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FREFACE

The subjeot of unemployment insurance legislation is
2 timely and highly controvereisl cne. In order to evaluate
the movement it 1o desirsble tu understand the development
of the theory snd to investigate the early atliempts to
secure unemploym-ni legislstion in America und in Lurope.
It is necessar, ‘urther to analyze ihe economic situation
in the United States and to aseertain whether conditions
here are such us t0 nake the application of some form of
unemployment compenssation desirable and practicable. In the
following paper I have endeavored to set forth a dispassion-
ate roview of the novenent toward unemployment insurance in
the United itates.
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THE MOVEMERT TOWARD UNFMPLOYMENT IN URANCE
IN THE UNITED STATES

CHAPTIR 1
THE ELTENT, CAUSES AND EFFECTS OF UNEMPLOYMERT

reecent public opinion has been properly disturbed by
the paralysis that has periodically attacked our economic
soclety. One of the greatest problems brought about by
this malady is that of unemployment, Unemployment may be
defined as involuntary idleness on the part of those who
have lost their latest Jjobs, are able to work, and are look=
ing for workes This is the definition used by the United
States Bureau of the Census in making its enumeration on
April 1, 1930,1 The definition is narrow and oxoludes'nll
thore unwilling to work or uneble to get Jjobs because of
phyesieal, mental or moral limitations, as -ell as those who
haove jobs but who are temporarily lald off or are on part
time, It, moreowvir, excludes a large number of wage earners,

who, while retaining their standing or jobe in their trades

1« Fifteenth Census of the United "tates, 1930, Unemployment,
Vol. I, pe 6. :

(1)



are nevertheless idle throughout sertain periods of the
year or days during the week, as Is ocommon in the ocase of
workers in the building trades end clothing industriss,

The United States Census in 1930 found the total
population to be 122,775,046 persons. Of these 98,723,047
were ten sears old and over and 48,832,569 were engaged in
gainful occcupations, Of those elessified as gainfully
employed, 2,429,062 were "out of work, able to work and
looking for a Jjob," This represented 2 per cent of the
total population and 5 per cent of the"gainful workers", Of
these totally jobless persons 85 per cent had bheen idle for
more than two weeks; 70 per cent for more than four weeks;
55 per cent for more than eight weeks; 40 per cent for more
than thirteen weeks; 14 per cent for more than twenty-six
weeks; and 3,3 per oent for more than a yoar.l

It must be remembered that the 1930 census divided
the unemployed intoc groups and that this figure of 2,429,062
‘ineluded only those totally unemployed who were "out of work,
iblo to work and looking for a jobh.™ These firures do not
apply to those "havihg jobs but on iay off without pay
ineluding those sick or volunterily idle" of which in 1830

1. United States Buresu of Census. Sum of U %,
1931, p. 8.



there were 158,5851, neither do the figures apply to
persons out of & job and unable to work; persome having
Jobe but idle on seccount of siokness; persons out of a job
and not looking for work; persons having jobs and drawing
pay but not at work.

A complete enumeration taken by this census showed a
total of 3,267,000 persone unemployed and irregulsrly em-
ployed st thet time.

A special census wue taken irn Jamuery, 1931, in
twenty-one selected urban areas of which eighteen were
entire cities and three were boroughs of New York City. The
combined population of these ¢ities and boroughs asccording
to the fifteenth census was 20,638,961 amounting to 56.8
per cent of the totsl populstion in cities of 100,000 or
more 1nhnb1t-ntl.2

In order to make the returne couparable with those
of the unemployuent census of April, 1930, the same schedule
form waee used e in the ceénsus of the previous year. The

Bume enumerstors whe canvasged these areas in 1930 were re-

1. United States Buresu ot Census, 3Summery of Unemployment,
19&. P- g. .

Z. Fifteenth Census of United States, Unemployment, Vol.ilI,
General Report, p. 366.



employed for this speciel census., In spite of every effort
to make the returns comparabdble, however, there were certain
unavoidable differences in the charsctor of the two enumera=
tione which should be consider:d in comparing the results.
In the first place, the sttentionm of the enumerators in
April, 1930, was primarily directed to the enumeration of
the population with the unemployment oensus as & secondary
eonsideration, while in Jenuary, 1931, the enumeration of
the unemployed was the one and only object of the census,

In the second place, the two censuses were taken at different
gseasons of the year and the employment or lack of employment
due to seasonal changes would not be the same in the two
cases,

In the April, 1930, census the total population of
the area csnvassed was found to be 20,038,981, Of these,
17,350,581 were ten yesrs old and over and 9,405,987 were
persons reporting & geianful coocupetion. There was no
enumeration of the population made in the apecial census
but it was found that 1n the area canvassed there were
1,930,437 persons "out of work, able tc¢ work, and looking
for a job" which was 9.4 per cent of the total population
ef 1930 and 20.4 per cent of those reporting a gainful



oocupation at that timc.l

In Jamuary, 1932, the figures pudblished by the League
of Nations“showed woll over 13,000,000 of unemployed in
the countries covered by the available records. This
total, however, was far short of the true numbers, for in
the Tirst placve, 1t entirely omitted data on the United
States, and secondly, the information was based for most
other countries on very incomplete raecords,

The difficulty in getting accurate date on unemploy-
ment is due to many causes. In the first plage, population
censuses in this country and in many Furopean countries are
only decennisl end such items as amount of farm-city migra-
tion, and the number of women newcomers in industry during the
years between the censuses must be estimated, Again, censuses
are costly snd by the time the results ere tabulated they
are usually out of date becauvse eonditions have changed,

The census, Lowever, in spite of its shortoomings, serves to
glve o fuotunl base by whioch estimates gained by other means

1, ¥Fifteenth Census of United Ststes, Unenployment, Volume
II, Ggneral Raport, p. 366.




may be judged.

The depreseion, beginning in the last few months of
1929 hae been without precedent in 'tho United States. At
no previous time in the history of cur country has so large
a proportion of the working populstion been without jobe.
Barly in 1933 it was estimsted that some 15,000,000 persons
were out of wprk.l This reprecented nearly one-third of the
labor esupply of the omm.a The spectacle of men snd
wonen starving in the zidst of an industrial system, which,
if properly organized, might yield them all plenty, is not
one to be quietly accepted.

Everywhere in the post-war world unemployment has
been an obvious asnd pervesive cauce of industrial unrest. It
is important, however, itc realige that this disecase arises
naturally out of the disharmonies and meladjuetments in the
present economio system and the remedy for the disease rust
be sought by setting riszht what is wrong in the economie
aystem itself, Oreat socisl end economic chsnges are needed,

December, 1934.

£+ Cf,, United States Dureau of Census, S.mmery of Unemploy-
mg 1"1. P 2.



and time, which changes all things, may be expected in the
coming decades to bring us improvements not only in the
Planning of induetry, but in the economic strmeture of
society itself, This would be consoling, were it not for
the fact thut & coneliderable span of years will probably be
necessary before & complete sclution to the problem can be
found,

In the wmeantime unemployment Csuses2 Al €NOTMOUS
amount of suffering tc all classes of the popumlation.
Indesd the existence of unemployment is harmful to rieh and
poor, employer and employee, and to soclet; itself. In
1921 the Committee of the Fresident's Conference on Unem-
ployment made the following vitelly true statevent:

Nething ls more demoralizing for wage earners
than the feeling of insecurity of employment., Un-
empleyment and the fear of unemployment are powsr-
ful csuses of dlscontent. Wage earning men and
women must meet responsibilities for the support of
themselves and their families from their earnings.
Loes of employment not only eliminstes income, but
lessens the ability of wage-esrning men snd women
and their families to muke pnroi.nsn. thus intensi-
fyiog the period of depression.

Therefore, to the tusiness man or employer, unemployment

l. United States Department of Commerce, m%cg QF;u
ﬂ& gggp:zimgt. Alimination of Waste Uories. LHeport
and segommen ong of & comnittee of the rresident's
Conference on Unemployment, Washington, D. C,, 1923,

pp ® 20"81 .



means ocurtailed operations snd shrinking profits, for unem=-
ployed labor implies also unemployed capitsl. "The worker”,
says Fobert ', Lamont, (Secretary of Commerce, 1l9$28-1938),
"is both producer and consumer, and when he finds himself
without a job and without income, business has lost & buyer.
Henoce the empluyer who finds it necesszary to contract his
own operations and discharges his workers i1s helping to cur-
tail the market for his own goods and those of other pro=-
ducers, and iz thereby aggraveting a situation of whiech he
himself is a victin.“l The result of this 1s further business
decline, more unemployment end wage loases, curtailment of
consumption, reduction in sales and often bnnkruptoy'z

To the employee unemployment produces heavy economic,
physical, mentel and morel burdens., Society too, must suffer
and pay ean enormous toll in the form of undsrnourished bodies,
sick minds, disrupted families, vagabondage, begging, crime
and lowered standards of working snd living conditions,>

l, United States Department of Commerce. Qgg*glgggag%_ggg
, ess Stability., Address befors the 8
ee of the ber of Commerce of the mited States,
Atlantic City, ¥.J., April 29, 193l.

&, Daugherty, C. I., Labor Problems in American Industry,p.79
3. Gilson, Msry B,, Unemployment Insursnce, p. 1.



Unemployment, them, is a problem of tremendous
importance beosuse 1% is not only en economic problem but a
sociel one as well, Although present in some form in all
periods of industrial asnd soolasl development, the problem of
unemployment has come to be emphasized in modern times be-
cause of its scope and beoause of the periousness and far
ritnhing character of its effects,

One of the populsr fallacies concerning this social
and economic plague is that 1% is present only in periods of
depression, whereas the truth of the matter is that 1t is a
permansnt problem, In the most active days of our Ira of
Prospcrity (1922-1920), there were over 2,000,000 able bodied
persons who wanted work and eould not find 1t.1 411 studies
in unemployment emphasized the fluctuastions in its amount,
These variations are found whem yesr is compored with year,
season with season, snd month with month. Zach week; month,
seacon and year is different from svery other one in the
amount of employment thet is avellatle and the specifioc
amount and nature of the resulting unemployment,

The most logiocal and nt the same time the most
practical wey to deal with the casuses of unemployment is to
consid r ladbor as s commodity whose price, like any other

1, Estimate of Leo Wolman, W
Volume II, p. 478,



commodity, is detsrmined by the forces of dermand and supply.

These forces that cuuse fluctuations in the demund and supply
of the comnodity labor, reaide in industyy uae].r.;l and

sust be analysed before we can understand ithe true casuses of

unemployment.

Employers look upon labor a8 one of the factors neces-
gery to production and they buy labor on a lalor murket
where the price of the commodity, labor, flnctnates asccord-
ing to the same economic laws as the price of any other
commodity. When labor ie scerce, the price ies high, and
likewise when the supply of labor is plentiful the price
decreases, There are, however, some important differences
between the labor merket and the market for commodities,
When a workman is in fear of hunger his need for money is
very great; and if st starting he gets the worst of the bar-
gaining and is employed at io' wiges his need romaine great
end he is ver, apt %o go on selling his labor &t a very low
rate. That is 211 the more probable becaunse, while the ad-
vantage in bsrgaining is likely to be falrly well distributed
between the two sides in & market for commodities, it is
more often on the side of the buyers than on that of the

gellers in the murket for hbor.g

1. Dsugherty, C.i., Lalor iroblems in Americen Industry,p.Gh.
. Morshall, slfred. rrinciples of .conomies, p. 3356-536.
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Again, labor 1o unlike ordinary commodities in the
following way: ‘heh & producer of wheat (or any other
commodity) sells his wheat he does not see it sgain and does
not eare who the purchaser is or what he does with the
commodity purchaesed. Iut when & laborer sells hie leber he
nust accompany it in his own person, and he is much affected
by working conditions which are controlled by the employer.
If the price of wheat rises the wheat gﬁo-crc can devote
wore of thelr farme to thie erop and produce ss much more
es they wish, Lut when wsges throughout the country rise
the supply of lsbor ecannot be increased so rapidly. When
the price of wheat falle the producer can limit his out-put,
tut when wages decrease, the laborers must work for whatever
wages are offered and instead of reducing the supply of labor
we find ut these purtioular times that the supply incresses
begsuse often the wives and children of the lsborer must also
work in order to keep from starving. Thue the laws of
oupply end demund asre somewhat modified when applied to labor
There must them be certein forces that disturdb the
equilibrium between the supply of and the demand for labor.

1. Feirchild, red Rogers. JLesentials of “oconomics, p. 464.
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Cne of these disturbing elements is the wvery nature of the
commodity iteelf. Crdinarily an inerease in demand for an
economic goed resulte in & temporary increasse in price.

This price may Le maintained, under ideal conditions, by
keepling an equilibrium between supply and demand. With
labor, however, a Lie element enters. ‘Yeople cunnot easily
snd quickly adjust themselves t¢ shifts in the demand for
their services. An incresse in demand ocan Le met only by
bringing about a net inerease of births over deaths or by
improving the general efficiency of the oxinéing supply.
Each of these is s slow process, and because the process ie
low the result lo that any pgrest reduction in demand coming
at the same time with an inecressing supply must produce unem-
ployment.

The number of workers is another factor that affects
the supply of lsbtor, There may be a great surplus of workers
io one c¢ity or one induestry end a searcity in snother place
or trade. These changes are due not only to the natural
growth of population but slso to the disinelination of some
workers to move io new industrial centers, or, on the other
hand, to the rapidit; with which groups of persons migrate
from country to country or from rural to urban loealities.

Hapld shifts in the labor supply slso cowe when new fields
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of industry open or offer employment to some portion of the
population not h rotofore employed, as for ezample, when
women or childrenm are allowed to work in enterprises formerly
employing only men. The supply may be decreased on the other
hand, when legislative measures prohibit the employment of
coertain individusle or regulate the conditioms under which
they may work.

The faect thut the ordinary worker is untraloed or
treined only in one field and, consequently, cannot adjust
himself to a new fie¢ld if he loses his position 1n his
originsl one, is sulso an element that disturbe the equili-
1ibrium between the supply of and the demand Ifor labor.

From the standpoint of demend for workere there are
three kinds of unemployment: seculsr or long rum, c¢yclical,
and uuonllsl

The term seculur has to do with the changes in Luei-
neas aotivity that develop gradually year by year over periode
or decades and alter the nature of business organiszation and
methods.

The tern eyeliecal has to do with the fluctuations in
business activit; which are the result of the changes in the
business cycle.

P« 09,

1. Desugherty, C. R. Labor iroblems ip aimsrican Industry,
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The term cseasonmal has to do with the changes that
ocour in industry because of the seasons of the year.

Cne of the ehlef secular causes of unemployment is
the mobility of induetry. A certain amcunt of unemployment
is due to the indvetriel changes which sre taking plsce all
the time. The linoiype replacing hand composition ie as
good an example of this &8 any other and it is but one of &
thousand. JSubstitution of ailk for cottoh, elimination of
suspenders, disappearance of ostrieh feathere from women's
hats, abandonment of corsets und red flannel underwear, the
de¢line in the paseion for cut glaee, the growth in the
populsrity of tho vietrola at the expemnse of the player-
plano, «nd of the radio at the expense of the victrola, the
bob whioch makes hair pins and hat pins unnecesssry, the dis-
appesrance and recent re-appesrance of the bicycle, are all
further examples of the factors that bring sbout secular
unemployment. Jometimes this phase of it i8 c¢slled techno-
logical uwnemployment since it ie trought about by the adop-
tion of new processes, or the use of new machinery or labor
saving devices wnich throw groupe of men out of work. Chanpge
also takes pluce because of the shifting of the market. Goods
popular in ome psrt of the gountry cease Lo be called for and

become populur elsewhereés hen the business or manufacturing

plant is shifted from one place to another the wage esrner
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and his family sre not so sure to be shifted with it. .
Some of the workers may follow the factory to its new locae
tion, btut many cannot or will not, and sgain there is
unemployment, Thie ehifting of industry has been especially
geignificant in our eountry during the last hslf century.
The South, at one time an agricultursl section, hes gained
supremacy over New England in cotton temtiles; Femmsylvanie
has 80 share her soft coal mining importance with West
Virginias; the boet and shoe industry has moved from New
Englend in a westward march. All these changes working them-
gelves out over & perilod of years have csused men to lose
their jobs, thus adding to¢ the exieting unemployment for, 5%
nl» timee, there is a "oonetant reserve of labor," an army
of casual workers und others whoese services are not in con-
tinuoue umh"l
Another ¢awse of unemployment is overproduction, Cur

capacity to produce goods hes far outetripped the capacity
of forelgn and domestic markets to e¢onsume them. There are
too many fectorles, toco many mines, too many farms, ete,

¢savece of mevere compotition many firms sre often unable Lo

1. Dsugherty, C+R, b blems in ica 8 E
. Pe 39- 7
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secure orders thst Justify their operation. As a result
they sre forced to reduce prices, often selling below costs,
end if this is continued for any length of time the inevite
eble result is bacnkruptey for the employer snd unemployment
for the workers.

Over production is the result of overdevelopment of
industry. This is due mainly to two causes. Iuring the
World Ver there wus an sbnormal demand in this country for
many products. Factoriles sprang up almost overnight to
supply this demand. ¢hen peace came the demand cesced and
many bzsinesn estalblishments hsd to close downs The smecond
cause of overdevelopment ie due to the unequal distribution
of wealth, The great nass of omsumere do not have enough
incose to render thelr purchasing .ower adequate to keep
factories going. The rich, on the other hand, do not spend
all their income for consumers' goods but use a great part
of 1% to buy stocks and bonde which represent new producing
onpauity; thue adding to the problem of over prcaucticn.l

In order to understand the ey¢lical causes of uneme
Ployment it is necessary to say & few words sbout the busi-
ness cycle iteelfs The business cycle is the series of

1. Dau borby, U. R. Lgbor rroblems in imericsy Industry,
Pe .
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fluotuations of Lusiness which come in failrly reguisr
suocession of good times end bed times, or prosperity and
dnyreealon.l Sturting at the lowest point in the cycle we
find a period of dull business. Gradually things begin to
improve. After a few months, or perhape & year or two everye
body 1s rejoicing in business proesperity. This condition
issts for a few years, frequently becoming wore and more
flourishing all the time. Then comes & change, Sometimes
there ie s gredusl slowing down of business, More often
there is a sudden sharp check which we ¢all a panic or a
¢risis, DBusine: s thus deolines, cither graduslly or suddenly
and then follows & periocd, measured in months or even in
yoars, of dull times or busineses depression. Then,safter a
time, the same movement will start again,

The exael cuuses of depression are still debsted.
Many persons Lelieve that under our syetem of industrial
owmershlp and development there must come tiues when produc~
tion outruns purchssing power and when these times come they
are inevitably feollowed by bankrupteies, liquidations and
consequently unemployment., Other persons believe that the
underlying csuse of c¢yelical unemployment ie to be found in

l. Feirchild, red Rogers, JHssentisls of iconomics, p. 3"
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the faulty regulation of money and credit. During a
period of prosperity many bancs became exceediugly free in
allowing eredit which results im an over expansion of busi-
ness enteryrises., This cannot go on indefinitely however,
and when the ban s are eventuslly forced to cease expanding
eredit a poeriod of liguidation sets in. Iusiness men who
have contracted debis and expunded their enterprises on
eredit, are now forced to sell below costs since they must
repay their debts with dollers that have appreciatad in
value. Irices are lowered, wagee are reduced, estsblishments
operate on small scales if they operste af all, and & period -
of depression with its unemployment follows.

5till another factor that serves to Lriung about depres-
sion ie the & ,steum of international tariff barriers that
exist, DNetious with large quantities cof investuwent funds
lend mcney to poorer gountries and them set up extremely high
tariff retes which really hinder the repayment o' the loans.
A period of hard tives must follow for hbth lender and
Lorrower.

S0 much for cyclical unemployments. Another kind of
unemployment ie seasonal. This comes about because of
changes of the seasons end their effects on certain indust-
ries. The outstanding csuse of seasona)l fluctuation is the
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weather which has & grest influence on productive sotivity,
The weather affects agriculture through climate, and agri-
culture provides more or less perishable producte which are
the raw materials to Le used in certsin iIndustries. This
is especially true in the cauning industry and in that of
ueat p;cklng end flour willing. Likewise is it true of the
ice outtiug industry, eince natural ice can be cut only in
cold weuther,

The weather affectes the consumption of the finished
produot, An example of this is seen in the fur-trimming
industry whieh has its heavieat demands in the Mll of the
yeur. Industries suoch as those dealing with millinery and
women's clothing show pronounced seasonel fluctuations,
Customs and tradition play their part in bringlng sbout
seasonal unemployment., Eporting goods sre deranded at
partioular times, ® sre Iire crackers, toys, Christumas
seals aud Chekstuus ourds, etc.

In the construction industry the weather influences
the setual operation of the business. A great deal of
outside work cannoit be done in extremely cold weather, The
result of this ie that the process of production is carried
on feveriehly when the westher does permit such work but in
bad weather the workmen sre lesid off,



20

Many persons are employed irregularly for various
cther reasons., There ie the cdd Job man, who works at what
he csn and when he can. There is the longshoremsn and
fishernan who works uveually on & daily or weekly basis, often
with pumercus periods of idleness btetween the days snd weeks.

Ther: are, moreover, miscellaneous ecvnomic csuses of
unemployment whieh include inefficient production manasgement
of materiuls or machines, lneffective lalor or personnel
policies, high stule or nstional taxes which discourage
investment snd expansion to such a degree thet there is stage
pation. It is moreever, well tmown that mergers and consoli-
dationa frequently ceuse the displacement of omployeu.l
dueh consolidations are sccomplished for the sake of btring-
ing about a more effective org_iniut:lon. and it is to be
expected that many of the workers in the individual concern
would have to be dropped when the uniecn is formed. It must
be remembered, howeéver, that this is not universally true,
@ince, in soue cases, there is little or no dieturbance of
the exieting personnel, as for example, when stores are
bought up by chain organizations,

Finally, unemployment results from the dlfficulty of
bringing together the man snd the job, Under the very best

Da rt Ss Bs Lab Lle tr
1. D.‘m Js ’ '




of conditione it 1s difficult for s man in one locality to
know of opportunities thut may exiet in snother, and scme-
times even in his owm,

How, then is this huge msss of workers without work
to get along? What protection do the unemployed have at
present? The answer is simples They mmet depend either on
their savings which are ueually inadequute; they must vorrow,
which at many times ie imposg@ible, and at all times is
destruotive to the feeling of independence; they must depend
on private charity whioh is uncertain; or they must turm to
relief, which, besides being uncertsin, is at all times
humiliating.

Even in good timee little maving can lLe accomplished
by the American worker. 7The unskilled and semi-skilled are
geldom able to build up & reserve for more than a few wecks
of unemployment, and even & somewhat prolonged period of
seasonal unemployment is likely to find them in want,
Installment buying, moreover, has almoet ruined thew
financislly. The resulte of thie practice which has encours
aged them to buy commodities such as radios, sutomocbiles,
ete., have tended to leave a very large percentage of them
at the end of the year in dett rather than with a surplus.
The skilled, on account of their higher wages, cau uake
greater savinge if bank f§illings und stock fluctuationes do



not sweep them away, but even these cannot save enough to
tide them over long periods of unemployment.

The result is that they wither aceept public or
private oharity or borvew, The amounts which have been
distributed in pudblic snd private relief during the present
depression mey seem to be in absolute large sums but im
comperison with the loss which the unemployed have experi-
enced and the needs from whieh they have suffered, it has
been shockingly inndoqnato.l In the first quarter of 1951
the total amount paid out in relief in the cities of cver
30,000 amounted to approximstely 356,?00.000.8 By March,
1933, the number of persons redeiving rellef was approximate-
ly 20,000,000, By Maroh, 1935, nearly 5,500,000 families =nd
single persons, representing 21,000,000 persons in all were
receiving assistance, lLatest available figures show that
from 1933 to November, 1955, the expenditures of the govern-
ment for relief ineluding ¥ederal, state and local funds
were as follows:®

1988 - - « = § 792,010,342
1954 = = = = 1,476,578,758

1935 to
November - 1,0660,949,223

1. Douglas, Peul H,, Standards of Unemploymont Insurance,p.5
2, United stﬂn anartmnt of Commerce, &MGMEH!
Goyo izatio




lelief is not only inadequate but is humilisting as
well. Charity st best 1o Loth unwelcome and detested by
self respecting workers, kany will starve rether thasn go
on relief, and otheys will undergo great privatlons tefore
they will aek Tor relief, although it is truwe that as hard
times of the prescut depression go on, men and women Leoome
lese reluctant to receive churity. This, in itoelf, is
dlsastrous, for the period of rellef-giving hus weskened the
independence of many worksrs.

Zelief, moreover, is uncertain. Many ugencies, as
soon a8 Lheir funds have diminieshed or become exhsusted,
have had to reduce their payments or shut down sltogether,
it has been found that public and privete charity has met
not more than 3 per cent. of the wage loss resulting from
unemployment and psrt time Iork} The remainder has been
met by reduced standards of living on the pert of the
unemployed and their families which, iun turn, has brought
about (1) curtallment of esventials in diet; (.) custom of
#doubling up" of families in living quarters; (3) limita-~
tione in the use of cosl snd woody (4) the custom of
vorrowing on l1life insurance or dropping it entirely, and

{56) great neglect in the necessary cure of hewlth,

1., Douglas, aul Ha, stendards of ﬁngg;, oyment Insursnce,
Pe 18, . '




The problem confronting use then is appalling., For
nany years economiste have anslyzed it in an effort to cure
or at least relieve it., UOifferent governmental unite,
industries und labor unions, have tried to cope with it and
have usually failed. It is granted by all that unemployment
is an ever present risk facing the modern worker and is &
Ly-product of modern industry. osveryone knows, moreover,
that in modern business ae well 88 in other aspects of
modern life, the prineiple of insurance has been applied.
Wby not,then, a ply the principle of unemployment insurance
to relieve the sufferings of unemployment? Unemployment
insurance would provide & more self_respecting type of pro-
Lcotion to workers, It wonld give benefits that would be
certain, which wou.d be definite in amount and which by
right would Le the employees'® very own, thus saving the self-
roapect of the recipient.

Unemployment insurance, moreover, ¢sn be made to
serve & double purpose. It is not only an essential way of
lessening the disirese csused by unemployment, but it also
furnishes a partial meane of stabilizing industry, and can
thus be used toc lessen business depressions themselves. If
adequate benefits are provided for any considerable period
of time workers will be leas afrsid of unemployment at the

outbreas of & depressiocn, for even if they do feel the ax of
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dismiseal, their incomes will not wholly cease, They will
not, therefore, cut down their expenditures so drastically
as now, nor indulge in such frenzied saving which resulte
in hoarding in the banie and in & decline in the total
volume of purchasing power and also a decline in production.
4 better balance between epending and saving would be estab-
lished and one cauve for the cumulative breakdown of industry
would be 1.85.3.‘01

Another wey in which upemployment insuvrance would
be valuable in leesening buminess depreesions is through the
tranaf:r of purchssing power., Of thies FProfessor Paul H.
Douglas saye:

There would bé pald into the system in good tinee
large sums of money o preciums. If any sctumrial
sense had been used in constructing Lue system,
however, the amounts paid out in bvenefite during
these good years would be very much less than the
receipte. The zurplue would then be invested in

vernment bonds or the like and s reserve built up.

en the depression came thies reserve would be ready
to pay out bepefite., These benefits in turm would
enable the unemployed t0 maintain & mueh higher rate
of consumption than would otherwise be the case, and
hence would hely to steady the consumers' goods
indusiries. By doing this, the producers' goods
induetries would also be partially protected from the
Gonsequgnees which the present decline in consumption

Lrings
Bevides these eplendid argumente in favor of unem-

1. Douglas, raul H., Couiroliing Depreseions, p. £81.
2e Ib‘!:, Pe b4,



Ployment insuranee there are numerocus oned agelnst 1t. It
is srgued that unemployment ie not properly sd lueurable
risk like thet of death or sccidental injury or sickness

or property damege,s It io true thet unemploywent insurance
does try to diffuse the risk over & large number of individ-
tals but it differs from true insursnce in certaln other
reapectas In the first place, there ie no largs body of
statintical materisl available as to ifte ilnoldence, fre-
quency, and severity, Jonsequently, the average "mortality”
is not prediotable or oalculable, For this resaon it 1is
impossible to establish premiume,the sum of waleh, when paid
in, will with certuinty be enough to cover all dlaburse-
ments to those suffering the insured loas, provide for ad-
minigtrative snd opersting costs, snd set up adequate
renerves,

It i moreover, argued that attempte to insure against
fnenployment will imevitebly depurt from insurance principles
and degenerate into mere relief or & "dole".

The other leading arguments againet unemployment Iine
surance are:

1. The conte are excessive end in ti ez of depression
mnay delay snd hinder economic recovery.

2+ QRellef or "the imerican dole™ bLrings about all
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sarte of abuses, malingering, idleness, loee of morale,
and general losa of churscter amcong its recipients.

8, Kfficiernt and skilled workmen have to supyort
the lazy and inefficient,

4, Unemployment insurance is socialistic, depriving
employers and employees of their freedom of ccutract.x

6, Unemployment insurance iz an added tax on indue-
try which will unltimately result in higher prices to the
publio. ‘

6. Unemployment insurence 1s but another invitation
to pelitical corruption,

The advooantez of unemployment insurance on the other
hand reply that:

I, The "Unamericer dole" (wmemployment insursnce)
is mmoh better than the "American dole™ of mounting poor
relief, apple buying, bresd linea, soup kitchens and psuper-
izing charity.

2, Industry bnilaj up huge money reserves to continue
dividend paymente to stockholders during depressions so why
should mot indwvetry provide reserves for its employees in-
gtead of expecting the publiec to support them by charitable
relief?

S¢ Unemployment even more than accidents is an

1.‘ California itate Unnmgluymnnt UOmmiaaion. Heport and
Hecommondations, ps 7
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industry risk over which the worker has no eontrol, If
unemployment can Le made costly, as woere acclidents, %o
employers and insurence companies, then ihe; will work
narder for the prevention of unemployment Jjust as they
have worked for the prevention of accldents, and a strong
incentive for the comtrol of eyclical and seasopal fluetua-
tions will exist, !

4, Purthermore, in 8o far es insurance costs are
made & part of overhead coste of production, the publie
pays for it, which is soelslly desiratle, thst 1s, 1t is
only just for esociet) to bear some of the coate of moderm
industry as well a= %o reap come 0f the bonotxt:.l

No one denies that the solution of unemployment lies
in providing work. #Hut, as has been pointed out, providing
work regularly and ecntinuously is exzactly the thing that
our economic orgsnigation hes up Lo the present falled to do.
Until svoh time as it does, proposals for uneuployment

insurance deserve the wooet ocareful conzideratlicon,

1. Daugherty, Carrol R., Lor Froble in 4 gan
Industry, p. 63,



CHAPTER 11
EARLY TRENDS IN ZUROPE AND I THE UNITED GTATES

The giving of unemployment benefits le nothing new,
The surprising ides, however, is that it hu- Qoue 80 slowly
to the ﬁn&tod 3tatee, particoularly in view of ithe extension
of insurance to other industrisl risks in the sountiry.
Applications of insursnce to unemployment have been wide-
eproad ameng othor natious for many years, It has existed
in Zurope in some form or other for over forty yosra amd
there are now ouly s feow countriea, none with any approcisble
industrial development, which have stood outslde this move-
mont., The position of the United States with itz relative
industrisl suprecsey and almost total lack of compulsory
unemployment losurance until very receantly is, therefore,
dietinotly unicues. Unemployment lnaursaunce, moreover, has
survived the presont depression in ever)y countiyry im which
it exieted in 199 sxoept Aussis where the Joviet Union in
1980 terminsted all unemployment insursnce benefite on the

(29)
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theory tThat the Five Year Plean had ended unemployment, and
where, according to current reports, there is no unemploy-
mant.l

The evolution of unemployment insurance has been
through many forme, the ¢arliest of which wae that of
voluntary out of work benefite while the roet comprehensive
is that of national compuleory unemployment insurance. De-
tween these two extremes ie the so called Ghant system,
taking its name from the eity of Ghent in “elgium where it
began in 1901. 2y 1%, trade unions in the clty were publicly
subeidized to aid their out-of-work members. Irior to this
plun trede unione tore the Tfinancial turden of aiding their
unemployed membere, and grsdually trade union systems of un-
euployment lneuranoe arope,

By vhe opening years of the twentieth century these
subsidized trade union plans had become widecpread in Kng-
land, Germany, Austria, Ffelgium, Norway, Sweden snd penmark,
In Greev Tritein more than 1,000,000 workere were included
by 1908,3 In the majority of cases the henefits paid took

1. uitte, sdwin I,, "Soclsl Insurance in Zurope during the
Depression,” Lato i t w, December,
1935. Vol. 0. s PP - .

Zs. Dossard, James H. J., Socisl Change and Jocial iroblems,
P. 204,
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the form of travelling expenses Lo enable tie worker to
find spother job., sSometimes, however, Lenefits would be
peid in lieu of employment. In all osses Lhe enlire
finapncial burden rested upon and was mwet by the members of
the union. The Ghept plan, however, removed psrt of this
burden from the members by providing subeldies out of public
funds (ohiefly municipal) to sid the trade unions in the
payment of their unemployment benefits. Stexrting ln Eelgium
the scheme spresd rapidly throughout other countries of
Surope and is now in vogue in eight other nutions--Czecho-
slovakis, Denmsrk, ifinland, France, Hollsund, Borway, Spaln
and Switserland., The scheme ies entirely voluntary and is
limited to trade union members in good standing. The publie
grents range from one-third to a complete mateching of the
benefite paid by the union,

At present there ar: eighteen couniries which have
unemployment insurance snd these sre almoet equally divided
between the two types of ineurance--voluntery snd eoumpulsory.

The exsot diviesion is ae follows:

Compulsory Voluntar
Austria belgium
Bulguris Cgeochoslovakia
Germany Denmark

Great Iritain Finland
Greenland France

Irish Tree Ztate Netherlunds
Italy Eorway

Luxemburg Spein



iixed System
Switzerland

The first country to establish a national compulsory
system was Oreat Britain in 1911, This plan was the out-
growth of dissatisfaction with existing means of relieving
distress due to unemployment. The scheme provided for a
tripartite contributory fund to whioh about two and one~half
million workers, their employers, and the governnsnt msde
weekly contributions im a 5:5:3 ratio, There were, morsover,
definite conditions that had to Ve met 1n order that the un=~
employed worker might receive aid.

liext to the Sritish scheme in size and importance is
the Cerman, established in 1927, It comprises not only &
scheme for ordinary unemployment insurance but also for §nor-
gency or extended unamployment beneflts and for welfare
support or what we term "relief.” DBenefits are graduated
according to average earanings of seleven. wage groups. The
duration of standard benefits is twenty weeks, except in
the case of insured persons with means who are eantitled to
benefits only during thirty=six days. The coammunal authori=
ties have power %o decide on the state of need. The criterion
is based on ‘he prineiple of family resoureces, and no
relief is granted as long as the income of one of the per=-

sons living in the household is sufficient to provide a




pinimum of subeistence for the individusle of waieh it ie
Gompo sed.

In the United Jtates as in " urope all esrly efforts
to moet the problem of unemployment through insurance were
of @& voluntary nsture. The collective method of meeting the
{inancisl uncertainties of wmoderm industry originated among
Lhe workers and was borme by them. Three types of voluntary
plans have #ince developed: .The Union Hemefit Vlan, the
Auployers' Flaen, aud the Joinmt Plan of Mduployers and Unions.

Strange to say, unemployment had little separate
indentity in American thought uutil sbout the beginoing of
the pieaont oonturw.l Yreviously it had been looked upon as
part of the general problem of poverty and poor relief,
arising sainly oul of the incapecities of the workers them-
selves. In the 1700's all elueses of neody persons were
shelteored in the slmehouses maintained by the towne in lew
Lpg.snd, end by the counties in other psrts of the ocountry,
sud these institutions remained the ohief ogouciee for re-
lieving the wble-Lodied poor for more tham & century. With
the development of gpeclelized institutions loxr the siek,
the insane, needy children snd other handicspped clasces

in the lster 1800's, these groups Legan to dissppear from

1. Ste;grt. ryce M. Unemployment Senefits in the Unitol.
pi . ' -



the workhouses wuich eventually were patronigzed by tramps,

abd unemploymsnt was thought of slmost synonomously with
i
Vagrancye.

Frivately supported cherit; organization socleties
wodeled after the Cherity Crganisation tociety of London
established in 1809 began to appesr in the larger citlies
sueh as lew Yorsg, loston, Suffelo, Esltimore and Cipeinnati
asbout 1660, rhey sccepted the current idea that unemploy-
ment wae due to personsl casuses, and the wmlief meacures
adopted were sueh as would save the needy frow uttier desti-
tution, but at the same tiuse would guard asgsinet exploita-
tion by the shiftless who wer: assumed to make up the bulk
of the reciplents of charity,

The first organiszations to consider unemployment a
distinet probles were the trade unions. As fur bLack as
J.G:B:I.8 we find efforts nade by a few rather sjall trade
uniona to solve the protlem, The members of these organiza-
tions were mostly immligrants from suropesn countries where
they had been famillar with the establishment and operstione
of funde for out-of-work Lenefits, That the unions should

l. Werner, Amos G., American Charities, pp.l19b6-226,
2. Loocsl Union of rrinters, liew York, &. Y.



give out-of-work venefits to their members seeuns inherent
in the objectives 0! these orzenizationa., 7o maintain the
gtandard rate and other conditions of employment desired,
memters must be helped in time of need to resist offers of
employment under less desirsble conditions, and if financial
assistance for unenployed workers is provided, the organisza-
tion thereby proves ite velue in & crisie wnd sirengthens
the loyslty of ite membership. The earlieect uniom plen on
record surviving until recent times dates frow 1660 and was
sbandoned in 1919, fhie wa® the Auslgamated Society of
Epgineers, an Auerican branch of a Lyitish 'union.1
Until the latter part of the century, however, the
Lenefit plane adopted by unions played a mimor part in the
relief of the distress due to unemployment. In 1894, a
depreesion year, curveys relatiog to unemployment were taken
in various parte of the country. The Musssachusetts Loard
to Investigate the Subject of the Unemployed noted in that
year that out-of-work benefite had been adopted by Lbut &
flew trades in Massachusetts snd that the benefits derived
from them were negligiblo.z At the same time the liew York -

1., GStewart, Eryce .., Unemployment ‘cnefits ip the United
States, p. B856.

2. Massachusetts Doard to Investigate the Subject of the
Unemployed -Hdeport, Part I: Helief leasures, pps XXXI1I-
LXXVIII, 1896.
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Stete Buresu of lalor Statistics reported that §$106,801
woere peid thet yeur in out-of-wor: Lenefits toc members of
labor organisations in the ltnﬁ.-l In Hichigan a survey of
two hundred end thirty-seven lsbor unions revealed that
twenty-one pald ount-of-wor: benefits in 18956, one hundred
Aﬂ& four paid nome, und ope hundred and twelve did not
ru,uort.‘

After the depreseion of 1694 which se.ms t. have
directed public sttention to measures of rellef of the unm-
employed, there began to eppesur in leading newspapers and
magazines discussions of lnsurance usgainst unemployment
and the new century brought definite progress aslong this
iine, Trade union plspe increased and individusl compsnies
began to take an intereet in the idea of ont«of-work lLene-
‘it snd devised company plans, /rrequontly, moreover, em-
ployers would unite with unions and promote cchemes for
unemployment benefits, The Industrisl Helatione Counsellors
of lew York found that in 19E8 the three types of woluntary

1. DNew York State luresu of Lebor Statistice, jeport for
gesr 1894, ilbany, 1895, pe 289, y

&¢ Michigan Sureau of Lsbor and Industrial Statisties,
LOGL ANUad 08 O :’-- ) £§2 >y _Z"‘

4 £25.554 W& i i,
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1
plans included tne following numbers of workers:

Trade Union flans 54,700
Individual Company Plsus 10,900

Joint \gg‘::::;nt Flane m

In the printing trades there wer: twenty-three
locals which had a total membership of 29,000, In addition
there were nine loesls of bakery workers, four of lage
workere, one bLrewsry snd cne wood oarvere. 1he moet liveral
plan wus that sponsored by the locals of the shoto-engrav-
ers~-a union of ver, skilled aud highly pald workers, Jene
fite ranged from (30 per week in chums to §l2 per week
in Cleveland and Cinclpnetis The waiting poriod was two
weeks and the perioed of benefit renged from wentye-six
weeks in Chicaege Lo twelve weeks in ilnnespolie snd Cincinpa-
ti. The aversge sunmsl cost per member wes (16 in New York
and (including siek benefits) $33.560 in Chicago. In emaller
citie® the per capita cost ranged from §2 to 67.50.3

l. OStewurt, Dryee il.,
8, Induetriel Helutlons Counse

ors,

£+ United Utates Turesu of Lator 3tatieties, Julletin lo,
244, Photo Ingravers Union Nos, B, p. 18, '

J¢ United States Pureau of Labor Statistiocs, §%nm Lo
% Unemployment Lenefit FPlans in United States, p.
-



The two lurgest local unions which paid unempl yment
benefite were the Typographical Union Ho. 6 of New York
City and the Presamen's Union No, 51 of the sane city.l
The former has had @& long history of out-of-wor: benefits,
It has chusnged severz)l tises from levylug special ussess-
mente in periods of business depression to protect its
members usgainst prolonged unemployment to & regularized
plan of fixed aseevsments. Since 1916 it has ascessed ite
mewberhhip one-half of one per cent of their earnings for
half the year. After {10,000 is deducted esoh yeur for the
benefit of the Jehool for Apprentices the rest goes into a
fund., The Lenefits are gradusted sccording tc the length
of membership in the loesl, Those who have been members for
lees than two years receive L.t §8 a week, while four-year
members receive the full J14. After a walting period of
one week benefite can be paid during the summer slack season
from June 15 to September 15 for a period not to exceed
seven weeks.

The New York Pristing Fressmen's Local has paid
benefits of 12 & week since 1927. In 1928 five hundred and

one members or approximately one-seventh of the total, drew

1. United States Suresu of Lsbor Statistice, gg%;igég_gg&
» Pe 148, Unemployment lenefit rlans ir Unite
aLe8 . )
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benefites for an average period of five weeks and an average
spount of $49,

A number of locals in the Iakers' Union hsave paid
unemployment benefite for long periocds of ti.e. The
Buffalo local, for example, has had such & plan for over
torty yeare, while 5t. Louis began to make paymenta in 1920,
hew York slso followed that same year. The 5t. lLouis plan
is fairly typicel. Those who have Leen members of the
vonion for at least three years, ufter s whiting period of
two weeks, receive benefite of §7 per week up to a msximum
in eny one year of $70. These sre slso confimed to the
elack period which in this csse is from Christmss te the
end of .arxdh.

The moet striking impression geined frem the Trade

Union plsne ie that of insdequacy and meagerness in all
the schemes. The fellowing statement beurs out this
impression:

The total memberehip of the three inter-
national unions wnd forty-five loeal unione
having plans &t present (April 1931) is el ightly
less than 456,000 or sbout 1lis of the total trade
union memberehip in the country., The uniome
represented by these 48 plune were 14 in number,
but the srinting trades dominsted, no less than

08 of the 48 plans being maintained by unions
connected with some braneh of the printing trade.

As regards membership, the printing iradees were
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#t1il1l more loninant.l

In some instances employers took the initiative and
devised plans to sid thelir lsid-ofif employees, In 1928 an
investigation nade by an independent organisation of
industrial councelilors revealed thut there were eleven
ecompanies with funde set selde for the epecifie purpose of
affording relief to the unemployed. This investigation
showed that 8,:30 employees were eligible to this aid,
dince that time, however, other coumpanies have adopted un-
employment benefit schemes and by September, 1931, there
were thirty-five companies in the United S¢ates having
systems of unemployment insurance as s feature of their
stabilization progrnmn.z

In 1933 fourteen Aochester (New York) companies

adopted what is known u.s the Rochester Unemployment Eenefit
Flan, Of the Rochester firms, the Esstman Xodak Company
was the leader, According to the plan adopted by them

separate accounte were to be mainteined by eaoh firm. The

le United States Lureau of labor Statistics, Unemployment
Ltenefit rlans in the United Stetes, fulletin No, 544,
J‘llly. 1931. pl 19.

Za
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employers were tc pay the entire amount of contritutions,
(z per cent), except in an emsrgency, whem all workers,
including salaried officials were to pay a sma 1 amount of
their pay checis. lorksers were to receive 60 per cent of
their earnings for varying periods up to a mazimum I thir-
teen wecks, depending on the length of service.l Five other
companies followed the originsl fourteen, and the nineteen
companies now in the plan normelly employ about 28,010

¥

persons,

The third type of voluntary plan in the United States
ig the Jeint Flan of Employsrs und Unionms. The best known
0ol these cases is Lhe agreement negotiated b ihe Amalgamated
Clothing Workers in the men's clothing markets of Chicago,
Iew York -nd docheater,s the Cleveland Guarantee rlan, and
that of the Full rashioned Hosiery Workers,

The Chicago Ilan was put into effect in 19£3 when a
general increase o0l ten per cent in wages was being obtained

in other markets. In order to get the system started the

l. United State= ureau of Labor Statistices, fulletin lo.b544,
Unemployment Fenmefit Plans in United StateS, pp. GB-6D.

. Ewing, John tertwell, Job Insurance, p. E5.

3. Ibid., pp. 72-77.
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Union in Chicage sugreed to scoept an increase of only seven
per cent, provided the employers would contribute one and
one-half per cent of iLhe payroll to an unemployment insursnce
fund which was to be natched by an equal coniribution by the
workers. In 1928 the omployers' shure was ralsed to three
percent whioh was in reality the exasct amount b, whieh the
1983 increase fell below the general incresse in other mare
kets. The echeme stipulated that s waliting period equal to
one week of unemployment (forty-four hours) wae roquired
before the worker wus oiialblo for benerita, Theee Lenefite
wero to be forty per cent of the full time wages of the
worknr, b 't were not to exceed $20 a week and were not to
run for mope than five weeks during the yoaral
After much contention between the unions and the
employers as to whether the funde were to e set up onm
market or establishment beses, the manufacturers won out and
separate establishment funds were coreated. In the case of
subemanufsoturers who took work on contract Ifrom menufactur
ors, however, it was provided thut eontributions should be

pooled in a market fund which would protect equally all
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those who worked for sub-contractors. An employment office
was established wiich wae furnished copiee of Lhe payrolls
of each firm. 7These were used to make the proper entries
on the record csrds for each worker on the amcunts of time
worked and pay recelved. No benefits were to be paid ont
ugtil the fund had been in operation for & year.

The lew York and Rochester plans are similar except
that the FNew York fund is on & market basis while the
Hoohester fund is on an establishment basis. In the Amalge-
mated New York FPlan the employers bear the entire cost cf the
gysten, contributing at the rate of one and ome-hslf per cent
of the direct labor payroil, plus one and two-tenths per cent
¢f the amount they pay to oontruton.l The original
Hochester eysten stipplated an equal distribution of one and
one-hslf per cent of the wages from both employers snd em-
ployees, but the latter gontribution has now been waived on
account of the depression. Iu the Cloth, Hat, Cap, and
billinery Industry in New York end Fhilsdelphié, the employers
pay the entire contribution of three per cent of the pay-

1. Epetein, Abrahanm, Insecurity-—i Challenge to America,

Ps 156,
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rou.1 8imilar provieions exist in the cave of Loculs Jlo. &
sod No, 45 .f the Lnited Hatiers aAgreement in hew York city.‘
The plan of the American Federation of rull Feshioned
Hoslery workere set the comtributions at one per cent of

the payroll from the employers sand one-half of one per cemnt
of the wages from union Iorkera.5 This hae piuce been dis-
eontinued. 7The latest plun adopted in 1931 by the Interna-
tional FooketiLook workers Union epecified a deduction of

two and one-half per cent of the weekly wage of employees,
which sum is matchsd by the employers.

The Clevelund Guersntee Fluan eetablished in the union-
ized divisions of tho women's Clothing Industry of Cle¥elund
was set up in 1921 whem the Board of Referees, in putting
into effect a fifteen per cent wage reduction and the
egtablishment of productive standsrde in the factories, ruled
that employers in returnm should gusrantee to their employces
forty weeks of work & year. rach firm agreed to pay one-half
of the wages which regular workers might lose from failure
on the part of the firm to offer the full forty weeks of

employment, and a8 a guersntee, poste concurrently a vond

1. United Stutes Furesu of labor Statistics, smployment
Benefit Plans in United S¢astee, Julle tin No, 544, p. 82,

Lo Ibi". PPe. 86-89.
Js Ibléo. LPse 9102,
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equal to ten por cent of Lhe yearly wage hill.l

Cne of the well known compacies using Lhils plan is the
froetor und Gamble Company. The Guarantee Ylun was adopted
by them August 1, 1958.' In this firm all hourly peid employ-
¢e8 whoee annual salary does not exveed $2,000 are covered
by the scheme. There are, however, some very specific pro-
visions which must be wet, (1) The employee nmust be & profit
gharing employee who has had at least six months service with
the company. (2) The company reserves the right to transfer
the employee o work other than his regulsr job., If a
temporary transfer, he receives the same weges as before;
if & permanent transfer, he receives wages provailing within
his new depsrtment, “he plan gusrantees (or all eligible
employees full pay ifor forty-eight weeks eaci yesar, The
four weeks not covered include the reogular sumer «ud winter
shut-down perlods when the plants sre closed for cleaning,
repairs and inventories. iive holldays asre also excluded
from the time guerasntee. "The entire cost is Lorne by the
gompeny snd sdainictered by it.

The euployers' guarsntee plen has ite drawbacks. It

1. United State2 Pureau of Labor Statieties, Kmployment
Bonof%s Plans in the United States, Sulletln No. 544,
Ppe T7=79,

Se Ibigo, PPe 4950,



hes definitely limited the ability of the manufactiurer ﬁo

rain & sufficient number f workers for the peak periods,
They have naturally boen reluctant to take on permamently
workers to whom the; must guarantee at least forty weeks of
work or more.

There are some definite and understsndable reasons
why concerns have not volunterily established unemployment
ipegurance pluns and why they, in generdl, will not do so in
the Tuture. In the first place, the adoption of unempluy-
weént insurence Ly any one plent saddles it with an added
money coat which ite competitors do not experience. It is,
therefore, placed at a dissdvaentage in competition, Moreover,
the favorable attitude crested toward the concern among the
patrons and amon: the employees Ly the establishment of such
& scheme generally will not offset the extra mouey cost,
Then agein, there is the uncertainty as to the ultimate
coat of any sueh sjyetem, and the average manager, unsure of
Lhe future of hies comeern, 1s reluctant to burden it with
euch an obligation.

Voluntary plans have proved to be and will continue
io be inadequate hecause, evern If all companies wished to
establish schemes, the very nature of the plan would neces-

sarily leave wan; workers unprotected, since all plane would
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have eligibility requirements. Lenefits would spily only to
regular workers and thus would not cover short time or
oeasonal employces. In these voluntery plans, moreover,
workere have no security or guarantee that the lLenefits will
be permsnent. If, in the judgment of the msnagement the
continuance of the plan ies finaneislly insdviealle, the plan
¢an be dropped at once, and the workers have no recourse.
The plan of the fockland Finishing Company, for example, was
discontinued in 1923 when the original fund crested for the
purpose was exhuusted. Likewise, the plan of the American

1
Cast lron Fipe Company was discontinued in 1926.

1. Douglas, Paul H., Standerds of Unemployment Insurance,
. Pe O8.




CHAPTER TIX

EARLY ATTEMPTS TO OBTAIN
STATE UNEMPLOYMENT INCURANCE LEGISLATION

Unlike most Furopean gountries the United States has
been slow in legislative sction regerding unemployment
insurance, This reluctance may be traced to several con=
tributing factors, First of all is our spirit of "ruszged
individualien”,——our unshakable belief in our ability te
handle sooial and economic questions without govermment

interventiom, Thea again, there has always existed strong
oprosition to insurance legislation emong the rank snd file
of manufacturers; and last but not least, there has always
been, until very recently (November, 1932), the opposition of
the Ameriean Federation of Labor,

In spite of opposition on all sides, however, there
have been from time to time wvarious efforts on the part of
different states to secure unemployment insurance legisle-

tion, The first state to prorose an unemployment insurance

(48)




law was Massachusetts in 1916, This bill, a product of the
Eassachusetts Committee on Unemployment, end the American
Aesociation for Labor Legislation, was modeled upon the
Inglish system in that it celled for contributions by all
three parties, that is, employers, employees, and the state,
Hearings were held on the bill but it wes not reported from
cammittee, The legislature, however, passed a resolution
for the appointment of a joint legisletive and executive
commission to study general lsbor conditions,

The next importent development came from Visconsin
~and owed its lmpetus to Professor Johm R, Commons of the
St¢ate University. Professor Commons was impressed by the
pressure which workmen's compensation legisiation had put
upon employers to reduce accidents in order to reduce
premium payments, and he believed that if employers were
made to feel the burden of unemploygent they would take all
steps posasible to eliminate it also, The theory behind the
plan suggested by him was thet employers are responsible for
the unemployment in their plants snd consequently, the entire
cost should be borme by them, Nor did the theory appear
radical to Wisconsin for thet state had had experience in
progressive lesislation under lLa Folleite (1901-1906) and
under MecGoverm (1911-1915), In 1921 Blaine, another Progres=-



sive, was governor and of his policies the Wisconsin Leader
on Maroh 26, 1921, seld editorislly:

Visoconsin is again struggling to assume the
role of pioneer in prosressive lesislation under

the leadership of Covernor Blaine, The bill

creating a department of markets, surtax, and the

income tax revision bills, the bill libderalizingz the

Mothers' pension aid, Senator Muber's resolution

providi:iltor the initietive, referendum and the

recall are meansures that in importeance may be
oompared to the lailroad Commission law, th! Direot

Primary and the Vorkmen's Compensation Act,

In sccordance with this progressive trend the
Unemployment Prevention Bill (Bill No, 122S) was framed
with the assistance of Proessor Commons and introduced in
the legislature on February 4, 1921,by Cenator FMenry A,
Fuber,

The bill provided thst for each unemployed working
day for male or female over eighteen years of age $1.50
would be given as unemployment benefit; while 75 cents
would be given to those between sixteen and eighteen yeare.
Payment was to commence on the third day end was to be paid
weekly. No more than thirteen weeks of unemployment com=
pensation should dbe allowed in any one yesar.

The entire cost of the system inecluding the cost of
adninistration end the maintenance of employment offices was

to be borme by the employers, All industries wore to bde

1, Wisoconsin Lesder, March 26, 1921,
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elassified by a Compensation Rating Pureau end premium

rates were to be eatablished in accordance with the regulari-
ty of employment, There were three groups of persons to
whom the law did not apply:

1, Fermers; workers in cannsries; employees of the
state and of citles, towns, villages, townships and school
districts, and private employers of less tham three persans.

2, Persons dependent on others for their livelihood,

5« Those receiving pensions of (500 or more annually,

Unless exempted by the Industrisl Commission every
employer was compelled to insure the lisbility for payments
of unemployment compensation in a mutual insurance sompany
that was under the control of the Compensation Insurance
Board.

The adninistration of the system was to be carried on
under the direction of the Industriel Commission aided by
the Advisory PRoerds comsisting of an equal number of
employer and employee representatives.

No compensation was %o be paid in case of strike or
lockout; no compensation was to be paid in case an employee
had not worked for one or more employers under the asat for
eix months or more; nor was any compensetion to be paid in
ease the worker was unwilling to work or incapable of work,

Professor Commons, speaking st a hearing on the Tuber



unemployment bill im the Agsembly chamber in February, 1921,
stated:

Hard times are not brought about by financisl
conepiraoy. This periocd is brouzht on by over=-
expansion two or suree yeers ago. BSanks were still
inTlating oredlt two years aftsr the war was over,
This bill by mseking every employee & lisbility %o
the employer would make banks go slower in granting
oredit and would prevent periods of over—-expansion....

I attribute the whole Socialistie agitation to
the fact that capitalism makes money from the laboring
man in time of expansion and then drops him when busi~-
ness is slack, Dusiness has made the investor safe
but heag overlocked making the job safe., In Milwaukee
a fow yesrs ago, I found thet employees of the street
railvay were making more money in a yeer at 22¢ an
hour t carpenters, who were making 44¢ sn hour at
that time, This was because of the unurtilnw of
the length of jobs in the building trades.

Nor was Frofessor Commons the only srdent advocate of
the bill, On October 10, 1981, the New York Times saild
editorially:

It 1s somewhat ggruoua no doudbt, for one
state to @ it alone sugh an experiment, bdut

it is one of the advantages of cur system of
goverment, recognized by lord Bryce, that the
individual state may try things out for the good

of the whole nation., Visconsin has shown hardi~
hood in many fields of social, induastrial, and
educational interest. Her university professors
still hove the daring and independence of the first
settlers, If che can discover the formule asgainst
‘insecurity of employment she will ha'e done much
more good than in her ploneer measurement of butter-
fats, for example, or the ocultivation of a per‘ect
ear of corn or breeding of & erfeet cow....whish
Prof, Commons scme years ago insisted wes comparable
in achievement with the modeling of the Venus de
Milo. ;

1. Milwsukee Sentinsl, February 16, 1921.
2. New York Times, Uctober 10, 1921,



The State Pederation of Labor likewise sup orted the
measure introduced by “enator Fuber and in 1622 the conven=~
tion in its annusl meeting pessed e resolution giving
indorsement to the billl. The resolution was &s followst

Whereas, The worker in industry has
practically nothing to say whether he has a job
or not, snd whereas, The worker is involumtarily
forced to leave hig job and to bear the heavy
burden of unemployment, while the lngloynrl of
labor assume none of this burden, and wheresas,
It is now a recogaized fact that much of the hard
times and industrial depression are cased by the
greed of the capitalists and to reckless specula=
tion, expansion and inefficient menagement and

Whereas, The proposed Huber Unemployment
Prevention Insurance Law furnishing the needed
incentive by requiring the employers to pay workmen
a weekly compensation when inveoluntarily out of work
in the same manner as the prasent Vorkmen's Accident
Compensation Law required payment when out of work
is due to acocidents and

Vhereas, This Muber bill will tend to compel
the financial and business interests to do their
share to prevent unnecesssry expansion, inflation
and high prices whioh is always followed by pltiless
depression and the sufferings it forces upon the
unemployed worker,

Therefore, be it resolved that the Wisconsin
S§ate Federation of Labor here assembled in its 19282
Convention at Oshkosh heartily indorse the prineiples
and urge the ilmmediate pannaf; !f the Huber Unemploy=-
ment Prevention Insurence Rill.

1, Introduoced at proeoodinfs by F. J. Janda, representing
Cigarmakers' Looal No., 1é8

£, Wisconsin Federetion of Labor, ae Conv
1928, Resolution No. 40.




Further support of the Huber Bill was given by Ferbert
F. Jolmson, President of the 8.C., Johnson Manufacturing
Company of Racine, Yenry Dennison of the Dpnnison Manufactur-
ing Company of Framingham, Massaghusetts, Trnest G. Dpaper,
Vice~Fresident of the Hills' Prothers Company and otharu.l

The oppronents of the measure, however, were also
numerous and emphatic in their demunciations, They arzued
that it would hamper individual initiative and encourage
idleness by removing the dread of unemployment; that a
compulsory system would interfere with the economioc laws of
supply and demand; thet the burden of such a form of insupr-
ance would handicap industries of Visconsin in competition
with those of other stetes, and that soeialism and bureau-
eracy would derfnitely be oncouraged. Among these opponents
were ¥ H. Clausen of the Van Brunt Mamufecturings Cdnplny of
Horicon; Roger Cherman Hoar, lawyer and publieist of
ilwaukee; and Trederiok L, Moffman, Statisticiern and Third
Vice~Fresident of the Prudential Life Insurance Company of
New York,
The Bill, therefore, atiracted a  reat deal of

attiention throughout the eountry, but vhen 1t ocame up in the

Wisconsin Legislature 1t was voted down in the Senate by a

1, Amepican labor leglislation Rgview, September, 1925, p. 87.




vote of 19~10. In 1923 it was re-introduced and the scope

of 1t was chanced to ineclude unincorporsted employers with
slx or more persons employed, It exempted canneries, and
private employers with less then six employees and persons
dependent on pensions. ¥Fligibility wes the same as the

1921 bill exoept that twenty=-six weeks service had to be in
tie two preceding years. No employee, moreover, was to
receive more than 65 per cent of his usual wage, The general
administration and authority was cehansed to provide that all
campanies become members of an employment insurance rating
bureau whiech would classify industries and establish charges,
credits, refunds, ete., and Investigate employment conditions.
This bill like its predecessor falled by a vote of 17-16,

Again in 1925 the bill was returned under the new
name of the Heck Bill end egain it was indefinitely post-
poned by a vote of 20u=-12,

Two years later the employment bill sgain was present=
ed to the leglslature eés the Coleman Bill, This time i® was
indefinitely postponsd by the fssembly by a vote of 66~20,

In the next session (1929) under the name of the Nixon Bill
it suffered a like fete (vote of 44-30),

Then came the stoock merket erash (1929) with its
subsequent period of falling prieces and upward leap of

unemployment end Wisconsin suffered as did her sister states,




66

In the 1930 meeting of the Wisconsin Federation of Lador
this body went on record agein as favoring unemployment
i.mmrnm.l Professor Commons addressing the body presented
the features of the Tuber Bill and showed how CGovernor
Kohler oould take care of his unemployed workers for $8000

& woek under the Huber Bill instead of {150,000 a week which
he was paying out for unsalable 1nvantory.3

In the following election Frofessor Marold Groves, a
former student of Froleszor Commons and one of his disciples,
was elected te the Assembly on the Progressive Rerublican
ticket, Interested in the problem of unemployment and the
unemployment reserves system that had just been formulated
by the Ggneral Flectrie Company, he proposed a tentative
scheme of unemployment reserves.

In the measure advooated by him some importeant de-
partures were made from the Huber bill, Fixed contributions
from the employer were to be pasid aveording to the amount
of the payroll, 1.5 per cent for the first six months, 2 per
cent the second six months and 3.5 per cent theoreafter until
an average reserve for an employee of {80 was attained, The
benef{its were to be 10 a week for 135 weeks but were to be

l, Wisconsin Federation of Labor, Convention Heport of 1930.
2, VWisconsin Sgtate Journal, July 16, 1930.
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curtailed or reduced if the employers' reserve agoount did
not warrant payment, GSeparate sccounts were to be kept for
each plant and no funds were to be transferred from one
agoount to another, REmployers with the consent of the
Industriel Commission could be exemptoed from the application
ef the aot 1if they guaranteed employment for forty-rive
weeks out of the year,
In addition Mr. Groves brought in two new features

not found in any previous bill in iAmerica. One was conoern=
ing the use of the benefits for payment on public anterprises,
end the other was conecerning the award of one additional
dollar a week in benefits on condition that the worker attend
e voocational school approved by the Industriel Commission.

Mr, Groves later amended his bill to provide that the
employer should pay as contrituions £ per cent of his pay-
r0ll during the rirst two years and contimue to pay the same
thereafter if his account everaged less than $40 per employer,
Afrtor two years, if the employer's account averaged more than
$40 but less than §60 he would pay 1 per gent of his payroll,
if more than {60 no contribution should be made to the unem=
ployment roserve fund,

Fo aotion was taken by the Judiciery Committee on
either the Greves Pill or the substitute amendment, In the
meantime an InterimCommittee wes authorized by the legisla=



ture to study the subjects of unemployment insurance and
immediate cmergency relief for unemployment. The Interim
Committee appeinted by virtue of Joint Rg@solution No. 113
ecnsisted of: OSegnators A. M. Miller and Peter J. Smithj
Assemblymen Robert A, Nixon, Ira E. Burtis, Harold M. Groves
(Sponsor of the Groves bill), Fred H, Clausen, former Presi-
dent of the Wisconsin Mamufacturers' Associetion, and J. J.
Handley, Secretary of the Wisconsin Federation of Leber,

The commlttee met durin: the summer (1931), recommended the
adoption of the Groves plan and a new Groves Bill (No. 84)
was introduced on November 30, 1931, On Dgocember 21 the
Groves Unemployment Reserves Bill passed the Assembly 63-15,.
On Japuary 8, 1952, 1% passed the Senate 19-~9, and so the
Wisconsin Legislature had the distinetion of passing the
first unemployment reserves bill in America. Omn January 15
the bill was forwarded to Governor la Follette who signed it
on January 29, 1932,

The major provisions of the bill were as rmllowszs

l. It covered industrial workers in firms having ten

l. Wisconsin Laws of Special Session, 1931-1932, Chapter 20,

&, This bill has since been amended and the amendments will
be discussed in a later chapter,
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or more employees for four or mors months during the pre-
ceding oalendar year,

2, It excluded part~time workers, agrioultural
laborers, domestic servenis, teachers, government employees,
and all workers earning over $1500 a yearx,

3. There was a residence qualification of two years
or rorty weeks work in the state,

4, The waiting period was two weeks. |

5. Hmplo,ers were to contribute 2 perecmmt of their
payrolls until the fund amounted to {556 rfor each employee,
Thereafter, they were to contribute 1 per cent until the
reserve fund was equal to {75 per employee.

6. Reserves were to be paid into a central state
depository, the state acting as custodian, investor and
disbursing agent, .

7. Eaoh employer's reserve wes to be kept separately
and could be used to pay benefits only to his own employees.

8, Benefits were to be paid after the reserve fund
had ascoumulated for ome year, |

¢, The weekly benefit for total unemployment was to
be limited to 50 per cemt of the employee's weekly wage with
a $10 maximum snd a §5 minimum,

10. An unemployed worker wss to receive compensation

in the ratic of one week of benefits to esach four weeks of
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his employment within the past twelve months up to a maxi-
mum in any one year of ten times his weekly benefit.

1l. Each compeny's total benefit liability wes
limited to the amount of 1ts own unemployment reserve fund,

12, The act was to be administered by the Wisconsin
Industrial Comnission which was to aproint appeal boards
representing equally employers, employees and the publioc.

13, An employsr had the right to set up and adain-
ister a private plan if such plan was approved by the Com=
mission.

14, Vorkers were to be disqualified for misconduot,
quitting "without cause”, not applying for work at the
"srevalling rates”, or if they were unemployed because of
wage disputes or "acts of God",

15, TPayments were $0 be made for not mcreé than
ten wecks in any calendar year,

16, If the reeipient of benefits attended &
vocational school approved by the Commission extra benefits
amounting to {1 a week oould be obtained.

The Viisconsin law, even without its amendments, has
many distinotive fea'ures, It differs from all Furopean
plans in that it pleces the cost of unemployment wholly snd
directly upon industry. There are no contributions by the

state nor by the employees. There is no cammon fund but
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each employer is responsible for his own employees.

The preamble of the Wigeonsin plan schows that it aims
chiefly at regularization and stabilization of employment.
The plan definitely assumes that all corporations oan and
should stabilize their production sc as either to abolish
or conalderably reduge thelr unemployment., It establishes
the responsibility of each individna; corporation for its
own jobless by penalizing those eompanies whioh have the
greatest unemployment and by rewarding those who stabllize
their produotion =2nd reduce their unemployment.

That this is the main purpose of the Wisconsin Aect
is pointed out by one of its leading proponents:

The Visconsin statute takes the position
that much of the present irregularity of gobs
should be preventable., I% holds thal this
gountry should not passively accept and "insure"
existing fluctuations in employment without first
making strenuous and sustained efrorts to reduce
them to a minimum., The act provides machinery
for encouraging employer co-operation within the
state on every promising front; for steadying
work can and should be fooussed on each individ~
ual employer....by penilizing his failure and
rewsrding his euscess,

In spite of 1ts zood features there are many
ocbjections to the Visconsin plan, In the first place, it
is oontended thet the Wisconsin plan anc the unemployment

reserves plens suggested by other state eolnissionsa

" P Nise employment Compe -
Lo RfoR RotuR™ snattoan Laboe Leslalatioh Havies, Mabeh
2, New York, New Jersey, Massachusetts, Pennsylvania, Con=

nectiout.
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merely places the burden of unemployment upon those indus«
tries which are already the heaviest sufferers. Professor
Epstein maintains that:

Instead of distributing the load upon all
industries, the fortunate as »ell as the unfortunate,
these plans will help to drive the hardest pressed
manufacturers to the wall, while the lucky corpora-
tions such as publio utility eongerns will suffer no
loss whatever, This is not only unwise and unjust
but ls altogether contrary to the very essence of
the insurance prlncipli « » » +» the widest possible
distribution of risks.

Again it is arpued that the reserve plan denles one
of the most fundamental adventages of social insurance,
Instead of depending on the stability snd assurance of a
common national or state wide fund the Visconsin employee
gan rely only upon the reserve fund built up dy his own
employer, and, by the law, no employer's account is liable
to pay benefits beyord the ocurrent resources that the
gecount hes, or would have if all contridbutions due had been
paid-

Another weakness of the VWiscomsin plan is that 1%
pleces total responsibility for unemployment on the individ=-
ual employers., This is not altogether feir since employers
as individuals are not wholly responsible for unemployment

which really comes about from numerous csuses as has been

l, Tpstein, Abraham, Insecurity-——a Challenge to America,
pP. G512,



63

explained in previous pages,

Another stete that has for a long time shown interest
in unemployment ccmpensation legieslation is New York, In
1921 under soclslistic suspices e scoial insurance bill was
introduced in the legislature at Albany. Contributions to
the insurance fund were to be made by employers, employees
end the state, This bill was never reported out of commit-
tee, a fate shared by three similar bills of Hepresentative
Cuvillier in 1926 and 1927, In 1951 an unemployment r:oscrve
law was proposed in @ bill sponsored in the Assembly by
Agsemblyman Steingut end in the upper house by Senator Mas-
teck, The plan provided & maximum bdenefit of §1C per week
to workers over eighteen years of sge or 60 per cent of
woges “"whichever is the lower™ to become effective after a
waiting period of two weecks and to continue for not more than
thirteen weeks in one calendar year, nor in a greater rate
than one week of benefits to four weeks of employment . « « «
during the two preceding calendar years. Contributions tft;ro
to be made to the Rgserve Mund by employers at the rate of
1} per cent of payrolls. Employees might volunterily com=
tridute to inorease the stated benefit, The state was to
carry the cost of the administration and the coverage was
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practically complete, The bill was twice read and referred
to committee but there it dind.l

The S¢ate cf Ohio has also been in the foreground in
making erforts in the direction of unemployment insurance.
In Hovember, 1932, the Ohioc Commission on Unemployment Insupre
ance made its report snd recommended an unemployment iansur-
ance law, The Committee felt that eharity had proved to be
not only inadequate but "inappropriate and undesirable as a
method of dealing with the distress of able and willing
workers who are unemployed through no fasult of their owmn."
It was their belief that unemployment insurance, moreover,
should be compulsory because "experience has demonstrated
tﬁat when this is loft to the voluntary choice of individual
employers\or employeses, those lacking thrift and foresizht
to meke the necessary provision are not the main sufferers.
The community, the taxpayers, and the more foresighted
employers and workers as well as the familiss of those who
have falled to lnsure are compelled to hear the burdsns."a
On the problem of contributors to the fund they differed
widely from the Wisconsin legislstors, The Ohio Commission

felt that in ordcr thet insurance mny be maintained on a

1, New York le Locunent 1952) No. 68. Pr
of the New York "tate Joint : 1a
employaent, Transni . ted 5o

2 He rt of Ohio Commission on Unemnloxgegt ;g urance, 1982
Ps

e D s O
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"demoeratic, self-respecting and self-supporting basis, and
to get away =s far es poesgible from the evils of pauperiz-
ing charity, employees ss well as employers should pay the

cost of unemploymernt insurence, but, "dbecause industry and
not the individual employer is mainly responsible for unem=
ployment, the ocontributions should helin the proportion of
two from the employers and one from the oaployeol."l

The bill es drafted by the Chio Commission on Unem=
ployment Insurance provides thet insurance shall be compul=
sory for all employers in concerms havin:s three or more
employees, and with eertain exceptions, for those employed
in puch eoncerns, The exceptions embrece non-manual workers
earning more than £2,000 a yesr, farm laborers, domestic
servants, reilroad employees engeged in interstate commerce,
govermment employees, teschers, and short time or cesual
landorers, whose periods of work do not lest longer thaa four
weeks at a time.

The plan desirmed %o take effect on Jemuary 1, 1934,
required thet for the first three yesrs employers should
contribute 2 por cent of their payrolls, the term "payroll”
being restricted, contrary to the ease under the Wisconsin
law, to the emumeration of those employees who would be
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eligible for benefits. After three years the contribu-
tion of the employers i1z to be determined according to rules
established by the Unemployment Insurance Commission, subject
to & lower limit of 1 per cent and an upper limi{ of 3% per
eent of the payroll. The rules established are to be such
as will take into acecount the unemployment experience of each
concern. In acdition to contridbutions from his employer,
the bill requires an employee to contribute 1 per cent of his
earnings, which contribution is to be periodieally deducted
from his wages by the employer. Both employer and employee
contributions are to be paid into an unemployment insurance
fund under the custody of the State Ireasurer, out of which
ell peyments for benefits and administration costs, ineluding
the expense of msintaining the public employment buresus
necessary for the administration of the plen, are to be drawn.

The Unemployment Commission iz empowered to invest any
surplus of the fund in obligations of the United Stetes, of
the State of Ohio, or any of its political divisions not in
default as regards prineipal or interest on any of its
gecurities, or in bonds issued by any bank organized under
the provisions of the Federal Farm Loan Act.

Eligibility for benefit is determined by the following
conditions:

1, Payment of contributions for not less than twenty-
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gix weeks within the twelve months, or not less than forty
weeks within the two years preceding the date of application,
£, Reglstration at a public employmenl office.

3. Ogpacity end availability for employment with
inability to obtain work at the usual task or at any other
kind of work for which the claimant i{s reasonably fitted, or
should there be a redustion of wages by more than 40 per cent
of average weckly earnings.

4, The walting period is three weeks which is extended
to six wecks in the osse of employees discharged for just
oause, or quitting work voluntarily without just osuse. 1In
the dase of partial employment, “enefits do not commence
until a loss of earnings equal to ithree full weeks' wages
has been 1naurred.l

8. EBenefits for total unemployment are limited in
duration to sixteen wneks.in any consecutive twelve months
while in esse of portial unemployment the total amount recelve
ed must not exoeed sixteen weeks of totml unemploymient bene=
fit. Benefita for total unemployment nre ‘o be peid at the
rate of B0 per cont of the employee's average weekly earnings,
with @ maxisum 1imit of §6 & week, Partial unemployment
benefits payable only when the loss due to part time exceeds

40 per cent of normal esrnings are granted at the following

ll M’ Seotion ‘ a. I.

|



ratea:l'
Ifss of Veokly Vnoos IDeneflt os Foroentage of Weekly Wage
40 -~ 558 10
86 = 707 20
70 = BO% 20
854 and over 40

Unlike the Wisconsin systen of reserves, the plan
proposed by the Ohio Commission on Unemployment Insurance
does not purport to cure unemployment., The commission
realistically recommends unemployment !nsurance:

As o remedy not for unemployment dbut for
the distress churascterized by Lread liues, soup
kitchens, loss of homes, break up of ruihu.
overwhelming of private charity srganizations,
and distribution of doles to the unqplmd from
local, state and Fedoral troasuries,

It etutent

Unempl. nt lansurance will not abelish unem-
ployment nor is it ohiefly intended to reduce
unemployment or to regularize work, Fire lasurance
is not aimed at abdolishing rires; 1life insurance
does not adolish death; asccident lnsurange does not
abolish accldents., Any properly designed and
soundly msneged insurance systea will stimulate
efforts toward reduction and elimination of the risks
against wihich protection is souzhs. Dut insurance
is based on the apsumption that the risk itself is
inevitable however much it may be reduced, and thet

oteotion agalinst it may be secured most economical-
f; by the Qotho-a of Iinsurance rather than in say
other way,

1. onio Bil1, Sectionm 4, d.
B. LBPOTE O i s :.\-‘

2 O'. J s
8. Mo' PPe 51~58.



69

The Ohio bill hes the distinetion of being based
upen stetistical date and actuarial computations sinoe
experience of the deoade of 1921-5l was available, This
plan, moreover, is different from itho Wisconsin in that it
provides for the organization of one universel govermment-
moaneged insurance fund into which all industries pour their
resources, The employers pay into the fund end the fund
pays the beneiit to the unemployed. The inability of the
fund to meet its obligations is not contemplated., It is an
idsurance plan of the traditional type. The beaefits are
contraotual obligations and must be met.l

Joviously, all unemployment will not be ocompensated
under the Ohlc plan, Bven disregarding the three weeks"wait=
ing period there is the sixteen weeks limitation, But at
leagt for this period of sixteen weeks the bemnefits are
guarenteed not by pledging the state finances for it, but
by providing for accumulation of reserves from good times to
bad ones, by reserving the power of inoreasing dues and by
permitting oredit cperations with the power of the fund te

colleot contributions from industry s a sound cull-terll.z

l' mbm" In ,-A. | h QEEE ; Q E:

2., Tlpsteln, Abrahan,
De 315,
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The ¥iscoasisn snd Ohlo plans represeant two contraste=
in. nethods of spprosch Lo the unemploymeni compensstion
prodblem in this coyntry, The Wisoonsin method is based on
the theory thst prevention of unemployment sheuld be givea
foremost oomslderation and that the need for alleviastion of
its efreots will be minimised ia proyortion as this 1s
attalned, The Uhlo plan, on the other hand, makes allevia=
tion the first objeotive, to be followed al some later stage
by efforts at preventiosn,

Inring 1933, stete commlssions or ocmmittees %o
investigate unemployment insurence wore set up in the followe
ing states: Cpliforais, Conneotiout, Illinois, Louisiana,
Massachusetts, New York, Oregon and PFeansylvania, In addie
tion, investigating bodlies were authorized or appointed by
the governor in Meine, New Hampshire, North Carolina and
Viraiuin.l

In Califerajia the (gliforaia State Unemploymeant
Comazission in its roport in November, 1923, fevored the
onagtaont of a law providing for a syste: of compulsory un~
aaploynent reserves 0 be adainistered by the stete and %o
be supported by coatributicns from employers and employees,

l, Fationsl Industrial Couierenoe Bosrd,

or Reserves Legislation--

a
.
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With the exeception of having contridmtions from employees,
the raeommandationsl followed the Wisconsin plan. Two bllls
that followed the Commission's recommendations were intro-
duced in the legislature in 1974 but neither “»ecame law,

The Connecticut Unemployment Com-ission in its ¥8pePé
"Measures to illeviate Unemploymefi® in Conneetiout™; accepted
the prineiple that employers should provide for their stable
employees, analyzed snd rejeeted the Wisconsin law and other
proposels of 8 similer neture, and offered a substitute pro=-
gran which svolded ihe terminology of unemployment insurance
laws and treated the payments to unemployed workers as a form
of dismissal wape, This dismissel wage totealing & maximum of
120 would be paid at the rate of mot over '10 s week te su=
ployees dismissed after forty weeks of continuous employment.,
Reserves would be acoumilated by requirinz each employer to
gcontridtute 2 per eent of his payroll, In addition each employ-
ee would be required to contribute to "his own termination
savinge fund" in the same amount whioh savings would bde availe

able to the employee or his heirs upon tunmiﬁntlun of employ-

1, calirornia State Unemployment Commission, REgport and
Rgcommendations, November, 1932, p. 767.
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mont for any reaaen.1 Althoush three bills were introduced in
the 1978 session none embodied this plan and none begame law.

In Illincis end Louisians the commissions did not
have & report ready when the logislature met,

In Massechusetis the Commission on the Stabilization
of Imployment recommended & reserves system with contribu~
tions from employers only.a Aceonpanyins the report was a
bill (¥, B, 1200) embodying its recommendations, Under this
plan, every employer of ten or more amployoog would deposit
2 per cent of his payroll with the Stnte Treasurer who would
oredit it to his individuval unemployment reserve fund, These
peymenis would contimue until they totaled £50 per eligible
employee when the employer's deposits would be reduced to 1
per cant of his payroll., Employers eould substitute private
plans whieh would have to get the approval of the Commissiomer
of Ledbor end Industries. The bill feiled in the upper houso.'

On April 9, 1931, the Vew York Joint legislative
Conmittee on Unemployment under the cheirmanship of William L,
Morey, e@opted = resolution to investigate the cause of unem=

- - ~ - - - m : - - = - =
Bilil;b. 545 of tho Aots or *he anerll Asaonbly of 1931,
Da .

2, BGpecial Comaission on S§abilization of mployment,
Bgport, Chapter 64 of the lves of be .
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ployment in its every respect to the end thet a poliey aight
be formulated and reported to the leglslature, In its pre-
liminary report of Wehruary 15, 1952, the Committee Tavored
a statewide system of employmont exohanges and reserves by
employers, or employsrs snd employees to cover in psrt the
hazards of involuntary unemployment other than such unsmploy=
ment &8 ooours through ihe misconduct of an employee or for
whiech compensation is pald to the employese under the provi-
sions of the Yorkmen's Compensation Laws or who are eligible
to relief under the provisions of the 0ld Age Seourity Law,l
Early in 1953 (Pedbruary 20) the Committee made its final
report which embodied the feaiures of the preliminsry roport.8
In Oregon the commititee was instructed to study and
make a report upon old sge pensione, olé age insurance and
unemployment insurance. In its reportsit made no specifio

recomnendations on unemployment legislation.

. lbw !brk anal DPocument (1952) No, 69,
8 i 2 te I zislati _
?
Be :
e ed to
3. rt of Gtate Emergenoy Employ-

931 %o Julius L. MNeler,

GOVveIrnor.
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The Pennsylvania State Committee on Unemployment
Reserves appointed by Covermor CGifford Pinchot in November,
1032, in its report® in May, 1953, stated that sfter exten=
sive study the committes had arrived et vorying conclusions
and thset no jJoint report was therefore rossidle,

Tiue during these years we Bcé & prowlspg movement
in this country toward progressive legislation to alleviate
the sufferings csused by unemployment.

y Feport of Pennsylvania
mant to Girfford Pinchot, iMay, 1938,




CHAPTER IV

FED'RAL LEGISLATION "OR UNEMPLOYMFNT INSURANCE

The states have not been alone in their efforts to
relieve the distress caused by unemployment., The Ted ral
government hes also taken steps in that directicn. In 1913
President Wilson appointed a United States Commission on
Industrial EFglations to study industrial conditions through-
out the country. ZFarly in 1914 the Committee made a renort
in which it recommended the study and preparation of plans
for insurance against unemployment "in suceh trades and
industries as may seem dcsirabla."l The Committee went out
of existence in 1815,

In February, 1916, Hepresentative Meyer London
(ew York Scecialist) introduced a resolution in Consress "for

1. l%gggg_gegﬁiggggg_;§2r~64th Congress, lst Sesslon, Senate
gmg L

(75)
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the appointment of a comsission to prepare end recommend a
plan for the mitigation of the evil of ula-plowue:t'.l

This bill was referred to the Mouse Committee om Labor which
held hearings on April 6-1l1, 1916, The bill, however, was
not reported,

Supporters of the London resolution alweys attributed
its death in Committee to the opposition of the late Ssmuel
Gompers, then President of the American Fedoration of Labor.
In a speeoch before the Annual Convention of 'he American
Federation of Labor in 1916 Mr,Compers made the following
statenent regerding the London resolution snd similar reso=
lutions introcuced during that year in seversl state legis~
latures:

This resolution was introduced without
consultation with the responsidble representatives
of the wage eamers -f the country. . . « During
the past yoar persistent agitation in faver of
compulsory soo insurance has heen carried on,
The agitation originated with an organization
that is neither responsible to wage enrners nor
representative of thoir desires, It is ve
significant of the attitude and policy of those
who have legislation of this olsss in charge that
the measures they have drawn up were ted
without oonsultation with the wege esrners and
introduced in legislatures with pro-essional
representatives of soeial welfare as their spon-
sors, The messures themselves and the people

1, House Tesolution 164-—-65th Congress, lst Session.
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who prescat them represent thet cless of soclety

that is very desirous of doing things for the

ey e

selves and mainteinins their own institutions,

In 1920 President Vilson ealled the se¢ond Industrial
Conference into being to study the unemployment problem,
There was no definite outeome, and im 1921 President Harding
appointed Herdbert Hoover, thea Secretary of Commerce, to
act as chaiyman of a ¢onference on unemployment, The Presi=
dent in outlining the task and seope of the conference
emphasized the view that publie insursnoe was not to be oon=
sldered as a necessayy or preotioal measure for meeting the
unemployment problem in this country and thet the attention
of the conference should be concentreted rather upon the
causes and extent of unemployment and the possibilities of a
remedy available through the work of individual employers
and private orgenizations,”

| The eonforence was called primarily to consider
relief for 4,000,000 to 6,000,000 unemployed, resultinc from
the business slump of 1921, During the formulstion of emeyre

genoy measures which subsequently proved successful im greatly

1. Samuel--Speech before the Annmual Comvention of

Gompers, 7

the American Federation of lLabor, 1916,
United Stgates W ; t of Commerce, liepc
ol _Lhe - AOT QNI erence AL O

WERS
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alleviating the situation, the responsidble dusiness men,
labor leaders, end eccnomists of the sonference advanced the
proposal that an exhaustive investigation be made of the
whole probdlem of unemployment and of methods of stabilizing
business and industry.

The conference resulted in the appointment of a
committee by iir, Hoover, heeded by Owen D. Young, to make
an exhsustive investigation of the possibilities of lessening
unemployment by controlling the business eycle, Besides Mr,
Young the other members of the committee were:

Joseph i, Defrees, former Presidont of United States
Chamber of Commerce.

Mary Van Kleeok, Fussell Sage Foundation

nz:;g:' ¥oll, Vice~President of American Tederation of
- &

Clarence !, Woolley, President of the American Nadiator
Company

Edward Eyre Hunt, Secretary of the President's Con~
ferenge on Unemployment.

In its recommendations the Committee stated that:

The idee of employer, employ2e or both
contributing during periods of loyment to a
reserve fund under spparate or joint control to
help sustain the worker when unemployed in periods
of ression =nd to equalize and stnbillio his
purchasing capacity merits consideration.

1.

Unitod States D-purtnunt ot connnreo.
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As & result of the unemployment orisis of 1927-1928,
the Senste passed a resclution on May 3, 1928, asking the
Committee on Zducation snd Labor to underteke an investiga-
tion of the problum.l The study was conducted by a sub-
committee of the Committee on Edueation and Labor, eomposed
of Senator Jemes M., Couzens, (Mic:.igan, Republican) Chair-
man, and Senators Phipps (Colorado, Repudblican), Tydings
(Marylend, Dgmoorat), Valsh (Massachusetts, Demoorat) asciste-
ed by Dr. Isidor Lubin of the Institute of Feconomies of the
Brookings Foundation, Exhsustive hearings were held during
December, 1928, and January and February, 1989, and the
report approved by the full committee and with a comprehen=-

2
sive summary by Dr. Lubin was filed on March 1, 1929.
Ve think it is generally agreed by the witnesses
that at the present time the following coneclu-~
sions would be drawn from the evidence:

l. Government interference in the establish~
ment and direction of unempl nt insurance 1is
not necessary and not advisable at this time.

2y Neither the time nor the condition has
arrived in this ocountry where the systems of
unemployment insurence now in vogue under foreign
movernments should be adopted in this eountry.

8. Private employers should adopt a system

of unemployment insursnce and should be permitted
and encouraged to adopt the system whieh is best

1, Senate Rgcord 219, 70th Concress, 2nd Session.
2, fGenate Report £072, 70th Congrees, 2nd Session.
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suited to tho pertioular 1ndustry.l

As a result of the opposition of various bodies and
espseially that of the Ameriocan "ederation of Labor all
congerted efforts to obdbtain Federal unemployment insurance
legislation wore dropped for & time., It is true that
occasional bills were introduced from time %o time, but even
the authors made no great efforts tc press them and no coasid-
eration was given them by the comul ttees $a whioch they were
referred,

The fundamentel dilfercnoces hetween the groups favor-
in - unemployment insurance and those opposed to it at this
time arose over the wisdom of govermnmentel action, Such
groups as the National Association of Hanufacturers and the
Chamber of Commerce of the United Sgates werc opposed and are
still opposed to political action., They hold that whatever
action is taken should be by individual business coneerans or
perhpps by individual Industries through some suoh mechanism

as trade associations,

1. Senate Report 2072, 70th Congress, 2nd Session.
2e

85350 Introduced by Senator Vegn-r, December 15, 1830.
HR15857 Introfuced by Representative D. J. 0'Connell,
December 16, 1930 (Same as Senator Vagner's S5350).
Introduced by Semator Wagner, January 19, 1931,
89 Introduced by Hepresentative La Cuardis, February,

EE%%%ggiggirodunod by Representetive Frank Crowther,
5 @
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It may well be stated here that until very recently
the American Fgdcration of Labor sided with these business
groups, but naturally enough emphasized the desirability
from its point of view of the evolution of employment
stabllization progrsms by joint action of employers and one
of its constituent unions nloﬂg lines of the ™union manage-
ment co-operation” scheme inaugurated on the Bgltimore and
Ohio Railreoad in 1923, or of the arrangements between cloth~-
ing manufactiurers and the Amalgamated Clothing Vorkers.

It was not until 193. that the American Federation
of Labor changed its position., On the last day of the
summer session of the Executive Couneil of the American
Federation of Labor in July, 1932, the body instructed Presi-
dent Green to drew up a bill providing for a PFederal system
of insuranoe.l In announeing this fect Mr. CGreen staled that
in its report tc the 1981 convention the Executive Council
had pointed %o the failure of owners and menagers of industry
to provide jobs as an importent factor in creating public
opinion favorable to compulsery unemployment insurance legis~
lation. Continued unemployment, the reluctantly mocepted
conolusion that labor c¢an no longer wait for action by em-

ployers individually or in groups, and pressure from constit-

l, California State Unemployment Commission. JReport and
Becommendations, p. 747.



uent members ¢l the American Federstion of Labor apparontly

were the chief influenges causing the chenge in pooition.l

It is interesting to note that the Executive Council
inclvded in its !lmstructions to Mr. Green the stipulation
thet the b1ll to “e prepared must proteot trade union members
in their right to retain their membership anéd insursnce bene-
fite even though they refused to accept work in non-union
establishments,t

On February 28, 1931, the Senste passed a resolution 2
introdueced Ly Senator¢ Wagner of New York, vrovidinz for the
appointment of a select committee of three senators %o study
unemployment insurance., Pursusnt to this resolution the
Vice-Freasldent aprointed as members of the committee Senators
Fglix Hebert (Rhode Island, Republiocan), Olis 7. Glenn
(Illinois, Republican) snd Robert ¥. Wagner (New York, Demo=
orat), Senator Hebert was made cheirman,

The committoe met, organized, and decided to hold
hearings beginning in Sgptember. Senators Tebert and CGlemn
both visited Furope during the summer snd doubtless paid
attention to European systems and conditions. Upon his

1. California State Unemployment Commission. JReport and
Hecommendations, p. 747,

2, Senate Resolution 483, 7lst Congress, 3rd Session.
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return to Vashington Senator Webert anncunced on August 10
that the exact date of the hesrings would be fixed as soon
a8 he had communicoted with Senantor Wazner and Senator Glemn
end that Le snticipated that the committee would be able to
make 1t¥s revort with recommendations on December 7, 1931,
when Congress would convene,

Senetor lHebert seid in & press statement:

I still have an open mind snd hope to hear
exhaustive testimony upom this vital subjeot. It
may be that we ean evolve some plan radically
different from any herstofore tried.

However, I have &hcout reached the coneclusion
from interviews I have had abroad, that eny Tederal
system of unemployment insurance will lead us to
the dole,l
President Hoover wes of the same opinion, and on

several ococasions declared himself in favor of a system of
unemployment insurance independently set up by private
industry with participsation by employers nnd employees, but
as opposed Lo govermnment partieipation on the ground that
it would inevitadly lead to the dole.

In an address at the dinner of the Indiana Republican
Editorial Association at Indianapolis on June 15, 1931, Presi-~
dent Hoover said:

We have one proposal after snother whith
amount to a dole from the Tederal treasury. The

1, New York Times, August 10, 1931,



largest is that of loyment insursnce, I

have long advocated sueh insurance ns an

additionnl measure of safety against rainy

days but only through privete enterprise or

throuch co~operation of industry end lator

iteclf, The momont the government enters this

fleld it invariadly degenerstes into the dole,t

In the presont administyration, however, the prodlem
of unemployment insurance has sgein come to the foreground
and attracts nation-wide atiention,

On Fe'runry 5, 1954, Senator Yegner in the Senate
and Represgentative Lewis (Maryland, Demoorat) in tho House
introueed the Vagner-lLewis Unemployment Insurance RBilles
Es Ry 7059 ontitled "A bill to raise revenue by levying an
excise tax upon employers end for other purpames.,” This
bill provided for the levying of a § per oent tax on payrolls
of industry egninet wiich & eredit was to be allowed for
gontridvutions to unemployment insursnce funds under state
laws,

The Vagner-Lewie Bill wes thrashed out and disputed
pro and eon in the wvarious eemmittee heorings, The sub=gom=
mittee of the House Committee on Ways and Meansz met on March
21=30, 1934, end at it William Creen, President of the

American Tederation of lLador, mede an important statement,

1, Indianapolic llewg, June 16, 1971,
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He said;

For three-fourths of our people of the
United States unemployment is & constant
anxiety. Nearly the industiries in whieh
they work are so seesonal in charmeter that
even iu our most prospercus years millions
must expect anywhere from one to six months'
unemployment, Or OVen HOI€....

To provide an lncoume for tuese workers
until they are able to find employment the
American Fgderation of lLsbor believes theat
wage reserves should be built up under govern=-
ment supervision, Business hss established
the practicability and the wisdom of oreating
reserves to take care of obligations which are
an uneven charge on the industry, such as
Gepreclation, dividends on capital invesiments,
redomption on securities, purchase of new
machinery,

The seme reasoning applies equally teo
returns on the investments which wage earners
have in industry....

We believe the Vagner~lLewis bill 1s &
measure that would help materially....by creat-
ing & {inanciel iucentive for ihe enasctment of
State legislation.

There is a widespread interest in unem=
loyment insurance and legislatlon ls pending
n & number of States. This proposed measure
might well Le the 1npetullto favorable action

in some of these measures.

Other persons appearing and telkinz in favor of the
pending legislation were Dr, Edwin E, Witte of the Universi-




ty of Visconsin snd later Executive Director of the Presi-
dent's Comuittee on Egonomie Security; br, Psul H. Douglas,
member of the Consumers' Advisory toerd of the Natiomal
Recovery Administration; end Miss Frances Ferkins, United
States Seoretary of Labor,

Professor Douglas in his testimony stated that in his
opinion the system proposed by the bill would not only pro=-
vide a nmore adequate and self-respecting relief than that
whieh had previously been given, but it would lessen the
amount of unemployment itself. He explained thet if the ays~
tem were properly adainistered, & lurge part of the premiums
oollected during the years of prosperity would not be spent
then but would, instead, "¢ accumulated and paid out during
the years of depression,

Vith regaurd to the exeise tax of 5 per cent levied
upon the payrolls of concerns employing ten or more workers
eand whioch would be retummed to these concerns if they contri-
buted to unemployment funds under State laws he said:

This to my mind 1s a truly brilliant m-thod.

If this measure is passed Lthr re will be little

or no reason why any of the S¢ates should not
pass some kind of unemployment insurance law, for
the Ssate law would not heap any added bdburdens
upon the employsrs in these States since any
econtribution which they would meke to the State
systems would mean that they would merely pay

that muoch less to the Vedersl Oovirnmant, and
keep those contributions st home,

13
HOWE

TVA. 73 é congioaa;mand éeséion,




Hliss rerkins seid:

The present bill would help to create
unemployment insurance systems in the wvarious
gtates, and it would mean that we could have
them locally edministered, and losally
adapted to the looal needs, and methods of
meeting unemployment in the future, It would
not meet the problem entirely but it would be
& greet stride toward seou-ity for the wage
earner, and for the adjustment of ruinocus
burdens in modern economic life....

It is a feir tax, imposed fairly, which
would egqualize the competitive burdens bdetween
employers, nct bearing hesvily upon anyone or
any group, aad it would be a proper means of
reimbursing the TFederal Covernment “or the
enormous expenditures whish must be made for
relief no sueh funds nre avallable in the
sta tﬁ.o

The bill, however, had its opronents, James L.
Donnelly, Vice~President of the Illinois Manufacturers
Assoeclation sppeered before the Conmittee ané arpued vigor-
ously against the measuye, He maintained that the bill,
designed to relieve unemployment would, in actual operation,
tend eventually to aggraveie unemployment. FHe said:

The best means to accomplish & reduction in
unemployment ie to eadopt a prosoyram which contem=-

pletes a minimum amount of regpulation end legisla=~
tion snd whioch is oeloulated to inspire confidence,




to stimulate private 1nit1at1ve, and to encour=
are orivate enternrise.

Horwin E, Hart, President of the New York State
Economie Counceil stated that the bill would lay an additional
burden on employers at @ time when a grest majority of them
were struggling te besr thelr present burdens and to kvep
going.a

Frank H, Willard, President of Graton and Fnight
Mamfacturing Company of Veorcester, VMasssshusetts, said:
It ineroases the cost of produaetion, absorvs
much needed working capitel which has been bedly
depleted or perhaps entirely obliterated during
the past four years, end it is likely %o be the
last straw that will put many of the marginal
com-anies out of busiie ss, especially where labor
is the mejor part of the cost of production.d
On March 23, 1954, President Roossvelt wrote to
Chairman Douchton of the Vays end Means Committee expressing
the hope that the Vggner<Lewis bdill would be pessed at that
session, Yo further pressure was exercised by the President,
however, end on June 8 he sent & message to Congress in which
he announced that during the followingz session he would pre-
sent & comprehenaive plan for eecnomic security.

On June 29, by exeoutive ordsr, “e created a Commit~

tee on Feonomic Security to study and report to him on methods

.on ¥ and Means, Ms 0, 1074, 9 ongress,
§asa§on, P Zﬁ%.

2' Ib‘dl' pa 298.
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to carry out the Adm'nistration's plans for the "geoudity
of the men, women, and ghildren of the nation.,™ The nembers
named were!

Miss Frances Perkins, Secretary of lLador, Chairman

Henry lorganthau, Jecretary of tha Treasury

Homer S. Cummings, Attorney Cen-ral

Henry A. Tallade, Seoretary of Asriculture

Harry L, Hopkina, Vaderal ™mergenoy Relief
Adninistrator

Dr. Edwin E., Witte, Secretary and Executive Director
of ihe Committee

Thomas JI. Ellict, Asscciate Solicitor of the Depart-
ment of Labor, Counsel,

On November 14, in response to & ¢all from the
Comnittee, & National Conference on Teonomic Security met
in Washington., Addressing the delegetes, the President
stated thot unemployment insurance should be developed along
& Tederal-State plan. .

On Jexnuary 5, 1985, in his annual message to Congrees
the President announced that he would shortly lay bLefore
Congress a complete program for economic security. Om
January 17 he forwarded to Congress the full report of the
Committee on Economie Security accompenied by a message
recommending the enactment of leglslation for (1) unemploy=~

ment insurance, (2) old age pensions, (5) Fedoral eid to
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dependent c¢hllirea, (4) additional 7ed-ral aid to state and
local public health ageacles, The Fresident seid:

With respect to unemploymznt compensation
I have oconcluded that the most prectiical proposal
is the levy of a unifora Fedsral payroll tex, 90%
of which should be allowed &s an offset %o amployers
sontributing undey a campulsory State unemploymeny
compensation act, The purpose of this is to afford
& requiresment of & reasonadly uniform charagter for
all states co-operating with the Federal Covernment
apd to promose and engourage thoe passage of unemploy=
ment compensation laws in the States. The 10¥ thus
offset should be used to cover the costs of Federal
and State administration of this broad systenm,
Thus States will lergely adninister unemployment
oempansatiog assisted and guided by the Federal
Goverament.

The President in his message asked for speed in
enaoting a bill o this effect reminding Congress that Torty-
four state legislatures were then meeting or would meet soon,

On the day of the Freasident's mesaage Senator Wagner
and Representative lLewls introduced bills in the Senate and
the House, raspectively, %o carry ous the President's program,
The Wagner-Lewis bill (S1130) provided thst begimning January
1, 1956, every employer with four or more employees should pay
into the Treasury aa annuel tax of 3 per oent upon his payroll,
but that between January 1, 1936, and January 1, 19358, this

tax ghould be redueed to 1 per ocent until the Federal Reserve

1, Message of President Roosevelt, Jsnuaryl?, 1955,
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Board index of total industrisl production rcachsd crver 84
pexr ocent of the 1923-1985 level, and redunced to E per cent
untll 1t reached 95 per eent of such level, Comuencing with
Januayy 1, 1938, the tax should be 3 per cent in any event,

To engourage the eamsctasnt of the State unemployment
insurance laws every employor was Lo receive as & oredit
sgaiust the abeve tax up to 90 per cent of vwhatever he con=
trituted to an unemployment insurance fund under state laws,
In order for employers %o reccive such oredit, however, cer=
tain Yederal standards had %0 be met Ly the ingurence law of
his State,

Yor the adainisiration of the system & Socisl Insur=
anoe Board was to be set up in the Dgpartment of Labor, It
was t0 oonsist of three members ap ointed by the President
for siz-year tewms at an smsual salery of {10,000 eagh, The
duties of vhe Boaxd werei

de¢ 7o ptudy and recommend soolial security praotices
and laws,

f. To make recormendations to the Sgoraetary of
Iaber reg-rding the oredits of employers under
the unemployment insurance lawse,

S« To supervise and direet the paymeont of anmi=
ties under the eom ulesory old age plan,

é, To issue old age annuivies undey ths voluntary
penslon aystenm,

b, To assist the etates in the ndninistration of
unemployment insursnece laws,




An unemployment trust fund was to be set up asnd all
funds ocolleoted under the State unemployment insurance lews
were to be deposited inm this fund, which was tc "¢ managed
by the Beoretary of the Treasury.

Federal aid appropristions were to be made, $5,000,000
for the fiscel year ending Jume 30, 1838, and $850,000,000
for eaoh succeeding year. These sums were L0 be used to
encourage the sdninistration of State unemployment insurance
laws, and 98 per cent of this money was to be apportioned
among the severanl states based upon the needs of each as
determined by the Social Insursnce Poard, The balance was
to defray expenses of lled ral sdministration,

Concerning his bill, “enator Vagner made she follow=
ing statement:

The Xoonomic Security Bill pressuts the
most substantial evidence to date thet our
twin objectives of recovery and reform are
fusgd in an insepsrable unity of purpose and
action....

The bill recognizes that, begasuse of
divergent business problems {u diflferent sections
of the ecountry, each state should be free tc en=-
act its own unemployment inswrance law, Put no
stste should be st liberty to neglect this problem,
or to put a more progressive Caommohwealth at a gom=
petitive disadvantage. For this reason the bill
proposes a 3% Fed:ral tax upon payrolls to de
remitied to employers in so fer as they contribute
to unemployment insurance funds undey State law. As
an sdded incentive a Ted ral subsidy aggregeting
§5,000,000 for the fiscal year ending June 30,1938,

S i e e s 1 B A b A W Nl A 1)



and (50,000,000 for eson succeeding yoar

is provided for allooation mameng the "tates
to atd in ndniniutering suoch unemployment
insurence laws,

In recponse (o the President's roquest for speped
Chairman Farrison (Senate Finance Committee) nnnannecd on
January 18 that the Comuittee would begin hesrings on the
VWagner bill on Jammory 228, In the ocomuittee a grest many
sugcestions were nade, Senstor Plack (Alabsma) suggested
that provision be made in the bill for State tnxation of
exoean profite, bomuses, eto., as a sethod of finsnoins the
unemployment compemsation plan, holding thwet in this way
inoreased buying power of the masses would be spgured,
Mise Terkine volocod hor chjection So sny plen for taxatiom
of employdes ptsting thut the empl ;yor onn eseily pass on
hls part of the tax to the consumer but that the worker
oannot pass his on %o anyone but must dear it hlmsclfk
Senator Couzens (Micvuigan) agroed with the Cecretary,

In the Ways nnd Heone Comaittee of the Houee the
041l was likewise hotly srgued and froely amended, The
final report ou the Social Jeocurity Rill, in pert, is s
Tollows:

Unemployment is dus tc many esuses and
there 15 no one safegusyd that is all surfrio=

i
by BREAREE MB é?# Cﬁgggei !Egittu on S. 1130
anuary th Congress, 1st Session, p., 89
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ient, It can be dealt with in a ressonably sdequate

fashion only through a two-fold approach. Pro=-

visions must be made forthe relief of those now

uremployed, and there should slso be devised a

method for dealing with the unemployment problem

in a less costly and more intelligent way in future

years, It should b%e olearly understood that State

unemployment compensation plans made possible by

this bill cammot take care of the present problems

of unemployment, They will be designed rather to

afford security agninst the lsrge bulk of unem=

ployment in the futurex....

The failure of the States to enact unemployment
insurence laws has heen due in s considerable degrce to
the faet that to do so would hsndicap thelr industries in
competition with the industries of other states, The states
heove been unwilling to place this extra fineneisl durden upon
thelr industries, A uniform, nationwide tex upon industry,
thus removing an imrortent obstacle in the way of unemploy-
ment insurance, wog nec sSERry before the States could g0
ehead, BSuch & tax would make it possible Tor the States to
enact this socislly desirable legislation,

On August 10, 1935, the bill was presented tc the

Sgnate for the final vote, Al that time the Clark smendment
was still '=ing disputed, This amendment, introduced by

Sgnator Clark (Missouri, Demoorat), provided for a contin=-

74th
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uance® under govermment sanction and supervision of private
pension systems in American industry. Under the conferenoce
agreement, however, this amendment was struek out with the
understanding that the who e subjeet of private pensions
would be investigated with a view to fitting them in with
the TFederal Sooiasl Seourity program,

In spite of all opposition, the bill, in an amended
form, finally passed both houses on August 14, 19356, and was
signed by President Roosevelt as the Vatlonal Security Act
(H. R. 7260).

The President made the following statement upon sign~
ing the bill:

Today a hope of many years' gtanding is
in & large part fulfilled, The civilization
of the past hundred years, with its startling
industrial changes, has tended more and more
to make life insecure. Young people have
come to wonder whet would be their 1ot when
they came to old age. The man with the job
has wondered how long his job would last.

The Soecial Seocurity measure gilves at
least some proteotion to 30,000,000 of our
1tizens who will resp direct benefits through
unemployment compensation, through old age
pensions eand through increased services for
the protection of children and the prevention
of 111 health.

Ve can never insure 100¥ of the popula~
tion against 100% of the hazards end vioissi-
tudes of life, but we have tried to frame &
law whieh will give some measure of protection
to the sverage oitizen and to his family against
the loss of & jJob und sgainst poverty-ridden old
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apge,
This law, too, represents a cornerstone

in a structure which is being built but is by

no means oomplete, & stfuocture intended to

lessen ths force of possible future depressions,

to aet as a protection to future administrations

of government agal nst the necessity of goling

deeply into debt to furnish relief to the needy,

a law to flatten out the peaks and valleys of

d=7lation and of inflation,~ in other words, a

law that will take oare of human needs and at the

same time provide for the United States an_coomno-

mio structure of wastly greater soundness.l

Many of the features of the original Wagner bill
w:re retained, The messure now provided thet on asnd after
January 1, 1936, every employer of eight or more persons
- should pay for each czlendsr yesar nan exelse tax with respect
to having individuels in his employ, equal to the followling
percentages of the total wages payable by him during sach
calendar year:

Bgtween January 1, 1936~--Janusry 1, 1937 --1%

Tetween Jannar{ 1, 10837==January 1, 1938 =-2%

After January 1, 1938 - - -~ -~ = . w .- 3%

The offset of 90 per cent remalned the same as in the
President's recommendation to Consress and Senator Vagner'se
original bill, and to further the stabilization of employ-
ment the law allows employers whose State contributions have

been reduced becsuse of stabilizing employment, to oredit

l. The New York glg%g, August 14, 1935, Press Statement of
President Fpanklin D, Roosevelt.
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against thelr Pgderal tax both their State contriutions
and their &qate allowances,

A Booial Securlty Board consisting of three
members appointed by the President with the advice and co =
sent of the Senate has been set up., Members of the Board
are to serve terms of six years with the provision that one
member be appointed for two years, one for four years and
the other for the full temm of six years. The compensation
1s to be $10,000 yearly and it is definitely stipulsted that
no more than two members of the Board shall belong to the
same political perty. The duties of this Board are to study
and recommend the nost effective methods of providing econo~
mic security through socisl insursnce and to give recommenda-
tions as to legislation aond matters of administrative policy
concerning old age pensions, unemployment occmpensation,
accident ocompensation end related subjects, The Board is
required to make & full report to Congress &t the beginning
of each regular session on the aduinistration of the func=
tions with whioh it is charged.r

The Social Security Poard has the power to approve
any state law submitted $o it within thirty days of such
submission 1f the State law meets with the Federal require-

1, gSocial 3§ou£1§z Aot, Section 701, Wo. 271, 74th Congress,
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ments, These are: (1) That all compensation must be paid
through publie employment offices in the State or such other
agencies as the Toard may spprove. (2) All money received
for unemployment ocompensation shall dbe deposited in the
Unemploymont Trust Tund, and all monsy withdrawn from this
fund by the State sgemoy shall be used solely in the payment
of compensation exeluaiia of expenses of administration,
(3) ¥o worker shall be disqualified from receiving benefits
beeaune he participates in a strike or beosuse he refuses
to take work at stondards below those prevailing in the
locality, or “ecause he joins & company union or insists
upon joining a labor union of his own ohooaing.l
The Board is required %o notify the Governor of the
State oconcerning its approval or disapproval of the State law.
On Deceamdor 31 of each taxable year the Board is to
gartify to the Seoretary of the Treasury esach state whose law
it has previously approved.® If at any time, however, the
Bourd has resson to bdelleve that a State whose law it has
previously certified, hes changed its law so that it no
longer conformswith the stipulated requirements, it shall
promptly 8¢ notify the Governor of that Stato.3 '

1. gocial Security Aet, Section 90BA, No. E71, 74th Congress,
L L] .

2, 1Ibid., Seotion 90SB
8. 1Ibid,, Seotion 901, Sud=gection c.
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An Unemployment Trust Tund 1s established in the
Treapury of the United States whioh is to be adninistered
by the Seorotary of the Treasury, who is directed to receive
and hold in the Tund all moneys deposited therein by the
State agenoy from “tate unemployment funds, "ands not
negessary to meét current withdrawanls are to be mansged and
invested by the Secretary of the Tressury., The Mund is to
be invested 28 a single fund but 'he Seoretary of the Treas-
ury i# to maintain separate book agcounts for each state, and
the earninss of each state are Lo be oredited thercon quart=-
erly.l

For the purpose of assisting the States in the
adainistration of their uvmemployment compenseation laws an
appropriation of 4,000,000 is made for the fiscal year end=
ing June 30, 1986,end $49,000,000 ror each succeeding fiscal
y!ar.e The amounts granted to the individuesl states are %o
be deterained with ref-remee %o (1) population of the State
(2) estimate of the number of persons covered by the State
law and of the cost of proper aduinistration of such law,

end (3) suoh other faoctors as the Board finds relevent,

2, 1Ibid., Title ITI, Seotion 301.
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The law further provides that the tax (on employers)
is to be oollected by the Burean of Internal Revenue under
the direction of the Seoretary of the Treasury. If the tax
is not paid when due there is to be added as a penalty inter-
est at the rate of cne~half of 1 per cent per month from the
date the tax became due until 9516.1

There sre oertain types of work to which the law
does not apply:
1, Agricultural labor.
2+ Domestie service in private homes.
%. Service performed as an officer or member of the
gi.: ':rS:‘ ::2:01 on the navigable waters of the

4, Service per"ormed an individual in the employ
of his parents, op dm oY BDOUSS,

5. BService in the employ of the United States
sovermment,

6y Service in the employ of the State.

7« Sdervice in the employ of a corperation, community
chest, Mund, or foundation, organized a2nd opernt-
ed exelusivaly for religious, charitable,
solentifio, literary, or educational purposes,
or ui:iu the prevention of eruelty %o ohildren or
an

The passage of Lhe Soclal Security Act was freely
disoussed, The London Times commenting editorially on

1. Social Security Act, Section 904,
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August 16, 1935, said that it was prodable that ir its

/provisions hed been in force when the depression first swept
the United States, the economic collapse would have been
neither so swift nor so somplete.

"The Act makes an advance in Emerican social legis~-
lation which would have been inconceivadble three or four
years ago," The Timnes goes on, "Most American observers
despite the contempt which at one time was expressed for the
British system of unemployment insurence as an cnervating
'dole' are beooming convinced of its vklue in overcoming the
deproasion.“l

Miss Frances Perkins in evaluating the benefits of
the measure said:

The Social Seocurity measure does not
establish a Federal system of unemployment
compensation, but makes it rossible for the
states to encet unemployment compensation
laws, since by levying a tax upon all employers
in the eountzx ageinst whioh a oredit is allowed
for ocontributions to State unemployment compensa-
tion funds, it equalizes the cost hetween States
with insurance lawe and those without, This
Federal tax is levied exelusively upon the em~-
pleyers, but the Ctates are free to add other
contributions,

On Sgptember 23, 1935, President Roosevelt announced

the appointment of the Soclal Security Poard, The members

1, London Times, August 16, 1935,
2. New York Times, August 18, 1935.
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are--John G, Wisant, former governor of New Hampshire, and
recently appointed Assistant Director of the Intermational
Lavor Offlce at Cenevaj Dr, Arthur J. Altmeyer, former
'gsistant Secretary of Lavor; Vincent M, Hiiea, Arkansas
attorney.

In spite of all the adanirable points in the Scelal
Security Aet, thero asre, however, some outsténding weaknesses.
In the first place, the Agt neocessarily exocludes those who
are unemployed at the time the system went into effect nnd
who were not able to acoumulate the weeks of prior employ=
mént which will be required to qualify for benefits. Since
the State laws passed as a2 result of the Federal law will
not begin to pey benefits at the earlliest, before 1938, =nd
in meny ceses at a still later dete, the exolusive protection
of the needy unemployed during the intermediate period will
have tc come from relief, Moreover, at that time, there will
be maéhy, who, not having had enough work to qualify under the
state acts, will alsoc have to be cared for from relief,

Professor Paul H. Douglss, in an article appearing
io the Eeonomic Journel in March, 1938, admirably points out
other weaknesses in the scheme, GSg,ys Mr, Douglas in part:

Another weakness ieg the great inequality
of benefits which must necessarily result from
dividing the country into at least forty-eight

separete insurance units, Unless the states with
relatively hizh percentages of unemployment, there-
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fore, levy extra taxes or Gontributions to support

their unemployed, the sgmality of aessessment under

the offset system will result in great inequalities

of benefits as between states., The unemployed in

those states where unemployment is heavy will there-

fore be unjustly penalized for the mere accident

of their loeation., Trouble will also arise from

the fact that many vorkers will be disqualified for

benefit because they will not have worked long enough

in a particular State but whose employment record in

the country as & whole will bhe adequate.l

Looking at the Soeisl Seourity Aot with an impertial
eye, however, it must be oconceded that it is a measure of
great historic importance since it provides for the first
time in our history for nationwide old age pensions and
unemployment insurance., Thus it seeks in one great stride
to bring us abreast with the socisl security legislation
th -t a few Pepropean countries have tested for a gemoration
or more, The objective at which the Act aims are not cure-
alls, but nmitigations of some of the chief economic contin-
gencles of life—the fear of watit and starvation from the
sudden loss of & job, the fear of poverty and homelessness

in old age.

1, Douglas, Paul H,, "The United States Sooial Seourity

Aet." Eoonomic Journal, March, 1936, Vol, XLVI, pp.
1-19.



CHAPTER V
RESPONSE OF THE STATES TO FEDERAL ACTION

A% the beginning of 1935 only Visconsin had an
unemployment compensation law. Now (July, 1936), how-
ever, there are thirteen states and the Listriet of Co-
lumbla with such legiclaticon--slabama, California, Iis-
triet of Columbia, Indiana, uaes&chasetts, Kissisaippi,
Rew Hampshire, New York, Orsgon, South Carolina, Rhode
Islend@, Uteh, Washington, und Wisconsin,

In Alabama, Senate Bill 395 of the Regular Session,
19351, was approved and made effective on “eptember 14.

It provides a single pool fund to which employers of eight
or more persons must contribute .9 per cent of payrolls in
1836, then 1.8 per cent in 1937 and 2.7 per cent in 1938,

en@i 50 on. Beginning in 1941 employer contributions will
be fixed within limits by o sysiem of merit rating, vary-
ing from 1} per cent to 4 per cent according to the sta-

bility of employment offered by the employer. Employees

1. Alabama General Laws, No. 447, Regular Session, 1935,

(104)
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are required t¢ contribute 1 per cent of weges in 1936
an . thereafter. Starting in 1938 benefits are payable
after & three weck waiting period at the rate of 50 per
cent of wages but not over {15 wWeekly for & period of
sixzteen wecks. Afditional weeks of benefit are pro-
vided for employees with long records of steady employ-
ment. The aet is to be administered by an Unemployment
Compensation Commission of three mambers.l
The California lawa is unicue. It was approved on
June 25, 1935, end was adopted explieitly as a "part of a
national plan of unempleoyment reserves and sociasl securi-
ty“3 anc is to be effective only so long as all or part
of the contributions required by the Act may be eredited
agalnst a Federal tax. It covers all employers subject
to the Federal payroll tax, and provides for a single
state pool, bhut exempts from the pooled fund employers
who establish acceptable guarsanteed employment or reserve

plans for their own employees. Employer contributions

1, American lLabor Legislation lieview~-Sept. 1938, Vol. 25,
To. &, pe 106,

2. Celiforpia Statutes of 1935, Chapter 3J02.

S. American Labor &egislatian Review, Vol. 25, Nos. 2,
June, I555, P. 93.
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beginning January 1, 1936,are .9 per cent of payroll.
This is increased to 1.8 per cent in 1937 and 2.7 per
cent in 1958, 1939, and 1940, and merit rating there-
after. Employees are required to contribute .45 per
¢ent in 1936 and .90 per cent in 1937 and 1 per cent
therealfter, but in no case more than one-half of the
employer's general rate of contribution. After a walt-
ing period of four wepks (three wecks beginning in 1939),
benefits are payable, commencing im 1938, at the rate of
50 per cent of wages but not over $15 nor under $7 weekly,
for a possible maximum of twenty wesks within 12 months.
The Aet is administered by an Unemployment Reserves Come
mission through a State Department of Employment.

In the Listrict of Columbia & law was enacted by Con-
gress and approved by the President on August 28, 19551.
It provides ror a single pooled fund. Fmployers of one
or more persons must contribute 1 per cent of payrell ia
1836, 2 per cent in 1937 and 3 per cent in 1938 and there-
after with a system of merit rating to begin in 1941,

The Distriet will contribute $100,000 in 19368, then
$126,00 in 1937 and §175,000 in 1938. Benefits beginning
in 1938 and payable after a walting period of three weeks,

1. Public Law No. 386, 74th Congress, 1935-36.

cm o mom e me s
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amount to 40 per cent of wages plus 10 per cent for s
dependent spouse plus O per cent for each dependent rela-~
Yive, but not over 65 per cent maximum of wages or 156
weekly for sixteen weeks. Acditionul weeks of benefit
are provided for employees with long employment records.
Administration is by an Unemployment Compemnsation Board
ineluding the listrict Cummissioner, one employee repre=-
sentative and one employer representetive, through en
executive ofTicer appointed by the Board.

The Indlane unemployment compensetion lew was ap-

proved and put in foree March 18, 1936.1

It provides
that any employer of one or more individuals shell pay a
tax of 1.8 per cent for the nine months beginning April 1,
1936; 1.8 per cent for 1957; and 2.7 per cent for 1838

and the first cuarter of the calendar year 1939. Each
employee shall contribute to his reserve account an amount
egual to 50 per eent of the amount whiech his employsr is
required to pay provided that no employee's rate of con-
tribution shall at any time exeeed 1 per cent. There is

to be no employee contribution during the first year in

which the employer is subjeect to tax.

1. Indians Unemployment Qggfensation Act, Chapter 4,
Acts Special Cession of 1936.
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Unlike the compensation laws of other states
Indiczna establishes two distinet employer's accounts in
the Unemployment Conpensation Fund, a "Reserve Account”
and a "Pooled Account.” The Reserve Account is a sepa~
rate account in the Tund maintained with respecet tc the
employees of each employer. The Pooled Account is the
account maintained as pert of the Tund in which all monies
are mingled and undivided and from which benefits are paid
to all eligible employees but only after the Reserve sccount
is exhausted.

It is interesting to note that Indiena end a few other
stateés have set their tax rate at 1.2 per cent for the re=-
maining months of 1936. This is done so that these states
will receive credit as of January 1, 1936, instead of the
date on which the law became effective.

After 193¢ the percentage of the FTmployer's contribu-~
tion is to be determined on the basis of the balances in his
reserve account on January first of each year. If his
reserve account is not normal his rate shall be Z.7 per
cent. If his reserve accouant is normal then his rate shall
be 2 per cent, if the balance in his reserve account is 10.3
per cent but less than 135.7 per cent of the total payroll
payable by the employer in the immedistely preceding cal-

endar year; his contribution is 1 per cent if the balance
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is 13,7 per cent but less than 17.1 per cent of the total
payroll; snd hils contribution ceases if his reserve ac-
count 1s 17.1 per cent or more of the total psyrcll pay-
able by the empleyer on the lmmedistely preceding calen=~
dar year.

Provision is also made for a guaranteed employment
account, and for jecint aeccounts by two or more employers.

The Pooled Account is composed of one-sixth of all
contributions required under the Act and any balance re=-
maining to the oredit of an employer two years after the
employer has ceased to be subject to the provisions of
this act.

The maximum weekly benefit is {15, the mimimum, £5;
the waiting pericd is two weeks.

The Massachusetts Actl was approved on August 12,
19385, It created a single pooled fund with separate
employer accounts for bookkeeping purposes only. It pro-
vides that employers of eight or more persons must contri-
bute 1 per cent of payroll in 1936, 2 per cent in 1937 and
3 per cent in 1938, but not more than the amount of the
Federal tex credit. Employees must contribute 1 per cent

of wages in 1937 end thereafter one-half as much as the

1. Massachusetts Lawys of 1935, Chepter 479.
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eaploy T. A system of merit rating of employ=r contri-
butions begins in 1941. Benefits starting in 1938 are
payable after a waifting period of four successive weeks
within 52 wecks at the rate of 50 per cent of wages but
not over §15 nor less than {5 weekly for sixtesn weeks.
Additional benefits are provided for employees with long
records of steady employment. Fmployers with suitable
private unemployment benefit plans whieh were in effect
on June 1, 1935, may be exempted from the law, Admin=
istration is through an Unemployment Compensation Com-
mission of three members within the Department of Labor
and Industries,

In Mississippil House Bill 310 of the Regulap Session,
1935, was approved and mede effective on March 23, 1936.
It provides for a pooled fund with separate employer ac-
counts for bookkeeping purposes only. All employers of
eight or more persons are subject to the law snd must con~-
tribute 1.2 per cent of payroll from April 1, 1936, through
December 31, 1936, but must equal .9 per cent for the en-
tire year of 1936; 1.8 per ocent for 1937; and 2.7 per cent
therearter.2 There are no employee contridbutions and no
regulstions for merit rating. Benefits are not to begin

until April, 1938, when the rate will be 50 per cent of

1, Mississippl Acts, Re r —ession, 1836,
2,/ Provisions are similar to those of Indiana,
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wages with an estsblished meximum of 215 per wesk.

There 1s no minimum speeification, In order %o re-
ceive benefits s worker must be employed for thirteen
weeks within fifty-two, The walting period 1s two
weeks., The law opersties under an Unemployment Compensa-
tlon Commisslon.

The NHew Hampshire lawl was drafted by a legislative
committee appointed in 1934 by Covernor John G. Winant
and lotroduced es an adninistrative measure early in 1935.
It was approved on May 29, 1935, and became effeetive as
%0 contributions by the Governor's proclamation following
the passage of the Soecial Security Aet, It covers eam~-
ployers cf four or more employees, and provides for a sin-
gle pooled fund to which employers willi contribute at the
rate of 1 per cent of payrocll in 1938, 2 per cent in 1937
and 3 per cent in 1938, 1939, 1940, with merit rating
thereafter, while employees will contribute one-half of
1l per cent of wages in 1936 and 1 per cent thereafter,
not to exceed 50 per cent of general employer rate.

After a walting period of three weeks, benelits are pay-
able two years after contributione begin at the rate of
50 per cent of wages but not over {15 nor less than §$5 a

week for sixteen weeks in a year. Additionali weeks of

1. New Hampshire Laws of 1935, Chapter 99.
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benefit are payable to employees with long records of
steady employment. The law is administered by the
Commissioner of Labor.

Under the leadership and approval of Covernor Her-
bert I, Lehman, the Byrne-Killgrew bill became a lew in
New York on April 25, 1935,1 Thie bill was drafted with
tiie assistance of Prof. Hermen A. Gray of New York Uni-
versity representing the American Association for Soclal
Security. The bill provides for the establishment of an
exclusive state-wlde pool of all unemployment insurance
funds, thus obeying the first law of insurance that cov-
ersge and risk must be of maximum spread to afford meximum
protection.2 The contribution or tax is placed sclely on
the employer. 411 employers who have four or more em-
ployees are covered by the law, The amount of the tax in
1836 1s 1 per cent of the covered payroll, that is, all
wages or remuneretions paid to non-manusl workers receiv-
ing not more than $50 per week or $2500 per year. In
1937, this tax becomes 2 per cent and in 1938 and thereafter
3 per cent of the covered payroll. Imployment as a farm

1. New York Laws, 19355, Chapter 4€8.

2. Andrews, Flmer F., New York lLeads in Unemployment Insur-
ange, sSpeech before the Oth Netional Conierence on So-

cial Security, New York City, April 27, 1935.
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laborer is excluded as is als: employment of the employ-
er's spouse or minor child, and service performed in gov-
ernmental agencies and 1n non~profit enterprises operated
exclusively for religious, charitable, scientific, liter-
ary and educational purposes. The Yax became payable on
Januery 1, 1936, but according to the law it wes not tov be
paid until Mareh 1, 1936, The Industrial Commissioner
who hes charge of the sdainistration of the law, however,
extended this date to April 1, 1936. Benefits to unem-
ployed workers ars not payable before Januery, 1938, The
maximum benefit will be §15 s week, the minimum $5; dura-
tion of benefits is equivalent to one week of benefits for
each fifteen days of employment within 52 weeks for s max-
lmum of sixteen weeks. The actual emount of benefits is
equivalent to 50 per cent of full time weskly earmings.
FTo worker is eligible for benefits who hes not had within
the previous year ninety days of employment, or within the
previous two years, -ne hundred thirty (130) days of em~
ployment, The waiting period is three weeks.

The New York law, as previously stated, is adminis-
tered by the Industriel Commissioner. There 1s also an
Advigory Council of nine members, reprezenting the employers,

workers, and the publie. This council is appointed by the
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Gevarnnr.l

The COregon Act was adopted on November 15, 1935.5
1% provides lor a pooled fund, but alsc includes provi=-
sions for separate employer acecountis anc guaranteed em-
ployment plans for merit rating only. Employers of four
or mere persons must coniribute 9 per cent of payroll in
1936, 1.8 per cent in 1937, »nd 2.7 per cent with merit
rating thereaftor. There are no foreced worker contribu-
tions., Benefits begin in 1938 and emount to 50 per cent
of wages, but not more than §15 nor less than §7 weskly.
Benefits are payable after a three weeks waiting period,
for a period not excecding fiftern weeks in any year.
Administration is by an Unemployment Compenseation Come
mission composed of the members of the State Industrial
Aceldent Commission.

On June 6, 1936, the law of South Carolina® was

l. Bowers, Glenn A., "Setting up State Administration for
Unemployment Insurance”, Joumal of American Statisti-
eal asssoelation, Vol. 31, No. 193, ¥arch, I§SE, p.1328,

2. Oregon lLaws of tpecial Sesslon 1935, Chapter 70.

3. South Czrolina Laws of 1936, Chapter 768.
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approved, It provides for a pooled fund with -eparate
employer reserve accounts for merit rating only. Em-
ployers contribute 1.8 per cent from July 1, 1956,
through December 31, 1936; 1.8 per cent in 1937 and
2.7 per cent in 1938, There are no employes contribu-
tions. After July 1, 1941, the Unsmployment Compensation
Commission is %o determine employers' merit rating based
on the contribution and benefit experience of eseh for the
preceding thirty-eix months. The minimum rate is to be
+9 per cent and the maximum 5.6 per cent. Beneflts are to
begin July 1, 1938, and will amount to 50 per cent of the
workers' wages with & maximum of 10 per week and & wminie
mum of §6 or three-fourtis of weekly wages. The vaiting
period is two weeks end the maximum duration of benefits
is twelve weecks ithin any fifty-two weeks. The law is
administered by the South Carclina Unemployment Compsnsa=-
tion Commisslon,

The Rhode lsland law: was approved on May 5, 1936,
It provides for a pooled fund wlith separate employsr ag=
counts for bookkeeping purposes only and applies to all

employers of Iour or more porsons. Imployers must con=-

l. Rhode Island Laws, Regular Session, 1936, Chapter 2333.
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tribute .9 per cent in 1936 which shall not be lcss than
20 per cent of the Federal tax; 1.8 per cent in 1937 and
2.7 per cent thereafter. Employees contribute 1 per
cent after January 4, 1257. Benefits arc to begin Jane
uary 1, 1938, end will amount to 50 per eent of the wages
of the worker with a maximum of §15 per weck and a mini-
mum of §7.50 per week. Benefits will be pald after a
waiting period of three weeks and may continue for a max-
imum of twenty weeks within fifty-twe weeks. The law 1is
aduinistered by an Unemployment Compensation Board in the
State Department of Labor.

In Utah the law is based upon the draft of a bill
prepared by the American Association for Labor Legisla=-
tion. This law!, approved on March 25, 1935, became
effective by proclamation of the Governor aftsr the pas-
sage of the Sccial Cecurlty act. It covers employers of
four or more employees and provides for reparate employer
reserve aceounts in a State fund, but with limited come
pulsory pooling by industry or loeality. Only smployers
will eontribute beginning at the rste of 3 per cent of
payroll but »ith reductions for employers who are able by
providing steady employment to build up specified re-

serves. Two vears after the contributions begin benefitas

l, Utah Laws , 1935, Chapter 38.
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are to become payable, following a two weeks' waiting
period, =t the rate of 50 per cent of wages, but not over
V18 nor less than $6 weekly «nd for not more than sixteen
weeks. The Act will be administerec by the “tate Indus-
trial Commission,

The Washington Unemployment Compensztion Lot was
approved on March 21, 1936, It is based on one of the
drafts of a state bill prepared b, the Prosident's Com-
mittee on Economie Security. It covers employers of four
or more persons und creates & single pooled fund. Em-
ployer contributions will normally be 3 per cent of pay-
roll but in 1936 anc 1937 they will be 1 per cent znd 2 per
cent depending upon the level of industrial produetion.
Provision is made for merit rating of employer contribu-
tions beginning in 1941. Employees will contribute 1 per
cent of wages., Benefits are payable two years after con-
tributions begin at the rate of 50 per cent of wages but
not more than ;15 weekly for a maximum of fifteen weeks,
Provision is made for additional weeks of benefit to
workers with long records of steady ewployment. An
Unemployment Compensation Commission is ereated to ad-
minister the Act.

1. The 2tate of Washington statutes, 5. B. 350 Hegular
Cession, 1935,

T Y= . 3% o4

w
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In Wwisconsin, as explained in Chapter IV, the first
compulsory unemployment coupensation law was passed on
January 29, 1952.1 Upon the recommendation of Governor
Albert G. Schmedeman, however, the legislature of 1933
voted to postpone the Unemployment Compensation :ct of
1932 until July 1, 1954, vhen it was hoped that business
recovery woul¢ be well under way. The same leglislature
amended several provisions of the bill, The e¢lause
relating to the benefit lilasbility of an employer's aec~-
count was chunged so that an employer's account is now
liable to pay benefits to an employee in the ratic of one
week of totzl unemployment benefit to each four weeks of
employment of such employee by ~uch employer.2 It 1s,
moreover, srovided thut no employer's account shall at
any time be llable to pay benefits beyond the current
res.urces his account hos, or would have if sll eontri-
butions due had been paid. The law alsoc provides that
the liability of any employer's account to pay benefits
for weeks of partial or total unemployment occuring with-

in or mainly within any calendar month, may be reduced,

l, Wisconsin Law of Special Session, 1931-32, Chapter 20.

2. Vlsconsin lLawso® 1933, Chupter 186, Zection 108.06.
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depending on the adequacy of such aceount at the begin-
ning of such month. 3uch adecuacy shall be determined
at the beginning of each month on the basis of the net
"reserve per employe"“ which the employer's account then
has or would have if all contributions due for payment
had been paid.l

» The following schedule for determining the "reserve
per employe" is observed:

@. When the reserve at the beginnlng of the month
amounts to §50 or more per employee the account shall be
liable for and shall pay in full all valid benefit claims
for unemployment during the month.

b. “hen sueh reszerve amounts to over 445 but less
than $50 sll such valid benefit c¢laims shall be paid
except that no eligible claimant shall receive for total
unemployment a benefit of more than $9 per week.

¢. When suech reserve amounts to over $40 but less
than 45 no claimant shall receive &« benefit of more than
$8 per week.

é. For each further periodie drop of $5 in the

¥ Form used in Visconsin Law.

1. lWiscongin Laws of 1933, Chapter 186, Seetion 108.,06.
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reserve per employee there shall be = corresponding
further drop of 1 in the maximum benefit per week pay-
able to any claimant for total unemployment.l

Under the asmended law & worker is disqualifiec if
he has received in wages ,1500 or more during the twelve-~
month perlod preceding the date on which he became totelly
unemployed. He is disguelified for totul unemployment
benefits, moreover, if during the previvus year he attended
school, college or university and had been employed only
during the customary summer vacation.

The bill previously provided that each employer re-
serve was to be kept reparately anc could be u:ed to pay
benefits only to his own eumployees. This was amended in
1933 as follows: Thenever two or more employers in the
same industry or loecality desire to pool their several
accounts with the "Unemployment Heserve Fund" with a view
of regularizing thelr employment by co-operative activity,
they may flle with the commission & written application
to merge thelr several accounts in a new joint account
with the fund. If, in its Judgment the plan has merit,

the commi:ssion shell establish such a joint aceount.?

l, Wisconsin Laws of 1933, Chupter 186, Section 108.06.

2. Ibld ~ geetion 108.06.
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Federal legislation (The Social Security Act) re-
quires state laws to provide a two year accumulation of
reservesbefore benefits are paid; under the Wisconsin law
- benefits were to have commenced only one year after con-
tributions began.

In order to provide opportunity for possible amend-~
ment to bring the act into full conformity with the natione-
al program, the Visconsin legislature voted (Laws of 1935,
Chapter 192 approved June 25, 1935), to delay payments un-
til Januery 1, 1936. TEmployer ¢ ntributions meanwhile
were to continue ithout interruption. Zeveral other
amen«ments were made at this session. These ineclude:

{1) an inerease of the maximum weekly benefit from {10 to
$15; (2) rewoval of the ten weeks' limitution on benefit
paynents and substitution of benefit periods determined
by length of employment in the'preceding yeur; (3) pro=-
visions that contributions above the standard rate must
be made by employers having high rates of unemployment,
thus giving greater assurance of full benefit payments.
It will readily be seen that this amendment besides in-
ereasing the security of benefits, reprecents an added

emphasis upon the incentive to stabilization which is one

of the chief objectives of the ¥Wisconsin aystem.l

1. American Labor Legislation Review, Vol. 25, Fo. 2,
FPublication 108, June 1925, p. 56,
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North Carolina volced her approval of compulsory
unemployment compensation by an actl one peragraph in
length passed on May 11, 1935. It provided that in the
event of the enactment by Congress of "Unemployment In-
surance laws" the governor and council are authorized to
create or designate a state esgency to administer an unem-
ployment compensation fund, sueh agency to have power to
receive contributions from the Federal government, em-
ployers or frowm other sources and %o provide rules regula-
ting aduinistration benefits, coverage and eligibility.
ihen presented to the Zocial Security Board, however,
this law was rejected.

While the 3Soecial Security .ct sets the tax of 1 per
cent, 2 per cent and 3 per cent on employers! payrolls,
meny of the st tes in interest of their employers have
st thelr tax rate at .9 per cent, 1.8 psr cent snd 2.7
per cent, These last named per cents are 90 per eent
of 1, 2 and 3 per cent, respectively, the amount of Fed-
eral ercdit each employer is entitled to if his astate
has an approvedéd unemployment insurance law. That is,
if the employer's total taxable payroll for the calendar
year 19356 is $100,000, and if the contribution to the

l. North Carolins H. B. 1507, Regular Session 1935.
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State unemployment compensation fund is .9 per cent of
‘that payrell, he will pay $900 to the State unemployment
compensation fund and $100 to the Pederal Government.




CHAPTER VI

PROBLEMS TO BE MET

without = doubt four great gquestions are certain to
arise as s result of the soclal leglslation pussed in
this country; (1) the propriety of Federal purchase of
State compliance with Federul policies and standards as
is provided in the Social Security act, (2) the proper
method of financing the program, (3) the struggle for the
state-wide pool plan as against the employer réserve plan,
an¢ (4) the guestion of the constitutionality of such
legislation, both State and Federal.

In the last decade the policy of Federal aid has
gathered great momentum, The stute legislatures have
had to face a demund for a constontly higher stondard of
governmental service, f{or better schools, Letter roads,

better protection, cte. At the same time they have been

met with an equally insistent demand for no further in-
crease in the burien of taxation. The problem of getting
more money without raising taxes has becomse acute. State
legislatures have sought diligently for new sources of

revenue and one of the best sources they have discovered

(124)
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has been the Federal treasury. The Federal govern=-
ment has not been unwilling %o aid the states financial-
ly but sueh ald is given only on its own terms., Since
the Stutes have usunlly acscepted these terms without any
serious objections, the Federal government has found this
system of grants-in-aid a weapon with which it can es-
tablish national policies and national standards in
rields of activity over which the constitution has denied
it any measure of eontrol.l

This system of Federal aid, moreover, is constantly
growing in importance. The sums of money offered to the
states are growing larger year by year, and the system of
matehing dollur for dollar in avarding the grants is used.

This subsidy system performs an especially useful
function in the American plan of government for it recon-
ciles the liberty of local autonomy with the efficienoy

2 It harmonizes the con-

of’ centralized administration.
flicting interests of nationalism and states' rights.
When we conslder the administration of publle services

it can readily be seen that it is not easy to determine

l. MaeDonald, Austin F., Feders.! Subsidies to the States,
1923, p. 15.

&, 1bid. p. 15
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the proper unit for this function. Purely local

control of national affairs is sure to result in con-
fusion sinece it is ontirely possible that under such a
plan there would result as many different types of legls-
lation as there are localities, On the other hand too
highly centralized cmntrol may destroy local initiative
end local responsibility.

The people of America have always olung tenaciously
to the prineipal of autonomy of the individual states.
This does not necessarily mean states® ripghts at the ex=
pense of the national govarnment but rather that the
states should take care of their own socis)l and economie
problems. But the time has now come that the =tstes are
uneble to cope with these vest problems, requiring more
and more money without outside aid and the only solution
that they find is to transfer an inereasing amount of
their power to the Federal government in return for which
they will receive finaneial aid. Before 1875, the states
vere left free to do as they pleased with the funds re-
ceived from the national treasury. Sinece that time, how-
ever, the Federal government has supervised the expendi~
ture of these funds. By vesting Federal authorities with
the right to withhold allotments until Federal require-
ments are met, the central government is able to establish
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and maintaln definite stundards of efficiency. No
attempts are made, however, to compel states to adopt
uniform plans. Each is allowed to solve its own prob-
lems in its own way with due regaré to loeal conditions
and locsl needs. At the same time each is glven the
opportunity of benefiting by the sxperience of sister
states.

The first subsidy granted by Congress was not in
money but in land in 1785, while the government was still
under the Articles of Confederation. This grant related
to land set aside for educational purposes in the North-
west Territory. The precedent for granting land to the
states for edueational purposes was definitely established
in 1808 when land was set aside in the State of Ohio for
public edueation. Sinece then it has become the policy of
the Federal government to grant land to newly admitted
states for the purpose of establishing a university or
other educational institutions. In 1837 Congress began
granting money to states. In return for these vast grants
of money and land the Federal government received prace-
tieally nothing--not even the satisfaction of knowing that
the funds were wisely expended. In 1875, in order to
provide safeguards agéinst the misuse of funds, appropri-
ated by Congress, the Federal government began to make
specific regulations as to how the money granted in aid
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to the states was to be used. Today we find that money
is granted for variocus purposes--for ecducation, for high-
vay construetion, for forest fire prevention, for the
prevention of certain diseaces, snd for the  romotion of
welfare and hygiene of maternity and infaney,

There are many objections to the Fedsral subsidy
system, Ir the Tiret place, it iz alleged that the
Federal government by means of grantseineaid will so ex=-
tend its power that ultimately the atates snd the puoﬁl.
will be shorm of their powsrs A4ll the old erguments
far states rights have come to life againe

The constitutional right of the federal government
to grant subsidéiss to the states h s, moreover, been
ruestioned, It is argued that in the case of the Chep-
pard-Towner Act for the promotion of the welfare and hy-
giene of maternity and infaney, the national government
dealt »ith matters re-erved exclusively to the states
and that in so doing it over-ste ped 1tz constitutional
bounds,l It has nevsr been proved, howaver, that the
Federal government in any of its subsidy laws ha: attempted
to coeree the states, It has left the states entirely free
to aceept the subazidy or to rejeet it, DBy accepting,

1. Philadelphia Publie Ledger, May 5, 1922,
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however, they are rewarded for meeting Federal sten-
dards.

The granting of Federal subsidies is eclosely tied
te our present socisl legislation. Under our partie-
ular form of gevernment & reasonably adeguate and natien-
wide coverage of unemployment insurance eannot be ob-
tained without setion br the Federal government. An in-
dividual state refreins from imposing burdens on its em-
pleyere in excess of the burdens nlaced upon employers of
other states for fear that the unequal costs will render
it difficult or impossible for ites enployers to compete
on a nation-wide merket,l

The necessity for Federal action does not, however,
mean thot & system of unemployment insurance must be
established, wholly financed, snd administered by the
Federal gcvernment, In view of the fect that there are
wide varlations in conditions throughout the country, it
seems preferable that there be a system in whieh the
Federal government simply furnished the necessary stimu=-
lus and protection to the states, but allows them to en-
act the type of legislation that seems best adapted to
their partiecular needs. This indeed is the purpose of

1. Altmeyer, arthur J., Toward Economic Cecurity, Review
of rresident RooseveliTs LColUmic security rrogram,
published by President's Committee on Lconomi¢c secur=
ity, Weshington, 1935.
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the Soeial Security Aet which lays down only four basie
conditions that a state unemployment compensation law
must incorporate:

1, Payment of sll compensation must be made through
publie employment offices so that applicants may be ad-
vised of avallable jobs, and their willingness to work
tested,

2. Benefits may not be denied by uny State to other-
wise eligible employees for refussl to accept jobs under
any of the following conditions:

a, If the position offered is vacant due di-
reetly to a strike, a lockout or other labor dispute.

b. If the wages, hours, or other conditioms of
the work offered are substantially less favorable to the
employee than those prevailing for similar work in the
logality.

¢. If the acceptance of & job would either re-
quire the employee to join a company union or would inter-
fere with his joining or retaining membershin in any bona-
fide labor organization.

3. 41l moneys collected must be deposited with the
Secretary of the Treasury of the United tates for safe
keeping and investment,

4, All moneys requisitioned from the Secretary of the

Treasury must be used only for the payment of unemploymmnt
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compensation.

4 state may obtain a grant-in-aid from the Federal
government covering all expenses of administration of its
unemployment compensation Act provided that its adminis~
tration conforms to the following standards:

l. Persons employed in the administration of the Act
are appointed on a merit basis,

2+ Administrative regulations und practices are rea-
sonably calculated to insure full payment of unemployment
compansation when due.

3. Unemployment compensation is paid as a matter of
right, and all persons vwhose claims are denied are given
opportunity for a fair hearing before an impartial tri-
bunal,

The first state to receive a "Security"™ grant was
New York. On Mareh 10, 1936, the United Stctes grantec
to New York the sum of $181,949.41 for administration of
the state's Unemployment Insurance law. The check was
t0 cover the government's share of the ceost from Febru-
ary 12, 1936, until Mareh 31, 1936,

It is interesting here to note the sums of money
granted by the Federal government to the various states
for the two fiscal quarters of 1936:1

l. Figures obtained by personal interview at Social
Security Board in Washington, (. C. These are the
latest available figures.
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State Certification for 3rd Fiscal Quarter 1938
Date Amount

Alsbama March 21 $ 7,814.10
California March 12 39,943,74
District of

Columbia March 12 12,239.25
Massachusetts March 21 33,348,227
New Hampshire March & 44,188,32
New York March 10 181,949.41
Wisconsin Merch 12 17,769,.91
Oregon April 8 13,260,84
Indiana June 5 836.03

Total $351,349.87




State Certification for 4th Tiscal Juarter 1936
Date Amount

Al abama April 14 $ 23,082,756
California April 14 82,356.40
!istriet of

Columbia April 28 30,273.42
llussachusetts June 2 62,680.01
New Hampshire May 5 34,180.95
New York May 9 184,7354.67
VWisconsin May 4 79,369.85
Oregon June 5 26,384.43

Indiana June B 47,605.69

Total ¢ 570,576.567
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In comperison with the grants it may be interest-
ing to note the coverage of the acts of the statanil

State  lo. of Employers Wo. of Employees
Alabama 3,400 256,000
Califorania 20,208 1,587,400
Listrioct of

Columbie 15,000 75,000
Massachusetts 15,000 936,563
New Hampshire 2,296 106,964
New York 137,502 3,000,000
Wisconsin 4,287 400,000
Oregon 15,000 200,000
Indiana 10,000 750,000

Total 228,688 7,311,927

}. Op. Cit.
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The Social Security; Act is the first large scale
attempt to relse funds for providing for economiec securi=-
ty in an orderly and controllable manner. The problem
of finaneing such a comprehensive progrsm, however, is
enormous and presents many difficulties. foremost among
the questions rsised by this problem is just what part
shall be played in the total flnancizl system by payroll
and wage taxes as compared with other methods of raising
noney .

It is strange but true that after having for many
years more or less derided European social insurance
schemes we have suddenly committed ourselves to a securi-
ty program in which the major emphasis is officlally on
contributions from employers and workers. From the nar-
rowly fiscal point of view such taxes represent to us a
new source of income not heretofore tapped, and one which
in view of the confused thinking and uncertainty concern-
ing the incidence of the employers!' contribution may re-
ceive popular approval and can therefore be defeuded on
the grounds of ease of collection.l Taxes on the payroll

of employers, however, can have bad economic consequences.

l. Burns, E. M. "The #inencial Aspects of the Social Se=-
curity Act," American Economie¢ Heview, Vol. iXX1,
KNo. 1, March, 1936, p. 19.
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Unfortunately they can be evaded by reductions in the
payroll. Thus these taxes may encourage the working of
overtime, the discharge of marginal workers, and the re-
placement of labor by machines.

The special economic Justification for utilizing
this type of tex rather than any other presumably lies
in the possibility of encouraging employers to stabilize
employment by the use of differential rates of taxation
or merit-ruting, but on the other hand, if the objective
of the tax is designed %o stimulate employers to certain
action in inereasing employment it woulé seem more logi-
cal to base the tax on some other element of cost rather
than on the size of the wage bill.1

The burden of unemployment relief varies greatly
from year to year and its total is extremely difficult to
forecast. The fect that it 1is heavier in some years
than in others suggests the undesirebility of finencing
unemployment henefits year by yesr on a pay-~as-you-go
principle. Some provision must be made for the future
and the plan adopteé is that of accumulsting reserves
that will be drawn upon ir hard times. This provision
is shown in the Security Act by the regulation that no

l. Burns, E. M., Op. Cit. p. 18.

——
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benefits are to be paild during the first two years of
existence of any scheme,

Professor Epstein, however, points outl that regardé-
less of the merits or demerits of the building of huge
reserves in the future practical wisdom dictates the pay-
as-you=go plen as the only practicable system open to us
at present. We oannot.arfard to deprive the masses of
wage earners of purchasing power today for the sake of
storing up reserves for the future. The sooclal insur-
ance sphome must not only avoid too great discrimination
in premiums anc¢ benefits among the insured, he says, but
must guard agailnst the slightest aggravation of the prob-
lem it seeks to remedy.

It is no eritieism of the American novement for un-
employment insurance to admit that the stimulus has large-
ly come from European experience and that naturally all
American suggestions have been strongly influenced by the
existing European legislation. State-wide pools may
readily be found in the experience of all the European
countries. It 1s, therefore, not surprising that in the

United Stutes eleven of the stute laws already adopted

l, Epstein, 4,, Insecurity: A Challenge to America,
3rd Edition 1936, p.VES
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give preference to the state pool plan while only three
adhere to what is known as the Wisconsin prineiple or em-
ployer reserve scheme.

It may be well at this point to investigate the basie
features of the two plans. The essential elements of the
employer reserve system are three. First, employers alone
contribute to the fund--there are no contributions from em-
ployees or from the state. 3econd, the contributions of
guch employer, though mingled with those of others for safe-
keeping and investment purposes, are kept distinet like an
account in a bank, end ean be used only to pay benefits to
his owmn laid-off employees. Third, the rate of contribu=~
tion of each employer varies direetly and automatically
with the size cof his reserve account. His reserve balance
at any time depends,of course, on the amounts which he has
pald out in benefits to workers whom he has laid off. Ir
he can succeed in keeping his workers steadily employed
there is no drain on his reserve and it accumuletes. When
his reserve shows an adegquate balance (over and above his
current benefit costs) he is permitted to deerease or even
suspend his contributions. if, on the other hand, unem-
ployment at his plant makes heavy czlls on his reserve and
reduces it below o given safety point, he will be required

to contribute at a higher rate.
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In contrast to the employer reserve plan is the state
pool plan. The chief features of this plan are: (1) con-
tributions may come from employers, employees and from the
state; (2) all eontributions are mingled in one fund from
which benefits are paid to all laid-off employees regards
less of their previous employer; (3) contribution rates of
employers may vary according to some kind of merit rann‘.l

The most important advantage claimed for the employ=-
ars' reserve plan is that such a plan provides a definite
incentive to employers to regularize and stabilize employ-
ment so that his contributions te the fund will either
cesse or be reduced. lMoreover, by this plan industry it-
selfl is made to bear the cost of unemployment. Moreover,
by this device no employer earries any of the cost of ene
other employer sinece his reserves apply only to the eme
ployses in his concern.

The pool, however, also hai admirable points. We
are dealing with the proposal for insurasnce of a larpge
number of individuals ageinst the possible hazard of une
employment. Obvicusly in any insurance scheme the larger

1. Brandeis, Elizabeth, "The Employer leserve Type of Unem-

ployment Compensation Law" w :nd Contemporary Froblems
January, 1986, Vol. 3, No.'ll,éi.'u. ' ="
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the exposure the nearer mey one come to an appraisal of the
average risk, if any uppraisal be pmiuo.l If the work
can be done by one fund why have two or more? The object
of pooling 1s to spread the risk. The ecocnomy of the state
pool plan is self-evident anc 1t is this feature that probe
ably brings about the result that so many of the states have
adopted the state pool plan rather than the employer reserve
plan.

The state pool plun is closely tied up with the soheme
of merit rating. This prineiple; embodied in the Federal
Security Aet, has for its objeet the stabilization of em~
ployment and offers distinot advantages to employers who
succeed in reducing unemploymeat in their plants. These
advanteges are in the form of reduced premium rates.

The constitutionality of compulsory soelal insurance
cannot, of course, be definitely determined until the United
Otates Supreme Cowrt has ruled upon the question. Pro=-
lessor Epstein in his book "Inseocurity, a Challenge to
America™ states that sinoe the sole aim of this legislation
is the promotion of the “"general welfare" 1t is unlikely
that it will meet with constitutional objections,? yet in

1, Rubinow, I. M., "State Pool Plans and Merit Rating", %!
e 4y

Ds U7

2, Epstein, A., Insecurity, A Challenge to America, p. 36.
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view of the fact that the NRA, the AAA, the Guffy coal con-
trol aot, and other New Deal legislation has been declared
null and void, it is entirely possible that objections will
be raised. Any unemployment insurance act, state or na-
tional may be attacked by employers as unconstitutional on
the ground that it violates the provizions of either the
Fifth or the Fourteenth Amendments (depending upon whether
it is a Federal or a State aet) that property shall not be
taken without "due process of law." It will be argued that
by assessing employers for unemployment insurance, property
is tuken from them for losses which they have not caused,
and whiech they are largeiy powerless to prevent. This ob=-
Jeetion will be heightened in the cases where central funds
are established instead of separate company reserves (as in
Wiseonsin) for 1t will then be argued that the contributioms
of each employer will be umerged in z unified fund and used
in part to pay benefits to workers employed in other con=
cerns. The coniribution of the workers will be attacked on
the ground that they too will lose their identity cnd be
used to pay for general unemployment =nd not merely for the
unemployment of the particular contributor. In feaet, all
these arguments have already been used in the cese of the
New York low. Shortly after the passuge of the Now York
Unemployment Compensation Act of 1935 a court attack was
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launched upon its constitutionality by the issocisted In-
dustries of that Otate. Two separate actions were brought,
one by the Associnted Industries itself irn & court in Al-
bany County und the other by a Syrucuse employer in a court
in Onondaga County. A prineipal ground upen which the law
was challenged was 1is statewide pooling of zll employer
contributions. The charge was made that this feature of
the lew, by taking the money of one employer who furnished
steady employment o pay compensation to employees of other
euployers who do not, viclates the "due process of law"
clause of both the Federal and the State eunatitution.1

It will be recalled that the pooling of employer contribu-
tions in the Rallroad Retirement ict of 1934 was held in-
velid by the Supreme Court in Reilroad Retirement Board v.
Alton Reilroad Company (55 Sup. Ct. 768) decided in May,
1935. The New York employers alco cited as a basis for
their attack on the law the case of Ives v. South Buffalo
Reilroad Company (201 M. Y. 271) decided in 1911, when the
original Workmen's Compensation Law in thet state was held
invalid, It must be remembered, however, that a few years

later (1917) the United States tupreme Court in New York

b A I-portcnt-Labo{ Law Decisions Pending 1nluew York Courts,
Unsigned artiele in Jmerican Labor Legislation Review,
mch, 1936, Vol. 9 a:, ﬁo. 1. Do 29,
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Central Railroad Company v. mitel upheld the principle of
compulsory compensation.

On April 15, 1936, the New York ltate Court of Appeals
held the unemployment insurance law of the state® to be con~
stitutional. The decision of the United States Supreme
Court in the Railroad letirement case was pressed upon the
Court by the plaintiffs as a controlling precedent. The
Court of Appeals here, however, rejectcd the argument since
the statutes, faets, purpoces, and methods were so wholly
dissimilar,® Chief Judge Crane who wrote the opinion held
that the alm of the law was & proper one in &id of the pub-
lic welfare and he sustained the statute as a walid exer-
cise of the sovereign "police power” of the state. in
appeal from his dee¢ision, however, will undoubtedly be pre-
sented to the Supreme Court of the United States.

1, 243 U. S. 188 (1017).

2, Hew York Otote Unemployment In-urance Law, Chapter 468,
Taws of 1935.

. mrigﬁ %bg Legislation Review, Vol. 26, No, 2
unﬂ, - y p. @ ! ; S
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It 1s Impossible to foretell Just wvhat fate awaits
the Federal law. The "due process of law" objections
geen to have been rejected by the decision of the Supreme
Court in the case of the Oklahome Guarantee of bank de~
posita.l Justice Holmes in hending down the opinion of
the court ruled:

It may be said in & genersl way that the
police power extends to all the great public needs.
It may be put forth in aid of whet is sanctiocned
by usage or held by the prevalling morality or
strong end prepomderant opinion toc be greatly and
immediately necessary to the publie welfare.

Among matters of that sort probably few would doubt
that both publioc usage and preponderant opinion
glve their senction to enforcing the primary con-
ditions of sueccessful commerce. One of these con-
ditions at the present time {5 the possibility of
payment by checks drawn against bank deposits %o
such en extent that checks replace currency in
daily business. If then the legislature of the
state thinks that the publiec welfare requires the
measure under consideration, anal and principle
are in faver of the power t0 enzcg it. Even the
primary object of the required asscssment is not a
privete benefit . . . . but it is to make the cur-
rency ol checks secure and by the same stroke to
make safe the almost compulsory resort of deposi-
tors to bank as the only available means of keep-
ing money on hends

It would seem that sueh sn essessment for the guar-
entee of bank deposits is more open to attack than eon~

tributions for unemployment compensation. At least

l. Noble State Bank v. Haskell, 219 U, 5. 104, (1911).
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some of tie unemployment coupensation contributions of a
relatively stable Ifirw will go to pay benefits to its own
employees, while «ll of the conirlbutions of banks which
remain solvent will go to the depositors of banks whiech
become insolvent. If such & law as that, therefore,
goulc be held constitutional there would seem to be no
real ground f{or denying constitutionality on this score

Yo uneuployment compensatlan‘l

It 1s very luportemnt to
note, however, thal the majority of the United Ctates Su~
preme courti ere not at present following ilolmes' doo-
trines, but take exactly the opposite positinn.

Other opponents of unemploymcnt compensation legis-
lation will urge that contributlions should be voluntary
and not compulsory, aand that when a state or the nation
makes it mandatory, such asction is a seizure of private
property whielh is unconstitutional. On the other hand,
in accordance with the receant action of ihe New York
court many persons still believe that .he "due process of
law" clause 1s not & sufficlent reason for outlawling

leglslation whieh ls desirabls for the protection of the
public health, safety, welfare, and morals. in other

1. Douglas, Paul Ii., Standards of Unsumployment Insurance,
Ta 96.
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words, & =tate under its "police power"™ may impose ecertain
limits upon the so-called rights of property. It must be
proved, however, that there is a legltimate connection be-
tween the acts of the legislature and its taecit or explieit
nurpose. In the past, the Supreme Court has generally
held that this connection must be demonstrated to the sat-
isfaction of at least a majority of the court, although a
ma jority le@ by Justice Holmes has maintained that it is
not necessary for the court itself to believe that such
would be the consequences, but merely to deternine whether
the legislature at the time of the passage of the law be-
lieved that suech a conédition existed.

This prireciple was brought out in & leading deeclsion
on a compulsory workmen's compensation law of Washington.l

Justice Pitney declared:

+ » « » NWe are clearly of the opinion that a
state, in the exercise of its power to pass such
1oglsiation as reasonable is desmed to be necessary
o fromota the health, safetly, and general welfare
of its people, mav regulete the earrying on of in-
dustrial occupations that frequentliy and inevitably
produce personal injuries and disability, with sub-
sequent loss of sarning power, among the men and
women employed and oeccasionelly, loss of 1life of
those who have wives and children or other reiatives

dependent upon them for supnort, and may require
that these human losses shall be charged sgainst

1. ?ount?in Timber Company v. Washington, 243 U. 3. 219
1917
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industry, either directly . . . . or by publiecly

administering the compensatiomn, and distributing

the cost among the industries affected by means of

a reasonable system of occupation taxes.

Again in the case of New York Central Railroad Con-
pany v. Whitel the court ruled:

The provision for compulsory compensation in

the act under consideration cannot be desmed to de

an arbitrary and unreasonable application of the

prineiple so as to amount to a deprivation of the

employer's property without due process of law.

As we have seen the 3oclal Security Act levies a Fed-
erzl tax upon the payrolls of incustries with the provi-
sion that if a state passes an unemployment compensation
law, that is approved by the Federel authorities, the
amount vhiech the employers pay into the state fund will be
eredited as an offcet against the Federal tax. The pur-
pose is, of course, to remove any added cost because of
state action, It thus provides that if e state passes an
unemployment compensation law employers in that state shall
pay money into the stute fund which will be used for the
relief of locel unemployment, and thereby presumably lower
local taxes. If on the other hand, a state does not pass
an unemployment compensation law, it does not thereby ob-

tain an advantage for its employers over the employers of

l. 243 U. 8., 188 (1917).
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other atates. The employers in the state in question
will still have to make their payments, only these pay-
ments will go into the Federal fund in Washington and
not to the states for the relief of local unemployment.
In other words, the purpose of the aet is to remove the
possibility of one set of states getting an unfair ad-
vantage over another set of states and to eliminate com~
petition from the field of soclal legislation,

Undoubtedly the precedent which the Administration
used in adopting this offset plan is the Federal Lstates
Tax law. By the middle of the twentles most of the states
had passed inheritance tax lawe. Florida, however, tried
to attract the aged and wealthy residents of other states
to the sunshine of that common-wealth and to the profits
of its merchants, real estate owners, and dealers, by a=-
mending its constitution so as to prohiblt inheritance
taxes. A number of wealthy people took advantage of this
and went to Florida. Other states threatened to take the
same course. To meet this situation the Federal Govern-
ment passed an inheritance tax law under whieh 80 per cent
of the Federal levy would be rebated to those stutes which
had similar laws. 3ince states without sueh laws received
no share at all from the Federal government, Florida found
that the estates of its deceased citizens were still being
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taxed but that she was not participating in the proceeds.
She therefore, cttacked the law as unconstitutional on
grounds thut the government was using its taxing powers to
dictate to the soverelign states. The case went to the
Supreme Court which declered that the Federal government
was within 1its rights in the exercise of taxing powers and
by a uninimous vote declired the law to be oonstitutional.l
It is entirely probable that this offset plan will
again be attacked in splite of tlis decision because of the
ruling of the court in the second child labor ca362 which
declared the use of the taxing power for exclusively reg-
ulatory purposes to be unconstitutional. It is highly
probable thut the recent Guffey Coal decision will also be
cited. In this case the majority opinion writtem by
Mr. Justice Sutherland held that the tax was not a real
(or revenue} tax but a penalty, and hence il.'l.egal.:5 on
the other hand, since one-tenth of the Federal tax will
not be offset it can be elaimed thaet the Aet is in part a

' genuine revenue measure for the Federal government, and

1. Florida v. Mellon, 273 U. 8. 12 (1927).
2. Balley v. Drexel Murniture Co., 259 U. 3. 20 (1922),

3. Carter v. Carter Coal Co., et al., 56 Sup. Ct. Keyf.
po 855'
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that this should be enough to esiablish itz constitution-
ality.

The feature of the Soeial Security set whieh stends
in the greatest danger of belng deelared unconstitutional is
that establishing the national system of old age ponsions-l
Though ne sueh powers are explieitly granted to the Federal
government, it will be argued by the Government that the
revenue features are a legitimate exercise of the taxing
powers of the Federal Covernment as are the benefit features
of the spending powers.® It is to be hoped, however, that
this legislation will be permitted to stand and form the
basis upon whiech prorer amendments can be made.

The extent and gomplexity of the problem of unemployment
in the United States are ¢t us scen to be tremendous, but the
methods of handling unemployment have, until recent years, cen-
tered l.rgely around the granting of :relief to unemployed per-~
pons andéd their families. This method has provsd to be inadequate,
and in itself has not led to serious efforts to r move the
causes of umemployment, Frogress in fais direction, however, has

been certein. Massachusetts wmade the Tirst gesture in

1, Douglas, Paul H., The United States Soclal Security act,
Leonomic Jourmal, March, 193¢, Vol. ALVI, p. 19,

2e Ib&d.’ P 18.




151

1916, but it wus left to the state of .isconsin to open the
way %o delinite legislation whemn, in 1932, a group of students
of the subject of unemployment, led by Frofessor John K,
Commons, came to the conelusicn that the employers could
prevent ﬁnemploymant i the cost of rupporting their unemploy-
ed workeirs fell upon them. Creat recemrch on the subjeet was
made in Ohic where a plan wus devised which differed radical-
ly {rom that of Ulsconsin. The Ohio Unemployment Commigssion
openly admitted that the aim of their plan wses not to pre-
vent unemployuent or even to reduce it, but simply to relieve
the sﬁftering brou;ht about as a result of this condition-}

It was notuntil 1935, however, that the Federal government,
after numerous previous attempts toward unemployment insur-
ance legisl-tion, enacted the Soeial “ecurity asct. This

Act is bused neither upon the #ﬁsoonsin principle nor uson
that of Chio, but is sc construeted -z to allo: the states

the privilege of .dopting either of these or of devising any

other plan which meets the Federal requirements, The Soecial
security Act itself i: bused on the prineiple of Federale
State cooperation. This law ean be sald to represent an
auspieious beginning, but wmany problems remsin to be solved
before we can hope for a reasonable degree of economic secu-

rity for the wage earner. Federal legislation is only a

beglnning, There must be cooperating state leglsluotion cnd

satisfactory state sdministration., MWMoreover, there are
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several important quecstions still unsolved. As stated
before, these are; (1) the propriety of rederal aid to the
stutes, (2) the proper method of finanecing the Federal
program, (3) the struggle between the plan of having state-
wide pools or employer res:rve funds, and (4) the question
of constitutionulity, both State and Federal, of such
legislation. Other problem: include interstute transfer
coop ration among the states, that is, the problem of
dealing with vorkers moving from one state to another; the
development of publiec employment offices; and the rating
of employers or industries according to unemployment risks,
There 1s strong basis for the preciction that an
adverse ruling by the Supreme Court will not put an end for
all time to the movement to relieve labor of at least part
of the hazards of unemployment, If the system envisaged by
the present leglslation fails, the store of eiperience
which is being amassed under it will be drawn upon in the
future, Soelal security is more than a statute,--it is a
great national necessity; and the Constitution is more than
an aggregote of legal commands engrossed on parchment; it

is & living instrument of nztional government. The question

is vhether a great objective of national polieye=the security

of a people against the major hazards of modern industrial

life=<has, by the Constitutional Fathers, bsen put beyond the

recach of government,
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By inecreasing the security of the imerican people
not only as to maintenance during perliods of unsmployment
but al=o ¥4 th respect to o0ld age dependency, security for
children, aild to the blind, the extension of ;ublie
health services, and voecational rehabilitation, we shall
relieve our preple of some of their most pressing problems.
An eminent English Jurist once said that, "Necessitous
people are never free", A groat imerican statesman declar-
ed thet, "this notion cannot exist half slave and hilf
free", Ve know that it cannot exist 10U per cent secure and
90 per cent insecure. Soclial contentment end economie
geourity are required in the interest of stablility of
imericen institutions.
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