reduced activities both before and after

the birth of the child and for special diets throughout both

periods. All may be part of a public health program designed

to reduce both infant and maternal mortality.

The question may be raised as to how far temporary disa-

bility resulting from sickness or accident is in and of itself a
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cause of need. It is unquestionably tnue that families already

in need or barely above the level of need are generally unable

to meet the extra burdens of temporary disability. Families

higher in the scale have in the past met them from savings or

credit or a combination of the two. Many a family of comfort-

able means has seen its reserves dwindle and its debt increase

because of temporary disability of one or more members,

although it is probably true that the costs of medical care are

often as important a factor as loss of earnings or the costs of

extra service in the home.

Three types of families may be distinguished with respect to

temporary or even partial disability:

1. Those who almost entirely escape any serious costs and

have only small bills for dental care or care of the eyes.

2. Those who go for years without any serious costs and then

for a relatively brief period encounter extremely heavy costs.

3. Those for whom relatively high costs are normal, either

because of the presence of chronic difficulties, or because some

members seem fated to contract every illness that is going the

rounds or to have accidents.

For families normally above the level of real need, the issue

seems to be whether the costs of temporary or partial disability

should be spread by an insurance system; whether the families

which escape should help pay the costs for families whose

temporary or partial disability seems to be almost ever present;

and whether families in their good years should pay for the

right to be cared for in their bad years at low cost.

Such a situation does not yield very well to competitive

voluntary insurance because of the element of selection of

risks. A company which selects carefully and excludes all

suffering from chronic difficulties and all having a poor past

history can sell insurance cheaper than one which does not

select. The voluntary insurance company in a competitive situa-

tion could assume responsibility for the known and obviously

poor risks for the same premium it is charging the preferred

risks. Under a competitive voluntary system, a classification
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according to the degree of risk, resembling for example that in

accident insurance, would be necessary.

If collectivism of insurance is to be introduced there appear
to be certain choices:

1. For the state to make health and accident insurance

mandatory for all, admitting all regardless of the degree of

risk and forcing the excellent risks to help pay the costs for the

poor risks.

2. For the state to require that all be insured either under

approved and regulated private companies or under a state

system operated primarily to provide insurance for those risks

which are so bad private companies will not take them. The
premium rates charged by the state system would be com-
parable to the rates charged by the private companies. Excess

losses resulting from handling the poor risks would have to be

paid from public funds.

3. For the state greatly to liberalize the provisions under

which the costs of medical care can be deducted from income

and other taxes. The state would then pay a high percentage of

the cost of medical care indirectly through a loss of receipts

from taxation and not directly by a formal insurance system.

Its rules and regulations governing the amount of allowable

deductions would then be the instrument of control. Con-

ceivably, for example, the rules might permit of a deduction of

actual expenditures for a hospital bed but not exceeding a

certain amount per day. The person who elected to occupy a

de luxe room in an exclusive hospital would have to pay for all

the costs above the maximum allowable deduction. Similarly

there would be a schedule of operations with a maximum
allowable deduction for each one. The taxpayer could deduct

his actual expenditures up to that maximum. If he elected

to employ a surgeon who charged more than the maximum, he

would have to pay the difference from his own pocket.

Under such a system, allowable deductions would be cumula-

tive. The family, for example, which in any year spent more for

allowed medical care than the amount of its income or other
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tax for that year would carry over the balance of its deductions

to the succeeding year or even to succeeding years. The state

would say in effect, “Necessary medical care, as it has been

defined by law, has destroyed your capacity to pay by that

extent.” Patient and physician would still have the old rela-

tionship except that the practitioners might find it difficult to

charge more than the maximum allowable fee. From time to

time the state would make investigations as to the truth of the

reports on deductions, as it has to make other investigations of

deductions.

Such a system would not provide for persons whose income

and resources are so low that they pay far more for sickness

and medical care than they ever pay in income taxes. For them

the state itself would in many instances have to pay the costs

of medical care because the persons are in actual need. With

respect to these cases the state would exercise a greater degree

of control over the medical and related professions than it

would in cases where an individual or the family is not in need.

Money payments to a family to enable it to pay for medical

care, to hire additional help, or to purchase medicines or special

articles of diet present one difficulty; the family may not apply

the money for the purpose for which it was given. In many
instances where money is to be used for a specific purpose, it

has been found necessary for someone outside the family to

supervise the expenditure. These devices are sometimes used:

(i) the person who renders the service presents the bills to the

agency supplying the money, and the agency pays them; (2) the

individual or family pays for the services from its own funds

and presents vouchers to the agency for reimbursement; or (3)

theTamily gives the practitioner an order on the agency. Under
the Farm Security Administration, in some instances families

had to deposit all checks issued to them in a controlled account;

no check could be drawn on that account until countersigned

by a government representative. Payment ofmoney to a family

will not guarantee its use for a particular purpose.

From the standpoint of seeing that public funds are used to

effect the purposes for which supplied, much is to be said in



UNEMPLOYMENT 633

favor of rendering service as service instead of giving money
with which service is to be purchased. It may be questioned

whether the argument against giving relief in kind, applicable

in the case of general family expenses, is equally applicable

when the state wishes the family to take action with respect to

health that seems to the family unnecessary.*

UNEMPLOYMENT

No branch of social security systems presents more or more
vital issues than unemployment insurance or unemployment
compensation. We shall take these issues up under three main
heads: (i) Who shall be covered? (2) For how long shall they be

covered? (3) How large shall benefits be?

Who shall be covered? Once again in attempting to see what
specific issues are involved in this question, we shall present

typical but hypothetical cases.

John, 18 years of age, has finished high school. He is the

oldest child in a family which has three other children, only one

of whom is of legal working age. She is in high school. The
family is just able to get along at or about the minimum of

subsistence because the father is underemployed. John is willing,

even eager, to work and capable of working. He has had no real

working experience. His education has given him no highly

specialized training. Because of general economic and local

conditions, he has not been able to get a regular, steady job.

The best he has been able to do is to get occasional work as an

extra man, in a store or a filling station. Should John be covered

by an unemployment compensation system ?

William is 27 years of age, is married and has one child 18

months old. At the time of marriage he was a junior partner in

a real estate concern which was doing fairly well in developing

small communities for persons of modest means. A change in

^ In one case a benefactor felt that the greatest assistance he could render the family

in which he was interested was radically to curtail the mortgage on the house. Interest

paymen,ts would thereby be greatly curtailed and money made available for other

purposes. He gave the family a check for curtailment. A family conclave decided that

a new automobile, well up in the middle price range, stood much higher on the priority

list and most of the money was so applied. Some time later the mortgage on the house

was
:
foreclosed.

''



634 FACTORS AFFECTING SPECIFIC BENEFITS

economic conditions prevented further sales and developments

and wiped out the firm’s reserves, William is willing and able

to work, but he is unable to find a regular job.

Henry is 35 and has a wife and three children. For many
years he worked as an agricultural laborer and was supplied

with a house and some food by his employer. He left that job

to become a member of a construction gang building a new
section of a state highway. That job lasted three months. The
state decided not to go on with the next section, and the con-

tractor had no other projects in the area. Henry went back to

the rural area to see if he could get his old job back, but his

employer had another family in the tenant house. The only

thing Henry could find in that area was odd jobs, and they

would be few and far between until harvest time. As he cannot

find a job, should he be eligible for unemployment compensa-

tion?

Thomas is 35 and has a wife and three children. On finishing

high school he went into the office of the knitting mill as a

bookkeeper and advanced to the job of head bookkeeper. The
owners of the mill decided to abandon it. Thomas drew such

unemployment compensation as he had coming to him and then

went to the home of his wife’s mother where he thought he

would make a living running the old farm. A year of that

convinced him that he lacked the training, experience, and

capital necessary for farming. He is now back in an urban in-

dustrial community looking for a regular job, preferably on

books, but he will take anything. Should he be eligible for

compensation ?

Old Mr. Smith is a perennial job seeker. For years he earned

good wages on the railroad as a telegrapher, but he lost that

job when a new automatic control system was installed. Since

then he has never been able to establish himself with another

employer. One reason is that he is more than a bit difficult. The
jobs he could get did not pay as well as the old one. He did not

learn easily, and it irritated him to be supervised by younger
persons and to have them calling attention to his mistakes and
his bad spoilage record. Since unemployment compensation
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came in, he has never succeeded in attaining eligibility for

benefits because he has not worked long enough in the base

period. He and his wife made out by using their savings and
selling their possessions. Now he has to work again to live. He is

willing and physically able to work, although mentally he still

presents something of a problem to anyone who will hire him.

Under the New Zealand system of unemployment insurance,

all of these men would be eligible for unemployment insur-

ance because they were willing and able to work, and neither

in receipt of sufficient income nor possessed of sufficient

property to give them the minimum standard of living without

work. In most if not all states of the United States none of them

would be eligible; young John because he has never as yet held

a job for any length of time, William because he worked on his

own account and was not an employee, Henry because he was

an agricultural laborer, Thomas because in the base period he

was a farmer, and old Mr. Smith because he did not work long

enough in a covered occupation to be eligible. New Zealand

takes the position that the basic criteria is need. The states of

the United States take the position that the person must have

worked long enough or have earned enough in a covered posi-

tion in the base period to be insured.

How long shall benefits be paid?' New Zealand takes the

position that the criteria is need, as evidenced by lack of either

income or property in the amounts specified by law. Un-

employment benefits will be paid so long as the man is unem-

ployed, employable, and in need. Under the no-means test

British Beveridge plan the criteria was to be unemployment.

Benefits were to last as long as unemployment lasted, but after

a specified length of time the unemployed person would have to

present himself for retraining. In fact the farmer or the man
who had been working on his own account and decided he could

not make a go of it would get not an unemployment benefit but

a retraining benefit identical in amount. The United States

proceeds on a concept born of private insurance. During a speci-

fied base period or premium period, the worker must have

worked in a covered occupation and must have earned at least
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a specified amount, thereupon he is insured in case he becomes

unemployed in the benefit year or the insurance year. The
amount and duration of his benefit will depend largely on his

earnings in the base or premium period, but the number of

weeks he may receive benefits is directly or indirectly limited

by law. In hundreds of cases, each succeeding week of unem-
ployment will witness an increase in the family’s degree of

need, but at the end of the period prescribed by law the in-

sured will have exhausted his benefits. When benefits are ex-

hausted, resources gone, and real need is faced, the United

States system says, “We have not gone that far yet.”

In the United States, it will be recalled, except in a few

states, unemployment insurance premiums are paid in the

first instance by taxes on pay roll paid exclusively by the

employer. Except in a few states the employees pay nothing.

In the long run employers must pass the pay-roll taxes on to the

consumers. Thus the state to a very considerable degree makes
the employers its tax collectors to raise funds for unemploy-

ment compensation. If the state levied direct taxes on the

general public to raise funds for this purpose, would it ever

conceivably have devised any such formula for their distribu-

tion ?

How large shall benefits be? New Zealand says that benefits

shall be such sums as are necessary to bring the income of the

family to a prescribed minimum level. In figuring needs the

composition of the family is the major factor. A single man
gets so much. A married man gets the same amount on his

own account, but he gets an additional allowance for his wife

and for each dependent child. Thus basically need is the

criteria.

The Beveridge plan differs from the New Zealand plan in that

something approaching a reasonable cost of subsistence has

been worked out for men, women, and children of specified

ages. When a man is unemployed, he gets the standard allow-

ance for himself and for each person dependent upon him. The
essential difference between the New Zealand system and the

Beveridge plan is that in New Zealand the resources of the
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family are taken into consideration and only so much is given

as is necessary to bring them to the legally determined stand-

ard, whereas under the Beveridge plan the benefits are paid

regardless of resources. If the wealthy president of a big

corporation should be dismissed by the board of directors and
should not immediately secure another job, he would be eligible

for the same benefit as the lowest-paid worker in the corpora-

tion if the lowest-paid worker were unemployed, provided both

had families of the same composition. If the low-paid worker

v/ere single and the corporation president married and pos-

sessed of a child under 16, the president would get the larger

benefit, so that he would have in his possession at least the

standard minimum for himself, his wife, and his child.

In the United States, with few exceptions, the number of

dependents has nothing whatever to do with the size of the

unemployment compensation benefit, and no consideration is

given to the resources of the unemployed or his family. The
lowest-paid worker with a wife and five children will get

materially less than the well-paid single woman with no de-

pendents who worked in the office, provided each ofthem worked

sufficiently long during the base year to be entitled to maximum
benefits. If, as is frequently the case, employment in the office

is far more stable than employment of unskilled or semi-

skilled workers in the plant, the single woman will not only

draw a larger benefit than the married man with a big family,

but she will draw it for a greater number of weeks. Her em-

ployer has paid more actual dollars on her account than he has

paid on account of the unskilled laborer, and therefore he has

bought her more insurance.

The employer, however, has not bought the higher-bracket

single woman in the office as much insurance per dollar of

tax as he has bought the unskilled family man in the plant. The

benefit formulas generally recognize need to a limited degree

by giving in proportion to premium paid more to the low-

bracket than to the high-bracket employees. Since that is true,

let us compare two unskilled workers in the plant. A is a man
with a wife and five children. B is responsible for no one but
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himself. He may be anywhere between two extremes^ the man
who never makes an unnecessary expenditure but saves all he

can, and the man whose wages are gone by Monday morning

and who borrows from his fellow employees to tide him over till

pay day. With like wages and service in the base period, these

two get the same unemployment benefit. As between the high-

and low-bracket employee our American systems give some

consideration to need, but as between two employees of the

same bracket no such consideration is given.

The New Zealand system and the Beveridge plan are de-

signed respectively to relieve or to prevent need from unem-

ployment almost regardless of the nature of unemployment.

The American systems make provision for unemployment of

relatively short duration but make no provision for unem-

ployment extending beyond the maximum number of weeks

permitted under the law. In other words, our system is favor-

able to seasonal workers, men who lose a considerable number
of days of employment in a normal year, men who move from

one employer to another and lose time between moves. It is

unfavorable to the technologically unemployed, the workers

unemployed for a long period as the result of a depression, and

the marginal or submarginal workers who only in periods of

full employment earn enough in the base period to enable them

to qualify for benefits in the benefit period.

With respect to the marginal or submarginal workers whose

need is likely to be greatest, insurance concepts in some states

may play strange tricks. For example, a submarginal worker

may be fortunate enough to get the first good job he has had

for months early in the fixed twelve-month period established

as the base or premium year. He works at it for six consecutive

months and is therefore insured against unemployment. Upon
losing his job at the end of six months, however, he is entitled

to no immediate benefit: He must wait at least six months for

the opening of his benefit year. To be eligible for an immediate
benefit, he should have had a job in the preceding base year

when nobody in a covered establishment desired him for a
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sufScient length of time to enable him to qualify. Insurance

concepts appear at times to take priority over social objectives.

A prudent, thrifty person in considering a hazard that may
strike him weighs self insurance against collective insurance.

The question which he asks himself is, “Shall I figure on meet-

ing such a hazard by drawing on my own reserves or my credit,

or shall I pay some insurance carrier a premium for carrying the

risk for me?” In arriving at a decision, he considers the size of

the benefit the insurance carrier would pay him in event of the

happening of the contingency and his chances of building a re-

serve of similar amount by saving or using his credit.

Under the American system of unemployment insurance, the

maximum unemployment compensation a covered worker may
draw in any benefit period rarely exceeds ^500 a year even for

the most highly paid worker, and of course for many workers

it is in several states materially less than that. Except for the

lowest-paid workers, the marginal or the submarginal workers,

and workers with large numbers of dependents, it would not be

hard for the worker in the course of a few years of good em-

ployment to build a personal reserve equal to or exceeding the

amount of his unemployment benefit for a single benefit year.

.

To the well-paid, thrifty workers who are steadily employed, the

unemployment benefits although helpful do not give a protec-

tion they could not provide for themselves.

The risks against which the worker cannot except in rare

instances insure himself are prolonged unemployment, partic-

ularly technological unemployment, or that resulting from a

long-drawn-out recession. Such a depression exhausts his

reserves. The American system does not help such a worker

very much, for he may draw nothing under it for many years,

and then exhaust his rights in the first twenty or less weeks

following the waiting period, and thereafter be on his own
resources. Some evidence suggests, moreover, that the availa-

bility of benefits for short periods of unemployment or under-

employment become in effect additional income for seasonal

workers and persons usually intermittently employed. The
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benefits remove the necessity of spreading the seasonal or the

intermittent earnings over the entire year. In some trades or

crafts high wages for seasonal or intermittent work have been

justified on the ground that these earnings must maintain the

man and his family for the entire year. Today unemployment

compensation adds to income for the year. It may be true in

isolated cases that the American system provides vacations

with pay rather than insurance against want.

The point may well be made in this connection that the

employee, except in a few states, is not paying for his own un-

employment compensation. The employer is paying for it. Thus

the thrifty employee does not have to weigh the advantages of

self insurance against carrier insurance, because the employer

is paying the premiums. The validity of that argument depends

on the extent to which employers are able to pass the unem-

ployment compensation taxes along to consumers. Although

the worker may be paying no direct tax for his unemployment
insurance, he may be paying a very substantial part of its costs

and the administrative costs in the prices he has to pay for

necessary goods and services for which much of his income goes.

So long as he does not know that the tax is concealed in the

price, he does not have to face the question whether the system

represents a wise use of his own funds, or whether he and his

dependents would have greater real security, a security they

could not insure by their own efforts, under a New Zealand

plan or a Beveridge plan.

The issue may be stated in another way. Taxes for unem-
ployment insurance have, according to the latest available

figures, built up a reserve as of July 31, 1945, amounting to 6.8

billion dollars. In event of serious and prolonged unemploy-
ment, which use of that reserve would be socially the more
desirable: to distribute it among those who are unemployed in

accordance with their need and the need of their dependents, as

under the New Zealand plan; to give to each unemployed person

and each of his dependents a fixed amount, enough to get

along on regardless of their needs, as under the Beveridge plan;

or to pay each unemployed worker the amount to which he is
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entitled for the specified number of weeks regardless of his need

or the number of his dependents? Before one attempts to

answer that question in his own mind, he should consider the

matter of financing social security, which will be taken up in

later chapters.

DEATH

Under a system designed exclusively for relief or prevention

of want, a death benefit is not of particular significance unless

the deceased was responsible for the support of dependents.

There is of course the question of the costs of a suitable funeral

in those cases where the resources of the deceased who dies

without dependents will not provide one, but from the stand-

point of public finance, it is not very consequential. From the

social and economic standpoint, a funeral benefit becomes

significant when dependents survive the deceased, and funeral

expenses become an emergency item in a family budget.

The real question with respect to a death benefit is whether

the dependents shall take in their own right as persons who are

in need and have their benefit based on that need, orw-^hether

they shall take by virtue of the fact that the deceased was in-

sured. In the first case the state makes what it deems suitable

provision; in the second the amount of benefit depends on

whether or not the deceased was insured and the amount of

insurance.

The question of provision for dependents is so important with

respect to all benefits that the following chapter will be devoted

to it.
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DEPENDENTS

The application of the methods of voluntary insurance to the

provision of social security is greatly complicated by the exist-

ence of the family. If every person in the country were re-

sponsible only for himself, it would be unnecessary to discuss

what is to be done with respect to persons who have been de-

pendent for their support upon a socially insured individual

deceased, disabled, or unemployed. The dependents with whom
the present chapter is to be concerned are children, women, and

parents. The dependent women are principally widows, wives

of husbands who are unable to support them, and women
estranged from their husbands whether they are divorced,

legally separated, or just separated. With women who are self-

supporting or supported by a husband, this chapter is not di-

rectly concerned.

Before proceeding to a consideration of these several classes

ofdependents, attention should be directed to the fact that there

is wide variation among workers with respect to their status as

to dependents. At the one extreme is the individual who is

responsible for only himself. It would be difficult to describe the

other extreme, for a primary breadwinner may be responsible

for a wife, children, parents, brothers, sisters, nephews, nieces,

and grandchildren whether related by blood or marriage.

In private voluntary insurance the situation is simplified be-

cause the responsible breadwinner alone may be insured, and he

himselfdetermines who his beneficiaries are to be. Moreover, he

generally has the right to change beneficiaries from time to time

as family responsibilities change, and he can allow a policy to

lapse or take its cash surrender value. If he so desires, he may
have a policy made payable to his estate and direct the distribu-

tion of the proceeds by his will.

It is possible to devise a compulsory system of old-age in-

surance that would protect the insured individual only. If he

642



CHILDREN f’43

should die before drawing any annuity his payments would go

into the fund. Such plans, however, are not generally accept-

able because insured persons with responsibility for depend-

ents want the money they have paid as premiums used for those

dependents in the event of death or disability and would rather

pay more premium for that protection.

It is likewise possible to design a compulsory old-age insur-

ance system that in the event of death of the insured before

retiring upon annuity pays the value of the annuity thus far

purchased to his designated beneficiary or to his estate. The
main objections to such a system are: (i) the cost is relatively

high because the fund derives no profit from the death of a

member before retirement; (2) the benefits to survivors, par-

ticularly if the insured dies early in his working life, are com-

paratively small; and (3) if the insured has no dependents, the

money may go to individuals who have no real claim upon him

and no real need for the money. As a matter of fact, such an

individual in the absence of compulsion might have elected to

pay less in annual premium and to take an annuity with no

payments to anybody in event of his death before retirement.’-

When a government adopts a compulsory old-age insurance

system, it is necessarily compelled to give large weight to ad-

ministrative practicability and simplicity. It may not be feasible

for it to allow the individual that freedom of choice that is in-

herent in private voluntary insurance with respect to amount

of premium, choice of beneficiaries, and optional methods of

settlement. The government may feel itself more or less com-

pelled to legislate on the basis of norms, averages, or typical

cases, although such action may not meet the needs of individ-

uals who vary widely from the pattern adopted as standard by

the government.

In the ensuing consideration of dependents, it should be re-

membered that the extent of injury done persons whose cases

depart widely from the average depends largely upon the per-

centage of the income of the insured which the government

^ See the descriptions of the railroad retirement system and of the general system for

federal employees in Pt. i, for illustrations of the application of this general principle.
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forces him to put into social insurance that does not fit his own
personal needs or those of his dependents. The British Govern-

ment in its white paper on social insurance^ for example^ takes

the position that the enforced contributions and the resulting

benefits should both be kept so small that all the covered work-

ers can pay them without great hardship and have the maxi-

mum possible amount left to use as they see fit and to make ad-

ditional provision for the contingencies of life in accordance with

their own needs and desires.^ As a government advances beyond

such minimum provisions and increases the compulsory takings

from employees^ employers, and general taxpayers, it greatly

increases the chance that serious injustices wall be done to per-

sons who do not conform to the pattern the government used

when it legislated. It is from this point of view^ that questions re-

garding the several classes of dependents W'fill be considered.

CHILDREN

Under this heading are included not only the children born

to a wage earner and his wife but also those children who are

dependent on the family for support. Among them may be

stepchildren, nephews, nieces, grandchildren, and other children

not of the blood, wdiether legally adopted or not. From the

standpoint of relieving or preventing want, the essential fact is

obviously the existence of a dependent child.

Indeed the position may w’^ell be taken that the first obliga-

tion of the state in the field of public relief and social security is

to provide for children—legitimate or illegitimate—who are not

in receipt of adequate support or care. The cause that deprived

the child of suitable support or care puts the state in loco

parentis. A state, as well as a family, is open to censure if it is

using available funds in the interest of favored members who
are iiot actually in need, before it has made sure that all de-

pendent upon it have the essentials of life.

A major question that requires thorough examination in

studying relief and social security legislation is, ‘‘At what age

^ Sec p. 478 for a more compiete statement of the government point of view.
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shall dependency of a normal child be deemed to end''? The
most liberal answer thus far given in the United States appears

to be that used in the Social Security Act with respect to

O.A.S.L3 which fixed the limit at 18 years. ^ The aid to depend-

ent children title of that act fixes the age at 165 or 18 if the child

is regularly attending school.

Such answers may appear reasonable under systems that do

not pay greater benefits than are necessary to relieve or prevent

need. They become increasingly questionable as the state uses

its sovereign power to tax to provide benefits materially in

excess of what is required to relieve or prevent need and em-

barks on a policy of redistribution of income. Such a policy

means that the state forces individuals or families to pay, di-

rectly or indirectly, more for social security than w^ould be

required to effect the primary purpose. As the state restricts to

an increasing degree the freedom of the family to use its income

as it sees fit and to an increasing degree distributes the money
thus collected by governmental formulas, it becomes more and

more important for families to examine with care the provisions

that may affect their children and grandchildren.

The major issue that may concern many families is what

effect elaborate and costly systems of social insurance may have

upon the higher education of children after they have attained

the age of 18 years. If the primary breadwinner survives and

continues to earn, he can see his children through the higher

educational institutions, although possibly with greater diffi-

culty because of high social security and other taxes. The real

issue will arise if the primary worker dies before the children

have finished their education. Despite his compulsory contribu-

tions paid through the years, the children cannot receive a

benefit after they are 18 years of age regardless of their ambi-

tions and their competence.

The practical issue, as we see it, is not whether under certain

circumstances the compulsory social insurance system should

pay benefits to selected children during the long period between

; ''®"Sec.'2oa(c)''{i). '

,,
,

'
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graduation from high school and successful completion of pro-

fessional training^ but whether contributions and benefits under

the social insurance system should not be kept down close to the

irreducible minimum to leave a maximum degree of personal

freedom to individuals and families.

Three points with respect to this issue call for special em-

phasis:

1. Persons engaged in occupations that demand scientific^

technical, or professional education of college grade or beyond,

now constitute a relatively small proportion of the total number

in the labor force. Although they are essential to the operation

of our social and economic system, and the need for them will

probably continue to increase as it has in the past, one can

scarcely look forward to a time when all youth will require such

training. There are wide differences among youth with respect

to capacities, interests, and ambitions, and many have no de-

sire to prepare for high-type technical work. As is well known,

the financial rewards of highly trained workers are frequently

materially less than those of persons who left school consider-

ably earlier and have been successful in activities that do not

demand higher education. Thus there appears to be no necessity

for provision for universal benefits for children until they have

completed college training.

2. If the social security system pays large benefits and com-

pels substantial contributions, it will increase the difficulties of

those families with low or modest incomes that seek to educate

their children for callings that require several years of edu-

cation beyond high school. No state of the American Union has

ever adopted with respect to its white population^ the philos-

ophy, not uncommon in European countries, that the social

and economic status of the parents should largely determine the

^ With respect to the non-white population the view has prevailed in some areas that

the children were not capable of profiting from more than rudimentary education.

Private funds were used both for Negroes and for Indians to supply them with greater

educational opportunity, to demonstrate their capacity to advance, and to train

leaders of the race for the race. One could scarcely find a better illustration of funds and
effort supplied by a minority against the beliefs or the inertia of a controlling political

majority,'.
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type of education to be made available to the child. On the con-

trary, the prevailing American philosophy has been that supe-

rior educational opportunities shall be open to all classes. The
newcomers to the United States have generally appreciated

this distinctively American opportunity. The census of occupa-

tions in the United States has for decades shown large numbers

of children of immigrants in occupations that require higher

education. This means that the immigrant family gave a high

priority in family management to enabling the children to take

advantage of educational opportunities. It would be, from our

point of view, extremely unfortunate if a high-cost, elaborate

social security system should hamper these families in giving

priorities to those activities which they regard as in the interest

of their children and succeeding generations of the family.

3. If the high costs of elaborate social insurance are largely

placed upon those with capacity to pay, the action may dry up

the sources of revenue that have supported private educational

institutions in the United States. The nation will thereafter be

increasingly dependent on public educational institutions fi-

nanced by and subject to control by political majorities. The
great contributions of the private educational institutions have

arisen in no small part from the fact that minorities with vision

have been able to blaze new paths and demonstrate the desir-

ability and practicability of new ways and new things. In a

country which has complete separation of church and state, the

private educational institutions have permitted the introduc-

tion of religious elements into education. Complete religious

freedom could hardly be preserved if education should become

virtually a state monopoly.

The fact should be recalled that religious, moral, and ethical

interests and concerns of minorities have in the past been an

important factor in the provision of higher education. Thus

persons with a financial margin. Individually or collectively,

have helped to support the educational institutions themselves

and to make provision for the introduction or improvement of

education in particular fields, and they have enabled many
youth of limited means to attend those institutions. Scholar-
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ships have been, endowed but perhaps fully as important are the

cases in which persons have helped particular children-—rela-

tivesf friends^ the promising youth in the school or the churchy

the youth who is ambitious to go to the institution favored by

the benefactor^ or youth of a race regarded by the donor as

underprivileged. The motives underlying this action may be

minority or personal^ but they are part of the complex that re-

sults from, the rights to life^libertyjand the pursuit of happiness.

The exercise of such motives will be greatly thwarted if the

state through its power to tax', cuts down the margin that per-

mits of independent private and mnnority action.

Thus youth who wish to continue their education after they

have attained their eighteenth birthday present one of the issues

which have to be considered in connection with proposals for

high-cost social insurance.

WOMEN

From the standpoint of social security, it is almost impossible

to talk or legislate with respect to women in general or women
on the average. The social and economic variations are so wide

that no one situation is representative or typical. Among the

significant variables are:

1. The age of the woman.
2. Her marital condition.

3. Her physical and mental capacity.

4. The resources which are available for her support if she

does not seek gainful employment.

5. The number, age, and physical condition of children, and
perhaps of other relatives, for whom she has responsibilities as a

homemaker.

6. The resources wfiiich are available for the support of chil-

dren, and perhaps of other relatives, if she herself does not en-

gage in gainful employment.

7. The extent to which she can delegate to others such duties

as she may have with respect to homemaking or satisfactorily

combine them with gainful employment.

8. Her' own personal preferences or sense of relative values.
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She may desire a career^ prefer gainful employment to home-

makings or seek for herself or family, a level of living that is not

attainable unless she herself earns. ‘'Level of living/’ as here

used would include the woman who works to give a child or

other relative an education which he could not otherwise obtain.

It is perhaps obvious that these eight major variables are not

mutually independent. From the standpoint of a statistician

cross classifications embodying many of them would be neces-

sary to show the true problem of providing satisfying social in-

surance for women.
Two points in connection with classifications based on these

variables require emphasis.

1. As life progresses^ a woman generally moves from one class

or subclass to another. There is nothing fixed or static about

her status. In many instances the economic position of the

woman depends in a large measure on the economic position of

her husband. The death of a husband or divorce or separation

may mean a radical change. Remarriage may likewise mean a

radical change.

2. With respect to some of the classes, it may fairly be said

numerically that class is not very important, or, women do not

stay in that class very long. Some experts trying to write into

law insurance concepts and precisely defined categories ap-

parently take the position that the number in a class is so small

that it can be ignored. However, the extent of need in a small

class may be far greater per individual than it is in a numerically

larger class. If prevention of want is the basic objective, great

attention will be given to the small classes to make sure that

none has gone entirely unprotected while elaborate provision

has been made for other more numerous classes. Again, legis-

lators must be particularly on guard if numerous classes are

effectively organized in political pressure groups, whereas the

small classes are too small and the individual members too

widely scattered to be politically effective.

Provision for certain of the classes of women outlined above

call for special com.ment. Widows under 65 with no dependent
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child under 18 years of age will be considered first. The Ameri-

can system of old-age and survivors insurance assumes either

that she is willing and able to work and can get a job or if not

she will be provided for if in need through general public assist-

ance. Her deceased husband may have been compelled by the

state to put his money into that kind of insurance despite the

fact that he knew his wife was physically unable to work or

lacked qualifications which would make her employable under

ordinary conditions in the labor market in the locality of the

home. Had he been free from government compulsion he would

not put money into that kind of insurance. It may be pointed

out that primarily he was providing for his own old age and that

provision for his wife in event of his death was only subsidiary

and incidental. Such a position is, however, that of the state and

not necessarily that of the individual. The individual with

knowledge of the facts in his particular case might give provi-

sion for his widow a high priority over provision for his own
and his wife’s old age. In some cases the husband may be reason-

ably certain that neither he nor his wife will attain the age of 65.

Women, other than wives, who are homemakers and are sup-

ported by some other primary worker constitute another class

deserving special comment. They assume the duties and re-

sponsibilities of the homemaker often with increased duties

because some member of the family is sick or disabled. This

sickness or disability may be the factor that makes their pres-

ence necessary. Generally property laws do not give them the

legal rights which they would have were they married to the

male breadwinner. If such a woman is devoting full time to

maintaining a home for a parent, the property laws give no

right superior to the rights of other children. Introduction of

insurance concepts into social security systems may make it

inexpedient or impracticable to provide benefits for such women
arising from the insurance of the parent. The elderly insured

person under O.A.S.I. does not do anything for the daughter

who has made a home for him since the death of his wife even

though the mother has been dead for years. The widower under

O.A.S.I. does not do anything for the relative who cared for his
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children upon the death of his wife. Upon his death the relative

must take care of herself or seek general public assistance.

Women who are working in occupations covered by O.A.S.I.

to earn money to put their children or other relatives through

college or professional school, to supplement the earnings of a

husband in supporting the children, or to support a husband
unable to support himself are another group that requires spe-

cial mention. O.A.S.I. does not meet their needs for the follow-

ing reasons:

1. In the event of their death no child over 18 can be paid a

benefit as the result of their O.A.S.I. insurance even if the child

is still in university or professional school.

2. In event of their death their children under 18 cannot be

paid a benefit as the result of their O.A.S.I. insurance unless

“no parent other than such individual was contributing to the

support of such child and such child was not living with its

father or adopting father.”®

3. If both the father and the mother die fully or currently

insured, the children under 18 take as a rule from the father.

The rebuttable presumption of the law is that the father was

responsible for and was as a matter of fact supporting the chil-

dren. The mother’s contributions not infrequently will be for-

feited to the fund.

4. A husband, whatever his mental or physical condition,

cannot take by virtue of his wife’s insurance under O.A.S.I.

The state assumes that husbands support wives and does not

allow for conditions that may reverse the normal situation.

Mention should also be made of women whose husbands are

not employed in occupations covered under O.A.S.I. and who
are not themselves employed in such occupations. Wives of

farmers and agricultural workers are omitted from coverage,

although their domestic duties are commonly relatively heavy,

and as a class they have more children than urban women.

Domestic service, a leading occupation for women, is excluded.

Teaching, the principal professional occupation for women, is

^ Social Security Act, Title II, sec, aoa(c) (4).
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also excluded^ but if a woman school teacher comes under a

modern retirement system operated on a sound financial basis^

she is ordinarily far better off than she would be under O.A.S.I.

The broken home is a major problem. The distinction be-

tween the divorced or separated woman and other women is^

however^ of major significance in social security legislation

mainly under two circumstances:

1. That she has children who require her services as a home-

maker^ usually, although iiot necessarily, under 18 years of age.

2. That the divorce or desertion took place after many years

of miarried life, and at the time of divorce or desertion the w^om-

an is either absolutely or practically unemployable.

The insurance concept that dependents take by virtue of the

insurance of the covered worker makes it difficult to deal satis-

factorily with such cases. Under our O.A.S.I. system, the di-

vorced or deserted wife cannot be treated as a widows nor her

children as children of a widow. The husband and father is still

living and if working in a covered occupation is adding to his

own protection for his old age. He may remarry and have addi-

tional children. The divorced wife and her children attain no

rights as the result of the man’s insurance under O.A.S.I. unless

or until he dies or attains the age of 65 and retires and then only

if he has been contributing to their support or has been ordered

by a court to so contribute.

Under the existing social security law, the court which has

jurisdiction over the issues between husband and wife and

has the duty of safeguarding the interest of the child, has no

authority over the equities of the family in the O.A.S.I. sys-

tem. The court, for example, could not rule that the equi-

ties be used immediately in the interest of the child, that the

claims of the children for the necessaries of life take precedence

over the man’s provision for his own old age. If private prop-

erty, including private voluntary insurance, is involved in the

case, the court can issue orders which, in the case of existing

property, the parties must carry out. The court acts in the

light of the facts in the particular case and not on the basis of

statistical norms or averages such as are used in social insurance

systems.
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Attention should again be called to the simplicity and direct-

ness of the New Zealand system in handling such cases. If the

divorced or separated woman and her children have sufficient

resources so that they are not in need according to the legal

definition in New Zealand, no payments are made from the

social security fund. Property settlements and payments regu-

larly made by the husband may preclude any necessity for ex-

penditures from the fund. On the other hand, if the resources

fall below the limits prescribed by law, payments are made on

the basis of the number of dependents to be supported. The
woman can count on that amount of income as certain; she will

get it either from her husband or from the fund; in other words,

if the husband fails to pay, the fund will. New Zealand puts its

emphasis not on insurance concepts, but on individual persons

who are in need. Such emphasis overcomes many of the diffi-

culties with respect to provision for dependents.

PARENTS

Consideration of parents may be best begun by attempting

a general classification of them according to their status with

respect to dependency and resources available for their own
support. The term parents will be used throughout, although

there may be only a single surviving parent in the family. Since

social security is a family matter there may be four surviving

parents, two of the husband and two of the wife; and the situa-

tion may be even more complicated if divorce and remarriage

have taken place introducing additional step-parents. The man '

and wife may have:

1. All surviving parents possessed of sufficient resources for

their own support.

2. Parents not possessed of sufficient resources for support

but able to get along with small contributions from: (a) several

children living in different households with no one child actually

contributing a substantial sum; (b) one child making up the

budget deficiency of the parents with or without minor con-

tributions from other children in other households.

3. Parents with little or no resources and entirely or almost

entirely dependent on children for support: (a) with several
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children living in different households contributing^ but with

no one child contributing a major amount; (b) with one child

paying practically the entire required sum with or without

minor contributions from children in other households.

4. Parents with inadequate resources and no child contribut-

ing in any substantial amount: (a) there are children who could

contribute but are not doing so; (b) there are no children who
could contribute.

The situation would not be very difficult if the social security

system regarded the parents as individuals and handled them

entirely on the basis of their own needs and resources. Compli-

cations arise from the introduction of employee contributions

for old-age insurance and related insurance concepts. In the

absence of government compulsion and control^, a breadwinner

possessed of private voluntary insurance or other resources

could, within certain legal limits, direct the distribution of his

property. If, for example, he has been one of several children

aiding in the support of parents he could make some provision

for those parents, although leaving most of what he had to his

wife and children. His decision would be based on his own
judgment in the light of the family situations, which judgment

might be bad, fair, or excellent.

Fitting social security insurance benefit payments to the facts

in the case or permitting the insured to so fix them is perhaps a

little too complicated for governmental administration, and

therefore the legislators substitute theirjudgment for that of the

insured.® In the case of.O.A.S.I. the legislature has decided that

existence of a widow or an unmarried surviving child under 18

precludes payment of a benefit to a parent regardless of the

status of that parent with respect to dependence upon the in-

sured. A forfeiture of everything the insured has contributed to

the fund over and above the lump-sum death benefit is, accord-

ing to legislative decision, preferable to any payment to a parent

® The making of adjustments and the exercise of options necessarily adds materially

to administrative costs. A private voluntary insurance company must by the nature
of its business provide these services, and include their cost in its loading. Only a

government possessed of powers to compel can make administrative convenience a de-

termining factor.
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unless such parent (aged 65 or over) was wholly dependent upon
and supported by the insured at the time of the death of the

insured. Thus even when no wife and no child under 18 sur-

vives, the social security fund will pay nothing toward the sup-

port of a parent who was in fact maintained in part by the in-

sured and may be in need without such support. If the insured

leaves a widow with no child under 18 years of age^ until she

has reached 65 she receives no social security payment from

which she can make a contribution to the support of the wholly

or partially dependent parent. If the parent is sufficiently in

need to qualify for old-age assistance, the solution of the family

problem may be for the parent to get a means test benefit under

that system and try to take care of the widow until she attains

the age of 65.

As the New Zealand system shows, it is possible to have a

social security system that deals basically with individuals and

avoids the complications inherent in adopting a contributory

insurance philosophy. If the contributory insurance philosophy

is more important than the systematic, prompt, and effective

relief of need, the fact that arbitrary decisions have to be made
by the legislature on the basis of averages or norms would sug-

gest holding contributions and benefits to the lowest possible

levels and leaving to individuals maximum freedom to meet

the requirements of their own families.
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THE MAJOR FACTORS AFFECTING COST

The preceding chapters of Part III have been devoted pri-

marily to a consideration of what we have termed predomi-

nantly social issues. We turn now to the financial issues. Among
the questions to be considered are: What estimates are possible

regarding the costs of social insurance? What methods should

be used in financing social security and relief? Are reserves

necessary in social security financing? and What are the obliga-

tions of the future ? Before starting the specific chapters^ it seems

desirable to present a summary of the broad social factors that

determine the cost of social security and relief. It will be in the

nature of a brief review of the preceding chapters considered

from the standpoint of costs.

The basic element in determining costs is the standard used

for defining need. The higher this standard is placed the larger

will be the costs. Two factors operate to make this fact inescap-

able. The first is that the higher the standard is placed, the

larger benefits will have to be; the second, the higher the stand-

ard, the greater will be the number of persons who will have to

be given funds to raise them to the standard.

A second major factor is whether a means test is used, and if

it is to what extent. If like standards of need are assumed, the

least costly system is the one which employs a means test for

all benefits and gives benefits only to the extent necessary to

bring the individual or the family to the standard level. Cost

increases as the means test is abandoned or relaxed for succes-

sive categories. Abandonment of the means test necessitates

payments to persons not in need, and in some cases to persons

who have never known need.

Costs are greatly increased if the system minimizes the ob-

jective of relieving or preventing need and moves in the direc-

tion of insuring the beneficiary a substantial fraction of the

earnings to which he has been accustomed. It then partakes

656
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more of the nature of a well-rounded^ universal, retirement

system, such as many employers have established for their em-
ployees. It becomes basically income insurance, and the higher

the percentage of income insured the greater the costs.

The degree of completeness of coverage affects costs. An old-

age pension system without a means test will cost materially

less if agricultural workers and domestic servants are excluded.

An unemployment or underemployment insurance system will

cost less if confined to wage and salary workers than if extended

to persons who have been working on their own account.

The degree of comprehensiveness in covering hazards mate-

rially affects cost. A system designed primarily to provide for

old age will cost much less than one which provides some-

thing approaching equal liberality for disability occurring prior

to the retirement age or for children deprived of a supporting

parent before the retirement age. Universal children’s allow-

ances add substantially to costs.

The specific conditions governing benefits for each category

may greatly increase costs. The outstanding illustration is the

age at which retirement is permitted without proof of disability

or unemployability. Another is the number of weeks of unem-

ployment for which compensation will be paid. The longer the

duration the higher is the cost. In connection with practically

every benefit, costs are affected by what may appear at first

glance rather minute details.

If at any point in the system a means test is introduced,

decisions with respect to (i) responsibility of relatives and (2)

ownership of property, particularly income-producing property

or property that can be readily converted into cash, will ma-

terially affect costs. Assumptions embodied in law such as the

one that a child wnth both parents working is supported by the

father should be included here. The law may infer means from

the existence of certain facts.

The aggregate cost of a system thus results from an involved

complex of factors. In the following chapter we shall attempt to

give some figures indicative of costs for certain benefits or for

certain systems.
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COSTS OF SOCIAL SECURITY AND RELIEF

The ultimate success of a social security system will depend

to a large degree upon cost. As has previously been discussed at

length, a social security system is in the main a defensive pro-

gram which occupies a subordinate position in maintaining and

developing the productivity of the nation, upon which rests true

social security. If excessive cost should reduce productivity and

lessen employment, the system will do more harm than good.

As the cost of a system increases, moreover, the danger becomes

greater that the costs will have to be met through inflationary

processes that tend to prevent the system from attaining the

desired objectives. The question of costs is not, therefore, one

to be left to a blind faith in the future. The interests of true

social security are not served by the individual who suggests to

the American people that when the danger of excessive costs is

mentioned they should ostrich-like bury their heads.

Social security systems may be developed in either of two

ways or through a combination of them.

1. The more common way, as exemplified in the American

old-age and survivors insurance system, is at the outset to

include only those employees in the active service, and to pay

benefits only as those covered employees gradually, class by

class, reach the retirement age. Under this system, costs will

increase annually until the system reaches maturity or full load,

which will be sometime after the year 2000.

2. The less common way, to a considerable degree exempli-

fied by the New Zealand system, is to begin at once to pay bene-

fits to aU members of the population who qualify for them. A
system entirely designed upon this principle would start under

approximately full load. The cost today would not be radically

different from the cost in 2000 except for the gradual changes

which may take place in the composition of the population and
adjustments that have to be made because of price changes

and other economic factors.

658
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The question of costs can therefore be approached in either

one of two ways.

1. The costs of existing systems, or proposed systems, that

start with little or no load, can by actuarial methods be esti-

mated for the future. Such estimates require making assump-

tions with respect to the future movement of the several vari-

ables in the system that determine its cost. If ultimate cost is to

be estimated, the assumptions must be carried some 70 or 80

years beyond the origin of the system if the amount of benefit

increases with increased length of service.

2. It may be assumed that on the date of the latest available

population census the country had a universal, comprehensive,

and co-ordinated social security system. Then by the use of the

census data one can arrive at estimates as to what such a sys-

tem would have cost in that census year had it then been in

effect. This method likewise necessitates making assumptions

as to how many persons in the population classes involved

would meet the eligibility requirements and, if choices are in-

volved, as in old-age retirement, elect to take benefits.

Both methods call for assumptions. The results depend in no

small measure upon the assumptions. The actuaries in the Social

Security Board, for example, have recently estimated the cost of

O.A.S.I. benefits under the present system in the year 2000.

The benefit cost according to their lower assumptions is about

3.2 billion dollars and according to their higher ones 6.1 billions.

Neither set of assumptions is regarded by the actuaries as ex-

treme. The figures are presumably presented to show the range

within which the true figure is likely to fall, namely, between

3.2 billions and 6.1 billions, provided the Congress makes no

changes in the law and actual economic developments stay

within the range of the two sets of assumptions.^

In the present chapter therefore no attempt whatever will

be made to give precise estimates of cost. The most one can

hope to do is to establish roughly a very broad range within

which the cost will probably fall, provided the legislatures make

^ Dorrance C. Bronson, Old-Age and Survivors Insurance ig4j~44 Cost Studies^

Social Security Board, Actuarial Study No, 19, No, 19(a), and No. i9(b)jp*
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no radical changes in the laws, and provided further that eco-

nomic changes keep within the bounds of the high and the low

assumptions. With respect to changes in the law, it should be

repeated that governmental social insurance, unlike private

voluntary insurance, is not contractual; the legislatures at most

create a legislative right, the terms of which, in the absence of

constitutional provisions, can be changed by any succeeding

legislature.

The present chapter will be divided into two parts. In the

first we shall present such data as are available regarding the

estimated cost of certain programs, including the proposed

British plan and the New Zealand system. Since the existing

programs in the United States do not give universal, com-

prehensive coverage, figures regarding them do not produce a

grand total cost for a universal, comprehensive system. In the

second part we shall first summarize the results of our own ef-

forts to arrive at some idea of what a universal, comprehensive,

and co-ordinated system would have cost had one been in effect

in the census year 1940. We shall then attempt to indicate the

major effects that reasonable predictable changes in the com-

position of the population would have on the 1940 estimates

with reference primarily to old-age benefits. At the end of the

chapter we shall give some estimates derived from the same

census and related data as to the range of cost of a compre-

hensive means-test system.

In presenting the available data on estimated cost of existing

systems, we shall neither summarize nor subject to criticism

the numerous assumptions upon which the estimates are made.

We shall merely give in each instance references to the reports

from which the figures are taken so that the reader can study

them if he so desires.^

^ The actuaries of the Social Security Board in estimating the future costs of O.A.S.L
had to make assumptions with respect to nine variables: mortality, marital and parental

status, wages (assumed wages for a work year), wages (assumed per number of work
quarters per year), employment assumption to age 65 (covered and excluded com-
bined), covered employment assumptions, covered pay rolls (in billions), total popula-
tion age ao-f- (in thousands), and insured and retired proportion of population (de-

rived percentages). Separate computations of course had to be made for men and
v/omen.
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The methods and assumptions used in our own estimates

based on census data will be given in detail in the i\ppendix.

Only the major results and discussion will be given here/^

ESTIMATED FUTURE COSTS OF VARIOUS SYSTEMS

The reader will recall that New Zealand has, and the British

government proposes, a universal, comprehensive, co-ordinated

system. Before considering the fragmentary programs in the

United States, it may be helpful to repeat in summary the cost

data for these two parts of the British Empire, not because the

conditions in the several countries would be the same, but

because the data give a rough idea of the general magnitude of

the cost of such systems.

The New Zealand system. The New Zealand system, which

makes wide use of a means test, in the latest year for which

figures are available cost about 1 6 million pounds sterling. The
population of the United States is roughly 8o times that of

New Zealand. Thus if New Zealand were as populous as the

United States and other conditions remained the same, the

cost of its system would have been 1,280 millions. If the value

of the New Zealand pound is taken as $3.30, the cost of the

system for a New Zealand as large as the United States would

have been about 4.2 billion dollars. It will be recalled that the

New Zealand plan includes a modest no-means test superan-

nuation benefit that will not come into full effect until the fiscal

year 1970-71. It will substantially increase the ultimate cost of

the New Zealand system. New Zealand also has an aging popu-

lation. The current costs are, moreover, those of a year of

reasonably good employment. Thus ultimate costs will prob-

ably be materially higher than the 4.2 billion dollar figure.

The govenw'ienfs planJor Britain, The estimated costs of the

government’s plan for Britain are given in a tabic on page 662.

M’he writer should say that he originally combined the method and the results

in a single chapter, which turned out to be long, dry, and hard. It did, however, have

one great advantage: method was considered hrst, it was then applied; and the re-

sults flowed from the application of the method. The reader could form his own
judgment as to the methgd and upon that judgment appraise the results. Under the

present arrangement the reader who wants to appraise the results will have to study

the appendix, r
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The first column of the table gives the estimated cost of the

proposed British plan in the year 1975. We have added two

columns to the British figures. In the second column the British

Estimated Expenditures British Plan, 1975

In Millions

of Pounds

Converted to Millions of
Dollars and Adjusted for

Population Differences

Sterling®
$4.00 to the

Pound
$6.00 to the

Pound

Social insurance benefits:

Retirement pensions 324 3,888 5,832
Widows’ and guardians’ benefits. .

.

36 432 648
Unemployment benefit 80 960 1,440
Sickness and invalidity benefits

—

65 780 1,170
Maternity grant and benefits 7 84 126

Death grant 14 168 252
Cost of administration 16 192 288

Total 542 6,504 9,756

National assistance;

Assistance pensions . * 37 444 666
Unemployment assistance 20 240 360
Other assistance 6 72 108
Cost of administration 4 48 72

Total 67 804 1,206

Family allowances

:

1

Allowances 50 600 900
Cost of administration 2 24 36

Total 52 624 936

Health service 170 2,040 3,060

Total expenditure. . 831 9,972 14,958

^ Social Presented by the Minister of Reconstruction to Parliament by
command of His Majesty, September 1944, Pt. i, p. 49.

figures are multiplied by ii, by 3 for the difference in population

and by 4 for the conversion from pounds to dollars. In the third

column the British figures are multiplied by 18, by 3 for the dif-

ference in population and by 6 for conversion into dollars of

purchasing power in the British pound.^

^ The figure of |6.oo for conversion is taken from Professor Lawrence R. Klein’s

study published in the Quarterly Journal oj Economics^ VoL 58, 1944.
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These figures suggest that in 1975 the cost of the British plan

in a Britain as large as the United States would be about 10

billion dollars a year, without any correction with respect to

purchasing power. Allowance for differences in purchasing pow-
er would raise the figure to almost 15 billion dollars a year. It

will be recalled, moreover, that 1975 by no means represents

full load for the British plan. The ultimate annual cost will be

substantially higher.

The costs of the social insurance benefits alone are estimated

to be 542. million pounds sterling in 1975. This figure would give

6.5 billion dollars as the comparable amount if the pound is

taken at $4.00 and a little less than 10 billion dollars if the

pound is taken at $6.00. Again, it must be repeated that 1975

does not represent the top figure.

Old-age and survivors insurance. For the American system

of old-age and survivors insurance two sets of figures are avail-

able. The first, including a high and a low, are taken from

a recent report from the Office of the Actuary of the Social

Security Board. This report carries the figures up to the year

2000 and assumes a level wage scale.® The second are from a

study made under the direction of Professor Harley L. Lutz of

Princeton by the Tax Foundation. They stop at the year 1980.

We produce these figures by years in the table on page 664.

For 1980 the estimates of the Social Security Board place the

benefit cost of O.A.S.I. between 2.6 billion dollars and a little

less than 4 billions.® The Tax Foundation study places the bene-

fit cost in 1980 at about 3.3 billion dollars.^ In the 20 years be-

tween 1980 and 2000 benefit costs will materially increase. The
actuaries of the Social Security Board place the benefit costs

for the year 2000 between 3.2 billion dollars and 6.1 billion

dollars. These costs are for the existing old-age and survivors

system which does not include the workers on the steam rail-

® The report also contains figures assuming an increasing wage scale that are some-

what higher than those here used. See Bronson, Old-Age and Survivors Insurance 1^43-

44 Cost Studies 19,

® The same, Table IV, p. 1 5.

’ The Tax Foundation, Social Security: Its Present and Future Fiscal Aspects^ June
'

1944, p. 23. 7,
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roads who are under the railroad retirement system, em-

ployees of the federal, state, and local governments or of educa-

tional or benevolent institutions, nor the thousands of gainfully

ernployed in other occupations which are excluded from O.A.S.I.

The most important excluded classes are persons working on

their own account—including farmers, professional workers,

and business men—and agricultural laborers and domestic

servants.

Benefit Costs of Old-Age and Survivors Insurance

(In millions of dollars)

Year

As Estimated by

The Social Security Board*
The Tp

Foundation^Low
Assumptions

High
Assumptions

1945 233 325 236.4
1950 587 774 924.8
1955 893 1,171 1,242.6
1960 1,235 1,666 1,636.0
1965 2,035.8
1970 1,863 2,670 2,428.9
1975.. 2,852.1
1980. 2,625 3,958 3,305.6

2000 .. 3,232 6,066

® Dorrance C. Bronsonj Oid-Jge and Survivors Insurance ig4s-44 Cost Studies^ p. I4 .

** The Tax Foundation, Social Security: Its Present and Future Fiscal Aspects^ June

1944, p, 13.

In December 1943, according to the estimates of the Social

Security Board,® the total labor force in the United States 14

years of age and over was 62.3 millions, of whom 10.3 millions

were in the armed forces. The number of employed workers

who were covered by old-age and survivors insurance w'as 30.2

millions. Covered as here used means taxed to support the sys-

tem and not necessarily currently insured or fully insured. Thus,
employed persons under O.A.S.I. constituted somewhat less

than half of the labor force including those in the armed forces

and less than three fifths of the civilian workers.

The number of variables is too great to permit of a statement

^ Social Security Yearhok J94Jf p* 5 .
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that if all gainful workers in the United States were brought

under O.A.S.I., the benefit costs would increase proportionately.

A proportional increase would make the costs in the year 2000

range from 6 billion dollars to 12 billions if the figure of one half

now excluded is used, and from 5 billions to 10 billions if two
fifths is taken as the proportion now excluded. Emphasis should

be placed on the fact that these figures for O.A.S.I. relate ex-

clusively to benefit costs. They do not include administrative

costs.

The amendments to the Social Security Act adopted in 1939
provided that the federal old-age and survivors trust fund

should reimburse the Treasury for expenses in administering

O.A.S.I. The expenses include those of the Social Security

Board in administering the system and of the Treasury Depart-

ment in collecting the taxes on employment. The figures in

thousands for these reimbursements by fiscal years are as fol-

lows

1941

$26,840

1942

26,766
1943 27,492
1944 32,607

1945

26,950

The average administrative costs for the years 1941 to 1945

according to these figures has been a little more than 28 million

dollars a year. A substantial increase in administrative costs is

to be anticipated, as the number of beneficiaries increases. The
estimated number of beneficiaries and of lump-sum death pay-

ments according to the low and the high assumptions of the

actuaries of the Social Security Board are given in the table on

page 666.

The number of monthly payments which have to be made
will increase about tenfold between 1945 and 2000 according to

the low assumptions and more than fourteenfold according to

the high assumptions. This increase in work load will result in

a substantial increase in administrative costs over the years.

There will also be some increase, although comparatively slight,

* Compiled from Daily Statement of the United States Treasury for June 30, 1941,

June 30, 1943, June 30, 1943, June 30, 1944, 30> I 945 -
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in the costs of collection of the pay-roll tax. The system startedj

however^ with full administrative load with respect to tax col-

lections, hence the major increases in administrative costs will

come from the growth in number of beneficiaries.

Estimated Number of Beneficiaries, O.A.S.I., 1945-2000®

(In thousands of persons)

Calendar Year

Low Assumptions High Assumptions

Monthly
Beneficiaries

Lump-Sum
Deaths

Monthly
Beneficiaries

Lump-Sum
Deaths

1945 1,295 170 1,451 179

1950. 2,782 218 3,260 227

1955 4,026 270 4,683 268
1960 5,270 323 6,390 314
1970.. 7,712 430 9,592 428
1980

1

10,501 542 13,876
1

569
2000 12,714 623 20,734 773

® Dorrance C. Bronson, Old-Age and Survivors Insurance 1^42-44 Cost Studies, p. 12 .

The railroad retirement system. When the railroad retire-

ment system was under consideration by Congress in 1 937, the

Board submitted to the committees estimates of receipts and

expenditures by years from 1937 to 1975 inclusive. The ex-

penditures, according to these estimates, increased from about

n million dollars in 1937 to about 231 million dollars in 1975,

the latest year shown. It was suggested at the time that the

tax on pay rolls, which was to begin at 5.5 per cent in 1937
and increase to 7.5 per cent in 1949—shared equally by the em-
ployer and the employee—^would make the fund operate on an

actuarial reserve basis so that the benefits as they became due
could be paid from the accumulated reserves and the interest

earned on them.

The data submitted to Congress were entirely inadequate to

demonstrate that the tax would actually support the system.

Being somewhat skeptical regarding the figures submitted, we
projected them beyond 1975, assuming contrary to fact that the

expenditures would remain constant after 1975 at the 1975 level.

It was obvious that for many years after that date benefit pay-
ments would continue to increase, although at a reduced rate

of acceleration. We did not attempt to allow for this increase
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but used the assumption of leveled cost that overestimated the

strength of the fund. According to this calculation, the fund
increased each year up to and including 1961. It turned down-
ward in 1962 and began that decline at an accelerated rate,

which is characteristic of an old-age retirement system that

pays higher benefits than the contributions or taxes will sup-

port. By 1991 the fund was completely exhausted. The esti-

mated annual receipts of 1 62 million dollars were short of bene-

fit requirements in that year by 69 million dollars a year.

The Report of the Railroad Retirement Boardfor ig43 contains

as an appendix the “Second Actuarial Valuation of the Railroad

Retirement Act.” Because of the difficulties in forecasting fu-

ture economic conditions, the actuaries used three different

assumptions, a high, a low, and one which might be called a

probable. The probable assumption would call for contributions

or taxes amounting to 10.4 per cent of pay roll. The low would

be 8.1 per cent and the high 14.5 per cent.“ These percentages

are level premiums.

The actuarial report does not project benefit costs beyond

the year 1955. For that year it gives two estimates, a low of

190,3 million dollars and a high of 227.9 millions.^^

Summary of Tax Foundation estimates^ ig^y-So. Of interest

in regard to the general magnitude of expenditures for social

security and relief is a summary table from the report of the

Tax Foundation which is reproduced on page 668. It includes

the items of old-age and survivors insurance, unemployment

compensation, public assistance and general relief, and public

health, and gives the estimates by five-year periods from 1 945

to and including i960.

The Tax Foundation estimates that the aggregate payments

for these programs will increase from a little less than 1.3 billion

dollars in 1945 to slightly more than 4 billions in i960. If in

this table we should substitute the cost of O.A.S.I. benefits in

1980, as estimated by the Tax Foundation for i960, we would

get a figure of about 5.7 billions.

Pp. IlS'j'.TTp.

Report oj the Railroad Retirement Boardjor iidf.
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A Summary of All Payments, for Social Security and Public Health and
Welfare, 1945-60, by Five-Year Intervals^

(In millions of dollars)

1945 1950 1955 1960

Old-Age and Survivors Insurance. ....... 236 925 1,243 1,636

Unemployment Compensation 90 874 881 , 889

Total 326 1,798 2,124 2,525

Public Assistance and General Relief 770 1,173 1,217 1,284

Public Health. 192 212 232 I 251

Total 962 1,385 1,449 1,535

Grand TotaF 1,288 ' 3,183 3,573
1

4,060 ,

The Tax Foundation, Social Security: Its Present and Future Fiscal Aspects, p. 58 .

^ Totals are the sum of figures rounded to thousands and may not agree with the

sum of figures here given.

ESTIMATES OF COST OF A UNIVERSAL, COMPREHENSIVE
SYSTEM BASED ON 1940 CENSUS DATA

As is repeated from time to time in this book, the three out-

standing characteristics of existing American programs for re-

lief and social security are:

1. Absence of universal coverage. Many are left without pro-

vision except as they may be cared for by general public assist-

ance^ which in a number of localities is extremely uncertain.

2. Lack of comprehensiveness. For example^ disability not

resulting from advanced age is not specifically covered for the

great majority of the people.

3. Benefits are not co-ordinated. The existing systems make
certain classes especially privileged^ whereas they leave others

to the uncertainties of general public assistance.

As study of the several programs brought these three cardinal

defects more and more to a sharp focus^ we became more and
more interested in what a universal, comprehensive, and co-

ordinated system would cost in the United States. The simplest

way to answer the question appeared to us to be to assume that

such a system had been in effect in 1940 and, by use of the data

contained in the 1^940 census and of certain estir ates, to derive

figures which indicate the range of costs.
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The assumed system used for this purpose included ten major
itemSj as follows:

I. A no-means test old-age benefit to which all were eligible

upon attaining the age of 65 but not payable to an individual

who elected to continue earning a substantial sum or to the wife

of such an individual.

. A means test allowance payable on behalf of children un-

der 18 years of age provided they could not be supported by the

father or mother according to a legally established minimum
standard.

3. A no-means test benefit to single women and to widowed,

divorced, or separated women 50 to 64 years of age not in the

labor force whether they had or had not children under 18 years

of age.

4. A no-means test benefit to widowed, divorced, or sepa-

rated women 15 to 49 years of age, provided they had the care

of and responsibility for a child or children under 18 years of age.

5. A no-means test benefit for women under 50 years of age

unable to work as home makers or in gainful employment.

. A no-means test benefit for men under 65 years of age un-

able to work.

7. A no-means test benefit for medical care.

8. A no-means test maternity benefit.

9. A no-means test funeral benefit.

10.

A no-means test unemployment benefit.

The amount of benefit under each of these ten major items is

a question of public policy. In our cost calculations we made no

attempt to say exactly what the amount of benefit would be.

Instead we used three different figures, (i) a low which was so

small that relatively few persons would say that if such a

benefit is to be provided, the amount given should be less; (a)

a high which many may regard as not high enough; and (3) an

intermediate figure. In other words, our objective was to arrive

at a rough range of cost.

The census figures often do not supply data which would

enable one to say with any degree of precision how many in a

given population class would prove eligible to take a benefit.
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For example, we know the number of persons 65 years of age or

over reported at the 1940 census, but we do not know how many
of them would elect to retire at a given level of benefit. Expe-

rience suggests that the higher the benefit the more the induce-

ment to withdraw from active work. To give another example,

it is very difficult to say how many children there were in 1940

whose parents could not provide them with adequate support.

To arrive at the desired goal of a very rough estimate of the

possible range of cost between a low and a high, we combined

our low estimate of the number who would receive benefit with

our low benefit, and our high estimate of the number who
would receive benefit with our high benefit. An intermediate

figure is generally arrived at by combining an intermediate

benefit with an intermediate number of beneficiaries. It is

hardly necessary to say that some of the assumptions are based

on inadequate and unsatisfactory data, but we have described

the basis used in the appendix.

With this broad explanation of method and with the caution

that the figures are at best very rough estimates, we present the

summary figures in a table on pages 671-72.

According to these figures the cost of a universal, comprehen-

sive, social security system with no-raeans tests, except for

children’s benefits, would in the census year 1940 have ranged

between 7.6 and 16.8 billion dollars. It can, we believe, be said

with a reasonable degree of assurance that to get a figure sub-

stantially below the 7.6 billion minimum figure it would be

necessary either (i) to eliminate certain of the contingencies

covered or (2) to make a far wider use of the means test.

Universal insurance for medical care, old-age protection, and
unemployment insurance are the big items in these cost figures.

The three combined account for about 5.7 of the 7.6 billion

minimum and for about 12.1 of the 16.8 billion maximum. The
reader will recall, however, that we assumed a means test for

children’s allowances. Had no-means test children’s allowances

been used, this item would have been of major importance. We
shall discuss the three major benefits in summary in the present



Estimates of What Comprehensive Social Insurance Would Have Cost in 1940
According to Different Assumptions

(In millions of dollars)

Estimated Cost

Contingency and Conditions Low
Benefits

Moderate
Benefits

High
Benefits

1. No-means test old-age beneUt payable on or after

age 65:

Average benefit $25 per month, assuming 67
per cent retired 1,825

Average benefit $30 per month, assuming 78
per cent retired. 2,535

Average benefit $40 per month, assuming 87
per cent retired 3,749

2. Means test child allowances for children under 18;

Average benefit $10 a month paid to 5 per cent
of children 240

Average benefit $15 a month paid to 10 per
cent of children 720

Average benefit $20 a month paid to 20 per
cent of children 1 1,920

3. No-means test benefit to single, widowed, di-

vorced, or separated women not in labor
market 50 to 64 years of age, with or without
children under 18:

Average benefit $20 a month, low estimate as

to number separated 432'

IAverage benefit $25 a month, middle estimate
as to number separated 555

Average benefit $30 a month, higher estimate
as to number separated 684

4. No-means test benefit to widowed, divorced, or

separated women IS to 49 years of age, with
children under 18 years of age:

Average benefit of $20 a month, low estimate

of number separated and number with chil-

dren under 18. ...... 305
Average benefit of $25 a month, middle esti-

mate of number separated and number with
children under 18 457

Average benefit of $30 a month, higher esti-

mate of number separated and number with
children under 18 640

5. No-means test benefit for males under 65 unable
'

' to work: , ,

Average benefit of $25 a month 558
Average benefit of $30 a month 669

Average benefit of $40 a month. ............ 892

6 . No-means test benefit for females under 50 years

of age unable to work:
Average benefit of $25 a month 187

Average benefit of $30 a month 224

Average benefit of $40 a month. 299

,7. No-means test medical care:
^

Present levels ($23.58 per capita annually) .... 3,105

671



672 COSTS OF SOCIAL SECURITY AND RELIEF

Estimates of What Comprehensive Social Insurance Would Have Cost in 1940

According TO Different Assumptions—continued

(In millions of dollars)

Estimated cost

Contingency and Conditions Low
Benefits

Moderate
Benefits

High
Benefits

Levels of families with income of $3,000 to

$3,000 ($2X32 per capita anuoally). , 3,756
Adequate ($36 per capita annually) 4,741

8 . No-means test maternity benefit:

Benefit of $23 for the period 59
Benefit of v$37,30 for the period 89
Benefit of $30 for the period 118

9. No-means test funeral benefit:

Adults $80; 10 to 19 years $60; 3 to 9 $40;
under 3 $24 105

Midway between 1 and 3 131

Adults $120; 10 to 19 years $90; 3 to 9 $60;

and under 3 $36 157

10. No-means test unemployment premiums:
Average weekly benefit $9.62 to provide^ for

equivalent of annual average of 1.5 millions

unemployed and on benefit throughout year

Average weekly benefit of $17.31 to provide for

equivalent of annual average of 2 millions

unemployed and on benefit throughout year.

Average weekly benefit of$23.08 to provide for

equivalent of annual average of 3 millions

unemployed and on benefit throughout year

.

750

oo00

3,600

Total.... 7,566 10,936 16,800

chapter. The discussion of the other benefits will be found in

the appendix.

Medical care. Because of the high cost of no-means test medi-

cal care, a few words ofexplanation should be given with respect

to that item. Our figures on per capita costs are taken from the

studies made by the Committee on the Costs of Medical Care in

1928-30. Our low figure represents a pooling of the risks; no
more would be spent in the aggregate than the amount repre-

sented by multiplying the population in 1940 by the average

per capita expenditure for medical care in these years. If it be

assumed that the per capita actual expenditures in 1940 were

approxitnately the same as in 1928-30, the cost, 3.1 billion dol-

lars, would represent merely spreading the cost through a

publicly operated insurance system. The intermediate or moder-
ate cost would mean providing for all, through an insurance
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system, the level of care purchased in the years named by fami-

lies with an income of from $3,000 to $S,ooo. The cost of such

care, 3.8 billion dollars, would thus represent an additional ag-

gregate expenditure of about 700 million dollars. The high

figure, about 4.7 billion dollars, represents the provision for all

of what the Committee on the Costs of Medical Care regarded

as adequate. It would mean an increase of current expenditures

of about 1.6 billion dollars a year.

Unemployment compensation. The figures with respect to un-

employment insurance are not based on unemployment in the

year 1940, but on a series of assumptions explained at some
length in the appendix. In a comprehensive social security sys-

tem, it is to be expected that persons who are continuously un-

employed for long periods of time because of technological

changes or prolonged depressions will not be dropped from the

benefit roll at the expiration of a fixed number of weeks, as at

present, or if they are, some will be provided with a training

benefit, and others will be given public assistance. We have set

up in our table no separate item either for public assistance to

the long unemployed or for a training benefit. So far as this

rough estimate is concerned, all benefit payments resulting from

unemployment are included in the unemployment figure, except

in so far as (i) some children’s allowances might be paid

primarily because of unemployment of the father or mother; (a)

some old-age benefits because the elderly person could no longer

get work; and (3) some disability benefits because the disabled

person could not get work in a period of slack employment.

The low estimate assumes a fairly high level of employment

and low-average, weekly benefits ($9.62 a week). If it be as-

sumed that the labor force in 1940 was about 50 millions, unem-

ployment of 1.5 millions at any moment throughout the year

would be 3 per cent. It would represent in the main frictional

unemployment, and only in years of highly satisfactory em-

ployment can a much smaller number of unemployed be ex-

pected. In years of high employment, it may be expected that

many frictionally unemployed will be re-employed before the

waiting period expires, and hence costs will be kept down.
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The intermediate figure, as given in the table, represents a

substantially higher average benefit (^17.31 a week) to 2 million

unemployed at any time throughout the year or 4 per cent of a

labor force of 50 millions. The same amount of money, 1.8 bil-

lion dollars, would, as the tables in the appendix show, provide

for a much larger volume of unemployment at a lower, average

benefit. At an average benefit rate of $13.46 a week, for exam-

ple, it would provide for almost 2.6 millions and at an average

benefit rate of I9.62 a week, for 3.6 millions. This latter number

of unemployed would constitute 7.2 per cent of a labor force of

50 millions. There is some opinion to the effect that an unem-

ployment compensation system should not attempt to provide

for an annual average of more than about 8 per cent unemploy-

ment, and that unemployment above this figure should be taken

care of through other methods. It should be repeated that in

this computation no other methods are included except as pre-

viously noted.

Our high figure of 3.6 billion dollars a year may appear to

many as excessive and unreasonable as an average annual cost.

The two factors which produced it, selected for presentation in

the table, were an average benefit rate of ^23.08 a week and an

equivalent number of unemployed throughout the year of 3

millions or 6 per cent of a labor force of 50 millions.

The same annual cost would provide for any one of the fol-

lowing combinations of the two factors, average rate of benefit

and equivalent number unemployed throughout the year.

Equivalent Number
Unemployed
Throughout

Year
(In miliions)

4.0
5.14
7.2

Per Cent
of Labor
Force of

50 Millions

8.0
10.3
14.4

Weekly
Benefit

Rate

$17.31
13.46
9.62

Because of the size of this high estimate, it may be well to

enumerate the reasons that led us to include it.

I. This figure includes practically all payment for need result-

ing from unemployment.
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2 , A fairly strong argument can be made for an unemploy-

ment compensation system that operates as a standby wage.

The theoretical advantages of an annual wage as contrasted

with an hourly, daily, or weekly wage are widely recognized,

but its practicability in many industries is open to serious ques-

tion, Conceivably a well-developed unemployment compensa-

tion system could be designed to effect the objectives of an

annual wage in industries for which it is impracticable.

3 . To provide full employment, planned economy advocates

are recommending a high degree of government control and

management, a degree that in some cases approaches that de-

veloped in Nazi Germany. The Beveridge plan for Britain,

which has aroused wide interest in the United States, involves,

for example, government action to provide jobs through public

works, control of production and consumption, fixing of prices,

control of credit and investment, regulation of foreign trade,

control of the persons seeking employment, particularly of

youth about to enter employment, the regulation—self-regula-

tion—of the labor unions and other organizations of workers,

and abolition of the right of private ownership of productive

property and the hiring of workers to operate it. Such a system

would be extremely inflexible because of the difficulty to make
adjustments in an economy in which at all times there is prac-

tically full employment. In such an economy an all-powerful

state will have to make adjustments.^^ An alternative which

will preserve a far higher degree of personal freedom and flexi-

bility is to provide workers temporarily unemployed with

reasonable standby wages.^®

William H. Beveridge, Full Employment in u Free Society (1945).

Money may be likened to a liquid the flow of which is, on a purely comparative

basis, relatively easy to control. Its rate of flow can be regulated. Public works, private

construction, production of durable consumers goods, production of agricultural com-

modities are on the other hand solids—solids that are in many cases in such big units

that they will not flow. Governments cannot turn them on and off at will. Many
once started have to be finished. Started in a period of threatened unemployment,

they may have to be continued in a period of full employment and labor shortage;

hence the necessity in the planned economy for regulation of wages, prices, and produc-

tion of consumers goods to prevent inflation. It may therefore be questioned whether

a reasonable standby wage provided through unemployment compensation may not
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Old-age pensio72S. The costs for old-age pensions as included

in the table on page 671 range from the low of about 1.8 billion

dollars to the high of 3.7 billions. It cannot be too strongly em-

phasized that these costs are based on the number of persons

65 years of age at the census of 1940 and are not indicative of

what the cost will be in aooo. It is necessary therefore to con-

sider at some length the future costs.

Future costs of old-age pensions. The number of persons 65

years of age or over in the United States is increasing every year,

and hence the aggregate cost of paying an old-age benefit of a

specific amount will increase each year. The discussion of the

effect of these increases will be based on estimates of the future

population of the United States as prepared by Warren S.

Thompson and P. K. Whelpton.“ Upon the basis of these fig-

ures we have prepared some figures on the cost of old-age bene-

fits in later years.

In estimating the future population of the United States,

scientists like Thompson and Whelpton must necessarily use

several different sets of assumptions with respect to three major

variables: (i) the fertility rate, (2) the mortality rate, and (3)

the immigration rate. There vdll be a fourth, the losses resulting

from World War II, but obviously Thompson and Whelpton

could do no more than recognize that fact in the absence of reli-

able data on what the losses would be. Each set of assumptions

wilTgive a different figure for the population as a whole. For

the purpose of this chapter on costs, we shall in the main use

only one of the Thompson-Whelpton sets of assumptions, the

one which seems to us the most probable; it assumes medium
fertility and medium mortality with immigration. We are sum-

marizing the results in the expectation that persons who want
more will consult the appendix and the Thompson-WTelpton
study. All figures will be rounded to the nearest million.

in the long run be far less costly to the economy. It might have greater efficiency in

meeting the needs of the people. It would represent far less of an encroachment by the

state on the inalienable rights of man that are the foundation of a free society.

Estimates of Future Population of the United States 1^40-2000^ Senpps Foundation
for Research in Population Problems (National Research Planning Board, August
J'943). ..

'

^
:

'
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In the table below we give in rounded numbers the cost

in millions of dollars of a no-means test old-age benefit of $ioo

a year for persons 65 years of age or over by a five-year period

from 1945 to 1950 and ten-year periods from 1950 to aooo.

Figures are given for three different assumed retirement rates:

100 per cent, 75 per cent and 50 per cent.

Future Costs of An Old-Age Pension of $100 a Year 1945 to 2000

(In millions of dollars)

Year

Cost for Persons 65 Years of Age and Over Assuming

—

100 Per Cent
Benefited

75 Per Cent
Benefited

so Per Cent
Benefited

194S 1,000 750 500
1950 1,100 825 550

1960 1,300 975 650

1970 1,600 1,200 800

19S0 1,900 1,4-25 950
1990 2,100 1,575 1,050

2000 2,200 1,650 1,100

The essential point to be noted is that because of the growth

in the number of old people in the population the cost of old-age

pensions will be, other things assumed equal, more than twice

as great in 2000 as in 1945. For example, to pay half of the per-

sons 65 years of age or over a pension of |ioo a year would cost

500 million dollars in 1945 and 1,100 millions in 2000. A pension

of $300 a year paid to half the elderly people would thus cost

1.5 billions in 1945 and 3.3 billions in 2000.

In connection with these figures it should be noted that they

are based on the assumption of “medium mortality” between

1945 and 2000. Should there be substantial, progressive de-

creases in the mortality rate in that period there will be even

greater increases in the costs of old-age pensions, unless im-

proved health of elderly people and good employment oppor-

tunities reduce the rate of retirement.

The increased number of elderly people is not the only factor

to be considered in connection with the cost of old-age pensions.

The number of persons 65 years of age or over per 1,000 persons

in the active working years of life may increase under such cir-
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cumstances. The cost of providing for the retired will have to be

borne by a relatively smaller sector of the population.

The table below shows the per capita contribution in dol-

lars which would have to be made by persons 20 to 64 years

of age to pay a pension of |ioo to persons 65 years of age or

over. In this table we have used three different retirement

rates, 100 per cent, 75 per cent, and 50 per cent.

Per Capita Payments by Persons 20 to 64 Years of Age to Provide Pensions for
Persons 65 Years and Over, 1945-2000

(In dollars)

assumption 1. HIGH FERTILITY, MEDIUM MORTALITY, WITH IMMIGRATION

Year

Contribution to Pay Benefit of $100 a Year

' 100 Per Cent
Benefited

75 Per Cent
Benefited

SO Per Cent
Benefited

1945 12 9 i 6

1950 13 10 6

1960 15 12 8
1970 16 12 8
1980 . 18 14 9
1990.... 1 19 14 10

2000 18 14 9

ASSUMPTION 2. MEDIUM FERTILITY, MEDIUM MORTALITY, WITH IMMIGRATION

1945 12 9 6
1950.. 13 10 6
i960

;
14 11 7

1970 16 12 8
1980... !

19 14 10

1990 21 16 10
2000 22 16 11

ASSUMPTION 3. LOW FERTILITY, MEDIUM MORTALITY, WITH IMMIGRATION

1945. 12 9 6
1950 13 10 6
1960 15 12 8
1970............... 16 12 8
1980 20 15 10
1990....... 22 17 i

'

11

2000......... 24 18
1

12

The number of persons ao to 64 years of age in the later years

of the period 1945 to aooo will be materially affected by the

birth rate that prevails between 1945 and 1979. In this table.
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therefore, figures are given using the Thompson-Whelpton pop-

ulation figures for high fertility, medium fertility, and low fer-

tility. Since the estimates' are forecasts of the fairly distant fu-

ture, we give the figures only to the nearest dollar.

Before the figures in the table are discussed in detail, it should

be pointed out that the cost of providing benefits for relief and

social security will be borne in the first instance primarily by
the members of the population who have a direct immediate

connection with the circulation of income. It would therefore be

more effective to show the cost of an old-age pension of $100 a

year per person gainfully employed in the years from 1945 to

2000. Such figures would, however, require assumptions as to

the percentage gainfully employed which will prevail among
men and among women in the years which lie ahead. Will wom-
en to an increasing degree work for compensation? Will an

increasing number of young men and women continue their edu-

cational preparation beyond the age of 20? Will anticipated in-

creases in productive capacity result in a higher percentage not

gainfully employed at all or will workers have shorter hours and

more leisure?

We decided against making elaborate series of assumptions

with respect to these questions. We used simply the per capita

contributions based on the total population 20 to 64 years of

age. The figures thus include women not gainfully employed,

youth still attending educational institutions, and persons un-

able to work. It must be remembered, however, that some of the

cost will be borne by persons who became gainfully employed

before the age of 20, and some who continue to work after at-

taining age 65.

In this connection a table is presented on page 680which shows

by age groups and sex the percentage of the population 14 years

of age or over in the labor force at the census of 1940. In exam-

ining these figures it should be remembered that a universal,

comprehensive, social security system will tend to reduce the

percentages in the labor force, since persons who have difficulty

in getting jobs because of age or other compensated difficulties

will tend to go on benefit.
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Percentage of the Population. 14 Years of Age and Over in the Labor Force
BY Sex and Age 1940**'

Age Total Male
j

Female

TOTAL 14 YEARS AND OVER. .

i

52.2 79.0 25.4

14 and 15 years 5.2 8.0 2.2

16 and 17 years
i

21.0 29.0 12.9

18 and 19 years i

52.7 65.6 1 40.0

20 to 24 years. 66.2 88.0 1 45.1

25 to 34 years 63.6 95.2 :
32.9

35 to 44 years 60.8 94.7
1

26.9

45 to 54 years 58.0 92.1 22.1

55 to 64 years 50.9 83.8 > 16.4

65 to 74 years 29.0 50.8
1

7.5

75 years and over 9.5 17.8 1 2.1

® Census of 1940, The Labor Force^ Vol. Ill, Pt. i, p. 6,

With these limitations in mind we turn to the table on page

678 that shows the estimated cost in dollars per individual 20

to 64 years of age of an old-age pension of |ioo a year for per-

sons 65 years of age or over. Discussion will be confined to the

figures that are based on the assumption that 75 per cent of

persons 65 years of age or over will retire on benefit.

If the United States experiences high fertility, the per capita

cost in the year 2000 of an old-age pension of $100 a year paid

to 75 per cent of the people 65 or over would, if borne entirely

by the individuals 20 to 64, be I14. If the United States should

experience low fertility the per capita cost would be ^18.

These figures, it will be noted, are for a pension of $100 a

year. A pension of I25 a month or $300 a year would cost per

person 20 to 64 years I42 if fertility proves high and $54 if it

proves low. A pension of I500 a year—a little better than ^40

a month—would cost with a high fertility I70 per capita and

with alow I90.

It may be worth while to look at these figures from the stand-

point of a hypothetical family. We shall assume that the family

contains two adults between 20 to 64 years and that it has an

income of ^2,400 a year. We shall further assume that the tax

system is such that a family with an income of ^2,400 bears the

entire per capita cost; that it is not relieved of any of the cost

because of its low income, nor is it charged with any of the cost
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for providing pensions for very low-income families because of

its high income. Under such assumptions it would pay $84 a
year or 3.5 per cent of its income for a I300 pension if fertility

proves high, and $108 or 4.5 per cent of its income if fertility

proves low. For a $500 pension it would pay $140 or 5.8 per

cent of income if fertility is high, and |i8o or 7.5 per cent of

income if fertility is low.

High fertility, it will be noted, reduces the per capita cost of

old-age pensions for persons in the age period 20 to 64 years, but

it increases the amount which these persons must spend for

children.

Future costs for children. To illustrate the possible situations

with respect to children we again utilize the Thompson-Whelp-
ton figures, selecting the three assumptions that use medium
mortality and immigration and vary only with respect to fer-

tility. In the following table we show the estimated number of

children under 15 years of age, and the percentage ratio of

such children to the estimated population 20 to 64 years of

age.

The percentage ratio of children under 15 years of age to the

population 20 to 64 years of age can be read as the number of

Number of Children Under 15 Years of Age with Ratio to Population 20 to 64,
1945 TO 2000

Year

Assumption 1.

High Fertility,

Medium Mortality,

with Immigration

Assumption 2.

Medium Fertility,

Medium Mortality,

with Immigration

Assumption 3.

Low Fertility^,

Medium Mortality,

with Immigration

Number

.

millions)®

Per Cent of

Population
20 to 64

Number

.

millions)^

Per Cent of
Population
20 to 64

Number
iln

millions)®

iPer Cent of
i Population
' 20 to 64

1945 34 41
1

34 41 34 41

1950 36 42 36 41 35 41

1960. 38 42 i
35 38 32 35

1970..., 39 40
1

34 35 29 30
1980........ 42 40 34 34 27

!

27

1990. 44 40 32 32 23 25

2000........ 46 40 31 31 21 23 ,

® Warren S. Thompson and P. K. Whelpton, Estimates of Future Population of the

United States ip40~2000, prepared for the Committee on Population Problems of

the National Resources Planning Board (1943), p» 53*

The'same, p. 74.,

The same, p. 98. ,
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dollars per capita persons 20 to 64 years of age would have to

contribute to give each child under 1 5 years of age an allowance

of |ioo. For example, according to the assumption of high

fertility, the number of children under 1 5 years of age in the

year 2000 would be 46 millions and there would be 40 for each

100 of the estimated 115 million persons 20 to 64 years of age.

An allowance of $100 for each child would cost in the aggre-

gate 4.6 billion dollars. If each of the 1 1 5 million adults ao to

64 contributed I40 the total resulting contribution would be

the required 4.6 billions.

Thus the per capita cost to persons 20 to 64 of an allowance of

|ioo to each child under 15 years of age would be in the year

2000 about $40 should high fertility be realized, $31 if fertility

should be medium, and $0.3 if it were low. Low fertility would

therefore place on the persons of working age a relatively heavy

burden for old-age pensions and a relatively light burden for

the support of children. High fertility would do the reverse.

A question which should be noted in connection with these

figures is whether high old-age benefits with their inevitable

high costs to persons of working age would have an influence

on the fertility rate. Thompson and Whelpton express the opin-

ion that the decline in the birth rate which has been taking

place in the United States has resulted more from social and

economic forces than from biological causes. In other words,

families could as a rule have had more children if they had

deemed it wise to have them. If families in the future are called

upon materially to increase the provision they must make for

persons 65 years of age or over, will that fact reduce the number
of children born?

Cos!figures adjustedfor increased numbers of elderly persons.

Because of the increase in the number ofpersons 65 years of age

and over which will take place between 1945 and 2000, estimates

of the cost of a universal, comprehensive, social security system

based on the 1940 census are too low to reflect future costs. The
Thompson-Whelpton estimates indicate that the number of

persons 65 years of age will a little more than double in the 55

years. If the cost of old-age pensions in the 1940 estimates are
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doubled, but no change is made in the other nine items, the

range of cost of the assumed social security system would be

from a low of about 9.4 billion dollars to a high of about 20.5

billions. Two points should be repeated: (i) in our judgment
a figure substantially below 9 billion dollars a year could be

secured only by doing one or both of the following things: (a)

omitting certain of the contingencies from the system or (b)

making fairly general use of the means test, giving only so

much in benefits as may be necessary to bring those found in

need to the suitable minimum standard established by law.

(2) The high figure does not represent the cost of extremely

liberal benefits paid on a no-means test basis. If extremely

liberal benefits are promised now, the cost in the year aooo may
materially exceed the high estimate of over 20 billion dollars a

year.

ESTIMATED COSTS OF A MEANS-TEST SYSTEM

From time to time in the preceding discussions of cost, the

point has been made that costs can be reduced by the introduc-

tion of a means test. Such a reduction results from two major

factors: (i) a decrease in the number who receive benefits, and

(2) since available assets are taken into consideration in deter-

mining the amount to be granted as a benefit, a decrease in the

average amount which has to be paid to bring those below the

legally established level to that level. Some readers may desire

more concrete figures as to the range of costs of a comprehensive

means-test system.

To meet such a request, some rough figures will be presented,

based on the same basic data from the census of 1940 and other

sources that were used in estimating the cost of a comprehensive

no-means test system, as given on pages 671 to 672. Again the

attempt will be merely to establish a possible range of costs,

from a low to a high with an intermediate figure.

Four points should be made before these rough estimates are

presented:

I, The cost of a means-test system will depend in part on the

standard adopted by the legislature to be used in determining

need and hence eligibility. The higher the standard, the more
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persons will be eligible, and the more money will be required to

bring those who are below that standard up to it. Since in

existing national legislation no uniform standards have been

adopted either in terms of money or real levels of living, it is

necessary to assume a series of standards in making estimates.

2. The cost of a means-test system will vary somewhat with

prevailing economic conditions, or more particularly with the

availability of employment. In periods of labor shortage elderly

persons, those partially disabled, marginal workers, widowed,

divorced, or separated women, and youths of working age can

get jobs and support themselves. Employment for adults, more-

over, reduces the need for assistance to dependent children. It

decreases the number who will need assistance with respect to

medical care, maternity, and funeral expenses. The ratio of

needy to the total number in a population class is not therefore

fixed and stable; it is a variable. It will move up and down with

employment conditions, being high in bad times and substan-

tially lower in good times.^®

3. The degree of variability will be influenced by the sixe of

the benefits. It can apparently be generalized with a fair degree

of assurance, that the higher the benefits the less the movement
from the benefit rolls to employment. If an elderly person, a

partially disabled person, or a widowed, divorced, or separated

woman is getting along with reasonable comfort on a grant from

public funds, there may be little inducement to seek more
through effort and the discipline of w’ork. Sheer inertia is a fac-

tor.

4. The ratio of eligibles to the total number of a class will

under a means-test system vary with the duration of any eco-

nomic recession. A worker can often provide for himself and

those dependent upon him through short periods of unemploy-

ment or temporary disability. As the period lengthens, his

available cash resources are exhausted to such a point that he

16 If a means>test system establishes a iegisiadve right to assistance for those in need
and is well administered, the degree of variation will be increased. Beneficiaries will

tend to go off the rolls in substantial numbers when they can earn more through work
if they are sure they can get back on if their jobs peter out. A modern means-test sys-

tem would be designed to facilitate such movements.
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becomes eligible for assistance. In a no-means test unemploy-

ment insurance system under which benefits are payable only

for a limited number of weeks, the drain on the insurance fund

ceases as the insured exhaust their benefit rights. Under a

means-test system the rights are not exhausted with the lapse

of the weeks, but tend to increase as more and more persons use

up their available resources and have to depend on social secu-

rity funds.

For these four major reasons it is quite impossible to do more

than to present a range within which the cost of a comprehen-

sive means-test system would probably fall. The rough estimate

here presented places that range between i.8 billion dollars and

7.6 billions a year. The intermediate figure is about 3.7 billions.

The figures from which these totals are derived are shown in

the table on pages 686-87, which provides for the same ten classes

that were used in the similar computations for the no-means

test system.^ Each of these classes will be briefly discussed.

Old-age assistance. The low for old-age assistance assumes an

average benefit of I25 a month paid to 25 per cent of the per-

sons 65 years of age or over in 1940. Roughly the low represents

about what was being done under old-age assistance in 1942.

The high assumes that the average payment, in addition to the

resources already possessed by the eligibles, will be $40 a month

and that half the people 65 years of age will be eligible. Roughly

it represents the general adoption of the liberal policies of those

few states that have had the old-age pension philosophy.

Aid to dependent children. It may be recalled that in the figures

for the no-means test system, an exception was made with re-

spect to children’s allowances. They were put on a means-test

basis. The same figures are used here. The low figure, 240 mil-

lions, is based on $io a month to 5 per cent of all children under

18 and the high figure, 1.92 billions, on an average of $20 a month

to 20 per cent of the children. Most children under 18 years of

age have parents of working age and for this reason the high

percentage in need was not carried above 20. It hardly seems

reasonable to assume that except in the event of a long depres-

Sec pp.
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sion the number of children in need, to the extent of an average

benefit of $20 a month, would exceed 20 per cent.

Estimates as to Costs of a Comprehensive Means-Test System

(In millions of dollars)

Low Inter-

mediate
High

677
1,082

2,165

f

240
F

F

720

1,920

114
229

457

107
213

426

1S6
335

595

62
112

199

311
621

932

6
18

35

10

26

';47'.

Benefit

1, Old-age Assistance:

Average benefit $25 a month, 25 per cent on benefit.

Average benefit $30 a month, 33 per cent on benefit.

Average benefit $40 a month, 50 per cent on benefit.

2. Aid to Dependent Children;

children

Average benefit i

children

children . .

3.

Assistance to widowed,

as to number used for all three):

Average benefit $25 a month, 20 per cent on benefit

.

Average benefit $30 a month, 33 per cent on benefit.

Average benefit $40 a month, 50 per cent on benefit.

mate as to number used for all three):

Average benefit $25 a month, 20 per cent on benefit.

Average benefit $30 a month, 33 per cent on benefit.

Average benefit $40 a month, 50 per cent on benefit.

5. Males under 65 years of age, unable to work;
Average benefit $25 a month, 33.3 per cent on benefit

.

Average benefit $30 a month, 50 per cent on benefit.

.

Average benefit $40 a month, 66.6 per cent on benefit

.

6. Females under 50 years of age, unable to work:
Average benefit $25 a month, 33.3 per cent on benefit

.

Average benefit $30 a month, 50 per cent on benefit.

.

Average benefit $40 a month, 66.6 per cent on benefit

.

7. Medical Care;

10 per cent population provided for at present levels

.

20 per cent population provided for at present levels

.

30 per cent population provided for at present levels .

.

Maternity Benefits:

Average benefit $25 for period, 10 per cent of births .

.

Average benefit $37.50 for period, 20 per cent of birthsj

Average benefit $50 for period, 30 per cent of births .

.

Funeral Benefits;

Adults $80, 10 to 19 years $60, 3 to 9 $40, under 3 $24
for 10 per cent of deaths. .

i

Midway between 1 and 3 with respect to benefits forj

20 per cent of deaths
Adults $120, 10 to 19 years $60, 3 to 9 $60, under 3
$36 for 30 per cent of deaths ...

8.



MSTlMJfSS POk A MEANS.TEST SYSTEM 687

Estimates as to Costs op a Comprehensive Means-Test System—continued

(In millions of dollars)

Benefit Low Inter-

mediate
High

10. Unemployment Assistance:
Average weekly benefit $9.62 to provide for equivalent

of annual average of 1.5 million unemployed, 10
per cent of whom would be eligible under means
test. 75

1

Average weekly benefit $17.31 to provide for equiva-
lent of annual average of 2 million unemployed, 20
per cent ofwhom would be eligible under means test

Average weekly benefit $17.31 to provide for equiva-
lent of annual average of 3 million unemployed, 30
per cent of whom would be eligible under means
test

360

810

Total 1,788 3,716 7,586

Single, widowed, divorced, or separated women not in the labor

market to 64years of age. The high estimate of costs here used

for women in this group is directly comparable with the high

figure for the aged, 50 per cent eligible and an average benefit of

$40 a month. Except in prolonged bad times, it seems doubtful

that so high a figure would be reached. A considerable propor-

tion of the women in this group should be employable in good

times and earn enough to maintain themselves, possibly with

some slight assistance. The low figure used, 114 millions, as-

sumes an average benefit of^25 a month with 20 per cent eligible.

Widowed, divorced, or separated women 75 to 4g with children.

Here again the high figure is directly comparable with the high

figure for the aged, an average benefit of $40 a month and 5°

per cent eligible. This figure may be too high since these women

are of working age, the widows may have received some prop-

erty from their husbands, and the divorced or separated wom-

en may be in receipt of contributions from the father of the

.

children. The low figure, 107 millions, assumes an average bene-

fit of I25 a month with 20 per cent eligible.

Males under 6^ andfemales underyo unable to work.^or these

two classes the high figure provides an average benefit of I40

a month and assumes two thirds of the estimated number in the
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class to be eligible. The low figure assumes an average benefit

of $25 with one third eligible. The intermediate figure uses an

average benefit of foo and 50 per cent eligible. In connection

with these estimates it should be noted that the assumed dis-

ability rates^^ are relatively low prior to age 40 and that they

increase fairly rapidly from age 40 to age 65. It may be assumed

that a considerable number of men disabled, say after 45, have

accumulated enough to be beyond need of immediate public

assistance. In the case of married women, a considerable num-
ber can be cared for by their husbands without recourse to pub-

lic funds. After age 65 has been reached these disabled persons

would be included in the estimates for the cost of old-age assist-

ance. Provision for children of disabled fathers is included under

aid to dependent children.

Medical care. The estimates for medical care are all based on

the average expenditure per family as reported by the Commit-

tee on the Costs of Medical Care.^® The assumed percentages

eligible are 30 high, ao intermediate, and 10 low. Under a

means-test system, it is to be assumed that the growth of

nongovernmental, and from the standpoint of government,

noncompulsory group health and hospital plans will continue,

with a large measure of support from the medical and allied

professions. The growth of these independent nongovernmental

systems would tend to reduce the number of persons who will

need public assistance in meeting the costs of medical care.

Maternity and funeral benefits. For these two benefits the

assumptions as to percentages eligible are the same as for

medical care: high 30, intermediate 20, and low 10. The amount
of benefit is different for each of the three assumptions, as is

set forth in the table on page 686.

Unemployment assistance. In the computation of the costs

of a comprehensive no-means test system, the estimates with

respect to unemployment were based not on unemployment in

1940 but an assumed average annual number unemployed
through the year. The same method is used here with further

For the rates see App., p. 888 for women and p. 889 for men.
See p. 890.
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assumptions as to the number of unemployed who would be

eligible under a means test. For the low estimate 10 per cent

eligible is used, for the intermediate period 20 per cent, and for

the high 30 per cent. The high figure assumes that the average

number of unemployed in need and on benefit will be 900,000.

As is explained in the appendix this figure does not mean
there will be 900,000 individuals continuously in receipt of un-

employment benefits. The number of individuals personally

benefited will be far greater than that number, since individuals

will come on the benefit rolls, remain there for a few wrecks

or months and then go off. Some will under a system based on

need remain on the rolls for many months.

The average annual number of 900,000 does not mean that

there always will be 900,000 on benefit. In good times the

number will be smaller, in bad times perhaps materially higher.

The high estimate is based on the assumption that over the

years the average number will be 900,000.

Both in the high estimate and the intermediate estimate the

assumption is that the average benefit will be I17.31 a week or

I900 a year. A means-test unemployment insurance system,

it should be repeated, would be based on need and not on past

earnings, as under existing American practice. Benefits would

therefore be based on the number of persons w'ho were in need

as the result of unemployment of the individual. The single

man or w;oman with no dependents when unemployed would

get materially less than the married man with a wife dependent

on his earnings. The married man with a dependent wife and

several dependent children would under a means-test system

draw substantially more from social security funds than the

married man with a dependent wife and no children. Hence the

benefit here partakes something of the nature of a family

allowance as distinguished from an individual allowance.

Provision has been made previously for aid to dependent

children, and it is assumed that children of the unemployed and

underemployed will in ordinary times be provided for under

that category, but in periods of prolonged unemployment there

may be additional demands. For these reasons the rather high
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average benefit of ^17.31 a week or I900 a year is used for the

purpose of establishing roughly a range of costs.

COMPARISON BETWEEN MEANS TEST AND NO-MEANS TEST COST

The rough estimates derived from the same basic data permit

of some comparison between possible costs of comprehensive

systems, one using a means test and the other not. The figures

are (in billions):

Low Intermediate High
No-means test 7.6 10.9 16.8

Means test. l.S 3.7 7.6

From these figures, it seems reasonably safe to generalize

that probably substantially more than half the money for a

no-means test system is used to pay benefits to persons who are

not in need. The state takes this extra money from the citizens

through its exercise of the taxing power and redistributes it

according to a governmentally determined formula. The great

majority under such a system get back part of the money the

state has required them to contribute, but some get back far

less than they have paid in contributions or in direct or indirect

taxes. This subject will be considered in detail in subsequent

chapters.



CHAPTER XXVIII

METHODS OF FINANCING

Relief and social security systems are devices which operate

to redistribute part of the earnings of the people in accordance

with a governmentally designed plan. They are not themselves

directly productive of wealth; they have no source of income

of their own; they must secure their income through taxes^ or

compulsory contributions^ collected by the government through

the exercise of its sovereign power. In the present chapter we
shall be concerned, therefore, basically with methods of taxation

and with borrowing, which means taxation deferred. As in most

discussions of taxation, attention will have to be given to the

incidence of taxation and to individual equities. Since social

security systems are devices to redistribute income to achieve

certain governmental purposes, it is particularly necessary to

consider incidence and equities because of the possibility that

the methods of financing selected may operate against the basic

objectives sought.

As was shown in the earlier parts of this book, revenues

for relief and social security ordinarily do not come from a

single tax but rather from a battery of taxes. Sometimes, as in

unemployment insurance in the United States, the revenues

come almost exclusively from a single tax—in this case a tax

on employers—but for the relief and social security system as

a whole, the revenues come from many taxes or from borrowing.

For purposes of exposition it is necessary to take them up one

at a time. We shall follow this general classification: (i) con-

tribution^ from employers; (2) contributions from employees;

(3) earmarked special taxes; (4) general taxes; (5) borrowing.

CONTRIBUTIONS FROM EMPLOYERS

In American social security practice special taxes levied

against employers as contributions are a percentage of pay

rolls. That part of the wage or salary of an individual employee

' 691
'
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which exceeds a specified maximum

—

$‘2§o or $300 a month

—

is ordinarily exempt. With respect to these taxes three issues

seem of particular importance: (i) Who actually pays the tax?

(2) What effect do these taxes have on employment? (3) Do
they promote fair competition among employers?

fP'ho pays the tax? Some people assume that if a law imposes

a pay-roll tax upon employers, the tax falls on profits and it

has no effect upon either the prices charged the consumers or

the wages obtained by the employees. The tax, however, adds

to the cost of the labor factor in production. It does not bear on

the other factors. It thus changes the previously existing

relationships. Changes necessitate widespread readjustments,

which to a very substantial degree may shift the burden of the

tax either forward to the consumers or backward to labor

through reduced wages, although under some circumstances a

part may “stick” to the employer.

The number of factors which influence the direction and the

degree of the shifting is large. Their weight, moreover, does not

remain constant. It changes with changes in the general eco-

nomic situation, in conditions aflFecting a particular industr}^

in the degree of mechanization of establishments, and in the

relative strength of labor, capital, and consumers. Even a

change in style or in the buying habits of the people may affect

the incidence of the tax.

A percentage pay-roll tax bearing about equally upon the

pay roll of all industries and establishments^ becomes an

inescapable part of labor costs, and thus, so far as producers

are concerned, it has the same effect as an increase in the

covered wages of a like percentage. Since the relationship

between wages and capital does not remain static but undergoes

frequent changes, it is no more significant to say thal industry

^ It is true that employers of less than eight are exempt from the federal unem-
ployment insurance tax and some states have followed the federal law in drafting

their respective acts. Thus the small establishments are given a competitive advantage,
but one they cannot push very far. They cannot expand beyond seven employees
without becoming liable to the tax. Their exemption perhaps permits them to make
somewhat better profits so long as the establishment remains under eight workers and
they may expand through increased mechanization.
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becomes adjusted to the tax than that industry becomes ad-

justed to the wage scale prevailing at any particular moment.
Since the tax is related to wages on a percentage basis, it moves
with them and is involved in every readjustment to meet
changed conditions. It is therefore impossible to make final and
conclusive statements regarding the incidence of the pay-roll

tax on employers. We shall therefore here consider in summary
form some of the major situations.

In many communities the rates charged by privately owned
public utilities are fixed by regulatory agencies. In the regula-

tory process it is a common practice to allow what is regarded

as a reasonable rate of return on capital. Where such is the

practice, an increase in the cost of production warrants either

an increase in rates or, what amounts to much the same thing,

less of a reduction in rates than otherwise would have taken

place. Since the demand for the services of the utility are

frequently relatively inelastic, and the industries are monop-

olistic in character, it may be assumed that the pay-roll taxes

can in a large measure be passed along to consumers.

Manufacturers of durable goods, such as automobiles and

household appliances, generally fix their prices in advance upon

assumptions as to each factor they deem significant. One factor

is labor costs. In this advance price fixing, vrhich is subject to

the intense competition that prevails in this field, they are free

to attempt to meet increased labor costs either by increasing

the price to be charged or by diminishing what they spend on

the article to be sold at substantially the old price. A dominant

characteristic of these industries is that the manufacturer must

make heavy outlays for machines and tooling before the first

unit comes off the assembly line. These capital costs of produc-

tion are spread over the units sold. If the manufacturer sells

the number of units he assumed he would when the price was

fixed, he realizes the expected profits over and above cost of

production. If he sells more, he makes large profits. If he sells

less, he has little profit and perhaps an actual loss. When sales

equal or exceed the assumed number, the tax is apparently

passed along to consumers. When sales are smaller, the tax may
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rest for awhile on the manufacturer. If he should reduce prices

and continue to produce, he would continue to bear the tax,

unless he reduced wages or other non-fixed costs. If wages are

reduced, the tax falls on the workers. If the manufacturer meets

the situation by curtailing production, his pay roll and his pay-

roll tax are both reduced. Employment is then diminished.

In other highly competitive industries in which the product

itself, its costs of production, and its price are less subject to

administrative control by management, the situations are

diverse. If the product is one which the consumers regard as

essential and buy in substantially the same volume whatever

the price fluctuations, it seems reasonable to assume that

pay-roll taxes may be largely passed along to the consumer.^

On the other hand, if an increase in price tends rapidly to curtail

the demand for the product or to cause consumers to turn

to alternative products, the makers with the highest costs of

production have to forego profit, attempt to lower wages, or,

if worse comes to worst, go out of production. Going out of

production curtails both wages and tax. Lowering wages shifts

the tax to the workers. Producers with relatively low costs

of production can much more readily absorb the tax, although

they may attempt to lower wage rates or curtail production

to a point at which the reduced supply will move at a price

that is satisfactory to them in the light of existing conditions.

Under these circumstances some of the tax may stick to the em-
ployer, some may pass back to labor, and some may go on to

those consumers who continue to buy the goods at an increased

price.

Part of the complexity of the incidence of a pay-roll tax on

employers results from the fact that consumers often have a

choice among several products which will satisfy the s'ame gen-

eral need. If the price ofone goes up, they will switch to another.

In such a situation the producer who would lose his market by
2 A favorably situated producer with low costs of production may absorb the tax

and attempt to take away business from a high-cost producer who cannot afFord in

the long run to pay the tax out of gross profits or capital But low-cost producers
may take such action at any time. The pay-roll tax is of importance only as it weakens
the competitive position of producers who have high costs of production resulting from
a high labor cost.



CONTRIBUTIONS FROM EMPLOYERS 695

raising prices must take a smaller profit or reduce his cost of

production, which may involve a downward revision of wages.

From the point of view of the present book, the most vital

complication in this matter of incidence is the fact that com-
petitors differ in the extent to which labor costs, including the

tax, affect their costs of production. Within a given industry

one producer may have relatively high labor costs and rela-

tively low capital costs, whereas a competitor may have
relatively high capital costs and very low labor costs. An
industry with relatively high labor costs may be in competition

with one with relatively low labor costs because it is so highly

mechanized. The tax on pay rolls tends to strengthen the

competitive position of the establishment or the industry with

relatively low labor costs. It may absorb its small pay-roll tax

or pass it forward to the consumer through a small price

increase. The competitor with the high labor costs must absorb

a heavy tax or else decrease his cost of production lest he lose his

market to competitors. Cost of production may be decreased

by mechanization or by paying lower wages.

The position may be taken that labor ultimately pays most

of the pay-roll tax on employers either through an increase in

prices where the tax can be passed forward to consumers or

through a decrease in wages where the employer has to adjust

wages dowmward to retain his market. It should not be assumed

however, that so far as elaborate social insurance systems are

concerned it is immaterial whether prices rise or wages fall.

Beneficiaries of a social security system are consumers, mainly

dependent on the money income fixed by the social security

law. If prices remain stable, their real income in necessary goods

and services remains constant. An upward spiral of wages and

prices reduces the necessary goods and services the pensioner

can obtain with his budget payment. Thus in so far as increases

in labor costs result in price increases, they reduce the real

utility of a social insurance® system that pays fixed money

® The government may increase the benefits to offset the increase in prices. If such

iegisiation is to be socially effective, the benefits of persons already retired and ac-

tually living on these benefits must be increased. Such increases destroy any actuarial

balance that may have existed in the past between contributions and benefit payments.
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benefits. In social security financing, a tax which does not

affect cost of production is therefore preferable to one which

does so.

What is the effect on employment? So much need arises from

unemployment and underemployment that the influence of a

pay-roll tax on employment deserves special attention. From

the standpoint of management what an employee costs per

hour or per unit of output is a total consisting of his pay-roll

earnings plus the tax which has to be paid with respect to those

earnings. Since management in a covered industry cannot hire

an employee without paying the tax, it is immaterial from a

business standpoint whether the money goes to the worker

as wages or to the government as a contribution to a social

insurance fund.

In periods of reasonably good employment, good demand

for products, and fair profits, the cost of salaries and wages plus

tax presumably does not greatly worry employers. The only

issue then is more or less profit. At such a time labor may have

the upper hand, since a strike would hold up production and

possibly diminish profits.

The real difficulty with such a tax comes when the demand
for goods is poor, prices are falling, and the employer is thinking

much more about holding down losses than he is about profits.

The questions before management then are. Can we earn enough

by continued operation to pay operating costs and leave some-

thing over to help pay fixed charges, or are we likely to spend

more in operating costs than we can get for our product or

our services? How long can we continue to run with an actual

operating loss that must be paid out of capital?

No attempt will here be made to enumerate the various

factors that may influence the decisions of management, or the

They create a new liability with respect to benefits for past services, a liability which
must be financed by using reserves accumulated to meet other iiabililies, by further

taxation, or by borrowing. In the case of unemployment insurance, the increase in

benefits may be of relatively slight significance because they are payable for a limited

number of weeks. The increases will operate to reduce the unemployment reserves

more rapidly. In the case of old-age insurance, such increases are of great significance

because they may be effective for the remaining lifetime of all persons on the pension
rolls. The liability thus created may be of very substantia! proportions.
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wide differences in the weight these factors have in different

industries or establishments. The essential fact is that shutting

down completely or running on reduced schedule is one obvious

device for meeting an operating loss real or anticipated. Such
action will reduce labor costs, both wages and taxes. The tax

itself does not create the incentive to cut employment, it

merely adds to it.

Management, moreover, is under almost constant incentive

to reduce production costs. To some that is equivalent to saying

management is always seeking larger profits. If we add to the

objective larger profits the prevention of larger losses, that

statement is a fair though partial answer. Management has

other objectives. Reduction in production costs may be a

necessary prelude to a reduction in price, and a reduction of

price may make the product available to thousands who cannot

now afford it. Management may be manufacturing a product

that is in competition with an entirely different product—the

mechanical refrigerator in competition with the ice refrigerator.

Unless cost of production is reduced, the new device will be

available only to the well-to-do. In a highly competitive field,

management may know that a competitor who has achieved

more efficient production will absorb much of the business

unless it too can cut production costs. Under such circum-

stances management may know that savings in production

costs must all be passed along to the consumer, but that course

is necessary if its position in the industry is to be maintained or

possibly if management is to achieve high profits resulting from

a tremendous volume sold on a very small profit margin per

unit.

In the United States to perhaps a greater extent than else-

where, the level of living has been raised because of genius in

making machines and power substitute for men and women.

The immediate effect may be unemployment or underemploy-

ment, but the long-run effect is to permit a higher level of

living, especially when the labor released from one industry

finds employment in another, or when the resulting reduction

in price opens up new markets. The new demand resulting from
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mechanization may create far more demand for labor than the

introduction of the new system temporarily destroyed.

High wages such as prevail in the United States create a

positive incentive to the introduction of labor-saving devices.

A pay-roll tax on the employer merely adds to that incentive.

The device that cuts the pay-roll cuts the tax. The higher the

percentage tax on pay roll the greater the incentive to sub-

stitute machines for men.

Does the tax makeforfair competition? The pay-roll tax paid

by the employer does not tend to promote fair competition, nor

is it related to capacity to pay. It bears most heavily on those

competitors who have a relatively high labor cost per unit of

output. Since the maintenance of a large volume of employ-

ment at a reasonable wage is generally regarded as essential to

the health of the economy, it appears desirable briefly to enu-

merate some of the more significant conditions which give a

relatively high labor cost per unit of output.

1. The amount of capital used, per employee, in the form of

power, machinery, and automatic controls may be low, so that

it takes a relatively high volume of labor to produce the goods.

2. The establishment may be located in an area where wages

and the costs and levels of living are comparatively high. The
pay-roll tax adds to the handicap of the establishment in

competition with those located in lower-cost areas.

3. Management may be relatively inefficient or the con-

ventions with respect to the utilization of scientific procedures

and methods of pay based on incentives may obstruct the

development of efficiency comparable to that of competitors.

4. Management may be endeavoring to maintain a high de-

gree of stability of employment and to get away from the prac-

tice of relating the number of employees to the demand or

prospective demand for the product. The practice of hiring

when the demand appeared good and firing when it appeared

bad operated toward stabilizing hours of labor paid for per unit

of output, for the employer did not have to meet so much of a

pay roll in periods of slack demand.
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At times suggestions have been made that establishments

which attain a strong competitive position through the in-

troduction of labor-saving devices should contribute to un-

employment insurance more heavily than their rivals who are

still giving a relatively large volume of employment. A discus-

sion of the intrinsic merits of such a proposal lies beyond the

scope of the present undertaking. It should, however, be

pointed out that the present system of pay-roll taxes operates

on a reverse philosophy. It adds to the cost of labor and thereby

increases the competitive advantage of the establishment that

introduces labor-saving devices. Under such a system, the estab-

lishment that cuts pay rolls can often make its competitors pay

the costs of the unemployment which it causes.

Under the American system of old-age and survivors in-

surance, moreover, the establishment located in a high-cost

area is providing through its pay-roll tax funds to pay benefits

to its competitors in low-cost areas. This fact results from the

O.A.S.I. benefit formula which gives 40 per cent of the first

I50 of average monthly earnings and only 10 per cent of the

balance of covered earnings from ^50 to $250.

This formula also operates against the employer who pays

better than the lowest rate at which he could hire and endeavors

to keep his employees working in periods of recession. His taxes

help pay the old-age benefits for the persons whose earnings

have been low because of either low wages or intermittent em-

ployment or because of the two combined.

In those states which have a uniform tax on all covered

employees and a pooled fund, or in other words have no in-

dividual employer funds or experience rating, the pay-roll

tax operates to give the advantage to those competitors who

are able to reduce their labor costs per unit of product.

All the evidence of which we know leads to the conclusion

that the pay-roll tax operates in general to increase the com-

petitive advantage of establishments that can reduce their

labor costs in relation to their output and penalizes the estab-

lishments that have relatively high labor costs.
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By way of summary regarding pay-roll taxes levied on

employers it may be said:

1. They constitute an easy and convenient way to raise

money.

2. They are probably in the main passed along to consumers

or back to labor and do not in the long run come out of the

profits or capital of the employer.

3. They are not based on the capacity of the employer to

pay.

4. They rest in the first instance on employment and hence

offer inducements to employers to substitute mechanical

devices for men to avoid the tax.

5. Used in connection with the benefit formula of O.A.S.I.,

they do not promote fair competition but tend to intensify the

advantage of competitors in low-cost areas or those who pay

low wages and drop employees quickly when business is slack.

How serious the defects of the pay-roll tax may be depends

naturally on the degree to which the tax is used. A very small

tax, although productive in the aggregate, may strike the

employers as scarcely more than an administrative nuisance.

When, however, these taxes get up to 3 or more per cent of the

pay roll on all salaries or wages not in excess of I250 a month,

they become a serious item in production costs for all employers

for whom labor is an important item in costs.

CONTRIBUTIONS FROM EMPLOYEES

Contributions from employees have certain marked ad-

vantages and certain important disadvantages. We shall take

up the advantages, which can be presented rather briefly, first

and then go into the disadvantages which involve no small

amount of technical detail.

Advantages of employee contributions. The first big point in

favor of employees’ contributions is that they are highly

productive and as a rule are paid without any serious objection.

So far as the masses of employees under O.A.S.I. are con-

cerned, they will get in benefits far more than their own con-

tributions will ever pay for, and thus the taxes are for them a
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profitable investment. Payment of these taxes gives most of

them a contingent right to share in the proceeds of taxes levied

against employers and possibly some of the proceeds of general

taxes. An intelligent person is not likely to protest a tax that is

in fact a small payment for a special privilege. In the distant

years high-bracket employees will discover that they personally

would be better off without the system; but for some years to

come the older, high-bracket employees too will get far more
in benefits when they retire than their contributions could

purchase in any other way.

Contributions permit the employee to accept his benefits as

something bought and paid for. To increase this feeling, the

term social insurance is used, and contributions are likened to

premiums in voluntary insurance. The system is made to

appear contractual in nature. Although it is not contractual in

law, it does create a contingent right which can only be taken

away by a subsequent legislative act. The employee can say and

feel that by virtue of his contributions he has a right to the

benefits.

Payment of contributions by the employees over a period of

years greatly lessens the chance that in later years, when costs

for old-age benefits become extremely high, the Congress will

abandon the system. If benefits are pure gratuities with no

contributions, a Congress might well say, “Nobody has any

right to a pure gratuity.” It would be quite a different thing for

a Congi-ess to say to an individual who has contributed for

years, “You have no rights,” especially when that individual is

one of millions in the same position. Legally the United States

government could abandon the system in the years to come, but

the political chances that it wiU do so are materially diminished

by contributions from the employees.

Employee contributions can perhaps be made a brake to

curb a demand for an increase in benefits. Much has been made

of this point in the literature of individual and industry retire-

ment funds. If the employees want more benefits, they will have

to pay larger contributions. Often they have been more than

willing to do so. There is, however, in this respect a vital
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distinction between a private retirement system and a social

insurance system, and another between a civil service retire-

ment system and a social insurance system. The private retire-

ment system has no pipe line to the public treasury; increased

benefits must be paid for either by the employers or the em-

ployees; tax receipts cannot be used for this purpose. In the

past, government employees have constituted a small fraction

of the working population; people outside the government were

likely to oppose increased benefits for the government em-

ployees unless the government employees increased their

contributions to the fund. A general social insurance system has

a direct pipe line to the public treasury already laid, although

at the outset not in use. A large proportion of the population

will personally profit, or appear to profit, from an increase in

benefits. Thus one is inclined to question in general social

insurance the validity of the argument that employee con-

tributions will be actually used as a brake to check a demand
for an increase in benefits.

Objections to employee contributions. From this writer’s point

of view, the major objection to employee contributions is that

they introduce into the system the concepts of coverage, cur-

rently insured, and fully insured. They borrow from private

voluntary insurance the idea that a person must pay premiums

to be insured and use it in a system designed for a public pur-

pose, in which a considerable part of the expense falls on tax-

payers in general through the shifting to consumers of taxes on

employers or possibly later through general taxes. Payment
of a contribution gives an employee a right to share in the dis-

tribution of funds collected from others by compulsory taxa-

tion. That right is denied to persons who have not paid such a

contribution—to citizens who have not been in a position that

gives them the privilege of sharing in the bargain insurance the

government offers.

One might dismiss this objection if the bargain insurance

were available exclusively to the persons most in need but the

facts are quite otherwise. Our old-age and survivors insurance

system resembles private insurance in this respect; to be



CONTRIBUTIONS FROM EMPLOYEES 703

eligible for its benefits, one must have not only been in a

covered employment, but he must have been in it long enough
and paid premiums enough to be eligible. The system as at

present constituted leaves out some of the classes that need
protection most, the domestic servants and the agricultural

laborers.

Almost as bad, it has introduced forfeitures, something which
over the years the law has to a considerable degree eliminated

from many forms of private voluntary life insurance, and which
many employers or industries have materially reduced in their

retirement systems. To refresh the memory:
A man or a woman works in an occupation covered by

O.A.S.I. and each year makes the compulsory contribution but

leaves that covered occupation before becoming currently in-

sured. Contributions are forfeited to the fund, unless later the

individual returns to coverage. The reasons for leaving are

significant. What are some of the possible reasons?

1. The employee died. There are significant subdivisions:

(a) leaving dependents, (b) leaving no dependents.

2. The employee was disabled. The same subdivisions are

pertinent.

3. The employee was marginal so that he or she was only

employed in rush periods.

4. The woman employee resigned on marriage or, more

significant from a social point of view, when her baby arrived,

and she had to change from an employed worker to a woman
giving all her time to homemaking.

5. The employee lost his or her job in a covered occupation

and because of general economic conditions could not get

another in a covered occupation, but had to return to an un-

covered job in domestic service or agricultural labor.

Under any of those circumstances the employee who has not

attained a currently insured status^ forfeits his contributions

unless later he returns to a covered position. If the employee

withdraws after attaining the currently insured status, his

rights terminate if he survives beyond the extended insurance

^ For the detaiM discussion of acquiring the insured status, see pp. io8'~ia.
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period. Only those who withdraw permanently fully insured are

free from forfeitures.

Thus insurance concepts have been carried over into a

socialized system resulting in forfeitures and lapses if the

covered employee does not pay his contributions for a sufficient

period of time.

The O.A.S.I. system does not carry over from private

voluntary insurance the concepts of individual financial

equities. Since social insurance, especially if it pays high

benefits without a means test, is in a sense a competitor of

voluntary insurance, we shall go into the matter of individual

equities in some detail.

Competitive forces in private voluntary insurance so operate

that as a rule every member of a class pays the same premium

rate for the same degree of protection. Competition tends to

result in classification according to one or both of two factors:

(i) the degree of risk from a hazard and (a) the costs of ad-

ministering the insurance. We shall deal first with administra-

tive costs, and then with the more technical subject of the de-

gree of risk from a hazard.

A premium for private voluntary insurance carries a loading

for the costs of doing business. Included in the loading for costs

are the various taxes that private insurance companies have to

pay to governments, national, state, and local, in connection

with the conduct of the company. Thus when the insured pays

his insurance premium, he is paying a contribution toward the

taxes levied against the company with which he is insured.

Whether the company is a mutual or a stock company, it must
in the long run make the insured pay the taxes levied against

the company and against its agencies. Only a government
insurance system can escape the necessity of paying taxes

toward the support of national, state, and local governments.

After insurance has been written, the chief costs that are

variables are concerned with (i) collections, (2) record making,

and (3) keeping the insurance in force or preventing lapses.

The costs of collections and records will depend basically on

two factors: how frequently collections are made, and the
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methods used for collection. For example, it costs far less to

collect an annual premium than it does to collect four quarterly

premiums when the same system of mail billing is used. Quar-

terly premiums collected by mail billing are vastly cheaper than

weekly or monthly premiums collected by the personal visits

of collecting agents, although these personal visits may be the

cheapest method for collecting large numbers of very small pay-

ments generally available to private insurance companies.®

Under competitive conditions the person who pays for his

life insurance or his automobile liability insurance by a single

annual premium is charged less than his friend and associate

who pays quarterly. He costs the company less for clerical

work, postage, and printing. When one company gives an

inducement to pay annually, other companies must follow suit.

Thus w'ithin any class based on hazards, one is likely to find

subclasses based on differences in costs of doing business.

Far more significant, however, are the effects of competition

in promoting classification according to the degree of risk.

Perhaps this effect can most easily be illustrated by accident

insurance. Insurance companies find that certain occupations

are materially less hazardous than others. Thus a company,

either mutual or stock, that confines its business exclusively to

persons in safe occupations can sell insurance much cheaper

than companies which have been taking all classes of risk. Com-
panies oft'ering low rates to preferred risks would get all the

business of preferred risks if the other companies did not offer

equally favorable rates to preferred risks. When a company
gives low rates to preferred risks, it can no longer use an average

rate for the residue, because it has taken preferred risks out of

the average. It must classify all down the line with premium
rates varying according to the degree of hazard. Each class

confronting the same degree of hazard pays the same rate.

Voluntary insurance under a competitive system must work

that way. A man in a nonhazardous occupation is not likely

* I\-!aterial savings are possible when by, agreement among employees^ employer, and

a private insurance company the employer deducts the premiums from the pay, roll

'

and makes the payment for all the insured with a single check.
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voluntarily to insure against accident if he must pay for the

costs of insuring people in hazardous occupations. Perhaps

more to the point, a single man without dependents would

scarcely voluntarily insure his life in a system that paid benefits

exclusively to widows and children of members. The married

man who has been carrying voluntary insurance of that kind

would be very likely to drop it if his wife should die and all his

children had passed the eligible age.

Ifmen and women are to pay premiums for insurance without

reference to the hazard class to which they belong, compulsion

becomes necessary. Compulsion may be brought to bear in

either one of two ways: by employers, industries, or associa-

tions or by the government.

Employers, industries, or associations may say, as many of

them have done, “As long as you work for us or as long as you

are a member of our association, you must be a member of our

system and pay the contributions.” Competition, however,

still remains. The person who does not like the system is free

to get a job somewhere else or to resign his membership in an

association. In employer or industry systems, moreover, the

terms of the system become elements for adjustment closely

associated with other questions of compensation. Although the

effectiveness of competition may have been impaired, enough

generally has remained so that financial equities are seriously

considered and members are given a fairly wide range of options

with respect to benefits.

Government can introduce compulsion so that the citizen

virtually has no escape short of leaving the country. Payment
of the premium or contribution becomes a tax. The government

in its wisdom can go as far as it likes in disregarding individual

financial equities and in distributing the proceeds of the

compulsory contributions. The further it departs from in-

dividual financial equities, the less contributions resemble

voluntary insurance premiums, and the more they resemble

ordinary taxes earmarked for a special purpose.

We shall now consider in some detail the departures from the

individual financial equities presented by the social security
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programs we have been studying. This discussion may throw

some light on the question, “Are contributions by employees

to be properly regarded as taxes to support the system or as

insurance premiums to cover hazards?” We shall deal first with

working women because the distinctions with respect to them

are most striking.

Under the proposed British plan sharp distinctions are made
betw^een men and women both with respect to contributions

and benefits. The British plan, as compared with our O.A.S.I.

for example, goes a long way in preserving individual equities.

Its two major features in this respect are:

1. Women pay a materially smaller contribution than men
of like age, because the assumptions with respect to them are

different. It is assumed that the typical w'oman worker is single

and without dependents and is therefore insuring only herself,

wdiereas it is assumed that the typical man is married and is

responsible for the support of a wife and one child.

2. When a woman marries, the system recognizes that a

radical change has taken place in her situation. She is henceforth

covered by insurance by virtue of the fact she is now a wife

and hence covered b)^ her husband’s insurance. If she decides

to keep on w’orking for salary or wages, she can get a certificate

of exemption so that she no longer pays any contribution from

her wages but depends on the protection she has bj^' virtue of

being a wife. She can, except under certain circumstances, elect

to pay the contribution if the extra benefits thereby gained

seem to her to be worth the price, but she is not compelled to

do so. She can avoid the tax.

Under the American system men and women pay the same

percentage tax or contribution with respect to their earnings

up to $250 a month. But it must be noted that:

1. If the woman on marriage or upon the arrival of a child

withdraws from a covered occupation without having served

long enough to be either fully or currently insured, she forfeits

her contributions to the fund unless she later returns and works

long enough to be currently or fully insured.

2. If the married woman continues to work she must con-
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tinue to pay full contributions, although she may not be

acquiring for herself or her dependents the benefits acquired by

men by their payments. She cannot provide a benefit for her

husband, even if he is dependent upon her, although a man gets

a benefit for his wife. She provides a benefit for her children

under i8 only if they are not living with or being supported by

her husband. The presumption is that children are dependent

on the father. The old-age benefit she earns for herself is not in

addition to the old-age benefit she might receive because of

her husband’s insurance. If her benefit exceeds her share of her

husband’s primary benefit, she gets only her benefit. If her

share of her husband’s benefit exceeds her own benefit, she gets

the share of her husband’s benefit.

3. The widow with no dependent children and the single

woman, even when passed the child bearing age, must pay the

same premium as all other employees.

So far as women are concerned, the contributions are taxes

rather than insurance premiums.

The O.A.S.I. system requires the well-paid employees to

contribute more per dollar of prospective benefit than the

lower-paid worker. Under the British plan the contribution is

the same for the low paid and the more highly paid and the

benefits are the same. Such discrimination as there is in the

British plan arises from the progressive nature of the general

tax system. No discrimination exists in contributions. The
O.A.S.I. gives those who retire after relatively short sendee

a marked advantage over those who retire after long service.

The single man in the O.A.S.I. pays the same percentage con-

tribution as the married man with a wife and numerous eligible

children. Under the British plan the single man pays as much as

a married man with a wife and one child. The cost of benefits

for children after the first is met from general taxes. All things

considered it seems much more accurate to think of contribu-

tions under O.A.S.I. as earmarked special taxes based on earn-

ings than as insurance premiums.

One more objection to employees’ contributions of a different

nature needs emphasis. If, as under O.A.S.I., insurance is based
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on number of contributions paid, and the amount of benefit

depends on average monthly wages earned in covered em-

ployments, records of earnings must be kept for each individual

employee. Millions of dollars must be spent for bookkeeping by

the government and millions more must be spent by employers

for submitting the proper records. It seems obvious that public

funds could be more advantageously spent for education,

health, or relief of destitution, and that the employees engaged

in the elaborate record keeping could devote their energies to

something socially and economically more worth while.

EARMARKED SPEOAL TAXES

The New Zealand system, described in Part III, is sup-

ported in the main by a universal income tax, paid by all

persons with income, without substantial exemptions. The
proceeds go into the Social Security Fund. This special tax is a

tax pure and simple, with no suggestion of a premium for

voluntary insurance.

Its chief merit, from our point of view, is that it completely

eliminates the question of coverage, forfeitures, and lapses.

Everyone is covered, except some newcomers to the country

with respect to old-age pensions. There are no forfeitures or

lapses.

Payment of the special earmarked tax should, it would seem,

give just as much feeling that the individual, or the person

responsible for support of a dependent, has helped pay the costs

as does a contribution under O.A.S.I. Under O.A.S.I. only

the better-paid persons in the later years of the system can feel

assured that their own contributions have paid the costs and

that they are not benefiting from public funds collected directly

or indirectly from the general taxpayers. Why a contributory

system more than an earmarked special tax system should

create an illusion of seif provision is difficult to understand

unless one assumes a low order of ability to grasp simple figures.

A special earmarked tax bearing on all persons with income

would seem better adapted than contributions to serve as a

brake on a demand for high benefits. Under the New Zealand
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plan, it is immediately obvious to everyone that if higher

benefits are to be paid, they must be paid for either by an

increase in the earmarked income tax or by general taxes. Part

of this difference, perhaps most of it, arises, however, from the

fact that the New Zealand system was so designed that it picked

up at the outset a large part of its ultimate load and, as com-

pared with our O.A.S.I., left a relatively small part of the

burden to be assumed by the children and the children’s chil-

dren. Thus the people ofNew Zealand have a far clearer idea of

costs than have the people of the United States.

An earmarked sales tax or transaction tax offers another

method of financing social security systems either in whole or in

part. It has a particular merit for rural areas where money in-

comes are small as compared with industrial areas, but where

the relative capacity to pay is greater than the money income

indicates.

Some persons are strongly opposed to the levying of any

tax—income, sales, or pay-roll contribution—against any

person with a very low income. Three points are highly signifi-

cant in this connection.

1. The people with very low income are given more through

social security or relief than they pay in taxes for social security.

The tax is levied not so much for the purpose of raising revenue

as for the purpose of creating in the minds of the recipients a

feeling that they have paid something toward their benefits,

that they take as of right. Under the New Zealand plan with

all hazards covered, a family may in any one year receive far

more in benefits than it pays in years as earmarked social

security income taxes. In the United States, with our emphasis

on old age, a family may be taxed in its period of greatest need

to provide security in an old age which may be far in the future;

but from our point of view that is an argument for a wiser

system of hazards covered than against levying any tax on the

low brackets.

2. Unless taxes are levied on all, some classes will be legally

exempted from taxation. Then political forces will be in opera-

tion to raise the level of exemption or to raise the benefits for

those exempted.
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3. Social security benefit payments are to be distinguished

from most other governmental payments. As a general rule

government payments are for services rendered to all without

discrimination or to all of a class without discrimination. Social

security payments are money turned over by the government

to an individual or a family with a degree of discrimination

among individuals or families not present to such an extent

in any other major activity of government. One might say that

the very poor should not be required to contribute directly for

schools, public health work, police, or general administration of

government, but that line of reasoning is not necessarily ap-

plicable where the special sendee is giving them money for their

personal support.

From the legislative and administrative standpoint, there is

one great argument in favor of the universal income tax for

social security with no exemptions; it furnishes the data for a

real understanding and measurement of the problem of relief

and social security. Under prevailing income-tax practice the

poorest people, about whom information is most needed for the

purposes of relief and social security, are exempt from filing

reports as to their income. Thus the country lacks accurate data

regarding those people who constitute the major public welfare

problem of the state.

Income-tax practice furnishes a precedent for having different

forms for different income classes. It would appear entirely

feasible to design a form for the low-income individuals and

families which would call for somewhat greater detail regarding

responsibility for dependents and major expenditures than is

required from persons whose income is above a reasonable

minimum.
With such an income-tax blank in use, it would appear to be

entirely feasible for the tax authority to turn over to the public

welfare department either the original or a copy of all reports

which on their face suggest need and eligibility for public as-

sistance. From part of the blank showing income and its source,

it would in all probability be possible immediately to identify

those already in receipt of assistance in some form. These in-

come reports could be checked against the existing records for
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the cases and made part of those records. Cases which on the

face of the record showed need could be investigated by the

welfare department to determine whether the facts were as

stated. Particular attention would be given to those cases in

which children are concerned.

The advantages of such a system would be:

I. Legislatures could be supplied with reasonably accurate

data regarding the extent and degree of need.

2.. The income reports for persons already in receipt of social

security benefits or relief would permit of something approach-

ing an annual audit. Conceivably some cases would be found

in which changes in income or in responsibilities would require

reconsideration of the case.

3. The reports would reveal some cases in which ignorance,

pride, or other cause is making the family, especially the chil-

dren, get along at a level that is against the public interest.

The income tax report, well drafted, could in a large measure

take the place, for chronic cases, of the relief application blank.

Each year the poor family or the poor individual worker would

be doing just what all other heads of families or individual

workers are doing, making out on the form appropriate to his

income, the income-tax report. If an income tax without exemp-

tions were used, everyone v/ho made a report would have to pay
some tax, in the case of the poorest families nothing more than

a token tax.® For the poor families, however, the report w'ould

become the basis for consideration by the welfare department

to determine whether assistance was indicated. If such a form

were used in connection with a universal income tax, a means
test could be used without the degree of objection that has

arisen when the poor have had to file a special application and

submit to special investigation. The poor would know that all

families must report and that all must submit to investigation.

GENERAL TAXES

At present in the United States the national grants for the

public assistance categories of the Social Security Act come

® For persons with income below a certain figure, the tax would be little more than a

registration' fee,'
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from general taxes or borrowing on the general credit. Within a

decade or two general taxes may have to bear a considerable

and a growing burden for O.A.S.L, since the combined revenue

from employers’ and employees’ contributions will not produce

the funds needed to pay the promised benefits unless Congress

permits increases in tax rates for this program.

Under the British plan, it may be recalled, the burden on the

general treasury tends to increase year by year, mainly because

of old-age pensions. By 1975 the actuaries estimate that more

than two thirds of the costs of the proposed plan will be borne

by the general funds, and that percentage wfiU increase in

subsequent years. Because of the complicated nature of our

O.A.S.L system, actuarial computations for the future cannot

be made with accuracy. They must rest on assumptions—or if

one prefers forecasts or guesses—not only as to the movement
of the av'erage level of w'ages in the United States for the next

80 years but also as to the actual distribution of wages. Such as-

sumptions are in and of themselves extremely hazardous, and

they ignore an unpredictable political factor of major impor-

tance. An increase in wage levels under the O.A.S.L system

means a decrease in the potential load on general taxes. Such a

decrease may be the result if the increase is in real wages, if

prices do not advance, and if the purchasing power of the dol-

lar remains fairly constant. On the other hand, if prices rise and

the purchasing power of the dollar diminishes, then if O.A.S.L

is to achieve its purposes, the benefit schedule will have to be

increased. The political demand for an increase will be power-

ful. In the main an increase in benefits will have to be paid for

from general funds.

If the reverse assumption is made that the level ofwages falls,

prices fall, and the purchasing power of money increases, then

the burden of general funds wfill tend to increase. The explana-

tion of this phenomenon lies in the benefit formula. Bene-

fits on low wages cost more per dollar than benefits on high

wages. Employees’ and employers’ contributions on low wages

fall far short of paying the costs. Thus if the w'age levels fall and

large numbers are in the low brackets, general taxes will have

to make Up the difference. One conclusion seems safe; if the
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Congress holds the O.A,S.L contribution rates to i per cent for

the employees and i per cent for the employers, the future bur-

den on general taxes will be extremely heavy.

The chief issue with respect to general taxes which will be dis-

cussed here is the choice between (i) progressive taxes based on

capacity to pay and (2) other taxes not so based. This issue will

be broadly discussed, for a detailed consideration of taxation in

general scarcely lies within the scope of the present undertaking.

Many of us can recall the time when practically no taxes in

the United States were based on capacity to pay, and the prin-

ciple of progressive taxation according to capacity was not in

use. We have seen in our lifetime the introduction of progressiv^e

taxation with respect to income and inheritances. We have seen

the arguments of economists and others in favor of progressive

taxation become the orthodox principle accepted as a matter of

economic faith. The poor are not to be subject to direct taxa-

tion, the well-to-do are to bear the costs of government, and

they are to pay these costs in so far as possible by taxes which

cannot be so passed along that ultimately they will fall on the

poor.

Unfortunately we have likewise witnessed a tremendous

growth in the expenditure side of governmental budgets. The
people have demanded more and better governmental services,

all ofwhich call for increased public expenditures and ultimately

for higher taxation. This movement, which had been going on

for years, was given new impetus by the depression and then

by World War 11. As a result of World W^ar II the sum required

to pay interest on the public debt will be almost as much as the

aggregate amount the national government collected in taxes

in its best prewar years.

The fact appears inescapable that if the rich and the well-to-

do are to pay the costs of government in the future, our con-

cepts of rich and well-to-do will have to be radically revised.

Many persons who had what appeared to be modest or moder-
ate incomes will have to be regarded as rich or well-to-do.
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Extremely high taxes on inheritances will destroy the big estates,*

inheritance taxes will not meet so much of the costs. Very

high taxes on income will prevent the accumulation of large

estates in the future. As these sources tend to give out, the gov-

ernment will have to turn in increasing degree to the middle

class, including the lower middle class. During the war, exemp-

tions were lowered and rates raised. For many years to come

the prospects are that the level which indicates some capacity

to pay will have to be kept low, and persons who are above

that level will have to pay taxes at a substantial rate.

What does that mean with respect to relief and social secu-

rity? Let us take O.A.S.I. for an example.

Persons whose incomes are so low that they are exempt from

direct taxation will, if covered by 0,A.S.I., continue to get their

old-age benefits in return for their own contributions. They
may have to pay a little more indirectly as employers’ contribu-

tions are passed along to consumers, but their position will re-

main about as it has been.

Persons whose incomes make them subject to income and

other direct taxes will, if covered by O.A.S.I., pay for their old-

age benefits through (i) contributions levied against their pay,

(•2) direct income taxes, (3) employers’ taxes shifted to con-

sumers.

O.A.S.I. is in part, as we have seen, a device to redistribute

income in accordance with a governmental formula. The further

down the income scale the government has to go in levying an

income tax, the more people have to contribute funds for redis-

tribution and the fewer who will profit from the redistribution.

Even before the great increase in governmental expenditures

resulting from World War II, the upper-bracket employees

covered by O.A.S.I. were going to pay more for their benefits

in contributions and in taxes than they would have had to pay

for them under voluntary insurance. As the level of income-tax

exemptions is lowered and the rate raised, the greater is the

number of workers who will be paying for more than they
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are getting. They are becoming the well-to-do, part of whose

surplus is being redistributed by the government formula.

This situation is apparently inescapable although its degree

can be reduced by a modification of the substantive features of

the system, such as reduction of the benefit rates to a reasonable

subsistence level as under the British plan or the introduction

of the means test as under the New Zealand plan.

Taxes not based on capacity to pay and taxes that can be

shifted to consumers will not be very effective as devices to re-

distribute income. It would, for example, be relatively simple

to use a national retail sales tax or transaction tax to make up

the deficit that will develop and grow in O.A.S.L unless the tax

rates for this system are raised. The effect will be obvious. Poor

people with children to support will be paying both old-age

contributions and sales taxes to support the old; in return they

will be promised support in their old age. A sales tax will raise

the money, but before it is used one must face the question,

Which is socially the more important, provision for the young,

for the old, or balanced, integrated provision for all in need?

Taxes on special commodities may be regarded as one source

of revenue to make up deficits. None of the three big commodity
taxes offers much promise. The poor people in the United States

in the past have often paid direct taxes for automobiles and

gasoline, and many of the taxes of this type are shifted to them.

Many a poor family pays more taxes on alcoholic beverages

than does a wealthier family of temperate habits. The poor man
often spends a far higher percentage of his income for tobacco

than does the well-to-do man.

BORROWING

The national government can finance a deficit for social

security and relief by borrowing. In discussing borrowing, a

sharp distinction must be made between unemployment in-

surance and old-age insurance.

Unemployment results from economic factors that follow no
natural law. The country has good years, fair years, bad years.
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Although in bad years prophets of gloom predict that full em-

ployment will never come again^ history has always proved their

prophecies false. So far as history means anything in this field, it

is that bad years will be followed by good and perhaps vice

versa. A government may^ therefore, in theory at least, borrow

to pay unemployment benefits in bad years and pay off its

loans in good years; it may lay up a reserve in good years and

pay it out in bad; or it can combine the two methods. In other

words, a government does not have to have its unemployment

insurance budget in constant balance. It can perhaps best

achieve its purpose if over a number of years, including good

and bad, the unemployment insurance budget has been in sub-

stantial balance. One does not need to be greatly disturbed in

very bad times if some borrowing is done to replenish an unem-

ployment insurance fund, if in good times the iiind tends to

accumulate a substantial balance. A real cause for alarm would

come if borrowing should reach such proportions that repay-

ment within any reasonable time appears quite out of the ques-

tion, and the nation has made a substantial addition to its out-

standing debt that obviously cannot be retired in good times.

Borrowing for old-age benefits presents an. entirely di.fferent

situation if the nation, as in O.A.S ,L, starts a system without

any immediate pension load and begins to pay pensions with

the first class to become eligible after the system is established.

Under such a system, each year the obligation for old-age pen-

sions will be higher than it was in the preceding year for a mat-

ter of some 8o years, and then it will tend to level off in the

maximum. Year in and year out after that, the sum required

will be about the same. Never in a general old-age pension sys-

tem can one expect a fall in the demand for pensions to permit

paying off' earlier borrowings to meet pensio,n claims. Whenever
a nation borrows to pay old-age pensions, it has incurred debt

that is perma.nent, unless it is paid off by levying taxes to pay it.

An oid-age insurance system, such as O.A.S.L, it .may' be 'em-

phasized, is assumed, to operate in perpetuity. On that score' it'

is, to be distinguished from a war veterans -pension' .syste.m on-
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der which the load rises for several years after a war, and then

tapers off as death gradually thins the ranks of the veterans.

In a general old-age pension system, new entrants are always

keeping the system full; in a growing population, in fact, the

total number under the system rises a little each year.

Borrowing versus taxation to pay brings us to the question

of the desirability of building reserves to be available to meet

the mounting demands for old-age pensions. This technical sub-

ject will require discussion at some length and is therefore pre-

sented by itself in the following chapter.



CHAPTER XXIX

ARE RESERVES NECESSARY IN
SOCIAL INSURANCE?

To many persons the word insurance means a reserve. Long

experience with life insurance has taught state legislatures that

actuarial reserves are essential for the financial security of the

policy holders, and they have required them. As a matter of

fact, many persons know the actuarial reserve under its more

common designation legal reserve. Is there any necessity for

legal reserves in social insurance ? The question is of great signifi-

cance only with respect to old-age annuities. We shall there-

fore discuss reserves in connection with old age first and then

take up their place in unemployment, health, and disability.

RESERVES IN OLD-AGE INSURANCE

Let it be assumed first that the government has decided that

every old person in the country is immediately to have a pen-

sion of, say, I30 a month regardless of means. The legislators

take the position that whatever arrangements they may make
for financing the system, the aged of today must be supplied by

the workers of today with food, clothing, services, and shelter.

The legislature makes no distinction between present-day work-

ers who will hereafter pay taxes earmarked for old-age insur-

ance, and retired workers who in their working years never paid

an old-age tax because the legislators of their day never imposed

one. The retired persons paid the taxes their legislatures im-

posed, direct and indirect; many of them supported their par-

ents in old age when support from earnings was mainly a moral

and social obligation and not enforced by law, and they worked

and supported their children. Government thus draws no divid-

ing line between present workers and retired workers.

Under such a system there is no necessity whatever for a

reserve. The financial security of the aged is legally assured by

the legislature. The money to pay the benefits is collected each

-19
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year and is paid out in benefits within the year. So long as no

changes are made in benefits, the amount paid in one year is

substantially the same as in the next year, although there

may be a progressive increase each year due to population

growth or improved expectancy of life.^ The calculations are

simple arithmetic; the number of people in each of the several

classes provided for by the law is multiplied by the benefits for

that class, and the products for the several classes are totaled

to give the sum to be appropriated. Actuarial science, the fore-

casting of the distant future on the basis of the past by use of

experience and interest tables, has no place.

Reserves and contributions. The complicated questions of re-

serves arise when in effect the government says: “This system

we are providing is social insurance, and as in private insurance

no one shall benefit under it unless he has paid premiums for the

number of years we specify or unless his employer has paid them

on his account. In all other cases, we shall depart so far as we
see fit from the principles that have been found sound in private

insurance, because this is social insurance, something different.

But on this point we are adamant. No benefits are to be paid to

a worker or his surviving dependents unless he has been covered

for the period of time we designate. We may give him benefits

that he has not himself paid for at the expense of the employers,

the general taxpayers, or other covered workers, but to be eligi-

ble he must himself have paid contributions for the required

period.”

Such a decision means that for the minimum payment period

necessary to establish eligibility, all are paying in and none are

drawing out. Then one by one insured workers move from the

pay roll to the retirement roll drawing pensions for the balance

of their lives. Each year witnesses an increase in the number re-

tired and in the aggregate pension payments even if the system

provides uniform flat pensions for all. It takes actuarial science

to tell with even an approach to accuracy what such a system

will cost lo, 20, or 30 years from now, and how nearly the con-

^ The smali progressive increase each/ year would result in a very great increase if,

for example, 194.5 is compared :with 2000.



IN OLD-AGE INSURANCE •jzi

tributions will pay for the costs. Experience tables have to be

used to determine both how many will survive to draw bene-

fits, and how long they will survive to draw them, and how
many will contribute or cause contributions, for how long, and

how much. Generally survivors’ benefits and some death bene-

fits are provided, and the actuarial problem becomes about as

intricate as any that actuaries are called upon to solve. How-
ever much one may dislike the gloomy reports of actuaries and

question their predictions of the future on the basis of the best

and most applicable experience of the past, the fact remains

that only competent and experienced actuaries can give ac-

curate estimates as to what such a system will cost in the future.

In considering whether an actuarial reserve is or is not desir-

able under a system which starts only with activeAvorkers and

gradually pays pensions to them as they reach or pass the re-

tirement age, two points should be made as clearly as possible.

1 . The cost of the system depends on the number who draw'

benefits and the amount of the benefits they draw'. Reserve or no

reserve, the actual cost wfiil be the same. In private insurance

actuarial reserves earn interest; and interest affects the amount

the insured has to pay in premiums. In other words, interest

affects the source of the money to pay benefits, but not the

amount the insurance company must pay. The question of

interest in social insurance, to be discussed later, is not a ques-

tion of cost but of w'ho pays the cost.

2. The person covered by social insurance is not dependent

on the maintenance of a legal reserve for his financial security.

His security basically is the promise of the legislature to use the

sovereign pow'er of the state to tax, which is perhaps greater

security than any legal reserve can give. True, no legislature in

a democratic country can bind a subsequent legislature. A sub-

sequent legislature can repeal the whole system, or revamp it,

cutting benefits and raising contributions. Many retirement

systems for public employees met that fate. But social insur-

ance, although it may not cover all citizens and may create a

specially privileged class, nevertheless does cover so many that

a legislature cannot wield the axe with political impunity. A
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government may be applauded for cutting benefits lor its own
employees whose jobs may appear to some to be “a racket,” but

it is politically a very different thing radically to cut benefits

or increase contributions when, as was the case of old-age and

survivors insurance in 1940, over 35 million persons were cov-

ered, probably more than 80 per cent of whom were of voting

age.

The only strong argument in favor of an actuarial reserve in

social insurance is that it may serve as a brake to prevent the

legislature of today from promising benefits that will put too

great a burden on the children and the grandchildren who will

have to pay them in the future. Under an actuarial reserve

plan, premiums sufficient to meet the costs are on an annual

level basis. The covered workers, their employers, and the

government begin to pay in the first year with respect to an

employee the same amount that they will have to pay in every

other year until the retirement age is reached. The premium,

the contribution, or the tax is a sort of average amount figured

in such a way that by the time the employee retires all the

money necessary to pay his benefits is in the reserve. Stop all

future entrants from becoming members of the system, collect

no more premiums from present employees with respect to

future service, and practically all liabilities for past services

rendered under the system can be paid from the accumulated

reserve.

Under the pure cash disbursement plan, or as it is sometimes

misleadingly called “the pay-as-you-go plan,” only enough is

collected in any year to pay the benefits coming due in that

year. Since costs increase each year for some 80 years, the

amount that has to be collected likewise increases each year

for 80 years. The money paid in by active workers is almost

immediately paid out to retired workers. No considerable re-

serve is accumulated. Hence if the system should be closed to

new entrants and to present employees for services rendered

after the closing, money would have to be raised in some w'ay

to continue payments to those already retired and to give the

benefits promised to present employees with respect to services
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rendered before the system was closed. The cash disbursement

system thus accumulates a debt; the actuarial reserve system

accumulates a reserve. The size of the debt and the size of the

reserve are approximately the same, because the aggregate costs

of the benefits are the same.

Under the cash disbursement system the present generation

says ill effect, ''We promise you the benefits; we charge the cost

of them to the contributors and the general taxpayers who are

paying the bills when finally you reach the retirement age.”

Under the actuarial reserve system the present generation says,

'‘We promise you the benefits and we begin at once to pay in

our share of the cost so that when you reach retirement age the

money to pay your benefits will be in the reserve.” The actuar-

ial reserve is, as was noted, like legal reserve life insurance,

whereas the cash disbursement system is like assessment life

insurance but with this essential difference: the government

can compel the children and the grandchildren to stay in the

system and pay the high contributions required to maintain it,

whereas in voluntary assessment insurance no such force can be

used.

Since the actuarial reserve system compels the generation

that makes the promises to begin at once to pay its share of the

cost of the promises, it serves as a brake. It is, therefore, un-

popular because it means high taxes' now, which taxpayers do

not like, and because it means conservatism in promising bene-'

fits, "which prospective beneficiaries and advocates of liberality

do not like. The cash disbursement system increases the possi-

bility of promising high benefits, charging a very small part of

the triie cost to the present employees, and leaving a large part

of it to be paid in the future through general taxes.

Interest on reserves. The factor of interest on the actuarial

reserve is not the same in public old-age insurance as it is in

private life insurance or in private, annuities purchased by an-

nual premiums. In private insurance the legal reserves are in-

vested in income-bearing
,

securities or other properties with

the result that the company has an actual income from invest-

ments^income which does not com,e from the policy holders un-
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less they have borrowed from the company. In public old-age

insurance the reserves ordinarily are invested in government

bonds when the outstanding public debt is sufficient to absorb

them. Money to cover the interest on government bonds must

be collected from the taxpayers. Money to pay this interest on

the actuarial reserve would be approximately the same as

money to pay the accrued interest on the debt that accumulates

under the cash disbursement system, and it would come largely

from the same taxpayers under either system. The actuarial

reserve reduces the cost of insurance and annuities to the policy

holders in private insurance, but it does not decrease the cost

of social old-age insurance where people are at the same time

policy holders and taxpayers. Both the premiums and the in-

terest must ultimately come from the taxpayers.

Does a reserve help future generations^ Can the taxpayers of

the future derive any benefit from an actuarial reserve? The

answer to that question turns on public finance in general,

especially upon the handling of the public debt.

At the end of World War II financing, the national debt will

be over 275 billion dollars. First, let it be assumed that the

old-age insurance system is operating on a cash disbursement

basis, and that no taxes are being levied to retire any part of

the public debt. Each year the taxpayers will have to pay the

interest on the outstanding public debt and an increasing

amount for old-age insurance.

Now let it be assumed that the old-age insurance system is

operated on an actuarial reserve basis. The payments are

used to transfer national debt from its present holders to the

reserve fund. Taxpayers will still have to pay interest on the

public debt, but thi.s interest will go either to the reserve fund

to be used in absorbing more of the public debt or to beiie-

liciaries of the retirement system. Payment of interest on the

bonds held by the old-age reserve would go toward reducing

the amount which had to be collected from the taxpayers for

old-age benefits. The children and' the grandcliildreii might still

be paying several billions a year interest on the inherited public

debt, but they would not be paying as much for old-age insur-
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anccj because their interest payments would be used for old-age

insurance*

Would .not the. results be the same if taxes were collected to

pay off the debt directly without any paper actuarial reserve?

The answer is probably ''yes/' The same amount of payment

would have the same effect whether it were used to pay off the

funded, debt or to prevent increasing the unfunded debt result-

ing from the growth of the hidden liabilities of an old-age insur-

ance system operated on a cash disbursement basis. The only

practical question is whether taxes for old-age insurance could

be levied and collected with less opposition than general taxes

to pay off debt. It seems probable that special taxes earmarked

for social security are more acceptable to the persons w’ho are

beneficiaries of the system than are taxes for general purposes.

One danger that lies ahead for the cash disbursement plan

is that added to the other heavy obligations the national gov-

ernment has incurred it may increase the danger that the gov-

ernment will have to resort to inflation as a way out. A form of

taxation that bears on purchasing power whether for social

security or debt reduction^ is one device that lessens the chance

of inflation.

Reserves and governmenial extravagances. Would the revenues

coming in for an old-age insurance reserve be conducive to gov-

ernmental extravagance? Opi.nioii may differ widely on this sub-

ject. The opinion of the writer has been that a .reserve means

current taxation, and that taxation, on a basis so wide that every

one feels it, is one of the greatest deterrents of governmental

extravagance. More conducive to extravagance is ignoring the

hidden debt that results from old-age insurance, operated- on a

cash disbursement basis. When a government can easily and

quickly dispose of bonds to the banks, money is so readily avail-

able that it scarcely seems a reserve would be an added induce-

.ment to extravagance.

' ' RESERVES IN UNEMPLOYMENT INSURANCE

..
. In uiie.mpioymen.t.insurance there is no such thing as a true

actuarial reserve. Since unemployment is the result of economic
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as distinct from natural forces, the future cannot be foretold

with any substantial degree of reliability by a study of the past.

Both in 1914 and 1939 a world war completely reversed the

economic situation and resulted in a man-power shortage. Un-

foreseen international complications have in the past resulted

in severe economic depressions. No study of the past will per-

mit of accurate forecasting of when radical changes in trends

will take place, or the seriousness or the duration of a recession.

The actuaries, therefore, cannot tell how^ much premium should

be charged for unemployment compensation, for they cannot

tell how many will be unemployed or for how' long.

As was pointed out in some detail in Chapter VIII, it can

be fairly said that Congress arrived at a conclusion that, on the

average, a 3 per cent tax on pay rolls, excluding pay of more

than ^250 a month, w'ould make a reasonable provision for un-

employment compensation, with the understanding that ex-

cessive unemployment would have to be cared for in other w'ays.

In the absence of sufficient data and clearly established prin-

ciples, Congress left to the individual states such important ques-

tions as the amount and duration of benefit, minimum and maxi-

mum benefits, provisions for underemployment, and whether

rates of contribution should be uniform for all covered em-

ployers, or whether rates should be varied on the basis of the

experience of the individual employer or industry. Obviously

nothing in this arrangement suggests an actuarial reserve.

The present practice is for the individual state to levy the

tax required by its law (which may be varied from 2.7 per cent

in states which have adopted merit ratings or employers’ re-

serves), pay lawful claims as they mature, and let the balance

accumulate as a reserve to meet future claims. The law, it will

be recalled, requires the state to bank its unemployment funds

with the United States Treasury, where they are “invested” in

obligations of the government of the United States.

Since 1942 the national economy has had a shortage of man
power and as a result claims against the funds have been mainly

for frictional or seasonal unemployment. With low^ unemploy-
ment and underemployment, the reserves have grown to larger
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proportions than almost anyone would have anticipated when

the national act was originally passed. As of July 31, 1945 the

amount of the reserves was about 6.8 billion dollars.^

A discussion of wdiether these reserves will prove sufficient to

meet the claims that may arise against them in the postwar re-

conversion lies beyond the scope of the present book. In theory,

it should be recalled, the American system of unemployment

insurance is not designed to take care of all unemployment or

underemployment. It is expected to take care of only a part of

it. It has always been recognized that some individuals would

exhaust their benefit rights before getting a new job, and that

in a period of prolonged depression the number of such individ-

uals might run into the millions. The real issue here is the rela-

tive merit of the American plan of benefits for a limited dura-

tion regardless of need, and the New Zealand plan of benefits

of unlimited duration given only on the basis of need. If the

American plan is retained, the issue becomes the co-ordination

of unemployment compensation with general public assistance

or other devices for providing for persons w'ho have exhausted

their rights under the compensation system.

The question which is here germane is, “What is the value of

the unemployment reserves to the national economy?” As has

been noted, the reserves are invested in the obligations to pay

of the national government. The actual money transmitted by

the states to the national government has been spent by it for

other objectives. Thus when and if the states make demands on

the national government for a part or the whole of their re-

serves, the national government will have to decide how it will

get the funds to meet the call. It can meet it from available cash

balances, from tax receipts, from new borrowing, or from cur-

rency manipulation. Borrowing may be deflationary to absorb

purchasing power of individuals or inflationary borrowing from

banks. It may be assumed that in a recession inflationary

action of one kind or another would be preferred to either taxa-

tion or deflationary borrowing.

From the point of view of general finance, the most signifi-

* Emergency Unemployment Co^npmsation^ 565,3 79 Cong* i sess.,' p. I'6. .
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cant fact regarding unemployment reserves, such as are used in

the United States today, appears to be that they may absorb

purchasing power in substantial amounts in good times, through

the tax on employers, and release it in bad times through the

inflationary processes used by the national government to

obtain the necessary cash. In good times the receipts from the

tax on employers may be applied so far as they will go (i) to

transfer government obligations from holders outside the

Treasury to the trust fund, (2) to lessen the extent to which the

government borrows from individuals or financial institutions,

or (3) to maintain a high level of governmental expenditures

without immediately increasing general taxes.

The decisions with respect to how the trust receipts shall be

used are actually made under our American practice by the

national government, when it determines its objectives for

expenditure and the amounts to be appropriated for the several

objectives. It can use the money wisely for the economic and

social advancement of the nation, or it can dissipate the funds.

So far as the economy is concerned, the question is not so much
what the government does with respect to a particular trust

account invested in its promises to pay as what it does in the

aggregate.

In so far as the objective of an unemployment reserve is to

absorb purchasing power in times of full employment and to

release it in periods of poor employment, the question should

be raised as to whether the New Zealand system may not be

superior to the American one. New Zealand levies year in and

year out an income tax of fixed rate (5 per cent) practically

without exemptions. The returns will be high in good years and
low in bad years. The balance needed for social security pay-

ments each year are made up from the general fund, which

means that the general fund will make relatively high payments
in bad times and relatively low payments in good times. The
requirements for the social security fund thus come up for

consideration each time the legislature considers the full budget,

and a deficit in the fund receives consideration as part of the

national financial situation.



FOR MEDICAL CARE 729

Under the American plan the social security trust funds are

not tied into the general budget in such a way that they are

considered annually in connection with the other factors that

affect national finance. As was noted in the previous chapter

American unemployment insurance is financed by a tax on pay

roll or employment, which is not directly related either to capac-

ity to pay or purchasing power. Its value as an automatic ab-

sorber of purchasing power in periods of a heavy demand for

goods and services is further reduced in those states which

lower the tax rates when reserves are getting high, and raise

them when the demand is falling. Under the American system

the question as to what is to be done in the event that large

numbers of workers have exhausted their rights or that a state

fund is at least temporarily bankrupt is left open. It is generally

admitted that unemployment compensation is merely a cushion

covering part of unemployment and that unemployment in-

surance giving complete protection cannot be operated success-

fully on an actuarial reserve basis.

RESERVES FOR MEDICAL CARE

If the United States should include systematic insurance for

medical care in a universal, comprehensive, and co-ordinated

system of social security, the question of reserves for that type

of protection will arise. No question of reserves would arise if

ail years were alike with respect to the accident and sickness

rates. Each year a sufficient amount would be collected to pay

the costs of that year. Reserves are only necessary to allow for

deviations from the average year. The premium must be so fixed

that surpluses in good years will be sufficient to offset the defi-

cits in bad years. Since in this case the factors at w'ork are to a

substantial extent natural, actuarial methods are applicable to

a considerable degree, although a common experience is that

introduction of insurance, spreading the cost among all and re-

ducing the burden on the individual, increases the extent to

V hich the insured service is utilized. The results of this tendency

generally become apparent soon after the introduction of the

system and may necessitate upward revision of the initial pre-



730 ARE RESERVES NECESSARY?

mium rates. Once the rates have been adjusted to the new sit-

uation created by insurance, reserves are only necessary to

maintain the fund so that income and outgo are substantially

in balance when moving averages, say for five or ten years, are

employed in the financial control of the system.

RESERVES FOR DISABILITY INSURANCE

Reserves for disability insurance resemble rather closely re-

serves for old-age insurance. The three outstanding differences

are (i) the number of disabled persons, say from i8 to 65 years,

does not begin to equal the number of persons 65 years of age or

over who are eligible for age benefits, (a) a considerable number

of disabled persons may recover from their disability at least

enough to resume active work, and (3) malingering plays a far

greater part in disability insurance than it does in an old-age

system. Many disabled persons survive for years after the onset

of disability; in fact the disability may be such that it does not

materially affect their expectation of life. Since disability may
take place at a I'elatively early age, the number of years during

which disability payments are made may be relatively high.

As a result of these facts the aggregate benefit costs for dis-

ability insurance increase materially every year for many years

under any system that starts only with active workers. Thus
the arguments for and against reserves in disability insurance

are much the same as those previously given for old-age insur-

ance.
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OBLIGATIONS FOR THE FUTURE

A social security system based on principles of insurance by

its very nature projects itself forward over an indefinite future.

As indicated in a preceding chapter, it will be So years before

the schedule of disbursements under the present American old-

age insurance system reaches its maximum. It was estimated

that by the year aooo total annual disbursements for a compre-

hensive no-means test system covering the entire population

would range from lo to 20 billion dollars.

The present O.A.S.I. system does not provide for the accumu-

lation of any real, tangible, income-producing reserves. Nor is

it practicable in any comprehensive government system to ac-

cumulate the reserves from w'hich ultimate payments might be

made. Accordingly, a universal insurance system inevitably

establishes a schedule of obligations covering a long period of

years without accumulating investments out of which the obli-

gations can be met. In a sense security is being bought on credit,

with the problem of paying for it deferred to the future.

Neither the government nor the public has squarely faced

the implications involved in this piling up of obligations for the

distant future. The establishment of bookkeeping reserves has

created an illusion that something tangible is being accumu-

lated, whereas in fact current receipts are being used for current

expenses of government. Disbursements made in the future

w’ill thus have to be met out of revenues raised in the future.

The nation’s ability to meet the social security load over the

years will depend upon the financial capacity of the government

in ensuing decades. Financial capacity in turn will depend

chiefly upon (i) the growth of productive capacity and national

income; and (2) competing claims for such income.

It is impossible for anyone to forecast wdth accuracy whether

obligations of the magnitude involved in the social security sys-
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tern can readily be met 40, 60, or 80 years hence. If, as some

have argued, this nation has passed out of the period of growth

and into the stage of economic maturity, the prospect of a

growth in national income that will keep pace with the rising

schedule of the social security requirements would not appear

good. If, on the other hand, as others believe, the nation is only

at the threshold of a new and highly productive technological

age, the magnitude of the obligations created would not appear

disturbing. The realization of the technological potentialities,

however, depends upon the ability to manage successfully the

complex economic and governmental system of today both in

the domestic and the international fields. Although no one can

read the future wfith certainty, it is possible to point out a num-

ber of factors in the domestic economy which will have an

important bearing upon the ability to sustain the social security

system.

First, the maintenance of the system will depend upon the

continued ability and willingness of workers to shoulder the

financial costs involved. Up to the present, it has been widely

assumed that a substantial proportion of the large ultimate

costs involved will come out of taxes paid by the wealthy

classes. But through the progressive income tax rates and the

heavy levies on inheritances, the distribution of wealth and in-

come is being rapidly altered. At the same time constant pres-

sure is exerted toward raising wages and reducing the margins

of profit. If the goal of progressively broader and more equal

distribution of income is realized, it follow’S inevitably that in

the future a steadily increasing proportion of the tax load wfill

have to be borne by the middle- and low’er-income groups. This

fact has not been appreciated either by the public or the legis-

lative bodies. It appears still to be assumed that so far as the

masses are concerned the social security program will impose

small burdens.

It is easy for the government to promise the people liberal

benefits in the future; it is another thing for the people in the

future to meet the ultimate obligations out of current income.

The cumulative costs of the program will inevitably appiear as
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a hardship to all except those who are unable to pay their pro-

portionate share of the costs. Eventually the question may well

be raised by persons engaged in current production : Are we not

making undue present sacrifices in standards of living in order

to provide for future old age and other contingencies ?

Second, the nation’s capacity and willingness to meet social

security obligations will depend upon the magnitude and in-

sistency of other competing claims against the national income.

Modern governments are expected to support or contribute to

a wide range of economic and social activities deemed to be in

the public interest. Demands and pressures for government

appropriations appear, moreover, to rise at a geometric ratio.

So long as a\'ailable revenues are not superabundant, choices

have to be made between the more urgent and important and

the less urgent and important.

One part of expenditures for relief and social security is ob-

viously among the most important and urgent, namely, that

w^hich goes to relieve want. Such expenditures occupy a position

of extremely high priority, perhaps of first priority.

The second part of the expenditures for social security is,

however, in a different category. These expenditures go to per-

sons who are not in actual need, according to a reasonably

strict definition of need, and are given to insure them at least

a minimum income without the humiliation or embarrassment

of a means test. There is a real issue as to whether such ex-

penditures have a high priority in comparison wdth those made
for other gov ernment sendees.

For the purposes of the present discussion governmental ex-

penditures may be arranged in eight groups according to pur-

pose:

1. General government, wEich includes legislative, judicial,

and executive general expenditures.

2. Current national defense, which excludes veterans’ bene-

fits.

3. Protection and regulation, embracing law enforcement,

public safety, and the regulation of commerce and industry.

4. Payments resulting from past commitments or obiiga-
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tions, made up primarily of interest on the public debt and

veterans’ benefits.

5. Promotion of economic development, including transpor-

tation, commerce and industry, labor interests, agriculture, and

other natural resources.

6. Promotion of social welfare which in addition to social

security and relief contains education, public health and sani-

tation, recreation, and housing.

7. Governmental business enterprises.

8. Miscellaneous.

With respect to the first four groups—general government,

current national defense, protection and regulation, and pay-

ments resulting from past commitments—there is no point in

discussing priorities as compared with social security benefits

higher than are necessary to prevent want. One may deeply

regret that the succeeding generation will have to assume so

high an obligation for interest on the public debt, and that the

country was forced to fight a war so great that for years to come

heavy payments will be made for veterans’ pensions. One may
hope that developments in the field of international relations

may within not too many years warrant a large reduction in

expenditures for current national defense. It w^ould, however,

be extremely rash to predict tremendous reductions in the ex-

penditures for such objectives within the next few decades or

to assume a situation in which payments for high social security

benefits would have a priority over any of them.

Expenditures for the promotion of economic development, if

wisely and efficiently made, may well appear to have a distinct

priority over payments for high social security benefits. They
increase the productivity of the nation; they are direct!)’' or

indirectly largely self-liquidating; and in many cases they will

furnish employment. A high level of employment materially

lessens need and reduces the necessity for the old, the handi-

capped, or the partially disabled to depend on social security

benefits.

By common consent, education and public health and sani-

tation rank high among the objects of government support not
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only because of their cultural and social values but also because

they contribute directly to the efficiency of the individual and

to the productivity of the nation. If choices have to be made
between expenditures for social security beyond tlie point of

relieving actual need and those for education, public health and

sanitation, many would certainly choose the latter.

We are not here interested in tr>dng to gauge the relative im-

portance of the various economic, social, and cultural needs

which compete for government support. We are concerned

primarily with pointing out that a comprehensive social se-

curity system which seeks something in the nature of a first

mortgage against the nation’s future financial resources is en-

dangering its own perpetuity. In any case, to go far beyond the

prevention of want at a time when it is impossible to measure

the nation’s future revenue-producing capacities against urgent

competing needs does not appear to be prudent management.

In concluding this discussion, it is important to repeat that

the success of a social security system depends upon the attain-

ment of a reasonably stable level of prices, or better, a declining

level of prices. If prices should rise over the years, the purchas-

ing power of the money benefits received would obviously de-

cline. A great inflation of prices would virtually wreck the

system.

A great rise in the general level of prices may result either

from unsound fiscal policies or from forces operating on money
costs of production. An increase in wage rates, out of line with

improvements in productive efficiency, necessitates rising prices.

And, as is well known, once an upward movement of prices—for

whatever reason-—gets under way there shortly de^^elops the

well-known vicious spiral in which wages, prices, and again

wages and prices chase one another upward.

Given a strong inflationary movement, a conflict in interest

develops between active workers in the prime of life and older

persons living on social security benefits or other fixed money
incomes. In such a conflict the active workers are sure to win.

A way out for them appears to lie in seeking increased money
wages to offset the rising cost of living; but the pensioners have
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no such redress. The consequence of the struggle is that ad-

vancing wages and the subsequent rising spiral may undermine

the entire system.

It is not here contended that such an outcome is inevitable,

but the possibilities of inflation are such as to warrant caution

in the creation of future obligations beyond the requirements

for the alleviation of real want. To go beyond that may render

impossible the attainment of the primar}' goal.



CHAPTER XXXI

CO-ORDINATION IN SOCIAL SECURITY
AND RELIEF

The present chapter and the two which foHow are to be con-

cerned primarily with the problem of the co-ordination of social

security and relief. It may be well to start the chapter by re-

peating the significant sentence which Sir William Beveridge

used to describe the conditions prevailing in Britain after years

of experience in dealing with social security and relief.

... Social insurance and the allied services, as they exist today,

are conducted by a complex of disconnected administrative organs,

proceeding on different principles, doing invaluable service but at a

cost in money and trouble and anomalous treatment of identical prob-

lems for which there is no justification. ... *

COMPLEXITIES AND ANOMALIES

The complexity of the British system and the anomalies in

treatment are as nothing compared with the situation that pre-

vails in the United States under our federal form of government.

The salient facts regarding administration which have been set

forth in detail in Part I of this book are here briefly reviewed.

1. The national government finances and administers with-

out any state participation whatever (a) the system of old-age

and survi%'ors insurance, (b) the railroad retirement system, (c)

the railroad unemployment insurance system, (d) benefits for

veterans. The states may also give benefits to veterans.

2. Each state administers its owm unemployment compensa-

tion system, under the persuasive force of a federal tax act,

W'hich requires the states to meet certain standards prescribed

in that act. The national government is currently contributing

nothing for the unemployment insurance benefits, but it does

contribute to the costs of administration.

3. Each state administers its own system of old-age assist-

ance in harmony with a grant-in-aid act passed by the national

* The iJc'w/t/i.v Repurl, p. 6.
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government. The national government pays one half of the cost

of each benefit not in excess of $40 a month and contributes to

administrative costs.

4. Most of the states operate a similar grant-in-aid system

for aid to dependent children and aid to the needy blind.

5. The states, or the local governments, or the two combined

operate general public assistance programs, sometimes with

further division into special categories. The federal government

makes no contributions either to benefits or to costs of adminis-

tration.

6. The states sometimes with grants-in-aid from the national

government operate the services which are closely allied with

relief and social security, notably public health, education, in-

cluding vocational education, and developmental work for agri-

cultural communities. During the war the employment service

was operated by the national government, but under existing

permanent law the individual states operate the system under

grant-in-aid legislation.

The anomalies are too numerous and too detailed for com-

plete summarization. The outstanding ones are:

1 . Unless the Congress permits increases in tax rates to go into

effect, the national government wfill ultimately contribute from

general taxes a considerable part of the costs of the no-means

test O.A.S.I., yet thousands of citizens are excluded from that

system, and thousands of others who have been under it for a

short time will not derive any benefit from it.

2. The national no-means test railroad retirement act is far

more favorable for railroad W'orkers than is O.A.S.I. for general

workers.

3. Although the national government pays half of the cost

of the means test old-age assistance’ benefits granted by the

states not exceeding I40 a month, it has established no defini-

tion of need and has adopted no device to require the states to

make even minimum appropriations. Whether an old person

gets anything, and if so how much, depends on state law, state

administration, and state appropriations. The same situation
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prevails with respect to aid to dependent children and aid to the

needy blind.

4. The state unemployment compensation systems provide

for unemployment that does not exceed the maximum allowed

under the law of the particular state. It makes no provision for

unemployment extending beyond that duration, leaving that to

general public assistance.

5. General public assistance reveals extremely wide varia-

tions both in standards and in appropriations so that cases of

the greatest degree of need may go uncared for.

6. National grants-in-aid for certain categories and national

assumption of responsibilities for others have tended in some

states toward a large measure of neglect of those entirely de-

pendent on state or local aid. Thus under the present arrange-

ments, we have persons in really great need receiving no as-

sistance from public funds, while at the same time persons not

in need are receiving benefits under O.A.S.I. that are paid for

through contributions of others. Unless Congress permits the

increase in specific taxes, these O.A.S.I. benefits will result in

substantial deficits that ultimately will have to be met by gen-

eral taxation.

If the United States is to have a comprehensive, co-ordinated,

and integrated program, the whole subject of relief and social

security will have to be reworked W'ith respect to (i) polic}’,

(a) finance, and (3) administration. Although the three are in-

terrelated, they will be taken up in successive chapters in the

order indicated. This chapter wfill be concerned with questions

as to which level of government should determine policy.

THE NATIONAL GOVERNMENT AND POLICIES

Comprehensive, co-ordinated policy requires action by the

national government. In the absence of national policy deter-

mination, each state is left free to go its own way. Unfair

competition among the states may develop, and some citizens

of the United States may be left in real need because of failure

of a state to act.
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The national government is free to act in either of two ways:

(i) it may assume complete control as it has done in O.A.SJ,

and the two railroad systems; or (2) it can use state-federal

co-operation as in the relief categories of the Social Secuiity

Act and in general unemployment compensation. To get com-

prehensiveness and co-ordination, it must use one or the other

of these two methods with respect to the whole and all its parts.

Which of the two methods is preferable ?

Dangers of unified central power. Vesting complete and un-

divided control over policy in all its detail in the national gov-

ernment would represent a radical departure from the principles

on which our national government was founded. It would give

us in effect a single, almost all-powerful, central government

instead of a federal government. Although the states might re-

main as vestigial organs, so little power would be left to them

that they would have little significance.

No attempt will be made to discuss the constitutional issues

involved in such a proposal. Under existing circumstances one

hesitates even to assume what is actually the constitutional law.

The position here taken is that if such complete centralization

is deemed desirable by the people of the United States, it can

be effected either by stretching or by amending the Constitu-

tion. We shall therefore confine the discussion to questions of

desirability.

The framers of the national and of the state constitutions

feared power in the hands of government. To lessen the dangers

of the abuse of power by government, they divided it. A major

division was between the national government and the govern-

ments of the several states, with residual powers vested in the

people. To centralize power in the national government would
represent an almost complete reversal of the old position.

Until very recent years the national government had few

direct and immediate contacts with the mass of individual citi-

zens, except in time of war. The legislation of the national gov-

ernment was mainly concerned with broad social and economic
problems. Direct personal contacts between the citizen and his

government took place at the local or the state level. Under the
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new centralized, system, every citizen covered by social security

law—under a comprehensive system that would be practically

everyone—would have a direct contact with the national gov-

ernment.

The political implications of such a relationship between all

individuals and a central state must be squarely faced. An
essential element of social security and relief is the use of the

sovereign power of the state to redistribute income. Persons in

the lower-income brackets get far more in benefits than they

ever pay for; they get it because the state takes the money to

pay them from the people in the upper brackets. Distribution of

income has been such that one can say roughly that voting

power is more or less in inverse ratio to income. The persons in

the lower brackets w'ho stand to profit from the redistribution

might have power to control the central government and exer-

cise this pow'er to further what appeared to them to be their own
immediate self-interest. Inevitably political leaders would arise

who w'ould seek to gain control of the central government by

enlisting the support of those voters through promises of more

and better benefits. Party competition would consist of seeing

which one could outpromise the other. On a national scale we
might easily duplicate the relationships which in some of our

large cities have prevailed between the organization and voters

in the congested districts. Wielders of the vast powers could

make or break individuals, coi-porations, communities, or areas.

Thus the possibilities for corruption on a far-reaching scale

would be present.

American success with the merit system and nonpartisan

administration has not been such as would justify a prediction

that we could actually secure it under an all-powerful national

government. It would be far safer to assume that the important

administrative officers, particularly those vested with Substan-

tial administrative discretion, would be first and foremost party

men. Thus during a Democratic administration the controlling

administrative positions in Republican states like Maine and

Vermont would be filled by Democrats and during a Republican

regime the controlling administrative positions in the solid
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South would be filled by Republicans. The local residents con-

stituting a political majority in their state would have no con-

trol over the national administrators unless their party was in

control of the national government at Washington.

Even if a Hatch Act were so administered as to prevent the

workers for the central government from active participation

in politics3 it could scarcely extend to members of their families.

A man can have his politics in his wife^s name.

An all-powerful central government would deprive the coun-

try of what may be termed a government of appeal, something

the country has had under the federal system. If a state or a

group of states under the federal system has taken an action

which is deemed unfair or improper by the other states, an ap-

peal to Congress has always been available, and generally it

has been possible to secure a correction.

There seems to be a political psychology about this sort of

appeal that deserves note. When a state has so acted as to re-

sult in putting an issue before Congress, there does not appear

to be great emphasis on whether the state is Democratic or

Republican, whether the state administration will be sustained

or reversed. The tendency is rather toward developing a rule

or a principle that will be fair to all the states, perhaps because

the senators and representatives appreciate that their respec-

tive states will be governed by the same rules. The federal

legislators seem to be able to view the problem with a consider-

able degree ofjudicial detachment. It often appears to be quite

otherwise where the acts complained ofhave been committed by
national administrators representing the party in control of the

executive branch of the government. Then the unwritten rules

seem to require the party leaders in Congress to take sides

for and against, to make the matter a party issue regardless of

the merits of the case. If results are to be secured, it seems al-

most essential that some members of the party in control of the

administration shall play an active if not a leading part in

presenting the charges, and then a coalition of the party out

of administrative control and critics of the administration in the

other party achieve the reform.
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The position of the President in the two situations is' radically

different. Under a state system Congress presents to him a bill

that had its origin in dissatisfaction with the action of some

state. It. is not an obvious and direct reflection upon him or

upon an officer for whom he is directly responsible. It is com-

monly couched in general terms. The public press ordinarily has

not connected the President personally with the issue. He is in

a position to consider the bill on its merits. The President may
become personally involved when the bill relates to the central

government and represents criticism of his administration or

the action of one of his lieutenants or disagreement with his

policies. Such a situation has dramatic possibilities that the

press is quick to seize. It is so difficult and embarrassing that

efforts may be made first to kill the bill in committee, second to

line up enough party votes to kill the measure, and if neither is

possible, to work out a compromise preferably one that will not

involve formal legislation. Sometimes all these devices are com-

bined. It will be remembered, moreover, that if the president

vetoes the bill, it takes a two-thirds vote of each of the two

houses to pass it over his veto.

Centralization of power in the national government would,

moreover, vastly increase the volume of work to be done both

by Congress and the administration. They would have to go

into a great mass of minute detail. It would seem as if the de-

tail would be so overwhelming that more and more Congress

would have to resort to the device of delegating legislative and

judicial powers to administrative agencies, thus vastly increas-

ing the amount of government by bureaucrats.

The United States is so large, and so much of the market for

its goods is domestic, that interstate and interregional competi-

tion is often keen and sometimes intense. An important function

of the federal government has been to regulate that competition

and to check the states if the competition is unfair or against the

national interest. K unitary central government could by itself

largely determine the fate of a section. Even under O.A.S.I. as

it at present operates, the taxes levied against the better paying

employers in the big industrial states will be used in substan-
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tial part to pay for benefits to the employees of low-paying

employers in other states and sections. It seems safe to assume

that it would not take long for the representatives of the already

developed metropolitan areas to discover that they must stand

together to prevent national action inimicable to their interests.

The smaller, less populous states might wake up to find them-

selves a neglected minority and understand why the framers of

the national Constitution preferred a federal form of govern-

ment with a large measure of home rule for the states.

The difficulties of governing a country with the area, popula-

tion, and diversity of conditions in the United States from a

central government at Washington are almost overwhelming.

Consider, for example, the variations in the costs and levels of

living, a matter already discussed at some length in a previous

chapter. Living in a northern metropolitan center is vastly more

expensive than living in the rural South. Part of the difference

results from differences in the cost of necessaries and part in

differences in community standards. Community standards

may be materially lower than is economically and socially de-

sirable; on the other hand, in some areas they may be materially

higher than is in any reasonable sense necessary. In fact many
of us can think of areas in cities or suburbs where we would

find the level of living uncomfortably high; as far as we are

concerned lower and simpler standards yield more enduring

satisfactions.

If a central government at Washington is to legislate for re-

lief and social security, it must determine questions of stand-

ards. It must choose between two general courses: (i) to provide

uniform benefits over the entire nation or (2) to vary benefits

in accordance with differences in the cost and level of living.

If, as pointed out in an earlier chapter, the central govern-

ment provides uniform money benefits on a nationwide scale,

social and economic anomalies will be plentiful. A resident of

New York City will be in want on a benefit which will yield a

fair degree of comfort in any one of many rural areas. If the

central government meets the not unreasonable demands for

relatively high benefits in the populous and politically powerful
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metropolitan districts^ particularly in the northern states^ it will

have to give unnecessarily high benefits in the rural areas. In

factj the benefits may be out of all proportion to the prevailing

wage scale and thus offer too great an inducement to retire on

benefits.

The alternative of varying benefits according to the cost and

level of living presents serious political difficulties. No repre-

sentative of a congressional district can have much sense of

security of tenure if his constituents know that residents of

other districts are getting bigger benefits than they are. He can

feel reasonably certain that in the next primary or election he

will face an opponent who attributes low benefits in the district

to the ineffectiveness of the incumbent. Frequently, particularly

just before an important primary or election, the administrative

officers responsible for the scientific determination of the facts

upon which benefits are based will receive visits from congress-

men or party committeemen who will explain, generally in no

uncertain terms, that if the party is to win in the next election

adjustments upward must be made. For reasons valid in a de-

mocracy, the scientific technicians are subordinate to politically

selected officers vested not only with a considerable measure of

administrative discretion but also with extensive power over

personnel—power to assign duties, to make out efficiency re-

ports, to increase or decrease pay, and even to dismiss. To quote

one irate senator who was laying down the law to a junior

administrative officer, ‘Tt is a wise young man who knows on

which side his bread is buttered.”

Costs and levels of living are not determined by one single,

dominant factor readily determined and checked by anyone;

they result from determination of a great mass of detailed facts,

so numerous and so detailed that they cannot be checked with-

out enormous and costly effort. They are generally made, more-

over, not by a complete enumeration but by a sampling tech-

nique. Under these circumstances, the politically minded
administrator is not far wrong in assuming that a co-operative

statistician can produce the results the politician desires in a

set of tables which on their face cannot be distinguished from
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similar tables prepared with integrity and scientific objectivity.

They frequently know, moreover, that nobody can check the

work without access to the files and records of the agency, and

generally the accuracy of the records would have to be tested

by a field audit.

Thus even if a central government should start with benefits

adjusted according to costs and levels of living, the trend would

be toward uniformity. When one considers the voting power

now concentrated in the great metropolitan areas, it would

seem not unreasonable to predict that the trend would be to-

ward uniformity at a relatively high level—for the rural areas

of the country an unnecessarily high level.

NATIONALLY DETERMINED MINIMUM STANDARDS

From our point of view, the far more promising course is for

the national government to confine itself to the establishment

of low minimum standards with which all states must comply,

and then leave it to the state legislatures to determine to what

extent they wish to go above the national standards. If co-

ordination of benefits is to be secured, all forms of relief would

of course be handled in the same general way.

As has been pointed out in Part I, the national government

has two devices for inducing the states to comply with the

minimum standards prescribed by the national government:

(i) the grant-in-aid basis exemplified in the three assistance

categories of the Social Security Act and (2) the newer device of

the national tax with offsets for payment of a state tax for like

purposes, as exemplified in the general unemployment com-
pensation system.

The reasons for the preference for the co-operative state-

federal system over the centralized national system are:

I. It leaves the national government in the position of deter-

mining broad social and economic policies, as embodied in

minimum standards, and relieves it from a mass of details so

minute that they must be handled by an appointed, adminis-
trative, quasi-legislative and quasi-judicial agency and not by
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an elected legislature. Most of the detail is left to state legisla-

tures responsible to the electorate of the state.

2. Politically the system is much less dangerous for it mini-

mizes the extent to which relief and social security benefits may
be used as devices to obtain or retain control of the national

government. Since it prevents an enormous increase in the

power of the central government, it lessens the importance of

control of the national government. The question may be raised

as to whether control of the national government is not already

too important for the preservation of reasonable individual

freedom.

3. It leaves the national government in the position of a gov-

ernment of appeal, able to pass upon the administration of the

several states, without being called upon to approve or to cen-

sure the action of the President of the United States and his

subordinates.

4. It means that the administrative agencies in each state

are subject to the control of the government of that state and

hence of the people of that state. They are not subject to the

control of an administration that may have been opposed by a

majority of the voters of the state.

5. The large number of government employees necessary for

the administration of a comprehensive social security system

cannot be effectively marshaled behind any one political party.

In this connection, it should be noted that the national govern-

ment can require the states to use a merit system, and it can

supervise its enforcement. In the national government the Pres-

ident controls the administration of the merit system under the

Constitution of the United States. As experience has demon-
strated, moreover, Congress may at any time provide that posi-

tions be excluded from the operation of the Civil Service Act

and the Classification Act. There is considerable evidence to

suggest that the co-operative grant-in-aid system with its dual

control is more favorable to a sound application of the merit

system than is exclusive control either in the national govern-

ment or the state governments.
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6. Within the limits permitted by the national law^ the states

can adjust the system to meet state and local conditions. The
co-operative system does not entirely prevent state experimen-

tation that has been a distinctive feature of the federal system

of the United States.

7. An individual state is free to go as far as it wishes above

the minimum provided in the national law. After it has com-

plied with the minimum requirements, it is free from national

control. States with large municipalities with the resulting high

costs and high money wages can provide relatively high benefits

without being compelled to contribute substantial sums to pay

high benefits to beneficiaries in other states who may not need

them. The minimum requirements of the national act can be

made to prevent unfair competition among states and regions

without substituting for natural competition complete control

by an all-powerful central government.



CHAPTER XXXII

DISTRIBUTION OF COSTS AMONG
LEVELS OF GOVERNMENT

When the United States squarely faces the problem of weld-

ing its various categorical programs for relief and social security

into a co-ordinated system which will give comprehensive cov-

erage to all its citizens upon a reasonable basis, it will confront

the issue as to how the costs are to be distributed among the

several levels of government under our federal system. The de-

scriptions of existing programs as given in Part I demonstrate

that the present method of distribution rests not on any care-

fully v.'orked-out plan but on happenstance. To review the facts

briefly they show:

1. Old-age and survivors insurance, railroad retirement, and

railroad unemployment compensation entirely supported by
national taxation.

2. Old-age assistance, aid to dependent children, and aid to

the needy blind supported jointly by the national and the state

governments, often with local governments participating in the

state’s share.

3. General public assistance supported usually by state and

local funds.

4. Unemployment insurance supported in the main by state

taxes, levied in response to the pressure of a national tax act.

All the national government actually contributes according to

basic law is a small sum toward administrative costs.

During the depression, the national government supported

and administered W.P.A., N.Y.A., and C.C.C., paying by far

the largest part of costs.

We shall not here review the historical factors that explain

why the financial burdens were distributed as they were. In the

present chapter we shall attempt first to outline the basic ele-

ments in relief and social security financing and administration

that make important the question of distribution of costs

749
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among the levels of government, and then take up the several

methods of solving the problem of distribution that appear to

be available. The three major interrelated factors which will be

considered in the first part of the chapter may be summarized

as (i) available resources, (2) effectiveness in taxation, and

(3) establishment and maintenance of standards. In the second

part of the chapter the several methods which will be dealt

with are (i) allocation of function to a particular level of gov-

ernment, (2) centrally administered, locally shared taxes,

(3) the national tax with offsets for state taxes for like purposes,

and (4) the grant-in-aid method. The grant-in-aid method,

which seems to us the most desirable, will require discussion in

considerable detail.

BASIC ELEMENTS IN THE PROBLEM

Students of public finance often divide many of the functions

of government into two broad groups: (i) the betterment func-

tions, which advance the social and economic interests of in-

dividuals who can be required directly or indirectly to pay the

costs of carrying on those functions, and (2) the welfare func-

tions, which do things for individuals that are deemed necessary

as a matter of public policy regardless of the capacity of the

individual directly or indirectly to pay the costs.

Relief and means test social insurance are the extreme illus-

trations of the welfare functions of government. Persons who
are in actual need cannot at the time of their need pay any part

of the cost of the financial aid which is extended to them. Prior

to the origin of their need, they may have contributed to the

support of others who were in need; after they have survived

the period of need, they may again so contribute. The state

cannot and does not make past or future contributions a condi-

tion precedent to the granting of relief in its lowest terms. No
other major function of government more completely exempli-

fies the welfare group.

Capacity of a community to pay for relief and social security,

considered by itself without reference to the other necessary

functions of government, depends on three primary factors:
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(i) How many persons in the community are in need? (a)

What standards are used in determining eligibility and the

amount of benefit? and (3) What are the resources of the

community from which the benefits may be paid? The essential

factors in the equation are the very simple ones of ordinary

transactions: Number of units involved x average price per

unit = amount to be paid, now or later.

Practically the amount available for financing reliefand social

security is the difference between (i) ail the resources available

for the support of governmental functions and (2) the amount
that is necessarily spent for other functions of government.

The amount available for relief can thus be increased in either

or both of two ways: by increasing the amount of the public

revenues mainly through increased taxation, and by decreasing

the amount spent for other functions of government. Each of

these two methods requires examination with respect to local

and state governments.

The amount of money a local government can raise is mainly

dependent on two factors: the resources within the jurisdiction

of the local government and the extent to which those resources

can be effectively tapped by forms of taxation available for use

by the local government. Local governments may thus be

strictly limited by lack of resources within the jurisdiction, by

inability effectively to tax the existing resources, or by a com-

bination of the two.

Within a state it is not unusual to find that most of the local

governments are using essentially the same taxes, although the

rate for them may vary from locality to locality. The per

capita returns from these taxes are often far higher for some
communities than for others, because the communities with the

higher per capita returns have more resources than the others

that are being reached by the taxes. Not infrequently one

finds the rate of certain taxes higher in the communities with

the low per capita return from that tax than in the communities

with good per capita returns. Generally a low per capita return

indicates that the county or other locality is relatively poor,

although in a few cases it may mean that certain resources can-
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not be effectively tapped by taxes available to the local govern-

ment. In many states there is a wide range between the rich

counties and the poor counties or the rich cities and the poor

cities. The fact of the differences is often indisputable^ though

differences in per capita revenue from local taxes may not

measure it with precision.

States have the same limiting factors as local governments:

(i) the resources within the state and (a) the extent to which

those resources can be effectively tapped by the state. The

state has a great advantage over the local government^ however^

in that it caUj if it sees fit, use forms of taxation that are better

adapted to modern economic conditions and, unlike the local

government, it does not have to depend almost exclusively on the

general property tax. To a limited extent it can use such taxes

as the income, the inheritance, or the sales tax, without forcing

too much in taxable resources to migrate beyond its reach.

Where most of the local governments within a state use the

same tax system, it is possible to use the tax data for both state

and local taxes to arrive at some reasonably satisfactory conclu-

sions as to the relative resources of different counties or muni-

cipalities, although allowances may have to be made for differ-

ences in assessment of property for tax purposes. The several

states, however, have radically different tax systems, so that

it is far less feasible to arrive at satisfactory conclusions as to

the relative resources of the several states by comparison of tax

revenues raised by local, state, and federal taxes. Differences

may be due to one or more of several factors, among the most
important of which are actual resources, the tax system, the

functions and activities undertaken by government, and the

standards at which activities undertaken are carried on.

To overcome the difficulties that arise from variations in the

tax systems and their administration. Dr. Mabel Newcomer,
Professor of Economics at Vassar College, devised a uniform,

standard tax system which she applied to all the states, using

the best available data to show the basis to which the uniform
rates in the standard tax system would apply. From this system,
the gasoline and motor vehicle taxes and other specific better-
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ment taxes were excluded. The taxes which she used for the

standard were (i) personal income, (2) real estate, (3) business

income, (4) corporation organization, (5) stock transfer, and

(6) severance. These taxes were selected in the main because

they reflect capacity to pay.^

Professor Newcomer first applied her method to the data

relating to the year 1930. Later it was applied to the data for

the year 1935 in connection with the work of the President’s

Advisory Committee on Education.^ In a table on pages 754~"S5

we reproduce the figures for the two years by states. We have

added to the table per capita income figures for the year 1942,

as another indicator of capacity to pay. The states are arranged

in accordance with the per capita income payments in 1942.

The rank of the states by Professor Newcomer’s method are

also shown.

The first point to be noted in this table is the wide difference

between the top state and the bottom state with respect to

these indicators of resources. With respect to per capita income

payments the top state in 1942 was Nevada with ^1,352 and

the bottom state Mississippi with 56407. For each dollar of per

capita income in Nevada, there was in Mississippi a per capita

income of 30 cents. According to Professor Newcomer’s method,

Delaware stood at the top of the list in 1935, with a per capita

yield from the uniform tax system of fSS’i Mississippi was at the

bottom with $6.00. For each dollar the tax system would yield

in Delaware, Mississippi would get only a little less than ii

cents.

Although the range between the top state and the bottom

state is the most significant indicator of variation, it may be

interesting to make comparisons with the average for conti-

nental United States. In 1935 Professor Newcomer’s standard

tax would have produced per capita for the United States ^21,

for Delaware $55, and for Mississippi $6.00. In 1942 the per

^ Mabel Newcomerj jin Index oj the Taxpaying Ability of State and Local Governments

(1935). Also Paol R, Mortj Federal Supportfor Public Education (1936).
® Paul R. Mort, Eugene S. Lawler and Principles and Methods of Dis-

tributing Federal Aidfor Education (1939),^ Staff Study Number 5, Prepared for the

Advisory Committee on Education,



Indices of Revenue-Raising Capacity by States

Estimated Yield of Professor Newcomer’s
Standard Tax System

State

JTCi

Capita
Income
Pay-
ments
1942^

1935 1930''

Totals

millions)

Per
Cap-
ita®

Rank of

State

by Per
Capita

Total
(In

millions)

Per
Cap-
ita

Rank of
State

by Per
Capita

ALL STATES $ 852 $2,692.7 $21 $4,861.5 $ 40

1. Nevada 1,352 4.1 41 4 12.8 141 2

2. New Jersey. .

.

1,304 134.1 33 5 233.8 58 5

3. Connecticut... 1,296 50.0 30 6 88.3 55 6

4. Delaware 1,186 13.9 55 1 92.7 390 1

5. California 1,167 177.0 29 7 299.2 53 7

6. Washington... 1,166 27.0 17 30 63.2 40 16

7. District of Co-
lumbia 1,164 26.8

1

44 2 32.0 66 4

8. New York 1,106 !

575.4 43 3 990.0 79 3

9. Maryland 1,077 38.9 22 13 58.7 36 23

10. Oregon 1,046 23.5 23 11 39.1 41 14

11. Massachusetts. 1,024 122.7 28 8 209.4 49 9

12. Rhode Island.

.

1,016 1 18.4 27 9
1

30.9 45 11

13. Illinois 979 155.6 20 17
1

354.0 46 10

14. Michigan 960 92.7 19 21 196.2 41 15

15. Ohio 957
;

146.3 22 14
1

263.7 40 18

16. Pennsylvania.. 894 206.6 21 16 381.2 40 19

17. Wyoming 883 6.4 27 10 11.4 50 8

18. Montana 860 12.7
i

23 12 22.7 42 13

19. Utah 850 9.3 18 26 17.4 34 29

20. Arizona 832 5.8 13 38 16.0 37 20

21. Indiana 827 52.1 16 34 101.3 ! 31 31

22. Iowa 823 48.1 19 19 104.4 42 12

23. Kansas 814 36.5 19 18 68.4 36 22

24. Maine. 786 12.7 15 35 24.6 31 32

25, Wisconsin. 786 51.9 17 29 104.9 36 25

26. Colorado 785 18.9 18 27 37.9 37 21
27. Nebraska 774 29,1 21 15 55.6 40 17

28. Missouri 762 73.1 19 20 126.0 35 28
29. Minnesota 761 50.3 19 23 92.0 36 24
30. Idaho 758 9.0 19 22 15.8 35 26

® Social Security Yearbook p. 90.
^ Paul R. Mort, Eugene S. Lawler and Associates, Prmciples and Methods of Dis-

tributing Federal Aidfor Education^ Staff Study Number 5, Prepared for the Advisory
Committee on Education (1939), Table 10, p. 50.

« Based on U. S. Census estimate of population, July i, 1935.
Mabel Newcomer, An Index of the Taxpaying Ability of State and Local Governments

(I935)^ PP- 54. 59-
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Indices of Revenue-Raising Capacity by States

—

Continued

ISS

Estimated Yield of Professor Newcomer’s
Standard Tax System

!

State ^

Capita
Income
Pay-
ments
1942^ :

1935 1930'i

1

Total^
^(In

i

millions)

1

Per
Cap-
ita®

Rank of
State

,

by Per
Capita

Total
(In

millions)

Per
Cap-
ita

Rank of
State

by Per
Capita

31. South Dakota. 725 11.1
i

16 31 24.3 35 27
32, North Dakota. 721

! 10.6 16 33 19.4
1

28
i

34
33. New Hampshire 719 8.9 19 24 14.7 32 30
34. Vermont 698 5.2 15 37 10.1 28 36
35. Virginia 697 38.1 15 36 51.9 21 40

36. Texas 677 97.1 16 32 137.2 24 38
37. Florida 655 28.7 18 25 41.7 28 35
38. West Virginia. 598 30.9 17 28 50.5 29 33
39. Oklahoma 598 30.8 13 39 57.5 24 37
40. New Mexico... 558 5.0 11 42 9.1 22 39

41. Louisiana ‘ 534 20.9 9 44 30.4 14 44
42. North Carolina 523 37.7 11 40 52.0 16 42
43. Arkansas 514 13.8 7 46 24.2 13 45
44. Georgia 498 t 23.5 8 45 35.0 12 i 46
45. Tennessee 492 - 31.0 11 41 51.3 20 41

46. Alabama 480
1

18.1 7 48 29.0 11 47
47. Kentucky 477 26.4 10 43 41.2 16 43
48. South Carolina 459 12.9 7 47 18.0 10 48
49. Mississippi.. . .

.

407 12.4 6 49 20.0 10 49

capita income payments were for the United States ^852, for

Nevada ^1,352, and for Mississippi I407.

The second point to be noted from the table is that Mississippi,

the low state according to both the indicators used, is merely the

lowest among several low southern states. States with a per

capita income below ^500 in 1942 were Georgia ^498, Ten-

nessee ^492, Alabama ^480, Kentucky I477, South Carolina

I459, and Mississippi I407. In 1935 there were 5 states that

would have had a per capita yield of less than ^10 from the

standard tax, Louisiana ^9.00, Georgia $8.00, Arkansas, South

Carolina, and Alabama $7.00, and Mississippi |6.oo.

We do not present any of these indicators as measuring

capacity to pay. As previously pointed out, that must be de-
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termined by contrasting what must be bought with what it will

cost with the resources available to pay the costs.

State and local governments in the United States have in the

past spent a large part of their available resources for the welfare

functions of government, for those services which must be

rendered for individuals regardless of their capacity to pay. A
table reproduced on page 757 shows the expenditures of state

and of local governments in the calendar year 1940 by functions.

The social welfare functions of government as shown by the

table accounted in 1940 for 57.6 per cent of the aggregate cash

expenditures of state governments in the United States. Public

assistance with 29.9 per cent and education with 24.7 together

accounted for 54.6 per cent. Transportation, mainly highway

construction and maintenance, a betterment function, was the

third large item, making up 25.5 per cent. These three functions

combined accounted for 80.1 per cent of the cash expenditures

of state governments in 1940.

These total figures for state expenditures include those made
from federal grants to the states. The third column of the table

shows that in 1940 the states disbursed 684 million dollars which

they received as grants from the national government. Of these

grants 43.9 per cent went for public assistance, 29.1 per cent for

highways, and 3.9 per cent for education. In addition to the 43.9

per cent for public assistance, there were grants for social

security administration amounting to 8.5 per cent of all grant

money spent.

Local governments in 1940 made cash expenditures of ap-

proximately 5^7,044 millions of which $5,633 came from their

own funds and ^1,41 1 from grants from the state and indirectly

through the state from the federal government.

Education was the chief item of expenditure by local gov-

ernments, accounting for 28.0 per cent of expenditures from its

own funds and 32.5 per cent of its total expenditures. Public

assistance was the second item in total expenditures with 14.2

per cent. More than half the total expenditures of local govern-

ments went for the social welfare functions, including public

health and sanitation and recreation.
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These figures demonstrate that it has already been found

necessary in many states to make grants to the local govern-

ments to enable them to carry on the welfare functions.

With respect to relief and social security and to a lesser extent

with respect to education, the cost of the function will depend in

part on the cost and the customary level of living in the particu-

lar community. This subject has been discussed at some length

in the earlier chapter on what is need. Here we shall only repeat

that the evidence is fairly conclusive that in a given state with

both rural areas and urban centers the cost of living is generally

lower in the rural areas than in the cities, mainly but not

exclusively because of higher rents in the cities, because of the

necessity ofmore municipal services, and hence higher land and

construction costs. Among the several states there are differences

due primarily to degree of urbanization, climate, and costs of

transporting and handling food and fuel. These differences

are due to actual differences in costs of living and in theory

are to be sharply distinguished from differences in the level

of living. In practice, however, distinctions between levels and

costs have not been generally made. It is certain that a given

level of living will cost more in some communities than in others,

in some sections of the country than in others, but we do not

know how much more. In the absence of reliable data, there is

wide difference of opinion as to how important this element is in

judging capacity to pay for necessary services.

In providing for relief and social security, we have relatively

little data to determine the actual load, a situation very differ-

ent from that with respect to education. Population and school

statistics give the educators the basic data as to numbers for

whom education is to be provided. All children are to be given

opportunity regardless of their financial need. The educators

have only to develop educational standards and costs. Their
figures as to load, moreover, do not fluctuate widely from year
to year. For relief and social security there are no basic figures

as to load, for the service is not required by all the people but
only by those who are in need. The number in need, moreover,
is not uniform from year to year but fluctuates widely with
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changes in economic conditions. The fluctuations in a commu-
nity with a normally healthy economy may be very unlike those

in a community whose major industries are chronically de-

pressed, and from which workers of the most productive ages

tend to migrate in search of better opportunity. The truth ap-

pears to be that qualitatively we know that there are wide

variations among the states with respect to (i) the resources

that can be reached by taxation, (2) the relative number in need

of relief, and (3) the average amount of relief required per case,

and that these figures fluctuate widely but not uniformly with

changes in economic conditions. Quantitatively we know very

little because of the absence of standards applied with any

approach to uniformity.

POSSIBLE METHODS

Upon the basis of qualitative information, we can fairly reach

a conclusion that because of variations in capacity to pay some

action is necessary. Four possible lines of action will be con-

sidered in turn: (i) the assumption of full financial and adminis-

trative responsibility for various functions of government by
specific levels of government; (2) the collection of revenues by

the central government and the distribution of all or part of the

proceeds to state or local governments; (3) the levying of taxes

by the federal government with an offset against the federal tax

for state residents who have paid a like tax to the state of their

residence; and (4) federal grants-in-aid.

Nationalization of relief and social security. In the United

States the national government appears to be the only govern-

ment which could by itself assume full and undivided responsi-

bility for financing universal, comprehensive, and co-ordinated

relief and social security. The reasons for this conclusion are:

1. All the resources of the nation are within reach of the

taxing power of the national government.

2. The national government can effectively use taxes de-

signed to reach nearly all taxpaying capacity of the country.

3. The national government has power to borrow and to regu-

late and control the currency, a power which enables it to en-
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gage in deficit financing to a degree impossible for any state or

local government. Both in relief and social insurance, times may
come when neither taxes nor accumulated surpluses or special

fund reserves will meet the needs, and large resort to borrowing

may prove necessary.

4. There are unquestionably a few states which lack the

resources to finance the welfare functions of government, espe-

cially education and relief and social security at a minimum level

that would be acceptable to the rest of the nation.

Complete assumption by the national government of the

functions of relief and social security would enormously simplify

financial administration. It is necessary therefore to consider the

arguments that may be raised against such a procedure.

Assumption of full responsibility for relief and social security

might be advocated on the ground of a principle which may be

stated as “the highest level of government which is called upon

to support a function ofgovernment should assume full financial

responsibility for it and administer it.” Before any such simple

and in some ways appealing principle is accepted, it is desirable

to see where it might lead.

It is extremely doubtful whether complete assumption of the

relief load would free the financial resources of the poorest states

to such an extent that they could by themselves support that

other important and costly welfare functiop, education, at a

minimum level satisfactory to the national interest. Applica-

tion of the principle would call for making education a national

function. Indeed if education were nationalized, there might be
little financial reason for nationalizing relief and social security,

since freeing the states from the burden of educational costs

would enable them to furnish relief where necessary according

to a reasonable standard. From our point of view, the principle

does not serve as a controlling factor, and decisions must be
reached on the basis of matters not purely financial.

The political implications of relief and social security will be
considered first. This subject was considered in the preceding
chapter, but it is so important with respect to financing that it

warrants some repetition. Inevitably and inherently relief and
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social security involve a redistribution of income effected by
the government through use of its sovereign power. Income or

wealth must be taken from individuals who have to give to

individuals who have not. The recipients do not get a govern-

mental service available to all, or all of a class, but money to

meet their own personal needs, to be expended by them for

consumption. It is entirely possible that under a nationally

financed and administered social security system the national

government might be controlled by regional blocks and pressure

blocks that would work for and secure bigger benefits paid under

more liberal conditions. Such a movement could easily weaken

the strong states and the strong elements in the communities,

without increasing the productive capacity of the nation upon

which the social security of all ultimately depends.

The executive branch of the national government is always

in the hands of a single political party. Under the American

system there is no minority chosen representation in the execu-

tive branch
;
and the executive branch is not directly answerable

to the representative Congress. The policy-making administra-

tive officers in charge of nationalized social security and relief

would all be selected by the representatives of a single political

party. Although the local examiners and clerks in contact with

the people might be selected under a merit system honestly

administered, they would be controlled and directed by politi-

cally selected policy-making officials. Nothing in American

history to date suggests that partisan political action could be

effectively kept out of such an arrangement.

The national administrators in a state or a locality would not

be subject to the voters of that state or community. When the

Democratic party is in power, officers appointed by its repre-

sentatives would administer relief and social security in states

which had gone Republican in the last election and had elected

a majority of Republicans to represent them in Congress.

Should the Republicans return to power in the national govern-

ment, the Democratic states of the South would have relief and

social security administered by federal employees over whom
they had no control. The device of the division of powers be-
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tween the states and the nation, which was adopted in part to

protect the rights and interests of minorities, would be gone.

Majorities in many states would be subject to rule by a party

which was a minority in that state despite its control of the

national government.

National financing and administration would in some states

and communities remove the restraining influence which comes

from state and local participation in paying for relief. Both

relief recipients and local businessmen might well take the

position, “The national program is a fine thing; it brings federal

money into the community; we all prosper because of it.” A
small minority in those communities would be the only ones who

would be paying direct federal taxes in sufficient amounts to ap-

preciate the costs. Under such circumstances, local pressures on

administrators might be very strong for lax investigations and

for maximum allowances, and upon members of Congress to

vote for larger benefits and less strict eligibility requirements.

Dangers of demoralization, pauperization, and corruption of

the electorate appear so great that from our point of view

nationalization of the function of relief and social security has

to be rejected as a device.

Shared laxes. The device of having the national government

levy a tax and then turn back to the state some or all the

federal revenues collected in that state overcomes that part of

the difficulty that arises solely from inability of the state to

develop an effective tax system. If all the difficulties of the

existing situation arose from this one score, the system of shar-

ing taxes would have much to commend it. The difficulty is,

however, that there are a few states that do not have the

resources to support adequate welfare services, notably educa-

tion and relief and social security. The amount of taxes collected

within their borders by the federal government and turned back
to them would not support these services at a satisfactory level.

The problem of equalization would still remain.

^ federal tax with offsets. The device of levying a uniform
federal tax and permitting taxpayers to offset payment of a

state tax for a like purpose is open to the same objection. It
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will not meet the situation in the poorest states^ although it

would be a great help to many states. Both this device and the

redistribution of federally collected taxes to the states deserve

consideration as parts of a financial system, but they will not

meet the needs of equalization by the federal government in the

welfare functions of government.

The grant-in-aid. To those who see in complete federal financ-

ing and administration of the welfare functions of government

a great threat to democracy and personal and local freedom and

initiative, the one practicable solution is the federal grant-in-

aid, with intelligent and reasonable provision for equalization.

It will require discussion in some detail. We shall take up four

major questions with respect to it: (i) the need for national

standards, (2) the preservation of local initiative, (3) the meth-

ods of securing responsibility and accountability, and (4) the

financial problems involved in the distribution of federal funds.

The major objective of the national government in making a

grant-in-aid to the states for relief and social security would

seem to be to insure that no person in the country shall be in

want without being eligible for such benefit as may be necessary

to relieve that want, paid without question as to the availability

of appropriated funds. We are speaking here of a minimum
benefit necessary to prevent want and not of a benefit sufficient

to enable the beneficiary to live according to some higher level.

The national government in its grant-in-aid law would have

to establish the minimum level below which no person could

fall without becoming eligible as a legislative right to sufficient

relief or social security benefit to bring him to that minimum
level. Because of the differences in cost of living among urban

and rural communities and among different sections of the

country, this standard would have to be based fundamentally

on real things, such as housing, food, and clothing. Given the

things necessary for a reasonable minimum, they can be con-

verted into money terms on the basis of prices. The national

government cannot know what it is doing until it has far better

data on costs of living according to minimum physical standards

than are at present available.
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Minimum physical standards arrived at by competent special-

ists working under the direction of a congressional committeCj

commission, or other agency could of course be written into

law. Congress itself could embody in the same law the money

figures that result from the pricing of these physical standards,

using a schedule to cover the variations among different com-

munities in the costs of the standard schedule. It could include

only the physical standards and leave to the federal administra-

tive agency the pricing of the standard in different communities.

Another possibility would be to include in the law only the

money schedules that resulted from the initial application of

the physical standards to different parts of the country, but

if this were done, it would be necessary for Congress from time

to time to have the physical standards revised and repriced

and to amend the money schedules in the act according to the

new restilts. After a sound system has been once designed and

installed, much of the data needed for revision would come from

the administrative records.

As in most grant-in-aid systems, the standards established by

the national law would be minimum standards. The states

should be free to go as much above the national minimum stand-

ards as their legislatures see fit. In Great Britain and in New
Zealand, as was pointed out in Part II, the compulsory social

security system provides relatively low minimum benefits, and
the people are put on notice that if they want more they must
provide it by voluntary action. Under a grant-in-aid system the

national government could take a similar position wdth respect

to the states. It could say in effect, “The nation will use that

element of almost compulsive persuasion that is inherent in

grants-in-aid only in so far as it is necessary to make the states

provide in co-operation with the national government a low
minimum benefit; if the people of a state want more, they must
provide it by state action at state expense.”

Highly urbanized industrial states with adequate resources to

support larger benefits and more liberal eligibility conditions

would not be forced to do so by the national government. The
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question ofwhether they should do so would be left to the voters

of those states. They would have to weigh their higher living

costs and the resulting need for better benefits against the

higher taxes necessary to support those benefits.

The differences among the individual states with respect to

such vital factors as climate, industries, urbanization, density

and characteristics of the population, and even cultures are so

wide that much latitude for adjustment to state conditions is in

our judgment essential. The people of the state should have no

small measure of power and responsibility for maintaining their

own efficiency and social well-being. No passion for national

uniformity can eliminate the wide variations among the states

with respect to natural resources and the works of man that

have largely taken their pattern from the natural resources. The
national government has a responsibility for laying down rules

of fair competition and for establishing minimum standards

where they are essential in the national interest, but if initiative,

resourcefulness, and ambition are to be preserved, the people of

a state or a community must be free to go as far as they can

through fair competition to increase their own productive and

social efficiency and to raise themselves well above any reason-

able national minimum standard.

When the national government makes a grant-in-aid to a

state for the purpose of establishing a minimum standard and

helping to maintain it, the national government must see that

the State meets that minimum. The grant is not given to the

state to use in any way it sees fit. It is given conditionally. To
be entitled to it the state must meet the conditions. The
national government has to hold the states to those minimum
responsibilities placed upon them by the national law, even

though it leaves them entirely free after they have satisfied the

minimum requirements.

The problem of holding states to their responsibilities and
more especially of preventing them from taking advantage of

the national treasury is greater with respect to the relief func-

tion than to any other major function of government. Little
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in the way of physical plant and equipment is involved in re-

lief administration. The bulk of the work is concerned with

passing upon individual cases, to make sure that the persons

are in fact eligible under the law and that benefits granted do

not exceed the amounts authorized by law. The national treas-

ury may be raided by declaring persons eligible when they are

not and by paying benefits larger in amount or for longer periods

than the law authorizes. The pui'pose of the law, on the other

hand, may be partially defeated if the state refuses to declare

eligible a person who is in fact eligible or to pay the full amount

to which the eligible person is entitled under the law.

Thus the national government in administering a federal

grant-in-aid system for relief and social security must establish

and enforce standards of administration. Among them we shall

mention requirements for:

1. Effective organization.

2. An honestly administered merit system with strict pro-

hibitions of political activities.

3. A sound, uniform system of financial accounting and re-

porting including appropriate auditing.

4. Full complete statistical reports which will permit of thor-

ough analysis and comparisons of the several states and com-

munities to disclose inconsistencies and anomalies that require

investigation.

5. Co-operative supervision of the work of the states by com-

petent, trained, federal workers with the understanding that the

power and authority of the federal government cease when a

state complies with minimum requirements and do not extend

to activities which are over or above the national requirements.

6. From time to time, if and when deemed necessary by the

national government, a recheck of the investigations made by
the state agency in cases to which the national government is

contributing. Such rechecks may be made upon complaint of

citizens that the state is paying excessive benefits or paying
benefits to persons not eligible.

7. A right of appeal, at least to the highest welfare adminis-
trative agency of the state, if not to an appropriate state court.
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for any resident of the state who deems himself eligible but has

been denied the benefits to which he regards himself as entitled

under the law.

Congress might consider a provision to give to a resident of a

co-operating state whose final appeal to a state agency has been

denied a right to a hearing by appropriate officers of the na-

tional agency supervising the grant-in-aid system. If the fed-

eral examiners found the appellant had a good case, the national

agency could be authorized to request the state agency to pay

to him the amount which the national government would

have contributed had the state approved the application. The

national government presumably would not be authorized to

request the state to pay its share if the final appeals agency of

the state had declared the applicant ineligible under the state

law. It is assumed that such appeals to the national agency

would be rarely taken, and when they were would be held in

the state of residence by an examiner or board of examiners

presumably from the regional office of the national agency.®

A conditional grant-in-aid constitutionally is an offer from

the national government to pay the state certain moneys, pro-

vided the state accepts the conditions set forth in the offer.

Unless the state accepts the offer, it cannot get the federal

money for its residents and hence presumably most if not all

the states would accept such a condition.

The real constitutional issue would be whether a mandatory

provision either for the payment of the nation’s share alone or

of the state’s share in addition constituted actual federal ad-

ministration of a state function. It is of course constitutional

for the national government to refuse to pay its share of a benefit

improperly allowed by a state, but in that case the federal

government does not force the state to pay. It would be entirely

different to require a state to pay upon the order of the national

government.

® A constitutional issue has been raised by a member of the writer’s advisory com-

mittee. Would it be constitutional for the national government (i) not merely to re-

quest but actually to require a co-operating state to pay the national share after the

final agency in the state has denied eligibility under the state law or (2) to require the

state agency under like circumstances to pay also the share of the state.
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For this reason we would not recommend going further than

authorizing the national agency to give a hearing to an appel-

lant from state action and, if the facts warrant, formally to

request the state agency to pay the national share. The state

agency would naturally be somewhat embarrassed by receipt

of such a request after a formal federal hearing. Probably in

most cases it would pay both the national share and the state

share, but it would not be legally compelled to do so. This pro-

vision has been suggested for consideration because of a belief

that the appeals mechanisms can be developed into an effective

measure for the control of administration in the field.

Devices such as the seven just enumerated are essential both

to protect the national treasury and to insure to the individual

the legislative right which the national government attempts to

give him through the grant-in-aid system. We come now to the

difficult question of the basis upon which the federal funds

should be allocated among the states.

From our point of view, the justification for the choice of a

grant-in-aid financed system rests basically upon the variations

in the capacity to pay among the several states. As we have

seen, this variation arises from (i) differences in resources that

can be reached through taxation, (2) differences in the relief

and social security load, and (3) differences in capacity to main-

tain the other welfare functions of government in which the

nation as a whole has a significant interest.

If it were not for these differences in capacity to pay, and
if the difficulties arose exclusively from methods of taxation,

the problems could be solved through the use of either of the

two other devices, the sharing of federally collected taxes with

the states, or the federal tax with offsets for like state taxes.

These two relatively simple and largely automatic devices do
not serve as equalizers, although they would greatly improve
the effectiveness of raising revenue for state and local govern-

ments. The situation, however, calls for some equalization with

respect to the welfare functions of government.

With respect to the three public assistance categories of the

Social Security Act as described in Part I, the nation is at pres-



POSSIBLE METHODS 769

ent using the grant-in-aid system, with the national govern-

ment giving 50 per cent of the cost of such benefits as are paid

by the states, subject to a national limit on the amount that it

will match in any one case. The national government has not

established a national standard or a national minimum. Within

limits the state determines what it will take from the national

treasury. States with adequate capacity to pay take relatively

more than states with small capacity, because their eligibility

requirements are more liberal and their benefits are higher. The
poor states take less, at least partly because they cannot afford

to take more.

This system served neither to establish a national minimum
standard nor to equalize the burden. It merely operated to force

the states to provide the three specific kinds of public assistance

and relieved them of part of the cost. The poor states were

forced to put money into public assistance which in the absence

of the federal law might have gone for education.

Now let us consider what the effect would be if the percent-

age furnished by the federal government were substantially in-

creased. To be concrete let it be assumed that the national

government paid 90 per cent of the old-age benefit up to ^40

a month and the state and local* governments only 10 per cent.

The poorer states with inadequate capacity to pay might with

no increase in expenditures increase benefits and liberalize eli-

gibility requirements and perhaps pay an entirely acceptable

minimum allowance. The well-to-do states that now pay sub-

stantial benefits might increase them to the allowable maximum
and still achieve a real saving of their own resources. The bulk

of the cost would have been shifted to the national treasury.

The result would not be equalization but a mere shifting of the

burden from one level of government to another. A state con-

tribution of as little as 10 per cent, moreover, would not in

many states be much of an incentive to reasonably strict ad-

ministration. The tendency to loose administration and the

strength of the argument for outright administration by the

national government would be greatly enhanced.

The conclusion seems inescapable that no fixed percentage
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system will solve the problem of equalization satisfactorily. The

proper approach to secure equalization would appear to be

somewhat as follows:

1. On the basis of the available statistical evidence, to select

for intensive and objective scientific study a limited number of

states, not less than 3 nor more than 5 which appear to have

the least capacity to pay.

2. For each of the selected states to determine with reason-

able accuracy: (a) The resources of the state and local govern-

ment that could be subjected to taxation, (b) The amount

that could be realized from these resources through taxes that

would not be so high as to be destructive, (c) The amount which

people would need to have in the various sections of the selected

states to live in accordance with a minimum acceptable stand-

ard. The items on a suitable standard would be priced according

to prevailing prices in the community, (d) The number of

persons in the community who are in need according to the

standard, (e) The amount of money which would be required to

bring those persons to the established standard, with due con-

sideration of their existing resources, (f) To what extent this

required sum could be paid from state and local resources with

due regard to the requirements of other functions of govern-

ment, especially education, public health, and the other welfare

functions.

3. Analyze and compare the results for the states specifically

studied to determine whether there are marked and significant

differences among them. If there are, select the states which
clearly belong in the groups with the lowest capacity to pay.

4. Upon the basis of the data for these lowest states, con-

struct a schedule of needed relief as if a system were being de-

signed exclusively to relieve want and suffering in those states,

without reference to the question of what level of government
should pay the bill.

Upon the basis of such statistical evidence, we should expect

to find that the poorest states in the imion could not at the

same time support all the welfare functions of government

—

education, relief and social security, and public health, accord-
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ing to a satisfactory minimum standard. If such should prove to

be the case^ a question of policy would arise^ which may be

stated as follows: Should the amount of the resources of the

state which are available for the welfare functions of govern-

ment be concentrated on some one function such as education^

for example;^ or should they be distributed among the functions

according to a reasonable plan ? One reasonable plan would be

based on something approaching the past distribution.

This question is of importance because federal grants-in-aid

for purposes of equalization are under consideration for educa-

tion^ public health, relief, and social security. Obviously.what

is done with respect to any one will affect what would have to

be done with respect to the others. Heavy grants for education,

for example, might release some funds for relief and social se-

curity. We shall here assume for purposes of illustration that the

funds available for the welfare functions in the poor states are

distributed among those functions approximately on the basis

of past experience and that the studies show that the state and

local governments could supply only 10 per cent of the relief

and social security costs.^

The national government could then make the schedule of

benefits which it had prepared for the poorest states the mini-

mum standard for every state in the union. Through the per-

suasion of the grant-in-aid system, it would require each state

to pay all persons eligible according to the national standard

benefits according to that minimum standard, and provide

further that the national government would reimburse each

state for such minimum benefits to the extent of 90 per cent

of the cost. So far as the national government was concerned,

each person in need according to the national standard would

get the same allowance—the sum necessary to give a reasonable

benefit in the poorest states with the lowest costs of living.

Obviously these minimum benefits supplied to the extent of

say 90 per cent by the national government would be inade-

^ Attention slionld be called to the fact that 10 per cent is merely used as an illustra-

tion. The actual percentage would be determined on the basis of thorough study of the

states selected because of their apparent low capacity to pay.
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quate for the states with higher living costs and higher capacity

to pay. Their citizens would urge bigger benefits and perhaps

more liberal eligibility provisions. The national government

would leave them free to grant at their own expense whatever

higher benefits they might see,® but it would always pay to citi-

zens of that state who are in need according to federal standards

the amount of money it would pay to citizens of other states

under like circumstances.

®The states in the lower range according to capacity to pay would be materially

helped because the national government would pay 90 per cent of the minimum benefit

instead of 50 per cent as under the present public assistance categories of the Social Se-

curity Act. Payment of 90 per cent of the minimum benefit might release some state

funds which could be used for increasing benefits above the federal minimum. The states

in the upper range of capacity to pay would probably have to pay in the aggregate

substantially more than the present 50 per cent of the cost of their present benefits

under the public assistance categories of the Social Security Act. They might find,

however, that the net cost to their taxpayers would not increase, for less of their money
might be taken from them to pay the federal contribution toward high benefits in rea-

sonably well-to-do states that have adopted the pension philosophy. The pension

philosophy states would be the ones most severely hurt by such an arrangement, since

they would have to pay for that philosophy largely from their own taxes.



CHAPTER XXXin

DIVISION OF ADMINISTRATION

Chapter XXXI was devoted to a consideration of the ques-

tion of the division ofpower to determine policy between the na-

tional government and the state governments. Chapter XXXII
took up the question of the division of financial responsibility.

The present chapter is to deal with the division of administra-

tion. The chapter will be divided into two parts. The first will

be concerned mainly with a generalized discussion of the nature

and extent of administrative discretion in a program of relief

and social security. The second will deal in considerable detail

with the form of organization which would seem desirable if the

nation had a single^ universal, comprehensive, and co-ordinated

system operated co-operatively by the nation, the states, and

the local governments under a federal grant-in-aid system.

ADMINISTRATIVE DISCRETION

The importance of administration depends in no small meas-

ure upon the extent to which discretionary power is vested in

administrative officers. Sometimes governmental administra-

tion is so purely ministerial that administrators have scant

power to exercise discretion. Upon the happening of certain

simple, easily ascertained, and patent facts, administrative ac-

tion IS mandatory. If an administrative officer fails to do what

the law orders him to do, he may as a rule be taken before a

court where the judge may order him to do what the law re-

quires, under pain of punishment for contempt of court.

Administration may begin to lose this purely ministerial as-

pect when the facts to be determined are no longer simple,

easily ascertained, and patent. The law may, as is frequently the

case in social insurance legislation, give the individual a clearly

defined right upon the fulfillment of certain conditions, but the

determination as to whether those conditions have actually been

fulfilled may require detailed investigation to get the necessary

773
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facts. In some cases the task also involves an application of

rules and regulations to the facts as ascertained. The adminis-

trator begins to have a not inconsiderable degree of freedom, re-

sulting from his powers to direct and control the investigations,

to determine what is and what is not a fact or a relevant fact,

to interpret the complex of facts and possibly to interpret the

law and rules in applying them to the facts. The individual with

a claim is beginning to encounter administrative discretion, to

appreciate how much depends on the government representa-

tives with whom he has to deal.

A claimant versed in the law knows that his relationships

with the government depend in no small measure on whether he

has (i) a constitutional right, (2) a legislative right, or (3)

whether he is a mere suppliant for a governmental grant or

favor. If he has a constitutional right, he can take the adminis-

trative officer into court, for at least in theory the courts will

protect his constitutional rights against encroachments from the

legislature, the executive, or the bureaucrats. If his right is legis-

lative only, he has in general only such lines of action and appeal

as the legislature has granted to him. If he is a mere suppliant

asking the government to grant him such aid as the law has

made permissible but not mandatory, he may have no redress

at all. He will then appreciate that legally he is entirely in the

hands of the administrative officer, although, if he is versed in

practical politics, he may know the place and value of influence.

In dealing with the administration of relief and social secu-

rity, we are not much concerned with constitutional rights, for

few if any jurisdictions give a constitutional right to relief or

social security. Social security and relief laws, moreover, rarely

make the relationship between the government and the bene-

ficiary contractual, so that the beneficiary can take advantage of
the constitutional provisions which prevent states from im-
pairing the obligation of contracts. At best the rights are con-
tingentj legislative rights. Often as in the three assistance cate-

gories of the Social Security Act and in general public assistance

laws of the states, they partake more of the nature of pure
gratuities, although in some states the legislatures have given
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suppliants an appeal to the courts. The Social Security Act,

moreover, requires the states to provide an appeal to an admin-

istrative appeal body. Thus administration of social security

and relief is vitally important to beneficiaries and suppliants

because both legally and practically they are so largely depend-

ent on the exercise of discretion by administrative officers.

Administrative legislation. In several branches of social secu-

rity and relief administration, moreover, administrative officers

are exercising legislative powers delegated to them by the

elected legislature. In the public assistance categories, and in

some parts of unemployment compensation, the elected legisla-

tures have found it impracticable to legislate in minute detail.

They have, therefore, laid down broad guiding principles which

administrators make detailed and specific in either or both of

two ways: (i) by adopting detailed rules and regulations or (2)

by interpreting the statute or even their own rules and regula-

tions in the decision of the individual case. With a good deal of

assurance it can be said the greater degree of legislative power

delegated to administrative officers, the greater importance of

administration to beneficiaries, taxpayers, and the public.

The means test and administrative discretion. It can be safely

generalized that the less the means test is used, the more bene-

fits are matters of absolute legislative right upon the fulfillment

of conditions, the more administration approaches the minis-

terial, and the less room is left for administrative discretion. If

the elected legislature itself legislates in detail, administration

may become mainly a matter of fact finding.

Under a no-means test system with detailed legislation

adopted by the elected legislature, the importance of adminis-

tration will depend largely on the nature of the fact-finding job.

Under O.A.S.I., for example, a person is entitled to a primary

old-age benefit as a matter of legislative right (i) if he is fully

insured, (2) if he has attained the age of 65 years, and (3) if he

is not employed, or if employed, he is not earning enough money
to make him ineligible. With the elaborate punch card records

developed to prove full insurance and establish the amount of

benefits, determination of rights for a primary benefit are largely
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ministerial in the bulk of the cases. The fact finding for

survivors’ benefits, particularly parents insurance benefits,

lump-sum death benefits, and to some extent even widow’s and

children’s death benefits, are much more complicated, involving

questions of who was supporting whom, whether persons were

or were not married, whether the court had ordered support,

and so on.

Unemployment compensation in the United States involves

no means test and benefits are matters of legislative, contingent

right but the states generally provide for disqualifications. A
beneficiary may forfeit his rights if he was discharged for mis-

conduct, if he refuses to accept suitable employment, if his

unemployment is due to a strike in which he himself or the

group with which he is affiliated is participating. In several

states, moreover, within limits established by the legislature,

the penalties for a disqualifying act are discretionary. Admin-

istrators may have a discretion similar to that exercised by a

judge in fixing penalty for a misdemeanor.

Whenever benefits for disability are provided, even under a

no-means test system, the fact finding is extremely difficult. Is

the applicant actually physically or mentally disabled? Is he

malingering? Is the disability temporary or permanent? What
is its degree? Was it service connected? Was it the result of

misconduct or gross negligence on his part? Anyone who has

ever sat through or followed any considerable number of dis-

ability cases is likely to find little short of amazing the diver-

gencies in the expert testimony. Administrative officers, after

investigation, make the decisions as to what are to be officially

regarded as the facts. It may not be proper to speak of this

power as discretionary; it is perhaps better termed quasi-judi-

cial, but whatever it is called, it makes administration highly

important.

Under a means test system the fact findings are, as a rule,

more complicated because questions of means, responsibility

of relatives, and so on, have to be answered. It is entirely possi-

ble that a legislative right to a benefit may be established under
a means test system so that the only difference between means
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test and no~meaiis test administratively is in the fact finding.

Under the traditional means test system, however, the entire

handling of the case was discretionary. In general it is safe to

say that the power of administrators is greater under a means

test system than under a no-means test system, but the dif-

ference is more in degree than in kind.

Biases in ihe exercise of administrative discretion. Whenever
one encounters discretionary, quasi-legislative, and quasi-

judicial powers in the hands of administrative officers, the ques-

tion of possible biases requires examination. What appear to be

the major ones in the administration of relief and social secu-

rity will be considered.

Unquestionably the student of relief administration would

place first the old bias of local officials granting purely discre-

tionary relief from local revenues. It sprang perhaps from two

main causes: (i) the attitude that the poverty and misfortunes

of the poor were their own fault, and (2) the fact that such relief

as might be given had to be paid for entirely by loyal taxpayers.

These biases of administrators and legislators were in no small

part responsible for the hatred that developed against the

means test. In many parts of the United States, especially in

rural areas, there was little separation of the legislative and the

administrative functions in local government. The county com-

missioners or county supervisors who appropriated the money
for relief and were held responsible by the voters for the tax rate

were the ones who passed out the funds.

The second bias is political. In some jurisdictions relief grants

have unquestionably been given for the purpose of influencing

votes.^ Perhaps less reprehensible is the practice of reminding

^ Tapsfor Private Tussky by Jesse Stuart, is a fascinating fictional presentation of the

operations. The writer of fiction, incidentally, has a great advantage over those of us

who occasionally make governmental surveys in that he cannot easily be sued for libel

for “ail names and places are fictitious and any resemblances to any person or persons

living or dead are purely coincidental.” The surveyor may secure a large body of evi-

dence from trustworthy sources that seem to him to prove beyond any reasonable

doubt that public funds have been improperly diverted to political purposes but he

cannot prove it in a court. Not infrequently the facts come from a public officer who
was in a position to know them, yet this public officer cannot be quoted. If he is quoted,

his administrative indiscretion in talking to a surveyor may cost him his job. If called

to the witness stand he is in an extremely difficult position and may be excused either
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recipients of relief or other grants that they are indebted to the

party in power for the grant and to suggest to them that the

opposition party would, if elected, remove them from relief. A
relief administrator trying to do a good, honest job may be

seriously embarrassed by a communication, generally not re-

duced to writing, from one of the political leaders to the effect

that to his own knowledge the applicant is eligible, and he wants

the grant made without delay.

The third bias may be called temperamental. Relief and social

security examiners should be possessed of what is commonly

termed the judicial temperament. In a government of laws and

not of men, they should accept as completely governing their

actions the intent of the legislators as expressed in the laws, the

rules and regulations, and the decisions under them. Their

duty is diligently and resourcefully, without fear or favor, to

secure all the essential facts to permit of the honest application

of the policies determined upon under legislative authority.

In some fields of governmental action, however, notably in

the field of public welfare, examiners and other employees may
be possessed of zeal for reform. Many of them would not have

been drawn into that field had they not possessed it. Exercised

in its appropriate place it is entitled to high respect. Unfor-

tunately, in some cases it leads examiners and others to take

the view that their job is to do what is right and desirable ac-

cording to their own lights—law, regulations, and decisions to

the contrary notwithstanding. Two concrete illustrations may
be worth while.

The law makes eligible only persons not possessed of a certain

amount of resources. It establishes a maximum limit for a grant

and provides that available resources shall be deducted from that

maximum. All the examiners agree that the limits are too low.

Examiner A, despite her beliefs, honestly gathers the facts and

for a loss of memory or for a denial. Thus it is common practice among surveyors to

assure government officers and others interviewed that they will not be quoted and any
information they may give will be regarded as strictly confidential. It is frequently
possible to verify a considerable part of the statements from the financial accounts.
They show the payments were actually made^ but they do not prove the objective was

i
politicals although the dates of payments may be correlated with the dates of primaries
or elections.
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applies them and disqualifies many whom she thinks should

have- aid and gives to others far less than she thinks they should

have. Examiner B, on the other hand, looks for no hidden re-

sources, undervalues all the obvious resources she cannot ig-

nore, and thus qualifies many whom Examiner A would be

forced to exclude and gives to all she finds eligible more than

they should have. She does not subscribe to the administrative

doctrine that no money shall be drawn from the public treasury

except in accordance with law.

Similarly, the law and regulations contain provisions making

adult children, without reference to their means and responsi-

bilities, liable to contribute to the support of their parents.

Examiner A on all possible occasions speaks against this policy,

but in her investigations she gets all the facts with a thorough-

ness that could not be excelled by one who believed in it. Ex-

aminer B, on the other hand, only turns up a relative who might

be required to contribute when the existence of such a relative

is a matter of common knowledge.

Public attitude toward these biases in administration depends

in no small measure upon where the money comes from. Local

financing tends toward strict interpretation. National financing

tends to make the local citizens, especially in poor communities,

extremely tolerant. Examiner B may be the local ideal of an

administrative officer because she helps so many to share in the

federal bounty.

If the objective is sound, honest, effective administration,

within the law, the chief administrative problem is how to over-

come or neutralize these biases. As pointed out, one device is

so to finance the programs that part of the burden falls on local

taxpayers in a sufficient amount to make them conscious of the

cost. Other devices include the form of organization, the pro-

cedures, and the methods of personnel administration.

ADMINISTRATIVE ORGANIZATION AND PROCEDURE

From our point of view, the most desirable form of organiza-

tion involves co-operation among the three levels of govern-

ment, national, state, and local.
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To prevent unfair competition among the states, and to in-

sure that no person in the United States is forced to live below

a minimum standard fixed by the national government, it is

assumed that the national government has adopted compelling

and, with respect to its minima, controlling legislation prac-

tically binding upon the states. It is further assumed that to

effect this purpose the national government has used one or

both of the following methods: (i) the national tax with offsets

for payment of state taxes for like purposes, or (2) the more

traditional grants-in-aid to the states.

National organization. The national government must have

an agency devoted to the administration of relief and social

security. If co-ordination and comprehensiveness are to be se-

cured, one national organization must have jurisdiction over

all aspects of relief and social security administration, and it

must be so placed in the governmental structure that it can co-

operate effectively with national agencies concerned with edu-

cation, public health, and rural extension work.

The principal duties of this organization would be:

1. To advise the President and Congress with respect to

needed national legislation for the perfection and development

of the system and with respect to national appropriations.

2. To perform such legislative duties in the preparation of

detailed rules and regulations as may be delegated to it by
Congress.

3. To collect and compile such statistics and conduct such

research as may be necessary and desirable to obtain accurate

data as to what conditions actually are and how they may be

improved.

4. To exercise sufficient supervision over the state agencies

to make sure they are complying with the minimum standards

required under the national law.

5. To develop and maintain a staff of special consultants to

work co-operatively with the states in perfecting and develop-

ing the state systems. In general these consultants would have
no authority to order or command a state agency to take any
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action. The assumption is that if a state agency is complying

with the minimum requirements of the national law the na-

tional agency has no power to order or direct it to do more.

The state may, however, find it highly advantageous to get the

advice and co-operation of federal consultants conversant with

particular fields.

6. To assist in the development of interstate compacts and

devices to provide for persons who move from one state to an-

other.

7. Actually to operate any system or systems that may be

found necessary to provide for persons who are engaged in in-

terstate commerce or given to interstate migration to a degree

that makes national administration desirable. The general ob-

jective, however, would be unified administration within a state

so that every person would deal with one responsible agency.

How would the duties of this agency differ from those of the

present Social Security Board? It is assumed that a new na-

tional law would provide for complete and comprehensive cov-

erage, and hence the agency would deal with all causes of need

and with all classes of the population. It is further assumed

that when O.A.S.I. is re-examined in the light of the new
financial situation resulting from World War II and the desir-

ability of protecting all from want, O.A.S.I. will be radically

revised, partly to minimize the dangers of inflation and partly

in the interests of simplicity and the elimination of voluminous

clerical work both in the government service and in private

offices. If the assumption regarding O.A.S.I. is correct, the

Social Security Board would be materially reduced in size, and

it would have few mass routine operating functions.

Since the national agency will have to draft rules and regula-

tions and determine whether or not the individual states are

complying with the terms of the national law, it seems clear to

us that the board form of organization should be preserved. It

would seem highly desirable that members be appointed for

reasonably long terms, properly staggered. Although it is un-

questionably true that a requirement that not more than a
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specified number of members of the board shall belong to the

same political party does not offer a safeguard against packing a

board and controlling its actions, it is doubtful that it does any

harm. The law may also specify some high, general qualifica-

tions which should be possessed by members of the board. It

will be remembered, however, that such provisions are prima-

rily advice to the President, who determines whether or not the

persons he nominates meet those qualifications. Their inclusion

may, however, strengthen the hand of senators in opposing a

poor nomination.

State board general organization. Each state would have a

single board with jurisdiction over all cases involving relief or

social security benefits, regardless of the cause which necessi-

tated payment. The duties of this board would be:

1 . Under such conditions as the law of the state provides to

conduct all detailed transactions with the national government,

generally through the national board.

2. To advise the governor and the legislature with respect to

needed state legislation for the development and perfection of a

complete and comprehensive system for the state and with re-

spect to appropriations.

3. To perform such sublegislative duties in the preparation of

rules and regulations as the elected legislature may delegate to

it, and to develop a complete, detailed relief and social security

code for the state.

4. To serve as a final administrative appeal board to decide

all cases or all important or legally significant cases brought up
from lower administrative authorities, or to have under it and
subject to its exclusive jurisdiction a final appeal unit whose de-

cisions would in no way be controlled by the executive officer

of the board.

5. To select and to exercise broad and general supervision

over a chief executive officer who would be immediately re-

sponsible for the detailed execution of the policies of the board,

and who would at the request of the board aid it in its sublegis-

lative tasks and in making recommendations to the governor
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and the legislature for changes in law and appropriations.

Neither the board itself nor a member of the board under

this plan has any detailed administrative duties. Its duties

would be quasi-legislative, quasi-judicial, and supervisory, much
like a board of directors of a company. It would be concerned

primarily with matters of policy and with making sure that the

policies were being carried out by the executive officer of the

board and the staff under him. It would hear appeals or keep in

close touch with its independent appeal agency for two reasons:

(i) because appeals often throw great light on how the system

is actually working both substantively and administratively,

and (2) because the code for which the board is immediately

responsible will in part grow through the decisions in appealed

cases.

Relationship of board to the legislature and the governor. In

theory it would be desirable if the elected legislature could

adopt for the state a social security code so detailed that sub-

stantive rules and regulations would be unnecessary and so

clear that few cases would require an interpretation of the law.

Such a course is, however, impracticable in a field in which

there are so many combinations and permutations of fact. It is

almost essential for the legislature to delegate some of its legis-

lative power to be exercised by the board under such supervision

as the legislature can conveniently exercise. This supervision

includes having a report from the board each time it requires an

appropriation and each time it asks the legislature to amend
or extend the basic law. The legislature may at any session in-

vestigate the board or any of its work or its employees, and

if it sees fit, it can abolish or reconstitute the board, revolution-

ize the law, or both. Unless the people through legal procedures

write provisions regarding the board into the state constitu-

tion, the board remains subject to a large measure of control

by the elected legislature, although the governor’s veto power

may offer some restrictions.

Rules and regulations that have been developed over the

years and have not encountered any adverse legislative action
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become a tacitly accepted part of the code. The legislature may
decide that it is wise to protect the administratively developed

details of the code from radical and hasty revision by a new

board or by executive pressure of a new governor. Neither a

new governor nor a new board can change so much as a word of

the basic law without action by the elected legislature^ but un-

less the legislature takes some action to prevent such a course^

a new governor or a new board can completely change the rules

and regulations and the interpretative cases decided under

them.

To minimize the chances that such action may be taken with-

out at the same time depriving the board of a reasonable amount

of freedom in amending or reinterpreting, the legislature can

restrict the governor's power over the board. It can provide

that each member of the board shall serve for a term longer

than that of the governor, and that the terms shall be so stag-

gered that an incoming governor does not actually appoint a

majority of the board during his first term in office or not until

close to the end of his first term. It may also place some restric-

tions upon the power of the governor to remove a member.
Occasionally one encounters a person who feels that the legis-

lature should not so curb a governor who comes with a fresh

mandate from the people. It is a fresh mandate even if the

governor won by an extremely narrow margin. Because of the

limitations of our mechanisms for choosing party candidates, it

sometimes happens that even a newly elected governor does not

command the respect and confidence of the majority of the peo-

ple of the state. Our system of fixed terms of office, moreover,

results occasionally in the retention of a governor in power after

he has lost a substantial part of his support. The doctrine of the

division of powers has of course handicapped some good gover-

nors; on the other hand, it has minimized the damage that can

be done by a poor governor.

In the absence of constitutional provisions, laws which mini-

mize the power of the governor to control the legislative and
judicial actions of the board do not free the board from responsi-
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bility to the voters.® If the governor and a majority of the legis-

lature believe that the board needs complete revamping, the

legislature can pass and the governor sign an act abolishing the

old board and creating a new one, which permits the governor

to appoint an entirely new set of board members. In some juris-

dictions in fields other than welfare, this device has been used

for partisan political reasons, to obtain for the new administra-

tion the patronage not only on the board itself but in the sub-

ordinate positions and in the contracts and purchasing. The
point here is that the governor cannot take action of that kind

by himself; he must get his authority from the legislature, and

the legislature may be unwilling to permit a governor to wreck

a board which has established a reputation for sound non-

partisan administration. Legislators as well as governors are

answerable to public opinion.

The courts. In the opinion of the writer, a comprehensive, co-

ordinated system of relief and social security should go as far

as is practicable in creating a legislative right to a true minimum
of subsistence benefit in case of want. How far substantially

higher benefits should be made a matter of right is another ques-

tion; but agreement is so general that nobody should be per-

mitted to starve that it seems the benefit to prevent starvation

could well be made a legislative right.

If a legislative right is created, then it is entirely practicable

to give the appropriate courts jurisdiction over appeals from

the final action of the administrative board or its last appeal

unit. Such an appeal to the courts on a matter of law presents

no practical difficulties. It is also simple to have the courts pass

on charges of arbitrary action by the board or on exceeding or

abusing its powers. The real difficulties arise on questions as

to whether there is to be a new and independent fact finding

by the courts and whether the court is to substitute its discre-

tion for that of administrative officers.

^ Constitutional provisions could be adopted to protect the board from political ac-

tion, but unless they provide for the election of board members, they may operate to

remove the board from popular control..
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With respect to a new and independent fact finding, the

sums at stake may differ widely depending on the nature of the

benefit. Under existing unemployment compensation systems

the largest sum involved with respect to a single individual is

not much more than $500 . The present value of an old-age

annuity, on the other hand, may be several thousand dollars.

Although the individual benefits in unemployment compen-

sation may be only a small sum, the aggregate amount involved

in a decision regarding the nature and causes of a labor dispute

may reach very substantial totals because of the number of in-

dividual cases determined by the basic decision.

One can have great sympathy with the argument that the

regular courts should not be overburdened with the costly, de-

tailed fact findings in a host of cases concerned with small sums.

It is very easy in the field of social security and relief to get into

a position where administrative costs plus court costs will ex-

ceed the amount of the benefits, and one does not like to see

money which ought to go for relieving want consumed by gov-

ernmental machinery.

On the other hand, governmental agencies that are concerned

with giving away public money or distributing the proceeds of

insurance premiums are peculiarly in need of supervision and

review, particularly if prospective beneficiaries are represented

in the administration or have great political influence. When the

composition of a board clearly indicates a large measure of class

control, it is more than a little disturbing to find provisions to

the effect that findings of fact shall be final and shall not be

subject to review by any other agency, or even that the findings

of fact if supported by evidence or substantial evidence shall be

final. Such provisions may deprive parties with a real interest of

their day in court, unless an administrative board is to be re-

garded as a court.

This whole subject as to the degree to which the findings of

fact by administrative boards and commissions shall be final

seems to deserve much more comprehensive investigation. In
the field of welfare and relief, it might be wise to adopt legisla-

tion permitting parties in interest after a final administrative



ORGANIZATION AND PROCEDURE 787

decision has been rendered to petition the court to hold a trial

de novo of a case with such review of the fact findings and such

fresh fact findings as may be deemed necessary by the courts.

Parties in interest under such a plan should be broadly defined,

so that with proper safeguards taxpayers’ petitions for a court

trial could be heard. It is not assumed that any considerable

number of petitions would be filed, or that after a preliminary

hearing or investigation by the court more than a very few

would be granted. It is believed, however, that the possibility

of such a petition would have a wholesome effect on an adminis-

trative agency, and it would be advantageous if occasionally

the fact-finding work of administrators were checked by an in-

dependent fact finding of a court.

The effect would probably be wholesome whichever way the

court found. In relief and social security administration, one

often encounters a widespread belief that the administrative

agency is biased, or that considerable numbers of beneficiaries

are taking advantage of loopholes in the law. If occasionally

such matters were taken into court and the action of the board

found fully justified by the facts, some of the feeling against the

administrators would at least partially subside. If, on the other

hand, the board were reversed, evils would be corrected. A court

case might easily demonstrate the existence of loopholes in the

law to which administrative bodies give no publicity and may
not admit. An administrative agency frequently has a clientele

which it hesitates to offend, although the action of the clientele

may be questionable.

Thus far we have discussed the state board that would serve

as a board of directors for the social security and relief adminis-

tration and- be responsible for the necessary quasi-legislative

and quasi-judicial functions. The board, it is suggested, should

select an executive director who would be responsible under it

for the detailed administration. Before discussing the organiza-

tion of the central state office under the director, we shall take

up the local offices of the organization or the primary operating

units. We shall assume that (i) the local government makes a

substantial contribution toward the costs of relief and social se-
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curity and (2) it shares in the administration. In dealing with

the local officers we shall begin with the basic primary officer.

The primary examiner or case investigator. The examiners or

case investigators are generally the primary class of employees

in a local relief and social security office. Under our assumptions,

the law and the rules and regulations have given to the people

legislative rights to certain benefits in the event of the happen-

ing of certain contingencies. The duty of the examiners or case

investigators is to determine whether those things have hap-

pened in a particular case that make the individual or the family

entitled to a benefit. They are basically fact finders.

The nature of the fact finding or examining varies with the

type ofcontingency dealt with, as has been previously discussed.

Certain common. factors, however, deserve special emphasis.

1. The person or family who claims eligibility is at the time

of the claim generally a resident of the jurisdictional area of the

local office.

2. The client is ordinarily desirous of prompt action. In som e

instances the need for prompt action may be so great that

emergency aid may have to be given prior to complete investi-

gation.

3. In a great majority of cases the facts required are available

locally. The client himself is present and can give the required

answers to questions. Except in the case of transients and recent

comers to the community, most of the other sources of necessary

information are in the immediate locality.

Except in a very small state these three factors dictate

local or district offices to facilitate prompt and accurate in-

formation, even if there is not the co-operation between state

and local governments that we are assuming.

Occasionally one encounters the view that examiners and
case investigators are unnecessary; that it is sufficient to have
persons claiming eligibility fill out an application blank giving

the essential facts. Although perhaps the great majority of

persons are honest, there are enough who are not to warrant
the rule that all essential facts in a claim against public funds
shall be verified. Occasionally, moreover, some applicants will be
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found (i) who do not understand the meaning of the question,

(2) who are honestly mistaken as to the facts, or (3) who misin-

terpret a law, rule, or regulation. On its face the application

shows eligibility, and the applicant believes himself eligible, but

verification of the facts brings to light the mistake. Means tests

are as a rule much too complicated to be answered readily and

easily by an applicant. An examiner has to get at the essential

facts by piecing together many detailed items. Local examiners

or case investigators are essential for fact finding, even if the

relief and social security laws do not provide constructive social

sei'vice in efforts to rehabilitate individuals and families and

thus to reduce the drain on tax-collected funds.

The findings of primary examiners or case investigators must

be subjected to review in the interest of the clients, the govern-

ment, and the taxpayers. If power to make the final decision

were vested in the primary examiner, innumerable abuses would

be possible—^personal or political favoritism, religious or cul-

tural biases, race prejudices, or an over-liberal or over-harsh

philosophy.

The local executives. The primary examiners in a locality are,

except in a very small community, generally subordinate to a

local executive or supervisor. The supervisor is responsible for

seeing that the primary examiners perform their duties, assigns

cases to them, and in general keeps the work moving. He is also

a reviewing officer. To be an effective reviewer, the executive or

supervisor must be thoroughly conversant with the locality and

must be available to the parties in interest or able to get to

them or to other persons possessed of the facts quickly. Mrs. A,

for example, did not get along at all well with the case investi-

gator and is convinced that the investigator is prejudiced

against her. She should be able without difficulty to see the

executive or supervisor to present her case. In another instance

the supervisor is reviewing the primary invesigator’s report on

a family. The family and its friends are making no complaint

with respect to the primary investigator. On the face of the

record the supervisor finds no question whatever as to eligibil-

ity; but the recorded facts do not quite square with the super-
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visor’s impressions regarding the persons involved or the en-

vironment. Perhaps also the supervisor knows the soft spots in

the make up of that investigator. The supervisor^ therefore,

undertakes an independent investigation. If the independent

verification checks the questionable items, the supervisor may
approve the case; if not, the whole matter may be reinvesti-

gated.

Executive supervisors and primary examiners in a well-con-

ducted agency are salaried workers, not only trained on the

job but generally possessed at the time of their appointment of

special qualifications in education and experience. They are pro-

fessionals, often having special skills and a wide range of

special knowledge. Not infrequently the position is taken that

the executives or the supervisors, because of their special skills

and knowledge, should make the final determinations in each

case.

From the point of view of the writer it is highly questionable

whether legal power to make the final decision should be vested

in the top local executive. With special knowledge, skills, and

education, and with intimate close contact with distress and in

some instances sordidness, often goes a particular point of view

and philosophy. Similar things develop in most other profes-

sions. For example, much as one may admire professional sol-

diers, it is commonly recognized that they necessarily look at

many things from a military point of view. Social workers like-

wise tend to look at things from a social worker’s point of view.

It is a point of view that deserves careful consideration by all

concerned, but in many instances, it is in need of correctives

to get a balancing of values, just as the point of view of the

military men, the educators, or even the public health men may
need balancing.

The local board. This necessity for balancing and the need for

the maximum verification of the facts in all cases leads us to pre-

fer the form of local organization that gives a local lay board a

strong position in the local organization. In a state-local co-

operative system, it is entirely feasible to adopt devices whereby
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the persons appointed to the local lay boards are acceptable to

both the state administrative agency and to the local govern-

ment. Members can be appointed for fairly longj staggered

terms so that under ordinary circumstances the boards develop

a large measure of continuity of policy.

With respect to final approval of cases, either one of two

courses is apparently reasonably satisfactory, (i) the local board

may have the legal power to approve, subject how'ever to re-

versal by the state agency, or (2) the local board may have

power to reject, to remand for further investigation, or to

recommend to the state for final approval. Under either method
nothing goes through initially without the real or constructive

approval of the local lay board, although that board can under

a proper appeals procedure be reversed by the state board.

The phrase “real or constructive approval” of the local lay

board requires some explanation. In practice under such a form

of organization, the professional executive and the board mem-
bers learn to work together. The executive learns not only the

general policy of the board as a whole but the point of view of

individual board members, and often the interrelations among
the board members. The board members tend to appraise the

strengths and weaknesses of the executive; they learn, each

from his own point of view, what to watch for. Most executives

will appreciate the necessity of gaining and maintaining the

confidence of the board in the executive’s integrity and the

great dangers inherent in any resort to factual trickery or

manipulation to get a case by the board. The board mem-
bers would generally almost unanimously condemn trickery,

but most of them expect from the professional worker ar-

gument and persuasion on the basis of the facts. The result often

is that a very high percentage of the cases are actually approved

by the board on the statement of the executive that they are

within the approved policy of the board and are “on all fours”

with cases already approved. A board member may glance

down the lists or through the papers and ask a few questions

concerning persons about whom he knows something or con-
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cerning neighborhoods. If the answers regarding the cases the

board members know about are satisfactory, they are willing

to assume the others are all right.

The intelligent, efEcient executive will bring up for detailed

discussion individual cases which (i) involve issues of policy,

(2) differences of opinion among board members, or (3) public

relationships in the community. These cases, perhaps few in

number, are the ones to which the board really gives its time.

Often the executive officer prior to the formal board meeting

has discussed a particular case at some length with an individual

board member. For example, in an aid to dependent children

case there is a real question as to whether the mother is a suit-

able person to have the child. Sentiment against the mother is

strong among the neighbors, but the executive officer and the

examiners believe she ought to be given a chance. Prior to the

meeting of the board to pass on the case, the executive secretary

has discussed it first with the board member who came from the

neighborhood and second with a board member who has a very

strict moral code which he observes himself and applies to oth-

ers. At the board meeting the strict moralist expresses his doubt

as to whether the experiment can possibly succeed but agrees

that it should be tried for a reasonable length of time; the mem-
ber from the neighborhood says that he thinks after he has

explained the action to a few leaders in the neighborhood, ap-

proval of the action of the board will be fairly general.

In this illustration it may be contended that the results would
have been the same had there been no board and had the execu-

tive officer proceeded as professional judgment dictated. The
difference lies in public relations of the executive officer to the

community and in the attitude of the neighbors to the mother.

Let it be assumed that the executive officer’s arguments and
persuasive powers failed, and that the two board members took

the position that the child should be placed in a foster home.
The executive officer still has the opportunity to attempt to gain
a majority vote in the board. If he fails, he is somewhat in the

position of a lawyer who has been unable to get a jury to accept

his view regarding the character of the defendant; and he
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likewise knows that his chances of success with the experi-

ment in the face of community attitudes would not have been

very good.

The lay board serves in a way as a combination judge and

jury, for within its powers it determines the law, and inter-

prets and applies the law to the facts. Since the tendency in

selecting board members is to choose persons who have some
influence in their neighborhoods and have an interest in welfare

work, the board is likely to be more sympathetic to the profes-

sional point of view than a jury drawn by lot would be. Fre-

quently, moreover, the question of representation of areas, in-

terests, and professions is taken into consideration in selecting

the board members. Incidentally, an executive officer may get a

considerable amount of professional advice and assistance from

members of the board who are engaged in related fields.

Special categories. Thus far we have discussed examiners and

case investigators without reference to any particular category

of relief or social security. In small local areas, the volume of

work is so small that the organization uses only general exam-

iners. They handle all sorts of cases. As the volume of work in-

creases, specialization by categories may be introduced.

In densely populated areas, one may find a separate unit con-

sisting of a supervisor and several primary examiners for each

different category. The number of examiners in each unit

will depend on the volume of work in that unit. A county

fairly large in respect to both population and area may be di-

vided into districts with a general examiner in each district.

Attached to the central office and under the executive officer

may be several examiners, each specializing in a particular cate-

gory or group of related categories. They may handle all cases

that arise in their particular fields anywhere in the county, or

they may work with and advise the district general examiner

when that officer has cases in their particular fields.

Obviously the factor of administrative costs enters into deci-

sions as to the exact form of organization to be used. A few

local governments may have so small an aggregate volume of

work that only one employee, the executive officer, is used to do
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all the work, sometimes even without clerical assistance for

record making, filing, and correspondence. The salary of such

a position may have to be relatively low because the volume of

work and the resources do not justify more. A general worker

with a small case load and an intimate knowledge of the

community may do an excellent job. On the other hand, the

lone worker may be scarcely better than passable in handling

the most common type of cases and highly inefficient in the

rarer and more involved ones. Where distances are not too great

and public sentiment will approve, some consolidations may be

worked out, at least with respect to the professional staff.

Relationship between state staffand local agencies. We have now
considered the state board and its executive officer as the top

overhead and the local board with its executive officer and

its corps of examiners and clerical assistants as the operat-

ing unit in direct contact with the clients and the people of the

locality. We are, therefore, in a position to consider the detailed

organization of the staff of the state board whose duties are to

see that the local boards meet state standards, that on the one

hand the localities are not raiding the state treasury, and on the

other they are not so niggardly with respect to local funds that

national and state objectives are not being attained.

The first thing the state agency has to develop is the method
for keeping in touch with what the local units are doing. As we
have seen, a local board, after investigation by its examiners

and a report by its executive officer, either recommends that

a benefit be granted by the state or authorizes a benefit sub-

ject to a revefsal by the state agency. Thus papers are regu-

larly flowing into the state office which must be immediately

examined by state employees. Under the one legal system, the

question is whether the state shall approve the benefit recom-

mended by the local board. Under the other, the issue is whether
there is any reason why the state should reverse the action of

the county board or reverse it temporarily pending further in-

vestigation. Thus the state office has at least one examining unit

and possibly in larger states one for each category or group of

related categories.
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Approved grants or benefits result in state expenditures from

state funds. Thus the state must keep accounts and audit

expenditures. Two major financial procedures are possible.

Under the first the state agency issues its checks to the bene-

ficiaries for whom benefits have been approved. Under the

second, the local board does the disbursing to the beneficiaries,

and the state makes lump-sum payments to the local agency or

the local government to cover the state’s share of the costs.

A compromise plan is for the state to prepare the benefit checks

and send them to the local board to be verified and issued.

State disbursement of benefits permits a large use of me-

chanical equipment for accounting, check writing, addressing,

and mailing. In many cases once the addressograph plate for

check writing or mailing or the master accounting machine

card has been prepared and verified, all subsequent operations

are speedy, accurate, and inexpensive, provided no changes have

taken place with respect to beneficiaries and amounts. It is

changes in beneficiaries and amounts, taking place between one

pay period and the next, which sometimes makes the economy

and efficiency of centralized disbursing more apparent than

real. If large numbers of accounts have to be altered each pay

period, and the local agency has either to send in pay-roll revi-

sions each month prior to running the checks or return many
checks for revision, the savings may largely disappear and de-

lays may be serious.

A disturbing fact about centralized disbursing is that it tends

to relieve local agencies, which have the direct personal contacts

with beneficiaries, of the responsibility and control that come

from local disbursement. In a local office a beneficiary is

known at least to one examiner and often to others. The
place and the neighborhood where he lives are known generally

not only to the examiners but to the clerks who are keeping the

accounts and preparing the checks. Thus at each pay. period

there may be a partial review of the facts in each case, and the

person who signs the checks or the register or pay roll for the

period has a direct responsibility. Mechanical disbursement

from a central office eliminates this personal review and may
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make responsibility much less direct. In mechanized centralized

pay-roll disbursing in the national government, cases have

arisen in which frauds have been perpetrated which in our

opinion would have been far less likely had an agency dis-

bursing officer been liable for disbursements.

The records and accounts flowing to the state office from the

local offices furnish the basis for statistics and reports. The state

office under a grant-in-aid system must supply such reports and

statistics as are required by the national board. It also needs

them for its own reports to the governor, the legislature, and

the public. A good state agency, moreover, has a strong research

division which uses statistics as an effective device for the con-

trol of local agencies. This use of statistics for control deserves

some elaboration.

Only occasionally, and then generally as a result of an error,

will an able local agency submit to a state agency papers which

do not in every detail support the action taken or recommended

by the local agency. Papers on their face are commonly perfect

and will generally pass any paper audit or review. If they con-

tain errors, the errors are of fact. The facts recorded in the

papers are not precisely accurate. The investigations may not

have been carried far enough to develop evidence that would

negative eligibility or reduce the amount of the grant; or a law

or a regulation may have been given an interpretation contrary

to the policy of the legislature or the state board. Even the most
painstaking auditor or state examiner cannot discover the

truth from the face of the record, for the case may look like

the good ones coming from that local agency or other local

agencies.

If, however, a local agency has a bias either in the direction

of over liberality or over strictness that trend will be revealed in

the statistics if they are properly analyzed by a competent re-

search unit. A competent research agency will develop a large

body of quantitative and qualitative data regarding each local

jurisdiction in the state, covering population classified by age,

income, industries, living conditions, living costs, and so forth.

It can make comparisons among local agencies on several bases,
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and possibly it can classify local agencies into comparable groups

or rank them according to significant indexes. When that work

has been done, and statistics for cases from the local offices are

studied, the research unit can ask such questions as, “Why is

it that locality A has so many more cases or so many more

cases per capita or per family than any other comparable agency

or gives so much higher average benefits?” Or, at the other

extreme, “Why is it that locality A, despite all the adverse

general factors, has comparatively a low ratio of cases or low

average benefits?” Neither the research division nor the audi-

tors can answer these questions from the records. The research

division can merely pass the questions to the executive officer of

the state board or other appropriate state officer to be answered

through investigation or supervision.

Any state, except a very small one, may well be divided into

state administrative districts, each district containing a number

of local agencies. In each such district the state agency may
have a state district representative or supervisor who serves

as a professional liaison officer between the state agency and

the local agencies within the district.

The duties, responsibilities, and powers of these district super-

visors or representatives are frequently called co-operative

supervisory, a term which calls for some explanation. In the

field of education and much later in that of welfare, the effort

has been made to preserve a large measure of local control and

support, but at the same time to have the state require compli-

ance by local governments with minimum standards established

by the state. To get the necessary state legislation through, to

make state participation acceptable, and in some instances to

give the poorer communities equalization funds, the state gov-

ernments have customarily made grants-in-aid. The division of

responsibility and authority which resulted in this effort to

reconcile traditional home rule and local powers with a con-

siderable measure of state control gave rise to co-operative

supervision. It is an administrative device used when state

administrative officers appreciate two facts: (i) that it is highly

questionable whether a drastic use of state power would be
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sustained by public sentiment even if the law ostensibly gives

that power; an attempt to use drastic power might easily result

in legislation curtailing it; (2) that state objectives can be best

achieved through educational processes, through a gradual

modification where necessary of the local attitudes and local

sentiments. Both in education and in public welfare, local co-

operation is essential in effecting environmental and community

changes; thus the maintenance of proper public relations is

essential.

The state district representative must be a diplomat. On the

one hand he must interpret the law, regulations, and policy of

the state administration to all persons connected with the

local agency directly or indirectly, including board members,

staff, local legislators, and interested public, and in so far as

possible convince them of the wisdom of the state policies. On
the other hand, he must advise the executive officer of the state

agency or his assistant to whom he directly reports as to the

attitude and the point of view of the local units in the district.

A good rule of the state agency may be too far in advance of

local sentiment to be acceptable, or a rule believed by the state

to be good may not be working out well in practice. The state

agency needs to know such facts so that it can chart its own
course.

In theory at least the districtsupervisor or representative has

no authority to give any orders to the local board or to the

executive officer and the staff. He may advise, and the advice

of one whose official duties call for a report and probably a

recommendation to the state office, carries great weight. If the

district supervisor is not satisfied with local action, the local

people are often more likely to try to find an acceptable com-
promise than to fight, and the state agency likewise is likely to

prefer a reasonable compromise to a battle.

Under a merit system with a good classification, the state

district supervisor and the local executive officer generally be-

long to about the same profession, they talk the same language
and have a great deal of the same philosophy. A wise executive
officer may discuss difficult cases with the state representative.
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What action would the state representative take in such a situa-

tion? If the executive follows the advice of the state representa-

tive, he is not likely to have any difficulty with the state office.

If the case is difficult because of local sentiment, either as repre-

sented on the board or in the community at large, the state

representative can legitimately undertake to harmonize that

sentiment with the state point of view, perhaps under the guise

of seeking to determine first hand, local public opinion. A local

board may be more willing to accept the advice of its own ex-

ecutive officer if the board members know that the state repre-

sentative is in agreement with that advice. The state office, on

the other hand, may be a little more ready to accept its own
representative’s report on public sentiment and on defects and

weaknesses of its rules and regulations than the report of the

local executive officer.

Under conditions such as these, it is apparently sound prac-

tice to keep the state administrative districts small enough so

that the state district representative can know well the execu-

tive officer and the leading members of the staff, and at least

be acquainted with board members and the principal members
of the local government.

If reports from the research division show that a local govern-

ment is getting out of line in either direction, the district repre-

sentative may be the first one called upon to investigate and

report. It may happen that the statistics merely demonstrate

the existence of a bias the district representative already sus-

pected but could not quite prove. Armed with the statistics,

and operating under state orders calling for a report, the district

officer may without creating much friction bring the local

agency into line.

District local representatives or supervisors are, as a rule,

good, all-round workers but not necessarily specialists in any

one field. A state agency may have in the central office a small

staff of advisers, each specializing in a particular branch of the

work either in categories or in processes, such as accounting,

statistics, or office management. Theymay from time to time on

their own motion, subject to approval at the state office, make .
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the rounds of all the local agencies or of such as seem to require

a visit. They may be called in by the district representative or

the local executive secretary or the two jointly.

A distinction should probably be made here between the state

specialists on business practice and procedure and those on

a particular category. Although local boards may think some

of the business practices and procedures are unnecessarily

complicated and involve too much red tape, they are likely

to recognize that the state has to require uniformity. It is

therefore feasible for the state to delegate to these specialists

some authority to give orders and possibly temporarily to take

charge of the procedural work of a local agency while a revised

system is being installed or while clerical employees are being

trained. Category specialists, on the other hand, may be deal-

ing with conflicts regarding policy between the state and the

locality, and here again the category specialists may be diplo-

matic advisers, conducting relationships with the local agencies

in much the same way as was described in connection with the

state district supervisor.

Co-operative organization and procedure of this type is at the

opposite extreme from administrative absolutism. The state ex-

ecutive director knows that his success depends not on the exer-

cise of the power to give commands which must be obeyed but

on his ability to influence others to follow his leadership. He
may be likened to the spark plug in an automobile engine. He is

riot effective if the gap between himself and his board, his staff,

the government in general, and the people is too wide, nor is he

effective in developing and improving the system if there is no
gap at all.

The relative advantages of co-operative leadership as com-
pared with administrative absolutism depends in no small meas-
ure upon the extent to which constructive service to individuals

and families is to be included in the administration of relief and
social security. To this subject the next chapter is devoted.



CHAPTER XXXIV

SOCIAL SERVICE AND SOCIAL SECURITY

The essence of social security and relief is that the govern-

ment exercises its sovereign power to tax and distributes the

proceeds as it deems best to promote the general welfare. With
respect to the manner of distribution, two extremes of thought

may be recognized. One holds that social security payments

should be made as of right with no governmental effort to use

the payments as a means of influencing or controlling the be-

havior or actions of the beneficiary. The beneficiary, according

to this point of view, should have practically as great freedom

in using the proceeds of his grant as he would have in using his

own earnings or the proceeds of a private voluntary insurance

policy, the premiums for which he has paid by his own efforts.

At the other extreme are persons who regard as the ideal, sup-

port of one's self and one’s dependents through one’s own efforts

without dependence upon the state. If it becomes necessary for

the state to contribute by taxing others, it is incumbent on the

state to do what it can toward re-establishing the economic in-

dependence of the beneficiary and those dependent upon him,

and it is incumbent on the beneficiary and his dependents to

co-operate with the representatives of the state in return for

the public funds spent in their behalf.

At the very outset of this discussion, we should distinguish

between activities of the state undertaken for all members of a

general class and activities undertaken with respect to a par-

ticular individual or family. Two illustrations may help make
the distinction clear: (i) the state operates a first-class public

school system which is open to all. A boy comes from a family

so constituted that he is not getting the advantages of the op-

portunities the state has made available to all normal boys of

his age. The truant officer can and does compel attendance,

but far more intensive work with the boy and his family is re-

Soi
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quired if the opportunities presented by the public school are to

be realized. (2) The state has made available public health

clinics for the treatment and cure of certain diseases^ and anyone

can take advantage of them. Family X needs the services of

that clinic, but the members are not co-operative. Even if they

are forced to submit to examination by the clinic, they will not

carry out the directions of the doctors and nurses and make

the changes in the manner of living necessary for a cure. If the

public health service is to be made effective, work must be done

to make the individuals co-operate.

The issue with which we are concerned is thus: Shall relief

and social security benefits, paid for at least in large part by taxes

imposed on others, be used as a device to require beneficiaries to

accept efforts to rehabilitate them ? and Shall the state furnish

personal and family services designed to achieve these objectives

as part and parcel ofits social security and relief administra-

tion? In the discussion of this issue we shall assume that the

necessary group services for all of a general class are available

and confine ourselves entirely to personal and family services

designed to adjust the individual or the family to the commu-
nity in which he lives, in accordance with an acceptable mini-

mum standard.

TYPICAL CLASSES OF CASES

It may be well to begin the detailed discussion with a review

of some of the more important classes involved in relief *and

social security administration.

In a severe depression there are some, even a substantial

number, who are in need through no fault of their own. Their

only requirement is sufficient purchasing power to get along. If

that purchasing power is supplied, they need no special* service

to adjust them to the community in which they live. The stand-

ards of the family and the individual are at or above a satis-

factory minimum. Competent social workers would in all prob-
ability agree that such individuals and families require no re-

habilitative services involving standards, and that constructive

service should be confined largely if not entirely to efforts to
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secure suitable employment for members of the family who are

employable. If in fact this class were the only one involved^

there v/ould scarcely be an issue.

As recovery folloivs a deep recession^ administrators find that

persons of this general description are among the first to leave

the relief or unemployment insurance rolls. They are quickly

reabsorbed into private industry or normally conducted public

enterprises. It then becomes apparent that no small part of the

administrative task is concerned with individuals or families

who are materially below average, normal, or typical. Consider-

ation of the major issue requires examination of the question.

In -what respect are the individuals below average, normal, or

typical? The lines between certain major classes are not sharp

and fast and sometimes members of families are in two or more

categories.

Some families are atypical solely because death, disability,

divorce, desertion, or unemployment has deprived them of the

normal support of the father. The mother is competent to carry

on her duties in accordance with an acceptable minimum stand-

ard, but she cannot do so and at the same time earn a living.

To restore that family to a satisfactory approach to normal, it

is only necessary to supply minimum means of support with due

regard to the composition of the family. In dealing with families

such as these control and supervision are generally unnecessary.

In some families whose immediate need arises from the ab-

sence of the earnings of the father, the mother may be far from

competent and dependable. Divorce, desertion, even the im-

prisonment of the father may be explained in part by serious

deficiencies in the mother. Competent investigators may be

unanimous in their opinion that the best interests of the de-

pendent chddren cannot be served by giving money to the

mother. The alternatives are (i) taking the children away from

the mother and placing them with relatives or in a foster home,

and (2) having a competent case worker supervise the family so

that if possible it will conform to a suitable minimum standard.

Cases of this type clearly present the issue ofwhether the money
grant to the mother and children is to be conditional on accept-
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ing supervision, or whether it is to be unconditional with the

state depending on other devices to secure observance of rea-

sonable standards.

Families may vary from the typical or average basically with

respect to the mere number of dependent children. The facts

may practically prove that the father and mother could have

managed without substantial difficulty had there been fewer

children. Under such circumstances an uncontrolled money

grant might be all that is needed. Investigation may, however,

reveal that the father is not a very satisfactory worker and is

irregularly employed even at best. A trained investigator may
feel reasonably certain that a straight money grant without

supervision would reduce rather than increase his incentives.

On the other hand, a rational family plan that meets immediate

difficulties and offers him a possible way of increasing his own
earnings might increase his self-respect and self-confidence and

improve his value as an employee. Investigation might also

show the mother ineffective in meeting her responsibilities. The
mere size of them may have discouraged her, or she may be the

type of woman who would not have been successful even with

a very small family.

Then there are the numerous cases in which individuals are

materially below average in native intelligence and ability.

Even in communities where adequate educational opportunities

were available, they have not taken advantage of them, be-

cause they did not have the requisite capacity. In communities

where educational opportunities are poor, we may blame the

government and forget that some of the underendowed people

would be only little better off had the schools been far more
adequate. Despite limited opportunity many young persons

from such a community have achieved real succef s, because of

their native ability, ambition, and good family environment.

Underlying all these cases is the fact that fathers and mothers
perform a vitally important duty in rearing a family. The father

is far more than the breadwinner who supplies the money; the

mother far more than the manipulator of things purchased with
money. They create an environment within the home, they in-
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floence the environment of a neighborhood^ and they may
greatly influence the attitude of their children toward life in

that environment and toward the opportunities that may be

available. Children may be handicapped more by the mental

and spiritual poverty of their parents than by their lack of

worldly goods' and income. Every now and then a court case

reveals the great damage done where mental and spiritual pov-

erty prevails in the presence of abundant purchasing power,

x^merican history reveals many cases in which men and women
born and nurtured in the simplest surroundings wnth a mini-

mum of purchasing power have become leaders in their chosen

fields. A good home environment^ it may be reasonably con-

tendedj is far more important than the amount of purchasing

power available.

THE NEED FOR FAMILY CASE WORK

To us it seems undeniable that in a substantial number of

cases families and individuals require more than money or the

things that money will buy. They may need guidance from per-

sons possessed of more knowledge than they have; pressure

from outside to help them overcome their own inertia; inspira-

tion from persons with visions of possibilities to aw^ake deter-

mined ambition. Children may be effectively insulated from the

driving forces that mean success by the limitations of their

parents and the environment in which their parents maintained

them. In a few cases they may be not only insulated from con-

structive forces but left widely exposed to destructive forces.

It is not enough that the state supply the necessary oppor-

tunities open to all of a class. Someone must see that the indi-

vidual knows of the opportunity, appreciates its value, and

finds means of overcoming the obstacles that lie in the way of

taking advantage of it. That task involves work with indi-

viduals, not one short inspirational talk but prolonged, intelli-

gent effort such as an enlightened, resourceful, and persevering

parent would make with his children.

Should the state impose the services of such a worker upon

an individual or a family simply because that individual or
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family is receiving money collected by the state from the tax-

payers ? Should it use the need of the individual or the family as a

means of forcing the person or persons involved, at least to pre-

tend to follow the program suggested by the worker?

The state secures the money for relief and social security by

an encroachment on the freedom of the people to do as they see

fit with the proceeds of their own activities. Compulsion nega-

tives free wiU and voluntary action. It is open to question

whether the freedom of the individual to use his own property

as he desires should be restricted by the state for the purpose of

continuing benefit payments to individuals who might through

constructive service be made self-sustaining, but whose idea

of freedom is such that they want no representative of the state

interfering with their lives. Should the state curtail the freedom

of those who have earned it by their talents and efforts to give

freedom from state interference to those dependent on the

state for their support?

SERVICE THE CASE WORKER MAY RENDER

Constructive social service, moreover, is not necessarily re-

garded as improper state interference with personal liberty by
many individuals and families who need it. The child who
did not want to be discharged from court probation because

things had gone better than ever before under the guidance of

the probation officer is by no means unique. The able social

worker can gain the confidence, respect, and even the affection

of the members of the family and help them work out of their

difficulties. He brings to their aid a power of diagnosis and a

knowledge of resources, opportunities, and procedures that few
families possess.

Local boards, made up of citizens who have major occupa-
tions of their own which necessarily consume much of their

time, rarely can give the hours required by an active case calling

for constructive, individualized service. Rarely today does any
one of them have the detailed knowledge of subject matter,
laws, and procedure that is now necessary for constructive work,
although each may have a part of it. The professional knowledge
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of the v/ell-trained social worker is in fact to a lai*ge extent

made up of parts from each of several professional fields, par-

ticularly those parts that permit of understanding situations

and knowing what lines to follow.

As was clearly stated at the outset of this chapter, there are

many cases in which no such constructive case work is necessary

or even desirable. Examiners, as described in the preceding

chapter, can determine the facts that establish eligibility.

These facts, the report of the examiners, and the knowledge

possessed by the local board and its staff will make it at once

obvious that little if anything more is necessary than payment

of benefits. In some cases, however, it will be equally obvious

that service is essential in the interests of both the family and

the community.

The amount of time and service that will be required by indi-

vidual cases is highly variable. In many the volume of intensive

work at the outset when a catastrophe has just happened is

heavy, because a good many things have to be straightened

out. When that first work is over, the case may become largely

inactive so that an occasional visit is adequate. In some cases

the worker must be prepared to be called upon for advice and

assistance in every emergency because members of the family

do not know what to do, have no confidence in their own judg-

ment, or cannot agree among themselves.

THE POINT OF VIEW OF CASE WORKERS

Although the need for well-trained, effective case workers

seems fairly obvious, the existence of serious doubts regarding

them must be frankly recognized. They are sometimes ticketed

with such terms as “sentimentalists,” “uplifters,” “do gooders,”

or “sob sisters.” Some of them may be actively identified with

radical, even ultra radical, groups. To promote understanding

of them, certain observations regarding their work should be

set forth.

I. Probably to a greater extent than any other large group,

they see first hand the distress that results from poverty, lack

of opportunity, exploitation, ignorance, and crime.
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2. The objectives of their work are to relieve the distress, to

rehabilitate the individual, to improve the environment, and

to eliminate causes. Like public health physicians, they are

likely to have much more confidence in prevention than in cure.

Their professional ethics require them to do their best on a case

even when they know the chances for success are small.

3. In work for the rehabilitation of individuals, psychology

practically requires that the workers find the good in their client

and attempt to build on that good. It is practically essential for

a case worker to have a deep conviction that there is much good

in the worst of us.

4. The necessity for finding the good tends to make case

workers attorneys for the defense. The client’s shortcoming

must be so explained that there can be no verdict of total de-

pravity. To factors not incriminatory—imperfections in govern-

ment and in the social and economic system, exploitation, and

so on—must be attached a weight greater than would ever be

admitted by a prosecuting attorney or found by an impartial

judge or jury. It must be remembered, however, that the case

worker frequently has more first-hand knowledge of extenu-

ating circumstances than anyone else possesses.

5. If the client is to be helped, he must feel that the case

worker has some faith in him, and it is doubtful whether he can

have that feeling if the worker actually has no such faith. His

explanations, if supported by evidence, must at least be tem-

porarily accepted as well as his repentances and his promises.

Employers, foremen, or personnel officers may say, “I heard

all that last time; I gave you one more chance; you are

through.” It is only fair to note that many case w^orkers

pick up where the personnel man lets go. The case worker
cannot so readily say, “You are through,” for such a declaration

may mean separation of child from parent or commitment to

an institution—custodial, correctional, or penal. That action

represents another failure, which raises a doubt either as to the

skill and ability of the case worker or as to the soundness of the

basic premises on which the work rests.

6.

Case workers looking at the social and economic system
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from the bottom, and perhaps to no small extent through the

eyes of their clients, note vast sums of money being spent for

things which seem to them far less important than the relief

and prevention of the distress that is always before them. It is

almost inevitable that they should feel that the world might

easily be made much better. Many of them have never occupied

positions that give them a different view of the whole or a

chance to understand the responsibilities of those who must

pay the money to support relief, social security, or private

philanthropy.

The degree to which individual social workers possess these

characteristics differs widely. There are some to whom few

would attach the words radical or militant, yet the group as a

whole would doubtless be placed by most persons as left of

center. This fairly common appraisal has led in certain in-

stances to the suggestion that some or all welfare examiners

should be drawn from the ranks of credit examiners, secret

investigators, or detectives. A few words should perhaps be said

regarding this type of examiner.

EXAMINERS OF THE DETECTIVE TYPE

In many kinds of private and public work, it is necessary to

know whether there is anything against a person who is to be

employed or with whom business is to be done. The government

of the United States, for example, proposes to employ a person

in the Civil Service or to commission him in the armed forces.

The information secured from the person himself and those to

whom he refers or names in his record is all satisfactory. Then
a special investigator is asked in essence, “Is there anything

against this man?” A store receives an application for credit

which appears good on its face and seems satisfactory on a

check of references. Again comes the question, “Is there any-

thing wrong with this man?” An insurance agent takes an ap-

plication for life insurance from a client he considers reliable,

the local agency regards him as acceptable, he passes his physi-

cal examination, the policy is issued subject to cancellation

within a specified period. To protect itself and its other policy
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holders, the insurance company asks a special investigation agen-

cy to determine whether there is anything wrong with the

client.

The job of these investigators is to turn up something

wrong if something wrong can be found. The task frequently

necessitates the assumption by the investigator that a man is

guilty until proved innocent. Effort must be made to prove mis-

statements of fact and to locate persons who will give adverse

evidence. Police and court records may be searched and any

domestic difficulties gone into thoroughly. Today in the govern-

ment service work of this character is expedited by fingerprint-

ing. If during the course of the investigation, the examiner ques-

tions the applicant, the tendency is to confront him with such

adverse evidence as has been turned up and to try to make him

admit at least that the worst possible interpretation is the cor-

rect interpretation, or preferably that the full truth is even

more damaging.

Investigators of this type often turn up enough evidence

of fraud, misrepresentation, and bad behavior patterns to force

administrators to admit that work of this character is essential

if the interests of the innocent are to be protected. Insurance,

either public or private, offers great temptation to the weak.

Having paid a premium, the insured feels he is entitled to get

something for his money.

Some evidence suggests that benefits which are paid from

public funds are particularly tempting. A philosophy may de-

velop that: “If the government is giving money away, we ought

to get in on it.” Although this temptation may be greater in

means test systems than in no-means test systems, it exists in

both. It is the bugbear in the administration of disability in-

surance, and it is probably an extremely important factor in

unemployment insurance, where both employer and employee
can take advantage of the system either separately or in col-

lusion.

With regret we are forced to conclude that the use of investi-

gators with such an approach is often necessary and that prob-

ably most social workers are ill-equipped either by temperament
or training successfully to perform such duties.
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It is equally clear, however, that investigators experienced in

ferreting out the bad are in general not equipped by tempera-

ment, training, and experience to render constructive rehabilita-

tive service. The relationship that exists between prosecuting

investigator and applicant is almost the extreme opposite from

the relationship which must exist between the constructive

social worker and the client if the chances of success are to be

reasonably high.

The conclusion seems to us to be inescapable that if the prose-

cuting type of investigators and examiners is to be used: (i)

the work should be done mainly in connection with the initial

application with possibly an occasional rechecking from time

to time in cases remaining long on the rolls, and (2) they should

have no direct personal contact with applicants unless such

contacts are specifically authorized by or under the authority

of the local executive officer or the appropriate state officer.

It is assumed that the direct contacts would not be authorized

unless the facts secured by the prosecuting investigator without

such direct contacts establish a prima-facie case of misrepresen-

tation. Direct contacts under such circumstances might have

wholesome results if it becomes generally known through the

community that serious misrepresentation is likely to result in

unpleasantness. It is further assumed that the administrative

officers in dealing with families will give predominant considera-

tion to the interests and needs of children. In some cases the

constructive services of a case worker are needed because one

parent or both parents have low ethical standards, and the chil-

dren are being trained to follow in the parents’ footsteps. The
very facts regarding the parents discovered by the detective

may demonstrate the need of constructive case work with the

children.

BUSINESS INVESTIGATORS

Without any reflection upon social workers, moreover, it may
be said that some of them have little aptitude or training for

appraising the value ofproperty orverifying reports as to income

from sources other than salary or wages. They may not be fa-

miliar with significant details in insurance policies regarding such

matters as surrender|,values, extended insurance, conversion
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privileges, and so on. A large local agency may, therefore, find

it advantageous to have on its staff an investigator and adviser

who is an expert in matters of this kind, especially if a means

test is used for certain parts of the system.^ The state agency

may have specialists in this field who may be sent to small local

agencies when their services are needed. Although such spe-

cialists may at times bring to light evidence which disqualifies

an applicant, they are frequently of very great service both to

the family and the case worker in helping work out a financial

program. Death, disability, and prolonged unemployment fre-

quently force a family to face a problem of financial manage-

ment for which it has no training or experience. There may be

debts and claims—current or outlawed, thoroughly established

or highly dubious—back taxes, mortgages due, and possibly on

the other side money owed the worker, claims for workmen’s

compensation or rights under an insurance policy. If a person

skilled and experienced can be quickly called into the case, he

may prevent any considerable loss of assets and materially

reduce dependence upon public funds.

The family financial program should be completely inte-

grated with the rest of the program. The skilled case worker,

the skilled financial man, and the members of the family who
are old enough to understand financial matters should co-op-

erate in evolving the plan. How well a family or an individual

can make out depends not alone on the amount of money avail-

able but also on the skill and judgment with which it is used.

At times demagogues attempt completely to sepa.rate human
rights and property rights and allege that property rights have

been made superior to human rights. For the vast majority of

people the two are closely interrelated, and all but the most
ignorant families appreciate the fact. If the family wants to get

ahead, to realize opportunities, and to achieve a considerable

measure of independence, it must learn to make the most of

what it has and to earn more through work in legitimate fields.

If this position is sound the state does not fulfill its obligation to

^ Sometimes a member of the local board renders excellent service as an adviser in

such matters.
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dependents in need by giving them relief or by paying the bene-

fits due under social insurance. To those who have capacity to

learn and to grow, it owes assistance in developing the skills

necessary for successful management, and nowhere can the

skills be better developed than in the actual conduct of family

affairs under the conditions in which the family finds itself. The
true social case worker is not a lady bountiful giving away other

people’s money to persons in need, but a skilled teacher and

demonstrator helping a family or an individual to attain inde-

pendence and efficiency.



CHAPTER XXXV

RELATIONSHIPS WITH OTHER AGENCIES

The preceding chapter ended with the statement that the true

social worker is a skilled teacher and demonstrator helping an

individual or a family to attain independence and efficiency. In

the present chapter, we are to be concerned primarily with the

relationships that should exist between a public welfare agency

working constructively with individuals and families and other

public agencies concerned with furthering their interests. The

public agencies with which we shall deal are (i) the employment

office, (2) the schools, (3) the health agencies and, in rural com-

munities (4) the agricultural development agencies.

THE EMPLOYMENT SERVICE

The basic foundation for the social security of an adult indi-

vidual is ability to do a good job in a necessary calling. Give him

a job that he can do well at a reasonable wage and the problem

of his social security is largely solved. It is recognized that such

a solution does not provide for dependent children too young

to work or for the disabled, including those disabled from ad-

vanced age. But, as has been previously pointed out, in each

succeeding generation the dependent children and the disabled

must be provided for by the active workers of that generation.

Thus developing individual efficiency and maintaining pro-

duction of needed goods and services are far more basic than

legislation with respect to money benefits to be paid on the

happening of any contingency.

In considering the relationships between the public welfare

department and the employment service, we may start with

the principal worker who must support himself and possibly

some dependents. If the head of the family is entirely unem-
ployed, he must register at the employment office in his com-
munity and be available to accept a suitable opening when and
if it is offered to him. Under the New Zealand plan, he is en-

814
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titled to a benefit if he is in need according to New Zealand

standards; under our state plans, he is entitled to a benefit if

he has attained an insured status and has not already exhausted

his benefit rights.

If continued unemployment follows as a result of a general

economic recession or a temporary depression in the particular

industry for which the worker is fitted by training and experi-

ence, there is relatively little the public welfare department can

do about employment, although it may have an important

part to play if work relief projects are organized, in seeing that

persons who are really in need get the jobs.

If the unemployment is caused in whole or in part by the limi-

tations of the individual, or if the employment situation calls

upon him to make radical readjustments, the case workers from

the welfare department may have an essential role. Employers,

whether public or private, who strive for efficiency in produc-

tion rarely want to be bothered with the inefficient or unreliable

employee if more efficient, more reliable employees are avail-

able. Although some of them have personnel departments that

help good employees in overcoming personal and family diffi-

culties of one kind or another, they generally do not assume

responsibility for inferior workers who are commonly the ones

resulting in maximum costs of production, spoilage, and mis-

takes. If such employees are to be up-graded, some public

agency with an educational developmental objective must

bear the principal load. Upgrading unfortunately is not simply

a matter of vocational education, it involves mental attitudes,

personal behavior, and often domestic relations. Here then is a

substantial area in which the employment service and the wel-

fare service have a common interest.

The alternatives appear to be either to have the employment

service equipped to do a very considerable amount of individual

case work or to have the welfare agency do it in co-operation

with the employment service. Overlapping, duplication, and

possibly conflicts may develop if two different agencies are deal-

ing with a single family. From our point of view, it seems pref-

erable to have the welfare department responsible for all the
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personal work with individuals and families, but it must co-

operate closely with the employment service.

In some cases the evidence may be almost conclusive that the

individual can scarcely hope again to secure full employment in

his customary occupation in the neighborhood where he lives,

and no other local employment offers reasonable expectation of

earnings such as he has enjoyed in the past. The solution may
be to migrate. The employment service is the logical agency to

furnish data regarding employment opportunities, but the case

workers of the welfare agency are far better equipped than the

employment service to help in solving the personal and family

problems that arise in connection with migration. For many
persons the problems are new and baffling and require a break-

ing of old ties that may be extremely distressing. It is not sur-

prising that many families cling to their old homes and neigh-

borhoods after all real opportunity there has vanished. Neither

is it surprising that families are ultimately broken because

a man goes away to get a job in a distant community leaving

his wife and children behind. It takes a good deal of intelligent

and managerial ability moreover to make wise decisions with

respect to what to do about any real property owned and about

household furniture and equipment.

The employment service and the welfare department clearly

should be in close co-operation in communities to which large

numbers of workers are drawn. The industries there may offer

jobs at wages higher than the migrants have ever before earned,

but the conditions under which the families are to live are be-

yond their past experience. It is entirely possible that the new
employment possibilities that appear so attractive from the

wage standpoint will result in new slums unless there is good
social planning? and engineering. Much of the migration has

been, and will probably continue to be, from a rural environ-

ment in which money plays only a small part to a complex ur-

ban industrial environment in which money is necessary in

almost every transaction. The problem of helping people to

adjust to the new environment 's largely one in specialized

adult education. It lies largely in the field of social work, both
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family case work and group work, with close co-operation with

the public educational system.

In dealing with individual families in distress, the family case

worker often encounters the question of supplementary or

secondary breadwinners. For example, the primary worker

periodically goes on a spree. His employment status and his

earnings grow progressively worse, and it is clear to the case

worker that in the near future the family will need income

from some other source. The mother or the adolescent chil-

dren will have to take up the burden. Two alternatives are

open, one is to let the situation drift and when the time comes

have the mother and the children get such jobs as they can. The
other course is to begin at once preparation for the crisis which

appears inevitable. With respect to the children, the case worker

wants to know their capacity and their vocational aptitudes and

interests, and further what their opportunities would be for em-

ployment in jobs which would offer them real opportunity. The
reefs which the worker particularly hopes to avoid are the “blind

alley jobs” and the constant shifting from one job to another

in the attempt to find something that awakes interest.

The employment service, through its junior placement serv-

ice, should be the logical place to which the case worker should

send the children for vocational aptitude tests and for a report

as to where their vocational interests lie. Persons who know the

duties and responsibilities of jobs, the qualifications required for

the performance of the duties, the opportunities for employment

and the chances for advancement are best qualified to develop

aptitude tests and through interviews with the youth to deter-

mine where their interests lie. Neither the social case worker

nor the public school teacher can be expected to have all-round

knowledge in these special fields. The knowledge, skills, and

techniques lie in the province of the employment service, which

should co-operate with both the welfare department and the

public school system.

Reports from the employment service and from the schools,

and interviews with teachers may show that native ability,

aptitudes, achievements, and interest are such that one or more
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of the children ought not to become a full-time worker at an

early age but should get the education required for entrance into

professional, scientific, or technical work. The case worker will

then try to develop a program which makes continuance at

school possible. In some instances one or both parents may op-

pose such a program, being unwilling to forego the child’s earn-

ings or feeling that the child wants to be better than his par-

ents. The child also may feel that he ought to give up his

interests and ambitions and begin at the earliest possible mo-

ment to earn as much as he can. As a rule, however, the case

worker will give great weight to the long-run interests of the

child, which are likely to be the long-run interests of society

as a whole.

THE SCHOOLS

In indicating the relationships between the employment

service and the welfare department, we have incidentally

touched upon the relationship of each of them to the schools.

One of the essential objectives of the schools is to fit the child

to make a living for himself and those dependent on him either

by work outside the home or by services rendered in the home.

The schools need close contact with the employment service so

that they can determine from the experience of their graduates

how well they are achieving this objective and from time to

time modify their curricula or their methods to secure better

results. They particularly need such contacts with respect to

those who leave school at the earliest possible age without

having secured the minimum of education that is needed for

success. Vocational education of less than college grade ought

to be planned and administered by educators in close co-

operation with the employment service.

The function of the public welfare department is to do all that

is possible to make sure that children under its jurisdiction take

full advantage of the opportunities presented by the public

schools, and that the public schools do as much as possible for

children who for one reason or another come under the jurisdic-

tion of the welfare department.

Several types of cases require brief mention here.
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First are the children within the compulsory school age who
are unquestionably a responsibility of the school but who fail

to attend or to make satisfactory progress because of home con-

ditions or lack of co-operation between home and school. There

was a time—and in some jurisdictions it is probably still true

—

when such children year after year failed of promotion and

reached the end of the compulsory period without having at-

tained the minimum elementary education necessary for suc-

cessful work. The substantial public funds spent for their edu-

cation were largely wasted for one of the major objectives was

not obtained.

Second are the children who are beyond the compulsory

school age, who may be regarded as no longer a responsibility of

the schools, but who are getting nowhere. They may move from

temporary job to temporary job not making good in any of

them. Some of these children are known to the police and to the

courts. They may be the victims of inadequate homes and bad

environment. They may damage otherwise satisfactory homes

and themselves contribute to making bad environment for

others. Some of them will be problems for the community for

the balance of their lives, in some cases simply because of their

inadequacy and in others because, unable to get along by legiti-

mate activities, they resort to the illegitimate.

As in many physical diseases, the chances for effecting a cure

and preventing serious developments are better the earlier the

case is taken in hand by competent practitioners. The knowl-

edge and skills required are basically those of the social case

worker, with some special emphasis on child welfare and

relationship with schools. In some jurisdictions these workers

are connected with the school system and are called visiting

teachers. Employment by the school system probably has one

marked advantage over employment by the welfare depart-

ment. Occasionally the child who needs the services of a visiting

teacher comes from a family with which the welfare department

has had no occasion to deal, and it may be more pleasant for

that family to receive a visiting teacher from the school than

a case worker from welfare. On the other hand, in many com-
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munities the families that are known to welfare are the same

families whose children require the services of the visiting

teacher.

The typical visiting teacher gives a relatively large amount of

time to each family; in other words, she has a small case load

made up for the most part of active cases. Her work is to be

sharply distinguished from that of employees of the welfare

department who are primarily social investigators or exam-

iners mainly concerned with fact finding. They give relatively

little time to individual cases and hence can carry a large load.

They may have no active cases to which they give intensive

service.

If the local welfare agency has only social fact-finders on its

staff, and public policy is against developing intensive case

work there, it may be advisable to let the public school system

be responsible for casework among families w'hose children need

it. If, on the other hand, public policy favors intensive case

work with all individuals and families where rehabilitation and

development seem possible, it would seem desirable to consoli-

date all these activities in the welfare department. Consolidation

prevents overlapping and duplication in dealing with families,

and for smaller communities it does not divide the load into

small segments that may give high cost per case. The local case

workers of the welfare department in the small community may
also have the aid and assistance of the various specialists at-

tached to the state department. If the work is scattered among
several agencies, the tendency may be to have one more or less

independent worker in each agency. Since the load is light and
the responsibility when measured by the number of cases does

not appear heavy, only small salaries are paid. Much better re-

sults may be secured by putting all the cases together under one
agency and paying adequate salaries to such employees as are

necessary to carry that load.

The question of administrative costs in local agencies deserves
a brief statement. If an agency is merely doing social investigat-

ing and examining, it should have low administrative costs per
case and a low ratio of administrative costs per dollar of benefit.
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grant, or pension. If, on the other hand, it is giving intensive

service to individuals or families which need it, it will have much
higher administrative costs per case and a high ratio of adminis-

trative costs to benefits. Indeed if case service is successful, in

many cases the expenditures for service will exceed the expendi-

tures for relief because the individuals and the families are get-

ting back to financial independence, although they may still be

dependent on the case worker in matters requiring judgment
and perhaps for the impetus to continue the effort.

Administrative cost figures in relief and social security are by

themselves almost meaningless. They must be analyzed with

reference to the quantity and quality of the work being done.

High administrative costs per case may represent gross waste

and extravagance—political loading of the staff—or excellent

work of the highest grade, a far wiser use of public funds than

spreading them round among the Tussies.^

THE HEALTH SERVICE

Medical service and public health work are from the point of

view of our problem divisible into two parts:

I. Rendering to the individual the professional medical

service which his case demands.

1 . Persuading the individual or members of his family of the

wisdom of availing themselves of the medical service, solving

their personal problems which stand in the v/ay of taking ad-

vantage of the medical service, and helping or encouraging the

individual or the family to follow the instructions of the medical

people.

In the rural economy and in small towns, the family doctor

frequently performed both of these functions with some assist-

ance from friends and neighbors. As medical science and agen-

cies for medical care have advanced, the field has been divided;

the demands upon the medical personnel have so increased that

they must devote the greater part of their time to their medical

duties. The personal work with individuals has increasingly

been delegated to persons specially trained for it, visiting nurses.

Taps for FrlmteTusskhy
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hospital social service workers, medical case workers, and gen-

eral social workers. The knowledge, the skills, and the tech-

niques required for the two types ofwork are different, although

generally each group possesses something in common with the

other; but the main reason for the division is the amount of

time required for the nonmedical service to families and in-

dividuals.

This same overlapping of the two fields of medical care and

social service is manifest in the operation of institutions for

medical care, notably hospitals for the insane, institutions for

the feeble minded, tuberculosis sanitoria, convalescent homes

and homes for the incurable. In some states such institutions will

be under the department of welfare, in others under the depart-

ment of health. During a survey of a state government we have

never found either the public health doctor or the specialist in

welfare administration contending as a matter oi principle that

this particular class of activities belongs to him.* Both recognize

that the field is common ground and that co-operation is essen-

tial wherever primary administrative responsibility is placed.

So far as individual case work with families is concerned, it

seems to us the weight of the evidence is in favor of placing the

responsibility in the welfare department provided it has well-

qualified case workers. These case workers are in touch with all

families in need of relief, and they can make contacts with the

health agencies when needed care is indicated. The health agen-

cies on the other hand are in contact with families only when
medical care is required. If primary responsibility is in the wel-

fare department, the public health nurse or the visiting nurse

® There is commonly opposition to a consolidated department of health and welfare,

because such consolidation would mean that the doctors would be subordinate to a

welfare man if a welfare man were selected as head of the department and vice versa.

This same issue may arise with respect to the head of a hospital or sanatorium, but it

is by no means so acute. If the medical men have full and undivided responsibility for

the rnedical work in an institution, they may prefer having a lay superintendent re

sponsible for all the housekeeping and social service work. Their concern is whethei
the housekeeping and social work are well done rather than whether they are done
under the department of welfare or the department of health. Poor work by either de-
partment often results in transfer of such agencies to that state department which is

not responsible for them at the moment. Then poor work will mean a second transfer,

returning them to their original position.
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devotes herself to the health aspects, and the family case work-

ers do the work incidental to family adjustments which may be

spread over a period considerably longer than that of the illness.

AGRICULTURAL AGENCIES

Farm families, whether owners, tenants, or share croppers pre-

sent a distinctive problem because family life is often so com-
pletely integrated with farm production. Father, mother, and

children have a part to play in making a living. So far as

family income is concerned, the task is less finding jobs for the

workers than helping them to be more efficient in the jobs they

already have. There is no such separation between working

conditions and family or personal life as one commonly finds

in urban or nonfarm families.

The situation seems to us to indicate that a single agency

should be primarily responsible for all work with farm families

that require constructive rehabilitation service.The caseworkers

in this agency ought to combine the knowledge and skills of

the family case worker with knowledge and skills in farm

management. The major question is therefore whether the re-

sponsibility should rest basically with the welfare department

with assistance from the agricultural agencies or vice versa.

As one reads the voluminous record regarding the rural re-

habilitation work of the Farm Security Administration, one gets

the impression that in many cases farm management largely

eclipsed constructive work with individuals and families. It

should be noted, however, that the hearings dealt especially

with rural resettlement projects and collective farming rather

than with individual purchases of one man farms or with the

rehabilitation of families on their own land. With respect to

the large projects, there were many cases in which the indi-

viduals were apparently objects of experimentation.

The Farm Security Administration was moreover a national

agency which operated in practically complete independence of

the established national-state co-operative system which in-

cludes the state agricultural colleges, the county agents, the

home demonstration agents and often local farm bureaus. The
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Farm Bureau Federation and the Grange were as a matter of

fact the leading critics of the resettlement and the collective

projects of F.S.A. Both, however, approved the program for

aiding persons to become successful owners of single family

farms and undifferentiated members of the local farm commu-

nity and commended the work of committees of local farmers

who assisted clients in the selection of farms to purchase. Rep-

resentatives of both agencies saw the difficulty of raising a family

to an independent status if the family were permitted or in-

duced to borrow more than it could pay from the proceeds of

the farm, especially if the loans were made for durable con-

sumers’ goods which produced no direct income.

The Farm SecurityAdministration seems to us to demonstrate

the necessity for integrating these efforts with other agricul-

tural programs in the state and county, which are in turn in-

tegrated to no small extent with the educational program. It

seems highly undesirable to have a national program operating

separate and apart from the others and at times in opposition

to them. The alternatives appear to be a nationalization of al-

most all the programs or preserving a large measure of state

and local control with respect to all.

We shall not here attempt any recommendations as to whether

the public welfare or the agricultural development unit should

be the agency with primary responsibility for rehabilitation of

farm families in need of relief and rehabilitation. The point we
would emphasize is that the type of service such families need

requires a combination of the knowledge and skills of both social

service and agricultural development service.

If one of the major objectives of the program of relief and
social security is preventive and curative and wherever possible

to help the needy become independent and self-supporting,

then the welfare agencymustwork in close co-operation with the

employment service, the schools, the health services, and in rural

communities with agricultural development agencies. These
agencies must work together in the locality where the family

concerned actually resides. Such co-operation is difficult unless

all four agencies are subject to much the same governmental
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control. This governmental control should, in our judgment, in-

clude a substantial measure oflocal responsibility and authority.

The processes are in a considerable measure educational and

require response and acceptance from the local community. It

seems doubtful whether satisfactory results can be secured if a

distant central government attempts to impose its will, if that

will runs counter to the views and wishes of a substantial body

of local citizens. Co-operation is essential to success, and if co-

operation is to be attained, the local citizens must have a sub-

stantial voice in management.



CHAPTER XXXVI

THE MERIT SYSTEM IN ADMINISTRATION
OF RELIEF AND SOCIAL SECURITY

From time to time in the preceding chapters the dangers of

political manipulation of social security and relief have been

stressed. One of the devices for lessening these dangers is to

require administration under the merit system.

Experience, according to our opinion, justifies the conclusion

that the efficacy of the merit system depends far more on the

integrity and ability of the responsible administrators than upon

the precise provisions of the merit system act. History of the

merit system reveals poor results under an act hailed on its

passage as a model and good results under an old act regarded

by many technicians as almost completely outmoded. Although

an act that will win the approval of competent technicians un-

questionably will facilitate good administration, it cannot guar-

antee it; it cannot prevent perversion if all key points in the

administrative structure are occupied by persons intent on cir-

cumventing it.

In some of the states, the state constitution requires the use

of the merit system. Where such is the case, the courts have

jurisdiction to review the actions of both administrators and
legislators and to set aside such actions as are contrary to the

state constitution. The national government and most of the

states have no such constitutional provisions, and therefore

the legislators and the administrators have a free hand.

The terms of the national constitution are such that it is

generally held that Congress cannot compel the President to

use the merit system. It can authorize him to do so; it can give

him all the administrative machinery for doing so and supply
the necessary funds, but he has the power to ignore the per-

missive legislation either in general or in particular cases. The
rules and regulations under which the national civil service

system works are in the main the rules and regulations which

826
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the President makes with the advice of a Civil Service Com-
mission which he appoints. The members of the Commission

hold office at his pleasure. At times Congress may adopt acts

prohibiting the political activity of government employees, the

levying of campaign contributions, and so on, but the en-

forcement of these acts depends on the action of administra-

tive officers responsible to the President. Such real force as

they have depends more on public opinion than on anything

else. Even a President may hesitate to ignore or circumvent

them because such a course might result in adverse political

reaction not only from the opposition but also within his own
party.

Many a member of Congress is opposed to a full, logical, and

effective application of the merit system. This opposition ex-

plains the fact that not infrequently laws creating a new agency

or providing a new function for the national government have

excluded the new service from the operation of the Civil Service

Act of 1883 and the Classification Act of 1923 both as amended.

Whatever the current explanation may be—the positions are

temporary, civil service will not work, administrators must have

freedom—the real reason generally is a desire for patronage.

When a single party controls the presidency and both houses

of Congress, the desire for patronage may be strong. If the

party has just come into power rewards are needed for the

faithful; when an old administration faces an election, patronage

may be deemed necessary to hold the lines. As one reads the

history of civil service reform, numerous cases will be found in

which staunch believers in the merit system have been torn

between their belief and their advocacy of certain substantive

policies to which one of the parties subscribes. Shortcomings of

the merit system are forgiven or even condoned because of the

nobility of the larger purposes. It is fairly easy to adopt a

philosophy that the end justifies the means, or to say a certain

amount of the spoils system is inevitable in politics; both sides

do the same thing.

The same forces that operate in the national government are

also in effect in the state and the municipal governments. The
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merit system in the United States has never gained the posi-

tion of a sacred tradition that neither party can violate with

impunity. Where the system is most strongly intrenched, the

wise politicians will not make a direct frontal attack but rather

will use an encircling movement which ultimately gives them

control of the agency administering the system.

Observation suggests that co-operation between the nation

and the states, possibly with local governments participating,

creates the best media for developing a sound merit system. If

the Democratic Party is in control of the national government,

its representatives will not want Republicans in control of a

state government perverting the merit system to advance their

cause at the polls. The members of the dominant party at Wash-

ington are likely to appreciate that they cannot legislate solely

for states controlled by the opposition, they must legislate for

all. Factionalism within the major parties may also help. A
United States Senator or Representative may not look with

favor on the efforts of a governor, a mayor, or a boss to develop

a strong machine by the use of patronage because that machine

may want his job at the next election. Within a given state

normally controlled by a single party, there may be a state

group and a federal group each trjdng to dominate, each trying

to use patronage against the other.

Under such circumstances the merit system may be a good

practical compromise. The national government then tends to

become a monitor to see that the states observe the system.

It writes requirements for a state merit system into its grant-

in-aid or tax offset laws, and it will have reason to enforce

these laws against states controlled by the minority. In some
cases it may be equally anxious to enforce them in states con-

trolled by the party dominant at Washington.

Such laws bring much needed reinforcements to the civil

service reformers and others with a concern for clean govern-

ment. In the absence of such laws, legislators who believe in the

merit system frequently in voting have to weigh immediate
party advantage against more or less abstract virtue. The civil

Service reformers have often found only a few upon whom they
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can rely at all times. The device of making the merit system a

condition for federal grants-in-aid or for offsets against federal

taxes creates a situation where there are party advantages and

disadvantages in many situations, so that abstract virtue has

more chance.^

After merit system laws are passed and enforced, the tech-

nicians have a chance to do the constructive work required

to bring well-qualified people into the civil service. It is doubt-

ful whether at any previous time in the nation’s history

more rapid advance has been made in the introduction of sound

techniques than that which occurred after the Social Security

Act was amended in 1939 to the effect that state plans to be

acceptable to the national board must provide “methods relating

to the establishment and maintenance of personnel standards

on a merit basis.” It was little short of amazing that several

states where conditions approached a public scandal should in a

few months become the field for great technical advances. It is

also doubtful whether any group of administrative personnel

has ever made greater contributions to merit system techniques

than has the professional group concerned with welfare ad-

ministration.

1 In the past it has often seemed as if the "outs” were the great champions of the

merit system. If the merit system is to be effective the "ins” must support it.



CHAPTER XXXVII

CONCLUSIONS FROM EXPERIENCE

In Part I of this book the principal American programs

relating to relief and social security were broadly described with

detail mainly in respect to those parts of the programs that

appeared to present issues of real significance. Part II gave for

comparative purposes similar descriptions of the proposed plan

for Great Britain and of the system adopted by New Zealand.

These two plans were selected first because those countries

had faced the problem of welding the separate programs

that had evolved through the years into a single, universal,

comprehensive, and co-ordinated system, and second be-

cause they illustrated radically different approaches to many
of the problems that arise in framing a sound system of relief

and social security. Comparison between the action taken by

those countries and what the United States has done thus far

seemed to clarify and illustrate the issues which must be con-

sidered in an effort to appraise what has been done in the

United States and to formulate the policies to govern future

action.

Analysis of the material in Parts I and II permitted the

presentation in Part III of a series of issues grouped under

three headings: social considerations, cost problems, and ad-

ministrative problems. To each of these issues, which are

mutually interrelated, a separate chapter has been devoted.

The task in this concluding chapter is to attempt to draw the

lessons from the experience that has thus been analyzed and
presented.

Conclusions in so detailed and intricate a field as relief and
social security can only be drawn in the light of basic funda-

mental assumptions regarding the rights and liberties of the

individual and the relationship of the individual to the state.

An assumption of a totalitarian state would lead to conclusions

radically different from those which will result if it be assumed

830
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that the freedom of the individual and the restriction of the

power of the state are to be retained. In the ensuing chapter the

assumption will be that the basic principles of the American
way of life with respect to these fundamentals are to be

preserved, and that the power of the state is to be kept con-

stitutionally circumscribed in the interest of the individual and
groups of individuals constituting political minorities.

These fundamental assumptions upon which the conclusions

are based fall into two groups: the first deals with the rights of

individuals as they have prevailed in the United States, and the

second with the position of a social security system in an

economy that preserves those rights. The two groups will be

considered in turn.

THE RIGHTS OF THE INDIVIDUAL

In the United States the rights of the individual are not in-

frequently summarized by quoting the familiar passage from

the Declaration of Independence: “We hold these truths to be

self evident, that all men are created equal, that they are

endowed by their Creator with certain inalienable Rights, that

among these are Life, Liberty and the pursuit of Happiness.”

The pursuit of happiness is necessarily an individual venture.

The individual must determine for himself what are the satis-

factions of life. Liberty means freedom to pursue these in-

dividual objectives so long as that pursuit does not encroach

upon the like right of others.

From this basic statement of the rights of the individual in

the United States, certain more specific assumptions may be

derived that will serve as guiding principles in arriving at

conclusions with respect to relief and social security. In con-

nection with their presentation, it should be clearly stated that

frequently they affect mainly the degree to which certain things

should be done, notably the extent to which the state shall

redistribute income through the social security system. The
specific assumptions are:

I. In so far as possible, government should permit the in-

dividual to go his own way in the pursuit of happiness. It should
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interfere with his freedom only in so far as such interference is

necessary to protect the rights of others or to secure the funds

necessary to support essential activities of government.

Restrictions on the liberties of the individual are no less re-

strictions if they are imposed by a majority proceeding by

democratic processes. A transitory majority in a democratic

government from the standpoint of a minority may be as

tyrannical as any despot, unless the rights of individuals are

adequately safeguarded by the Constitution, and the govern-

ment proceeds with complete respect for that fundamental law.

a. Liberty to pursue happiness requires opportunity to

achieve, or attempt to achieve, personal economic independ-

ence, free from control by the state so long as the individual

proceeds within the law. If this opportunity is to be preserved

for the individual, the right of private ownership of productive

property, recognized by the Constitution of the United States

from the beginning, must be preserved. The personal liberty of

the individual will not be great if the state owns or controls the

productive property, and the individual must live by working

for the state, or an employer controlled by the state, or subsist

on such consumer purchasing power as the state has permitted

him to save for his own free use.

3. The owner ofproperty must be free to utilize that property

as he deems best, provided he stays within the law. The right

extends to the use of property either for production or for

consumption. A producer has a right to produce for a minority.

From the standpoint of the majority, as represented in demo-
cratically elected legislatures, such activities of a minority may
not be socially useful or far less socially useful than other things

the majority would prefer, but if the activity is not socially

dangerous, the minority should be free to make their own
decisions as to what they want to do, and for what they wish
to spend their labor and its products.^

4. The pursuit of happiness requires that many avenues to

* The Constitution, ofcourse, recognizes that the state may have to take the property
of an individual for a public purpose but it provides in Amendment V: “No person
shall be . . . deprived of life, liberty, or property, without due process of law: nor
shall private property be taken for public use, without just compensaaon.”
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leadership in the several activities of life shall be kept open and
that the state shall not acquire complete control. History sug-

gests that individuals with vision and creative ability have

frequently been right in situations where majorities and en-

trenched public officials have been fundamentally wrong. With
freedom of speech and freedom of property the individual has

been able to devote himself to the pursuit of his vision, to

enlist the support, usually at the outset of a very small minority,

and to demonstrate its economic or social soundness. Little

in past history suggests that such leadership germinates freely

in government, that the man with inspiration can quickly

command a majority following, get elected to public office or,

if in the classified civil service, convince his official superiors

that his idea has merit. If new industries, new services, and new
philosophies are to develop, men and women must be free to

venture both with their talents and their own resources and to

enlist the talents and resources of others who volunteer to

join them in the venture. The roads to leadership must be open

to them. The state must not take from them the means to

venture, in an effort to give them in exchange a high measure

of social security.

5. If the avenues to adventure and to ultimate leadership are

to be kept open, the state must not itself determine what

reward an individual shall receive for the product of his labors

nor what he shall do with his income. Under the American

system, the individual has been free to determine how his

money shall be spent. If someone developed a new enterprise,

a new service, or a new philosophy, his reward depended in no

small part upon what priority people gave to it in determining

their own expenditures or their own action. In the case of new

products or new services, it frequently happened that a mi-

nority of consumers, the well-to-do with an available margin,

gave the new invention or the new service the necessary initial

demand and paid the high prices required in the experimental

period. A new device thus established has frequently become

widely popular and has resulted in a great productive enter-

prise and great opportunities for employment. This freedom
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of consumers to determine priorities by the way they spend

their income is a method of proportional voting as to how

the activities of the country shall be directed. It is far sim-

pler and far more effective than any scheme of proportional

representation that political scientists have conceived to give

minority representation in politically chosen legislatures. It

is the antithesis of the concept, “From each according to his

ability and to each according to his need” and leaves the people

free to determine the awards in accordance with their own

effective demands. They determine what they want, and the

reward of individuals depends upon the degree of popular

approval as measured by the way individuals elect to spend

their money

THE PLACE OF SOCIAL SECURITY AND RELIEF

The five assumptions just given deal with the rights of the

individual to life, liberty, and the pursuit of happiness. There

are two assumptions with respect to the place of social security

in the economic and social systems that underlie the detailed

conclusions in the present chapter. They are:

I. Social security and relief are not in and of themselves

directly productive; they are primarily defensive devices. The
constructive devices for preventing want and raising the level

of living lie in maintaining and developing the productive

capacity of the nation. The individual or group of individuals

2 From the point of view of experts or of governmental majorities, the people, or

considerable numbers of them, may want the wrong things. To use one of Sir William
Beveridge’s illustrations (FullEmployment in a Free Society

^

p. 185): “In a free market
economy under pressure ofsalesmanship the negroes of the Southern States ofAmerica
have, to a large extent, obtained automobiles and radios and have not obtained good
housing, sanitation and medical service.” On the basis of American experience one
would say that education and not state compulsion is the proper method to induce
individuals to want the things that are good for them. American experience with pro-

hibition does not commend the method of determination by transitory political ma-
jorities. It should be observed, too, that many people work for the sake of acquiring
the things they personally desire. It does not follow that they will work hard to acquire

for which they feel no need, despite the fact that experts and the political ma-
jorities think they ought to want and to have them. The pursuit of happiness requires

that the individual shall have the opportunity to work for what he personally wishes
to attain. The American experience suggests that in influencing demand the gradual
education of individuals is preferable to state compulsion both in political theory and
in actual practice.
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who introduce a new industry or greatly expand the needed

output of an old industry do more toward increasing employ-

ment and the level of living than do those who merely provide

unemployment insurance or reduce the output of needed goods

and services for the sake of making employment go round. An
:

assumption specifically rejected in these conclusions is that the

United States lacks the capacity and the resourcefulness to
j

increase its levels of production and of living, and that it must i

surrender to the thought that thousands of persons must in
i

the future be supported from the public treasury by social
!

security payments.
j

2. For normal persons able and willing to work, a useful job
|

is generally preferable to any kind of benefit. Even if such a i

benefit has been earned and paid for by the beneficiary through
i

his own labors, it apparently brings less happiness than a worth-
|

while job, because so commonly it means the end of the produc-

tive trail. Those who attain happiness after retirement are i

apparently those who have attained a new leisure to devote to

activities for which they formerly did not have the time or

from which the financial return was too small or too uncertain

to meet their needs. Retirement, also, frequently means that

the venture in pursuit of happiness is largely concluded and

that with resignation one must accept the retirement allow-

ance. On the basis of these assumptions, conclusions will be

drawn with respect to the issues discussed in Part III.

THE OBJECTIVES OF RELIEF AND SOQAL INSURANCE
|

The basic objective of relief and social insurance is to relieve

need. Relief of need necessitates some redistribution of income.
|

A social insurance system should, however, go no further in

redistributing wealth than is necessary to achieve this primary

objective.

In a free society that strives to preserve opportunity and

liberty for the individual, it is hard to justify the use of the

sovereign power of the state to take the earnings and the

property of one citizen to give to another if the one to whom it

is given is not in need according to a fairly strict definition.
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In the use of the taxing power of the state, a sharp distinction

should be drawn between (1) compulsory contributions to

render a necessary public service and (a) compulsory con-

tributions to take resources from one citizen to give to another.

Use of the power of the state for redistribution of wealth ac-

cording to a governmentally determined formula in ail prob-

ability will mean, in a democracy, progressive encroachment

by a majority upon the minority, and the growth of two

philosophies: (a) that the state owes everyone a good living

regardless of the contribution the individual makes to society,

and (b) that the able, thrifty, and hard working must support

the state and those who would live on grants from the state.

Does this statement imply a conclusion against having the

state operate compulsory insurance systems that involve that

degree of collectivism necessary to make the principles and

mechanisms of insurance applicable? An idea appears to be

prevalent in some quarters that social insurance is much like

private voluntary insurance except that it is operated by the

state, and it is compulsory. It seems wise, therefore, at this

point to summarize certain major distinctions between private

voluntary insurance and compulsory social insurance as it has

been introduced, since these distinctions are vital to these

conclusions. Other more detailed consideration of the distinc-

tions will be made later in the present chapter in the discussion

of financing.

/. Shall insurance be purchased? In private voluntary in-

surance, a person does not ordinarily purchase a policy unless

(a) he is exposed to the hazard against which he is insuring, and
(b) he or someone dependent upon him or to whom he is under

obligation should be protected against the risk. In social

insurance the government frequently forces the individual to

insure though he is little exposed to the hazard insured against

and has no beneficiary who would be eligible to take in the

event of the happening of certain of the contingencies covered.

Thus O.A.S.I. forces all to insure and charges all the covered

workers the same premium, despite the wide variations among
them with respect to eligible prospective beneficiaries.
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2. What premiums shall be charged? In private voluntary

insurance, competitive forces lead to classification of policy-

holders according to the degree of risk and to the establishment

of premium rates fixed in accordance with that degree of risk.

As a result all the insured in a given class pay substantially the

same premium for the same protection. There is no greater

degree of collectivism or of redistribution of wealth than is

necessary to apply the principle of insurance. In social in-

surance, compulsion is substituted for voluntary action and for

competition. The government, using its sovereign power to

tax, is under no obligation to relate the amount of premium to

the degree of risk and to the amount of protection given. It can,

as it does in O.A.S.I., charge the employee in the upper brackets

far more in relation to the cost of benefits promised than it

charges the employees in the lower brackets. It introduces a

degree of redistribution of wealth which goes far beyond that

minimum necessary to give application to the principles of

insurance.

j>. Who supplies the money for benefits? In private voluntary

insurance, the policyholders supply the money to pay benefits.®

Some of it may go into a reserve which earns interest, but the

interest is earned by the policyholders’ money. In social

insurance a very substantial part of the money to pay benefits

is supplied other than by premiums paid by the insured. It may
come in part, as in O.A.S.I. from a tax on the employer, with

a possibility that a very substantial burden will ultimately fall

on the general taxpayer. Under the proposed British plan a

high percentage will come from the general treasury. Thus,

social insurance gets a substantial part of its revenues from

taxes levied against persons or agencies not directly benefited

by the system. This device of financing through taxation

permits (a) the payment of benefits greatly in excess of what

the contributions of the insured would have purchased, and

® In,Stock compaiiies the money to pay benefits may come in some instances from the

investments of the stockholders in thecompany; but obviously a stock company cannot

long continue unless it gets the money to pay benefits from the premiums of policy-

holders."'.
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(b) the redistribution of wealth according to a governmentally

determined formula.

4. Are reserves necessary? In private voluntary insurance all

the money to pay benefits must be put up by the insured. It

must be so handled that when a benefit is payable the carrier

has on hand the money to pay the benefits. Thus the safety of

the insured depends on the maintenance of adequate reserves

determined on a sound actuarial basis. In social insurance

there is generally no attempt to make the insured pay all the

costs. Part is to be made up by taxation of persons or agencies

not directly benefited. Politically, if not legally, the govern-

ment is liable for making good any deficit. The subject of

reserves in relation to finance will be treated in more detail

later in this chapter. Here it is sufficient to point out that the

solvency of voluntary insurance rests on adequate premiums

and adequate reserves, whereas the solvency of government

systems rests on the sovereign power of the state to tax.

These differences between private voluntary insurance and

social insurance show that, in devising social insurance systems,

the government is not bound by the principles and practices

that control private insurance. It can depart from them in such

degree as it sees fit, for it has the power of compulsion; it can

levy far less than actual cost against the insured, and it can

force other taxpayers to make up the difference. Both in its

benefit formula and its methods of distributing costs, it can go

as far as it sees fit in effecting a redistribution of wealth. Thus
the fact that a system is labeled social insurance does not mean
it involves no more collectivism than is essential to give effect

to the principles and methods of insurance. It may be designed

in part to take money from some to give to others without

reference to the degree of need. It is this deliberate use of the

taxing power to effect a redistribution of wealth regardless of

need that appears to do violence to the principle that the

government should not interfere further than is necessary with
the freedom of the individual to use his earnings and his

property as he sees fit within the limits of the law.
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THE NATURE OF NEED

A person should not be defined as being in need if he himself

or a relative normally responsible for him has sufficient re-

sources to support him in accordance with a very strictly

defined minimum standard of health and decency. This stand-

ard should be somewhat higher than a minimum of subsistence,

but not greatly higher. In the case of children and adults who
may later become fully self-supporting members of the econ-

omy, it should be high enough to enable them to continue

educational and other preparation for effective future service.

Extra allowances in such situations should, however, be con-

ditional upon the effective use of time and effort. Well-designed

public educational and other services, with scholarships or other

grants given under rules and regulations in the light of the

facts in a particular case, are vastly superior to money allow-

ances based on averages and turned over to the individuals to

use as they see fit.

The amount of money that is necessary to maintain the

strictly defined minimum health and decency standard should

be determined on the basis of actual facts regarding the cost

and levels of living prevailing in the community in which the

persons in need are living. The variations in the costs and levels

of living in the United States are too great to warrant the

establishment of a single monetary standard applicable to the

nation as a whole. Even in some states a differentiation in

standards appears necessary to allow for the differences between

great urban centers and rural communities.

Relief and social security are not suitable devices to raise the

level of living in states which have low levels of living. The

necessity for raising the level of living in such areas calls for

increasing the efficiency and earning capacity of the people

either where they are or by encouraging migration to other

sections wffiere they will have greater opportunity. In this

connection another distinction must be made. It is one thing

for the national government to take funds from the wealthier

states to help develop educational facilities and opportunities
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in the poorer states, because educational facilities are essential

to developing the efficiency of the people. It is another matter

to take income from the people in the wealthier states, with

their higher living costs and standards, to give it to individuals

in the poorer states to enable them to enjoy benefits higher than

they have been able to earn by their own efforts. Improvement

in productive capacity belongs primarily in the constructive

field and not in the defensive field of relief and social security.

A rigidly established minimum health and decency standard

would put a floor under the individual below which he could not

fall without becoming eligible for assistance from the public

treasury. On the other hand, he would definitely be placed on

notice that if he desires to live at a higher standard or to have

those dependent on him live at a higher level, it is incumbent on

him to make provision by his own efforts. Insurance to give

mdre than this minimum would have to be voluntary insurance.

Included as voluntary insurance are the retirement systems

developed by employers, public or private, as essential parts of

their compensation systems. If forfeitures under such systems

are prohibited by law, these systems will be an important

element in the provisions for voluntary protection against

risks.

THE MEANS TEST

Unless the state is to pay benefits to persons regardless of

their need, a means test is an essential part of a relief and social

security system. Under modern conditions, however, a means
test may easily be stripped of the features which made it so

objectionable when used in connection with the old poor laws.

Today a very substantial proportion of the workers of the

country are required to make annual reports on their income to

the national government and in many cases also to the state

government. A modern means-test system could have as its

basic document the income reports. Persons with low incomes
would not be free from the obligation to make a report. Instead,

persons with incomes below specified figures could be required

to make a report on a special form which would call for the

essential facts not only regarding income but also regarding
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family responsibilities. If these reports revealed a level of living

below the minimum standard, the allegation would be verified

by suitable investigation, and if established as fact, the in-

dividual and those dependent upon him would be eligible for

public assistance.

Part of the hostility toward the means test arose from other

things not necessarily connected with it. Among them were (i)

discretionary grants, (2) absence of precise rules and regula-

tions, (3) absence of legislative rights, (4) inadequate ap-

propriations, and (5) harsh and unsympathetic administration.

None of these features is a necessary and inescapable feature

of a means test.

A conclusion in favor of a modern means test calls for a clear

statement of certain broad principles that apparently should

govern in devising such a test. Immediate need results basically

from the cash position of the individual or the family. An in-

dividual or a family is in need of assistance when cash cannot

be obtained to provide the necessaries of life. From both an

administrative and a humanitarian standpoint, it is undesirable

that an individual or a family should be required completely to

exhaust all available resources before becoming eligible for

public assistance. In many cases it is highly advantageous to

have the services of the public welfare agency, if not the money
grants themselves, available before all resources are exhausted

and heavy debts incurred. Thus the legislation for a modern

means test should make the individual or the family eligible

for assistance when and if the resources fall below a sum, or a

schedule of sums, set forth in the law. What sums should be

allowable should be determined upon the basis of sound re-

search.

The objective of the state in dealing with persons in need

should be restoration of individuals to economic and social

independence in so far as such restoration is possible. A modern

means-test system should be designed to further such restora-

tion. If restoration is the objective, the means test should not

require that the individual or the family dispose of all property,

owned in whole or in part, before becoming eligible. Property
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owned may be an important element in that restoration. Its

value as a factor in rehabilitation may greatly exceed the

amount of money which it would bring at a forced sale. Proceeds

of a forced sale are likely to be materially less than what would

have to be spent to replace the property when and if the family

or the individual is again moving toward economic and social

independence. The means-test law, therefore, should permit

the ownership of certain classes of property within limits and

the possession of specified amounts of income, without destroy-

ing eligibility for sufficient benefits to make up the budget

deficit.

The question of loans and liens is involved in designing a

means-test system. Three fairly typical situations will be cited

to illustrate the nature of the issue:

1. An elderly couple own their house and its furnishings, but

they do not have income enough to pay taxes and to make
minimum essential repairs. Should the welfare agency pay the

taxes and the cost of essential repairs, permit the couple to

continue to live in the house, and take a lien on it for the money
thus advanced?

2. A primary breadwinner responsible for a wife and minor

children is disabled. He has been carrying a life insurance policy

for their benefit which has a cash surrender value. Should he be

required to take the cash surrender value and use it for current

maintenance, or should the agency have authority to advance

the money to keep the policy in force, taking a lien on it for the

sum thus advanced? If the man dies, the amount of the policy,

less the advance will be available for his dependents. If he

recovers he will have either to repay the advance or have it

remain as a lien against the policy. The lien would be recorded

with the insurance company and would take priority over other

claims.

3. A family in need because of unemployment or disability

still owes money on necessary articles, reasonably suitable to

its ordinary economic status, which were being purchased under
an installment contract. The equity in the goods is substantial.

Should the agency have authority to advance the money
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necessary to prevent their being repossessed by the seller,

taking a lien on the property for the amount so advanced?

If the objective of a means-test system is to alleviate the

suffering that comes from want and, in so far as possible to

rehabilitate, a fairly wide use should be made of advances from

public funds secured by liens. An advantage which a well-

designed means-test system has over an insurance system pay-

ing fixed money benefits is that it permits adjustment to the

great diversity of individual situations. If a loan transaction

will further the immediate interests of the beneficiary and

apparently also the long-run interests of the public, a loan

suited to the particular case is preferable to a fixed money
payment which may not meet the actual situation.

Liens on the property of old-age beneficiaries have a priority

over the rights of such of their children or other heirs as are no

longer dependent upon them for support. A common practice

under a modern means-test system is not to enforce a lien

against a home so long as there are eligible dependents who need

it for shelter. Another common practice is to notify the children

or other prospective heirs who are not living with or dependent

upon the old people that a lien will be taken on the house for

either all or part of the sums to be advanced. The children or

heirs then have the opportunity to supply the money required

to support the old people or to permit the liens to go against the

property.

A means-test system necessitates establishing definite rules

regarding the responsibility of children for the support of

parents who are in need. In New Zealand, as has been noted,

all children who are earning pay 5 per cent of their earnings to

the social security fund, from which benefits will be paid to their

parents should the parents be in need according to the legal

definitions of need. Under such a means-test system, there is

no further legal liability on children to support their parents.

Another device which has merit is to determine the re-

sponsibility of children upon the basis of their capacity to pay

as measured by the income tax. If the child has no income in

excess ofpersonal exemptions for himselfand immediate depend-
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ents, there is no liability to contribute for the support of

parents. If the child has income subject to taxation, liability

is determined by the amount of that income above exemptions.

The question should be raised as to whether the amount

of public money required for the support of elderly parents

could not be reduced by liberalizing the income tax laws with

respect to deductions for contributions toward their support.

The income tax laws might be so drafted as to encourage

children to make an annual contribution. Contributions from

each of several children, although not large in individual

amount, might make a total big enough to remove the necessity

for assistance from the public treasury. From an emotional

standpoint, such contributions would appear preferable to

grants from public funds. As the income tax laws now stand,

children who contribute a minor part of the cost of maintaining

an elderly parent cannot deduct that payment from their

income tax, but they are being taxed for old-age assistance

payments for others.

COVERAGE

Coverage should be universal. There are persons whose
conduct has been so anti-social that they are held in penal

or correctional institutions. Since they are presumably re-

ceiving support while in custody, they themselves would not

be eligible for assistance. Those dependent on them would be

eligible if they were in need according to the established stand-

ard. There are also persons who are lazy, shiftless, and irrespon-

sible, and others whose habits are at least partially the cause of

their difficulties. Neither they nor their dependents would be
ineligible, but in return for their benefits they would be required

to accept guidance and counsel from qualified public officials

whose objective would be rehabilitation. The children of such
families would be the concern of these officers.

HAZARDS TO BE COVERED

The essential question is whether an individual or a family
has access to sufficient resources for maintenance according to
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a low and strictly defined minimum standard of health and I

decency. What particular hazard caused the need is not the 5

issue upon which eligibility for public assistance should turn.
|

Causes may be of vital importance with respect to what should

be done to remedy the situation. The remedy may be either in

general constructive economic and social legislative action or
;

in constructive case work with the individual, the family, or
|

the neighborhood. It is impossible to accept the view, however, ;•

that an innocent dependent should be given aid if deprived of
;

!

normal support from one cause and denied it if the loss was due
|

to another. It is even more diffictilt to believe that a dependent *

not in need should receive a no-means test benefit because his

father was covered by a certain form of social insurance paid

for in part by funds other than his own, while a similar child

actually in need is not systematically provided for at all. Such

discrimination is introduced by legislation, often on grounds

of administrative convenience or because of the power of

pressure groups. Under some circumstances, which will not be

discussed here, the victims of certain hazards may be entitled to

a somewhat larger benefit than the victims ofsome other hazard.
|

That does not mean, however, that the victims of these other
|

hazards should be excluded from eligibility. The general con-

clusion is that the basic system should provide benefits for all

cases of need regardless of the hazard that caused the need. *

THE SIZE OF THE BENEFITS I

The general rule should be that the amount given as a benefit
I

should not exceed the amount required to bring the recipient to ji

the minimum health and decency standard. The New Zealand i

system where it uses the means test has much to commend it.

It fixes two levels, (i) a maximum benefit and (2) a maximum
allowable income of personal resources plus benefits. Under this I

system an individual with nothing gets the maximum benefit. If I

his actual income equals or exceeds the maximum of allowable 1

benefit plus income, he gets nothing. If in need, he gets full
. |

benefit up to the point where benefit and available private |
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resources equal the allowable maximum; above that point

benefits are reduced as available private income increases until

they disappear entirely at the point where private resources

alone reach the allowable maximum. Under such a system the

incentive to work and save is preserved to a very substantial

degree, and the person who saves gets advantage from his

efforts.

DEPENDENTS

Need is obviously directly related to the number and type of

dependents. The single man or the single woman with no

dependents presents a very different problem than the married

man upon whom rests the direct responsibility for providing

for a wife and three children. Any device is to be viewed with

skepticism that attempts to deal with such situations on the

basis of statistical averages or assumptions as to averages. The
individual case is the only thing which can be dealt with in-

telligently. Who must be fed, clothed, and provided with

shelter according to a strict minimum standard of health and

decency.^ Obviously people. When the taxpayers of the coun-

try are called upon to contribute the cost, they should not

complain too much if payments are made according to dem-
onstrated need of real individuals. They may have cause to

complain if a person not in need and with no dependents gets

a large benefit under a compulsory social insurance system

because he earned well during his working life, whereas a person

actually in need and with several dependents gets very little

either because he did not earn very much, or because he was not

sufficiently fortunate to belong to a class that was insured, or to

remain in such a class long enough to become fully insured.

COSTS

Conclusions are necessarily materially influenced by the

question of costs. No attempt has been made in tlie present

book to give precise estimates as to what the cost of a universal,

comprehensive, and co-ordinated social security system op-

erated without use of a means test would be. By the use of data
from the Census of Population^ calculations have been
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made as to what the range of costs would have been had such a

system been in effect in 1 940. However, a means test was used

with respect to children’s allowances. As is customary in this

type of work, different assumptions were used, one giving a

possible low, one a medium, and the third a high. The range

resulting was an annual benefit expenditure of from 7.6 billion

dollars to 16.8 billion dollars. Because of the aging of the

population, which is taking place, consideration was given as

to its effect on costs. An allowance only for changes in the cost

of old-age benefits gave a range from 9.4 billion dollars to 20.5

billion dollars for the year 2000. Figures for the proposed no-

means test British system, corrected solely for differences in

size of the total population, gave a figure of about 10 billion

dollars for 1975 and, corrected for differences both in size and

cost of living, a figure of 15 billions. Actuarial data with respect

to the future cost of the present system of old-age and sur-

vivors insurance that applies to only about half of the gain-

fully employed workers gave a range of between 3 billion

dollars and 6 billion dollars for the year 2coo.

One cannot read the literature on social insurance systems

without appreciating that their social and economic utility may
be almost completely destroyed by changes in the level of

prices and wages. An upward movement of prices and wages

does not prevent promised benefits from being paid; it does

prevent the beneficiaries from getting the necessary food,

clothing, shelter, and care by spending the money they receive

from the social insurance system. If the government commits

itself to pay high cost social security benefits in the future, it

will almost unquestionably pay the promised number of dollars.

Political forces will not permit it to do otherwise. It cannot

permit a universal fund to go bankrupt. The only politically

feasible solution to meet serious financial difficulties if they

arise is, therefore, to inflate.

METHODS OF HNANONG

Relief and social security should be financed out of ear-

marked special taxes, with a universal flat income tax with no
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exemptions the preferred, although not necessarily the . ex-

clusive, tax.

The tax on employers based on pay rolls should be abolished

for three main reasons: (i) it is a tax on employment, (2) it has

no necessary relationship to capacity to pay, and (3) it may tend

to be shifted to consumers in the form of higher prices than

would be charged were there no such tax. The tax system should

encourage rather than discourage expanding employment.

This recommendation does not mean that an individual, firm

or corporation would entirely escape taxation for relief and

social security on the ground that the individual, firm, or

corporation is an employer. It would mean that the individual,

firm, or corporation would pay on the basis of income. The

employers with the same capacity would pay the same amount

regardless of the part that labor costs played in their business

expenses. The employer with high labor costs and low capital

costs would pay no more than the employer with low labor costs

and high capital costs.

Wage and salaried workers would still have deductions made
from their pay envelopes to pay the costs of social security and

relief. There would, however, be several significant differences

from the present deductions for old-age and survivors insurance

or for the general income tax.

1. The tax would apply to the entire income and not only to

the first I250 a month as in O.A.S.I.

2. There would be no deductions for dependents as in the

case of the general income tax. A low-paid worker might at the

very time he was paying the tax be in receipt of assistance

under the social security system because his resources were
inadequate to support his family in accordance with the legally

established minimum.

3. Although these taxes might be called social security con-

tributions, they would be taxes pure and simple. They would
have no relationship to insurance premiums for the amount of
tax would bear no relationship to the amount of benefit or the

degree of hazard. This tax would be a welfare tax and would not
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attempt in any way to disguise the facts that social security and
relief are in essence welfare functions and that people who have
must be called upon to pay the cost of benefits for those who
have not.

Workers other than those who work for salaries and wages

would pay the income tax at the same rate as salary and wage
workers. All classes of workers now excluded from taxation for

old-age and survivors insurance would pay.

Persons with income from savings, investments, and so on

would pay, even the widow or the orphan who at the very time

the tax w^as collected might be receiving benefits under the

social security system.

The major reasons for recommending this form of taxation

may be briefly summarized:

I. Every citizen should be periodically reminded of the fact

that social security benefits involve heavy expenditures of tax-

collected funds. The financial policy should be to couple all

proposals to increase benefits with a proposal to increase the

rate of the earmarked special tax by an amount sufficient to pay

the additional costs. The desirability of making the people

aware of costs leads to the recommendation of the special ear-

marked income tax with no exemptions. It is of course true that

with respect to persons of low-income, the actual receipts will

perhaps not equal the cost of collection and these taxpayers may
currently receive more in benefits than they pay in taxes.

Exemptions would, however, prevent these taxpayers from

being aware of costs and would probably give rise to a move-

ment to increase the exemptions progressively.

1 . Many students of social security maintain that the pay-

ment of contributions by the prospective beneficiaries is

psychologically desirable. It makes the beneficiary feel that he

has paid at least part of the cost and therefore takes as of right,

and it perhaps lessens the chance that the legislature will

regard the payments as pure gratuities. This point of view

again leads to a preference for an earmarked income tax with

no exemptions.
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3. The objective of social security and relief is to banish want

in the sense in which want has been defined. A system designed

to achieve this purpose must be universal, comprehensive, and

co-ordinated. The simplest and most direct way to achieve this

purpose appears to be to tax all persons with income, at a flat

rate so fixed that on the average it will produce a sum sufficient

to bring all persons who are in want up to the very strictly

defined minimum standard of health and decency. No other

system of taxation will give more complete coverage.

This proposed system of taxation, it will be noted, completely

eliminates the concepts borrowed from private voluntary in-

surance, although anyone who so desires may call the special

income tax payments social security contributions. Earlier in

the present chapter, the distinctions between private voluntary

insurance and social insurance were discussed. It was there

pointed out that it would be necessary to return to that subject

and treat it in more detail with respect to finance.

The objections to the introduction of the concepts of private

voluntary insurance into social security fall into two groups,

the first relates to the unfortunate effect on the system itself

and the second to the possibly disastrous future effect on public

finance in general. The two groups will be treated in turn.

There are two major bad effects within the system itself:

I. Under private insurance the right to a benefit is con-

tingent upon the payment of the necessary premium. The
system can operate in no other way because the premiums
supply the money from which benefits are paid. Carried over

into a social security system, this principle means that to be

entitled to a benefit the insured must have paid the required

premiums for a specified length of time. The length of time is

arbitrarily determined by the government, since the system

does not necessarily depend on premiums for all its benefit

payments. The poorest people in the country, the ones who are

most in need, are the ones who cannot pay the premiums with

the regularity required under the system, and hence they are

the ones who are either not covered or who do not remain
covered long enough to attain the insured status. Under the
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old-age and survivors insurance system, there will be many
who will forfeit such premiums as they have paid because they

have not paid a sufficient number to acquire an insured status.

Among them will be the women who work for a few years before

marriage, the marginal worker who cannot get steady employ-

ment except in a time of labor shortage, and the man orwoman
who is permanently disabled before attaining the insured status.

2. Under private voluntary insurance, every insured person

gets protection for his premiums and, broadly speaking, all

persons in the same class get equal protection per dollar of

premium. To create a resemblance to private voluntary in-

surance, the social insurance system must appear to give

every participant who attains an insured status some benefit

or some protection for his premium. It is, however, gen-

erally designed to effect a redistribution of income that goes

beyond the mere pooling of risks that is inherent in insurance.

For social purposes the system provides substantially more per

dollar of premium to the low-paid workers than to the better-

paid workers. If, as under the proposed British plan, all pay the

same for the same benefit then the redistribution is affected

through the general taxes.

The fact is inescapable that the people with income must be

taxed to supply the social security benefits for those who have

insufficient means to supply their own. If this fact be recog-

nized, together with the fact that benefits should be paid to all

who are below' a reasonable minimum standard, it is unneces-

sary to camouflage the situation by attempting to make social

insurance resemble private voluntary insurance.

Perhaps the major danger of applying the concepts of private

voluntarj’’ insurance to social security lies in the nature of the

problem of financing old-age benefits. This danger is so im-

portant that the nature of the financial problem should be

restated in this concluding chapter.

1 . A person cannot be insured unless he has paid the neces-

sary premiums.

2. Since the payment of premiums is a prerequisite, an

insurance system must at the outset be made up exclusively of
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persons who are in active service or, in other words, are earning

money from which the premiums can be paid.

3. In an old-age retirement system, the persons who are in

the active service and can pay premiums, if arranged by age,

form a pyramid. At the apex of the period are those—relatively

few in number—who are approaching the retirement age. At

the base are those—relatively large in number—who have

many years to serve, say 40 to 45, before they will be eligible

for old-age benefits. This distribution results from fundamental

forces including the mortality rate, the disability rate, and the

rate of growth of the population.

4. The number of pensioners in such a system starts at zero

and increases every year thereafter for many years. Successive

classes of active workers pass to the pension rolls, there to join

the survivors of classes which had passed to the pension rolls

in earlier years. Not- until some 80 years has passed is the

system under full pension load or, in other words, until there is

something approaching a permanent balance between the

number of active members of the system and the number of

retired members who are drawing the maximum benefits

possible under the system.

5. Since the system starts with no load at all, and since

there are no pensioners at all to balance the premium paying

members, payments Into the fund in the early years vastly

exceed all current requirements for cash to pay benefits. The
cash surpluses are so great that persons who are not familiar

with the financial nature of such systems believe that reduc-

tions ofpremiums or increases in benefits are entirely warranted

by these surpluses.

The tendency for great apparent surpluses to develop in

the early yearn of either a life insurance or an old-age annuity

system wrecked many early ventures in this field. In some
instances both the insurers and the policyholders were entirely

innocent, merely ignorant of the nature of the natural forces

with which they were dealing. In some cases the development
was sinister. The promoters could entice uninformed people to

buy policies by promising high benefits at low cost, take as a



LEVEL PREMIUMS AND ACTUARIAL RESERVES 853

profit a substantial part of the apparent cash surpluses that

inevitably develop in the early years, even in an unsound
system, and then leave the policyholders with a bankrupt com-
pany unable to pay the promised benefits.

To protect the policyholders, to prevent benevolent but

uninformed people from starting unsound systems, and to

circumvent the fraudulent, the states adopted laws to regulate

private voluntary insurance. Under these laws the insurance

companies had to develop and maintain adequate reserves on a

sound actuarial basis; the reserves could only be invested in

approved securities or properties; and the states regularly ex-

amined the financial position of the companies to make sure

they were financially sound. If a company was not financially

sound, steps had to be taken to make it so or it was liquidated.

Obviously a private voluntary insurance company could not

develop and maintain the required legal or actuarial reserves

without charging a sufficient premium for the insurance sold.

Gone were the days when the benevolent but uninformed or

the unscrupulous could promise large benefits for premiums

which would not pay their cost.

The fact must be frankly faced that a government may itself

establish an old-age retirement system with a premium and

benefit structure which would be illegal if used by a private

voluntary insurance company. The present national old-age

and survivors insurance system would be promptly liquidated

as unsound if the standards governing private voluntary in-

surance were applied to it. But it must be remembered that

governmental social insurance is something entirely different

from private voluntary insurance and is not to be judged by

the same standards. There is no essential reason why any of the

forms or practices of private voluntary insurance should be

carried over into social insurance, although the word insurance

has pleasing and acceptable suggestions.

LEVEL PREMIUMS AND ACTUARIAL RESERVES

In actuarially sound retirement systems used by private

employers or by governments and in the purchase of individual.
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deferred annuities from private voluntary insurance companies,

the common practice is for the prospective beneficiary to pay

a definite amount each pay day in a retirement system or

quarterly, semi-annually, or annually under a private contract.

The amount paid is either a fixed number of dollars under a

private contract or a fixed percentage of salary or wages under

a retirement system. The amount of the premium is so calcu-

lated actuarially that placed in a reserve and invested at

compound interest it will, when the beneficiary reaches the

retirement age, provide an annuity of approximately the

amount deemed expedient and practicable by the framers of the

system or by the purchaser of the deferred annuity from the

private company. This statement is perhaps considerably

oversimplified and is subject to numerous qualifications. With

these technicalities it is not here necessary to deal. The essential

point is that the costs of the old-age pension are met by regular

periodic payments or on an installment plan and that the

money, as part of a reserve, is invested at interest until the

insurance company or carrier has to begin paying benefits to

the retired worker.

The question which is of concern here is whether these twin

devices of approximately level payments and an actuarial

reserve, characteristic of sound private finance, are essential to

a social insurance system.

It has already been noted that they are not necessary for the

protection of the insured in a national social insurance system,

since his safety is at least as well protected by the promise to

pay given by the government to a politically powerful block of

citizens. His safety lies in the power of the government to tax,

to borrow, or even to print money. Neither actuarially adequate

premiums nor actuarial reserves are essential. Are they desir-

able?

The strongest argument in favor of actuarially adequate,

reasonably level premiums for social security is that they bring

home to all concerned the actual cost of the promised benefits.

Thus they lessen the chance that present-day legislatures will

attempt to commit future generations to excessive payments.
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With respect to the maintenance of an actuarial reserve, the

position of a government in operating a social security system
providing wide coverage is entirely unlike that of a private

voluntary insurance company in insuring a relatively small

number of policyholders.

A private insurance company invests its reserves in approved

securities or makes loans on first mortgages. The nature of the

transactions are such that individuals or corporations who thus

borrow from the private insurance company reserves are under

contractual obligation to pay the agreed upon interest and in

general to repay the principal. The laws regulating investment

of reserve funds are such that the reserve funds may only be

loaned (i) to productive enterprises which will probably be able

to earn the money to pay the necessary interest and to repay

the principal or (2) to governments, national, state, or local,

which can pay interest and principal through exercising their

power to tax. Thus, in the main, the reserves of a private in-

surance company are invested in obligations to pay given by

substantial agencies and often there is added security in the

nature of a mortgage lien on physical properties.

In a private insurance company, moreover, there is relatively

little overlapping between (i) the individuals and organiza-

tions that are under obligation to pay the insurance company

interest and principal on reserve funds, and (2) the policy-

holders w'ho may ultimately have matured claims against the

company. Under this arrangement one class, the policyholders,

have through the insurance carrier valid legal claims against

another class, the substantial enterprises and governments that

have borrowed from the insurance reserves.

The American practice with respect to the reserves of the

old-age and survivors insurance system, the railroad retirement

and unemployment systems, and the general unemployment

compensation system is radically different. The national gov-

ernment has been spending the money as it has been received

from these social security taxes and contributions for govern-

mental expenses. In return for these funds, it has placed gov-

ernment obligations to pay in the portfolios of the social security
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reserves. As interest has become due on these obligations, the

government has paid the interest by depositing in the portfolio

additional government obligations.

What are these obligations of the government that are held

in the reserves ? They are obligations to pay in the future. When
the time comes that the interest on the reserves or the principal

of the reserve itself is required to pay maturing claims, the

government in office at that time will have to determine how it

will raise the money to pay its obligations held by the reserve.

Its possibilities will be to tax the working generation of that

day to raise the necessary money, to borrow, or to reduce the

value of the currency. A governmental promise to pay in the

future is not a device to lessen the burden on future genera-

tions, it is a device that transfers burdens from the present to

the future.

If one really wants to know what burden is being passed on

to future generations, one will add to the government obliga-

tions held outside the Treasury by the general public the gov-

ernment obligations held by the social security reserves in the

Treasury. This total represents the public debt for which the

future generations are responsible. In this summary chapter

the question of transfers of government obligations from the

general holders to the reserve funds or vice versa will not be

considered. Such transfers affect the immediate cash position

of the government, but they do not affect the true total public

debt with which succeeding generations will be concerned.

In social insurance, moreover, there is no such separation be-

tween the persons who owe the money borrowed from the re-

serve, and the people who are entitled to benefits as character-

izes private insurance. The greater the degree of coverage in a

social security system the more the two groups become merged.
The people owe the money which is to be used to pay the people

the promised benefits.

Despite all the confusing and expensive elaboration of con-

tributions and reserves, the future generations will still con-

front the problem, “How are we to raise the money?” It is im-
possible for anyone to forecast with accuracy whether obliga-
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tions of the magnitude involved in the social security system
can readily be met 40, 60, or 80 years hence. It is possible, how-
ever, to point out a number of factors in the domestic economy
which will have an important bearing upon the ability to sus-

tain the social insurance system.

First, the maintenance of the system will depend upon the

continued ability and willingness of workers to shoulder the

financial costs involved. Up to the present, it has been widely

assumed that a substantial proportion of the large ultimate

costs involved will come out of taxes paid by the wealthy

classes. If the goal of progressively broader and more equal dis-

tribution of income is realized, it follows inevitably that in the

future a steadily increasing proportion of the tax load will have

to be borne by the middle- and lower-income groups.

Second, the nation’s capacity and willingness to meet social

security obligations will depend upon the magnitude and in-

sistency of other competing claims against the national income.

So long as available revenues are not superabundant, choices

have to be made between the more urgent and important and

the less urgent and important.

One part of expenditures for relief and social security is obvi-

ously among the most important and urgent, namely, that

which goes to relieve want. Such expenditures occupy a posi-

tion of extremely high priority, perhaps of first priority.

The second part of the expenditures for social security is,

however, in a different category. These expenditures go to per-

sons who are not in actual need according to a reasonably strict

definition of need and are given to insure them at least a mini-

mum income without the humiliation or embarrassment of a

means test. There is a real issue as to whether such expenditures

have a high priority in comparison with those made for other

government services.

Certain governmental expenditures, namely those for general

government, current national defense, protection and regula-

tion, interest on the public debt, and veterans’ benefits, must be

met. Expenditures for the promotion of economic development,

if wisely made, increase the productivity of the nation and in
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many cases furnish employment. A high level of employment

materially lessens need and reduces the necessity for the old,

the handicappedj or the partially dependent to depend on social

security benefits. Expenditures for education, public health,

and sanitation contribute directly to the efficiency of the in-

dividual and to the productivity of the nation.

To repeat, in concluding the consideration of costs and fi-

nances, the success of a social insurance system depends upon

the attainment of a reasonably stable level of prices, or better,

a declining level of prices. If prices should rise over the years,

the purchasing power of the money benefits received would ob-

viously decline. A great inflation of prices would virtually wreck

the system.

It is not here contended that such an outcome is inevitable,

but the possibilities of inflation are such as to warrant caution

in the creation of future obligations beyond the requirements

for the alleviation of real want. To go beyond that may render

impossible the attainment of the primary goal. Each generation

of active workers will have to support the dependents of that

generation. It would therefore seem wise to substitute a simple

system under which the workers of today would support the

dependents of today from current funds.

CO-ORDINATION IN SOQAL SECURITY AND RELIEF

In the United States at present, responsibility for planning,

financing, and administering relief and social security is divided,

purely by happenstance, among the three levels of government,

national, state, and local. It is inconceivable that a universal,

comprehensive, and co-ordinated system could be developed

with responsibility and authority thus divided. There are ap-

parently two practical solutions, namely:

1 . To transfer to the national government full and undivided

responsibility and authority over relief and social security.

2. To operate relief and social security entirely upon a fed-

eral-state co-operative basis through federal grants to the states.

Under such a system the national government would establish

certain minimum standards with which the several states would
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have to comply to secure federal aid. The states would them-
selves administer the system, under the minimum necessary

federal supervision to secure compliance with national require-

ments. They would be free at their own expense to go as much
above the federal minimum standards as they might see fit.

Nationalization of the functions of relief and social security

appears undesirable in the United States for eight major rea-

sons:

1. Relief and social security necessitate the taking of money
from one group and giving it to another, not in the form of a

generalized public service believed to be in the public interest,

but as money which the recipients are practically free to do with

as they will. Inherent in these functions is the danger of politi-

cal corruption in its worst form, the corruption of the electorate

itself.

2. Among the several states of the union, there are wide vari-

ations with respect to such factors as natural resources, wealth,

capacity to pay taxes, the cost of living, and the customary

levels of living. Certain states are retarded, not necessarily be-

cause of lack of natural resources or opportunity to produce the

goods and services essential to the maintenance of a satisfac-

tory level of living. The solution of their difficulties lies in in-

creasing their productivity both through better utilization of

their natural resources and better education and training of

those of their people who are retarded. This objective is not

to be attained by giving these people relief and social security

benefits beyond the point necessary to prevent want. They may
need federal assistance for a time for education and pubic

health and the conversion of their economy to activities that

will be more in balance with present-day requirements. The

retarded people in such areas should be afforded an opportunity

to work their way out of their present difficulties. They should

not be encouraged to use their voting power to secure relief

payments and social security benefits at the expense of other

sections of the country.

3. Because of differences in the cost and levels of living, there

are substantial differences among the states with respect to the
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number of dollars required as relief or social security benefits to

give a satisfactory minimum standard. If the national govern-

ment has exclusive jurisdiction over relief and social security,

citizens living in the great centers of population in the northern

areas of the country will naturally demand that relief and social

security benefits be high enough to afford them protection. If

the national government pays high benefits in these areas, the

representatives of other areas will want like benefits for their

areas. Few elected representatives from the low-benefit areas

could survive if they failed to work and vote to eliminate dis-

crimination. Political forces would operate toward uniform na-

tional rates at the level necessary for the high cost-of-living

areas.

4. Since the states with relatively little capacity to pay would

be contributing little toward the costs, they would be little

influenced by the resulting taxes. Someone else would be paying

the bills.

5. Under the American form of government a single political

party is always in control of the executive branch of the na-

tional government. The policy determining officers, who direct

and control the supposedly nonpolitical permanent civil serv-

ants, are appointed by the President or by other officers subor-

dinate to him. It is almost inconceivable that the political party

in control of the executive branch of the government would ab-

stain from using the obvious power to influence voters that is in-

herent in the functions of social security and relief.

6. Social security and relief administration extend to every

place in the United States where people live. National admin-

istration would mean that federal employees would be in con-

tact with all the people in the country. It would be almost in-

evitable that they or their superiors would be working for the

success of the party in control of the executive branch of the

government.

7. The administration of social security and relief call for the

existence of a government ofreview and appeal which is superior

to and has authority over the particular government that is

carrying on these functions. If relief and social security are
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nationalized, there will be no government to which an appeal

can be taken.

8. The question of what the nation can afford for relief and
social security is a relative matter and depends on what it will

spend for other functions, such as education and public health.

It relief and social security are nationalized, there will develop

strong new arguments for nationalizing education and health so

that all can be co-ordinated and developed in accordance with

a big central plan, centrally controlled.

For these reasons nationalization of relief and social security

appears highly unwise. Instead, it seems much more promising

to have the national government through grant-in-aid legisla-

tion influence the states to provide universal, comprehensive,

and co-ordinated protection according to a very low minimum
standard. This standard could well be based on the amount re-

quired in those states which have the lowest costs and levels of

living. The standard should be designed not to raise the level of

living possible through benefits above that which persons in

those states can achieve if fully employed at the prevailing

wages for employees in the lowest wage classes in that locality.

The position is not taken that it is not highly desirable that the

low wages prevailing in these states and localities should be

raised. The position is that relief and social security benefits

paid to persons in need should not, as a rule, be higher than the

wages which they could earn through employment in occupa-

tions for which they are fitted in the communities where they

dwell. Raising wages and the levels of living calls for construc-

tive social and economic action and is not to be achieved by

making relief and social security benefits more attractive and

more advantageous than wages earned through labor.

It should be clearly stated that the minimum standard re-

quired by the national government would presumably be inade-

quate and unsatisfactory in states which had higher costs of

living and higher wage levels. These states, however, have the

resources and the tax-paying capacity to provide higher levels

of relief and social security benefits if the voters of those states

desire to provide them for their citizens. The national govern-
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ment would say, in effect, to the states: “The national govern-

ment will pay to you in behalf of each resident of your state

who is in need according to national definitions exactly the

same amount in dollars that it will pay on behalf of any resident

of any other state who is likewise' in need. If your state regards

the amount thus made available for the relief of need as inade-

quate, it may go as far as it likes in supplementing the grant

at its own expense. The national government will not force the

state to pay more, nor will it tax the residents of the state more

for relief and social security than is necessary to pay the uni-

form minimum benefit throughout the nation.”

Examination of the available data with respect to the capac-

ity of the states to pay suggests that the national grant-in-aid

legislation should provide a measure of equalization. To provide

equalization, the national government would supply a very sub-

stantial part of the minimum benefit. The poorest states would

be required to pay a small percentage, only enough to discour-

age them from padding the relief and social security rolls. Other

states would be required to pay from their own funds exactly

the same percentage of the fixed federal grant. If they chose to

pay higher benefits, they would pay them entirely from state or

local funds or from the two combined.

In some states there is wide variation between the rural areas

and the large cities with respect to wage levels and costs of liv-

ing, and possibly also with respect to ability to support the

necessary welfare functions of government. The situations do
not conform to a single standard pattern. There is no single

standard device to apply in every state. Every state would have
a fairly wide range of possible choices. Each state legislature

should answer for itself the question ofwhat it will do, what de-

vice it will use. Each resident of the state who is in need will be

entitled to the minimum grant toward which the national gov-

ernment would contribute. Whether more should be given and
how it should be given would be for the states to decide, since

they would be paying for the extra benefits with state or local

funds or the two combined.



DIVISION OF ADMINISTRATION 863

DIVISION OF ADMINISTRATION

Under a conditional grant-in-aid system, direct responsibility

for and control of administration would be vested in the state.

The people of the individual state, through the administrative

officers and legislators elected by them, would have authority

over the administration. There would be no such thing as dom-
ination by the party in power at Washington, unless that party

also had been elected to power in the particular states.

So long as the state complied with the conditions prescribed

by the national government and came up to the prescribed

minimum standard, the national government would have no
control beyond the power to audit and examine to determine the

tact ot such compliance. Since the national government would

be contributing part of the cost of benefits on the basis of state

determination of eligibility, it is both desirable and necessary

that the national government should audit and be in a position,

if necessary, to say that a benefit has been improperly paid.

x'llthough the administrative representatives of the national

government would have no power greater than has been indi-

cated, they would have influence. It is assumed that they would

be professionally and technically competent and possessed of

wide knowledge of the practices and procedures of other states.

The governor, the administrators of the welfare agency, and

the legislators of the state would properly be influenced by the

suggestions and recommendations of representatives of the

national government. But the power to decide would remain

completely in the hands of the state. If the duly constituted

authorities of the state should be opposed to the recommenda-

tions of the federal agency they should have unquestioned legal

authority to say “No.”

Does this statement mean that the state and its officers could

defy the national government despite the fact that the national

government was contributing substantially toward the cost of

the system ? The state would not be defying the national gov-

ernment; it would be defying at most the executive branch on

the ground that the national officials were attempting to go be-
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yond the authority vested in them by Congress. If the action of

the state seemed to the national administrativeofficers inimica-

ble to the national interest, their remedy would lie in reporting

the facts to Congress with recommendations for such changes

in the conditional grant-in-aid law as they believed necessary to

correct the situation. Then Congress would determine v/hether

the law should l;>e changed, and if it changed the law, the state

officials would have either to comply or forfeit the grant. The

national government would thus have the power, but it could

only exercise it through the legislative process, which would

give the senators and representatives from the state full oppor-

tunity to present their case and to vote on the issues.

In this concluding chapter, suggestions regarding organiza-

tion and procedure within the states will not be considered at

length. Three major points will be summarized.

I. The administration of relief and social security generally

requires the state agency to perform the legislative function of

perfecting rules and regulations within the broad principles

laid down by the legislature and also the judicial function of

passing upon appeals from citizens W’ho are dissatisfied with the

initial administrative action. For both such legislative and judi-

cial functions a board is preferred to a single executive. The
governor of the state, moreover, should not be able, without

fresh authority from the legislature, to repeal or amend the

social welfare code that has developed over the years by boards

acting under the authority of the legislature, whether the

governor acts directly or through his power to remove and ap-

point board members. Long and overlapping terms for board

members who exercise the legislative and judicial functions and
suitable restrictions to prevent the governor from acting with-

out the current approval of the legislature are therefore recom-

mended.

A preference is to be noted in favor of the arrangement
whereby the board appoints and removes its chief executive

officer who is responsible for direct administrative action. Ap-
pointment of the executive officer by the governor is not neces-

sarily objectionable, provided (a) the board exercises the legis-
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lative and judicial powers, (b) decisions of the board are bind-

ing upon the executive officer, and (c) the principles established

by its decisions have to be followed in all like cases.

The major reason for stressing these points is that the legis-

lation should go as far as possible in eliminating political in-

fluence of one kind or another from relief and social security

administration. The potential dangers of improper use of power
are peculiarly great when individuals may be given public

funds.

a. Substantial participation by local governments is desira-

ble both in financing and administering social security and relief

in all cases in which a means test is used or where a considerable

body of personal facts has to be collected to determine eligibil-

ity. If the local governments have no financial responsibility, a

tendency may develop to put as many as possible on the benefit

rolls, especially in communities where relatively few residents

pay direct state and national taxes.

3. The national government should require the state gov-

ernment to comply with sound minimum standards of public

administration.

SOaAL SERVICES AND SOCIAL SECURITY

Persons who are in need may be divided roughly into two

broad classes:

1. Those who are reasonably competent to manage their own
affairs and care for and guide the children who may be depend-

ent upon them.

2. Those whose need results in part from their inability

to manage their own affairs with a passable degree of success,

and who cannot care for and guide the children dependent on

them in accordance with acceptable minimum standards.

Payment ofmoney benefits under a sound social security sys-

tem will in a large measure overcome the difficulty of the first

group, those who can manage their own affairs. It is not con-

tended that they should have just as much freedom in handling

the money that comes to them from the public treasury as

they have in handling the resources that they have earned by
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their own efforts. The receipt of funds collected through taxa-

tion gives the state a right to supervise that it may not have in

other cases, but this right should be sparingly exercised, since

the objective of the state should be to develop and sustain the

personal independence and self-sufficiency of its citizens, and

therefore it will avoid wherever possible governmental inter-

ference.

Benefits resulting from private voluntary insurance are to

be distinguished from benefits coming from social insurance

which involves a substantial measure of deliberate redistribu-

tion of wealth. Beneficiaries who profit from the deliberate re-

distribution of wealth have not, as a matter of fact, paid for

their social security benefits through their own premium pay-

ments or through the premiums paid on their individual ac-

count by their employers. These two premiums combined would

not produce the amount of benefits they will take from the sys-

tem. Their benefits have been paid for in part by the taxes

levied against others to provide for them. Both the collectivism

inherent in insurance and the social action of the state in

redistributing wealth are necessary to produce benefits of the

size they will be paid. Such beneficiaries of social insurance are

not in precisely the same class with persons whose insurance

benefits are paid as the result of private voluntary insurance.

Despite this distinction, it is not in general desirable to have

the state exercise that right to regulate and direct which

ordinarily is associated with disbursement of public funds.

Conclusions are quite different with respect to those persons

whose need results in part from their inability to manage their

own affairs, especially if they have children who need care and
guidance. The people of the country have a great stake in these

children. Probably few would object to the taxes they may have
to pay to provide them with the necessaries of life and with

opportunities up to a reasonable minimum standard. But most
persons would like some assurance that the money thus paid is

wisely spent in the interests of the health, education, and
normal development of the children. It is disturbing enough if

the money is imprudently spent on things that are relatively
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harmless
;
many people are more than disturbed when it is spent

to maintain a way of life that is injurious to the children and
that jeopardizes their chances of becoming well adjusted, self-

supporting members of the community.
In such cases, the recipients of the benefits should be subject

to the supervision of competent, professionally trained, public

employees, and payments should be contingent upon suitable

use and application of the public funds provided. The accepted

principles of social case work dictate that wherever possible

children be left with their parents or—if there are no parents

or no parents competent to care for them—then with suitable

relatives, and that every effort be made to develop a satisfactory

family life. Despite fictional stories and moving pictures, in

actual practice professionally trained social case workers go

very close to the limit in following this principle. It seems

reasonable to conclude that payment of public funds for

persons whose need results from their personal limitations

should be sufficiently contingent to make it necessary for the

recipients to comply with minimum standards.

To prevent misunderstanding, the fact should be emphasized

that a sound and adequate appeals procedure is recommended.

A person or a family believing that the public employees in

immediate charge of the case are dealing unfairly or making

unreasonable demands should have opportunity to appeal to a

higher authority, which has full power to order and enforce

changes if the conduct of the examiners and case workers is not

in accordance with the law, the regulations, and sound profes-

sional standards for dealing with people who need guidance and

supervision.

RELATIONSHIP WITH OTHER AGENaES

The conclusions that are here set forth represent obviously

the acceptance of welfare concepts rather than wage and money

insurance concepts. They are based on the idea that the state

should go only far enough to establish a floor below which none

would be permitted to fall without becoming eligible to such

assistance from the public treasury as may be necessary.
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One reason for this conclusion is the conviction that at least

as important as money in many cases is constructive develop-

mental service. The task is, in so far as possible, to rehabilitate

and to lead to self-support, confidence, and respect. This task

demands that the welfare agencies of government work in

the closest possible co-operative relationship with such public

agencies as the employment offices, the schools, the public

health services, in rural communities the farm agencies, and

even in some cases with the courts and the law enforcement

officers. Co-operation is also necessary with private citizens

and voluntary community organizations, notably the churches,

the medical organizations, the parent-teachers associations,

and organizations providing suitable recreation. Rehabilitation

and adjustment to environment have to be achieved in the com-

munity where the individual lives. This adjustment cannot be

effected merely by giving money from the public treasur}^.

Such grants do not necessarily change the attitude of the

neighbors toward the recipient; they may, as a matter of fact,

impair them. Grants do not necessarily give self-respect, for

self-respect often depends in part upon meriting and receiving

the respect of neighbors.

The United States is far too large and too diverse to per-

mit the successful direction of local affairs from Washington.

Democracy requires the preservation of a very large measure

of local self-government. The activities of government that

touch the individual, the family, and the community must be

co-ordinated and largely controlled at the local level. A na-

tional government and a state government can do much in the

way of prescribing minimum standards, aiding in finance, and
supplying technical and professional standards, but success

depends on the co-operation and the spirit of the people in the

community. They must have real responsibility and authority.

If responsibility and authority are taken from them, many
communities will be divided into hostile camps, the one made
up of those who look to a faraway government for gifts and
grants, and the other comprising persons hostile to the programs
and policies of the national government and antagonistic

toward the persons who have become its wards.
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THE MERIT SYSTEM AND HIGH STANDARDS OF
ADMINISTRATION

The welfare function of government, which necessitates the

taking of money from one group to give to another, demands,
perhaps more than any other, the maximum possible protection

from political abuses and the consistent maintenance of high

standards of competence in actual administration.

Experience suggests that the best possible device for securing

sound personnel administration is through the grant-in-aid

plan. Under this plan the national government is preserved as

an agency to establish standards, to supervise administration

and to review. It is freed from the dangers that arise when it

has a vast army of national civil servants so dispersed that

every city and every rural county seat has its quota of federal

employees in immediate contact with recipients of federal

money. Merit system laws are far too weak to stand such a

strain. Their value depends on the integrity and intelligence

with which they are administered. The chances for success are

far greater if the national government compels the states to

adopt and use such laws and supervises their administration

and enforcement of them, than it is if the national government

itself has an army of employees controlled and directed by

politically appointed policy-making officers at Washington.

In summary, the United States has, at present, a chaotic,

unsystematic, and improperly financed system of social security

and relief that leaves many large segments of the population

unprotected from want. It is essential to establish a universal,

comprehensive, co-ordinated system of social security and relief

that will protect all persons in need. In advocating such a sys-

tem we are not unmindful of the major financial and adminis-

trative difficulties involved.

Expenditures for relief and social security must be made from

current income. It is impracticable to meet them through any

system of reserves. Insurance reserves of the national govern-

ment consist only of its own obligations to pay in the future.

Consequently the reserve system does not and cannot actually

lessen the burden on future generations.
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Social security is only one among many competing claims on

the limited revenue of government. The people through their

government must therefore weigh the merits of various com-

peting claims on public resources. Expenditures for social secu-

rity and relief are primarily remedial or defensive in nature;

they are essentially different from expenditures for constructive

programs that promote increased efficiency in the production of

needed goods and services. Payment for reliefand social security

cannot be given a priority over all other forms of expenditure.

In establishing standards of payments for relief and social

security it is necessary to keep in mind the limited funds avail-

able, competing claims upon the government, and the remedial

nature of relief and social security payments.

The United States is a vast country with dissimilar economic

and social conditions; consequently different sections have dif-

ferent problems to meet. This country has a federal form of

government which makes it possible to meet different situations

in various ways in the several parts of the country. While the

federal government ought to insure a minimum standard of

benefit payments for relief and social security, an absolutely

uniform system of social security and relief would not be de-

sirable because of the differences in the planes of living and in

the costs of living in the various sections of the nation. In

developing and administering the program, the active co-opera-

tion of the national government with the several states is

required.



APPENDIX

THE USE OF CENSUS DATA IN
ESTIMATING COSTS

L THE OLD-AGE PENSION
1 he cost of an old-age pension will depend basically upon four fac-

tors: (i) the age at which retirement is permitted; (2) the number of
persons at or above the retirement age; (3) the percentage of the
persons above the retirement age who will elect to retire; and (4) the
amount of the pension allowed. The amount of pension allowed and
the paxentage of persons who will elect to retire are related in that

the higher the benefits the greater the inducement to retire.

The table below shows the number of persons reported in the

1940 census at or above five different age levels from 75 and over

dowm to and including 55 and over. The costs of pensions of five dif-

ferent amounts per annum are shown for each age at retirement upon
the assumption of 100 per cent retirement.

Aggregate Annual Cost of Specified Pensions
Estimated for Various Retirement Ages

(Cost items in millions of dollars)

Retirement
Number
1940 (In

thousands)

Cost of an Annual Pension of

Age
$100 $300 $500 $700 $900

75 years or over.

70 years or over.
|

65 years or over, i

60 years or over.
|

55 years or over.j

2,643
5,213
9,019
13,748
19,592

264
521
902

1,375
1,959

793
1,564
2,706
4,124
5,878

1,322
2,607
4,510
6,874
9,796

1,850
3,649
6,313
9,624
13,714

2,379
4,692
8,117
12,373
17,633

From this table it will be noted^ that on the assumption of complete

retirement a pension of $300 a year would in 1940 have cost 2.7 billion

dollars with retirement at 65 years of age, 4.1 billions at age 60,

and almost 6.0 billions with age 55. A retirement age of 60 would add

roughly 50 per cent to cost as compared with age 65; and one at age

55 would substantially more than double the cost.

In discussing the cost of provision for old age we decided not to go

below age 65. This decision meant that in a universal, comprehensive

system provision through other benefits would have to be made for

persons under 65 who were incapable of self-support, and for widowed,

divorced, or separated women whose family responsibilities precluded

871
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substantial gainful employment. They are accordingly provided for

by benefits which necessitate establishment of eligibility proof of other

facts in addition to calendar age.

The next question we had to face was how many would retire. The
three assumptions made and the method used are shown in the table

below.

Assumed Rates of Retirement

Specified Age

Popula-
tion of

Specified

Age,
1940

Assumption 1 Assumption 2
j

Assumption 3

Per-

centage

on
Pension

Thou-
sands of
Pen-

sioners

Per-

centage
on

Pension

Thou-
:

sands of
Pen-

sioners

Per-
centage,

on 1

Pension

Thou-
sands of

Pen-
sioners

65 years or over 9,019 87^ 7,811 78^ 7,042 67^ 6,082

75 years or over 2,643 100 2,643 95 2,511 90 ^ 2,379
70 to 74 years .

.

2,570 90 2,313 80 2,056 70 1,799
65 to 69 years.

.

3,807 75 2,855 65 2,475 50 1,904

^ Calculated on basis of assumptions for each specified age period.

These estimates are made upon judgment. We started with the

lowest one and built up from it.

It seemed reasonably safe to assume that a man 65 years of age or

over who was not in the labor force in 1940 would in all probability

elect to take a pension under a no-means test system even if he had
means enough to support himself. The census data showed that in

1940 males in the labor force formed 50.8 per cent of the men 65 to

74 years of age and 17,8 per cent of the men 75 and over.

It seemed entirely reasonable to assume that a substantial number
of men 65 years of age or over who were reported as in the labor force

would not continue in it were no-means test old-age pensions avail-

able. Some farmers and a substantial number of farm laborers would
withdraw from work ifwithdrawal meant a cash payment each month.
Men whose efSciency was substantially impaired would no longer
feel under obligation to stick to a job or to hunt a new one if they
should be dropped.

At age 65 and over there are many widows who have never been in

the labor force at all or who have not been in it for years. These
widows added to the men over 65 years of age who were not in the
labor force and their wives seemed to us to warrant an assumption
that 50 per cent of the population between 65 to 70 would take ad-
vantage of a no-means test, old-age system even if the benefits were
fairly low. It may be recalled that in the states which have a pension
philosophy^ such as Oklahoma, Texas^ and Colorado, in the neighbor-
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hood of 50 per cent of the persons 65 years of age and over had by
December 1942 obtained benefits under the means test old-age as-

sistance program. Elimination of the means testy bringing eligibility to

persons regardless of their resources, would in ourjudgment materially
increase numbers throughout the country. We therefore assumed a

rate of retirement at 50 per cent for those 65 to 69 years of age, 70
per cent for persons 70 to 74 years of age, and 90 per cent for those 75
years of age and over. The number of men over 75 who are still work-
ing and have wives must be relatively small and the number of

women 75 or over who are still in the labor force was only 2.1 per cent

in 1940.

The assumptions produced a rate of retirement for persons 65 years

of age or over of 67 per cent as the lowest of the three given in the

table. The reader may note that in Chapter XXVII we occasionally

use as our low an assumption of a straight 50 per cent. It has the ad-

vantage of arithmetical simplicity, but in our judgment it is extremely

doubtful whether a no-means test system would have such a low re-

tirement rate unless benefits were extremely small or opportunities for

gainful employment at substantial earnings were good.

Our second assumption produces a weighted average retirement

rate for persons 65 years of age or over of 78 per cent. A figure in this

neighborhood could, it seems to us, be reasonably ,expected if benefits

were fairly high and conditions with respect to permitted earnings

after 65 were liberal. It would seem highly probable that in rural areas,

wdiere money wages and housing costs are relatively low, and where

an elderly couple can supplement their pensions by subsistence farm-

ing activities, the retirement on pensions might prove attractive. The
figures for old-age assistance permit an interpretation that retire-

ment on a money pension is more attractive in rural areas and small

towns than it would be in high-cost, high-wage, metropolitan centers.

If pressure should develop from economic conditions, public opinion,

or the desire of employers to encourage or even to force retirement at

approximately age 65, an estimate of 75 or 78 per cent retired would

not appear to us unreasonably high.

Our high figure gives a weighted average retirement rate of 87 per

cent. Such a figure would result from high benefits, very liberal provi-

sions with respect to earnings after retirement and with respect to

eligibility of a wife whose husband still earned, and a considerable

degree of pressure from one source or another to encourage or force

retirement. In this connection it should perhaps be noted that in-

dividual employer retirement systems both public and private have

rarely if ever attempted to restrict a retired employee from earning

after he has retired. Many persons retired on pension from an indi-

vidual employer retirement fund continue gainful employment. Thus
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retirement rates for such funds are inapplicable to a universal^ goFem-

mental, old-age retirement system.

IL CHILDREN’S ALLOWANCES

Under the existing programs in the United States direct provision

for children is made in three principal ways:

1 . Children who are in need and who are to live with a relative with-

in the degree specified by the Social Security Act may receive an aid

to dependent children benefit under that grant-in-aid program.

2. Children who are in need but are not eligible or regarded as

eligible under the aid to dependent children program may be given

assistance by the state, the local government, or the two combined

under general public assistance.

3. Children of a father who retires at age 65 as fully insured, per-

sons under old-age and survivors insurance, and children of a father

who on his death was currently insured under O.A.S.L receive a

benefit as of right regardless of need. Under certain circumstances

children of a mother who was fully or currently insured under O.A.S.L

may take as of right regardless of need.

Obviously the existing programs do not afford much of a basis for

figuring the cost of a comprehensive system for insuring the social

security of children. In the United States emphasis has been placed

on security for persons 65 years of age and over and persons of that

age only rarely have direct personal responsibility for the support and

care of children under 18 years of age. It is necessary for us in ap-

proaching the question of costs for providing for children to proceed

very largely on the basis of assumptions.

The basic data regarding the number of children under 18 years of

age as given in the 1940 census are presented in the table belo’w.

Children under 18 years of age, it will be noted, numbered approx-

NtjMBEK AND Percentage of Children in the Population, 1940

Number
(In thousands)

Percentage of

Specified Age
Total

Population
Population

20-64
,

under 18 YEARS OF AGE.

.

40,288 30.6 SZ.l

16 and 17 years. ...... 4,892 3.7 6.3
15 years 2,423 1.8 3.1 .

,

Under 15 years of age.

.

32,973 25.0 ' 42.6 '

10 to 14 years. 11,746 8.9 15.2'

5 to 9 years. 10,685 i 8.1
Under 5 years of age. 10,542 8.0 13.6
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imateiy 40.3 millions in 1940, They constituted 30.6 per cent of the
total population in that year and 52.1 per cent of the population ao
to 64 years of age. Thus an allowance of ^100 a year paid in behalf of
each child under 18 years of age would have cost in 1940 over 4 billion

dollars and, had it been financed entirely from contributions by per-

sons 20 to 64 years, would have necessitated a payment of $52,10 per
capita of this group.

A question may properly be raised as to whether children over 15
years of age but under 18 years should be universally eligible to a
child’s allowance even if one should be provided. It is therefore sig-

nificant to give the figures for children under 15 years of age. They
numbered about 33 millions in 1940 and made up 25.0 per cent of the

total population and 42.6 per cent of the population 20 to 64 years of

age. Thus an allowance of $100 a year to each such child would have
cost almost 3.3 billion dollars in 1940, and if financed from contribu-

tions from individuals 20 to 64 years, would have required an average

per capita contribution of about $42.60.

Neither the proposed British comprehensive system nor the New
Zealand system provides for a universal children’s allowance. New
Zealand uses a means test, so it only pays allowances to children

in need according to the legally established definition. The proposed

British plan assumes that a gainfully employed father can support a

wife and one child from his earnings or other income. It proposes to

pay the regular no-means test children’s allowances only to second

and subsequent children, unless the father is unemployed, disabled,

or deceased. The British system proposes larger allowances for orphans

than for children with one or both parents living. A benefit is to be

paid to the widowed mother who has one or more children, and the

child of a widow derives part of its support from the allowance to the

mother.

-The nationai income tax law and state income tax laws provide for

exemptions on the basis of children, and hence some indirect contribu-

tion is allow-ed for their support. In view of these facts we decided

against including in our rough estimates of cost an item for no-means

test children’s allowances. Instead we have assumed that children’s

allowances will only be paid when the evidence show^s that an insuffi-

cient sum is available to care for the child in accordance with a stand-

ard established by lawn If a family is possessed of sufficient resources

to care for a child, a benefit would not be paid on the sole ground that

the child’s father had retired at age 65 as a fully insured member of

O.A.vSJ. or that he had died a currently insured member of O.A.S.L

If the family had insufficient resources to provide for the child, a grant

would be made regardless of the cause of the deficiency of family in-

come.
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We have not made the detailed studies which would be necessary to

arrive at anything approaching a precise estimate as to what such a

system, would cost on the basis of a graded series of assumptions re-

garding the conditions upon which the benefits should be granted.

Instead we prepared only some crude figures to indicate roughly the

range of costs. They are presented in the table below and are based

on the approximately 40 million children under 18,

Estimated Costs of Allowances for Children

Assumed
Percentage
of Children

in Need

Number of

Needy
Children at

Assumed
Percentage

(In millions)

Cost (in millions) of an Annual Benefit of

$60 1120 $180 $240 $360

2

.

5 per cent . .

.

1 $ 60 $ 120 $ 180 $ 240 $ 360

5 per cent 2 120 240 360 480 720

10 per cent 4 240 480 720 960 1,440
20 per cent 8 480 960 1,440 1,920 2,880
30 per cent 12 720 1,440 ! 2,160 2,880 4,320

The lowest percentage of need used in this table is 2.5. In December
1942 children in receipt of aid to dependent children formed 2.i per

cent of the children under 18 years of age as reported at the census of

I940d The children under this program were both in need and living

with a relative within the prescribed degree. There were other children

in need who could not qualify under this program. We therefore have
used 2.5 as the lowest figure. In our opinidn^ however, the figure is

lower than would be experienced under a comprehensive system, and
therefore in the summary table in Chapter XXVII we have used a

low of 5 per cent.

For the high figure we have used 30 per cent, influenced perhaps by
the frequently quoted statement that a third of the population of the

United States is ill clad, ill housed, and ill fed. If the United States

should again experience a deep and prolonged depression, with mil-

lions of people in the age groups 20 to 64 years of age unemployed for

considerable periods of time, it is conceivable that the number of chil-

dren in need, according to a reasonable definition, might approach 30
per cent. In our opinion 30 per cent is much too high a figure to repre-

sent any probable annual average in the United States. Accordingly
in the summary table presented in Chapter XXVII we "have used ao
per cent which we believe would prove high as an annual average.
Annual average is stressed because the number of children under

1 8 years of age who are in need will vary with employment conditions.

^ Scciai Security Yearbook^ ig42y p,
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If the nation, in perfecting and developing its system of social secu-
rity, should stress the prevention of want and the welfare concepts, it

will pay benefits with relation to the number of dependent chil-

dren. It will not pay benefits according to an insurance plan based on
the past earnings of the worker with no reference whatever to the num-
ber of children who are dependent on that worker for their support.

In the table on page 876 figures are given for five different rates of

benefits ranging from S60 a year to $360 a year. Two different policies,

with various combinations of them, are possible. Both involve estab-

lisiiiiig the fact that the child is in need or at least is so circumstanced

that eligibility is established in accordance with legal standards. Un-
der the first policy the amount given is only sufficient to bring total re-

sources, including the benefit, to the prescribed legal standard. Under
the second, each child who is eligible gets the same amount of benefit,

which is added to whatever resources he may have, provided those re-

sources are not high enough to preclude eligibility.

If the benefit is only enough to bring the income available for the

child to the prescribed standard, the average per capita allowance may
fall as the percentage of children covered increases or as the standard

used is made more liberal. The last increment of children added to the

benefit rolls may require less than the first increment to bring them
to the standard. Thus under such a system one might use the $240

average benefit if only 5 per cent of the children were involved and the

fi20 figure if 20 per cent received benefits.

If flat sum benefit payments are made to all in need without refer-

ence to the degree of need, the cost will depend solely on the number

on benefit and the amount of the benefit. Thus a benefit of $20 a

month or $240 a year would cost 960 million dollars if 10 per cent

were eligible and 1.9 billions if 20 per cent were eligible. Under the

other system with benefits adjusted to the degree of need, 10 per cent

in need might require an average of $20 each or a total of 960 million

dollars, w^hereas 20 per cent might require only an average of 5 each

per month or a total of a little over 1.4 billions.

In the summary table in Chapter XiJ^II we have used a low benefit

rate wfitli a low percentage eligible and a high benefit rate with a high

percentage eligible. Our objective there was to establish the limits of

reasonable variation in an effort to estimate costs. We were not at-

tempting to do more than that or to show what a children's allowance

system that we might regard as desirable would cost.

in. WOMEN^S BENEFITS

If one takes as the criteria for evaluation, the concept of universal,

comprehensive, and co-ordinated coverage, the provisions of our exist-

ing programs with respect to women are open to serious and funda-
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mental questions. A comparison between our present provisions and

those embodied in the New Zealand system and the proposed British

plan suggests that in the United States this subject has largely escaped

real analysis and presentation.

In the earlier section of this appendix dealing with old age, we al-

lowed for no-means test pensions for women aged 65 years and over if

unemployed and not the wife of a fully employed man. In the present

section we shall be concerned with three other major classes of women.
I. Widowed, divorced, or separated women 50 to 64 years of age

who are not in the labor force. In many cases they had not been in it

for some years at the time they lost the support of the husband.

Whether they have or have not the responsibility for a child under 18

years of age is not here treated, although such responsibility would

increase the argument in favor of a benefit for them. Included with

them would be those single women of like age who are not in the labor

force and may have spent many years as housekeepers for a parent,

or other relative and are cut oiF from connection with the income

stream when the supporting relative dies or makes other domestic

arrangements. Women in this group may not be able to obtain gain-

ful employment.

a. Widowed, divorced, or separated women 15 to 49 years of age

(a) who have direct and immediate responsibility for one child or more
requiring their care, (b) who cannot obtain gainful employment which
does not conflict with the obligations to the child or children, and
(c) who cannot make satisfactory family arrangements whereby the

child or the children will receive the needed attention from other

qualified members of the family. ^

3. Women under 50 years of age who are unable to work either in a
gainful occupation or as a homemaker. If they are married women
living with the husband, the husband may be at extra expense both
for their care and for procuring substitute services for the family. Age
50 is used as the upper limit because of the assumption that if the
woman is above that age she can be provided for in group i. If these

women have a child under 18 they are eligible under group 2 above,
although they may not be able to give the child the necessary service.

Data are not available to permit anything approaching a precise

statement as to the number of women in these three groups. The only
practicable course appeared to be to use the available census data
and to make some assumptions with respect to factors not measured
by the census. The customary device for trying to arrive at a probable
range generally has to be employed, namely using both a low and a
high assumption neither of which seems out of reason.

Three difficulties deserve special mention:
I, The census classifies women by age and by marital condition,



WOMEirS BENEFITS 879

single, married, widowed, and divorced. Among the women who report
themselves as married are some who are as a matter of fact divorced
but prefer to be known as married and others who are separated from
their husbands. The husbands may or may not be supporting them or
contributing to their support. From the census reports it is possible to

determine how many married women were not living in the same
household with the husband, but these data do not answer the ques-
tion whether the husband is supporting the wife and such children as

they may have. The same problem arises with respect to divorced
women. Some may receive sufficient alimony to support them and
their children. For women at ages 15 to 49, the question of whether a
husband is or is not providing support is of significance from the
standpoint of our present task only in so far as the women have chil-

dren under 18 years of age who are dependent on them.
2. The census has not presented figures cross-classifying women

by age, marital condition, gainful employment, and status with respect

to care and responsibility for a child or children under 18 years of age.

It is therefore necessary to make certain assumptions on the basis of

such data as are available and to estimate the range within which the

correct figures would probably fall.

3. The census does not collect data with respect to the physical and
mental capacity of women for either gainful employment or for keep-

ing house and caring for children. The fact that a woman is actually

gainfully employed may be regarded as fairly well establishing at

least a minimum degree of capacity, and the fact that she is in the

labor force although at the time of the census unemployed, creates a

presumption of capacity. With respect to women not in the labor

force there is little to go on. Single, widowed, and divorced women
not in the labor force may not be gainfully employed or seeking em-
ployment because they have sufficient resources in one way or another

to get along. On the other hand, some may not be able to work. Mar-
ried women not in the labor force are in the main physically and

mentally equipped for their duties, but there are some who are not.

How many is the question which will require use of assumptions.

A table on page 880 presents a summary of the available basic data

for 1940 with respect to women 15 to 64 years, classified according to

age in quinquennial groups. It shows (a) marital condition, (b) for

married women whether they were or were not living in the same

household with the husband, (c) how many women were heads of

households, and (d) how many were reported as in the labor force.

JVoinen 50 to 64 not in laborforce and without husband. Our first ef-

fort will be directed toward estimating the number of women 50 to 64

years of age who (i) are not in the labor force and (2) do not have a

husband from w’^hom they may receive support.
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The number ofwomen 50 to 64 years of age who are single^ widowed^
or divorced is available from the census. To the total for these .three

classes, .should be added the number of married women who are sepa-
rated from their husbands and are not supported by them. Estimates
of .this number, are based on the number who are not living in the same'
hoiisehold, with their .husbands. For our low estimate, we assume that'

four absent husbands out of five are continuing to meet their re-

sponsibilities, and therefore we add only one fifth of the women not
living with their husbands to our known total of women 50 to 64 with-

out Iiiisbaiids. For our high estimate, we assume that only two absent

husbands out of five continued to meet their responsibilities, and hence

we add 60 per cent of the married women not living in the same house-

holds with their husbands.

By the method just described, an estimate is made of the total num-
ber of single, widowed, divorced, or separated women aged 50 to 64
years. From this total number must be subtracted those who are in

the labor force and are assumed to be self-supporting. Among the

women of these ages who are reported by the census of 1940 as in the

labor force, are some who are married women living in the same house-

hold with their husbands. Census tabulations do not show how many.

They do show, however, that of all women 45 years of age or over in

tlie labor force 29.2 per cent were married women living in the same
household with their husbands. That figures means that 70.8 per cent

of women 45 years of age or over in the labor force were single,

widowed, divorced, or married women not living in the same house-

hold with their husba)- 4^. For the purposes of the present estimate,

it is assumed that this ;^.8 per cent applies equally in the three quin-

quennial age groups between 50 and 64. From the total single,

widowed, divorced, or separated, we shall therefore subtract 70.8 per

cent of the women of the respective ages in the labor force.

The figures used in this method of estimating are presented in the

table on page .882..

According to this method of estimating there were in 1940 between

754,000 and 782,000 women 60 to 64 years of age who were not in the

labor force, and either had no husband or if still married were not

supported by the husband. If an average annual benefit of ?2o a

month or $240 a year were paid to these women, the cost would be

between iSi million dollars and 188 millions a year.^

The total number of women 50 to 64 years of age in 1940 who were

not ill the labor force and either had no husband or if still married

were not supported by the husband is estimated to have been from

ij millions to 1.9 millions. An average benefit of I240 a year for

them would thus have cost between 43^ million and 456 million dol-

lars.
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With respect to the women 50 to 64 years of age who are not in the

labor force and either have no husband or if married are separated

from the husband, we have assumed that the question of whether they

had or had not the care of a child under 18 years of age would be im-

material. In other words that if they were unemployed and could not

get suitable employment, they would be entitled to a small benefit.

Estimated Number of Women Aged 50 to 64 Years
Without a Husband and Not in Labor Force

Number (in thousands) of
Women at the 1940

Census Aged

60 to 64 .55 to 59
j
50 to 54

Single 216 246 305
Widowed 730 635 559
Divorced 32 49 71

Total without a husband 978 930 935
20 per cent of those married but without a husband pres-

end in household 14 19 26

Total with 20 per cent included 992 949 961
Less 70.8 per cent of the women in the labor force

’

238 360 516

Estimated number without a husband and not in the

labor force 754 589 445

Total without a husband 978 930 935
60 per cent of those married but without a husband pres-

ent in household ? 42 58 77

Total with 60 per cent included. 1,020 988 1,012
516Less 70.8 per cent of the women in the labor force 238

1 360

Estimated number without a husband and not in la-

bor force 782 628
j

496

Women under §0 years of age without a husband and with care of a

child under i8 years of age. With respect to women under 50 years of
age, the assumption is that if widowed, divorced, or separated and
physically able to work, they will not receive a benefit unless they
have the care of and responsibility for one child or more under 18

years of age. If they have no responsibility for such a child and are
physically fit, they will be expected to enter the labor market and get
gainful employment. Should no work be available, they would have to

qualify for unemployment or training benefits under the unemploy-
ment compensation system. The question regarding the widowed,
divorced, or separated women under 50 years of age is therefore how



WOMEN^S BENEFITS 883

many have the care of and responsibility for children under 18 years
of age.

In the table below are presented two estimates as to the num-
ber of women 15 to 49 years of age once married but now without a
husband or, in the case of women married at the date of the census,
without a husband contributing to their support. The two estimates
are based on different assumptions as to the number ofwomen married
at the tune of the census but not living in the same household with the
husband who are not supported by their husbands. The aggregate
number, in thousands, under one estimate is a,08 1 and the other 2,550.

Estimates of the Number of Women® Aged 15 to 49 Not Supported by a Husband
(Number in thousands)

Age Widowed Divorced

Of Those Married
but Not in House-
hold with Husband

Total Once Married
but Now Without a

Husband

20per cent 60per cent 20 per cent 60 per cent

IS to 49 years 1,210 637 234 703 2,081 2,550

IS to 19 years.

.

6 9 12 37 27 52
20 to 24 years.

.

33 56 35 106 124 195
25 to 29 years. 72 101 42 125 215 298
30 to 34 years .

.

128
i

126 40 120 294 374
35 to 39 years .

.

220 132 39 118 391 470
40 to 44 years.

.

318 117 35 104 470 539
4S to 49 years .

.

433 96 31 93 560 622

® Census of 1940, Popukiim,

How many of the approximately a million once married women
without a husband, or married women without a husband supporting

them, have children under 18 years of age? The census, through a

sampling method, gives the percentage of women ever married who by

1940 never had had any children. These percentages are given in the

table on page 884 and they serve as the basis for two estimates, a

higher and a lower as to the number who have children under 18 years

of age living with them. These percentages with children under 18 are

estimates, although there are some data against which they will be

checked in the footnote on page 885. The percentages are lower than

the percentage who had borne children, because (i) some of the chil-

dren born to them have died, (a) some are not living with their

mothers, and (3) in the case of the older women, some have reached

the age of 1 8. It should be clearly understood that a woman belongs in

our category so long as she has one child under 18 years of age still

living with her and receiving her care.
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Estimates of the Percentage of Women 15 to 49 Years of Age Who Have
Been Married with Children under 18 Years of Age

Women Who Have Been Married

Age
Percentage
Childless^

Percentage
Who Have

1 or
More Children®

Assumed Percentage with
Children under IS Years of Age

Pligher

Estimate
Lower

Estimate

15 to 19 years 49.1 50.9 45 ,40

20 to 24 years 36.6 63.4 55 50

25 to 29 years 27.7 72.3 65 58

30 to 34 years 21.5 78,5 70 60
35 to 39 years 18.2 81.8 75 i

65

40 to 44 years 16.0 84.0 75 1 65

45 to 49 years ..... 15.4 84.6 70 ^ 60

® Census of 1940, Population: Biferential Fertility ig40 and igio^ p. 13.

By applying the assumed percentages given in this table to the

numbers in the preceding table we get the four different answers, pre-

sented below.

Estimates of Number of Women Who Have Been without Supporting
Husband with Children under 18 Years of Age

(Number in thousands)

Age

Low Estimate High Estimate

Number

With Children
under 18

Number

With Children
under IS

Higher
Esdmate

Lower
Estimate

Higher
Estimate

Lower
Estimate

15 to 49 years. ... ,

.

2,081 1,464 1,270 2,550 1,777 1,545

15 to 19 years 27 12 11 52 23 21
20 to 24 years 124 68 62 195 107 98
25 to 29 years 215 140 125 298 194 173
30 to 34 years. ..

.

294 206 176 374. 262 224 .

35 to 39 years. . .

.

391 293 254 470 353 306
40 to 44 years 470 353 306 539

, 404 350
45 to 49 years. . .

.

560 392 336 622 434 373

15 to 44 years. 1,521 1,072 934 1,928 1,343 1,172

Percentage with chil-

dren mrder 18 .... 70A 61A 69.7 60.8

According to this method we estimate the number of widowed,
divorced, or separated women aged 15 to 49 years of age with children
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under 18 liYing with them as ranging between roughly 1.3 millions' and
1.8 millions.^

If each of these women were given a no-means test benefit of $30 a
month to enable them to devote their time to the child or children
under 18 years of age^ the cost could be between 468 and 648 million

dollars a year.

What would be the difference between such benefits and the widow’s
current insurance benefit, as provided under O.A.SJ.?

1 . They would be paid to all widows with a child or children under
1 8 years of age regardless ofwhether the husband was or was not either

fully or currently insured under O.A.S.I.

2. They w'ould be paid to divorced women who have the care of a

child under 18 years of age. O.A.S.L does not provide a benefit for a

divorced w^oman if her husband is still living.

3. They would be paid to married women whose husbands have left

2 The Census Bureau has a report on “Types of Families” which presents data with
respect to the number of families which contain children under 18 years of age, but

the data it gives were not well suited for our immediate purpose. They do, however,

permit some method of checking the estimates we have used as to the percentage of

widowed, divorced, or separated women who have children under 18 years of age.

For families with a male head and with the wife present in the household, the report

gives the number with children under 18 together with an age classification according

to the age of the father. The comparison between these figures and the high estimate

used by us is as follows;

Age of mother in our estimate Our High The Census Figure

Age of father in the Census data

Under 25 years of age. .... 53.0 53‘5

25 to 29 years. . ... 65.0 65.7

30 to 34 years . ... 70.0 74-7

35 to 44 years .... 75-0 77.0

In our opinion it is extremely doubtful whether our high should be raised to the high

for fathers. Many of the fathers have wives younger than they are and they are living

in the same household with their wives. Such families are more likely to have children

under 18 years of age than the widowed, divorced, or separated women of comparable

age.
,

,

^ ^ ^

:

For families with a female head, widowed, divorced, or separated, there is no detailed

classification by age and presence of children under 18 years of age. The figures show,

however, that the percentage with such children for these classes of women under 45
years of age combined is 64.5. Our estimates give a range from 60.8 to 70.5 for women
under 45 years of age. The census figures, by classes, are for divorced women 55.1, for

widows 68,3, and for married women with husband absent 65.3. We use as our low a

smaller figure than these data suggest, because it seems probable that these once mar-

ried women who have become heads of families are more likely to have children than

those w^ho are living with relatives or boarding.

One could of course go into these figures in far greater detail and refinement than we

have attempted here. Our object has been merely to get a general idea of costs and not

to present precise figures.
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them with a child or children under i8 years of age and are not con-

tributing substantially to their support. We should repeat here that

our figures as to the number not supported by absent husbands are

based on arbitrary assumptions.

Obviously these estimates of a cost of 468 to 648 million dollars

could be materially decreased by introducing means tests into the

situation. For example:

1. The money which a divorced woman received from her husband

could be treated as an asset, and if it exceeded a certain amount, could

be deducted from the benefit.

2. The money which a widowed woman received from her husband's

estate could be similarly deducted.

3. If any of these women with children under 1 8 years of age worked

and had earnings above a given amount, earnings could be deducted

from benefits.

4. Other income from whatever source could be deducted.

If, however, a means test system is introduced for widowed, di-

vorced, and separated mothers who are responsible for children under

18 years of age and are not eligible for benefits under O.A.SJ., it is

questionable whether no-means test benefits should be provided for

women under O.A.S.L In this connection, it should be noted that we
are here dealing with widowed, divorced, and separated women aged

from 15 to 49 years. Current widows' benefits for widows of these

ages under Q.A.S.I. will be paid for largely by (i) employers' con-

tributions for the most part passed along to consumers in a hidden

tax and possibly (2) contributions from general tax funds.

Another census report entitled Employment and Family Ckar^

acteristics of Women permits the presentation of more precise data,

secured by the Census Bureau by its scientific sampling technique, for

the number of women between the ages of 18 to 64 who have children

under 10 years of age. These data, with an age classification, are sum-
marized in the table on page 887.

According to the figures in this table, the number of women 18 to

44 years of age widowed, divorced, or married but not living in the

same household with the husband, who had children under 10 years of

age in 1940 was only 660,000. A subsistence benefit of $30 a month to

these women would cost annually 238 million dollars a year. It will be
noted, moreover, that all women married but not living with their

husbands are included in these figures, and many of them are pre-

sumably supported by their husbands. Material reductions in costs

could thus be attained in a no-means test system by reducing the
age of the child below which the mother's care is deemed necessary.

Women 20 to pg years ofage unable to work. In the discussion of bene-
fits for widowed, divorced, or separated women in the age groups 20 to
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49 years no special allowance was made for those who because of

physical or mental condition are unable to work either in or outside

the home. Among married women with husbands supporting them or

endeavoring to support them are some who are almost entirely in-

capacitated. For two main reasons estimating in this field is particu-

larly difficult: (i) marriage is something of a selective process so that

the proportion disabled from congenital causes or early diseases and

accidents is probably materially higher among the single than among

those ever married; and (a) a legislature might take the position that a

disability benefit would be paid to disabled women without a sup-

porting husband, whereas no benefit would be paid to a disabled

woman with a supporting husband. Unfortunately we know of no gen-

eral data which would furnish a basis for guessing at disability rates

for women classified by age, marital condition, and support by a hus-

band.

The best course to pursue in seeking rough estimates seems to us to

be to give figures for all women in the age groups 20 to 49, and to use

disability rates derived from those used for men as set forth in the fol-

lowing section. The rates used for the women are substantially low’er

than those used for men mainly on the assumption that the disease

and accident rates for women are materially lower than those for

men. These estimates are presented in the table below.

Estimated Number of Women* Aged 20 to 49 Years Unable to Work

Age
Number

(In thousands)

Estimated as Unable to Work

Per Cent
Number

(In thousands)

TOTAL 20 TO 49 YEARS 29,928 2,0 623

20 to 24 years 5,895 1.5 88
25 to 29 years. 5,646 1,7 1 96
30 to 34 years 5,172 2,0 103
35 to 39 years 4,800 2,2 106
40 to 44 years. 4,369 2,5 109
45 to 49 years 4,046 3.0 " 121

* Census of 1940, Population,

This method of estimating gives 623,000 as the number of women
20 to 49 years of age who are unable to work. If a subsistence benefit

of $30 a month were paid to each of them without a means test, the

cost would be about 224 million dollars a year. Some of them are

married women supported by their husbands. Under a no-means test

system a legislature would have to decide whether the fact of marriage
should or should not make the woman ineligible. If the married
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woman should be declared' ineligible whereas the unmarried were
eligible, there would be the anomalous situation of a -woman with
means not presently married receiving a benefit, whereas the married
woman with a husband who had small earnings would be ineligible^

IV. MEN’S BENEFITS

Males 20 to 64 unable to work. There are in the population males
who are unable to work even ifjobs are plentiful If they are 65 years
of age or over they would be provided for through an old-age pension
if universal old-age pensions were available without a means test, and
therefore they have already been considered. Here we are concerned
with males in the age groups 20 to 64.

The table below gives by five-year age groups (i) the total num-
ber of males 20 to 64 years of age in the population, (2) the number
not in the labor force, (3) the percentage not in the labor force, (4) a

rough estimate as to the percentage of the total not in the labor force

because they are unable to work, and (5) an estimate based on that

percentage as to the number unable to work.

Estimated Number of Men Aged 20 to 64 Not in Labor Force and
Unable to Work

Age

Total
Number
of Men

(In

thousands)*

Not in Labor Force
Estimated as

Unable to Work

Number
!

(In thou-

sands)*

Per Cent
of

Total*

Per Cent
of

Total

Number
(In

thousands)

TOTAL 20 TO 64 years .

.

38,749 3,181 S.Z 4.7 1,859

20 to 24 years 5,692 681 12,0 ! 2.0 114

25 to 29 years 5,451 281 5.1 2.5 136

30 to 34 years. 5,070 1 225 4.4
!

3.0 152

35 to 39 years. ; .

.

4,746 225 4.7 ' 2.0 142

40 to 44 years. 4,419 261 5.9 4,0 177

45 to 49 years, 4,209 1 299 7.1 \
5.0 1 210

50' to 54 'years 3,753 334 8.9 6.0 225

55 to 59 years. 3,011 368 12.2 9.0 271

60 to 64 years..., . . . .

.

2,398 507 21.1
i

18.0 432

» Compiled from Census of Populatlon^Vol. IV, Characteristics by Age^ p. 7.

This estimate gives as the number unable to work about 1.9 millions

or 4,8 per cent out of a total of about 38.7 millions. Our estimates for

those unable to work starts at 2 per cent for the age group 20 to 24

years and rises slowly to 4 per cent at 40 to 44 years. It rises more rap-

idly from then to 59 years and goes up sharply from 60 to 64 years.

In the later years, it follows fairly closely the movement of the per-

centage not in the labor force. The high percentage not in the labor
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force in years ao to 24 and the relatively high one for the period 25 to

29 are of course due to the large numbers of youth still in school The

low point in the percentage not in the labor force (4.4) is reached in

the age period 30 to 34 years. We assume that^ of these 44 per cent,

3 per cent are the result of incapacity for work.

If this estimate of 1.9 million men 20 to 64 years of age incapacitated

for earning a living is anywhere near correct a no-means test benefit of

$30 a month per man would cost about 684 million dollars a year. If

the estimate of 1.9 is one third too high,, the number of men unable to

make:'a living would be ,1.3 millions and the cost about 468 million

dollars a year.

^ The past history of disability insurance, however, suggests the pos-

sibility that the estimate of 1.9 millions is too low. It is based entirely

on men not in the labor force in 1940. There were, without doubt, on

the census day men in the labor force working or seeking work w^ho

were more or less disabled.. If the-' social security system provided a

disability benefit, some of them, possibly a very substantial number,

would prefer the certainty of a fixed benefit to the uncertainties and

difficulties of employment. The higher the disability benefit granted,

the greater would be the incentive to retire. The rules regarding al-

lowable earnings would also have a significant bearing on costs. If a

significant amount of earnings were permitted without destroying or

impairing eligibility for a disability benefit, large numbers suffering

some physical or mental impairment would doubtless apply. Because
of these tendencies in disability insurance, it seems highly probable

that the estimates used understate rather than overstate what dis-

ability benefits would cost.

V.. MEDICAL CARE

Proposals are frequently made that the cost of medical care be
covered by social insurance. It therefore seems desirable that we
should include some figures as to costs. In making rough estimates,

we shall apply to the population figures the per capita cost figures

given by the Committee on the Costs of Medical Care as procured by
its extensive studies in 1928-31.

Proposals of three different degrees will be used.

I. The amount spent for medical care should not be greatly in-

creased, but the distribution of the cost should be changed. All per-

sons with reasonable ability to pay should contribute about the aver-
age, annual cost. Thus persons who' escape the need for medical care
in any year would help pay for those who required much care in that
year. Those in need of much care would get it by contributing the
average. Persons unable to pay the average would pay less or nothing
which means that persons of superior capacity to pay would be taxed.
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Persons of means would thus pay the .average cost for themselves plus
that part of the cost for the poor which is assessed against them.

2, The amount now spent for medical care would be increased so
that all persons in the country would have available to them the de-
gree of medical care that has been purchased on the average by fami-
lies of comfortable means—$3,000 to $5,000 a year. In other words, all

w^ith less than comfortable means would with respect to the item of
medical care be brought to the level of that group. Persons in the lower
middle brackets would on the average pay more than they had previ-

ously paid and receive a higher level of service. Persons in the $3,000
to $5,000 bracket would pay larger amounts for about the same
service, for they would bear a substantial part of the costs for im-
proi^ed service to those who cannot pay the average cost of such

service.

3. Even the average payments of the $3,000 to $5,000 group have

been inadequate to provide the amount of medical care deemed de-

sirable by the Committee on the Costs of Medical Care. Many persons

who could w^ell afford the ideal service have not elected to use their

money in that way. They should have, for example, regular medical

examinations, more immunization, more dental work. The compul-

sory social security system might be designed to make available to all

something approaching adequate medical care with special empha-

sis on preventive and corrective treatments and upon dental care,

which is one of the items frequently neglected.

From the reports of the Committee on the Costs of Medical Care, we
can get the approximate per capita cost at each of these three levels.

These figures, it should be noted, include only the costs incurred by

the individual or the family. They do not include the costs of medical

care which is supplied by official agencies through the use of tax funds

or by philanthropic agencies.

The actual average per capita cost in the period 1928-31 was placed

at $23.58.® The average charge per person per annum in families with

incomes from $3,000 to $5,000 was $28.52.^ The per capita cost of

adequate medical care exclusive of dentistry was placed at $25.30.®

The cost of adequate dentistry was placed at $10.70.® Thus the total

foradequate medical care was $36.00.'
^ ^

The total population of the United States in 1940 was 131*7 millions.

Calculated on the three assumptions shown below, this would mean

annual costs in millions of dollars in 1940 as follows:

» 1 . S. Falk, C. Rufus Rorem, Martha D. Ring, Coj/i of Medical Care (1933),

pp. 83, 96.

The same, p. 93.

* The same, p, 1 51.

® The same, p. X 53.
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!• Even distribution of the average per capita cost

in 1929-30 (?23.58).

a. All getting the service purchased by the average

family with an income between $3,000 and

$5,000 in 1929-30 ($28.52). 3,756

3, All getting adequate medical care ($36.00). . .
. 4,741

The first cost, 3,105 million dollars, represents roughly what medi-

cal care cost in 1940 if there had been no substantial changes since

1928-31 when the studies of expenditures were made by the Com-
mittee on the Costs of Medical Care. Through compulsory insur-

ance, to raise the level to that of the $3,000 to $5,000 income family

would therefore involve an increase of 651 million dollars a year. To
provide adequate medical care would involve an increase of about

1.6 billion dollars over and above what the country is estimated to

have been spending for this purpose, and an increase of about 985
million dollars over what would have been spent for this purpose had

the per capita expenditure for all been equal to the per capita expendi-

ture of members of families with incomes of $3,000 to $5,000.

Time lost through disability. The figures just given for the cost of

medical care do not include payments to families to compensate

them for loss of income which may result from disability of a worker

because of accident or illness or to enable them to hire help during the

illness of the homemaker. Medical care insurance would mean that

medical care would be paid for by families on an insurance basis and
would appear in the family budget only in the form of a premium or

tax, either specific or included with other taxes. The money to pay
for medical care would presumably not be given to the family at all

but would go directly to the individuals or agencies rendering the

service. The family budget would be affected by illness only through

loss of earnings of the head of the family or by sums the family may
find it necessary to pay for extra domestic, as distinct from medical

care, service.

The average number of days work lost on account of illness of men
and women workers in a year is generally so low that a waiting period

of even as little as one week would eliminate most of the cases, and a
waiting period of two weeks would take most of the rest. The great

majority of male workers are, moreover, in the age groups 15 to 50
years, sometimes referred to as the ages of good health, when a fairly

high percentage suffer no illness at all in the course of a year.*^ No
Gomprehensive data with which we are familiar classify male workers
who are ill by the duration of the illness. We shall therefore make no

’’The same,, p. 44, ,
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estimate as to the cost of reimbursing families for the loss of services

of a head of the family from a temporary totally disabling illness which
lasts more than, two weeks.®

VI. MATERNITY BENEFITS

Paymen ts to families to enable the employment of extra help for the
homemaker for several weeks both before and after the birth of a child

are entirely distinct from payments to reimburse for lack of earnings.

In some cases women are almost totally incapacitated during this pe-

riod. The arrival of a baby, and its proper care during the first few
months of its life^ moreover, enormously increase the amount of work
that has to be done in the home. The position is therefore frequently

taken that a comprehensive no-means test social insurance system

should provide an allowance for each woman during the later weeks of

pregnancy and the first weeks of the baby’s life to enable her to pro-

cure additional assistance. No-means test in this instance signifies

that the payment will be made regardless of whether the mother has

relatives or friends who will assist her, adequate domestic help al-

ready employed, or adequate means to hire whatever additional help

may be needed. It will also be paid regardless of the type of experience

through which the mother passes, whether she recovers quickly and

is a highly efficient w’orker and manager or recovers slowly and is in-

efficient and a poor manager.

The number of births in the United States furnishes a readily avail-

able figure upon wffiich to base an estimate of cost. Between 1933, the

first year of nominally complete registration, and the present it has

never fallen below 2 millions. In 1940 it was 2.36 millions.

A benefit of $25 for the period would cost 59 million dollars, and one

of $50 about 1 18 million dollars a year.®

® A large part of the cost of medicai care goes for treatments of short illnesses that

disable for only a lew days or for correction of defects that do not prevent the patient

from continuing Iiis regular occupational duties.

® The cost and the availability of domestic help varies so widely from place to place

and even in the same community from time to time that there would seem to be a

question as to which would be preferable, cash payments to the individual families or

an organized mothers* helper service staffed with women specially trained for their

duties. Such a service would doubtless necessarily have a considerable number of

wmmen on call who would be able and willing to leave their own homes for a few days

or for a few hours each day to help in the family needing extra service. Department

stores have found it practicable to get part-time assistance from women who are not

anxious to be regularly employed full time. The availability of such a service would

in many communities be of far more help to the mother than a payment of money

which leaves to her the problem of locating and securing efficient and dependable help.

It would seem that a service could be better adjusted to individual situations and local

variations than a, uniform lump-sum, payment.
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VII. FUNERAL BENEFITS

' The proposed plan for Britain and the Beveridge plan^ it will be

recalled^ provide a specific funeral benefit. Our O.A.S.L provides a

lump-sum death benefit payable if an individual died fully or cur-

rently insured leaving no surviving widow, child, or parent who would

on filing application in the month in which such individual died^ be

entitled to a benefit for such month. Thus for the fully or currently

insured who dies without a beneficiary eligible to take immediately,

what is equivalent to a funeral benefit is provided, amounting to six

times the primary benefit. For persons who die while covered but be-

fore attaining an insured status, no funeral expenses are paid, and

the contributions made by them or on their behalf revert to the fund.

It is customary in many sections of the country for the local govern-

ment to pay the funeral expenses of those who died without resources,

often with interment in a special cemetery, perhaps on the poor

farm or near the poor house, a practice that gave rise to the term

pauper’s grave.”

Statistics regarding the number of deaths in the United States

furnish one of the two items in the cost of a funeral benefit. For the

cost of a funeral for the different age classes we shall use (i) the cost as

given in the Beveridge report and (2) that cost plus 50 per cent.

Cost of a Funeral Benefit

Age

Number
of

Deaths;
1940 (In

thou-

sands)

Beveridge Rate®
ISO Per Cent of
Beveridge Rate

Allow-

ance

Aggregate
(In

^
thousands)

Allow-
ance

Aggregate
(In

thousands)

ALL AGES 1,417 $104,796 $137,194

Adults 20 years of age or over^ 1,237 $80 98,960 $120 148,440
10 to 19 years . , 33 60 1,980 90 2,970
3 to 9 years — 19 40 760 I' 60 1,140
Under 3 years.... 129 24 3,096 ' 36 4,644

® Sir William Beveridge, SocialInsurance and Allied Services (1942), p. 151. Bev-
eridge does not include persons of age 20 with the adults. Conversion rate used is f4.oo
to the pound.

^ Includes 1,7 thousand age not stated.

It may be worth noting that a fully or currently insured worker who
had earned an average of $$o a month would have a primary benefit

of over $20 a month and therefore if a lump-sum benefit were payable
on his death, it would be more than |i2o, the higher figure w^e have
used here for a funeral for an adult. Lump-sum death benefits under
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O.A.S.L will not cost anything like the $105 .to |i 57:millions here in-

dicatedj since O.A.S.L pays one only if there is no beneficiary im-
mediately eligible to take. If there, is such a beneficiary, that benefi-

ciary prestimabiy pays the funeral expenses.

VIIL UNEMPLOYMENT INSURANCE
The cost of unemployment insurance is a matter of guess work. The

hazard insured against is an economic not a natural factor and is there-

fore largely unpredictable. To arrive at a cost, one must guess at what
will be the average annual number of unemployed eligible for benefits

over a period of years and at the average benefit which will be paid

during
'
the period. If the guesses are too low, the unemployment in-

surance fund will be bankrupt in periods of excessive unemployment
and the unemployed will have to be provided for in other ways. If

the guesses are too high, the surplus in the fund will grow.

To give a rough idea of the approximate costs of unemployment, we
shall present a series of purely arithmetical tables using certain as-

sumed numbers entitled to unemployment benefits and certain as-

sumed average benefit rates.

The cost of unemployment benefits depends on three major factors;

1 . How many persons draw benefits

2. For how many weeks they draw them

3. How large the benefits are.

Under certain economic conditions, such as a brief but severe eco-

nomic upset, it is possible for the nation to have very large numbers

on unemployment benefits. The recovery may, however, be so prompt

that few individuals receive benefits for any very considerable length

of time. As a result the cost of benefits for that unemployment is not

great relatively and constitutes no severe drain on the unemployment

reserves. Prolonged unemployment for a very much smaller number

of persons on benefit at any time during the year may, as a matter of

fact, prove almost as costly as that resulting from a severe economic

squall that passes quickly. In order to give figures in brief compass, it

is therefore desirable first to be able to translate figures for number

on benefit at any time during the year into the equivalent number on

benefit throughout the year by using average numbers of weeks on

benefit.'

The method we shall use can perhaps be best illustrated by taking

the acttia! figures for unemployment insurance as given by the Social

Security Board for 1942^^ and applying the method to them, as fol-

h>ws;\

Social Sectirity Year Book^ 1942

^

p. 162.
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Unemployment Insurance in 1942^^

L Estimated number of persons on benefit in year^^ 2,765,700

IL Amount of all benefit payments in year^^ $345 , 514,909
, For total unemployment^ $327,661 ,636

For partial unemployment^ $ 10,709,245

III, Number of weeks compensated^^. 25,882,527

IV. Average number of weeks of compensation per person on benefit

9.358
V. Average benefit per week of compensation (II -i- III) $13.35

VL Equivalent number on benefit for entire year 497,720

VT 1.T t , r • ^^9.358 (or IV above)
(I or Number on benefit m yearX-^

VIL Average benefit per unemployed throughout year (Il-rVI) .... $694.20

It may come somewhat as a surprise that in a year of peak employ-

ment and serious shortages of man power 2,8 million people drew un-

employment benefits, They drew them, however, on the average for

only 9.4 weeks. If unemployment had been spread evenly throughout

the yearj on each working day of the year there would have been about

50O3OOO on benefit. The 2.8 millions who drew benefits in 1942 were

equivalent to only 500,000 on benefit throughout the year.

In the purely arithmetical table on page 897, numerous different

assumed numbers of persons on benefit at some time during the year

are translated into equivalent numbers on benefit throughout the

entire year for different average numbers of weeks on benefit.

Since this table is purely arithmetical the figures in it can be read to

apply to some other situations of significance in connection with unem-
ployment. It need not be used exclusively with respect to number on
benefit at some time in the year and the resulting equivalent number
on benefit throughout the year at assumed duration of benefits. For
example;

1. If it be assumed (a) that there is no waiting period in the law and
payments of benefits begin on the first day of unemployment^ and
(b) that benefits are paid so long as unemployment con tiniies^ then

the figure can be read as relating to all unemployment. To put it an-

other way, the word unemployed can be substituted in the table

headings for the words on benefit.

2. If the law provides for a waiting period of two weeks, with re-

spect to which no benefits are ever paid, one can add two to the aver-

age number of weeks on benefit as shown in the box heading of the
table in stating the duration of unemployment. In such a state, an
average of eight weeks on benefit means approximately an average of
ten weeks of unemployment. If the table is so used, the provisions of
state law with respect to duration of benefits should be kept in mind.
Under existing state laws, it is possible to have a substantial number

^ The same.
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of unemployed who have exhausted their benefit rights. Thus the
aggregate number of unemployed in the state will not bear a fixed

relationship to the number of unemployed in receipt of benefits. The
table can only be used to show total unemployment if it be assumed
that benefits are paid for unemployment so long as it lasts.

Unemployment Insurance Load in Man-Benefit Years
Calculated on Assumptions as to (1) Number on Benefit and

(2) Average Number of Weeks on Benefit

(Figures in thousands)
"

'

!

" ~~ "

Assumed
^ ^

.

Number of Equivalent Number on Benefit for One Year, if Average
'

Different® Number of Weeks on Benefit Is:

Persons on
Benefit

During
Year 1 8 10 12 15 IS 20 26

2,600.... 50 300 400 500 600 750 900 1,000 1,300
3,900 75 450 600 750 900 1,125 1,350 1,500 1,950
5,200.,.. 100 600 800 1,000 1,200 1,500 1,800 2,000 2,600
*6,500 125 750 1,000 1,250 1,500 1,875 2,250 2,500 3,250

7,S00.... 150 900 1,200 1,500 1,800 2,250 2,700 3,000 3,900
9,100.... 175 1 ,050 1,400 1,750 2,100 2,625 3,150 3,500 4,550
10,400.... 200

1

1 ,200 1,600 2,000 2,400 3,000 3,600 4,000 5,200

11 ,700, . .

.

225 I 1 ,350 1,800 2,250 2,700 3,375 4,050 4,500 5,850

13,000.... 250 ^ 1 ,500 2,000 2,500 3,000 3,750 4,500 1 5,000 6,500

15,600.... 300 1 ,800 2,400 3,000 3,600 4,500 5,400
1

6,000 7,800

18,200..,. 350
i

2 ,100 2,800 3,500 4,200 5,250 6,300 1 7,000
I

9,100

20,800.... 400
1

2 ,400 3,200 4,000 4,800 6,000 7,200
1

8,000
1

10,400

« In some instances the same person may be on benefit two or more times during the

year and be counted two or more times. .

'

If it be assumed that an average number of unemployed throughout

the year of i million represents something approaching reasonably

full employment, we would have full employment with a.6 million

unemployed at some time during the year if the average unemploy'

meiit was 20 weeks. The number unemployed at some time during

the year could rise to about 9 millions provided average weeks of

unemployment fell to six.

A figure of 2 million unemployed throughout the year would result

if 5.2 millions were unemployed at some time during the year, provided

the average duration of unemployment was 20 weeks. If the average

duration of unemployment was only six weeks, the number unem-

ployed at any time during the year could rise as high as 17 millions.

Psychologically, there are very great differences between different

amounts ofunemployment that have the same benefit cost. Prolonged

unemployment amounting on the average to 20 weeks for 2.6 million
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people might scarcely create a ripple in the public press^ but if some

catastrophy should happen so that some 6.5 millions should more or

less simultaneously be unemployed for a period averaging 8 weeks,

something approaching a panic might result. Unfortunately the dura-

tion of the unemployment is not known in advance. Because of the

employment history from 1929 to 1939 the nation will long have a

terrific fear of prolonged mass unemployment. Three conclusions can

perhaps be drawn from these facts;

1. The existence of unemployment insurance may materially help

in reducing the national fear.

2. Prompt steps should be taken to restore normal employment so

as to hold down average duration.

3. Prolonged unemployment for the few may cost almost as much as

brief unemployment for a very substantial number and probably in-

volves more suffering, although it may have less psychological effect.

In the following table the equivalent numbers on benefits through-

out the year are translated into sums of money by assuming different

average weekly benefit rates.

In 1942 the contributions collected for unemployment compensa-

CosTS OF Unemployment Benefits for Different Degrees of Unemployment
AND FOR Different Benefit Rates

(Cost figures are in millions of dollars)

Equivalent
Number Un-

employed and on
Benefit through-

out the Year
(In thousands)

Cost if the Average Weekly Benefit Js

$9.62 $13.46 $17.31 $19.23 $23.08 $25.00

500 250 350 450 500 600 650
800......... 400 560 720 800 960 1,040

1,000......... 500 700 900 1,000 1,200 1,300
1,500 750 1,050 1,350 1,500 1,800 1,950
2,000.... 1,000 1,400 1,800 2,000 2,400. 2,600

2,500 1,250 1,750 2,250 2,500 3,000 3,250.
3,000..., 1,500 2,100 2,700 3,000 3,600 3,900.
4,000.. 2,000 2,800 3,600 4,000 4,800 5,200
5,000. . 2,500 3,500 4,500 5,000 6,000 6,500
6,000......... 3,000 4,200

1

5,400 6,000
1

. 7,200 7,800

7
,
000 ......... 3,500 4,900 6,300 7,000 1 8,400 9,100

8,000...... ..

.

4,000 5,600
1

7,200 8,000 9,600
;

10,400
9,000.,.......i 4,500 6,300 8,100 9,000 10,800 11,700

10,000...,. 5,000 7,000 9,000 10,000 12,000 13,000

The annual equivalent benefits are respeGtively: 1500,1700, ^900, $1,000, $1,200,
and $1,300.
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tion amounted to |i ,139333 1 It may therefore be interesting, to exam-
ine this table and the one preceding it to see what an annual contribu-

tion of about I billion dollars would provide.

In the first column of the table just presented, that relating to an
average benefit of $9.62 a week or I500 a year, we find the figure of

I billion dollars as providing for 2 million persons unemployed con-

tinuously throughout the year. Referring back to the table on page

897 we find that 2 millions continuously unemployed equals approx-

imately any one of the following:

17.0 millions unemployed for 6 weeks
13.0 millions unemployed for 8 weeks
10.4 millions unemployed for 10 weeks
9.0 millions unemployed for 12 weeks
7.0 millions unemployed for 15 weeks
5,2 millions unemplo^'^ed for 20 weeks
4.0 millions unemployed for 26 weeks

If we take the column showing average benefits of $17.3 1 a week
or $900 a year, we do not find our precise figure, but ^900 into i bil-

lion dollars gives us i.i million. By referring back to the earlier table

we find that i.i million continuously unemployed equals roughly any
one of the following:

9. 1-|- millions unemployed for 6 weeks
6.5+ millions unemployed for 8 weeks
5.2+ millions unemployed for 10 weeks
3.9— millions unemployed for 15 weeks
2.6+ millions unemployed for 20 weeks

If average benefits are raised so that they come to ^25 a week on the

average, we find the figure of 1,040 million dollars for 800,000 full-

time beneficiaries a year. That number of full-time beneficiaries equals

about 7 million unemployed for 6 weeks, 5.2 millions for 8 weeks, 4
millions for 10 weeks, and 2.9 millions for something better than 15

weeks. ,

If the annual cost of unemployment insurance is not to exceed i

billion dollars a year, these figures suggest that:

1. Average benefits should be kept down in the neighborhood of

$10 to $12 per week.

2. Waiting periods without any compensation should be fairly long.

3. The reserves in good periods should be allowed to accumulate

without any reduction in tax rates or increases in the rate of benefits.

Such adjiistments as are made on account of growing reserves should

be in the direction of increasing the maximum duration of benefits.

4. The governments, either national or state, should have definite

^2 Tiie same, p. 171.
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plans as to the course to be pursued in case of a severe prolonged de-

pressioHj which wllh as the.figures in the second table indicate, rapidly

exhaust even very substantial reserves. In this connection, it must be

repeated that a severe and prolonged depression will result in a serious

decrease in the current tax returns based on pay rolls.

5. Much serious thought should be given to the proper handling of

unemployment insurance reserves. As things stand at the moment
some 6 billion dollars is invested in obligations of the national govern-

ment and, as has been pointed out previously, these obligations in

part or in total will have to be converted into cash whenever current

contributions fail to provide enough to pay maturing benefits. Despite

the unemployment compensation system, the nation is at present in

the position in which it will have to borrow to meet the costs in any

year in which current costs exceed free cash belonging to the system.

The truth appears to be that our elaborate system of unemploy-

ment compensation has given the insured worker a contingent legisla-

tive right to a benefit, the real security for which is the LO.U. of the

national government. The national government cannot choose its

time for redeeming those promises; it must redeem them when severe

and prolonged unemployment presents the demand. If the public

debt were at a low figure, the possibility of a sudden and inopportune

demand for several billion dollars for settling unemployment insurance

claims would not be a serious matter. But when the debt is already

of huge proportions, additions to it may be serious. For this reason,

we deem it highly important to hold down the size of weekly unem-
ployment benefits, and if reserves seem to be becoming unduly large,

to lengthen the benefit period rather than to raise the rate of benefit.

A high benefit for a short period, as the tables show, may cost the

same as a low benefit for a long period, and therefore the national

government may have to borrow no more for one than the other. But
after benefits have been exhausted, a very considerable number of the

unemployed will have to be provided for through public funds, w^hich

will doubtless mean more government borrowing on top of all that has
gone before. Again attention should be called to the fact that if bor-

rowing results in inflation that permanently raises the price level, the
value of the old-age insurance system is jeopardized.
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Actors, projects for under W.P.A., 368-70
Actuariai reserves. See Reserves

Administration,

General discussion of, conclusions on co-

ordination, division of

among levels of government, 773-
800

Specific programs, Aid to Blind, 71; Aid
to Dependent Children, 57; Civilian

Conservation Corps, 434-36^ Na-
tional Youth Administration, 445;
Old-Age Assistance, 26-27,

Railroad Retirement, 160-63; Rail-

road Unemployment, 261-70; Un-
employment Compensation, 232-42;

Work program, 356-57, 408-11

Administrative boards. See Boards

Administrative discretion, 773-79
Administrative standards, necessity for

under grant-in-aid, 765
Age for retirement. See Old-age benefits

Agricultural agencies, relationship to relief

and social security administration,

823-25, 868

Agricultural labor, covered in New Zea-

land, 522; excluded from O.A.S.L, 75,

113; inclusion in unemployment insur-

ance not required by national act, 189.

See also Farmers and Farm workers

Aid to dependent children. See Children,

dependent

Aid to the needy blind. See Blind

Anomalies in relief and social security,

737
-39 *

Appeals, adequate system of recommended,

867; in unemployment compensation,

197, 238-40; under railroad unemploy-

ment system, 264. See also Hearings

Appliances, household as an item in need,

; 5^^;

Appropriations, for W.P.A. and other work

programs, 392-408; variation in states

as a factor in old-age assistance, 35
Artists, projects for under W.P.A,, 368-69

Automobiles in relation to need, 586-88

Bankhead Jones Act, 287-89; Tenant Pur-

chase Program under, 291-95

Barkley, Senator Alben W., 40in,

Base year or period in unemployment com-
pensation, 203-04; railroad unemploy-
ment system, 245

Benefit year or period in unemployment
compensation, 204-05; railroad unem-
ployment, 245

Benefits,

General discussion of, for dependents,

642-58; for specific hazards, 617-41;

level of, in general, 607-16, 845-46,

in relation to costs, 615-16; national

standard, minimum, 746-48, 861-62,

uniform questioned, 744-46
In private retirement systems part of

compensation, 178-81

Specific programs,

Aid to Blind, 70-71

Aid to Dependent children, 51-58,

63-67

British proposals, children’s allow-

ances, 473-75, contribution rates,

482-85, 502, death, 481-82, family

allowances, 473-75, invalidity,

476-77= 494-98, level of, 477-80,

maternity, 480, old-age, 476-77,

485-90, retirement pensions. See

oliage, sickness, 476-77, 494-98,

training, 475-77, unemployment,

476-77, 490-94, widows’, 480-81,

workmen’s compensation, 504-07

Civil service system, age retirement,

172, death, 177-78, disability, 173,

formulae for determining amount,

174-76, no special for dependents,

176, optional retirement, 172, re-

funds, 173-74, separation benefits,

m
New Zealand, age, 523-32, children in

poor families, 535-38, of widows

or deserted wives, 532-34, or-

phans, 534-35; deserted wives,

532-34, emergency, 523, family,

535-38, invalids, 538-40, miners’,

540-

41, orphans’, 534“35> sickness,

541-

42, unemployment, 543"465

universal superannuation, 524-26,

war, 546, widows, 532-34

903
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Old-age Assistance, 34-355 41-46

Old-age and Survivors Insurance,

child’s, 118-20, compared with

those under railroad retirement,

1 57-603 earned by women con-

trasted with those earned by men,

121-25, formula for determining,

77, 93-108, lump-sum death, 121,

outlined, 77-79, parents, 120-21,

primary old-age, 115-16, widow’s,

1x7, widow’s current, 1 18, wife’s,

116-17

Railroad Retirement System, age 65

years or over, 1 50, age 60 years or

over with 30 years of service, 150,

compared with O.A.S.I., 1 57-60,

disabled 60 years of age or over,

150-51, disabled with 30 years of

service, 1 51, death benefits, 154-

56, formula, 152, minimum provi-

sions, 152-53, withdrawal use of

deferred annuity, 1 56, women em-
ployees, 156

Railroad Unemployment, 245-53

Unemployment compensation, 204-09

Beveridge, Sir William, defects in British

system of social insurance, i
;
Full Em--

ploymeni in a Free Society, 675; funeral

benefits, 894; lack of co-ordination,

737, level of benefits, 477-80, 607, 613J
sale of automobiles to negroes, 834n.;

Social Insurance and Allied Seroices,

464-67; private ownership of produc-

tive property, 569; workmen’s com-
pensation, 498-500

Blind, aid to needy, eligibility requirements,

69; evolution of national program, 68-

69; statistics of, by states, 70
Boards in administration,

General discussion, local, 790-93; na-

tional, 780-82; state, 782, 865
Specific programs, Old-Age Assistance,

49*"53> Unemployment Compensa-
tion, 234. See also Railroad Retire-

ment, Railroad Unemployment
Borrowing power, in social security financ-

ing, 716-18; of national government
contrasted with state and local, ii

Broken homes. See Divorced or separated
' women.;

Bronson, Dorrance C., Old-Age and Sur-

vivors Insurance Cost Studies, 79, 659,

,

663-64.
'

Brown, Prof. J. Douglas, 8.7, 89 .

Budget, family or budget deficit, 28-33,

See also Need
Burns, Arthur Edward and Kerr, Peyto.ii,

Survey of Work-Relief Wage Poikies,

383^.

Capacity to pay of state and local govern-

ments, 749-72

Case work, need for, 801-13; reconimenda-

tion for, 865-67

Casual labor, inclusion in unemployment
insurance not required by .natio.n.aI act,

189; not covered by Old-Age and Sur-

vivors Insurance, 75, 1 13

Categories and categorical relief, evolution

of, 8-10

Centralization of power over relief and so-

cial security in national government,

objections to, 740-48, 759-62, SS9'~6i

Chandler, Senator A. B., 401 n.

Charitable institutions, employees of ex-

cluded from O.A.S.L, 75, 114; inclu-

sion in unemployment compensation

not required by national act, 189

Children, allowances for, estimated cost of,

669-72, 681-82, 685, 874-77; benefits

for,by programs. See Benefits; provision

for as major objective, 560-61; general

consideration of, 644-48; responsibil-

ity of for parents, 588-90, 843-44

Children, dependent, aid for, benefits con-

trasted with old-age assistance, 60-61;

federal provisions, 57; statistics by
states, 62-64, 66-68; definition, eli-

gibility, 56; evolution of program, 53;

statistics by states, 63-66

Civil Service, selection of employees under.

See Merit system

Civil Service Retirement System, National,

benefits under,
,
172-78; contribations

under, 175-76; financial security of,

181-82; history' of, 164-69;' the
.
act of

1920, 169-70

Civil Works Administration, 12-13,351-52,

Civilian Conservation Corps, 428-45; costs,

438-39; organization and management,
/

434-36; selection of enrollees, 436-37;
size, 440; term of enrollment, 439-40;

' usefulness,, 440-45; wages, 438-39;'

youth problem, 426-33
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Clotiiiog as item in need, S1^~1S
Committee on Cost of Medical . Care, 672,

890-92

Committee on Economic Security, 85

Commodities, surplus. See Surplus com-
modities distribution of

Contributions,

General discussion of, employees, 691-

700; employers, 700-09; in relation

to reserves, 72'0-2

1

Specific programs, British proposals, 482-

85; Civil Service System, 175-76;

Old-Age and Survivors Insurance,

description, 75; equity of,' 125-28,

129-33; forfeiture of, 127-28, 131-32;

inadequacy of, 79-93; Railroad Re-
tirement, description, 143-46; inade-

quacy of, 146-50; Railroad Unem-
ployment, 243-44; Unemployment
Compeasatioiij 1S5-89, 190-94,231-

Co-ordination in relief and social security,

administration, 773-800; distribution

of costs, 749-72; policy determination,

737
-4'8

Corbett, John T., national legislative rep-

resentative, Brotherhood of Locomo-
tive Engineers, on solvency of railroad

retirement, 14911.

Cost of living as a factor, against centraliz-

ing governmental power, 744-46; in

determining, benefit level, 610-15;

equalization formula, 758; need, 839.

»SVf /lAa, Need
Costs,

Conclusions, 846-47 .

Distribution among levels ofgovernment,

^
749

-
7^

Estimates of future, based on census data,

658-90, 871-900; methods of mak-

ing, 658-60; specific programs,

British proposals, 661; New Zealand,

661; Old-Age and Survivors Insur-

ance, 663-66; Railroad retirement,

666'-67 *

Major factors in, 656-57

Obligations for future, 731-36 ,

Specific programs, blind, 70; British pro-

posals, 507-14,, 661-63; Civilian

Conservation Corps, 43^“‘39»
,

pendent children, 63; New Zea,land,

546-52, 661; Oid-Age Assistance, 39;'

Old-Age and Survivors Insurance,

79
^
93 } 663-68; Railroad Retirement,

146-50, 666-67; surplus commodi-
ties, 335-33; Work Projects Admini-
stration, 392-408

Courts, appeal to under railroad unemploj^-

ment system, 264; in relief administra-

tion, 785-87
Coverage,

General discussion of, 599-602, conclu-

sions, 844
Special programs, British proposals, 469-

73; Civil Service national, 17 1; New
Zealand, 522-23; Old-Age and Sur-

vivors Insurance, 75, 1 13-15; Rail-

road Retirement, 141-43; Railroad

Unemployment, 243; Unemploy-
ment Compensation, 189

Davis, Senator James J., 401

Death benefits,

Estimate of costs for funeral expenses,

672, 686, 894-95
General discussion, 641

Specific programs, British proposals,

481-82; Civil Service, 177-78; Old-

Age and Survivors Insurance, 121;

Railroad Retirement System, 154-56

Debt Settlement Farm
, 305-06

Deferred annuity on withdrawal, desirabil-

ity of, 112; use of in Civil Service Sys-

tem, 174; Railroad Retirement, 156-57

Dependents, benefits for, general discussion,

642-55, 846. See alsOy Benefits

Desertion of father as cause of need, 590-92

Detectives, use of in investigations, 809-11

Disability benefit,

General discussion, a major social objec-

tive, 562; cost of benefit, 669-72,

686, 886, 890; factors affecting, 623-

29; reserves for, 730
Specific programs, blind, 68-70; British

programs, 476-77, 494-98; civil ser-

vice, 172; New Zealand, 538-42;

Old-Age and Survivors Insurance,

lack of provision for. See Benefits,

P.A.S.L; Railroad Retirement, 150-

51

Discharge for misconduct in unemployment

compensation, 21 2-1

3

Disqualifications in unemployment general,

21 1-21; railroad, 253-61
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Divorce and desertion as cause of need, 590*-

-

Divorced or separated women, cost of

benedt for means test, 687; no means

test, 669-72, 877-89; need for provi-

sions, 562, 652-53; rights under Old-

Age and Survivors Insurance, ii6n.

Domestic workers in private homes, ex-

cluded from O.A.SJ., 75, 1 13; inclu-

sion not required by national unem-

ployment law, 389; New Zealand, 522

Douglas, Prof. Paul H., Social Security in

the United States^ i84n.

Duration of unemployment benefit, general

discussion, 635-36; Railroad Unem-
ployment, 248; unemployment, gen-

eral, 202-05

Educational institutions, employees ex-

cluded from O.A.S.L, 75, 114; inclu-

sion not required in unemployment by
national act, 189

Eligibility requirements. See Benefits

Employable, determination, as for W.P.A.,

376-79
Employees, tax on wages,

General discussion as method of financ-

ing, 700-09

Specific programs, British proposals,

482-85; Civil Service, 175; New
Zealand, 519-20; Old-Age and Sur-

vivors Insurance, 75, 125-28, 129-

32; Railroad Retirement, 143-46;

Railroad Unemployment, use pro-

hibited, 244
Employers individual reserves in unemploy-

ment insurance, 1 91

Employers, definition of, Railroad Retire-

ment Act, 141-42; unemployment com-
pensation system, 188; Railroad Unem-
ployment, 243

Employers, pay-roll tax on,

General discussion, abolishment ofrecom-

mended, 848; examination of, 691-

700 .

Specific programs, British proposals, 483;
New Zealand, not used in, 516, 519-

20; Old-age and Survivors Insurance,

75 ? proposed gradual increase, 85,

93; use for benefits for low-paid or

short-service workers, 98-101; Rail-

road Retirement, 143-50; Railroad

Unemployment, 243; discriminatory

features, 252-53; Unemployment
Compensation, 188-90

Employment offices, administration of un-

employment compensation, 196, 214-

16; co-operation, with recommended,

868; special of Railroad Retirement

Board, 268

Equalization of financial burden, 749-72,

858-62

Equalization of income as objective, 568-70

Examiners business, 811-13; case, 788-89;

of detective type, 809-1

1

Excusal of contribution during sickness or

unemployment in British system, 486,

492,494
Expenditures, governmental, as factor in

policy determination, 733~35, state

and local, 756-59
Experience rating, 191, 200, 222-24, 227-32

Falk, I. S., Rorem, C. Rufus, Ring, Martha
D., The Costs of Medical Care^ 891

Family allowances, British proposals, 473-

75; New Zealand, 535-38. See also De-
pendents

Family case work, need for, 801-13

Farmers and farm workers, programs for,

271-326; aid to all through general

legislation, 278-82; debt settlement,

305-06; difficulties with, 318-23; dis-

tinctions between farming and other

industries, 272-78; health insurance,

311-

12; migratory labor camps, 324-
26; number of and of rural farm popu-
lation, 271; rehabilitation loans and
grants, 295-312; resettlement projects,

312-

18; special programs to meet indi-

vidual need, 282-326; Tenant Pur-'

chase Program, 291-95
Federal Emergency Relief Administration,.

National Youth Administration, 445;'

origin, 12; relationship to farm pro-

grams, 282-87, 324; surplus commodi-
ties, 328-29, 338; work program, 348,

3^3 r ‘See also Ci\ii Works
Administration

Federalism. See Centralization of power
Finanacing, methods of, general discussion,

borrowing, 716-18; contributions from

employees, 700-09; contributions from
employers, 691-700; division of costs

among levels of government, 749-72;
earmarked special taxes, 709-12; gen-
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era! taxes^ 713; recommendations,
847“5S* also Costs, Grants-in-aid

Reserves, and Specific programs
Food as an item in need, 572-74
Forfeitures under O.A.S.I., 111-12, 131-32;

contrasted with Civil Service, 174;
Railroad Retirement, 159

Full employment and unemployment com-
pensation, 675

.

Funeral benefit. See Death benefit

General Property Tax, inadequacy of reve-

nues from, lo-ii

Grants to the states from the National Gov-
ernment,

General discussion, cash expenditures for,

75b”57; device for equalization, 763-

72; device to establish minimum
standards, 746-48; recommended,
861-62;

Specific programs, Blind, 71; Dependent
Children, 57-58; Emergency Relief,

12, 348; Old-Age Assistance, 25, Un-
employment administrative costs,

190

Great Britain. See British proposals

Griffith, Dr, Ernest H., Civilian Conseroa-

iion Corps,

Goss, Albert, S,, 2900,.

Government employees, excluded from

O.A.S.L, 75, 1 14; inclusion under un-

employment compensation not re-

quired by national law, 189

Governor, not to have power to change wel-

fare code without fresh legislative

sanction, 864; relationship to relief ad-

ministration, 783-85

Harrington, Lt, CoL Francis C., 402, 409-

10

Hatch Act, 742

'

Hazards to be recognized, 603-06, 845. See

also Benefits.

Health agencies, relationship to relief and

social security administration, 821-23,

868

Health insurance, in rural rehabilitation,

311-12. Medical care

Hearings, Old-Age Assistance, 26; Un-

employment Compensation, 197; pro-

visions in unemployment compensa-

tion, 23S-40. See also Appeals

Highways, expenditures for in work pro-

gram, 372; numbers employed on, 374;
provisions regarding in 1935 law, 355

Home ownership, as an asset under Old-Age
Assistance, 30-32; in relation to need,

583-84; New Zealand provisions, 527-

29; under Aid to Dependent Children,

60; within limits under suggested means
test, 842. See also Liens

Hopkins, Harry L., 86, 350, 357, 358, 360
Hoover administration, Emergency Relief

and Construction Act of 1932 and
Reconstruction Finance Corporation,

346-48

Hours of work under W.P.A., 382-91

Household appliances as element in need,

582

Housing as element in need, 579-88

Husband of a wife insured under O.A.S.L
not eligible to benefit through her, 122

Ickes, Harold L., 350, 357, 358, 360

Immunity bath, Railroad Retirement

Board authorized to give, 2700.

Income, equalization of as objective, 568-

70; guarantee of minimum as an objec-

tive, 564-65; in New Zealand means
test. See New Zealand

Income tax earmarked for social security

discussed, 709-12; preferred for financ-

ing, 847-50; used in New Zealand, 517,

519-21

Installment purchasing in relation to need,

586; provisions in modern means test,

842-43

Insurance, private as a budget asset, gen-

eral discussion, 584-85; in Aid to De-

pendent Children, 60; in Old-Age As-

sistance, 31-32; under modern means

test, 842-43

Insurance, private voluntary versus social

compulsory, administrative costs, 704;

contnbutions and premiums, 79-93,

702-09; equities, forfeitures, and op-

tional methods of settlement, 125-33,

702-09; interest under, 723-24; pro-

vision for dependents, 642-44, 654;

reserves, 719-24; rights in use of pro-

ceeds, 866; summary in conclusions,

836-39, 850-58

Insured status, acquisition of. See Benefits

Interest on reserves, 723-24, 855

Interstate relationships in unemployment

compensation, 240-42
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Invalidity. Sei Disability

Investigatorsa case, 788-89; of detective

type, 809-1 1 ;
business, 8 1 1-13

Issues, major listed, 556-57

lOein, Prof. Lawrence R., 513, 662n.

Labor disputes as a disqualification in un-

employment compensation, 194, 216,

220,260,776
Land leasing associations under F.S.A.,

308-11

Latimer, Murray W., 90, 146, i47n., i48n.,

I49n.

Leadership, avenues to should be kept open,

833-34
Leaving work voluntarily in unemployment

compensation, general, 211-12; rail-

road, 258

Legal reserves. See Reserves

Legislature, state, relationship to relief ad-

ministration, 783-85

Lut2, Prof. Harley E., estimates of costs,

663

Level of benefits. See Benefits

Level of living, to be raised through in-

creased efficiency and earning capacity,

839-40. See also Cost of living

Levels of government, distribution among,

administration, 773-800; costs, 749-72;

policy determination, 737-48
Liberty, as an inalienable right, 830-35

Liens against property, 30-32, 37, 39, 583-

84, 590, 843

Local governments, expenditures of, 756-

57; participation in administration,

787-800, 865, under Old-Age Assist-

ance, 48-52; payments for Aid to De-
pendent Children, 63, 66-67;

Age Assistance, 39
Lodge, Senator Henry Cabot, 401

Lowe, Robert C., state public welfare legis-

lation, 26n.

Macmahon, Arthur W., Millet, John D.,

Ogden, Gladys, The Administration of

Federal Work 353, 356n., 358,
385n.,40in.

Maternity Isenefit, estimated cost of, 669,

672, 688, 893; British proposals, 480
Means test, general discussion, administra-

tive discretion under, 775-79; esti-

mates of cost under, 683-90; merits and

defects' of,. 593-98; recommended in

. conclusions, 840-44. See also Need
Medical Care, Committee on Costs of, 672,

890-92

Medical care, as item in need, 575""77;

estimates of cost of, 669-73, ^88, 890-

92; reserves for, 729-30

Merit rating in unemployment compensa-

tion. See Experience rating

Merit system,

General discussion, 741-42, 747, 826-29,

869

Specific programs, farm programs, 318-

19; Old-Age Assistance, 27; Railroad

Unemployment, 269; Unemploy-
ment Compensation, 196; Work Proj-

ects Administration, 353-54, 426

Migratory labor camps for agricultural

workers, 324-26

Misconduct, discharge for in unemploy-

ment compensation, 212-13

Money income, not direct measure of need,

571-72

Morgenthau, Henry Jr., 85, 86

Musicians, projects for under W.P.A., 368-

69

National Civil Service Retirement System.

See Civil Service Retirement System

National government, responsibility of in a

co-ordinated grant-in-aid system, 746-

48, 763-72, 779-82, 863-64. See also

Centralization of power

National Youth Administration, 428-33,

445
-”
5?

Issues with respect to, 458-59;

Out-of-school work projects, 450-56, non-

resident projects, 450, compensation

under, 450-5 1 ,
issues with respec t to,

453-56, numbers in, 452-52, selec-

tion for, 451-52; residence center

program, 456-57
Student-aid program of,

,

445-50, com-
pensation under, 446 ;

projects under,

446-47; selection for, 447-49
Youth problem, 428-33

Nationalization of relief and social security.

See Centralization of power

National Resources Planning Board, 56911.

Need,

General discussion of, conclusions regard-

.

. ing, 839-40; nature of, 571-92, with
,
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respect
,

to,, automobile ownership,

586~8§3 clothing, 574~755 food, 572-

, 74, installment purchases, 586, medi-
cs! care, 57 property ownership,

583-88, recreation, 577-79, respon-

sible relatives, 588-90, shelter, 579-
84; prevention of as major objective,

558”63. See also Means test

Specific programs, Aid to Blind, 69; Aid
to Dependent Children, 59-60; Ci-

vilian Conservation Corps, 437; Na-
tional Youth Administration, 447-

49j Zealand system,

527-29, 536-37; Old-Age
.

Assist-

ance, 2S-34; surplus commodities,

335'”3S; Work Projects Administra-

^

don, 375-77
New Zealand system, 515-52,

Benefits, summary of, 517-18;

age benefit, 526-32;

children of widows and deserted wives,

532-34, in poor families, 535-38,

orphans, 534-45;
deserted wives, 532, 534;

emergency, 523;

family, 535-3^;

invalids, 538-40;

miners, 540-41

;

orphans, 534~35;

sickness, 541-42;

unemployment, 543-46;

imiversai superannuation, 524-26;

war, 546;

widows and their children, 532-34;

cost, 546-52
^

coverage, 522-23

financing, 517, 546-5^

means test described, for age benefit, 526-

29, for femily allowances, 536-37

outline of plan, '5 16-23

relation to other retirement systems,

523^.

Newxomer, Professor IMabel, standard tax'

system, 752

Objectives of relief and social security, 558-

70.835-36
Old-Age and Survivors Insurance,

Benefits, childs, 78, 119-20,, contrasted.

mlth Old-Age Assistance, 133-40,.

with Railroad .'Retirement, 157-60;

earned by men, 115-21; earned by

women, 121-25; formula, 77, 93
""

108; lump-sum death, 7$, 121, 125;

outlined, 77-79; parent’s, 78, 120-21,

654-55 ;
primary age, 77, 115-

16, 122-23; widow’s, 78, 1 17, 122;

wife’s, 78, 116-17, 122

Contributions or taxes, 75; adequacy of,

79-108; general taxes in, 713-14;
fairness of employers tax, 699

Cost and levels of living in relation to,

610-12

Costs, 79-108, 851-53

Coverage, 75, 1 13-15, 600-02

Disability not included under, 626, 651

Discrimination against women, 121-25,

707-08

Equities, forfeitures, and optional meth-

ods of settlement, 125-33, 704
Financial position, 79-108

Insured status, who is insured, 76, 77,

108-12; contrasted with Great Brit-

ain, 486
Need, benfits paid to persons not in, 600

Reserves, 79-93, 717
Old-age Assistance, administration of, 26-

27, 46-53; benefits contrasted with

Aid to Dependent Children, 61, with

Old-Age and Survivors Insurance, 133--

40; definition of need in, 27-33; federal

requirements, administration, 26-27;

eligibility, 26; financing of, 46-47;

grants to states for, 25; history of, 22-

24; statistics of by states, 37-46

Old-age benefits, estimates of cost on census

data, 669-72, 676-86, 871-74; level of,

617-23; reserves in financing, 719-25.

See also Old-Age and Survivors In-

surance

O’Neal, Edward A., 29on.

Optional methods of settlement, under Civil

Service System, 176-78; under Rail-

road Retirement system, I 53
“
54*

also Old-Ag& and Survivors Insurance,

and Forfeitures

Parents, provisions for, 653-65; responsi-

bility of children for support of, 588-

90, 843-844. See also Old-Age Assist-

ance, Old-Age and Survivors Insurance

Parmelec, Julius H., 146, i47n.

Partial unemployment, Railroad Unem-

ployment Compensation, 256; Unem-

ployment Compensation, 207-09
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Pay-roll tax on employers. See Employers,

,

pay-roll tax on
Perkins, Frances E., 8

5

Personnel in special programs for farmers,

3 i8“2o. See also Merit System

Planned economy, 675
Political implications,

General discussion, 741-48, 761-62, 777-

78, 865

Special programs, farm, 323; surplus

commodity, 344; W.P.A., 425"^7

Pooled funds in unemployment compensa-

tion, 190-91

Power, governmental. See Centralization of

Prevailing wage, difficulties in using as

standard in W.P.A,, 389-91

Private ownership as factor in selecting

work projects, 367-70

Progressive taxes in financing, 714-16

Property, right to possess, 831-32

Public ownership as factor in selection of

works projects, 367-70

Public Works Administration, contrasted

with W.P.A., 358-60, 365; nature of

work done by, 350

Railroad Retirement System, 141-63; ad-

ministration, 160-63; benefits, 150-57,

compared with O.A.S.L, 157-60; con-

tributions or taxes, 143-46; inade-

quacy of, 146-50; coverage, I41-43;

optional methods of settlement, 154-

56; Railroad Retirement Account, 144-

45; Railroad Retirement Board, 160-

63
Railroad Unemployment System, 243-70;

administration, 261-70; benefits, 245,

amount, 248-53, duration, 248; cover-

age, 243; discrimination against rail-

roads, 252-53; financing, 243-44; in-

sured status, 245; qualification and

disqualification, 253-61; Railroad Re-

tirement Board, powers of, 261-71;

waiting period, 246-48

Reconstruction Finance Corporation, loans

for relief and construction, 346-48
Recreation, as item in need, 577-79
Redistribution of income, 565-68, 691, 714-

16, 835 ;

Refusal of suitable work, unemployment
compensation, general, 213; railroad,

, '258, 260
'

Religious institutions, employees of ex-

cluded from O.A.S.L, 75, 114; inclu-

sion not required .in unemployment

compensation, 189

Reserves,

General discussion of, 719-30, 854-58,

900

Specific programs, Civil Service System,

, 181-82; O.A.SJ., 79-93, 717; Rail-

road Retirement System, 244-50;

Unemployment Compensation, 195-

96, 229-30
^ ^

Resettlement Administration, 2S6; projects,

312-18, boon.

Residence requirements, Old-Age As.sist-

ance, 26; Aid to Dependent Children,

Retirement systems, private, 178-81, 703.

See also Insurance private, voluntary

and reserves

Robbins, Rainard B., 14911-

Roosevelt, Franklin D., on financing of old-

age insurance, 86

Sales tax in financing, 716. See ako Em-
ployers, payroll tax on

Schools, reationship to relief and social se-

curity administration, 8iS~2i, 868.

6’e^^AaN.YA and C.C.C.

Seasonal employment in unemploymertt,

225-26; railroad, 252

Security wage in W.P.A., 385
Self employed covered in Great Britain,

. 469; New Zealand, 522; excluded Old-
Age and Survivors Insurance, 75

Separated women. See Divorced and
separated

Settlement requirements, infiuence of Social

Security Act on, 26

Shared taxes in distribution of costs, 762
'Shelter, as item i,n need, 579-88
Sickness benefit, British proposals, 476-77,

494-98; New Zealand, 541-42. See aisQ'

Disability

Social service, 597, 801-13, 865-67
Sponsors contributions in W.P.A., amount

of, 372, 406-07; character of, 365
Stamp plan, 340-43. See also Surplus Com-

modities, distribution of

Standard,
, national minimum under grant-

in-aid, 746-48, 763-68, 861-62

State governments, relationships to, ad-

ministration, 773-804; conclusions,

863-65; financing, 749-72; policy de-
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termination, 737-48. See dso Blind,-

GMidren, Farm programs, Grants4n-
aid, Old-Age Assistance, Unemploy-
ment .Compensation W.P.A,

Strikes. Labor disputes

Stokes, Thomas L., 401 n.

Stuart, Jessie, TapsJer Private Tussky 777n.

Subsistence Homestead Division, Depart-

ment of Interior, 286, 287
Subsistence homestead projects, 290, boon.

Suitable work, refusal of unemployment
compensation, 213; railroad, 258-60

Surplus Commodities, distribution of, 327--

44; administrative costs federal, 331;
expenditures for commodities and dis-

tribution, 331, 332, 334; history of,

328-31; in general agricultural pro-

gram, 281-82; negative incentives,

344; numbers benefited, 333; political

implications, 344; problems, distribu-

tion, 338-39, giving without affecting

price, 335-38, What is surplus? 334-35;
size of program, 331-34; source of

funds for, 328-31 ;
Stamp plan, 340-44;

who pays, 343-44
Survivors. See Benefits

Tax Foundation, Social Security^ Its Present

and Ftittm Fiscal Aspects, 663n, 667-

68

Taxes,

General discussion, earmarked special,

709-12, 847; employees, pay roll,

700-09; employers, pay roll, 691-

700, 848; federal off-set, 763, See

also Unemployment Compensation;

general, 713-19; income, 709-12,

847; Newcomber, Mabel, uniform

system, 752; relationship of to ca-

pacity to pay for relief, 75 1“55; sales,

710; shared, 762 .

Specific programs, British proposals,

482-85, 502; New Zealand, 516-17,

519-22, 547-48;OId-Age Assistance,

45-46; Old-Age and Survivors Insur-

ance, 75, 80-101; Railroad Retire-

ment, 146-50; Railroad Unemploy-

ment, 243-44; Unemployment Com-
pensation, 185-89, 190-94, 231-32

Teachers Insurance and Annuity Associa-'

tion of America, 1 14

Tenant Purchase Program, 291-95

Theatre projects under W.P.A., 368-70

91

1

Thompson, Warren S., and Whelpton,
P. K., Estimates of Future Population

of the United States ig40-2000y 676,

679,681,682
Townsend, Francis E., The Townsend plan,

24

Transportation, distinction between rail

and other, 142, 252-53

Tugwell, Rexford G., 286

Unemployable, determination as, under

W.P.A,, 376-79
Unemployment,

General discussion of, benefits, 633-41;

borrowing for, 717; cost estimates,

669, 672, 673-76, 895-900; coverage,

601-02; farmers and farm workers,

273-76; nature of, 198-201; provi-

sion for as major objective, 562; re-

serves for, 725-29; youth and cover-

age,433

Specific programs. See British proposals.

Civilian Conservation Corps, Na-
tional Youth Administration, New,
Zealand unemployment compensa-

tion system, American general and

railroad unemployment, Work Pro-

jects Administration

Unemployment Compensation System

American general, administration, 1 9
5-

97, 232-42; appeals, 238-40; benefits,

204-09; coverage, 189; disqualifica-

tions, 194, 211-21, labor disputes,

216, misconduct, 212, receipt of

other benefits, 220, refusal of suitable

work, 213, voluntary leaving, 21 1;

earnings from other sources, 210; ex-

perience rating, 221-32; extent of in-

surance, 202; financing national pro-

visions, 189, 195, state, 221-232; his-

tory, 183-88; insured status, 203-04;

organization state overhead, 234; par-

tial unemployment, 207-09; reciprocal

relations among states, 240-42; sea-

sonal work, 225-26; types of systems,

190-94

Union representatives, included under.

Railroad Retirement, 142; Railroad

Unemployment, 244

Vocational education and the youth prob-

lem, 431-33. 6*^^ also Schools
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Voluntary leaving in unemployment com-

pensation^

Wages and Hours, Civilian Conservation

Corps, 438-39; National Youth Ad-
ministration, 446, 450-51; Work Pro-

jects Administration, 382.-91

Waiting period in unemployment compen-

sation, 209-10; railroad unemploy-

ment, 246-48

Wallace, Henry A., 85
Want. See Need
Who is insured ? Benefits

Widows benefits,

General discussion, 561-62, 591, 648-53;

costs, 671-72, 686-87, 877-89

Specific programs, British proposals, 480-

81; New Zealand, 532-34; Old-Age

and Survivors Insurance, 117-18

Wife^s old-age benefit under O.A.S.I. See

Benefits, O.A.S*I.

Williams, Aubrey, 448,,451-53'

Williams, Edward A., FedemlXMfor Relief

Williamson, W. R., 90
Witte, E. E., 88, 89

Women, cost of benefits for, 669-72, 877-

89; dependent, needs of, '648-53;, re-

sponsible for children, 651; workers,

discrimination against under O.A.S.I.,

121-25, 156, 178, '707--08. See also

Benefits.

Work Projects Administration and other

work agencies, administration, 356-57,

408-11; evolution, 13-15, 345-61; fi-

nancial aspects, 392-408, 423-24; or-

ganization, 408-11; political implica-

tions, 425-27; projects, 361-75; results,

412-23; wages and hours, 382-91;

workers, 375-82
Writers, projects for under W.P.A., 368-69


