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“Issues In Social Security”

THE SOCIAL SECURITY TECHNICAL STAFF
of the House Committee on Ways and
Means presented its report, Issues in
Social Security,' to the Committee on
January 17. Congress authorized the
study on which the report is based on
March 26, 1945, appropriating $50,000
to be spent “in obtaining information
with respect to the need for the
amendment and expansion of the So-
cial Security Act, with particular ref-
erence to old-age and survivors in-
surance and the problems of coverage,
benefits, and taxes related thereto.”
The Committee created a social secu-
rity technical staff, which was directed
to investigate and report on old-age
and survivors insurance, unemploy-
ment compensation, and public assist-
ance. Leonard J. Calhoun, Com-
mander, United States Naval Reserve,
was in charge of the study. Other
members of the technical staff, whose
services were made available through
the courtesy of their respective organ-
izations, were Rainard B. Robbins, vice
president of the Teachers Insurance
and Annuity Association; John J.
Corson, director of research of the
Washington Post; Fedele F. Fauri,
director of the Michigan Department
of Social Welfare; George W. K.
Grange, of the actuarial division of
the Metropolitan Life Insurance Com-
pany; and William R. Curtis, chief of
the Administrative Standards Divi-
sion, Bureau of Employment Security,
Social Security Board.

The report, “printed for the pur-
poses of information and discussion,”
describes “each of the programs
within its scope, reviews the various
‘proposed changes in each, and at-
tempts an evaluation of the purpose,
effect, and cost of the proposed
changes . . . Social security in its
broader sense, of course,” the report
points out, “includes provision for
programs outside the scope of this re-
port, such as public health, vocational
rehabilitation, and maternal and
child welfare services. It also in-
cludes proposed provisions for pro-
grams of general medical (including
dental and surgical) care, hospitali-

1Issues in Social Security: A Report to
the House Committee on Ways and Means
by the Committee’s Social Security Tech-
nical Staff, 1946 (79th Cong., 1st sess.).

zation, cash sickness benefits, and
cash maternity benefits. Thus the re-
port deals with only a part, though a
very important part, of the public
programs for relieving or avoiding
destitution and ill health . . .

“In evaluating the insurance and
assistance programs established under
the Social Security Act, some view-
point must be taken as to the impor-
tance of the objectives of each pro-
gram. While.public opinion appears
to hold that unfortunate individuals
should not be left to starve, and that
there should be public provision made
to afford some protection against ma-
jor economic hazards such as those
arising from old age, unemployment,
and death, viewpoints differ basically
as to just what should be done.

“By way of {llustration, take the ex-
treme viewpoints as to what should be
done in the case of the aged. One ex-
treme is that public responsibility
should be limited to a bare subsist-
ence program for those with no in-
come, resources, or responsible rela-
tives. Another extreme is that all
aged: should be regarded as senior
citizens to whom soclety owes sub-
stantial incomes, unaffected by their
private resources. From either of
these viewpoints the present social
security program might be considered
basically unsound. Even those who
do not question the soundness of the
present programs differ widely in
evaluating their various aspects and
the relative importance of the bene-
fits and burdens incident to proposed
changes.”

Evidence of these diverging view-
points and of the general problems
facing the Ways and Means Commit-
tee is offered by the opening sentence
of the report’s preface: “Some 80 bills
pending before the Committee . . .
propose various changes in the pro-
grams of old-age and survivors in-
surance, unemployment compensa-
tion, old-age assistance, aid to de-
pendent children, and aid to the
blind. These include important
changes in financial arrangements,
requirements for receipt of benefits,
computation of benefit amounts, and
changes in old-age and survivors in-
surance contribution rates. They also
include establishment of disability

payments as an extension of the in-
surance programs and establishment

of general assistance as an extension
of the Federal-State public assistance
programs.”

Social Insurance Principles

Under the heading “Ultimate De-
velopment of Social Security” the
report summarizes in the following
words the basic issues involved in ex-
tending social security protection.

As a country becomes industrialized
and urbanized, the proportion of the
population completely dependent on
jobs for incomes increases. When
Jobs disappear, or when individuals
are no longer able to work at their
jobs because of age, disability, or
death, income ceases. Various coun-
tries have experimented with various
approaches to meeting these situa-
tions. As a result, social insurance
has emerged as the most acceptable
method . . . In this country, social in-
surance in the form of unemploy-
ment compensation, old-age insur-
ance, and survivors insurance has just
completed its first decade.

In 1935, when the Social Security
Act was enacted, social insurance pro-,
tection was limited to retirement and
unemployment, and these protections
were in turn limited to wage earners
most clearly identified with industry.
In 1939 social insurance protection
was extended to the hazard of wage
loss resulting from death, but the
number of wage earners protected was
not significantly increased as agricul-
tural, domestic, public, and certain
other employments and self-employ-
ment still were omitted from cover-
age. Thus the present system re-
mains limited both as to persons cov-
ered and as to the hazards covered.
Further developments of social insur-
ance protection in both directions
would appear inevitable,

Present exclusions of employments
from coverage result in loss or lack
of protection for millions of individ-
uals, including the vast numbers shift-
ing between covered and uncovered
jobs. This has made necessary quali-
fying requirements which result in ex-
cluding from benefits even persons
who have had considerable covered
employment. Thus, extension of cov-
erage is clearly a vital step in making
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social insurance a more widespread
and dependable protection.

The hazards of both limited and
extended disability are also so im-
portant that protection against them
seems clearly indicated. In addition
to providing benefits, such an exten-
sion would also afford a basis of avoid-
ing the present loss of retirement and
survivor protection resulting from ab-
sence due to sickness and disability.
It would then be feasible to determine
and waive such absences.

A difficult problem which social in-
surance must eventually face is how
to continue its protection despite long-
continued unemployment resulting
from economic conditions. In very
depressed economic areas, for ex-
ample, extended unemployment may
prevail among large groups of indi-
viduals who are normally in gainful
employment. Present concepts and
philosophy of old-age and survivors
insurance would permit some reduc-
tion in present impairment of bene-
fits resulting from unemployment.
However, present unemployment com-
pensation concepts and philosophy are
such as to preclude the payment of
benefits over an indefinitely extended
period. In England, for example,
when benefits were extended over
long periods, unemployment compen;:
sation lost its original significance as
social insurance. It came to be re-
garded, for a time at least, as a “dole.”
Solution of the problem of providing
social insurance protection to indi-
viduals subject to long-term unem-
ployment is a challenge of the future.

A basically difficult problem results
from the failure of some to engage
even normally in substantial gainful
employment—the marginal workers
and those whose employment may be
important but is not “gainful,” such
as those who work as part of the fam-
ily. The present systems, based on
the concept of insuring against wage
loss, offer these individuals protec-
tion if, and only if, they are depend-
ents or survivors of gainful workers.
Thus far no other generally acceptable
theory of the basis of entitlement to,
or the measure of, social insurance
benefits has been evolved for this
group. This problem likewise chal-
lenges future solution.

Social insurance offers a protection
generally regarded as more compat-
ible with human dignity than relief

based on need. Any person can
readily appreciate the difference be-
tween receiving old-age and survivors
insurance benefits, or unemployment
compensation benefits, based on prior
egrnings with respect to which con-
tributions have been paid, and assist-
ance based on an investigation of his
needs. The eventual limits to the
number of persons who will be pro-
tected under social insurance depend
on (1) the extent to which adminis-
trative and other considerations per-
mit extension to additional contribu-
tors and (2) the extent to which a
philosophically justifiable approach
can be evolved for including persons
and dependents of persons who retire
or die with little or no employment or
contributions under the system.

Old-Age and Survivors
Insurance

Part I of the report deals with Fed-
eral old-age and survivors insurance.
After a discussion of the development
and present provisions of the program,
the report takes up in turn the spe-
cific questions of extending coverage,
coverage of military service and ad-
justment of duplicate benefits, liber-
alization of benefits and addition of
extended disability protection, financ-
ing, and miscellaneous provisions,
such as elective coverage, voluntary
annuities, and -the “retirement” re-
quirement for benefits.

The chapter on coverage discusses
the basic significance of the exclusions
in relation to the effectiveness of the
systemr, the importance of extending
coverage to the areas of gainful em-

_ployment now excluded—self-employ-

ment, agricultural labor, domestic
service, employment for nonprofit or-
ganizations, public service, and rail-
road employment—and the consider-
ations involved in extending protec-
tion to each of the excluded groups.
The report (pages 57-58) summarizes
this chapter as follows:

1. About two out of five jobs, in-
cluding self-employment, are not cov-
ered by 0ASI.

2. There is a high degree of shift-
ing of workers between covered and
noncovered jobs. ,

3. Availability of oasx benefits
has been accepted as a national ob-
jective. -

4, No evidence indicates either

that oasr coverage should be re-
stricted to workers in particular oc-
cupations or that it is more needed by
workers in some occupations and their
families than by others.

5. All evidence points to a recog-
nition, from the beginning, of the im-
portance of making oasr benefits
available to all as soon as a variety
of difficulties could be overcome.

6. The need on the part of workers
and their families of some substitute
for earned income that has disap-
peared is independent of the source of
the earned income; hence the same
potential benefits should be available
to all regardless of occupation or
changes in occupation of the bread-
winner. Otherwise, we fail in our
national effort to make these benefits
available to all.

7. Not only individuals and their
families, but society as a whole suffers
through failure of a scheme of partial
coverage to furnish the protection for
which it was’ designed.

8. All studies agree that no substi-
tutes for oasr can produce satisfac-
tory results in particular excepted em-
ployments because of the high degree
of shifting of employees in and out of
any particular employment.

9. This shifting will thwart any ef-
fort to operate parallel plans, even if
the benefits of the parallel plans are
identical, except at a thoroughly un-
justified expenditure of time and ef-
fort in making adjustments.

10. With the prospect of the addi-
tion of other kinds of social security
beneflts, it seems inevitable that avail-
ability of oasr benefits must be all-
inclusive if the Nation’s social benefit
objectives are to be attained.

11. No method has been found to
apply oast benefits comprehensively
other than extension of coverage to
all employments and to self-employ-
ment.

12. Staff pension plans are essen-
tial supplements to oasI benefits; they
have been arranged as such on a large
scale in industry. They can be ar-
ranged to advantage in all public em-
ployments and in railroad employ-
ment.

13. While a general extension of
present coverage to all gainful work-
ers will naturally involve a consider-
able increase in dollar costs, when
costs are expressed in terms of pay roll
there should be little or no initial dif-
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ference and ultimately there should
be a substantial decrease.

Liberalizing Protection

Two distinct but interrelated as-
pects of liberalizing the protection af-
forded by the program are discussed:
liberalizing the schedule of benefit
amounts, and extending the program
to the hazard of disability. The dis-
cussion of benefit amounts is largely
in terms of their practical effects on
various classes of beneficiaries, the
relative importance of liberalizing
various benefit levels, and the inter-
relation of the benefit pattern, wages,
and contributions as components of
a contributory system.

Increasing benefits—The report
outlines general considerations in the
prob]em_ of bhenefit increase (pages
91-92) as follows:

1. Benefits are based on average
wages over a period of years, and con-
sequently lag considerably behind an
annual increase in wages—or an an-
nual decline in wages. While immedi-
ate wages and living costs are im-
portant, long-range commitments are
involved in any liberalization.

2. The present average benefits in
part reflect the depressing effect of
limited coverage—if coverage is ex-
tended this in itself should increase
benefits paid in many cases.

3. . Although they will probably
never return to anything like prewar
levels, future wage and living-cost
levels are uncertain, and consequently
liberalization of the present formula
should be very cautiously approached.

4. Oast benefits are at present
limited to retirement and survivor
benefits, but_doubtless will be ex-
tended to cover the hazard of disa-
bility, and perhaps also general medi-,
cal care. Any increase in present
benefits should be made with the en-
tire prospective program in mind.

5. Insofar as liberalizing benefits
may affect costs of old-age assistance
or aid to dependent children, liberal-
izing benefits based on low wages is
much the most important.

6. Any liberalization which would
pay substantially as large benefits o
wage earners only intermittently cov-
ered as are paid those continuously
covered will increase the burden on
other contributors or the general tax-
payer. Consequently, a strong social

justification seems required for any
such liberalization, particularly where
any of the resulting benefits would be
at a high monthly rate. The problem
would appear one to be approached
primarily by extension of coverage.
Other reasons for intermittent cover-
age, such as disability, could be taken
care of appropriately as special types
of cases.

7. OasI benefits were designed to
afford basic social protection, and per-
haps the most important considera-
tion of all is whether present benefit
amounts accomplish this purpose. If
present benefits are found inadequate
from this viewpoint, they will doubt-
less be increased. The same consid-
erations that prompted the establish-
ment of the system despite its bur-
dens will doubtless govern in deter-
minations found vital for its success.

Extended disability benefits.—The
discussion of disability benefits deals
only with the question of extending
the program to include long-term dis-
ability benefits. There is no attempt
to link up the discussion “with provi-
sions for medical care, with temporary
disability benefits, or even with State
systems of unemployment compensa-
tion, or workmen’s compensation for
occupational disability. Disability is
considered only in reference to a
scheme of cash benefits, payable in
the event of absence from work be-
cause of long-continued incapacity,
and so closely integrated with the
cash benefits under an old-age and
survivors insurance scheme as to be
a genuine part of that scheme.” The
report stresses that the adoption of

this more limited approach to the:

subject of disability ‘“does not mean
that the question of what is actually
the best approach has been prejudged.
It merely signifles a limitation imposed
in order to bring long-term disability
within the restricted purview of the
present study.”

After a discussion of the nature,
feasibility, advantages, disadvantages,
and costs of such an extension, the re-
port goes on to consider a suggested
initial step—that of making extended
disability benefits available only to
persons above some specified age, like
55 or 60. “Though admittedly a large
part of disability would not be cov-
ered, this approach would avoid some
of the major administrative problems

largely associated with disability at
the younger ages, and, by curtailing
the possible period of benefit, would
minimize the cost of doubtful awards.”
Such a limitation, on the other hand,
“would fail to touch an area where
the consequences of disability for the
individual can be most serious; name-
ly, the age groups in which depend-
ent children are most numerous and
where the need for protection lasts
longest . . . Objection may also be
raised to a scheme that would dis-
criminate between the old and the
young in regard to eligibility for dis-
ability beneflts and in regard to the
effect of periods of disability on in-
sured status for, and the benefit level
of, later death or retirement henefits.
Then, too, the limited scheme would
entail the establishment of many in-
tricate procedures and techniques in-
cident to administering a disability
program, while excluding at least tem-
porarily a very large percentage of
disabled cases solely on the basis of
age.

“The suggestion under considera-
tion,” the report concludes, “would
therefore appear to be quite contro-
versial. There is no royal road to a
scheme of disability benefits that is not
beset with substantial obstacles.
However, if it is desired to adopt a
policy of easing in to a disability pro-
gram, the approach of limiting it to
persons of advanced years would seem
to offer a promising method of doing
50 with a minimum of initial difficulty,
while acquiring valuable experience
on which to base further extensions as
and when they may appear feasible. ..

“That there is a definite lack of
disability protection in this country
for which an appropriate remedy
might well be sought in some form of
social insurance is generally acknowl-
edged. The subject is a large one and
merits investigation on its own right
not only in relation to oasi benefits
but to a scheme of health benefits as
well.”

Financing

The chapter on financing the pro-
gram discusses the principal consid-
erations involved in fixing a schedule
of taxes payable under the Federal
Insurance Contributions Act. “While
the financing of oas1 involves certain
considerations common to all public
financing, theer are others of impor-



6

Social Security

tance that arise from the special pur-
pose, nature, and history of this par-
ticular' program. The actuarial task
consists largély of estimating prospec-
tive benefit outlays and the returns to
be expected from the pay-roll tax at
various rates . . . Another aspect of
the problem involves tax policy. Con-
gress must determine the extent to
which pay-roll taxes as contrasted
with general taxation shall finance
benefits and the particular schedule
that should be adopted for this pur-
pose. These decisions will doubtless
reflect convictions regarding the
building ‘of reserves in early years
through pay-roll taxes in excess of
current benefits and attention to the
purpose and history of the oasI sys-
tem.”

The concluding section of the chap-
ter (page 122) offers the following
“summary and conclusions”;

1. Early pages of this report review
efforts to weigh the cost of future
benefits and point out that available
statistics do not justify confidence in
any particular estimates that reach
many years in the future.

2. All calculations verify expecta-
tions that the cost of benefits will, in
the course of years, increase to many
times its present size.

3. 'The increase in benefit costs of
the present plan will be fairly gradual
but there will doubtless be irregulari.
ties, now unpredictable, in size and
timing.

4. To be satisfactory socially and
economically, pay-roll taxes to sup-
port old-age and survivors benefits:

(a) Should pay a substantial part
of the cost;

(b) Should contemplate only sched-
uled changes in tax rate and these
should be at regular intervals and
smoothly graded;

(¢) Should build up only a modest
contingency reserve.

5. A schedule of taxes such as out-
lined in the preceding paragraph
should contemplate support from gen-
eral revenues when benefits for a par-
ticular year exceed the taxes and in-
terest on reserve for that year; the
excess might be shared by the con-
tingency reserve and general revenue,
but there is nothing vital about such
a division. o

6. Perhaps the possible harmful ef-
fects of (a) further growth of the
trust fund and (b) failure to increase

the tax rate according to a previously
adopted schedule have both been over-
emphasized. In any case, congres-
sional acceptance of a policy that it
might hope to follow for a good many
years would be of value. '

7. Any possible harm from a grow-
ing trust fund is probably more ac-
ceptable than an unscheduled increase
in tax rate during a period of de-
pression, ’

8. A “frozen” tax rate has prob-
ably been more acceptable to the
American people than would have
been a still more rapidly growing re-
serve fund during a period of totally
unexpectedly low benefit payments
while the plan was just getting under
way.

9. There is no reason to expect
dire consequences from either a mod-
est increase in tax rate or from con-
tinuation for a while of the present
rate.

10. The concluding suggestion is
an increase in tax rate of employer
and employee alike of one-half of 1
percent every 10 years, beginning with
1947, until a 3-percent rate is reached
in 1977. This suggestion is for oasr
benefits as at present, but with the
expectation that coverage will be
widely extended to presently uncov-
ered employments.

Public Assistance

The discussion of public assistance,
in part IT of the report, relates to the
principal problems which have arisen
in the Federal-State programs and
the various proposals which have been
made for changing the extent and
conditions of Federal financial par-
ticipation. It reviews the “limitations
under existing Federal law (a) in
meeting needs which exceed maxi-
mums that will be matched, with
special reference to medical care; and
(b) in correcting the disparity among
States in the levels of public assist-
ance payments when caused by the
varying financial ability of the States;
together with proposals for modifying
these limitations.” Extension of Fed-
eral financial participation to addi-
tional groups of needy persons is also
considered.

More Nearly Adequate Aid

The Social Security Act imposes a
dual limitation on the amount of Fed-

I

eral funds that can be advanced the
States for the care of dependent chil-
dren and the needy aged and blind.
Individual payments may not exceed
specified maximums, and the Federal
contribution cannot be more than half
the individual payment within these
maximums. The effects of these lim-
itations, and proposals for their lib-
eralization, are summarized (pages
294-295) as follows:

Under the present provisions of the
Social Security Act there are areas of
inadequate assistance which differ
among States and, under present
State arrangements, among counties
within States according to the ability
or willingness of the States and locali-
ties to provide assistance. Part of
this inadequacy and variation in as-
sistance results from limitations of
the Social Security-Act.

Inadequacies of assistance tend to
be greatest in States and counties
with the least fiscal ability. The com-
parative inadequacy of grants and
services in such places cannot be
shown to be closely related to differ-
ences in cost of living, though, to some
degree, they may be related to differ-
ent standards of living as affected by
lower per capita income. These varia-
tions cannot be explained by less fiscal
effort in these States and counties,
since they tend to raise more revenue
in relation to their taxable wealth and
to spend a greater proportion of their
revenue for assistance and other
public services than the States
with higher-than-average per capita
income.

Three kinds of changes in the So-
cial Security Act would greatly reduce
the present extreme variation in meet-
ing needs of public assistance recipi-
ents. The first is the amendment of
the provisions for Pederal grants so
that full matching would be available
for payments for medical care. This
would encourage a flexible program
for medical care adapted to the indi-
vidual need of recipients and admin-
istered by such methods as seemed
most feasible in the particular State
or locality.

. Such a program of medical care can
be operated at present only by States
or localities with adequate funds be-
cause medical care for which there is
Federal matching is limited to that
which can be purchased by the recipi-
ent within the limits of the monthly
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payment of $40 for an aged or blind
person or lower amounts in the case
of children. Because medical costs
are unpredictable and high, medical
care limited by these maximums is in-
adequate. Complete removal of costs
of medical care from established max-
imums or elimination of maximums
from Federal grants, or change
of the limitations from an individual
to average payment basis, would en-
courage more adequate State pro-
grams.

Maximums on individual payments
in general result in comparatively
adequate assistance to persons with
small needs but inadequate assistance
to persons with large needs. Some
recipients, particularly those under
the program of aid to dependent chil-
dren, have needs above the maximums.

Elimination of maximums would re-
sult in Federal matching on the en-
tire amount paid by the States. Maxi-
mums based on average grants of $40
or more per person would have about
the same effect in most States, since
small grants would balance out the
large ones and all payments would be
fully matched. Such a maximum
based on average rather than indi-
vidual grants-in-aid to dependent
children would, of course, be more
liberal and, in fact, more realistic, if
the needy parents or persons acting
as parents are included as recipients.

If the individual State or locality is
unable to meet its share of the assist-
ance needed by recipients, liberalizing
the amounts which the Federal Gov-
ernment will match will not increase
payments. The level of State or local
ability will still determine the level
of assistance. Provision of adequate
assistance in States with low flscal
ability can be achieved only by vari-
able grants by the Federal Govern-
ment to States and in turn by States
to the localities. One method of vary-
ing Federal grants would adjust Fed-
eral participation to per capita in-
come so as to increase the Federal
portion of the cost of assistance’in
States with below-average per capita
income.

Extension of Aid

In addition to the inadequacies con-
sidered above, other inequities result
fronr the restriction of the assistance
programs under the Social Security
Act to particular groups—the aged,

the blind, and children whose need
arises from certain specified condi-
tions—and various restrictions on eli-
gibility under State laws. Inadequacy
of the program in these areas is out-

" lined on pages 312 and 313.

The present limitations of coverage
not only leave many needy persons un-
protected, but in excluding them re-
quire otherwise unnecessary adminis-
trative expense. Considerable admin-
istrative effort and unproductive ex-
pense are Incurred in determining
length of residence or place of settle-
ment. The establishment of absence
or incapacity of the parent in aid to
dependent children requires consid-
erable administrative investigation to
determine eligibilty. Any failure to
cover all needy children endangers
the health of the oncoming genera-
tion.

Establishment of a new title under
the Social Security Act to provide as-
sistance to unaided groups, if estab-
lished without limitation as to resi-
dence or settlement, would cover all
need. Any such title should include
the provisions previously discussed in
relation to adequacy of grants, if it
is to be fully effective.

If no provision is made for Federal
matching under general assistance,
it is even more necessary than it would
otherwise be that adjustments be
made in relation to residence require-
ments and coverage under aid to de-
pendent children. Even though pro-
vision is made for Federal matching
in general assistance, the other sug-
gested changes in the Social Security
Act would be desirable because they
would encourage States to choose the
most effective provisions and would
also permit elimination of special ad-
ministrative determinations in respect
to eligibility. _

Aid to dependent children now fails
to assist many needy children. More-
over, it provides for the child without
due consideration. of the parent or
other persons necessary to the welfare
of the child’s family. Aid to depend-
ent children should be expanded if it
is to be an effective complement to
old-age and survivors insurance.
Such expansion should provide for
meeting need due to any absence of
a parent and any incapacity, whether
permanent or temporary. Complete
coverage would require provision for
children in any family home and elim-

ination of school attendance as a re-
quirement for children aged 16 and 17
years.

Residence as a condition of eligi-
bility leaves certain needy persons in
“no man’s land.” Several methods
have been proposed to eliminate this
inadequacy, but the only complete an-
swer, administratively as well as from
the standpoint of coverage, is the elim-
ination of all requirements related to
length of residence. Although ade-
quate coverage would be provided by
Federal matching in a general assist-
ance program from which residence
requirements are eliminated, the fail-
ure to eliminate this requirement from
the special assistance programs would
leave the problem of administrative
determination of residence.

Certain other proposals would ex-
empt set amounts of earned income
from consideration in determination
of need. Such exemptions are con-
trary to the concept of assistance re-
lated to need and in logical conclusion

‘would lead to a pension rather than an

assistance program.

All need could be covered by ex-
pansion of the Soclal Security Act to
include a general assistance program
based upon a need requirement only.
Expansion of aid to dependent chil-
dren to include all dependent children
and elimination of residence require-
ments from all programs would pro-
vide a flexible medium for assistance
under which the States could select
the most suitable assistance provi-
sions.

Unemployment Compensation

After an opening chapter which in-
cludes an examination of the purposes
which the unemployment insurance
program is intended to serve, part III
of the report goes on to consider, in
turn, (1) the benefit structures pro-
vided under the State laws, analyzing
various suggestions for Federal action
to modify State benefit structures
within the framework of the existing
Federal-State system; (2) coverage
under the present laws, with a review
of the principal factors in extending
protection to workers not now cov-
ered, the bases and practical effects of
such exclusions, and the considera-
tions involved in modifying or elim-
inating them; (3) the present ar-
rangements for financing the pro-
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gram—both as to administrative costs
and benefit costs—with an examina-
tion of the possible alternatives and
an evaluation of the consequences
that would follow modifications of the
existing arrangements; and (4) issues
in unemployment compensation,
which includes (pages 450-452) the
following material on the relationship
of the national interest as now con-
celved to exist in unemployment com-
pensation to the broad issue of in-
creasing or decreasing Federal par-
ticipation in this program.

The National Interest in Unem-
ployment Compensation

Prior to the advent of the depression
of the thirties, assistance for the un-
employed was considered generally to
be a responsibility of local govern-
ment. State governments, 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, however, unemployment climbed
from an estimated 1.5 millions in 1929
to 4.2 millions 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. The States gen-
erally were forced to accept some re-
sponsibility 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 in-
terest in aid to the unemployed, but
finally such recognition was given.
The first step was taken when the
Congress, in July 1932, appropriated
$300 million for loans to States and
localities for use in meeting the re-
lief problem. The loans were to be re-
paid through deductions from grants
for highway purposes, but they were
canceled by the Congress in 1933.

Since 1932 the national interest in
the problem of unemployment has
manifested itself in widely different
programs. Beginning in May 1933,
with an appropriation of $500 mil-
lion to be used in making direct grants
to the States for emergency relief,
the Federal Government subsequently
spent millions of dollars in Federal
funds through the Federal Emergency

Relief Administration for this pur-
pose. In November 1933 the Presi-
dent established the Civil Works Ad-
ministration, which spent huge sums
on g works program for the unem-
ployed in the winter of 1933-34. This
program was terminated in July 1934,
and primary responsibility for pro-
viding Federal aid for the unemployed
was again assumed by the Federal
Emergency Relief Administration. In
May 1935 the Works Progress Admin-
istration was established for the pur-
pose of operating work programs for
the unemployed, and grants to States
for unemployment relief were discon-
tinued. . Other programs were estab-
lished for special groups. The Civil-
ian Conservation Corps, established
in 1933, and the National Youth Ad-
ministration, established by Execu-
tive order on June 26, 1935, were de-
signed to assist unemployed youths.
Programs for needy farm families
were begun by the Federal Emergency
Relief Administration and carried on
subsequently by other agencies.

By the middle of 1943 the emer-
gency programs 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 compensation pro-
visions of the Social Security Act,
passed in 1935. Later, in 1938, a spe-
cial Federal system of unemployment
insurance was established for railroad
workers. In 1944 the Congress ex-
pressed the national interest in the
unemployment of another special
group—the veterans of World War I1.
This last expression of national inter-
est 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.

The foregoing indicates the extent
to which the Congress has recognized
unemployment to be of national con-
cern. It has supported that recogni-
tion with billions of dollars for various
programs providing emergency relief
or work for the unemployed. It has
made an important long-range attack
on the problem of providing income
for the involuntarily unemployed
through the unemployment compen-
sation provisions of the Social Secu-
rity Act. The effectiveness of this
attack will substantially affect the

extent to which the Congress may be
called upon for work relief®and other
emergency programs in the future.
Thus it is of national concern that the
Federal-State unemployment com-
pensation programs for providing in-
come to the unemployed shall be
effective systems.

The initial establishment of unem-
ployment compensation programs is
principally attributable to Federal ac-
tion taken at a time when large relief
expenditures were being made. Upb to
1935, the year in which the Social
Security Act became law, the efforts
of the States to establish unemploy-
ment compensation programs had
been almost completely ineffective.
Only one State, Wisconsin, had en-
acted an unemployment compensation
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:-
Social Security Act did not, in specific
terms, require States to enact unem-
ployment 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 unem-
ployment compensation program in
every State. The Federal action was,
of course, designed to achieve a re-
sult—not the mere enactment of State
laws, but the creation of a mechanism
to aid in solving the problem of un-
employment.

The Federal tax coverage in effect
insured that certain broad groups
would be protected. The connotations
of the term “unemployment compen-
sation” prescribed the general ap-
proach in providing this protection,
as did the requirement of making pay-
ments through public employment of-
fices. Beyond this, and some guar-
anty against misuse of the systems,
the development of the programs was
left to the States. Thus the amount
and duration of benefits, their rela-
tionship to past wages, and other mat-
ters which determine the effectiveness
of the program’s attack on the prob-
lem of unemployment have been left
to State decision.

The question now arises as to
whether the national interest in un-
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employment compensation requires
Federal action beyond the limits es-
tablished in existing law. The Con-
gress is basically responsible for the
imposition of the taxes collected un-
der State unemployment compensa-
tion 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 sys-
tems? The benefit structures in the
various State programs differ great-
ly—as to weekly amounts, duration,
conditions required to qualify for ben-
efits, and as to reasons for and severity
of disqualifications from benefits. The

question is whether the resulting pro-
tection is nevertheless such that the
national interest in unemployment
compensation is reasonably satisfied,
-or whether there are some limitations
on benefits so pronounced as to re-
quire Federal action in this area,
which has heretofore been left largely
to State action.

Postwar Economic Perspectives

III. Prewar Experience: Production and

Consumptz'on

By W. S. Woytinsky*

This article continues the analysis begun in the January
Bulletin of economic conditions that may reasonably be an-
ticipated after the war in the light of actual prewar experience.
Like Mr. Woytinsky’s preceding articles, it results from a com-
prebensive study of the setting for planning measures for social
security. Expressions of opinion, as in all Bulletin articles,
reflect the views of the author and do not necessarily represent
official conclusions of the Social Security Board.

PROJECTION of prewar experience in
the preceding article led to the con-
clusion that full employment in 1950
would require 55.5 million year-round
civilian jobs, including employment
by Federal, State, and local govern-
ments, as compared with 46.5 mil-
lion in 1940. In terms of man-years
of work, the required increase from
the number in 1940 is almost 20 per-
cent. The increase in man-hours
worked would be somewhat less, prob-
ably not more than 16 percent, if ac-
count is taken of the trend toward
a shorter workweek and more exten-
sive provision of paid vacations. What
changes in production and consump-
tion in the United States would ac-
"cord with such a rise in the level of
employment?

Postwar National Product as
Compared With 1940

Changes in Volume of Production

To estimate the hypothetical vol-
ume of production in 1950 as com-
pared with 1940, definite assumptions

*Principal Consulting Economist, Bu-
reau of Employment Security. The pre-
ceding articles in the series appeared in
the issues for December 1945 (pp. 18-29)
and January 1946 (pp. 8-16).

must be made on change in the pro-
ductivity of labor.

Chart I shows variations in real per
‘capita output of goods and services
in the 30 years 1914-43, computed as
follows: the gross national product for
each year, expressed in dollars at 1940

prices, has been divided by the num-
ber of persons in employment in that
year, and the average for 1916-20 is
used as the base (=100) to develop
an index.

Since postwar economic condi-
tions in the United States will differ
greatly from those during the war and
will be more like those in the last pre-
war years, the probable productivity
of labor in 1950 may be estimated
in relation to the prewar pattern in,
say, 1940 rather than in the war years.
It seems reasonable to expect that the
rate of increase in per capita output
from 1940 to 1950 will be similar to
that from 1915 to 1925 or through any
other decade that includes the last
war. The average increase over the
decades ending with each of the years
1924 to 1930 was 26.7 percent. It is
likely that the increase from 1940 to
1950 will be somewhat less spectacular.

Although the war economy has

o
Chart 1.—Variations in real per capita output of goods and services,! 1914—43
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