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DIGEST OF ISSUES IN SOCIAL SECURITY

FOREWORD

This digest of Issues in Social Security has been prepared for the
use of the members of the Advisory Council on Social Security
appointed by the Committee on Finance, United States Senate, in
accordance with Senate Resolution 141, Eightieth Congress, first
session.

Issues in Social Security is a report submitted to the Committee on
Ways and Mecans of the House of Representatives in January 1946.
The report organized and analyzed the available data on old-age
and survivors insurance, ﬁublic assistance, and unemployment insur-
ance, and pointed out problems in the field of social security.

The report was prepared in 1945 by the Social Security Technical
Staff established pursuant to House Resolution 204, Seventy-ninth
Congress, first session. The members of the Social Security Technical
Stallligr who prepared the report and their affiliations at the time were:
Chief of staff, Leonard J. Calhoun, commander, United States Naval
Reserve; John J. Corson, director of research of the Washington
Post; William R. Curtis, chief, administrative standards division,
Bureau of Employment Security, Social Security Board; F. F. Fauri,
director, Michigan State Department of Social Welfare; George W. K.
Grange, reference assistant, actuarial division, Metropolitan Life
Insurance Co.; and Rainard B. Robbins, vice president, Teachers
Insurance and Annuity Association.

The preparation of this digest of the report was under the general
supervision of Mr. Fauri, now senior specialist, Legislative Reference
Service, Library of Congress. The digest of part I, relating to old-
age and survivors insurance, was prefmred by Mr. Grange; and the
digest of part III, relating to unemployment compensation, by Mr.
Curtis. The digest of part II, relating to public assistance, was pre-
Rared by Donald S. Howard, director of social work administration,

ussell Sage Foundation, and reviewed by Mr. Fauri. All three
parts were reviewed by Mr. Calhoun.

The digest includes some current data bringing the material in
Issues in Social Security up to date. ‘

NoveEMBER 7, 1947,
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PART 1. OLD-AGE AND SURVIVOI'IS‘INSUBANCE‘

CuarTER 1. DEVELOPMENT AND PRESENT PROVISIONS

This chapter reviews the background, development, and
present provisions of OASI. It thus serves as an introduc-
tion to subsequent chapters which discuss a number of
basic problems.

The original provisions of 1935 were substantially modified
in 1939 so as to—

1. Increase early benefit payments and decrease later
ones.
2. Add survivors’ and dependents’ benefits.

There were also limited changes in the employments
covered.

The increase in the size of individual benefits granted and
of annual total benefit outlays in early years and their de-
crease in later years was effected largely through (1) ba.sizg
the benefits on average monthly wage received in cover
employment (approximately during the period from Jan-
uary 1, 1937, or age 22 if later, to death or retirement), in-
stead of on total wages received in covered employment from
January 1, 1937, to age 65; (2) adopting insured-status re-
quirements which would increase the numbers’ of eligible
aged in the early years.

These changes, together with the new monthly benefits for
survivors and dependents, meant that the trend of OASI
development was clearlz away from the concept of benefits
in proportion to contributions with no provision for mem-
bers of the family, and toward the concept of basic family
protection through expanded social insurance.

Maodifications of employments covered resulted in only a
small net increase, in spite of recommendations for major
extensions which were made in the 1938 report of an ad-
visory council jointly arg(e)inted by the Senate Finance
Committee and the Social Security Board.

Of significant changes indicated for OASI, extension of
coverage is by far the most important. Without it, many
serious limitations and inequities will remain however the
system is otherwise improved.

CHaPTER II. EXTEN8SION OF OLD-AGE AND SURVIVORS
INsURANCE COVERAGE

fThis cht;pter dislcusse? the presentl'.fexclulsions from OAEII
of arcas of gainful employment—self-employment, agricul-
tural labor, domestic semy;l, employment for noni)roﬁt or-

1 Referred to subsequently as OABI,

P.13 .
to 24
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o DIGEST OL' ISSUES IN SOCIAL SECURITY

ganizations, civilian public employment (Federal and other),
and railroad employment. The basic significance of the
exclusions in reducing the effectiveness of the system, the
importance of extending coverage, and considerations in
making the extension to each of the excluded classes are
reviewed.

Major points developed are that—

1. About two out of five jobs, including self-employ- P. 57
ment, are not covered.

2. There is a high degree of shifting of workers be- P, 57
tween covered and noncovered jobs and unemployment  to 58
(the so-called in-and-out movement), and each shift out
interferes with the size or the availability of OASI
benefits.

3. Availability of OASI benefits to all has been ac-
cepted from the start as a national objective, to be
realized as soon as a variety of difficulties can be over-
come.

4. The need, on the part of workers and their families,
of some substitute for earned income that has disap-
geared is independent of the source of the earned incomo;

ence the same potential benefits should be available to
all regardless of occupation or changes in occupation of
the breadwinner. Otherwise, the system fails in its
Kurpose of providing a basic floor of protection against .
azards all may face.

5. Not alone individuals and their families but society
as a whole suffer through failure of a scheme to furnis
the protection for which it was designed when it excludes
substantial areas of employment.

6. The high degree of shifting of employees in and
out of any particular employment will thwart any effort
to operate parallel plans as a substitute for OASI.
Even if the benefits were identical, such plans would
involve unjustified expenditures of time and effort in
making adjustments,

7. The prospect of the addition of other kinds of
social-security benefits to OASI increases the importance
of having OASI benefits available to all.

8. In industry, staff pension plans have been arranged
on a large scale as sup[l))lements to OASI benefits.
Similar arrangements can be made to advantage in all
public employments and in railroad employment.

9. The only feasible method of eliminating the uncer-
tainties of protection and the anomalous and inequitable
situations that interfere with the attainment of the full-
est social protection, is a general extension of OASI
coverage to employments now excluded. Delay in this
extension will result in greater rather than smaller
problems. '

10. Though a general extension of present coverage
to all gainf woriirs will naturally involve a consider-
able increase in dollar coats, when costs are expressed in
terms of pay roll, there should be little or no initial
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difference, and ultimately there should be a substantial

Tho fgures and ch 26 of th howi
e es and chart on page of the report, showing
the numﬁz:'of civilian workers in covered and excepted em-
ployments in an average week of 1944, indicate the signifi-
cance of the exceptions from OASI covera%e;

The charts on pages 27 and 29 and the figures on page 28

ive quantitative indications of the plan’s effectiveness (or
ack of it) as reflected in the very substantial shifting between
covered and noncovered employment and unemployment.

Two further marked illustrations of the extent of shifting
are—

1. Normal withdrawals from Federal service: Up to
June 30, 1940, five times as many participants under the
civil-service retirement plan had withdrawn from service
as had retired (see also chart on p. 43; figures on p. 30).

2. Railroad retirement experience: About 45 percent
of persons who worked for the railroads in the period
193743 had left at least temporarily by the end of 1942
and about 40 percent of those employed in 1943 were
newcomers in that year. Three times as many people
have both railroad and OASI wage credits as were em-
ployed on the railroads at the end of 1944.

After llFiving a number of hypothetical cases (p?. 31 and
32) to illustrate what could happen as a result of shifting,
the report concludes:

Such are the anomalous situations that inevitably must arise under a

social benefit Elan of limited coverage. The line of demarcation be-
tween those who barely qualify for benefits and those who just fail to

qualify is often tenuous. An ideal social benefit plan would rarely’

need to draw such lines, Perhaps there will always be room for im-
provement in a plan with only é)artvial coverage, but limitations that
are, unfortunately, essential under limited coverage will continue to
interfere seriously with the fullest social good of such a plan. Such
limitations can be dropped only when coverage is complete. Perhaps
nothing short of complete coverage can be defended when we bear in
mind that the presumed need that gives rise to a social benefit plan is
independent of the classification of the employment of the breadwinner.
At any rate, every exception from coverage is on the defensive as an
obstacle to the social effectiveness of a national plan.

The chapter goes on to consider each excluded group in
respect of (1) reasons for the original exclusion, (2) the
group’s need for the basic protection of OASI, and (3)
methods of overcoming difficulties.

THE SELF-EMPLOYED

Reasons for exclusion.—Largely administrative. They
have no employers to withhold contributions and make re-
ports for them (though many make reports for their own
employees).

eed for coverage.—This is by far the largest single excluded

up. About 9,000,000 persons receive their basic support

rom operating farms (about half), small businesses, and other

unincorporated enterprises. Many more supplement their
primary income with self-employment.

J

P. 30

to 37
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The self-employed have about the same opportunities for
providing secuntx for themselves, and therefore about the
samo need for OASI protection, as wage earners. Farmers
are more likely than wage earners to have property, but their
incomes are lower on the average. Urban self-employed
average higher incomes than industrial and commercial em-
ployees, though frequently lower than employees doing the
same kind of work. Shifting between employment and self-
employment is substantial, often in the same year (particu-
larly farmers).

Survivorship protection is important in the carly years of
a small proprietor's business when he is raising a family;
old-age protection later on when, as often happens, the busi-
ness fails and savings and property are lost.

Difficulties and their solution.—Difficulties chiefly relate to
administrative feasibility. They are not insurmountable
and their solution has been worked out. It is doubtful
whether further delay would add anything of value, and it
will certainly increase hardship cases.

As a rough approach to cﬁninf; the income on which
OASI tax is to be paid if self-employed are to be brought
under the OASI plan, the report suggests that net income
after a few clearly distinguishable and widely understood
deductions, such as dividends, interest, income from annui-
ties, pensions, estates and trusts, would afford a reasonable
and administratively feasible basis of coverage. At any
rate, it could certainly be better justified than the present
situation where a substantial number of persons who engage
in self-employment also engage in covered employment, but
not to the extent necessary to qualify them for any OASI
benefits. Though such persons are required to make OASI
contributions, they fail to obtain an insured status under the
plan. The report also suggests that the first $500 of such
net income be subject to the employee tax rate only, thereby
affording some recognition to low-income groups and to
failure to exclude return on capital business investments from
taxable income. Above the $500 figure the joint employer-
employee rate could apply.

t is further suggested, as a means of reducing administra-
tive difficulties, that in years of low net income—below $500
a year, say—self-employed individuals be exempt from the
tax. As a result they would not be given any wage credits
for such years. This would reduce the problems of (1)
locating many who have never been subject to income tax
and (2) collecting from individuals with below-subsistence
incomes.

Experience mjiht then indicate the feasibility of further
extension below the $500 level, depénding on such imponder-
ables as popular understanding of the significance of the
coverage, and the purpose and effect of the social-security
tax.
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AGRICULTURAL LABOR
Roughly 4,000,000 persons work as hired farm laborers

during a year, but the seasonal low point is about one-third

that number. :

Reasons for exclusion.—Largely administrative, together
with original lack of enthusiasm on the part of both workers
and farm operators.

Need for coverage.—Particularly it:gortant. as—

1. Many also work in covered employment (season-
ally, or as a result of normal migration from the farm)
but with insufficient coverage for protection, or with
reduced protection.

2. They have low and uncertain incomes.

3. Many have famill{ responsibilities—greater on the
avera%e than city dwellers.

4. Their old age or death frequently means that the

. community must provide assistance.

Difficulties and their solution.—Certain administrative
difficulties are perhaps greater for agriculture than for in-
dustry, e. g., initial procedures in reporting and collecting;
uncertainty as to existence of an em{)loyer-employee relation-
ship, or as to identity of the employer (farm owner, farm
tenant, etc.). However, their coverage has been facilitated
by (1) success in overcomin% similar initial difficulties for
other employees and (2) the fact that it would involve con-
tact with only about one-third—and the most substantial
third—of farm operators. Since they are wage earners, agri-
cultural workers, and packing and procminioworkers (now
excluded by the definition of agricultural labor in the act)
may be included with the same tax base and tax rate as apply
to presently covered workers.

DOMESTIC BERVICE

The numbers involved vary considerably with economic
and exgﬂoymeht conditions. From the sm(}sgints of need
for OASI coverage and of administrative problems they are
in much the same position as farm labor.

NONPROFIT ORGANIZATIONS

Charitable, religious, educational, etc.—roughly about a
million persons. _
Reasons for exclusion.—Originally, fear of endangering
freedom from taxation and separation of church and state.
Need for coverage.—The same, by and large, as presently
covered employees. .
Difficulties and their solution.—There are no special admin-
istrative difficulties. In evaluating the argument that the
OASI tax would jeopardize tax-exempt status, it should be
remembered:
1. That this tax differs basically from ordinary taxes
in purpose and in the effect of exemption (viz, to exempt

P.

gr
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the employee from the protection normally afforded
wg;ku.xg ;)eople and to excuse the employer from con-
tributing).

2. Some nongroﬁt organizations, exempt from other
Federal taxes, have to date been subject to the QASI
tax without their other exemptions being affected (o. g.,
%x:dm tions under sec. 101 of the Internal Revenue

e).

To remove the fear that separation of church and state
will be endangered, the report suggests that consideration
be given to: .

i %nh Excusing churches from the ordinary processes of tax
abihty.
2. E’J’zempting ministers and members of religious orders
from coverage.
CIVILIAN FEDERAL EMPLOYMENT

Two million nine hundred thousand persons as of April
1, 1945, including 2,000,000 in war agencies.

Reasons for exclusion.—The civil-service retirement plan
already covered the majority and a number of minor plans
covered particular small groups.

Need for coverage.—Extensive shifling between Federal and
industrial employment.

Difficulties and their solution.—The fear has been expressed
that, with an OASI tax rate scheduled to reach 3 percent by
1949, any attempt to make the civil-service Plan supple-
mentary to OASI would mean annihilation of the former
plan, since it would be feasible to levy only very small con-
tributions for its support. To counter this fear, it is sug-
gested that if OASI taxes become 1% percent (for the period
1947-56, as recommended under financing)® contributions
under the civil-service plan be 3% percent of salary up to
$3,000 a year and 5 percent of any excess over $3,000 & year.

The pros and cons of attempting a solution through
broadening the civil-service plan and coordinating it with
OASI are discussed at soms length in the report (pp. 45-48)
and dismissed as unduly complicated and pointless.

A sketch of what might be a practicable modified civil-
service plan in supplementation of basic OASI protection
is presented on pages 49-51 of the report.

PUBLIC EMPLOYMENT OTHER THAN FEDERAL

About 2.9 million persons.

Reasons for exclusion.—The Federal Government does not
tax a State.

Need for coverage.—Shifting and general lack of retirement

prospects.

Dt% and their solution.—The indicated approach is
coverage through Federal-State agreement,- provided the
State is ready and has the power to require its administrative
departments and its political subdivisions to cooperate as
employers in bringing employees under the act.

9 fign fontuste 7, . 1.

P. 52
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RAILRCAD EMPLOYMENT

About 1.4 million employees.

Reasons for exclusion.—At the time social sccurity was en-
acted in 1935 a special national system was being created by
Congress for employees of railroads doing an interstate busi-
ness.

Need for corcrage.—Same as for most other employments—
extensive shifting with weakening or loss of protection, or re-
dundancy of benefits for those who qualify for both railroad
retirement and QASI.

Difficulties and their solution.—The railroad plan resembles
civil service through being in the main a staff pension plan
(though with the social benefit characteristic of favoring the
lower-paid employee).? It differs from civil service in being
Federal legislation to provide for employees of one particular
private industry. As a stafl plan it i1s unsatisfactory with
respect to higher-paid workers.  Both the social benefit needs
of railroad workers and their families and the staff pension
objectives can be met far more satisfactorily if scparated.
The complications of having them combined in one system
and of coordinating that system with OASI are tremendous.

As in the case of F odoru? serviee, the report concludes that
the most feasible remedy is basic coverage by OASI.  Since
thjs would be undesirable without modifying the railroad
plan to make it a supplementary one like other industrial
plans, a.brief illustration is offered of what might be done in
this respeet (pp. 55-56).

COST OF EXTENDING COVERAGE

The table on page 56 affords a basis for the following rough
conclusions as to the effect on costs of a general extension of
coverage with no change in benefits:

1. While over-all costs may perhaps be more than doubled
at the start, they may eventually be not much more than 50
percent in excess of present estimates.

2. When benefit outlays are expressed in terms of pay-roll,
extension of coverage brings about little initial change, but a
substantial eventual reduction in percentage of pay-roll costs
and accordingly of tax rates (on a current cost basis). This
results from the greater weight that will attach in the benefit
formula * to the 10 percent of average wages in excess of $50
(as compared with the 40 percent of the first $50) when the
in-and-out movement is greatly reduced through extension
of coverage. .

3 The Croswer Act of 1946 includes berefits for survivors in the railroad plan somewhat along
the li-es of those provided i the Social Security Act.

4 At present the primary Perefit (i. e., the herefit to which the wage earner would be entitled
ard «f which other berefits are fractiors or multiples) is caleuleted by takirg 40 percerit of the
average monthly wage up to $0, adding 10 percent of any average monthly wage in eacess of
$50 tut rot of £270, and ircreasing the result Ly 1 percent for each year in which the ware
earner received at lecst $200in wapges.  If iess than $10, the primary benefit is to be taken as $10.

67753—47——2X

P. 53
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CHAPTER 11I. CovERAGE OF MILITARY SERVICE AND ADJUST-
MENT OF DupLicATE BENEFITS

This chapter discusses a special area of coverage which
could have formed part of the preceding chapter, military
service being a form »f deeralpomploymont analogous in
many ways to civil service. However, it was accorded
special treatment as being at the time (1945)®* much in the
foreground of public attention.

It deals with —

1. The benefit rights of persons with military serviee
under cxisting law and under proposed changes; the ex-
tent to which such rights are reduced or lost because of
military service, and the effects of two classes of pending
bills which would recognize military service by way of
“freezing” or “crediting” it for purposes of insured status
and average wages; the principal considerations as to
retroactive and prospective coverage of military service.

2. Proposals for adjusting bonoaﬁgts simultancously re-
ceived under two or more public plans, in particular
under OASI and veterans’ legislation.

3. Financing OASI credits for military service.

The discussion is specialized and somewhat technical.  The
principal conclusion is that an over-all equitable solution
must be tied in with universal OASI coverage.

CHaprER 1V. LieEraLizING OLD-AGE AND Sturvivors In-
SURANCE ProTEcTION

This chapter considers liberalization in respeet of two dis-
tinet though interrelated aspeets:

A. Liberalizing the benefit sehedule. .

B. Including the hazard of extended disability.

ADIJUSTMENT OF EXISTING OASI BENEFIT AMOUNTS

Considerations brought out by discussion under this head-
ing include the following:

1. Any benefit Iiﬁvmiizution involves long-range com-
mitments, since benefits are based on average wages over
a period of years and so lag considerably behind changes
in the wage level.

2. Liberalization of the present formula should be
cautiously approached due to the uncertainty of future
wage and living-cost levels.

3. Extension of coverage would in itself increase many
benefits by removing the depressing effect of limited
coverage on average wages.

4. Benefits should be liberalized only with the entire
prospective program in mind; it is now quite uncertain
whether or not disability benefits or general medical
care will soon be included in the system.

 8ince then the problem has teen in a mreasnre temporarily solved by inzlusion in the 1946
amendments of special provisiors for granting insured status to World War II veterans for 3
years after discharge. Tkis temporary protection ig for survivor henefits only.

P.72
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5. Liberalizing benefits based on low wages is much
the most important aspect of liberalization from the
standpoint of lowering costs of old-age assistance and
aid to dependent children. ‘

6. Any change which would pay about as large bene-
fits to intermittently covered as to continuously covered
workers (as by liberalizing the definition of “average
wage”’) would increase theiurdon on other contributors
or the general taxpayer; it would therefore require strong
social justification (extension of coverage would seem
to be a more important approach to intermittent
coverage).

7. Benefit increases should depend primarily on the
extend to which they are found necessary to accomplish
the primary purpose of affording basic social protection.

Adequacy of present benefits

The basic pattern of OASI benefits is determined by the
individual wage carner’s prior wages in covered employment
and bears little relation to the cost of subsistence.

The mass of QOASI recipients consists of persons with some
private income or resources, but insufficient to maintain a
reasonable standard of living when wages cease because of
death or retirement. Persons without any resources and
those with enough to live comfortably even though wages
have ccased constitute relatively small groups. The first

roup is therefore the one most affected by the size of OASI
nefit payments. Liberalizing the benefits of this group
will not normally determine whether or not they will become
public assistance charges, though it will have a considerable
effect on their standard of living after retircment.

The relative sizes of these groups is conjectural and will
vary greatly with economic conditions. Section D of the
appendix to part I (pp. 267-271) gives such organized data
as was available as to sources of support of persons aged 65
and over. )

The cffect of benefit liberalization on public assistance
would be considerable. Even minimum benefits of $15 or
$20 a month to an old couple or to a widow and orphans may
relieve them of the necessity to seek assistance and so to
undergo a means test. Even if there are no other resources,
need (and therefore the cbst of necessary public assistance)
will be reduced where OASI benefits are payable.

The question of redefining average wage so that absence
from covered employment would not reduce average wage
and benefits is discussed on pages 85-88 in relation to the
principal causes of absence, viz:

1. Inability to find work.

2. Inability to work because of disability.

3. In the case of women—marriage.

4. Work in employment excluded from OASI.

Principal considerations in regard to a redistribution of
benefits over the years are—

1. Equity as between short-time and long-time con-
tributors, :

11
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2. Whether the future, like the past, will be marked
by long-range increases in wages and living costs.

Possible adjustment techniques aré—

1. Reducing the rate of future increment ® while in-
creasing early benefits.

2. P acinia maximum on future increment.

The view is taken in the report that the question of modi-
fying benefits, e. g., to effect future reductions so as to offset
present increases, 18 a matter of judgment rather than of
technigmr—that once objectives are settled a formula can be
devised to attain them.

Figures are given on page 89 to illustrate:

1. The tendency of OASI bencfits to change more
slowly than current wage levels. '

2. The difficulty of evaluating their adequacy in
terms merely of percentages of current wage level or
living costs.

3. Their inadequacy in comparison with 1940, if
grice and wage levels substantially in excess of 1940 can

e assumed.

Liberalizing the benefit formula

Minimum or near-minimum benefits, the most important
ones from the vio.wgoint of an alternative to public assistance,
are generally payable because covered employment was only
occasional. The philosophical question then arises as to
whether the recipient is fortunate to receive anything at all,
or whether his case illustrates a situation that calls for cor-
rection. This may take the form of (1) extension of cover-
age, (2) modifying the policy that led to the establishment
of a minimum through requiring its substantial increase.

It is possible to change minimum bencfits considerably
without affecting the main part of the benefit formula.
Three methods of accomplishing this are discussed on pages
83 (bottom) and 84. ) ) i

Suggestions for over-all liberalization of the benefit for-
mula include:

1. Changing the present $10 minimum to $20.
2. Changing the present $50 of average-wage break-
ing-point in the formula to $75.
" 3. Extending the present formula from $250 a mon h
average wages to $300 a month. ) .
Of these, the third is perhaps the only one that, in terms of
pay roll, would tend to reduce rather than increase costs.
Also by taking monthly wages up to $300 into account a
wider range of benefits would be possible.

The first two tables on page 85 indicate differences in bene-
fits as between the present formula and one incorporating
the above changes. .

The present general relationships between wages, contri-
butions, length of time in the system and benefit amounts
are illustrated by the table on page 83. (The figures for

¢ In the present formuls the term *‘increment’” denotes the 1-percent increase in the hasic
primary benefit for each year in which covered wages reach $200. .

o
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total wages, which are set down in units of $100, also repre-
sent dollars of contribution at a 1-percent rate ) Relation-
ships of this type are pertinent to liberalization of benefits,
whether by way of changing the minimum or the general
formula. ‘

It is to be noted that—

1. The proposed new formula is of the same general
nature as the existing formula, and in the case of further
wage increases its revision would no doubt be sought for
the same reasons that the carlier revision was sought.

2. The selection of any particular pattern geared to
average wages will of necessity, if its appropriateness is
related to a particular economic situation, become inap-
propriate when the situation greatly changes.

INCLUSION OF EXTENDED DISABILITY BENEFITS

The section on extended disability benefits discusses inclu-
sion of the hazard of extended disability, with the same benefit
formula as OASI, and independently of any medical care or
temporary disability program, from the viewpoints of:

1. Nature, feasibility, and cost of the provision to be
adopted.

2. Relative effects of a program applicable to disabled
adults without regard to age and, as a transitional meas-
ure, one limited to disability at advanced ages.

Emphasis is laid on the “wide uncertainty attaching to
disability costs,” involving a fivefold “reasonable (not limit-
ing)"”’ range of from 0.5 percent to 2.5 percent of pay roll.
The factors that determine disability costs are discussed
under the headings of:

1. Definition of disability.

2. Administrative methods and effectiveness.

3. Current economic conditions.

Three approaches to a definition—physical, occupational,
and general—are considered, the weight to be given to cach
depending on “the nature and underlying philosophy of the
particular plan,” though ‘“‘general” incapacity for any sort
of work is indicated as ‘““the concept most suited to a social
plan of extended disability benefits.”

It is pointed out that, in a plan using the OASI bencfit
formula, very complicated rules would be required for deter-
mining & minimum proportion of earning power that must be
lost for a claimant to qualify for benefit; and that the alterna-
tive would be to leave to administrative discretion the deter-
mination of whether or not less of earnings and of earning
power are sufficient to warrant payment of benefits.

The importance of rehabilitative measures and encourage-
ment of self-help, particularly for younger persons, is stressed.

It is pointed out that a disability scheme, like the existing
retirement provisions, is necessarily to some extent an adjunct
to the economic system, supplying it with, or relieving 1t of,
marginal labor, according to the state of the labor market.
To prevent abuse of this legitimate function whereby the

13
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system might come to be used largely for unemployment
benefits, it is proposed that the possibilities of creating a
special protected labor market for disabled persons be ex-
plored. From it disabled persons would be encouraged to
graduate to the open labor market as soon as desirable, while
the requirement of entering it would be a test of the bona
fides of the claimant and a screen for the system against
malingerers.
A suggested initial step

A prososal 18 explored for making extended disability bene-
fits available, at least initially, only to persons above some
specified aﬁe like 55 or 60. This would be largely equivalent
to a flexible retirement age, based on a physical—perhaps
also an economic—test of the need to retire short of 65.

Some advantages claimed for this approach are—

1. Avoidance of some of the major administrative
problems largely associated with disability at the
young\er ages.

2. Minimizing the cost of doubtful awards by cur-
tailin% the possible compensable period.

3. Eliminating classes of doubtful claims by persons
already voluntarily withdrawn from the labor market
with no present intention of returning.

4. Relieving pressure to reduce tﬁc retirement age,
chiefly for women, and particularly when economic con-
ditions are bad.

5. Making benefits available for the very considerable
groportion of persons with sufficient disability to retire

efore age 65.

6. Operating to conserve, through the freezing of in-
sured status, an old-age benefit for some who might
otherwise lose their insured status.

7. Diminishing the need for rehabilitation in connec-
tion with the plan.

Some disadvantages claimed are— )

1. Failure to cover a large part of disability—particu-
larly in an area whete the consequences of disability for
the individual can be most scrious, viz the age groups
in which dependent children are most numerous, and
where the need for protection lasts longest. _

2. Tendency to regard as permanent any disability
coming within this limited scheme.

3. I%iﬂiculty, in a scheme covering only older groups,
of pll(acing primary emphasis on recovery and return to
work.

4. Reducing, even for these groups, the social value
of the scheme through stringent eligibility tests, with
emphasis on permanence of disability. , )

5. Discriminating between the old and the young in
regard to eligibility for disability benefits and the effect
of periods of disability on insured status for, and the
benefit level of, later death or retirement benefit.

P. 101
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6. Establishment of many intricate procedures in-
cident to administering a disability program, while ex-
cluding at least temporarily a large proportion of dis-
abled cases solely on the basis of age.

The cuggestion is thus quite controversial, but would
seem to offer a promising method of “‘casing in”’ to a disabilit;
program, if such a program has been decided on, with & mini-
mum of initial difficulty, while acquiring valuable experience
on which future extensions can be based as and when they
appear feasible.

CHAPTER V. FINANCING OLD-AGE AND SURVIVORS INSURANCE

This chapter discusses the principal considerations in-
volved in fixing a schedule of taxes for OASI (under the
Federal Insurance Contributions Act). These are of two
types:

(@) Actuarial —largely estimating (1) prospective benefit
outlays (2) the returns to be expected from the pay-roll tax
at various rates. The validity and limitations of these
estimates are discussed.

(6) Determining tax policy.

ACTUARIAL ASPECTS

The Social Sceurity Board’s efforts, both short and long
range, to weigh the costs of future benefits are reviewed, and
the following conclusions drawn:

1. That these calculations have been made conseien-
tiously and with a great deal of care as to detail. They
show that well-equipped workers have given thoughtful
consideration to the statistical problems involved. The
reports show every evidence of thorough, honest, and
disinterested efforts to elucidate a highly technical
problem.

2. That the very limited statistical basis available
made estimates difficult and brought into question the
reliability of this basis as guidance to the future.

3. That because substantially different sets of funda-
mental assumptions gave equal prospeet of being verified
it was deemed wise to show results of two or nore sets
and to note how changes in assumptions would affect
cost figures.

4. That all calculations verify the somewhat obvious
expectation that the total of benefits will come to be
many times as large in later yecars as at present—both
because the proportion of the people past age 65 will be
much greater than today, and because a rapidly increas-
ing proportion of them will be eligible for retirement
benefits.

5. That while different sets of realistic assumptions
may result in cost figures which vary in the course of
years by as much as 100 percent the variation as per-
centage of pay rolls is apt to be much smaller.

15.
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6. That in the absence of any conviction that future
vears will follow the limited statistical guides now avail-
able, it would be fruitless to make additional inde-
pendent estimates of cost because they would necessarily
rest on scts of assumptions at least as arbitrary as those
already used. There could be no more assurancs that
any such independent estimates would be verific. by
expericnce than that this or that cstimate already
examined will prove accurate.

TAX POLICY

The principal considerations involved in fixing a tax
schedule are—

1. Lack of confidence in any conclusions based on
estimates that reach many years in the future, other than
the broad expectation that the cost of benefits will, in the
course of years, increase fairly gradually to many times
its present size (though with irregularities, now unpre-
dictable, in size and timing).

2. Desirability that pay-roll taxes (i) pay a substan-
tial part of the cost, (ii) contemplate only scheduled
changes in tax rate—at regular intervals and smoothly
graded, (iii) build up only a modest contingency reserve.

3. Desirability of support from revenue when for a
particular year benefits exceed taxes and interest on
reserve (the excess, perhaps, to be shared by the con-
tingency reserve and general revenue).

4. Value in Congress accepting a policy that it might
hope to follow for a good many years. There can be
overemphasis on possible harmiul effects of (i) further
growth of the trust fund (ii) failure to increase the tax
rate according to a previously adopted schedule.

5. Probable greater acceptability among the American
peo(rle of a growing trust fund rather than an unsched-
uled increase in tax during a period of depression
(though, during a period of totally unexpected low
benefit while the plan was getting under way, a “frozen”
tax rate has probably been more acceptable to them
than would have been a still more rapidly growing
reserve fund).

6. Unlikelihood of dire consequences from either a
modest increase in tax rate or continuation for a while
of the present rate.

With these considerations in mind the report suggested, in
respect of OASI benefits as at present, but with the expecta-
tion that the coverage will be widely extended:

1. That tax rates on employer and employee alike be
increased one-half of 1 percent every 10 years, beginning
with 1947, until a 3-percent rate is reached in 1977.7

2. That a Federal subsidy be anticipated to meet any
future year’s excess of benefit and expense payments

1 The 1947 amendments hold the rates at 1 percent each throvgh 1949 with a }4-percent

increase for 1950 and 1951 and a further }4-percent incrvase thercafter, i. e., rates of 2 percent
each for 1952 an:l subsequent years.

P. 112
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over social security taxes and interest on the trust fund,
until such time as this subsidy becomes a third of the
year’s total of benefit and expense payments. When
this staﬁg appears imminent revision of the tax schedule
should be considered, as.also when the trust fund reaches
some sct total like 20 billion or 30 billion dollars.

The table on page 121 illustrates the possible courses of the
trust fund under typically “low” and ‘“high” assumptions if
this schedule of taxes is followed. It will be seen that the
estimates vary widely with the assumptions.

CHOOSING A METHOD OF FINANCING

In choosing a method of financing two extreme positions
may be taken:

1. Paying each ycar’s bill as it comes along, with no
thought of the future.

2. Trying to budget in such & way that the burden is
about the same year by ycar. The latter, of course,
means larger initial contributions than are needed for
current outlays, and their accumulation in the hope of
lightening the load in future years. Between these
extremes are innumcrable variations according to the
degree in which current contributions exceed current
outlays. It is from this array of methods that Congress
must choose.

In making its choice Congress must determine (1) the
relative roles of pay-roll taxes and of general taxation in
financing benefits, (2) the particular tax schedule to be
adopted. These decisions will doubtless reflect convictions
regarding the building of reserves in carly years through
pay-roll taxes in excess of current benefits, and attention to
the purpose and history of the system.

The report lays down three major tests for a desirable
plan of financing:

1. High promise of being followed for a long time so
that benefits will be paid as contemplated (feasibility
test).

2. Generally acceptable as reasonable, equitable and
not unduly burdensome (popularity test).

3. Confining its objectives as much as possible to
financing social benefits and avoiding harmful interre-
lationships with other phases of the national economy
(economic effects test).

These three tests are respectively applied to (1) the tax
schedule as then (1945) embodied in the law and (2) the
pay-as-you-go plan (contributions to follow benefits). See
pages 114 to 118 of the report.

me significant conclusions are:

1. Where substantial reserves are involved, continual
educational efforts will be needed to keep people suffici-
ently informed to realize that no bad faith is necessarily
involved when social-security taxes in excess of current
requirements for benefits and administration are replaced

07753—47—4
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by interest-bearing promises to pay, and the money
used to meet the expenses of government. For example,
the Government securities issued to the social-security-
trust fund may mean that the amount thereof is offset
by a corresponding reduction in either new borrowings
on the open market or in outstanding Government
securities held by other Bgrt.ies.

2. The reserve issue boils down to the question of
whether it is good policy to use a regressive tax (on the
first $3,000 a year of wages) to reduce the public debt
or even to increase our national supply of durable goods,
if such increase actually takes place.

3. The pay-as-you-go method would meet the tests
of feasibility and popularity if the Government comes
into the picture to the extent necessary to hold wage
taxes to a predetermined smooth course and to keep
them from ultimately becoming very high.

4, Pay-as-you-go would no doubt be less disturbing
to the general economy than if substantial reserves were
being built up.

TENDENCY TO LIBERALIZE BENEFITS

There is continuous pressure in this direction motivated
1. Agrecment that benefits are quite modest and must
often be substantially supplemented to meet even mini-
mum subsistence needs. ’
2. Their increasing illiberality in terms of wage levels
and living costs.
However, there is danger in liberalization due to:

1. The fact that costs will be very much heavier in

future years even without any change in the benefit
formula.

2. The tenuous nature of the line between those who
receive benefits and others quite similarly situated who
fail to qualify. .

3. Even ify OASI benefits applied to everyone, there
are additional kinds of social services that are equally
justifiable on a Nation-wide scale. Pending exploration
of needs not now being filled, we should curb our en-
thusiasm to make OASI benefits larger for each indi-
vidual, lest we go so far with our first choice of social
benefits as to be unable to make headway in other lines
of equal social promise.

With this common ground two opposing contentions are
advanced with much vigor, conviction, and emotion by well-
informed students, and each group can cite undoubtedly au-
thentic historical incidents in their support:

(@) Those who favor higher taxes and the consequent sub-
stational reserve contend that, unless taxes are raised soon,
it will be impossible to withstand the pressure for increased
benefits; whiY: <

(®) Those who favor pay-as-you-go contend that, just as
surely as the reserve fund gets much larger, the popular cry

P. 118
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will be that this accumulation of excess social security taxes
is the best evidence that benefits can be safely liberalized,
and that any increase in taxes will be the signal for petitions
to increase benefits.
It seems, therefore— o
1. That our protection against the danger of over-
liberalization had better not rest on the theory of one or
the other of these groups, but rather on the firmness of an
informed Congress.
2. That decisions as to methods of financing had better
rest on other grounds than making it easy for legislators
to resist undue pressures.

Cuarter VI, MiscELLANEOUS

This chapter deals with six not necessarily interrelated
subjects.
BENEFIT RIGHT8 OF NEW ENTRANTS INTO OASI

The eligibility requirements and benefit formula of the
present limited coverage system were designed to screen out
many cases with little or no coverage and to pay small bene-
fits to border-line cases. This limit on the social protection
of the system was considered a necessary financial safeguard.
The present question is the extent to which the need for
social protection of aged new entrants and others with
limited coverage justifies scrapping the existing OASI safe-
guards if such nced does not also warrant extending cover-
age and climinating the importance of such safeguards.

iis issue can be eliminated only if coverage is widely ex-
tended. :

ELECTIVE OASI COVERAGE

Voluntary coverage cannot be expected to solve the social
problems for which OASI was created or to serve as an effec-

tive substitute for compulsory coverage. Moreover, it has.

serious implications for OASI in that (1) it implies con-
tractual rights which are foreign to OASI, but will be brought
up as arguments against any changes in the system that may
be adverse to particular interests (2) there would be continu-
ous selection against the system which would operate to de-
feat its social objectives.

VOLUNTARY ANNUITIES

Sale of annuities by the United States Government to the
public on a voluntary basis is sometimes advocated, generally
with the express or implied purpose of making available to
those lacking OASI coverage, or whose benefits will be small,
a means of providing for their old age. It is generally
assumed that the annuities will be of small amount—not
more than $1,200 a year—that their sale will not therefore
encroach on private annuity business, and that the cost will
be materially below that of private annuitics. However,

19

P. 125
to 148

P. 125
to 129

P. 131
to 140



20 DIGEST OF ISSUES IN SOCIAL SECURITY

illnvcstigation of experience both here and abroad makes it
ear—

1. That this approach to the problem of dependency
is likely to fall far short of its mark, and indeed is apt
to miscarry through being taken advantage of mainly
by persons other than those for whom it is primarily
intended. ‘

2. That the ability of Government to sell such annui-
ties at premiums materially below those of the companies
is likely to be realized only with the aid of substantial
subsidies, direct or indirect.

3. That the alleged lack of interest of insurance com-
panies in “small”’ annuities is contrary to fact.

THE “RETIREMENT” ® REQUIREMENTS FOR OASI BENEFITS

The requirement that an employce retire before he can
draw benefits is discussed in relation to its practical effects
on OASI recipients, on the labor market and on the OASI
trust fund (pp. 141-143 of the report).  Methods of modify-
ing the present requirement are discussed on pages 143-144,

The following suggestions are offered for consideration:

1. Raise the present $15 wage limitation to, say, $25
or $30.

2. If self-employment is included, and perhaps even if
it is not included, limit annual permissible carnings to
12 times the ecarnings permissible in 1 month.

3. Limit the effect on benefits of exceeding the per-
missible monthly or annual carnings to a reduction of no
more than the excess.

4. Eliminate the retirement requirement entirely for
those well past 65, for example, 70 or older.

The last of these is a radical departure which should make
OASI more attractive to—

1. The self-employed, who will tend to pay more
OASI taxes while drawing less benefits.

2. Those gainfully employed who do not contemplate
giving up work cntirely.

If this suggestion is adopted along with disability, the
OASI system could be described as providing benefits—

1. Before 65 when a person cannot work;

2. From 65 to 70 when he does not work; and

3. From 70 on under all circumstances.

REDUCING OASI AGE REQUIREMENT FOR WOMEN .

This section is mainly a summary of the reasons which
have been advanced for the reduction in the retirement age
for women from 65 to 60. Such a change also contemplates
the reduction to age 60 of the age requirement for old age
bencfits in the case of qualified wives and widows.

8 In OASI, retirerent has the special meaning of not ezrning in any month $15 or more in

employment covered by the act. The rctired individual is entirely free to earn whatever he
oan in noncovered cmploy ment.
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THE THREE-TIMES RULE IN FINANCING OASI

The tenor of this discussion is the inappropriateness of
continuing to use as a criterion of whether dr not pay-roll
taxes should be increased at any time a tentative and em-
pirical rule the original purpose of which has been misunder-
stood, and which in any case was based on forecasts that
events have rendered no longer valid.

The percent of pay-roll costs in table IT on page 148 are of
some interest, nsi(?' from operation of the three-times rule, as
indicating costs that could eventually develop under the
present program.

ReviEw oF APPENDIX TO Part I

Section A. Reproduces the Social Security Board’s then
most recent OAS? Actuarial Cost Studies, viz, No. 19, Level
V::algo; No. 19 (a), Increasing Wage; and No. 19 (b), Dis-
ability.

Sec)tvion B. A technical detailed analysis of the involved
processes underlying the long-range cost estimates in Actu-
" arial Study No. 19 of existing OASI provisions. Includes an
array of 50 interrelated tables arranged, as nearly as possible,
in logical sequence, with explanatory text proceeding more
or less in reverse direction to the tables, i. e., from end results
back to basic data and assumptions. Though not so stated
in the report. it may be noted that perhaps tﬁc chief value of
this analysis lies in the feeling it gives of the tremendous
complications necessarily involved in any attempt to develop
OASI cost estimates, due to the many social, demographic,
economic, and other factors that must be considered; o? the
limitations and uncertainties attaching to the results ob-
tained; of the reservations with which they must be ac-
cepted and the caution with which they must be used.

The material and techniques involved are undergoing a
continuous evolytion under the impact of experience and
further research, and the Social Security Administration has
since produced revised estimates.

Section C. Furnishes reference material on the coverage of
military service and adjustment of duplicate bencfits.

Section D. Presents in three tables results of some (un-
official) Social Security Board studies depicting the relative
importance of the chief sources of support of the aged. No
objective accuracy is claimed for these tables.

é(-ct.ion E. A brief review of then (1945) existing retire-
ment-income provisions (chiefly employer-employee plans)
that are not part of the social-security legislation but may be
regarded as either actually or potentially supplementary to
OASI—whether or not specifically designed to serve such
purpose.

21
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PART I1. PUBLIC ASSISTANCE

INTRODUCTION

The principal problems which have arisen in the Federal-
?tactl,edpi'ogmms of public assistance for needy individuals
include]—

(1) Limitations under Federal la.ww['tjxlpon] meeti
needs which exceed maximums that will be match
{from Federal funds], the disparity among States in the
levels of public assistance payments; an

(2) [Limitation(] of Federal financial participation to
selected groups of needy persons.

Under titles I, 1V, and X of the Social Security Act the
Federal Government provides for matching money payments
to needy persons under approved State plans for (1) old
assistance, (2) aid to dependent children, and (3) aid to the
blind.! [These three programs are known as special-assist-
ance programs to distinguish them from the general assist-
ance programs of State and local governments, which without
benefit of Federal aid, are intended to meet needs not
covered by the Federal-State measures.]

P. 275

Provisions in the [Social Security Act] in no wise prevent . P. 275

the States or localities from estabhshing assistance programs
on & broader base of coverage or with more liberal grants to
individuals. There is a tendency, however, for States to
organize their programs in such & way as to obtain the most
funds in Federal matching for a given State expenditure.
States which have established programs broader than the
Federal provisions for matching often feel that the un-
matched portion of their expenditures should receive like
Federal consideration. In States which have limited their
programs to the Federal provisions for matching, some
needy persons inevitably receive no care or inadequate care.

EXPERIENCE BINCE 1935 IN THE S8PECIAL TYPES OF PUBLIC
ABBISTANCE

The establishment with Federal participation of State pro-
grams of old-age assistance, aid to dependent children, and
aid to the blind has been a gradual process. Yearly since
1935 when the Social Security Act was enacted, new State-
Federal programs have been inaugurated. Now, State-
Federal programs of old-age assistance are being adminis-
tered in all 48 States, the District of Columbia, Alaska, and
Hawaii. Of these 51 jurisdictions, all but 1 (Nevada) has a

! Pertiment sections of the Social Security Act are summarited on gg;aw of Issues in

Social Becurity. These do not, of course, show changes eflected by 1946 amendments
which were enacted after the Report was issued.
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State-Federal program of aid to dependent children, and all
but 4 (Alaska, Missouri, Nevada, and Pennsylvania) have
State-Federal programs of aid to the blind.? Thus, the pub-
lic assistance provisions of the Social Security Act are in
effect on substantially a Nation-wide scale.

Persons receiving aid

In the United States in [June 1947, approximately 2,271,-
000 persons were receiving old-age assistance ; 396,000 families
containing more than a million children were receiving aid to
dependent children; and 79,000 persons were receiving aid to
the blind. For the country as a whole, 214 out of every 1,000
persons 65 years of age and over received old-age assistance.
Of every 1,000 children under 18 years of age, 23 receievd aid
to dependent children. Of ever{i 100 persons estimated to be
blind, 27 were receiving aid to the blind.]

Trend in load.—From 1936 until 1942, when wartime de-
mands for labor became acute, the number of recipients of
each type of aid rose steadily. During the war the number
of recipients of old-age assistance and aid to dependent chil-
dren declined substantially. Declines occurred also in estab-
lished programs of aid to the blind, though these declines are
obscured by the inauguration in 1943 of & new State-Federal
program of aid to the blind in Illinois.

he continuous decreases in the number of persons and
families receiving assistance during the war years when the
employment market offered job opportunities to persons not
normally employed or employable is evidence of the essen-
tial flexibility of assistance programs. The sharp reductions
in assistance rolls demonstrate also that needy persons prefer
self-support to dependency. [Sinee the war assistance rolls
have again begun to rise. Numbers aided under the various
assistance programs for 1944 to 1947 are presented in table 1,
page 46 of this digest.]

Payments to recipients

[In June 1947, payments of old-age assistance in the
United States totaled approximately 82 million dollars. In
States administering programs under the act, payments of
aid to the blind were about 2.4 million dollars and of aid to
dependent children, 24 million dollars. The average old-age
assistance payment was $36.04, and of aid to the blind
$37.87. Payments of aid to dependent children avemge«i
$61.68 per family.]

Trend in average payments.—Over the years, levels of
assistance have risen substantially [table 2, page 46 of this
digest]. The rise in average payments represents in part
an increase in the amounts allowed to meet the rising cost
of such requirements as food, shelter, and clothing, in part
to the recognition of a wider range of requirements and in
part to the withdrawal of certain supplementary assistance
formerly available to recipients; namely, surplus commodi-
ties and surplus food stamps. In some cases, categorical

? Detailed description of the operation of these programs is presented on pp. 328-336 of Issues
in 8ocial Security. P
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payments now include amounts formerly provided from
encral assistance to supplement the categorical payment.
ivemge payments for the Nation fail to reveal the vari-
ations among States in levels of payments [discussed under
“Average State Payments, page 30 of this digest”].

Fiscal arrangements -

Source of funds.—All States claiming Federal funds must
provide for State financial participation in the costs of the
special types of public assistance. Whether the State will
bear the entire non-Federal share or will require some local
financial garticipation is determined by the State. Pat-
terns of State-local financial participation in the special
types of public assistance, therefore, vary from State to
State and often differ among programs within a State.

[According to the report (p. 334) 15 States® in 1944 re-
quired local financial participation in all three special
assistance programs; 8 (Colorado, Indiana, Iowa, Massa-
chusetts, Minnesota, North Dakota, Ohio, and Wyoming)
required local funds for two of the three programs, and 5
States (Connecticut, Delaware, Maine, New Hampshire,
and Vermont) for oneprogram. The remaining 20 States with
approved plans required no local funds.

The proportion of assistance expenditures in 1944 met
from Federal, State, and local funds respectively in the
several States is presented in table 9 on pages 343-344 of the
report.

[The degree of Federal, State, and local financial partici-
pation is not uniform as between one public assistance pro-
gram and another. In 1944, for example, Federal funds
amounted to approximately 48 percent of all expenditures for
old-age assistance payments, 47 percent of all payments for
aid to the blind, and 36 rercent of payments for aid to de-

endent children. In all instances these proportions were
igher than during the earlier years of tge Federal-State
programs.

[These changes in terms of both percentages and dollars
and from 1936 to 1944 are presented in tables 5, 6, 7, and 8
on pages 340-342 of the report.

[Not since 1936 has the Federal Government contributed
toward general assistance costs. :

[The relationship between income payments and amounts
spent in the various States for special assistance and for
general assistance in 1944 is presented graphically in chart 4
on page 291 of the report.)

CURRENT PROVISIONS FOR NEEDY PERSONS8 NOT COVERED BY
THE SOCIAL SECURITY ACT

In most parts of the country, persons who are not eligible
for special tgrpes of public assistance have less assurance of
receiving adequate aid—or any aid—than the groups of
needy persons for whom Federal funds are available.. For

3 Alabama, California, Georgis, Kansas, Maryland, Montana, New Jersey, Nevads, New
York, North Carolina, 6regon, Tennessee, Utah, Virginia, and Wisconsin. .
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the sake of convenience, all local forms of home relief to these
uncovered persons has been termed “general assistance.”
The major reasons for the unevenness of gencral assistance
lie in the administrative and financial pattern for aiding this
residual group. .
Organizalion, supervision, and financing

General assistance is administered in the United States by
more than 10,000 local units—counties, villages, and towns.

In over two-thirds of the States with State agencies having
some responsibility for general assistance the degree of State
leadership ranges from practically no participation in the

. golicies and practices of the local units to administration b
tate agencies through branch offices in the counties. It 1s
only natural that eligibility and amount of assistance should
vary with each independent administrative unit.*

In 1944, 14 States assumed no financial responsibility for
general assistance and 3 other States contributed less than 3

ercent of the cost. In the country as a whole in 1944 local

unds [totaling $48,000,000] met only 7 percent of the cost of
old-age assistance, about [13] percent [representing a total of
2.5 million dollars] of the costs of aid to the blind, and about
[17] percent [$23,000,000] of the costs of aid to dependent chil-
dren. For general assistance however, the local share
[$46,000,000] was 52 percent [of the total].

Except in ] metropolitan areas and in wealthy resi-
dential communities, the limited revenue sources available
to counties, cities, or towns sharply restrict the funds that
localities can muster for general assistance. In States with
relatively low fiscal ability, the opportunity to receive
matching Federal funds for the special types of public
assistance has tended to limit—rather than to increase—
State and local funds for general assistance. Since each
State-local dollar spent for the special types of assistance—
up to the matching ceilings—draws to it a Federal dollar,
States have tended to use their available funds for the
federally matched programs. As long as the general-assist-
ance program remains outside the scope of Federal grants-
in-aid, it will be at a financial disadvantage.

The imbalance between expenditures for the special types
of public assistance and for general assistance is illustrated
by comparing expenditures for the programs per capita of the
State population. One-fourth of the States [in 1944] spent
more than 20 times as much per inhabitant for the special
types of public assistance as for general assistance; 2 States
spent over 100 times as much. These differences far exceed
what normally would be anticipated from known facts on
differences in need in the various population groups.®

¢ Detailed description of the admirstration of general assistarce is presented on pp. 289-

301 and on pp. 348-349 of Issues in Social Security.
¥ For de State data see table 15, p. 348 of Issues in Social Security.
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Extent and amount of general assistance

During the war years, relatively few people needed general
assistance. In August 1945, 230,000 cases, representing aJ)o
roximately 420,000 persens, received [this type of aid].
he number of cases aided in June 1947 was 335,000. The
general trend in the number granted general assistance be-
gveen 1944 and 1947 is presented in table 1, page 46 of this
igest.

n proportion to population, the numbers of cases granted
general assistance in the various States show very great dis-
parities. In June 1947, for example, general assistance was
granted to 923 cases per 100,000 population in Maryland,
while in Mississippi the rate was only 35 cases per 100,000
population. By contrast, the incidence of special assist-
ance—with the benefit of Federal and State financial partici-
pation—in the various States showed less disparities than
did the incidence of ﬁfneral assistance. The incidence of
general assistance in the State having thee highest rate was
26 times that in the State with the lowest rate, although the
highest rates for old-age assistance, aid to the blind, and aid to
dependent children were only about 11 times the lowest
State rates. Comparisons of all rates in the various States
are Kresent in table 3, page 47 of this digest.]

The average payment for general assistance in the United
States in June 1945 was $29 per case for the month. Aver-

ages ran%ed from $45 per case in New York to $9 in Missis- -

sippi. [In June 1947 payments averaged $39.18, ranging

from $65.55 in New York to only $10.lgg1n Mississif)pi. Av-

(eir:ages lfor all States are presented in table 4, page 48 of this
1gest.

In many States, standards of tﬁeneml assistance are sub-
stantially lower than those of the special types of public
assistance. Sometimes the amounts allowed for certain
requirements are smaller, the range of recognized require-
ments is narrower, evaluation of resources is more restrictive,
and larger cuts in payments are made from the amount of
established need when funds are insufficient.

[When general assistance payments for the country as a
whole averaged $39.18 per case (in June 1947) old-age assist~
ance payments per individual ® averaged $36.04. However,
in 30 of the 44 States for which comparable data are avail-
able, old-age assistance payments per individual ® averaged
more than did general assistance payments per case.’

[General assistance ;ig)[ments in 1946 totaled approxi-
mately $121,000,000. This was only slightly more than a
quarter of the total general assistance payments in 1936 and
only about 8 percent of the depression peak of 1935 when the
Federal work program was not yet under way.]
mmnee payments, though usually made to individuals. occasionally include
provision for the needs of more than 1 person.

1 By “‘case” is meant a unit ranging from a single individual to a family with, perhaps, a
number of children. In August 1915 (see p. 299 of Issues in Sorial Security) general assistance
cases included an average of 1.8 persons per case. The amporﬁon of single individuals among
general assistance cases varies widely from State to State. In June 1945, when 1 person cases
represented about 64 percent of all general assistance cases in the United States, the proportion
ranged from less than 50 percent in Indiana and Missouri to more than 80 percent in Pennsyl-

vania and S8outh Carolina, the District of Columbis, Alaska, and Hawaii ?:eo Issues in 8ocial
Security, p.349). .
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A. MoRE ADEQUATE AID

States tend to limit [special] assistance payments to P. 276

amounts matchable from Federal funds, but those that do
not so limit them feel that Federal matching should be ex-
tended to their more liberal grants. On the other hand, some
States, usually because of limited funds, restrict assistance
ayments to amounts below need for assistance even though
igher payments would be matchable.
[Since Issues in Social Security appeared the maximums

matchable from Federal funds were raised by the 1946

amendments from $40 to $45 a nionth for a recipient of old-
age assistance or aid to the blind. In the case of aid to
dependent children, the maximums were raised from $18 to
$24 a month for the first child in a family and from $12 to
$15 for each additional child aided. Many States still
exceed these limits, however, and, as before, believe the
Federal Government should participate. The Federal share
in old-age assistance and aid to the blind is two-thirds of the
first $15 of the average payment and one-half the balance of
matchable payments, and in aid to dependent children, two-
thirds of the first $9 per child plus one-half of the balance of
matchable payments.]

The size of a recipient’s monthly payment and the Federal
contribution to it varies almost as much because of differ-
ences in State standards [and available funds] as because of
differences in the amount of need. This State-to-State
variance is substantially greater than is justified by differ-
ence in cost of living.® .

AVERAGE STATE PAYMENTS

[Although the 1946 amendments were intended in part to
reduce the disparities in payments made by the various

States, these have, nevertheless, remained considerable._

Old-age-assistance payments, which in June 1947 averaged
$36.04, ranged from $65.11 in Colorado to only $15.09 in
West Virginia; aid-to-the-blind payments ranged from $62.84
in California to $18.05 in West Virginia; and family pay-
ments under aid to dependent children ranged from $105 in
Washington to $24.43 in Mississippi. The average pay-
ments made under the assistance programs of the warious
States in June 1945 and June 1947 are presented in table 4,
page 48 of this digest. .

tate differences in levels of payments may be g}:glamed by
a complex of factors. Most important is the difference in
the availability of State and local funds for assistance.
St.rinfency of funds often results in (1) comparatively low
standards for determining requirements, (2) relatively
restrictive policies for considering income and other resources,
and (3) the making of payments amounting to less than
100 percent of need as determined under the prevailing

8 Although written before the 1046 amendments became eflective, this statement is un-
doubtedly still true.
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standards. Standards for determining requirements of
needy persons reflect State differences not only in fiscal
resources but also in modes of living and cost of living. Still
other circumstances account in part for the variations in
average payments. Though the majority of States impose
maximums on payments equal to the amounts of the Federal
ceilings for matching, some States have higher or lower
maximums, and some have none. In some States, amounts
for medical care are included in the money payment; in
other States, medical care is provided from general assistance
funds, through staff services, or in some other manner. In
some States, the needs of the entire family [including a spouse,
older children, or other relatives for whom Federal matchin
is not available] are supplied through [special assistance
whereas in other States such needs are supplied from gen
assistance funds or not at all. -

INADEQUACIES OF PRESENT MAXIMUMS

When assistance is limited to the amounts that can be
shared equally with the Federal Government, the most needy
recipients bear the burden in terms of inadequate assistance.?

[Agency standards frequently allow needy persons more
than the Federal maximums, and, some States make pay-
ments in excess of the Federal maximums in a considerable
number of cases.

[The maximum payments in effect when Issues in Social

Security was written were shown by the report to have been

inadequate for many recipients. Even after the 1946 amend-
ments, data for January 1947 indicate that no fewer than 20
percent of old-age assistance recipients, 21 percent of aid to
the blind recipients, and 49 percent of the families granted
aid to dependent children actually received payments in ex-
cess of the Federal maximum limits.]

RELATION Oi" SBTATE MAXIMUMS TO FEDERAL
MAXIMUMS

By November 1, 1945 [when the Federal maximum for
both old-a.ge assistance and aid to the blind was $40 per re-
cipient}], 8 States had maximums above $40 for old-age assist-
ance, another 6 States d;;ermitted higher payments for re-
cipients with special needs, and 12 States had no maximums.
For aid to the blind, 4 of the 47 States with State-Federal
programs had maximums above $40, 4 permitted higher pay-
ments in special circumstances, and 13 had no maximums.
For aid to dependent children, 7 States had maximums
higher than the Federal ceilings; 1 of these permitted higher
gayments if the payment included medical costs, and 26

tates had no maximums.

[The increases in the Federal maximums under the 1946
amendments were immediately reflected by similar action on
the part of the States. Between September 1946 and Janu-

0 See pp. 276 to 282 of Issues in Sacial Security.
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ary 1947 1 State deleted its maximums, 24 States raised their

maximums for old-age assistance, 20 States raised those for .

:ligl (;.o the blind, and 14 raised those for aid to dependent
ren.

In aid to dependent children the amount of the Federal
maximum is based solely on the needs of the children—the
need of the mother is ignored insofar as Federal matching
is concerned. Accordingly, in States that deal realistically
with the problem, the cost in most cases greatly exceeds the
amount the Federal Government will match. The portion
of State expenditures under this lsn'ogram matched by Fed-
eral funds is much lower than under the other public assist-
ance programs, thouﬁlh care of children is more important to
the Nation’s future than care of any other group.

Payments limited to Federal ceslings
Among States which have retained maximums, the present
Federal ceilings remain the most common State maximums.
islatures in some States which limit payments to the Fed-
ceilings have set their maximums 1n terms of whatever
amount is established by the Federal act. On the other hand,
some States that have no legal maximums, because of inade-
quate appropriations, limit payments by administrative ac-
tion to the amount subject to full Federal matching.

[Assnstanc«ﬂ gayments [as discussed here] do not include
amounts paid by assistance agencies to hospitals and e‘Yhy--
sicians for medical services to recipiente, in which Federal
funds do not share. In some of the States supplementary
payments of general assistance have been made to the fam-
ilies or persons whose minimum needs exceed State [special
assistance] maximums. Such expenditures increase still
further the disparities between the Federal and the State-
local shares.

CHANGING OR REMOVING FEDERAL MAXIMUMS

To encourage States to make payments, when needed, in
excess of present maximums, either of two methods might be
adopted—the maximums might be removed, or they might
be raised or otherwise liberalized."

Removal of Federal ceilings

Some States have found it feasible to share in Yayments
based on the amount of need determined by local workers
without placing arbitrary limits on payments. The same
plan applied in the Federal-State partnership would simplify
_ administration, since the Federalp Government would then
articipate in whatever amount the State found necessary
or all persons cligible under the Social Security Act.
Procedures [established by] assistance agencies for deter-
mining the amounts of payments [even in the absence of
ceilings of any kind] serve as a continuing control on expend-
¥ Since Issues in Social Recurity was printed, the then prevailing maximums have, as has
already been notedd'b::hslﬂghtly increased. The basic problem remains unchangati. how

over, ltnnmnch a8 in maximums suthorized in 1946 still leave many needs
unmet.
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itures. Payments are based on standards set by the agencies.
State and sometimes local responsibility for sharing in the
costs of assistance keep standards within the fiscal capacity
of the governmental units.

Liberalizing Federal matching provisions

A maximum in terms of an average amount per person
aided would provide greater flexibility than the present
maximums on individual payments and would be easier to
adminisier. Within the Yimits imposed by such a maxi-
mum, States could use Federal funds as they were needed
in meeting the exceptional requirements of some recipients
as well as normal needs. The amounts above the average
required for some recipients would tend to be balanced by
amounts below the average for recipients with lower require-
ments or other resources. In addition, if parents or persons
acting in place of parents were included among the recipients
of ais to dependent children in determining average pay-
ments to be matched States would be encouraged to malsc,e
more nearly adequate payments to families receiving this
type of assistance.

FEDERAL AID FOR MEDICAL CARE

Experience of State agencies suggests that maximums on
anments to individuals are a special problem in meeting

ealth requirements of needy individuals. Health care is a
common requirement like food, shelter, and clothing. But
unlike them, it often involves large expenditures, usually
without previous warning."

The need for medical care

According to the National Health Survey of 1934-36, a
house-to-house canvass conducted by the United States
Public Health Service, 172 out of each 1,000 persons during a
12-month period suffered disabling diseases either acute or
chronic.’? In contrast, families receiving public assistance
experienced a disability rate of 234 out of each 1,000 persons.
Average duration of disabling illness among the assistance
group was 11.9 days as compared to 3.9 days per person in the
group with incomes of $3,000 and over.

Adequate medical care may in some instances reduce the
duration of assistance. The vision of some of the persons
receiving aid to the blind may by proper medical care be
conserved, in some instances, or even be restored.

Effect of Federal maximums upon provision for medical care

(In States that] limit medioal care to those costs which can
be met within the maximum psi}yment, the needy persons’
requirements may not be met; if, on the other hand, these

1 Details on the medical care programs of various public assistance agencles are presented
on pp. 355 356 of Issues in Social Security. On pp. 352 to354 are présented recommendations of
various groups as to imgxroving medical care provided under public assistance.

12 U, 8. Publie Health Service, Tliness and Medical Care in Relation to Economic 8tatus,
The National Health Survey: 1934-36, Bulletin No. 2, Washington, 1438, as quoted in Na-
tionﬂskleis)ources Planning Board. S8eecurits: Work, and Relief Policies, Washington 1942,
pp. 118-1d).
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needs are met the burden will be passed on to the doctor,
hospital, or other health agency. Most States make some
provision for medical care either outside the money payment
or in payments larger than those toward which the Federal
Government can contribute. These States believe that the
Federal Government should share in such assistance costs.

Federal payments are available at present only for those
medical costs which can be budgeteg to the recipient [of
special assistance).

Maximums on grants limit the provision of adequate
medical care, both because the maximums are low and be-
cause most medical needs cannot be planned for in regular
budgeting. Although such costs can be estimated and
averaged over a period for a group, as an insurance risk, this
average cannot be budgeted to an individual, as can be done
with the average cost of food or clothing. On the other hand,
if the State or local agency budgets medical expenses for an
individual at the time they arise, the individual payment
may exceed Federal maximums and place a burden for the
excess upon the State or local community. If a higher aver-
age were matchable with Federal funds, this would encourage
States to remove or modify their own maximums and to
expand or create mmedical-care programs.

Effect of Federal participation only in money payments to
individuals

The requirement in the [Social Security Act] that all
assistance be cash also limits the provision of adequate
medical care. Unlike the provision of food, lodging, and
clothing, medical care is usually rendered before payment is
made. Further, the cost of a recipient’s last illness may not
be known until after his death. This can be a sizable prob-
lem since in the period of a year 1 old-age-assistance re-
cipient in 14 dies. If the recipient dies before the medical bills
are presented they cannot be met through money payments
to tEe recipient. As a result, the cost of this care, if the
recipient had no insurance or other estate, must be paid
wholly from State or local funds.

Meeting health requirements

1f Federal matching maximums are eliminated or if pay-
ments for medical care directly to doctors, hospiials, and
other health agencies are exempted from the maximums,
States would be encouraged to establish or improve medical-
care programs. If Federal maximums are changed to an
average-per-casc, basis, the excess cost of medical care to
particular individuals could be spread over the entire grou
of recipients. If the Social Security Act is amended to ad-
just the maximums and/or permit matching of payments
for medical care made to doctors, hospitals, and other agen-
cies, the States will be encouraged to adopt the most effec-
tive type of plans for medical care, within their financial
ability.
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B. ExTENSION OF AID

The assistance programs in which the Federal Govern-
ment now participates financially are restricted to partic-
ular groups. Responsibility for other needy persons rests
wholly on the States and localitics. In many parts of the
country exclusion of these others from the Federal grant-in-
aid prograns has resulted in relatively small [and in some
States no] State appropriations and hence in very uneven
local provision for needy people who are not eli%ib e for tho
federally matched types of public assistance.* In some
places such persons can get assistance only on a meager
emergency basis, if at all.

TYPES OF NEEDY PERSONS NOT CURRENTLY ASSISTED
) BY FEDERALLY AIDED PROGRAMS

For the most part these persons are in need for the follow-
ing reasons:

(1) Physical or mental handicap or chronic illness.

(2) Unsuitability for employment ‘because of age or
home responsibility.

(3) Temporary illness of the breadwinner.

(4) Inability to obtain employment.

As long as suitable work is available, the vast majority of
employable persons provide for themselves and their families.
At all times [however,] demands for labor are unevenly
distributed.

Though nemployment insurance is intended to supply'

income during transitional periods of unemployment, some
workers—among them domestic and agricultural workers, the
self-employed, and, in many States, workers in small estab-
lishments—are not covered by State unemployment insur-
ance laws. Moreover, in abnormal times many insured
workers who lose their jobs exhaust their unemployment
benefits and require assistance before they obtain a new job.

Need not covered by general assistance

Although the varied State-local general assistance pro-
grams purport to be the catch-all for needy persons not
covered by the special types of public assistance, several
types of need remain uncovered by any program. The
restrictive nature of general assistance is the result of (1)
State laws such as those establishing requirements of resi-
dence or settlement, (2) interpretation due to the local
autonomy of the majority of general assistance units, and
(3) lack of adequate financing.

Restrictive action of laws or administrative regulation
regarding residence or settlement vary from State to State
and from locality to locality. In general, it may be said, the
person who does not “belong” in 8 community cannot expect

13 The proportion of general assistance costs in the several States in 1944 met from State and

local tsu‘x;dl. respectively, is presented on p. 208 of Issues in Social Security. See also table 16
on p. 349,
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continued assistance in the community, and may frequently
expect to be uprooted from such community and returned to
the community where he “belongs”’ if he needs assistance. It
often occurs, because of conflicting State or local laws regard-
ing s«;lt.tlement, that an individual does not legally “belong”
anywhere.

tringency of funds and local interpretations due to the
great number of autonomous local units often cause general
assistance agencies to impose additional conditions of eligi-
bility. Thus, in some places, general assistance has been
denied to various groups regardless of the extent of their
need; for example, to childless couples, single persons, em-
ployable persons, self-emplozed persons, and persons with
any other income, ro matter how insufficient. Standards for
determining need vary greatly from place to place. General
assistance is extremely meager in some counties and in others
is wholly lacking.

FEDERAL PARTICIPATION 1IN AID TO CHILDLESS WIDOWS, THE
INFIRM, AND EMPLOYABLE PERSONS UNABLE TO OBTAIN
WORK

Several suggestions have been advanced for the extension
of Federal participation in assistance to needy persons not
currently eligible under the public-assistance titles of the
Social Security Act. Extension of coverage in varying de-
grees is possible by (1) liberalizing eligibility under existi
titles of the Social Security Act; (a) by removing Federa
restrictions, in aid to dependent children, () by elimination
of allowable State restrictions such as residence requirements,
and (¢) by adding groups of similar need to existing titles of
the act; and (2) by adding another title to the Social Security
Act to provide for Federal-State cooperation in assistance to
all needy persons not covered by other titles.

A new title to the Social Security Act

A new title to the Social Security Act, according to this
proposal, would provide for Federal participation in assist-
ance to all needy persons in States with approved [plans].**
The gencral requirements of the act in regard to sd)proval of
State plans could be the same as under the other titles, except
that if complete coverage is to be assured the title should
provide (1) that medical care could be provided by direct
payment to doctors, hospitals, and other health agencies for
services; (2) that the State plan should not establish any
condition of eligibility dependent upon (z) age, (b) em-
)s)loyability, or (c) residence and citizenship, and (3) that the

tate plan should provide for a system of registering and
clearing with apgropriate public employment services all
emlgloyable members of assistance cases. )
ederal partici{)ation in general assistance would in no way
conflict with public policy regarding expansion and strength-

# Present requirements to which State plans must conform are described on p. 300 of Issues
in Social ty.
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ening of the present social-insurance programs or the develop-
ment of a health program.

Adjustment of eligibility requirements for aid to dependent
children :

Federal participation in general assistance to all needy
persons not assisted under the special public-assistance
grograms would encourage similar State action. With such

tate action the needs of dependent children not met through
aid to dependent children would be provided for under
general assistance. Coverage could, of course, also be
obtained by amending the present Federal-State programs
for dependent children.

Certain dependent children do not receive assistance under
title IV of the Social Security Act either because of a limita-~
tion in the act, or because of a limitation in the States’ plans.
Children in whose aid the Federal Government clearly can-
not now share include those who (1) are living with persons
other than the relatives specified; (2) are aged 16 and 17
and are not attending school; or (3) are in want because of
the parent’s unemployment or low earnings.

If these needy children are to receive assistance on as
favorable a basis as those eligible for aid to dependent
children, it will be through extension of State coverage.
Experience to date indicates that usually such extension will
not be effected without Federal participation in cost.

Aid for needy children not now covered by title IV of the
Social Security Act could be provided through establishment
of Federal grants to States for general assistance as well as by
extension of Federal matching in aid to dependent children.

If coverage of aid to dependent children were broadened
and Federal funds provided for general assistance, a State
would have the option of aiding needy families with children
under whichever program seemed more suitable. Under
ejthelx- program, the process of determining eligibility could be
simple. -

STATE RESIDENCE REQUIREMENTS

The issue of residence requirements may be described as
the issue between State-local responsibility and individual
needs. The recent arrival in a State may differ in no
measure in his need or as a general public problem from a

erson who has lived in the State all his life. Under existing
aw the Federal Government stands equally ready to share
in the costs of providing public assistance to each.

A condition upon approval of Federal participation in [aid
to dependent children]phas limited to 1 year the residence
requirements which may be imposed. In the case of [aid to]
the aged and the blind, [a longer period of residence may be
. required].’® Obviously, exclusions on the basis of residence

¥ The Social Security Act forhids :Pprovnl of any State plan for old-age assistance or ald to
the blind which imposes as a condition of eligibility “‘any residence requirement which ex-
cludes any resident of the State who has resided therein § years during the 9 years immedi

ately preceding ® * ¢ Agpllemon ® ¢ ¢ and has resided therein coutinuously for 1 ea;
i y preceding the application.” (Title I, sec. 2 (b) (2) and title X, sec. 1002 (b) ¥l)).
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would be greatly reduced if the maximum permissible
residence requirements were made 1 year for these groups.
Such a change would doubtless lessen the problem, but it
would still leave the issue unsettled.

From the viewgioint- of Federal participation in public
assistance it is di
American citizen solely on the grounds of his residence.
The vast mailorit.y of administrators and students of public
assistance believe that residence requirements are inappro-
priate, cruel, administratively cumbersome and expensive,
and socially unjustifiable.'®

P. 311

cult to justify deprivation of aid of an

P. 309

Residence requirements necessitate considerable unpro- -

ductive administrative effort. Proofs are often difficult to
obtain, especially if the applicant has lived in various commu-
nities. Delays in providing assistance are embarrassing,
particularly where the delay is long because of difficulties
of obtaining proof to satisfy complicated interpretations of
the meaning of residence. Moreover, the question still
remains as to what the community is to do about needy in-
dividuals found ineligible because of residence requirements.
For those who fear that a State with fairly high payments
may be flooded with needy cases from areas where payments
are very low, the proposed variable Federal grants [see Vary-
ing Federal Participation to State Ability, page 42 of this
digest] might considerably change the viewpoints, since such
grants would minimize wide differences in assistance
payments.
The problem of nonresidence

Munitions and equipment for war have been manufactured
not only in centers of peacetime industry but also in newly
built centers in various parts of the country. The Burcau of
the Census has estimated ¥ that 7,800,000 people were living,
in March 1945, in a different State from that in which they
lived in December 1941. They represent about 6 percent of

the Nation’s population. The complex process of reconver-.

sion will require further shifts of population.

Suggested solutions of the problem of residence

There appear to be three principal approaches to the solu-
tion of the problem of residence requirements in public as-
sistance.

Uniform laws regarding residence.—One approach might be
the establishment of a uniform 1-year residence requirement
for all States, with eligibility retained in one State until
gained in another. This provision would not climinate ex-
tensive investigation of each applicant’s residence, including
extensive interstate correspondence to determine receipt of
relief or to prove residence cstablished in another State.

X For recommendations of several groups see pp. 357 to 359 of Issues in Bocmal Security.
Further details on the eflect of residence requirements arumsemed on m 306 to 308.
1to March 1645 (U. 8. Bureau of

¥ Civilian Migration in the United States, December I
the Census, Population—8pecial Reports, series P~8 No. 5, September 1945),
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Federal care for nonresidents.—A second approach—as-
sumption by the Federal Government of the entire cost of
assistance to nonresidents—retains residence requirements
but only for fiscal reasons. Questions would arise as to
whether the recipients for whom the Federal Government

was wholly responsible would be cared for under State or

Federal standards. Experience in administering the Fed-
cral transient program under the Federal Emer%ency Relief
Administration has shown the difficulty of classi yinﬁnpeople
on the basis of residence. States might be inclined to
classify as many applicants as possible as ponresidents and so
shift the entire burden of their support to the Federal Gov-
ernment. Far from lessening investiiations of residence,
[this progosul] might actually increase this activity.
Abolishing residence requirements.—The only approach
which would remove all the existing difficulties inherent in
the residence requirements—investigations, delays in pay-
ment, etc.—would be to require that the State plan contain
no residence requirement. Abolishing residence require-

.ments does not mean, of course, that assistance will be paid

to persons who live in one State but apply for assistance in a
neighboring State. It docs mean, however, that persons
living in a State or finding themselves stranded in a State
without other means of support would not be denied aid.

Such an approach differs from the other approaches in

degree, but not in major effects on taxpayers. Under cither.

of the first two approaches individuals are assured public
assistance for the period necessary to qualify them for
assistance under the laws of a State. Thus, after the first
year, the burden of assisting new residents would be the
same under any of the foregoing.

REDEFINITION OF ECONOMIC REASONS FOR ELIGIBILITY

The expansion of Federal participation in assistance to
the groups discussed above would provide for reasonably
adequate aid under present concepts of need. Certain [sug-
gestions put forward from time to time] propose altering
the basic concept of need, either by exempting certain in-
c&f)me :(xind resources or by providing a fixed grant irrespective
of need.

The Social Security Act, as currently interpreted, requires
consideration of all income and resources of the applicant,
or recipient, except those that are inconsequential. This
Brovision is based on the thesis that equal need shall be met

v equal aid. .

During the war a special provision was made for-allowing
exemption of earnings from agriculture under certain condi-
tions for old-age-assistance recipients. The justification for
this exemption was that it would encourage such persons to
work on farms where there was emergency need for labor.

The result of a fixed exemption would be to break down
the relation of assistance to need.
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If exemptions [of, for example, $20 to $25 per person per
month were authorized] a person requiring $40 per month
to meet his need could have a monthly total of $60 or $65
if he were fortunate enough to have earnings equivalent to
the exemption. An individual with need for $20 and income
of $20 would still be eligible to receive $20 in assistance.

[Exemptions of specified resources or income, in deter-
mining need for public assistance] would naturally increase
the number of persons eligible for assistance by a consider-
able, unpredictable, amount. It would also increase con-
siderably the amount of asgistance to the present group of
eligibles. The net effect would be a very marked increase
in public expenditures in favor of groups whose need is least.

¢ Pensions”

Flat grants to old-age assistance or aid to the blind recipi-
ents without means tests, or with test to the extent only that
means can be determined through income-tax reports [have
been proposed in various quarters).

Such proposals do not properly fall under the classification
of “assistance,” since the primary principle of assistance is to
meet need according to the extent that it is present to insure
adequate living for each individual, but not to put a premium
on af;e and disability. There are arguments undoubtedly
which could be advanced both for and against such “pen-
sions,” but they do not properly belong in a discussion of
“assistance.”

C. VanriaBLE GRANTS

To the extent that low levels of assistance are caused by
limited ability of the State to make payments, no significant
increase in payments is likely in the absence of Federal
action. [Similarly, to the extent that low payments are
caused by the inability of localities in some States to pay a
share of assistance costs, payments cannot be materially
increased without equalization of funds within the State.

VARIABLE GRANTS TO STATES

The present basis of Federal participation does not recog-
nize differences in the ability of States to finance public
assistance, nor does it recognize differences growing out of
greater incidence of poverty in the low-income States.”
Comparative fiscal ability among States

Ability of a State to make assistance payments is depend-
ent upon its resources. A State’s income is largely deter-
mined by its tax receipts. However, tax receipts vary with
the effort which a State makes to tax itself. Since the
ability of a State to collect taxes depends in large part upon
the income of its citizeps, the total of individual incomes in
the State is a more certain indication of ability than the
taxes collected.

18 Although this was written before the 1946 amendments came into effect, it is still true.

P. 312

P. 317

P. 285

P. 285

P. 286



DIGEST OF ISSUES IN BOCIAL SECURITY

Per oaIn'ta tncome.—From 1929 to 1944 there have been
great shiits in the general level of income payments, but the
ranking of individual States within the range of 8“ capita
income payments has remained rather constant. Wide differ-
ences between States with high and low per capita income
appear in every year.'® .

xcept in the war years, per capita income in the State
with the highest per capita income has generally been at
least five times as great as in the State with the lowest.
Even in 1944, when the lowest State per capita income was
$528, the highest State &er capita income was $1,519, or
nearly three times as much.

[In 1946 when the national average per capita income was
approximately $1,200 there were 4 States (California, Dis-
trict of Columbia, Nevada, and New York) in which the
average exceeded the national average by at least 25 percent
and 10 States ® in which the average fell below the national
average by the same margin. In relative terms the lowest
State per capita income—that in Mississil)pi—was only about
8 third of the New York average and less than a third of
that in Nevada.)

Relation between per capita income and assistance pay-
ments.—The size of [assistance grants in the various States
reflects] differences in the fiscal ability of the States. Only
1 of the 18 States above average in per capita income gbased
on 1941-43 average] made an average monthly io d-age
assistance] payment ‘in December 1944] greatly below the
national average, while 9 were appreciably above that aver-
age. On the other hand, of the 31 States with incomes
below the national average, only 6 had an average old-age
assistance payment which was among the 10 lowest in the
country, and only 1, New Mexico, exceeded the national
average. These 10 States have 18 percent of the population
of the United States yet in 1944 they received only 10 percent
of all Federal funds granted for public assistance under the
Social Security Act.®

While State and local tax effort, whether for operating
expenditures or public assistance, does not show a close
State-by-State correlation with State per capita income,
there is & clear tendency for the below average per capita
income States to make greater, not less, effort. Even if all

‘States were to make the same cffort, however, the results
would vary widely in terms of per capita amounts.?

Incidence of poverty

Past expericnce indicates that the low-income States not
only have relatively smaller resources but also must provide
for a relatively larger number of needy persons. Recipient
loads for aid to dependent children and old-age assistance

1 Pertinent State data are presented on {ip. 347 to 348 of Issues tn Social Security.

® Alabama, Arkansas, Goorela, Kentucky, Louisiana, Mississippl, North Carolina, Okla-
homa, fouth Camlina, and Tennessee.

1 For further details sce pages 288 tn 28R of Issues in facial Security. The relationship
between per capita iIncome and old-ace assistance payments in the various States is shown
diaeramatically on n. 287 of the Renart.

9 For further details sce pp. 288 to 203 of Issues in Social Security.

41
P. 286

P. 288

P. 288



42 DIGEST OF ISSUES IN SOCIAL SECURITY

show that the poorer States have a relatively greater num-
ber of needy persons and, as a rule, appear willing to recog-
nize such need. Only 5 of the 18 States with above average
per capita income [in June 1945] had old-age assistance recipi-
ent loads above average, while 9 of the 31 States with below
average per capita income had old-age assistance loads below
average. A similar situation exists in aid to dependent
children.

[The relationship between recipient rates for aid to depend-
ent children and old-age assistance, on the one hand, and per
capita income payments, on the other, is shown graphically
for the various States on page 293 of the report. g‘urther
details are presented on pages 290 to 292.

[The proportion of aged persons receiving old-age assistance
(in June 1945) ranged from 517 per 1,000 in Oklahoma to
51 per 1,000 in the District of Columbia. The proportion
of children under 18 receiving aid to dependent children
ranged from 47 per 1,000 in Oklahoma to 7 per 1,000 in
New Jersey. In aid to the blind, the rates ranged from
54 per 100 estimated blind population in Maine ® to 5 per
100 in Connecticut. Recipient rates for the special assistance
programs in the various States in June 1945 and June 1947
are presented in table 3, page 47 of this digest.

(In June 1947 (as may be noted in table 3, page 47 of this
digest) the incidence of old-age assistance and aid to depend-
ent children in the States having the highest rates were about
11 times those in States having the lowest rates.]

Reasons for variation.—Numerous' circumstances account
for the sharp State variations in the proportions of the
garticular population groups concerned receiving aid.

tates, of course, differ in the incidence of poverty. States
differ not only in the extent of need, but also in the standards
which they apply in determining need. Differences in
State eligibility conditions also influence the number of
recipients in relation to population. Citizenship is a con-
dition of eligibility in some States but not in others.

In aid to (ﬂpendent children, the definition of “incapacity”
of a parent varies from State to State as does also the
definition of a “continued absence from home.”

In States which are highly industrialized, relatively more
}s)eople are receiving retirement or survivors’ benefits than in

tates with large numbers of agricultural workers who are
not covered by the insurance program.
Varying Federal participation to State ability

The above evidence appears to indicate that although low
per capita income States tend to exert comparatively great
financial effort, needy persons in those States receive ¢om-
paratively less assistance from both Federal and State
sources than persons in States with high per capita income.
The difference can be reduced by providing the low per

8 The rate in Pennsylvania was 85 per 100 estimated blind population but the Pennsylvania

rlan has not been approved by the Federal Government and therefore does not receive Federal
'unds for this program.
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capita income State with a greater proportion of its total
assistance expenditure from KFederal funds.

Proposed equalization plan.—Several methods have been
suggested by which Federal participation may be varied
according to State financial ability. The method most fre-
quently suggested for assistance programs provides for
varying Federal participation from 50 to 75 percent of the
total State assistance expenditure. The basis suggested for
this variation is State per capita income, which is a quotient
of income payments (which represents financial ability of
the State) and population (which, roughly, represents
differences in total assistance needs). According to this
method, States with per capita income below the national
average would receive “special aid” through raising Federal
participation [to] 50 percent [plusl half the percent by which
the State’s per capita income falls below national average
per capita income.

Under this method the 18 States with above average per
capita income would receive $1 for each dollar expended
from State-local funds. The 31 States with below average
per capita income would receive from $1.08 to $3 for each
dollar expended from State-local funds. If Federal partici-
pation were not limited to 75 percent, one State, according
to 1941-43 per capita income, would i)y formula receive 78
percent Federal participation. In times of depression the
relative range of per capita income among States is greater,
and more States by formula, if not limited to 75 percent,
would receive greater proportionate Federal participation.

While under the logic of this method States with above
average per capita income should perhaps receive Federal
matching J)roportionately below 50 percent, such action
might tend to discourage program development in those
States, with no advantage to the below average per capita
income States. -

Estimates of is cost to Federal Government.¥—For the
United States as a whole, the low estimate [of this equaliza-
tion plan] for the four programs totals $518,000,000 per year
from Federal funds—an increase of $132,000,000 or 34 per-
cent over 1943-44; the high estimate is $669,000,000, which
is higher than Federal expenditures in 194344 by $284,-
000,000 or 74 percent. About one-fourth of the increase in
Federal funds would result from removing Federal matchizs
maximums and the remaining 75 percent would be divid
almost equally between special Federal aid to low-income

States and Federal grants to States for general assistance.:

In relation to [1943-44) ex&enditures, the low-income States
would benefit more from the changes than the high-income
States.

1 The basis on which these estimates were made and the anticipated eflects of the equal-

ization plan upon recipient rates and upon average payments are discussed in del:% on
pp. 318-324 and 350-351 of Issues in Social Security.
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EQUITABLE DISTRIBUTION OF FUNDS WITHIN STATES

Increase in Federal grants to States will not result in P. 292
equitable treatment of needy individuals unless satisfactory
methods are worked out for :.K&ortioning Federal and State
funds among subdivisions wi States. Whether or not a
needy person receives aid often depends on whether he lives
in one county or a few miles away in another. This problem
is particularly acute in the States that now require localities
to share in financing one or more of the special types of public
assistance. In these States, localities usually receive Fed-
eral and State funds only as they are able to raise local funds
to be matched.

County differences in assistance paymenis

Differences among localities in assistance payments are
like those among States. More prosperous areas have large
tax resources and proportionally fewer people to assist.
Usually they make higher payments than are made in poor
areas, where relatively more people are in need.

County fiscal burdens

Most local governments must rely on the property tax as
their major source of revenue. Communities with low
property values, therefore, have great difficulty in carrying
their share of an adequate—or even anp inadequate—assis-
tance program. Fiscal ability tends to be low where need
is great, and the poorer localities often bear a disproportion-
ately large financial burden in paying their required share
of assistance.

If public assistance is to be adequate in the poorer locali-
ties without & further drain on their overtaxed resources,
some way must be devised to equalize the fiscal burden
among counties. In financing education, the principle of
granting more State aid to poorer localities 18 well established.

D. MisceELLANEOUS PROVISIONS

LIMITATION OF LIENS

The Social Security Act does not require States to take P. 313
liens on applicants’ or recipients’ property or to make recov-
ery for assistance paid to recipients; in fact, the act tends
to reduce the incentive for such practices because it provides
that if a State makes recoveries the Federal Government
shall receive a pro rata share.
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Approximately one-third of the States impose some type
of hen provision or other device for securing the State's
interest in a recipient’s property for recovery of assistance
paid to him. In some States a lien is imposed on all prop-
erty of an applicant, both real and personal. In other
States, liens are imposed on real property alone, or on per-
sonal property alone, sometimes on that part which is in
excess of a specified amount. The effect of these practices

is to condition or restrict the recipient in the use of his

resources,

Consideration might be given, therefore, to a requirement
that States’ authority to take liens or to impose other con-
trols be limited to real property and personal property other
than cash and that it be limited to securing the agency’s
interest in that property for recovery, so as not to interfere
with the recipient's use of that property. Moreover, the
provisions in many State laws permitting States to enforce
their claims onlz after the death of the recipient and surviv-
ing spouse or other dependent might well be made applicable
for all States retaining recovery provisions.

FEDERAL PARTICIPATION IN BURIAL PAYMENTS

The Social Security Act does not provide for Federal
matching in respect to payments of burial expense for de-
ceased old-age assistance recipients. One old-age assistance
recipient in 14 dies each year. If relatives or friends are
unable to pay for the expenses of burial, this cost is borne
variously by State or local units. If Federal matching were
provided for the expenses of burial it would be expedient to
establish matching on a payment-to-vendor basis.

FEDERAL PARTICIPATION IN COST OF ADMINISTRATION
‘ OF OLD-AGE ASSISTANCE

[Included .in the report was the recommendation (8‘3,"
ported by a considerable body of statistical data) that the
then prevailing legal provisions governing Federal partici-

ation in costs of administering old-age assistance be modi-

ed. The 1946 amendments, enacted after the report was
issued, changed the provision for Federal participation in
the cost of administering old-age assistance to a 50-50 basis,
as in the other special assistance programs,]

If special Federal aid is made available to low income
States, matching of administrative expense for [all programs]
should be on the same basis.
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TaBLe 1.—Recipicnts of public assistance, by program, 1936-47 !

Special assistance in States with approved plans

QGeneral
Year and month 0Old-age Aidto gﬁ',’::d’"' Ald to the | 8ssistance
assistance blind (in- (cases)
(individ- dividuals)
usls) | pamilies | Children i
431,000 123,000 303, 000 37,300 | 2,219,000
1, 148,000 118, 000 300, 000 , 400 1, 662, 000
1,602,000 218,000 541,000 33,600 | 1,593,000
1, 790,000 274,000 670,000 43,400 | 1,772,000
1,924,000 312,000 754,000 46,100 1,674,000
2,078,000 364, 000 883, 000 49,100 1,257, 000
2, 243,000 343, 000 948, 000 53,100 838, 000
2,217,000 338,000 823,000 54, 500 446, 000
. 2,137,000 270, 000 672,000 87, 500 280, 000
2,059,148 254,622 641,892 86, 241 259, 000
2,059,344 279,829 716, 57¢ 83,805 276, 000
January......oceeereeeeeeeeeaen 2,212,045 354,342 905, 785 60,186 336,000
February.......ceeeennicereeeeeeeen 2,227,868 363, 603 929, 601 60, 451 344, 000
March.....coeeaeeeciriccncccceneeenn 2,243,392 374,339 957,026 60, 863 344,000
Afdl. ................................. 2,255,525 354, 004 979, 516 61,210 339, 000
MaY. e 2,259,617 391,261 906, 843 61,658 338, 000
JUNB. oo ereeeneeaees 2,271,007 396,098 | 1,009,360 62, 085 335, 000
Percentnce change January 1936 to

January IM7T. _...c.aneeaceeeecccenee.. +413 +188 +107 +61 ~84.9

1 Source of data: Social Security Bulletin, various issues. Special assistance data through 194¢ taken

from Issues in Social Security, p.

. 338,
? Month pdot to operations undar the Bocial Security Act,

TaBLE 2.—Average public-assistance payments, by program, 1986-47 !

Special assistance in States with approved plans

General
Year and month Old-age Ald t&?mdmt Aid to | assistance,
: assistaroe, the blind, | per case
per recipi- per recipi-
ent Per family | Per child ent
$16.34 $28.63 $11.58 $23.70 $21.70
18.81 28.30 11.12 235. 51 2.08
19.49 32.18 12.96 24.08 22.56
19.59 32.52 13.28 2.3 26.22
19.87 32.31 13.37 B4 25.78
20.49 33.00 13.62 2.46 25.20
21.40 3.8 13.99 24.08 24.13
2.5 36. 61 15.05 25.10 .47
26.82 41.75 16.76 21.69 27.30
8.5 45.68 18.12 20.53 28.80
31.08 52.63 20. 55 32.32 3.72
35.39 6232 24.38 36. 40 40.10
35.4 62.67 24. 51 36.61 39.56
35.98 6.2 24.76 3.4 39.65
35.99 62.80 24.62 37.67 40.29
35.92 62.09 24.37 3.1 40.27
36.04 61.68 4.2 37.87 39.18
+117 +118 +111 +53.6 +84.8

s Source of data: Social Security Bulletins, various issues and un gﬂmished memorandum from Federal

Security Agency, October 29,1947. Special assistance data through 1

p. 339.
! Month prior to operations under the Spcial Security Act. .

taken from Issuesin Social Security,
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TABLE 3.—Recipient rales for public assistance in June 1945 and 1947, by program
and by State (Alaska and Hawaii nol included)

June 19451 June 194718
Aid to Aid to
State Old-age | Aidto Y General | Old-age | Aid to o General
assist the ;’;{‘c‘g“’, assist- | assist- the “fl‘,""c',:‘lll assist-
ancr? | blind ¢ dren $ ance ¢ ance? | blind ¢ dren $ ance ¢
United States |,
average...... 207 33 n 547
209 13 19 206
349 5 p-] o]
27 3l 25 195
283 58 12 546
05 24 30 646
™ 6 14 N. A
57| 'N. 17 8 N. A,
51 12 p-1] 192
20 52 39 N. A,
380 26 " 173
268 34 25 153
190 41 23 581
181 33 17 508
208 30 13 “3
148 36 2 488
27 34 n N. A,
303 2 k] 0
182 51 19 686
84 13 21 23
185 17 18 653
228 19 26 836
233 A 18 534
260 2 17 35
293 ! 41 47 01
262 45 b- ] 373
210 3 19 258
226 4 118 13 454
134 34 19 525
71 9 9 206
253 31 12 530
" 17 2 921
212 3 15 165
208 15 2 b-14
199 p-] 12 615
517 56 86 N. A,
187 . 200 b ] 17 531
Pennsylvania........ 108 185 193 32 566
Rhode Island._..._... 116 12 2 839
256 2 19 309
270 2 3 348
239 2 32 N.A.
440 “ 15 N.A.
33N b} 2 32
143 3 17 456
L'24 17 12 252
354 24 3 508
196 k<] 36 475
171 2 18 U9
27 42 12 298
(Okla- | (Penn- (Penn- | (Okls- | ( .\lsr{-
homa) | sylvania) sylvania)| homa) land
517 185 193 86 3
(Dela- | (Connec- (Connec-|{ (Dela- | (Missis-
ware) ticut) | Jersey) ware) ticut) ware) sippi)
Lowest.......... 857 5 Tloceeenees 152 6 8 35
Lowest as per-
centage of
highest..._.... 11.0 59 | LK 3 IO 9.1 6.5 9.3 3.8

1 Source of data: For old-age assistance and aid to dependent children, Issues in Social Security, table 15,
p. 348; for aid to the blind, Social Security Bulletin, September 1945, p. 19, amended to include rates for
pro s not approved under the Social Security Act.

1 Source of data: For old-age assistance, aid to dependent children, and general assistance, Soclal Security
Bulletin, August 1947, table 7, p. 36; data for the blind apply not to June 1947, but to December 1946—Source:
Social Security Bulletin, March 1047, table 6, p. 32, amended to include rates for programs not approved
under the Social Security Act.

3 Number of recipients per 1,000 populativn aged 65 and over.

¢ Number of recipients 100 estimated blind population.

3 Children receiving aid to dependent children per 1,000 population under 18 years.

¢ Recipicnts of general assistance per 100,000 estimated civilian population. Count of persons receiving
general assistance for June 1915, not available. #

1 Program not approved under Social Security Act.

¥ Lowest exclusive of District of Columbia.

¥ Lowest exclusive of Nevada which has no plan approved under the Social Sccurity Act.

N. A—Not computed. Population data or recipient data not available or incomplete.
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TaBLE 4.— Average monthly gm
Y

-

blic assistance payments in June 1945 and 1947, by
program and by Stale!

June 1945 Juoe 1947
States Old-age | Aidto | Aidto | General | Old-age | Aidto | Aidto | General
assist- the depend- | assist- assist- the depend- | assist-
ance blind har&t ance ance blind hﬁgt ance
perre- | perre- | children per per re- | perre- | children per
cipient | cipient [perfamily; case cipient | ciplent: {perfamily] case
United States
average...... $29.46 | $20.97 $47.46 | $290.06 04 $37.91 $61.G8 $390.18
Alabama............ 15.51 15.93 25.04 13.92 17.5¢ 20.00 31.48 15.87
Alaska.............. 34. 49 ® 3453.71 27.13 39.79 @ 31.31 2.62
Arizona .. .. ... 38.55 46.01 39. 52 2.08 47.58 51.29 48,76 31.%
Arkansas............ 17.99 19.87 2R.69 11.88 18.25 2.7 36.12 1221
California. . .. 47.32 47.77 81.2 37.42 52.61 62.84 101. 47 48.156
Colorado 41.35 36.67 5.22 31.00 65.11 45.48 68. 59 38.30
Connecticut R 36.73 35.72 77.39 32.34 43.87 40.34 93.06 39.66
Delaware. 15.84 ) 67.88 24.583 2.66 28.48 167.74 35.90
District of Columbia. 31.89 35.30 59.95 36.49 40,07 42.21 74.26 48.04
Florida ._....__...... 28,58 29.95 33.50 N.A. 36. 59 38.01 35.31 N.A.
Georzia. . 11.42 14.15 24.96 12.07 17.04 20.42 35.30 14. 55
Hawaii. . 2.5 25.09 5.34 31.58 35.38 40. 66 93.06 47.70
Idaho..... 30.22 3.4 36. 44 20.95 4.7 46.68 TR.45 2.91
Ilinois_ . ............ 31.93 33.73 49.87 31.42 39.57 4.2 78.683 .32
Indiana......__...... 25.61 20. 66 36.47 21.709 30.33 32.31 42. 19 2.96
Towa . ............. 31.72 33.11 2.2 18.37 39.72 46.74 u.67 25,31
Kansas ._........... 2R.82 31.2 49.13 28.98 3474 39.91 70.7 42.37
Kentucky........... 11.48 12.96 21.72 N. A, 17.38 18.40 35.08 N. A.
Louisiana. .......... 23.65 21.25 H“.7 17.93 24.28 20.84 45.58 21.16
Maine. . ........... 29.59 30.62 63.71 30.85 3421 34.31 89.87 38.32
Maryland._._____._. [.77 31.22 37.583 32.35 30.88 34.05 48.28 34.35
Massachusetts....... 42.76 44.39 80.32 32.10 50. 60 51.46 95. 58 38.49
Michigan.........._. 30. 65 34. 46 60.25 32.00 35.94 40.36 71.83 38.9¢
Miuncsota........... 30.12 37.68 41.91 26. 40 37.07 44.52 55.84 36.32
M Lms:g)pl .......... 15. 42 22.18 25.91 8.50 17.32 2.87 26.43 10.12
Missoun . ........... 23.36 | 3425.00 33.72 19.83 35.05 $30.00 3.46 24.62
Montana. ...._..._.. 31.10 KR 45.13 21.45 37.80 40.25 67.22 2.2
Nebraska........... 28.74 29.34 32.79 21.10 40.27 40. 51 81.23 26.13
Nevads ._...._..... 38.42 3$40.79 3128711, 20.62 47.47 | 304415 3131.60 21.51
New Hampshire. 30.03 30.73 68.37 26. 96 36.70 39.70 78.45 31.03
New Jersey .. 31.74 33.46 58, 52 34. 66 40.76 42.60 78.49 47. 4
New Mevico. 31.81 29.00 38. 56 2.69 35.85 39.14 48. 54 20.94
New York..... 3879 39.13 74.58 45.16 46.99 52.28 98.02 65. 58
North Carolina 12. 50 18.63 24.79 10.69 18.05 25.95 354 13.50
North Dakota. 33.32 32.33 54.96 23.34 39.45 37.72 74.90 .2
fo .. ....... 29.85 27.00 5¢4.27 27.94 39. 56 36.02 66. 05 39.81
Oklahoma...._....... 20.27 34.37 34.16 N.A. 42.33 42.91 44.¢8 N.A.
Oregon.............. 35.37 46.25 79.46 39.79 41.87 49.61 89.74 46.90
Peansylvania.. _.... 30.00{ 320.79 63.71 26.29 33.96]| #39.76 2.12 3. 56
Rhode Island......_. 33.67 31.39 67.85 3L 4 39.66 41.25 .47 43.60
South Carolina...... 14. 14 20.24 24.18 11.34 20.23 23.98 27.60 12. 57
South Dakota. ...... 24.53 22.15 40. 41 21.15 32.42 30. 04 46.03 24.68
Tennessee........... 16.08 19.99 30.23 N.A. 18.38 22.93 35.09 N. A,
Texas. _..o.cceuenane 23.90 24.36 1 20.80 N. A, 28.92 31.82 41.73 N.A.
Utah. .. 3873 38.90 3.2 40.17 2.2 48.17 92.03 48.50
Vermont ___......... 2.3 28.49 3. 51 23.40 30.81 36.88 46.34 26.05
Virgirfa. __._........ 13.70 18. 14 29. 56 16.68 17.63 272 39.46 10.98
Washington.__.__.... 48.29 54.12 90. 20 48.49 53.02 61.00 104.63 49.32
West Virginia....... 17.98 20. 98 32.67 13.98 15.08 18.08 28. 90 14.68
Wisconsin..._........ 29.14 29.36 54.92 2.5 36. 00 36.55 79.83 37.00
Wyomicg. ..oneuenen 35 30 38.89 59.47 31.40 48.72 52.28 86.37 “4.13
Range:
(Wash- | (Wash- | (Wash- | (Wash. | (Colo- (Cali- | (Wash- | (New
ington) ! ington) | ington) | icgton) | rado) forria) | ington) | York)
Highest._....... 48.29 54.12 90. 20 48.49 65.11 62.84 104.63 @5. 55
(Ken- (Missis- | (West | (West | (Missis- | (Missis-
(Georgia)| tucky) | (Texas) sipgi) Virginia) | Virginia) | sippl) sippl)
Lowest.. __._.... 11.42 1296 20.80 50 15.08 18.06 28.43 10.
Lowest as per-
centage of .
highest .....__. 2.6 2.9 n1-+ 1.8 2.2 28.7 25.3 15.4

1 Source of data: Social Security Bulletin, August 1945, tables 2, 4, 5, pp. 42, 43, #4; August 1047, tables

2, 4, 5, 6, pp. 33, 35, 36.
? No program.

1 Program not approved under Social SBecurity Act.

4 Partially estimated.

Note.~N. A. Not computed. Population data or recipient data not available or incomplete.
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PART III—UNEMPLOYMENT COMPENSATION

CHAPTER I. THE FEDERAL-STATE SYsTEM OF UNEMPLOY-
MENT COMPENSATION IN THE UNITED STATES

INTRODUCTION

Although unemployment compensation had been the
subject of discussion in this country for many years prior to
congressional consideration of the Social Security Act, the
only tangible result was the passage by Wisconsin of an
unelzlf)loyment-compensation aw in January 1932. The
Social Security Act was passed by the Congress on August
9, 1935, and was approved by the President on August 14.
Within less than 2 years after the approval of the Social
Security Act, all States had passed unemployment-compensa-
tion laws. The unemployment-compensation provisions of
the Social Security Act and the State laws were held con-
stitutional by the Supreme Court of the United States in
May 1937.

The Social Security Act did not establish an unemploy-
ment-compensation system; it contained provisions which
enooura.lged States to do so. The act imposed a uniform
national tax of 3.0 percent on the pay rolls of specified
employers, with the provision that empl?ers who paid a
tax to a State with an approved law could offset the State
tax against the nationsl tax up to 90 percent of the Federal
levy.! This offset device, of course, resulted in the passage
of State laws. If the States had not acted, the proceeds of
the pay-roll tax would have gone into the general fund of the
United States Treasury. Because of the Federal provisions,
the States generally have established their standard rate as
90 percent of the Federal tax, or 2.7 percent. As will be
pointed out later, however, the Federal act also provided for
additional credits against the Federal tax, which eventually
nullified the uniform national levy.

In order to remove all possible obstacles to State action,
the Social Security Act provided that the cost of administer-
ing the unemgloyment compensation functions established
by State law should be financed mmpletelgoby Federal funds.
'l}l’m Congress appropriates funds to the Social Security Ad-
ministration (formerly the Social Security Board) ? out of
which it makes grants to States for the administration of
their laws. The States thus bear directly no part of the cost

1 In 1939 the unemployment-compensation pay-roll-tax provisions were transferred to sub-

*‘.‘”‘f& C of the Internal Revenue Code are now known as the Federal Unemployment
x Act, .

1 Reorganization Plan No. 2 of 1946, effective.July 16, 1046, abolished the Social Security
Board. Its functions were hrgelg taken over by the S8ocial 8ecurity Administration, estab-
lished hy the Federal S8ecurity Administrator.
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52 . DIGEST OF ISSUES IN SOCIAL SECURITY

of administering unemployment compensation functions.
The source of funds for congressional appropriations for
grants to States, although not earmarked for this purpose, is
generally considered to be the Federal unemployment tax
collected by the Federal Government, which amounts gen-
erally to 0.3 percent of the taxable wages paid by employers
subject to it. 4

Uln(lor the Social Sccurity Act, the States have wide lati-
tude as to the provisions of their unemployment compen-
sation laws. The States determine the coverage and the
benefits they will pay. They largely determine the condi-
tions under which they will pay benefits, and the kind of
administrative machinery they use.

Although the States have comparative freedom in estab-
lishing their unemployment compensation systems, the Social
Security Act places certain responsibilities on the Federal
Government. The Federal responsibilities, except for tax
collections and trust-fund functions, are administered by the
Social Security Administration. The Administration must
review State laws with respect to conformity with certain
specified provisions in the Federal act before they can be
approved for the normal tax offset and for certification for
administrative grants. The act also requires that State
administration performance meet certain standards in order
to be certified for administrative grants. In general, the
requirements a State law must meet are intended to safe-

uard the solvency of its funds, prevent the depression of
abor standards, and insure reasonably efficient adminis-
tration. :

‘THE PURPOSE OF UNEMPLOYMENT COMPENBSATION

In spite of the fact that unemployment compensation had
been the subject of discussion in this country for almost a
encration and that laws have been in existence in all States
%or at least 11 years, there is still some disagreement as to
its primary purpose and its basic principles. It is generally
conceived of as a multiple-purpose program, although differ-
ent groups emphasize cﬁﬂ'eront aspects of it.

Perhaps the most generally accepted view is that unem-
ployment compensation is justified primarily as a method of
providing income needed to maintain unemployed workers
and their families. Instead of emphasizing benefits as a
primary objective, however, some regard the program essen-
tially as a device for stabilizing empfoyment. his concept
is manifested primarily in experience rating provisions in
State laws, which give employers with relatively stable em-
ployment reduced tax rates.

till others justify unemployment compensation, at least

in part, as a device for maintaining consumer purchasing
power. This justification emphasizes the effect of bencfit
ﬁayments on business in general, instead of on the individual
encfit recipient. It is also conceived of by some as an
appropriate device to provide for the best utilization of the
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DIGEST OF ISSUES IN SOCIAL SECURITY

labor force. In any case, it is generally agreed that the

program should contain safeguards to prevent its being used
to depress labor standards or to limit the mobility of labor.
Even though uncmployment compensation generally is
viewed as primarily a method of providing benefits to unem-
ployed workers, there are differences of opinion as to the
extent of protection that the program can properly provide.
To some it is thought of as a program that should be limited
in scope, paying relatively small benefits for relatively short
periods. Others hold a much broader view of the protection
that it can appropriately provide. They would make the
program a major device for meeting the risks of unemploy-
ment. It would extend, in principle at least, to all those
who work for wages; it would pay relatively high bencfits;
and it would pay them for relatively long periods of time.

SUMMARY OF OPERATIONS UNDER THE FEDERAL-BTATE
SYSTEM

In 1946, the most recent year for which figures are avail-
able, the total number of different workers who worked in
cemployment covered by State laws was about 45,800,000.
Of those, 37,000,000 worked sufficiently long to qualify for
benefits should they become unemployed. About four and
a half million workers drew some benefits during the year,
at an average weekly rate of $18.50. ‘The average wecekly
payment has since declined to $17.68 in the quarter endin,
June 30, 1947. From the beginning of the program throug
June 30, 1947, the State agencies collected about $11,000,-
000,000 in contributions and in interest, and paid out some
$4,000,000,000 in benefits, leaving an approximate balance
of about $7,000,000,000 in reserves, the highest in history.
During the period from January 1936 through June 1947,
Federal unemployment tax collections amounted to $1,421,-
000,000, while grants to States for administration approxi-
mated $548,000,000 and expenditures by Federal agencies
for the same ﬁurpose approximated $35,000,000, leaving an
approximate balance of Federal unemployment tax collec-
tions of $838,000,000. This balance goes into a special
fund for use, until December 31, 1949, in making advances
to States whose funds become low.

UNEMPLOYMENT COMPENSATION DURING THE RECONVERSION

[While unemployment compensation has never operated
through a scrious depression; it has functioned during the
reconversion period, which involved mass. displacements of
millions of people. It may be worth while to look briefly at
experience during the period from August 1945, through
December 1946.

[Millions of workers who were laid off after the end of the
war had acquired rights to higher benefits than ever before
because of high wartime wages. With the high level of em-
ployment prevailing at this time, however, many of the
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workers who lost their wartime jobs found other jobs without
filing claims. Their rights to substantial benefits did not
prevent them from taking suitable employment where avail-
able. Even among the 11,000,000 workers who filed claims
for benefits during the period, more than one-third were re-
employed during the waiting period, and drew no bencefits.
During these 17 months, when millions of war jobs were ter-
minated and when millions of servicemen were being inte-
grated into civilian life, the number of beneficiaries in any
wecek did not exceed 3 percent of the number of workers with
rights to benefits, while the total number of beneficiaries was
less than a fifth of the insured covered workers.

[While economic conditions were on the whole very good,
the postwar period was marked by lay-offs due to retooling,
material shortages, price uncertainties and labor disputes.
Nearly 7,000,000 workers drew benefits at some time during
this period. On the average, benefits were drawn for about
12 weeks and about 40 percent of the beneficiaries were still
uncmployed when they drew their last check. The average
weekl{ benefit paid for total unemployment was $18.63, and
a total of 1.5 billion dollars was paid out in benefits during the
17-month period.

[Because of this large outlay, and because the average rate
of employer contributions declined to a new low of 1.4 per-
cent, funds available for benefit payments failed to rise during
1946 for the first time in the program’s history. Still, the
nearly $7,000,000,000 of available reserves at the cad of 1946
were approximately the same as they had been at the end of
the war. Thus, unemployment compensation functioned
through the reconversion practically without dipping into
accumulated reserves.|

Cuarrer II. THE BENEFIT STRUCTURE IN-
UNEMPLOYMENT COMPENSATION

State laws specify the conditions under which workers
may receive benefits, and the amounts they may receive.
The amounts depend upon each worker’s record of employ-
ment and wages during a past period, ordinarily of four
consecutive calendar quarters, called a base period. The
benefit a worker receives for a week of unemployment ap-

roximates 50 percent of his past weekly wages, but will vary
rom $3 to $25, depending on the State law and on his prior
earnings. Benefits are usually payable for not more than
from 16 to 26 weeks in a 12-month period called a benefit
year.

Prior earnings are not the only condition of eligibility for
benefits. The worker must also be unemployed, be able to
work and available for work, file a claim for benefits, register
for work at a public employment office, serve a waiting
period, i. e., a period during which the claimant may not
draw i)eneﬂts, and not be disqualified from benefits under
any provision of the State law.
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WEEKLY BENEFIT AMOUNT

All but three State laws originally provided & maximum
weekly benefit amount of $153 At the present time, 12
States, with 26 percent of the covered workers, provide a
weekly maximum of $24 or more, including allowances for
dependents in four of them. Thirty-seven States with 84.8
percent of the covered workers, have a maximum of $20 or
more. A maximum of $18 or more is provided in 46 States,
with 95 percent of the covered workers. Five States, with §
percent of the workers, provide 8 maximum weekly benefit
amount of less than $18; and three of these still provide the
original $15 maximum.

nly seven State laws originally provided a fixed minimum
weekly benefit amount, which varied from $5 to $7.50.
Fixed minimums are now provided in all laws except one,
and they vary from $3 to $10. Seven States have minimums
of less than $5; 16 of $5; and 28, of more than $5. Over half
the covered workers are in States with minimums of $7 or
more. .

At the present time benefits are geared directly in some
fashion to past wages. Dependents’ allowances, which are
provided infive States, depart from a strict relating of benefits
to ;l)last wages by weighting payments in favor of claimants
with family responsibilities. They assume that the claimant
with dependents needs larger weekly payments to meet
basic living costs than the claimant without dependents.

The proportion of wage loss to be compensated by the
program is, largely, a matter of public policy. If the system
18 to be effective the proportion should not be so small as to
require any substantial proportion of beneficiaries to resort
to relief while in benefit status, or unduly to depress living
standards. However, the proportion should not be so
large as to make benefit status more attractive than work.
Decisions on the basic weekly benefit amount will be affected
blslr action on dependents’ allowances. If dependents’
allowances are provided, the proportion of wage loss com-
pensated through the basic benefit would probably be
smaller than ,wifimut dependents’ allowances.

Just what the maximum benefit amount should be is
again largely a matter of public policy. It seems reasonable
to make 1t high enough so as not to require undue reductions
in the living standards of higher-wage beneficiaries. More-
over, as wage rates rise or fall, it would be reasonable to
adjust the maximum accordingly. Finally it should not
be 80 low as to produce a substantially flat weekly payment.
In 1946 more than 90 percent of the payments in two States
were at the maximum, and in nine more this proportion was
80 to 89.9 percent. If this result is produced over a period

3 While the discussion of the benefit structure is in terms of total unemployment, i. ¢., a
complete lack of work and absence of earnings during a specified period, normally a week,
man& individuals are subject toanother type of unemployment, called partial unemployment,
which exists when the plants in which they work operate less than full time and which. if pro-

longed. can produce much the same consequences as total unemployment. At the present
time, all States except one compensate for partial unemployment. .
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of time, benefit payments would not be related to prior
wages in the accepted sense, and it would seem more logical
to provide flat benefits, thus climinating the administrative
costs involved in maintaining wage records and computing
individual benefits.

DURATION OF BENEFITS

The number of weeks for which benefits may be paid in a
benefit year, varics in most States in accordance with base-
[)criod wages, within specified maximum and minimum
imits, although 15 States provide uniform weeks of benefits
for all eligible claimants.

All except 3 of the State laws originally limited the maxi-
mum duration of benefits to 16 wecks or less, 20 providing
less than 16 weeks. Today 40 States, with 87.1 percent of
all covered workers, provide a maximum duration of 20 weeks
or nlx\oro. Only 9 States provide a maximum of less than 18
WCCKS. ’

Because of the nature of the original duration and weekly
benefit amount provisions, it is not possible generally to
summarize the original minimum duration provisions. In-
cluding 14 of the States which provide uniform duration, 16
States, with 31.3 percent of all covered workers, today pro-
vide minimum duration of 14 wecks, or more; 22 States, with
48.7 perecent of covered workers, provide from 7 to 14 weeks;
and the remaining 13 States provide less than 7 weeks for
claimants who barely qualify for benefits.

A deccision on length of duration’involves basically a deci-
sion as to what unemployment compensation is supposed to
accomplish, and its place in the totality of public programs
designed to provide employment or assistance for the unem-
ployed. 1In the absence of final decisions on these matters, it
is still possible to make some general comments on duration.

Duration should obviously not be so short that a large pro-
portion of beneficiaries would normally exhaust their benefit
rights. If a large proportign of the beneficiaries were nor-
mally required to shift from unemployment compensation to
another program for the unemployed, it would scem appro-
priate to question how the two programs serving substan-
tially the same group could be justified. Assuming effective
eligibility conditions, plus financial capacity, it would seem
to be unnecessary to limit duration. The actual limit would
depend on public policy as to how long benefits should be
paid to an individual as a matter of right, without any demon-
stration of his need, or without his performing any work or
training for another job for which work opportunities exist.

POTENTIAL BENEFITS IN A BENEFIT YEAR

The total amount of benefits potentially payable to an
eligible claimant in a benefit year 18 obtained by multiplying
the claimant’s weekly benefit amount by the number of
weeks for which he may be entitled to henefits, or by dividing

P. 377
to 378

P. 390

P. 378
to 380



DIGEST OF ISSUES IN SOCIAL SECURITY

base-period wages by the duration fraction. While it is
impossible to analyze potential benefits for every eligible
claimant it is possible to analyze potential benefits at the
maximums and the minimums provided in State laws. It
should be recognized, of course, that the States vary widely
in the amount of henefits they provide on the basis of the
same wages. Thus, average weekly wages of .$30 and base-
period wages of $1,000 would produce potential benefits
varying from $200 to $500.

At the present time, 33 States, with 80.7 percent of the
covered workers, provide at least a maximum of $20 per week
for a maximum of 20 weeks. Forty States, with 89.2 percent
of the covered workers, provide at least a maximum of $18
per week for a maximum of 18 weeks and 11 States pay less
than $18 per week or less than 18 weeks or both.  One State
pays at the maximum $15 for 14 weeks and one, $20 for
12 weeks.

Stated in dollars, 11 States, with 42.5 percent of the
covered workers, provide maximum annual benefits of $546
or more; in two of these States, however, only claimants with
a specified number of dependents can receive the maximum
amount. Twenty-three States, with 38.5 percent of the
workers, provide maximum annual benefits of from $396 to
$520. Seventeen States, with 19 percent of the workers,
provide maximum annual benefits of $360 or less.

At the present time, the benefits potentially payable to the

claimant who qualifies only for the minimum under State laws -

vary from $5 to $260. Thirty-eight States, with 80.2 per-
cent of the covered workers, provide minimum potential
benefits of $50 or more. Thirteen States, with 19.8 percent
of the covered workers, provide potential benefits of less
than $50 at the minimum.

The base-period wages required to qualify for minimum
gotential annual benefits also vary markedly among the

tates. Six States do not provide any bencfits to claimants
who earn less than $300 in base-period wages. At the other
extreme, four States provide benefits for claimants with less
than $100 in base-period wages. Thirty-one States require
from $100 to $200 in base-period wages to qualify.

WAITING PERIOD

A fairly long waiting period was justified initially on two
main grounds. One was the belief that financial considera-
tion made it necessary and desirable to limit benefit expend-
itures for short-term unemployment to conserve funds for
prolonged unemployment, and the other was to allow time
in which to process initial claims.

All State unemployment-compensation laws originally re-
quired a waiting period of at least 2 wecks; 17 required 3
weeks, and 3 required 4 weeks. The majority of States also
required additional waiting-period weeks within the benefit

ear, under specified conditions. Experience over the years
as indicated that relatively long waiting periods are un-
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necessary either for administrative reasons or for fund pro-
tection, and States have accordingly reduced them so that
no State requires more than two initial weeks; 41 States re-
quire only 1 initial week, 32 of them a week of total or
partial unemployment; and 1 State, Maryland, eliminated
its waiting period altogether in 1945,

ELIGIBILITY CONDITIONS

All laws contain eligibility conditions which an individual
must meet before he is entitled to reccive benefits. Bene-
fits are limited to individuals who have worked in covered
employment. Wages in such employment are normally
used to reflect sucﬁ work. If an individual has worked in
covered employment for a sufficient time to have qualifying
wages, he must, as a further condition for entitlement to
benefits, be unemployed, either totally or partially. Since
unemployment compensation compensates for wage loss
from unemployment due to economic causes, individuals
must be able to work and be available for work. Ability to
work is generally understood to mean physical and mental
capacity for work, and availability, to mean attachment to
the active labor force. There are, of course, wide differ-
ences of opinion on the meaning of ability to work and
availability for work in specific and concrete situations.

Individuals are required to register for work at a public
~ employment office, hecause such an office provides the onl
general machinery for determining ability to work and avail-
ability for work. The individuals dre also required to file
an initial claim, which certifies to the beginning date of a
period of unemployment. The requirement for periodic re-
porting (usually weckly) gives the State agency an oppor-
tunity to examine the claimant more closely as to his ability
to work, availability for work, and other circumstances
surrounding his claim for benefits.

DISQUALIFICATION FROM BENEFITS

An otherwise eligible individual may not actually receive
benefits, at least for a specified period, because of the cir-
cumstances surrounding his unemployment. Thus, a worker
may be disqualified from receiving them if (1) he has left
work voluntarily without good cause; (2) he has been dis-
charged for misconduct in connection with his work; (3) he
has failed, without good cause, either to apply for suitable
work or to accept suitable work when offered him; or (4) his
unemployment 18 due to a labor dispute.

Disqualifications are intended to prevent payment of bene-
fits to an individual whose unemployment is a result of his
own voluntary behavior. Most disqualifications take the
form of a postponement of benefits; others take the form of
both a postponement of benefits and a reduction or cancella-
tion of benefit rights. During the past few years the trend
has been to expand disqualification provisions so as to re-
strict the rights to benefits of individuals subject to them.
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This expansion has taken several forms, such as (1) increasing
the length of disqualification, (2) canceling or reducing bene-
fit rights, and (3) altering the definition of disqualifying acts.
Since 1945 changes made in the three major disqualification
provisions appear to have altered the restrictive trend evident
In prior years. ,

n 23 States, disqualification for all three causes now takes
the form of postponement ot benefits for a limited period only.
Twenty-four States provide for cancellation or reduction of
benefit rights for one or Liore of the three disqualifications,
and 13 for all three causes. However, in four of these States
cancellation or reduction is discretionary with the adminis-
trator of the State law. Five States disqualify for the dura-
tion of the unemployment for all three causes and seven addi-
tional States for one or two of the disqualifying reasons. In
a period when few jobs are available, disqualification for the
duration of the unemployment may mean a complete denial
of benefits. This result 18 true also of provisions which com-
pletely cancel benefit rights. . .

On the subject of disqualifications considerable disagree-
ment exists. In justification of present restrictive disqualifi-
cations, it is said that liberalization of benefit schedules re-
quires the States to exercise more controls over the receipt of
benefits. Moreover, many of them were enacted during the
war period, when all efforts were beinF made to induce
workers to remain on or to go to essential jobs.

On the other side, it is said that restrictive disqualification
provisions conflict with the basic objectives of the system, in-
sofar as it is designed to promote labor mobility, protect labor
standards, and maintain purchasing power. It is said that
unemployment which originates out of an individual’s own
actions cannot be attributed to such actions for more than a
srcciﬁed period of time after which it becomes attributable to
the state of the labor market rather than commission of the
act. Unemployment thus becomes involuntary in character
and should be compensated as such, provided, of course, the
individual is otherwise eligible. A variable period, depending
on the circumstances in each case, of up to 4 to 6 weeks is
suggested by many as an appropriate disqualification period.

In addition, it is asserted that the trend toward restrictive
disqualifications is in part due to the presence of experience
rating in unemployment compensation. Under most experi-
ence-rating plan : contribution rates are based on the benefits
of former workers which are charged to each employer’s
record. Hence, it is said, employers are interested in avoid-
ing benefit charges through' restrictive disqualifications in
order to increase their chances of getting a lower tax rate.

CuAPTER III. CovERAGE OF UNEMPLOYMENT
COMPENSATION

As originally passed, the Federal unemployment tax ap-
plied to all employers who employ eight or more workers
within 20 or more weeks in a calendar year in employment
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covered by the act. The employments covered included any
service, of whatever nature, performed within the United
States, by an employee for an employer, except: (1) Agri-
cultural labor; (2) domestic service in a private home; (3)
service performed as an officer or member of the crew of a
vessel; (4) service performed by an individual in the employ
of his son, daughter, or spouse, and by a child under the age
of 21 in the employ of his father or mother; (5) service per-
formed in the employ of the United States Government;
(6) service performed in the employ of a State, or its political
subdivisions; and (7) service performed in the employ of
nonprofit organizations such as, community chests, or founda-
tions organized and operated exclusively for religious, chari-
table, scientific, literary, or educational purposes. Railroad
workers were also excluded when the Congress established
a national railroad unemployment insurance system, effective
July 1, 1939.

No action was taken by the Congress to broaden to any
substantial extent the coverage provided in the original Social
Security Act until 1946 when coverage was extended to pri-
vate maritime employment. Generally speaking, State laws
contain the same exclusions as the Federal act, except for
employecs of small firms.

For the week of August 3-9, 1947, it is estimated that
some 34.4 million individuals were protected by unemploy-
ment compensation, including 31.4 million under State laws,
1.6 million under the Railroad Unemployment Insurance Act,
and 1.4 million under the Servicemen's Readjustment Act.
Some 13.6 million wage workers were without such protection.
Another 13.3 million self-employed persons in the labor force
are not considered within the scope of unemplovment insur-
ance for purposes of this report.

EMPLOYEES IN SMALL FIRMS

From the beginning several State laws have applied to
employers with less than eight workers. At present, 29
State laws cover employers of less than 8, of which 16 cover
employers of 1 or more.

Although more than half the unemployment compensation
laws now cxtend to these smaller employers, universal
coverage of such employers within the foresceable future will
probably require congressional action. They are alrcady
covered by old-age insurance. The administrative feasibility
of such coverage has been demonstrated in the States which
have administered coverage of one or more.

CIVILIAN EMPLOYEES OF THE FEDERAL GOVERNMENT

Except for the temporary program of unemployment
benefits for scamen employed by the United States through
the War Shipping Administration, the Social Security Act
grovides no protection for Federal civilian employces.

tates, of course, are powerless to bring them under State
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uncmployment compensation laws, without appropriate
congressional action.

Involved in any consideration of the extension of unem-
ployment insurance to Federal workers are questions of
coverage, benefits, administration, and method of financing.
Bills which were introduced in Congress in the last 3 or 4
years include proposals for: (1) a completely Federal system,
administered by a Federal agency; (2) payments made in
accordance witﬂ a uniform national scale of bhenefits, ad-
ministered by State agencies; (3) payments made in accord-
ance with the provisions of the law of the State in which the
Federal service was performed, administered by State

encics; and (4) payments made in accordance with the law
of the State in which the unemployed Federal worker files his
claim for benefits, administered by State agencies.

MARITIME WORKERS

Originally no State laws covered maritime services hecause
it was thought that there was a constitutional bar to such
coverage. When the Supreme Court decisions in May 1943

on the Standard Dredging Corporation v. Murphy and-

International Elevating Company v. Murphy cases altered this
situation, maritime service was automatically covered in a
few States and subsequently some States repealed the specific
exclusion. With the amendment of the Unemployment Tax
Act to cover maritime services from July 1, 1946, many
States automatically covered these services and others
amended their laws to cover them, so that by September 15,
1947, all but eight States * provided some coverage for mari-
time services.

In addition to extending the coverage of maritime workers
in the permanent Federal-State unemployment insurance
system, the Social Security Act Amendments of 1946 also
provided a temporary Federal program of reconversion unem-
ployment benefits for scamen who were employed by agents
of the War Shipping Administration.. The Federal program
became effective on July 8§, 1947, when funds were appropri-
ated to pay the benefits provided in the 1946 law, and will
continue through June 30, 1949. As a result of this amend-
ment all State employment security agencies are now paying
benefits to these seamen in accordance with the benefit provi-
sions in the State laws. '

AGRICULTURAL WORKERS

Agricultural workers were excluded from the Social Secu-
rity Act in 1935 largely because the collection of the tax on
their wages would be difficult. In the Social Security Act
Amendments of 1939 the definition of ‘“agcicultural labor”
was amended so that the exclusion was extended to plants
that.kprocess agricultural products and transport them to
market.

4 Arizons, Kentucky, Mississippi, Montana, Nevada, North Dakots, South Dakots, Utaly
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Administrative difficulties remain the chief objection to
covering agricultural labor, but they do not scem to be
insuperable. The problem of collecting contributions might
be met by using a stamp book. Deciding when a farm
laborer is unemployed and whether he is available for work
is one of the responsibilities now faced by States whenever
a farm worker, qualified for benefits by nonfarm work in
covered employment, claims benefits. Similar decisions
could be made 1f he were covered as an agricultural worker.

DOMESTIC BERVICE

Domestic service in a private home, a local college club,
or a local chapter of a college fraternity or sorority is excluded
under the Federal Unemployment Tax Act. Only one
State, New York, has provided protection to domestic
workers in those private homes in which four or more such
workers are employed.

The exclusion of domestic workers falls principally upon
women; over 93 percent of all houschold employees were
women, and household employment constituted the major
occupation of 18 percent of the 12.5 million women who
were gainfully employed in 1940. The exclusion also falls
disproportionately upon Negroes.

NONPROFIT WORKERS

Nonprofit organizations were excluded from the Social
Sccurity Act in 1935 without any reason being given for the
exclusion. Their workers are also excluded from coverage
by State laws, except in Hawaii and Tennessece.

The arguments generally given for excluding nonprofit
organizations are that their employeces are in less need of
‘)rotoction than industrial workers, that the taxes would

1ave to be paid out of charitable donations, and that taxing
religious organizations would infringe on religious freedom.
In favor of covering nonprofit organizations, it is argued
that at least their maintenance and clerical employecs are
frequently unemployed, that even religious organizations
cover their employees with workmen’s compensation and
other insurance, and that the administrative difficulties
of this coverage would be minor.

EMPLOYEES OF STATE AND LOCAL GOVERNMENTS

Although the Federal tax is not applicable to State or local
overnments in their capacity us employers, several States
ave extended the protection of unemployment compensa-

tion to some of their employces. New York includes almost
all State employees. Other State laws cover certain selected
groups of public employees, while still others allow clection
of coverage by political subdivisions.®

§ Arirona, Idaho, Maryland, Nevada, Ohio. Tenneswe, Utsh, Washington, and Wisconsin.
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State and local government employees are engaged in a
wide variety of occupations, some of them stable and others
not. It would scem, however, that provision of unem-
ployment compensation for State and local employces is
peculiarly a State matter. ‘

CHAPTER 1V. FINANCING UNEMPLOYMENT COMPENSATION
BENEFIT FINANCING

For the most J)art-, benefits have been financed from a pay-
roll tax imposed on employers. In line with the suggestion
made by the Committee on Economic Security, the Congress
made the unemployment tax in the Social Security Act appli-
cable only to employers. At one time or another, nine State
laws have required contributions from employces, but only

two States—Alabama and New Jersey—now require them. .

In the carly ycars of benefit payments considerable con-
cern was expressed as to the ability of State unemployment
compensation funds to meet their benefit liabilities. How-
ever, because of several circumstances, including the high
level of employment during the war period and the inclusion
of special war-risk rates in several States, State reserves are,
on the whole, adequate to meet benefit payments for any
foresecable future period.

Experience has demonstrated that there are wide differ-
ences among States in the rate and duration of unemploy-
ment. As a consequence, even if every State had the same
benefit structure, benefit costs would likewise vary widely
among the States. It seems essential, therefore, that States
be permitted to limit tax collections to the amounts necessary
to support their benefit needs. At the preseat time, the
only method by which States can limit their collections is by
experience rating. At the end of 1946, 45 State laws pro-
vided for experience rating. In 1947 another five States
adopted it. As a result, there have been sharp reductions in
tax rates. In 1946 the average rate for the Nation was 1.4

ercent, as compared with the standard rate of 2.7 percent.

he average rate in individual States ranged from 0.3 to 2.1
percent. ‘

It has been suggested that States should also be permitted
to limit their collections by flat (or horizontal) rate reduc-
tions. Flat-rate reductions would apply to all employers
alike, in contrast to rates based on the individual employer's
experience with unemployment. A flat rate im og on
pay rolls automatically results in high income to the unem-
ployment fund durinE periods of high employment levels and
n reduced income when pay rolls are at a low level. Under.
existing experience-rating systems, the opposite is true;
rates tend to be high during depressions and low during
more prosperous periods. flat rate, moreover, would
not penalize new employers. -

Whatever the decision as to flat, or horizontal, tax deduc-
tions, the requirements that the experience-rating provisions
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in State laws must meet now in the Federal Unemployment
Tax Act might well be reexamined. The requirements are
very difficult to apply to specific provisions in State laws.
If experience rating is to be continued, consideration might
be given to the appropriateness of revising the requirements
80 a8 to give the States more freedom in selecting the type of
experience-rating system they want.  Still another question
is whether or not action should be taken to permit the grant-
ing of lower tax rates to newly subject employers.

[Support for reduction in the Federal tax from 3 to 2 per-
cent is provided by estimates that the cost of the program
for the country as a whole would average less than 1.5
percent if peus unemployment amounted to less than 10
percent of the civilian labor force and somewhat under 2
percent if unemployment were as high as 20 percent.® Even
with such a reduction the offset provisions could be retained.]

A more radical change would involve shifting from the
present tax-offset system to a grant-in-aid system. Specif-
ically, a Federal grant-in-aid system would “substitute a
specified Federal unemployment tax (1 percent has been
suggested), without any offset provisions, for the present
provision. Out of the proceeds of the Federal unemploy-
ment tax the Federal Government would provide a 50-
percent Federal grant-in-aid toward the cost of State benefit
payments. It is suggested that Federal grants might begin
when a State’s reserve had declined to one-half of its present
size. Since one-half of the cost would be defrayed by the

Federal Government, it is said that a State would be as well -

off with one-half of its present reserve as it now is. More-
over, under this proposal, each State would decide for itself
how it would finance its half of the cost. 1ts cost would he
financed out of employer taxes, employee taxes, general
taxes, or, for a time, by drawing upon the present reserve.
If a State tinanced its portion of the cost through an em-
ployer's tax it could retain employer experience rating or
not, as it chose. ’

The advocates of a grant-in-aid system in connection with
unemployment compensation base their proposal in part
upon what they consider the relatively Yavorable experience
with it in publie assistance and in part upon what they con-
sider to be anomalies, inconsistencies, and complexities in
the existing tax-offset system.

Against the proposal it is suggested that this method

commits the Federal Government to expenditures that are

not needed, because the States have fully adequate funds to
finance benefits.  Morcover, the potential loss to the
States of a share of the proceeds from a relatively small pay-
roll tax collected by the Federal Government might, in
extreme cases, not even prevent some States from abandon-
ing altogether their unemployment compensation systems.
On the other hand, some States might so liberalize their
benefits as to result in a disproportionate flow of Federal
funds to them.

8 Principles of Cost Estimates in Unemployment Insurance, W. 8. Woytinsky, Washing-
ton, Qovernment Printing Office, 1947,
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ADMINISTRATIVE FINANCING

As was indicated earlier, Federal grants provide the funds
to cover all State unemployment-compensation administra-
tive expenses. While a number of considerations influenced
the decision to establish this unique arrangement, probably
the major factor was the desire of the Congress to insure
adequate administrative financing in all States at a time
when the Federal Government wished to give every possible
incentive to the States to pass laws. The system has now
been in operation for more than 11 years.

In 1941, the last prewar year, a total of approximately 71
million dollars was spent in administering unemployment
compensation and employment service functions in the
States. In the year ending June 30, 1947, the comparable
total was about 126 million dollars, abput 57.6 million
dollars for unemployment compensation and 68.4 million
dollars for employment services. The substantial increase is
due in part to higher salaries, higher prices of supplies and
equipment, and, In some areas, higher work loads. An im-

ortant contributing factor, however, has been an expansion
1n administrative and staff functions.

It may be pointed out that the 1947 total does not include
some $30,000,000 spent by the States in administering the
readjustment allowance program for veterans. In neither
year are the expenses of administering Federal functions con-
nected with the program included.

The present method

A primary advanhnﬁe of the present method is that it
K{rovides a national pooled administrative fund for all States.

ore effective use can be made of such a single pooled fund
from which money is allocated among the States, in accord-
ance with their changing needs during the year, than would
be possible with 51 separate administrative funds, with no
possibility of shifting money from a State where it is not
needed to one where it is.

The Congress, which determines the size of the national
pool through the appropriation process, has generally made
adequate administrative funds available and can be ex-
pected to continue to do so, so long as the Federal Govern-
ment has revenue from the Federal unemPloyment tax,
which, in congressional opinion, is intended for the admin-
istrative expenses of the program.

A second advantage is that Federal budgetary procedures
offer a way of meeting the rapidly changing needs of a
dynamic system like unemployment compensation. Work
loads fluctuate widely, both as to totals for all States and in
individual States. Since the Congress remains in session
almost continuously, it is available to consider deficiency
appropriation requests as the need arises. This budgetary
method is far more flexible than that of many States.
Usually, the amount of money appropriated to a State-
financed agency by the average State legislature is fixed for
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the year or for the biennium, with little or no provision for
~su¥plementary funds in case of need.

n spite of its advantages, the present method has been
the subject of considerable criticism. One criticism has
been that, with complete Federal financing, the States may
not exercise as much care in controlling expenditures as
they would if they were responsible, in whole or in part, for
raising their administrative funds. Some States have crit-
icized the present method on the grounds that it does not
provide adequate funds and that Federal budgeting arrange-
ments do not permit proper planning of State agency oper-
ations,

The system, moreover, has created a fertile field for dis-
agreement between Federal and State authorities. The
States often exgress the belief that the funds which they
receive are inadequate, that the Social Security Adminis-
tration discriminates among States in its allocation of funds,
and that the Administration exercises too many controls in
connection with the granting of funds. On its side, the
Administration points to Federal Statutory requirements

which State administrative performance must meet in order -

to qualify for administrative grants. The Administration
has taken the position that the Congress looks to it for an
accounting of the manner in which a congressional appro-
priation for administrative grants to States is finally spent.
On this assumption it has undertaken to establish controls
that, in its opinion, will make reasonably certain that
State agencies expend administrative grants carefully and
economically.

Despite Jsi'ﬁerences of opinion, Federal and State authori-
ties have worked together to improve the present method.
The States now participate in the development of the esti-
mates needed for the annual approKriation request; improve-
ments have been made in the method of allocating funds to
States; [and efforts are being made to obtain Pproval of a
contingency fund, which would be used onl{ if work loads
exceeded estimates. The ‘establishment of such a fund
would introduce additional flexibility into the financin
process]. The area of disagreement has been reduced, an
there is every prospect that further cooperation will result
in additional improvements. '

Suggested changes _

As a result of criticisms of the present system, however,
several suggestions have been made for modifying the
method of Emmcing State administration.

One suggestion 18 that present Federal discretion as to
amounts of administrative grants be replaced by some type of
statutory formula, based on factors such as State populations,
areas, claims loads, etc. The chief difficulty with this
approach is in developing an effective and equitable formula

im% one which would take account of sudden changes in work
oad.

P.“l
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Another suggestion would substitute a grant-in-aid plan P. 441

for %aying administrative costs. Under such an approach,
the Federal Government would match State appropriations.
State agencies would presumably go before their State legis-
latures and justify their budgets. The Social Security Ad-
ministration would then match the funds appropriated by
the legislatures. '

This approach would give the States responsibility for
determining the amount of funds nceded and sharing in the
costs of financing administration. To the extent their legis-
latures permitted, the State agencics would have wider
latitude in making expenditures within the limits of the
amounts appropriated.

[Another suggestion is that the Federal share of the Federal
unemployment tax be earmarked and made available under
a continuing appropriation for financing administration.
Under this arrangement a designated Federal agency would
determine the amounts necessary for administration in each
State without specific over-all congressional appropriation.
The difference between tax collections and amounts needed
for administration could periodically be placed in a loanfund
similar to that established by the War Mobilization and
Reconversion Act of 1944. Precedent for this type of con-
tinuing appropriation in Federal financing may be found in
the Railroad Unemployment Insurance Act.?

[This proposal would place complete discretion for deter-
mining amounts needed by States in the hands of a Federal
administrative aﬁenc ; legislative scrutiny of appropriation
requests would then be eliminated.}

he suggestion receiving the most attention is that the
offset against the Federal tax be made 100 percent instead of
90 percent, so that the States mith, collect the 0.3 percent tax
now collected by the Federal Government. The States
would deposit their collections in their trust funds and then
use the trust funds to meet both benefit and admipistrative
costs. Presumably, this apﬁxroach would require State
agencies to go before their legislatures and justify their
budgets and obtain their administrative appropriations, If
leg'usatures limited appropriations to the new source of rev-
enue, some State a(ﬁelncies would be inadequately financed.
During the year ending June 30, 1947, costs of administering
unemployment insurance and employment service functionsin
13 States were in excess of Federal collections in those States,
which means that a 0.3 percent tax in those States would not
have produced enough money to administer the program ade-
quately. As a consequence, proponents of the pro
recommend that appropriations not be so limited. This
would mean that in some States reserves originally intended
for benefit payments would be used for administration. In
any event, complete responsibility for financing would pre-
sumably be placed in the States; the Federal Government
would retire from the field.

1 Publie Law 346, 78th Cong., 2d sess., sec. 11.



68 DIGEST OF ISSUES IN SOCIAL SECURITY

It is difficult to establish a justification for the imposition of
8 Federal tax which would yield little if any revenue for
Federal purposes. The existence of the tax would seem to
necessitate the continuation of most, if not all, present tax-
collection procedures, including the determination of liability,
but the revenue obtained would be limited to collections
from employers who, for one reason or another, had not
%ualiﬁed for the 100-percent offset. Moreover, since the

ongress would still be basically responsible for the imposi-
tion of the tax even if the 100-percent offset were permitted,
it seems reasonable to'assume that it would continue some con-
trols over the expenditure of the revenue derived from the
tax

Conclusions

Any proposal for altering the present method of financing
administrative costs involves a great many considerations,
but Herhaps the basic ones are that adequate funds be pro-
vided and the proper controls be exercised over their expendi-
ture. The question now at issue is as to whether the na-
tional interest requires the Federal Government to continue
its responsibility for assuring adequate funds and con-
trolling their expenditure, or whether that responsibility
shall be given to State legislatures. It seems manifest that
this responsibility would not be given to State unemploy-
ment compensation agencies themselves, since such an
arrangement would give a public spending agency final
authgrity to determine the amount of funds it needed to
spend. )
P PuBLic EMPLOYMENT SERVICES

The present system of V%Ublic employment offices is based
on the provisions of the Wagner-Peyser Act, approved June
6,1933. The Wagner-Peyser Act abolished the then exist'mg
United States Employment Service and created & new USE

as a separate burzau in the De‘a{:artment. of Labor. The
purpose of the Wagner-Peyser Act was ‘“to promote the
establishment and maintenance of a national system of public
employment offices.”” To that end, among other things, the
United States Employment Service was directed “to assist
in establishing and maintaining systems of public employ-

ment offices in the several States and the political subdivi-

sions thereof.”

The device provided in the Wagner-Peyser Act for encour-
aging States to act was the authorization of grants-in-aid to
State employment services which affiliated with the United
States Employment Service. For this purpose an appropri-
ation of $1,500,000 was authorized for the fiscal year emﬁng
June 30, 1934, and the sum of $4,000,000 for each of the four
succeeding fiscal years, and such sums annually thereafter
as the Congress might decm necessary. Federal funds were
used to match State :Xpropﬁations, within specified limits.
liy 5)831'838 all States had employment services affiliated with
the .
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The passage of the Social Security Act in August 1935
provided the basis for an expansion of public employment
offices, It required State unemployment compensation laws
to include a provision for the “payment of unemployment
compensation solely through public employment offices or
such other agencics as the Board may approve.” In actual
operation the Social Security Administration has approved
only public employment offices. The expansion occurred
with the -beiinni.ngsof benefit payments in 1938, and was
financed with funds made available to the Social Securit
Board for grants to States for the proper and efficient ad-
ministration of State unemployment compensation laws.

With the beginning of benefit payments, two major prob-
lems emerged. One of these was the lack of integration and
coordination of employment service and unemployment
compensation personnel and activities in State and local
offices. Integration and coordination were lacking, although
employment service and unemployment compensation func-
tions were usually administered by the same overhead agency
in the States.

Integration and coordination of the two functions in State
;gencies was complicated by the fact that the responsible

ederal agencies were separate, and this condition constituted
the second major problem. The USES was in the Depart-
ment of Labor; Federal unemployment compensation func-
tions were in the Social Security Board. State agencies were
thus required to deal with two Federal agencies on almost all
matters affecting their operations. They were receiving
their funds for emYloyment service operations from three
sources: State and local funds, Wagner-Peyser grants from
the Department of Labor, and unemployment compensation
administrative grants from the Social Security Board. Their
funds for unemgl&yment compensation operations came
wholly from the Social Security Board.

Despite the best efforts of the Federal agencies concerned,
confusion continued to exist. Most students of the problem
recommended that Federal responsibility for emgeoyment
service and unemployment compensation functions be placed
in one agency. Much testimony on the point was given
before the Committee on Ways and Means in 1939. Finally,
on July 1, 1939, the USES was transferred from the Depart-
ment of Labor to the Social Security Administration, by the
President’s Reorganization Plan No. 1.

From July 1, 1939, to December 31, 1941, the USES was
administered by the Social Security Board. During this
period State agencies generally effectcd a more complete
integration of their unemployment compensation and em-
ployment service programs. . .

January 1, 1942, the State empl:gment services dis-
appeared as a result of their transfer to the USES, in accord-
ance with a request from the President. The provisions of
the Wagner-Pe{;er Act thus became inoperative as of that
date—and the USES became an operating Federal service.
The Service was operated by the Social Security Board until
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September 17, 1942. On that date, it was transferred to
the War Manpower Commission where it remained until
September 19, 1945. It was then transferred to the De-
partment of I:Aabor, where it is now located.

As the peak in war production passed and increasing
attention was given to ﬁostwar problems, the States began to
express concern as to the return of the employment services.
The return of the employment services was a ma&r issue
when Issues in Social Security was published and the Congress
ﬁave much consideration to the matter in 1945 and 1946,

gtltgfsretum was not actually effectuated until November
1 .

The return of the employment services to State control
was brought about by provisions in the 1947 Labor-Federal
Security Approlpriat.ion Act. This act provided for a
separate Federal appropriation to meet 100 percent of the
expenses of the State services and stipulated that a State
need not make any appropriation to match Wagner-Peyser
grants until after July 1, 1948. Since November 16, 1946,
the employment services have thus been administered by
the States, by the same agencies which administer unem-
ployment compensation.

[At the present time Federal employment service and un-
employment compensation functions are performed by sep-
arate agencies, and the situation existing prior to the 1939
reorganization i8 practically duplicated. Under the terms
of existing legislation, however, the USES is scheduled to
revert to the Federal Security Agency 6 months after the
termination of the war. On May 5, 1947, President Truman
sent Reorganization Plan No. 2 of 1947 to Congress. This
plan provided for the permanent retention of the USES in
the Department of Labor and thus provided for permanent
separation of em%!oyment service and unemployment com-
pensation at the Federal level. Hearings were held on this
reorganization plan and a joint resolution of both Houses
turned it down. While this action may be interpreted to
indicate clearly the desire of both the House and the Senate
that Federal employment service and unemployment com-
pensation functions should be located in the same Federal
agency, the r?f'lect.ion of Reo;senizntion Plan No. 2 did not
necessar'ill{ indicate what Federal agency should perform
them. e House Committee on Expenditures in the Exec-
utivt:d Department in its report ® rejecting the plan, however,
statea:

The hearings brought out that—

1. The Bureau of the Budget, while favoring the recommenda-
tion of the President, indicated that its professional staff differed
as to the solution of this organization problem.

2. The Department of Labor’s representatives favored the con-
solidation of the two functions in one agency and expressed the
opinion that the Department of Labor could administer more
efficiently the two functions than any other agency of the Govern-

ment because of the related programs ha to do with labor
statistics and other labor hwu.p ving

# Report No. 499, 80th Cong., 15t sess. {to sccompany H. Con, Res. 4.
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3. The representatives of the Federal Security Agency believed
that the administration of the unemployment insurance laws
should remain, as at present, related to the administration of
social-security laws,

4. The representatives of the State bodies administering these
two rrograms expressed the belief that more efficiency and economy
would be obtained by consolidating the two functions. These
representatives also expressed the belief that the preferred handling
of the organization problem in the Federal Government would be—

{a) Transfer the USES to the Federal Security Agency.

* L L ] L ] L L *

The chief argument of the Federal officials urging the permanent trans-
fer to the Department of Labor was the fear that, in the Federal Security
Agency, the job placement function would be subordinated to the pay-
ment of unemployment benefits,

No other witnesses concurred in that fear. The fact of the matter is
that such subordination would have to take place at the operating
Jevel—in the States at any event.

The great weight of the evidence is to the effect that social security
activities, which concern all the people—employers, employees, and
ﬁ%nerauy the public—should be consolidated in one central agency.

e committee believes that it would be as great a mistake to place the
Employment Service under the jurisdiction of the Department of Labor
as to place it under the Department of Commerce.

. [Although under existing legislation, Federal responsibili-
ties for the employment service are scheduled to revert to the
Federal Security Agency 6 months after the end of the war,
an issue has arisen as to whether employment service func-
tions should revert to the Federal Security Agency, as
scheduled, or whether unemployment compensation func-
tions should be transferred to the Department of Labor.
In 1039 the decision was that the two functions appropri-
ately belonged in the Federal Security Agency. The ques-
tion now arises a8 to whether the considerations which in-
fluenced the decision in 1939 remain valid today.]

CHAPTER V. IssuEs IN UNEMPLOYMENT COMPENSATION

Prior to the advent of the depression of the thirties,
assistance for the unemployed was considered generally to
be a responsibility of local government. State govern-
ments, to say nothing of the Federal Government, were not
deemed to have an interest in the problem. Even as late
as 1931 only four States provided any aid to the unemployed.

As unemployment climbed from an estimated 1.5 mxll ions
in 1929 to 4.2 millious in 1930, to 7.9 millions in 1931, to 11.9
millions in 1932, and to 12.6 millions in 1933, prevailing con-
cepts of governmental responsibility underwent change.

e States generally were forced to accept some responsibility
for the unemployed. Then, as the problem grew beyond
their capacity to handle it, the States and localities turned to
the Federal Government.

The Federal Government appeared reluctant to recognize
a national interest in aid to the unemployed, but finally such
recognition was given. The first step was taken when the
Congress, in July 1932, appropriated $300,000,000 for loans—
later canceled—to States and localities for use in meeting the
relief problem. Since 1932 the national interest in the prob-
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lem of unem}l);loyment has manifested itself in widely different
programs. Beginning in May 1933, with an appropriation
of $500,000,000 to be used in making direct grants to the
States for emergency relief, the Federal Government subse-
quently spent billions of dollars of Federal funds through
various programs for the unemployed, including the Federal
Emergency Relief Administration, the Civil Works Admin-
istration, the Works Pro?'ess Administration, the Civilian
Conservation Corps, and the National Youth Administration,

By the middle of 1943 the emergenchro%roms established
during the thirties had been discontinued. In the meantime,
however, the national long-range interest in providing for the
unemployed had been expressed in the unemployment com-
pensation provisions of the Social Security Act, passed in
1935. Later, in 1938, a special Federal system of unemplogr-
ment insurance was established for railroad workers. In
1944 the Congress expressed the national interest in the
unem lvgvvment. of another special group—the veterans of
World War.II. This expression of national interest took the
form of a provision for readjustment allowances, at Federal
expense, for veterans who are unem‘ployed or who fail to earn
as much as $100 per month in self-employment. Again, in
1946, the Congress expressed its interest in another special
goup——maritime workers who had been employed by the

nited States through agents of the War Shipping Adminis-
tration. This expression took the form of a provision for
unex;l(rloyment insurance, at Federal expense, for a temporary
period ending June 30, 1949.

In 1946 the Congress also expressed the national interest
in another type of unemployment—unemployment due to
nonindustrial accident and sickness. It did this by providing
8 temforary disability. insurance program for railroad work-
ers. In 1946, too, the Co took action to facilitate the
enactment of temporary disability insurance laws by the
States, by authorizing States which have collected emplo‘ﬁ:a
contributions to withdraw them to finance temporary di
ability insurance. .

The foregoing indicates the extent to which the Congress
has recognized unemployment to be of national concern. It
has supported that recognition with billions of dollars for
various pr;fnmn mviding emergency relief or work for the
unemployed. It made an important long-range attack
on the problem of providing income for the involuntarily
unemployed through the unemployment compensation pro-
visions of the Social Security Act. The effectiveness of this
attack will substantially affect the extent to which the
Congress may be called upon for work relief and other emer-
gency mms in the future. Thus it is of national concern
that the Federal-State unemployment-eomfensat.lon ro-
grams for providing income to the unemployed be
effective systems.

The initial establishment of unemploEment-compensation

programs is principally attributable to Federal action taken
at a time wggxn lar;lc}y relief expenditures were being made.
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Up to 1935, the year in which the Social Security Act became
law, the efforts of the States to establish programs had been
almost completely ineffective. Only one State, Wisconsin,
had enacted a law. Judging from experience with other
types of social legislation, it seems fair to conclude that,
without the Social Security Act, many States would not now
have unemployment-compensation laws. Although the So-
cial Security Act did not, in specific terms, require States to
enact unemployment-compensation laws, it was intended to
encourage them to do so, and its tax offset provisions might
be described as compelling. '

National interest in unemployment compensation thus
inspired Federal action which has resulted in an unemploy-
ment-compensation program in every State. The Federal
action was, of course, designed to achieve a rosult—not the
mere enactment of State laws, but the creation of a mech-
anism to aid in solving the problem of unemployment.

The Federal tax coverage in effect insured that certain
broad groups would be protected. The connotations of the
term ‘“‘unemployment compensation’ prescribed the general
approach in providing this protection, as did the requirement
of making payments through public employment offices.
Beyond this, and some guaranty against misuse of the
systems, the development of the programs was left to the

tates. Thus the amount and duration of benefits, their
relationship to past wages, and other matters which determine
the effectiveness of the program’s attack on the problem of
unemployment have been left to State decision.

The question now arises as to whether the national in-
terest in unemtglo{ment. comﬁsensation requires Federal
action beyond the limits established in existing law. The
Congress is basically responsible for the imposition of the
taxes collected under State unemployment compensation
laws. Are the conditions imposed for the receipt of benefits
and the amounts payable from the proceeds of these taxes
such as to be consistent with the national interest in effective
unemployment compensation systems? The benefit struc-
tures in the various State programs differ greatly—as to
weekly amounts, duration, conditions required to ﬁ:xﬁn.lify for
benefits, and as to reasons for and severity of disqualifications
for benefits. The question is whether the resulting pro-
tection is nevertheless such that the national interest in un-
employment compensation is reasonably satisfied, or whether
there are some limitations on benefits so pronounced as to
require Federal action in this area, which has heretofore been
left largely to State action. -

With respect to coverage, the question arises as to whether
considerations initially resulting in treating some l;g]roupa of
citizens differently from other groups, when the only essen-
tial difference between them is the kind of work they do or the
size of the firm in which they work, still prevail, or whether
the national interest now requires their coverage. -

Questions of Federal action in the field of unemployment
compensation have sometimes been discussed in terms of
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States' rights. Without attempﬁngh;ny evaluation of the
historical or emotional aspects of this concept, perhaps it
might be generally agreed to mean that, as applied to un-
employment compensation, the Federal Government should
take no steps other than those required by the national in-
terest. Perhaps it might also be at:igreed that the Congress
must be the ju 5: of what is required in the national interest.

Thus, if the ll;gress determines that the provisions now
contained in the Federal Unemployment Tax Act and the
Social Security Act represent the extent of the national
interest in unemployment compensation, it will presumably
not modify the Federal-State system as it now exists. If it
believes that present Federal requirements go beyond the
national interest, it presumably will modify the Federal-
State system in the direction of eliminating some present
Federal requirements and could conceivably withdraw from
the field of unemployment compensation altogether. If,
however, the Congress believes that present Federal require-
ments fall short of axgresa' the national interest, it pre-
sumably will modify the Federal-State system in the direc-
tion of extending Federal control by introducing additional
uirements for States to meet and could conceivably estab-

a completely Federal system of unemployment com-
pensation.

Any proposal for altering basically the present Federal-
State system should be considered in the light of the system’s
accomplishments. The protection provided by the original
State laws has been generally exparided over the years since
their enactment in 1935, 1936, and 1937. Speaking gen-
erally, weekly benefit amounts have been increased, dura-
tions have been extended, waiting periods have been reduced,
and in some States new groups, particularly the empk;yees
in small firms, have been brought within the scope of the
program. The trend has been restrictive only as to the con-
ditions required to qualify for benefits. As a method for pro-
tecting workers t wage loss, unemployment compensa-
tion is far more effective today than it was in the beginning.
Moreover, present methods of administrative financing have
been reasonably effective, for new and complicated i
trative mechanisms have been established under them which,
erally, are now operating efficiently and economically.

Y,

3

reserve funds have been built up which are adequate
to meet any foreseeable contingency.
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TasLe 5.—Mazimum weekly and polential annual benefils, and [ s
for mazimum benefils, by State, Sept. 16 " 1947 qualifiing (oo,

gﬁ Qualifying wages for maximum benefits !
Maximum | Vo3 0| Morimum
Btate weekly ‘W“ m:'] sonual | Hish quarter Base poriod
benefit unem- benefits
ploy- ¥rao- Fraction
muynt Amount tlon | Amount |oe o cent
$20.00 20 $400 $507.01 o] $1,200, tz
25.00 2% 625 480.01 o] 1,875.00
20.00 12 20 330,01 o] $600.00 | Unitorm
20.00 16 320 468.01 «| $960,00 ’
25.00 2 60 580.00 | Y40-4a| 1,300.00
17.50 20 350 423,01 sl 1,050.00
1 24,00-38. 00 2|58 611.00 $s| 2 080.00 ’
18.00 2 3968 437. J4s] 1, 584.00
920.00 2 400 437.01 <3 800, 00
16.00 16 240 348.01 | Ye-Ye 9680. 00
18.00 16 288 458.01 s-Yse] ¢720.00 | Uniform
25.00 2 500 000.01 l4s| ¢750.00 | Uniform
20.00 2 400 475.01 | Yo-lie| 1,820.00 | §40-
20.00 2 520 390.0) b4e] 1,575.00] ¢
20,00 20 400 478.01 Les| 1, 000.00
20.00 20 400 460.00 his| 1,200.00 g
18.00 2 300 425.01 48] 1, 080.00
16.00 20 320 u308.76| (w) |¢1,595.00 | Unlform
18.00 2 300 428.01 14s| 1.440.00 ¥
20.00 20 400 u500.00 | (u) |42000.00| Uniform
25.00 2 650 637.01 V5| 2 000,00 Y
192500 -] 8575 480.00 1,910.60 Ho
00-28. 00 20 | 16 400-580 1 390, 13 4 900. 30 w
20.00 2 400 u4gr.80 W 1,750.00 | 9 47-
18.00 )’ 210 364.01 s| ¢450.00 | Uniform
20.00 20 400 487. 81 8 l‘m.w 3§
18.00 16 288 358.88 3 540.00 | Uniform
18.00 18 3 425.01 8 972.00 <)
00-26.00 . 20| 7 400-520 380.01 1, 200. 00 /]
22.00 23 506 1500.00 | (u) |¢2000.00| Uniform
22.00 2 572 402.01 3| 1,716.00 <]
20.00 2 400 494.01 s 1,000.00 %
121,00 um 546 471.00 4630.00 | Uniform
20.00 16 320 us0.00f @ -ﬁoan.oo Uniform
20.00 2 400 437.01 <1 500.00 | Uniform
21.00 2 463 584.00 | Yo-dg|? 1, 112.31 | (W)
18.00 2 380 340.01 1,080.00 <]
20.00 20 400 11400.00 | (u) 1, 000. 00 L2
20.00 2% 480 488.00 s| 1,646.00 e
25,00 26 650 | 490, 00-600. 00 400.00 | 852-27%
20.00 16 320 404.01 N 800.00 | Uniform
20.00 2 400 450. Yo-143] 1,800.00 | 848-229)
:&oo 2 300 442.01 4540.00 | Uniform
118,00 u18 % 458.01 1,620.00 u
0 17,00-25.00 | 1 20-25 380, 00-450. 00 % 1, 800. 00 m)
20.00 20 400 500.00 | Ms- 4600.00 { Uniform
15.00 16 240 350.01 43 030.01 .
25.00 2 650 1 550. 00 ?l; 2,200.00 | 840
20.00 21 420 1 450.00 " 41,800.00 | Uniform
24.00 4 576 M58 13 ( (M) [%1,840.40 »
20.00 2 400 390.01 Jso|¥ 1, 560.01 .
1 The amount of high-quarter wages required for the maximum benefit amount varies with the mundlnl

provision as well as wlth the fraction of high-quarter wages. Rounding is indicated by odd cents regardless
of Btate practice in adding or dropping cents. When 2 amounts are given, the higher amount lsmqulmd
for maximum durstion at maximum weekly benefits; the lower amount for mazimum weekly benefits.
statement of maximum base-period qnzlugln wages, rounding of benefit durstion to dol amounub,
ignored. Odd amounts given are from tables of durstion. The fraction of high-quarter wages applies be-
tween the minimum and maximum amounts. When the State law utilizes a weighted table for the benefit

lllz are at mid t of brackets between minimum and maximum.
gm“lwmn?um“ mvidod.tho o fraction applies to the lesser benefit. See also footnotes
tumm' still In seesion.

3 No change in 1947,

¢ The potential duration fs uniform for all eligible ehlmnu,md the only requirement for base-period
wmuamumpleoltheweeklybenenumonmmanedln he eligibliity provision, as 30 in Arizona.

lena’o“tlmuudlqmdbmperhdmvhkhmmcqudonﬂhkdwm
hthehtbqulnerorono-thud base-period wages.

Footootes st top of page 74.
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Footnotes continued from page 73.

¢ Statutory provisions shown will become eflective after Sept. 15, 1947: California and Michigan, benefit
years beginning on and after Jan. 1, IM4R; Connecticut, Apr. 14, 1948; Pennsylvania, benefit years beginnin
on and after Oct. 1, 147; Wisconsin, determinations which include 1 or more credit weeks ended after 1047,

! $24 maximum basic benefit plus $3 per dependent up to one-half hasic benefit.

* Maximum potential benefits according to table of base-period wages. Fractions approximate. In
Idaho, Illinois, Pennsrlvmh, and Virginia duration rounded to weekly benefit amount.

* Same maximum with or without dcrendents; below maximum, weekly benefits equal one-twenty-third
of hilg(!ix‘thlmcr wages plus $1 for each of not more than 3 dependents, and annual benefits msy be increased
accordingly.

1 No session in 1947,

1 Utilizes annual rather than high-quarter formula; amount shown is one-fourth of the annual wage

uired.
mﬁ $25 maximum basio benefit plus $2 for each dependent, total not to exceed average weekiy wage. Maxi-
mum augmented payment to an individual with dependents not shown, since highest average weekly wage
may be $231 and any figure presentod would be based on an assumed maximum number of dependents.

13 Weeks of duration for claimants with dependents decreased, since poteutial benefits are the same
whether or not a claimant has dependents.

14 Basic benefit is 64 to 67 percent of average weekly wage, $20 maximum basic benefit plus $2 per de-
pendent up to 4 according to table but not more than 78 to 42 percent of average weekly wage.

1 Requircments are in terms of average wages with the employer whose account is being charged. Figures

ven are based on an “‘average weekly wage of $30.01 and all earnings from 1 employer. Duration is full

nefit amount times two-thirds number of credit weeks earned with employer.

1 8-quarter base mod

1 $20 maximum basic benefit amount plus $2 for each dependent up to 3. .

18 Converted from days of unemployment in New York and 2-week periods in Téexas.

19 For 25 calendar weeks if high quarter represents 13 calendar weeks of employment.

%18 weeks' duration for those employed 20 calendar weeks in base period; 19 weeks' duration for those
employed 21 to 24; 22 weeks for those employed more than 24.

2 Weekly benefit amounts adjusted with cost-of-living index; statutory maximum of $20 reduced 20 per-
oent when index is 98.5 or below, increased 20 percent when index is at or above 125; maximum annual bene-
fits not affected; therefore under present upward adjustment of weekly benefit amount, weeks of duration
are decreased to 20 from maximum &nemlal duration of 25 weeks at $20 maximum.

2 Requirements are fn terms of the average annual State wage of $1,800 effective for the uniform benefit
year beginning July 1, 1947,

8 Maximum potential henefits determined from a welighted schedule of base-period wages vary in ao-
oordance with the percentage relationship of the claimant’s base-period wages to average annual State

wage,

3 Requirements are in terms of average weekly wages with employer whose account is being charged.
Figures given are based on an “o\'emrﬁ wage” of $46.01 and all earnings from 1 em{nloyer. Duration is in
terms of three-fifths of eredit weeks with the employer but not more than 40 wecks with 1 employer counted.

# Fraction of base-period wages rounded to nearest $20.

Source: Bureau of Employment Security, Social 8ecurity Administration,

TABLE 6.—Minimum weekly benefits and qualifying wages therefor, and potential
annual benefits and duration of beﬁnt:ﬁu for claimants who meet mt{limum qualifying
requirements, by State, Sept. 15, 1947

Minimum Qualifying wages for minimum
State weekl benefits | Potential an-
| amoumt | for total | nualbenefits [~ Y
unemploy-
ment ! quarter | period Formula
.00 ° 10 $40.00 | $75.01 | $120.00 | 30X.
8.00 8 64.00 37. 50 150.00 | Flat.
5.00 112 60.00 37.50 150.00 | 30X.
5.00 4 $20.00 31.50 150.00 | 30X.8
10.00 15 150. 00 75.00 300.00 ®
6.00 10 60. 45.00 180.00 | 30X.
# §.00-12. 00 *84| 18 70. 00-1086. 00 60.00 240.00 | Flat.
7.00 1 52.50 210.00 | 30X.1
1% 8. 00~9. 00 $124] 1975.00-114.00 37.650 150.00 | 25X-$250.1t
5.00 7 . 50 37.50 150.00 { 30X.$
4.00 116 64.00 48.00 100.00 | 25-40X.
5.00 120 100. 00 37.50 150.00 X.
10.00 10 100. 00 150. 00 250.00 | 25-374+X
10.00 124 125.00 56.25 225.00 | Flat.
5.00 1124 62.00 75.00 250. 00 Do.
5.00 6+ 3.3 25.00 100.00 | 20X.
5.00 64 34.00 50.00 100.00 | Flat.
5.00 12 100. 00 50.00 260. 00 Do.
3.00 7+ 23.00 2.5 90.00 { 30X.
6.00 120 120.00 75.00 300.00 | Fiat.
6.00 10 60.00 156. 00 240.00 | 40X.
1814 6, 00-10. 00 V74 45.00 37.5% 150.00 | Flat.
10 6. 00-7. 00 94-] 10 58.00-66.00 () 11214 | 14 weeks 1§
7.00 12 84.00 50.00 | . 200.00 | Fiat.
3.00 114 42.00 2.5 90.00 | 30X.
LN ] 14 5.00 5.00 20.00 | 40X.
7.00 31 ] 112.00 52.50 210.00 | 30X.
5.00 134 67.00 50. 00 200.00 | Fiat,

8ee footnotes at end of table, p. 75.
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TaBLe 6.—Minimum weekly benefits and qualifying wages therefor, and polential
" annual benefits and duralion of benefits for claimants who meel minimum qualifying
requirements, by State, Sepl. 15, 1947—Continued

Minimum . Qualifying wages for minimum
Minimum weeks ol benefits 3
State weekl benefits | Potential an-
amount for totlgl nual beuefits wen | B
unempioy- 4 ase
ment ! quarter | period | Formula?

Nevada. ... ........_.. 1 $%.00-14.00 10 |1 $90. 00-140.00 $50.00 | $240.00 | 30X.
New Hampshire........ 6.00 3 138.00 50. 00 200.00 | Flat.
New Jersey d............ 9.00 10 90.00 37.% 150.00 Do.
New Meaico............ 5. 12 60.00 .00 150.00 | 30X.
New Yorkd............. 17 10.00 126 2060. 00 100.00 300.00 Do.
North Carolina ¢_, .- 4.00 116 64.00 32.70 130.00 | Flat,
North Dakota s...... ... 5.00 20 100. 00 35.00 140.00 | 2X.
Ohiod . ... ......... 5.00 18 $0.00 40.00 160.00 | Flat¢
Oklshomas......... ... 6.00 6+ 40.00 30.00 120.00 | 20X.
Oregon . ._...._........ 10.00 7+ 75.00 75.00 300.00 | Flat.
Pennsylvania 87 . ____. 8.00 9 72.00 60.00 240.00 | 30X,
Rhode Island. . ... 10.00 5+ 52.00 25.00 100.00 | Flat
South Carolina ¢ 4.00 118 64.00 30.00 120.00 | 30-40X
South Dakota $ 6.00 10 60. 00 60.00 125.00 | Flat.
Tennessee 5.00 120 100. 00 50.00 125.00 | 25-30X.
Texas b 175.00 3 18.00 2.5 90.00 | 18X,
Utah. ... 1 5.00-7.00 125-174 125. 00 63.00 252.00 | (™),
Vermont §_ .. . 6.00 120 120.00 30.00 180.00 | 30X.
Virginia 3. ________.. 5.00 6 30.00 25.00 100.00 | 20-25X.
Washington ... ... 10.00 12 120.00 95.00 300.00 ; Flat.
West Virginia s, ........ 8.00 121 168.00 <5.00 300. 00 Do.
Wisconsin?._...._...... 8.00 84 68.00 () 140.00] 14 weeks.!$
Wyomings............. 7.00 54 40.00 70.00 175.00 | 25X,

140" indicates uniform potential duration for all eligible claimants.

3 Where high-(buaner wages are not specified in the law, base-period wages are divided by the number of
gg:rters in which they must be earned. Formula in terms of multiple of weckly benefit amount indicated.

companion table for high-quarter formula.

3 Distribution of base-period wages required as follows: In 1 quarter $75.01 (Alabama), $156 ( Maryland),
$78 (New Mexico), $60 (South Dakota), $50 (Tennessee and Vermont), $70 (Wyoming); wages in 2 quarters
(Arizona, Connecticut, Florida, and Georgia); $120 in 1 quarter and wages in 2 ?uaners (1daho); $150 in
last 2 quarters (Indiana); $100 in 2 quarters or $200 in base period (Kansas); wages in 3 quarters of 8-quarter
base perfod (Missouri).

4 State legislature still in session,

§ No change in 1947.

¢ Duration is the lesser of 4 weeks for each quarter of the 4-quarter hase period in which the claimant’s
waggs are equal to at least one-third his high-quarter wages or one-third of period wages. Therefore,
ifall or the largest part of the qualifying wage was earned in 1 quarter, the potential annual benefits are $20,
I one-third high-quarter wages were carned in each other quarter, the total potential benefits would be
one-third of the qualifying amount or $50.

? Statutory provisions shown will become effective after Sept. 15, 1947; California and M ichigan, benefit
years beginning on and after Jan. 1, 1948; Connecticut, Apr. 4, 1948; Pennsylvania, benefit years boginnin1x
on and after Oct. 1, 1947; Wisconsin, determinations which include 1 or more credit weeks ended after 1947,

¢ In States which have a flat dollar qualifying requirement, if the qualilying wages are concentrated largely
or wholly in the high quarter, the wee 'lf benefit may be higher than the minimum and the weeks of benefits
for such a claimant with minimum qualifying wages would be less than the weeks of benefits here shown at
tbe minimum benefit amount for minimum qualifying wages.

? Greater of $300 and one-third of high-quarter wage in the other 3 base-period quarters or 30 times the
wuklr benefit, whichever is lesser.

10 Higher figure includes dependents’® allowances.

't $200if 75 percent of an individual’s wages are in seasonal industry; 1. e., in first processing of agricultural
products; such individual’s benefits are not payable during period November through April.

12 25 times up 1o weekly benefit of $10; above that amount, flat $250.

13 No session in 1947,

!¢ The sugmented payment shown assumes that the average weekly wage is $9.23 which by statute is
raised to the next highest dollar. Dependents’ allowance of $2 per dc(:’pendent (total payment not to exceed
average weekly wage) will not increase maximum annual benefits and hence will decrease weeks of benefits
for claimants with dependents.

1 14 weeks of employment are needed to qualify computations based on employment with 1 employer.
In Michigan benefits are two-thirds of credit weeks and lowest average weekly wage to tlualify is $8.01; in
Wisconsin benefits are three-filths of credit weeks and lowest average weekly wage to qualify is $10.

1 Minimum weekly benefit is 50 cents, but if less than $3, total benefits are paid at rate of $3 per week,

1 Converted from days of unemployment in New York and 2-week periods in Texas.

18 And employment in at least 20 wecks.

1 Cost-of-living provision raises weekly benefit amount 20 percent, rounded (o next higher dollar, when
cost-of-living index reaches 125.  Since total annus! benefits are not increased, duration is decreased. There-
fore, under present upward adjustment of minimum benefit to $7, weeks of duration are decreased to 17
{rom potential duration of 25 weeks at $5.

® 14 percent of average annual State wage which is $1,800 for {be benefit year beginning July 1, 1047, and
the higher of $150 or 150 percent of high-quarter wages.

Source: Bureau of Employment 8ecurity, Soc'al Security Administration,
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