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PrEssinG QUESTIONS arise within the unemploy-
ment compensation program as to the extent to
which the present provisions of State laws serve to
afford protection to the groups now covered.!
This protection may be measured by the propor-
tion of these workers who are eligible for benefits
when they become unemployed; by the amounts
and durations of the benefits for which workers
actually qualify; and by the extont to which these
benefits serve to bridge the gap between the timo
when the worker loses his job and that at which he
finds another. IFurther questions of particular
interest concern the relation between benefit
payments under State laws and the State funds
available for such payments.

This article presents certain data now available
for 46 States ? on the adequacy of unemployment
compensation for workers now covered by State
laws in relation to State funds available for benefit
payments. In order to compare experience in
States which did not begin benofit payment on
the same date, benefits paid from January 1 to
November 30, 1939, have beon expressed as u
percentage of contributions collected for the same
11-month period. In table 1 the States are arrayed
in order of the ratio of benefit payments to con-
tributions collected for the first 11 months in 1939,
starting with the lowest ratio, i. e., the highest
reserve in relative torms.

Incidence of Unemployment

If all States had collected the same percent of
pay rolls, and if the benefit formulas had been
identical in all States and had yiclded a weekly
benefit amount that was uniformly proportional
to the full-time wage, the variation in the volume
of unemployment among the covered workers in
the several States would have been the sole deter-
minant of the differential rates of incroase of the
reserve funds among the several States. Since all
but nine States have the same rate of contribution,
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1 A subsequent artlcle will exploro the role of unemployment compensation
among all programs designed to provent or offset distress occasloned by unem-
ployment.

? Excludes Illinols and Montana where benefits wero not payable until
July 1939; Bouth Dakota, where payments were suspended In the summer of
1939; Alaska and Hawall.
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the volume of unemployment probably remains
the most important single factor affecting the
reserve funds, although undoubtedly the varia-
tions in the benefit formulas have a significant
bearing on the accumulation of reserves.

A close approximation of the incidence of com-
pensable unemployment among covered workers in
each State may be obtained by computing for each
State the ratio of new authorizations from Janu-
ary 1 to November 30, 1939 (i. c., a close approxi-
mation of the number of different persons who
drew benefits for at least 1 week during this
period), to the number of covered workers. These
ratios appear in column 3 of table 1. The median
ratio is 15.7. Of tho 23 States with the lowest
ratio of expenditures to current income, all but 6
have had an unemployment ratio below the median,
and in 3 of these 6 States employee contributions
aro collected. If these contributions had not been
collected, these States would have a higher ratio
of expenditures to current income. On the other
hand, in 17 of the 23 States with the highest
ratios of benefit expenditures, the unemployment
ratio has equaled or exceeded the median3

Benefit Amounts

The greater ratio of reserve accumulation in
certain States is not, however, wholly the result of
variations in the incidence of unemployment.
Broadly speaking, the variation is also explained
by the relative illiberality of the benefits paid in
these States. Ifor example, if a weekly benefit
amount of $6 be assumed as a reasonablo mini-
mum, since it is nlmost 50 pereent of the minimum
wage for a 42-hour week established by the Ifair
Labor Standards Act, it is illuminating to compare
the percent of all benefit payments for total unem-
ployment of less than $6 that have been made in
each State. These percontages, based on benefits
paid in the quarter July—September 1939, appear
in column 4 of table 1. Iixcluding California,
Now York, and Pennsylvanin, where the minimum
benefit amount exceeds $6, such payments ranged

1 This relationship does not {mply that contribution rates should be reduced
In these States. In 9 of the 23 there has been only 1 year of benefit experienco
and that a year of rovival in employment. Stato differentials in employment
may well be altered In a year of recessfon.
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from less than 1 percent of all payments for total
unemployment in Michigan and Oregon to more
than half the payments in Arkansas, Georgia, and
Mississippi, and to two-thirds of the payments in
North Carolina. The median percentage for such
payments is 16.0. It is significant that in 16 of
the 23 States with relatively large reserve accu-
mulations the proportion of payments under $6
oxceoded the median; in 16 of the other 23 States
with rolatively small accumulations, the propor-
tion of payments under $6 was less than the
median. In other words, most of the States that
accumulated reserves at the highest rates during
1039 made the largest proportion of low weokly
benefit payments in the third quarter of that year.

Despite the fact that many of the States which
previously did not have an eoffective minimum
benefit amount in their laws have introduced such

minimums in an offort to eliminate low benefit
payments, in many cases this minimum is still
extromely low. In North Carolina, for example,
the minimum benefit amount is $1.50; in 20 States
the uniform or flexible minimum is less than $5,
and in 3 States there are still no minimums. In
17 States, $56 has been sot as the minimum. Since
in many cases this $5 ropresents more than 50 per-
cont of the full-time weekly wage, inadequacy on
this score might be said to be a problem of the
inndequacy of the wage structure in the United
States rather than of the benefit structure in the
unemployment compensation system, especially if
the assumption is made that the existing relation-
ship botween benefits and wages shall be main-
tained. However, it may well be that benefits
should be greater than 50 percent of the full-time
weekly wage, especially for the low-paid worker.

Table 1.—Ratio (percent) of unemployment benefits to contributions; of new authorizations to covered workers;
of weekly payments under $6 to all payments for total unemployment; of workers exhausting wage credits
monthly to average compensable continued claims; of covered workers carning less than qual{fying minimum

amount to all covered workers, for 46 States !
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T AN data derived from reports of State employment security ayencles
except column 6, which {s derlved from wagoe records for Federal old-ngoe
insuranco.

1 Em )loror contributlons of 2.7 percent except for District of Columbia
and Michigan, where rato I3 3 percent; New York rate I8 3 percent for em-
|)lornrs stbject to Stato law but not Federal law; employers subject to Fed.
cral law pay 2.7 pereent.  Adjusted for fact that 49 States collected contribu-
tlons quarterly, 8 States monthly, and 0 States changed from monthiy to
quarterly basis. In all States numerator Is benefits charged January-Novem-
ber 1039 and donominator i3 contributions collected with roferonce to wages
oarned October 1938-8eptember 1039,

3 Ropresents number of workers with wage credits as of June 30, 1939,

¢ For explanation, see text.

¢ Based on roported taxable wages for 1937 under title VI of the Sooin!
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Socurity Act, which differ from thoso reported under Stato unomployment
compensation laws. (8co toxt.) FExcludes 10 States for which computations
could not be mado.

$ Current qualifying provisions, State unecmploymeont compensation laws,

T Rodetermination of benefit rights may prol onlg reeoipt of benefits durin,
tho benefit year. Hence, ratio for this 8tate s slightly higher than it wouk’
be were redeterminations not made.

¢ Employeo contributions of 1.6 peroont are collocted in Rhodo Island; 1
l)erlcent' Iln Alabama, California, Kontucky, and New Jersey; and 0.5 peroent
n Loulsiana,

* Stato law provides a flat duration for all eligible claimants,

1o Minimum weekly bonofit amount {s more than $6.

it Payments for part-total unemployment includod with payments for total
uncmployment,
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It is important that the benefit amount for a
week of unemployment be related in some way to
the wage that the worker would have received had
he been employed full time during that week and
not to a wage which has already been lowered
because of a decrease in working hours. In an
effort to approximate a full-time weockly wage, 35
States have adopted a formula which computes
this weekly benefit amount as a percentage of
highest quarterly earnings (usually ¥%,, %5, or %),
on the theory that the use of highest quarterly
earnings, representing in most cases s period of
full employment, would yield benefits related to
the “full-time weekly wage.” Iour States (Maine,
North Carolina, South Dakota, and West Vir-
ginia) have abandoned this principle, however,
and compute the weekly benefit amount as a per-
centage of annual earnings. All available data
indicate that most workers who filo claims are not
fully employed during the entire year preceding
their period of unemployment, and therefore any
weekly benefit amounts based upon annual earn-
ings would, in fact, be governed by earnings which
already include some unemployment. That is,
use of annual earnings as the base has the effect
of increasing the number of paymonts for smaller
weekly benefit amounts.

This result is seen in the experience of these
four States. In Maine, for example, weekly pay-
ments of less than $6 during the period July-
September 1939, the first full quarter in which
the annual-earnings basis was used, represented
39.4 percent of the total, in contrast to 20.6 per-
cent in the first calendar quarter of 1939, and to
16.4 percent in the third quarter of 1938. The
comparable percentage for payments for small
weekly benofit amounts in North Carolina was
66.0, in contrast to 53.0; in South Dakota 23.0 per-
cent, in contrast to 16.7; and in West Virginia 37.4
percent, in contrast to 10.6.

Benefit Duration

Illiberality of the benefit formulas of States
with relatively large reserves is indicated also by
the available data on the duration of benefits.
Unfortunately, information is now available for
only a few States on the proportion of claimants
who have exhausted benefit rights within their
benefit year and the number of weeks for which
such claimants had received benefits in that year.
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It is important to note, however, that reports
from Iowa and New Hampshire indicate that a
very substantial proportion of claimants lose their
rights to further benefits whilo still unemployaed.
Of the 20,729 claimants in Iowa who first received
benefits in the 3-month period July-September
1038 (i. e., at the trough of tho recession), 73.9
percent had exhausted their benefit rights within
their benefit year. In New Hampshiro 55 per-
cent of the 25,813 claimants who first received
benefits in the first 6 months of 1938, when the
recession was deepening, exhausted their benefit
rights in the ensuing benefit year; for these workers
the median duration of benefits was 11.5 weeks.

Lacking such data for other States, we may use
tho expedient of an average monthly exhaustion
rate which relates the number of exhaustions in
the month to the average weekly number of com-
pensable continued claims. Such a measure under-
states the proportion of workers who exhaust their
bencfits during a benefit year, since an average for
a given time period is composed in part of those
who have been drawing benefits for only a short
period of time, i. e., those who only recently have
been exposed to unemployment, a fact that re-
duces the chances of exhaustion. If, howevor, the
varying time exposures to unemployment of recipi-
ents composing an average are about similar in
each State, there is validity in State comparisons
of the average monthly exhaustion rate. 1t is
assumed that this condition is satisfied by an
average of the compensable claims per week
computed over a 6-month pcriod beginning with
June 1939, when all 46 States had at least 5
months of benefit experience. These rates are
entered in column 5 of table 1.

It is clear that the higher the exhaustion rate
the greater is the inadequacy of the duration of
benefits. Accordingly, it is significant that the
States with the relatively large reserves tend to
have the higher exhaustion rates:

Btates with| Btatea with

Averago monthly exhaustion rate All relatively | relatlvely

(porcent) Btates largo re- small re-

scrves serves

Total. ... 46 3 23
Under 25.0... ..o 16 8 8
25.0-34.0. ..o 18 7 it
38.0-44.0. ... 9 8 4
45.08nd OVer. oo oooei i 3 3 0

¢ It should be remembered that these exhaustion rates relate to a period of
substantial business recovery.
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Thus 8 of these 23 States had an average monthly
exhaustion rato of 356 percont or more, and in 3
of these the rate exceeded 45 percent.  This situ-
ation is to be compared with that in the 23 States
with relatively small reserves; in this group only 4
States had an exhaustion rate of 35 percent or
more and none had a rate exceeding 42 porcent.

The effect of a uniform duration on the exhaus-
tion rate is pertinent.  For the 46 States the median
exhaustion rate was 28.6 but in 5 States which
pay benefits for a uniform duration of 16 weeks
(Maine, North Carolina, Ohio, South Carolina,
and Tennesseo) the respective exhaustion rates
were 11.1, 12,7, 19.0, 143, and 17.9. In West
Virginia, with a uniform duration provision of 14
weeks, the exhaustion rate was 24.3; and in New
York, with a uniform duration of 13 wecks effcc-
tive July 1, the exhaustion rate was 30.6. Whilo
several factors condition this comparison, among
the more important factors must be placed the
provision of uniform duration.
Eligibility Provisions

The relative ease or difliculty in qualifying for
benefits also bears on the problem of adequacy.
In column 6 of table 1 is presented the percent
which workers covered by old-age insurance in
1937, with reported taxable wages below the
minimum qualifying amount for unemployment,
benefits on the basis of current eligibility provi-
sions & of State laws, were of all workers receiving
taxable wages in that ycar.®
Despite the conservative bins 7 in our calcula-

s Ixcludos 10 Rtates for which computations could not bo made; In 7, the
qualifying provisions aro expressed in terins of earnings ns a specified multiplo
of the weokly bonofit amount, and a Nxed minimum wookly bonefit amount is
not provided in these laws; In 3, oligibility i3 based upon weeks of employment.

s Thoe difference between tnxable wages reported to the Burenu of Old-Age
and Survivora Insurance and those reportod under 8tato unemploymeont com-
ponsation laws is duo largely to tho fact that In most States unemployment
componsation does not cover (he smallest firms. ‘T'his differonco would
affect tho presont comparison if, for a glvon occupation and industry, workors
In the simallest firms woro pald at a lower wago rate or sustainoed more unom-
ployment than workers employed in the largor firms; or if, in industrlos in
which the simallest firms prodominate, annual wages por workor are less than
in tndustries in which the larger firms predominate.

1 Iivon for A yonr of relatively full omploymont, these computations minl-
mizo the percont of workers earning loss than the qualifying amount in many
States, ‘This follows from tho requirement of oligibility in 6 Btates that speci-
flod amounts had to bo earned In 1 or moro quartors of the baso perlad; and in
24 Btates, whoro tho qualifying amount has been computoed as a multiple of
the minimum weekly bonofit amount. Doubtless there aro somo workors
who aro ontitled to a weekly benefit amount above the minimum but have
fnsuflicient earnings to qualify for such honefits though they could have quali-
Nod if thelr weekly benefit amount had heon less.
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tions, it should be noted that in throe-fourths of
the States at least 15 percent of the covered
workers could not have qualified for benefits on
tho basis of these reported earnings, and in one-
third of the States 25 percont and more of covered
workers would have been ineligible had they
become unemployed. Of course, if the number
excluded wero rolated to the number of covered
workers who become unemployed in a given poriod
instead of to the total number of covered worlkers
with carnings, the percent disqualified because of
insuflicient carnings would be much higher.®

Conclusion

It appears, then, that most State systoms that
aro currently accumulating rolatively large re-
serves have been loss successful in meeting tho
socinl objcctives of the programn as measured in
torms of the sizo of the weekly benefit and ex-
haustion rate than have the States with the
relatively small reserve accumulations. In the
States where tho reserve is relatively large, con-
sideration of a reduction of contribution rates is
precluded by the inadequacy of the program both
absolutely and relatively; and in the States where
the program is more adequate, the possibilities of
a reduction in the contribution rate are restrictod
beeause of tho comparatively narrow margin
between current income and expenditures. More-
over, cven in tho latter group of States, there is
need for more adequate provisions in an absolute
gense.  These considerations, with the important
additional consideration that the differences in
tho rate of increase in the reserve funds of the
various States is primarily conditioned by the
differences in the volumo of unemployment, sug-
gest not only the need to maintain existing con-
tribution levels but also the desirability of such a
measure as a national equalization fund to enable
all States to provide an adequate program of
unemployment compensation without incurring
risks of insolvency.

$ Reported disaliowances due to insufficiont earnings give an inadequate
monsuro, since In some Btates local ofMoes are Instructed to discourage the
filing of such claims and in others local ofMeos are instructed to encourage the
Nling of all clalms. Further, as workers learn the requiremonts, they refrain
from fillng a claim whon thoy know their earninga have beon insufficlont to
quality them,



